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Strategy for a
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ifetime of learning

Andy Bird, Chief Executive

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

Image removed
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At a glance

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.

Our mission

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

Image removed

Our values

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

1. We ask ‘why'?

We challenge the status quo by
challenging ourselves.

2. We ask ‘what if?

We spark curiosity to innovate new
possibilities far everyone.

3. We earn trust.

We build 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 standars.

5. We make our mark.

We execute with speed and agility to leave
a lasting impact on everyone we serve,

“We've
redefined
our
purpose to

Image removed

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

Lynne Frank, Chief Marketing

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

Our strategy is to create trusted relationships with consumers
throughout their Iifelong learning journeys, We want 1o empower
them to reahse their goals and potential, by developing their skills
across multiple stages of their learning lifetime, encompassing not
only formal primary, secondary and higher education, but also,
increasingly, the world of work.

Higher
Education

English Language
Learning

Workforce Skills

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

Assessment
& Qualifications

Learner
profile

Diagram reroved

Virtual Learning

Read more on page 12
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At a glance continued

Our interconnected
divisions

2022 Revenue

Assessment & Qualifications

We provide the assessments,
qualifications, certifications and licences
that enable peopie to demonstrate their
knowledge, skills and aptitude across a
lifetime of learning - from scheol to
professional careers. We play an integral
role in @ host of techinology certifications,
in areas such as cloud computing and
cyber security, that power growth and
innovation across the giobal economy
we deliver numerous medical certification
and licensing examinations around the
world, gving governments and the public
the assurance that their providers have
met the standards for care, Exarn delivery
volumes in the Information Technology
sector increased by 12% from 2021

1o 2022.

Qur growth will be fueited by our unrivaited
breadth of offering and global scale across
both physical and digital assessment,
combined with the growing market need
for accrediiation and certification in the
prafessional market, more effective
formative and summative assessment in
the schogl market, and Increased demand
and spend across the eduration landscape

Higher Education

We provide around 18 million higher
education students every year with vibrant
digital content, assessments and ennching
experiences, leading to pesitive learning
cutcomes, We provide a significant entry
point for a lifetime of learning in the
Pearson ecosystem We intend ta 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
Pearsan+, we enable students to succeed
in achieving their goals across disciplines
and academic paths, We will drive growth
through increasing market share and
recapture of the secondary market,
parucularly through enhancements to our
suite of digrtal products including
Pearson+, MylLabs, 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.

in mental health and wellbeing
-~
£1,444m

)

2022 Highlights
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— Pearson VUE test voiumes grew 16% to
19 4mwith particularly strong growth
in the IT and healthcare segments. VUE
also won major contracts across its
portfolio and expanded its presence in
the US federal market,

— Announced the intention to acquire
Personnel Decisions Research
Insttutes (PDRI) which has significant
expertise In providing assessment
solutions to the US federal
government, one of the largest
employers in the US with more than 4
million employees.

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

— UK and International Quaifications
2022 revenue was driven by the return
to full testing and growth in
gualfications and assessment
contracts internationally.

— US Student Assessrment had strong
revenue growth with a full testing cycle
11 2022 and new contract wins.

Read more on pages 8 and 22

— Inclusive Access sales to not-for-profit
insututions was up 9% in 2022, with the
total number of institutions increasing
t0 1,040, due to the attractive price
point and immediate ‘day one’ access
for students.

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

— Pearson+ paid subscriptions
compared to pnor year Fall
sermester up 205% to 406k
(2021: 133k}

— Pearson+ registered users
compared to prior year Fall
sermester increased 3% to 2.83m
(2021 2.75m)

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

Read more on pages 15 and 22




A
Virtual Learning

We offer Lighly elfecuve online learning for
every age and stage of education. Our
users can learn where, when, and how
they learn best, in a way that is tailored to
their needs and propels them forward in
their Iives and careers. Qur vision in Virtual
Schools is to provide a holistic, academic,
and innovative learning expericnce to our
students, while being a trusted best-in-
class partrer for our schools and farrulics.
We will grow by continuing to focus on the
core learning experience, including
individuslised 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 high school, be it in the job market
or further study. We will also capitalise on
increased awareness and openitess ta
virtual learning and the demand for
alternative education mediums driven by
parents’ new hybrd and remote working
schedules. Our Gnline Program
Management (OPM) business is currently
under strategc review,

— In¢reased retention rates and
Net Promoter 5core, now +67, for
Virtwal Schoots, which will drive
enrolment growth.

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

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

&2 Read more on page 22

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
of English, in over 150 countries. Cur vision
is 1o become the wour ld's leatding
destination for committed learners to build
and prove their proficency in English. We
are growing through creating an
interconnected suite of personalised
products across direct te consumer,
institutional, enterprise language learning
and assessments, and online language
learning through Mondly. This will allow us
to expand our addressable market,
increase markel penelrdlion, and create
more repeatable, personal relationships
with language learners, capturing more of
their lifetime spend, We are also
capralising on a consistent market need
for English proficiency in global
employment and education, a growing
demand for online language learming, and
renewed global maobility.

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. Qur newly launched
talent investment platform uses workforce
analysis and assessment to realise
untapped potential, mobilise talent, and
help enterprises and individuals close the
waorkforce skills gap, helping everyone find
the right work far them. We will grow by
connecting consumers, enterprises,
recruiters, and learning partners to a
marketplace for verified skills. We can also
capitalise on employers' increasing need to
reskill and develop their workforce to
protect against shifts in both growing and
shrinking markets and in response to the
high speed of economic and technology
change. We need to respond to and
enable the accelerating convergence
between previcusly disconnected parts of
the HR technology market, particularly
Learning and Development, Recruitment,
and Talent Management,

£204m

N’

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

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

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

— Enhanced our user experience to
ensure that our courseware s the most
engaging and effective on the market,
leveraging our partnerships with major
corparatinns incinding 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 our talent investment
platform which provides accurate,
real-time access to employee skills.

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

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

Read more on pages 14 and 22
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2022 highlights

A year of
strategic and
operational
progress

Achieved underlying sales
growth of

il 5%

and adjusted operating profit
growth of

11%

on an underlying basis, ahead
of expectations

@ Acquired Mondly

and Credly to
ZOZ support the
growth strategy
O across the
Pearson
ecosystem

K Read more on page 13

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

Launched cur
people strategy
with a focus on
engagement and
high-performance
Read more an 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 maore 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 stakenholders.

Omid Kordestani, Chair

Image removed

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

society through lifelong fearning.”
Return on capital in 2022

8.7%
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Chair's note continued

Qverview

Y dehghted to be writing my first letter to you as Chair of Pearson.
Its a privilege to join Pearson at this excitng time. What drew me to
this fantastic company was the incredible opportunity te be globally
consequential and the 1mpartant 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 learming, It is also exciting to see that
we are delvering particularly on enterprise learning, in ways we never
have befare, as the workplace becomes the new heart of marny
people’s learning journey.

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

Financial and operational highlights

We delivered a strong performance in 2022 with sales increasing an
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 also made good strategic and operational progress as we
build further fifelong (earning potential. We've been disciplined in
right sizing the company to our strategic direction. We have taken
bold actions to make Pearson a more efficient, focused company
and through this we will accelerate our improved margin
expectations to 2023 from 2025.

We have alsc retained a strong balance sheet and liquidity position
that will enable us to continue to nvest 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 shareholdars on the register
on 24 March 2023,

Envirenmental, social and governance

Pearson has a clear purpose adding lfe 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 stimulating learning experiences.
They are accessible to more people, and with a smaller carbon
footprint. We continue to make good progress against our ambitious
climate targets, and we recognise the rofe 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 Pearsan's success

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

I also want to thank ali our customers for their continued support.
We will cantinue 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
throughourt the global ecanomy. At the same time, global tatent
needs abound, and cansumer and inclusivity expectations continue
tosurge.

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

— AWS chose Pearson VUE as its exclusive assessment prowvider to
certfy AWS Cloud knowledge and skills. Now the tech giant can
provide their global IT professionals with more convernient testing
options and the best experience possible.

— WIith {ISC). a leading provider of ¢yber security credentials, we
deliver credentialing assessmerits that certify the professionals
whao work tirelessly to provide a safer, more secure cyber world
for individuals and organisations around the globe.

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



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 performance culture at Pearson, with a high level of
execution and operational excellence. We also have a waonderfully
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 is 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
Pearson'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 &
Respansibility Commiittee.

At 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 Board and leadership team

to build a technology strategy that supports a coordinagted,

cross functional approach to data, content delivery, and product
development. Sulaekna (Sue} Kolloru Barger also joined us to
become cur new Chief Strategy Officer. Since joining, Sue has been
focused en driving strategic planning across the compariy arid
charting the course for future growth.

Engagement is fundamental

As a Board and leadership teamn, 1ts critical we engage frequently
with all our stakeholders. We want 10 ensure that our strategy 15
clear, that the way we're operating is well understood, and to identify
any gaps \n 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 actwvities.

This year, we undertook a comprehensive review of Pearson's
executive remuneraton framework, with the proposed new
Directors’ remuneration poficy detailed on page 112. The
Remuneration Committee and the Board have spent significant time
rigorously reviewing the policy and its implementation tc 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 other
stakeholders. | beheve the proposed policy 1s the best way to
continue 1o drive a strong pay for performance culture. It also
responds to the needs of the global talent market for digital
innovators, whilst remairning 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 investrment firm Apollo. Under Sidney
Taurel as Chair, the Board considered the right response for Pearson
and our shareholders. While the Board deliberated the approaches
with all due focus and attention, our confidence in the strategy that
Andy and the leadership team are pursuing led us to unanimously
vote against the approaches. We believe they all significantly
undervalued the company and its future prospects. | would like

to thank our shareholders for their support for the Board's posttion

Outlook

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

1. The company is confident of its strategy.

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

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

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

Omid Kordestani
Chair
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Chief Executive’s review

dd /

nother year of significant

strategic, operational and
financial progress.

Andy Bird, Chief Executive

lmage 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 our world.”



Dear shareholders,

1am pleased to report to you on another year of significant strategic,
operational, and finandial progress, one that has strengthened cur
foundations for a future of Increasing sustainable growth.

QOver the last year, @ new Pearson has emerged - streamiined,
interconnected, and mare agite. This new Pearson is expanding
our market opportunites, driving value for our stakeholders,
and making a positive impact on our world.

Lur 2022 tinandial results demonstrate the strong momentum
we've been building. For a second consecutive year, our financial
performance was ahead of cur 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 strategc initiatives.

Delivering on our strategy

Our strategy focuses on a lifetime of learning and building a company
thar is digiralfirst, pnits the consumer at its heart, and delivers high
quality learmng products at scale, A mayjor focus this year has been
enhancing the interconnectivity between our divisions, making

more parts of Pearson more relevant te each ather while driving
financial and operational benefits, Because of this, our business
madel is moving from standalone products and services to
connected learning applications, centered around our trusted
relationships with consurmers.

Al the start of 2022, | identified four clear priorites for Pearson;

— Deliver sales and profit growth

— Increase our focus on execution, quality, and trust

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

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

We saw strong growth in Pearson+ paid subscribers, launched

the new Pearson+ Channels feature, and integrated Mondiy

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

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

A future focused on a lifetime of learning

While we continue to work with the full spectrum of learning
institutions, the warkplace is now the heart of many peaple’s learning
journey. Enterprise learning has long been foundational to our
business but 2022 saw us scale that in new ways Credly added
about 70,000 new users each week, for the past 12 months, a strong
signal of the need for individual upskilling. We now have more than
2000 enterprise learning clients. This part of our business is, 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 Faethm capabilities that aims
to help enterprisas solve thair talent planning, upskilling, and
recruiting challenges. As it goes to market in 2023 and beyond,

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

to expand our Pearson YUE offerings, and we are capitalising

on the demand for English learning as a gateway to employment

Image removed

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

As we've demanstrated throughout the year, the cross over between
our businesses is accelerating, which is creating synergies and
farming the foundations of our digital learning ecosystem. We are at
a cntical morent where we can combine our capahilities to benefit a
vast number of people. We believe there is enormous power in an
ecosystem that brings our progducts together, with a consumer
profile at its heart. As we move inte 2023 and beyond. you wili see
us push further into a business model that connects consumer led
learning into one Pearson expenence.

Looking forward with confidence

As we turn this concept into reality, we continue to work hard
every day to deliver what censumers demand: vibrant, impactful,
frctionless learning solutions that will help them progress in their
lives. As we deepen relationships with our consumers, they can
move with ease between our products as their learning needs
evolve. 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 continue to do that. The level of activity around the
business is unprecedented. But it is also focused and better
executed, resulting in better delivery of our strategic goals. I'd like to
take this opportunity to thank each and every Pearson employee for
their unwavering dedicaticn to our purpose and our strategy. Led by
their drive, deterrmination, and unparalleled expertise, we arein a
strong position to capture the opportunities in front of us.

Andy Bird

Chief Executive
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Our strategy

An integrated strategy

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

Our strategy is to grow both by increasing our scale and customer reach. We are deepening our investment in opportunities across our divisions,
and are expanding the interconnectedness between our dvisions, 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 expenence as we move from standalone to connected
learning applications.

We have a well-diversified global consumer base, coming from direct indmvdual custorners and institutional, enterprise and government relationships.
Of our 160 million users, 15 millon are registered with us, It is incumbent upon us to make every interaction with our consumers more meaningful by
bullding relationships. We aim ta provide all our audiences with the ability to move between our products as their learning needs evolve.

Cur consumer base

Our global consumer base tuts acrass our
portfolio of businesses addressing multiple
ages and stages of learning.

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

Paid registered users*: Monetised consumers

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

15m

Paid
Registered

* Counts do nat reflect unique users across the Pearson portfolio

Our strategy is underpinned by an interconnected approach to product

Assessment
& Qualifications

T S

mgndhj Integrate more Intermediate & Advanced Content / Institutional & Global Scale of English al\gnmerﬂ Learning
/ Pearson+ Integration / Y| & UX Enhancernents
@ r Pearson English Skills Certificate with Credly badging k
Pearson ¢ PTE
FTE for Canada Migration | Dlagram .
removed Higher
i P+ Channels (mare disciplines and skills) | Education

@ Pearson+

hd Pearson-built curriculim | [ Standards based reporting

English Language
Learning

Pearson workforce
Solutions

[ Additional features / international markets / integration with broader Pearson portfolic
f Product refresh (Freehand Grader, Adaptive Diagnostics, Next Gen Learning Experiences) l Lea rner
@ Pearson Profile
Mplan & Mastering ( Cloud migration i
Course Customization Capabilities for teachers |
CONMECTIONS
| |

Launch talent investment platform and product suite. Expand sknls serv\.:es & talent
Integrate skiils services for consumars

rv:nical market expansion | Yalue chain expansion I

@ Pearson | VUE
l Geographic expansion J

Workforce
Skills
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g e are driving successful
change through targeted
iINnvestment, acquisitions,

Image rermoved

and disposals.

Sulaekha (Sue) Kolloru Barger, Chief Strategy Officer

Strategic progress in 2022

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

and provide more relevant and inspiring products,

We are reshaping our product portfolio to meet increasing demand
fram consurners. 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 dynarmic workplace.
More employers are investing in talent and we are working with
them to provide the training and upskilling for their employees to
help them progress.

Qur 2022 results are evidence that our strategy is delivering results
for our consumers and shareholders alike. We made good progress
in 2022 both strategically and operationally, which 1s reflected in our
strong financial performance: underlying sales growth was up 5%
and underlying adjusted cperating profit up 11%. Our new operating
model has enabled us to identify approximately £120m of efficiencies
1n 2022, which we will deliver in 20232 and beyond. In turn, this will
help us deliver our improved mid-teens margm target in 2023 - two
years earher 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 capabilives for Pearson-, including
Channels functionality.

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

— Workforce Skills launched Skills Accelerator, a suite of peer-
supparted, 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.

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

Acquisitions to bolster our capabilities and enter new markets

— Rerent acquisitions include Credly (Workforce Skills), Mondly
(Enghsh Language Learning), Nawy (Assessment & Qualifications),
and ClutchPrep (Higher Education), and we have signed an
agreement 1o acquire PDRI [Assessment & Qualifications).

Strategic disposals to refine our portfolio

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

Interconnectivity is at the core

Qur strategy is iNcreasingly

Assessment &

connecting our businesses around Al scoring; Qualifications Connections Academy +
lifelong learning opportunities. PTE delivery US Student Assessment
j24 B Opp
GED & BTEC
delivery;rl'.'redly indHub &
Product & technology synergy badging CG,'}";',’EF, e rent
sharing
Go-to-market synergy
English Language Mondly via P+
ntent s R . .
Cont ynergy Learning Virtual Learning
Diagram
remaoved
Enterprise
joint GTM
) Credly badging:
Credly badging; Career Readiness Career
Global Scale of readiness
English + Faethm Consumer
integration pipeline

Workforce Skills Higher Education

Work-ready content
exploration
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Our strategy continued

Enterprise / Workforce Skills

Qur opportunity

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

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
s in the midst of widespread disruption, driven by seismic change

i the workplace. The Waorld 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, their 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 engineering teams,
re-engineered our product portfolio and tech stack, developed

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

We have reshaped our workforce Skills portfolio to serve an

expanding remit, building on Pearson's existing strong foundation
with Enterprise consumers (¢.16% of Group sales). To focus on the
needs of our different customer segments, we have organised our

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

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

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

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

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

Throughout 2022, we continued to grow our revenue, inciuding
our Saas subscriptions, expanding cur 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 acress the Pearson ecosystem, supporting
and accelerating Pearson’s lifelong learning ambition.

For example, we have a library of certified preparation content

and courses for {T professionals n Professional Learning and
Developrment which is relevant for leamers in the workplace.

Enghsh is the globally recognised language of business, s¢ we have
added English to Faethr's skills framework, as well as offering Credly
badges for Pearson's range of English assessment products.

English Language Learning

QOur opportunity

We operate in a ¢ £6 billion addressable market, which integrates
three key market segments:

1. Institutional Enghsh 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. Onfine self-study language tearning, an addressable market of
¢.£2 billior with double-digit growth, which we have entered
through our acquisitian of Mondily

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

A substantial elermnent of our Institutional business is i 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 strong desire far people 1o Invest In their education
and to study in our key destination markets, We aim to acquire more
new and existing language learners, and capture more of their
Iifetime spend on language learning, through cross-selling English
Language Learning sclutions. We are dedicated to growang the
business through improving custormer experience, which has already
been successful in 2022, with a 24% increase in underling revenue
and 33% increase in underlying profit, and with the potential to gain
further share aver the next few years.
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a. Curinstitutional business plays an important strategic role,
it provides the potential to form relationships with mifiions
of institutional learners as well as corporate learners, and 1t
lends invaluable reputation and credibibity in the language space
to our entire preduct pertfalio tis also a large lead-generator
for our suite of assessment products and Mondly, both of
which gre complementary products that enhance the
student experience.

b. Maondly gwves us more opportunities to reach more committed
learners: a foothald in the fast-growing direct to consumer
online language learning market, and the MondlyWORKS
platform for enterprise language learning

¢. PTE and Mondly give us more direct relationships with
consumers, which 15 strategically impaortant
to the division and our ability to cross-sell within Pearson.

Progress so far

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

i1 2023 We priaritised aligning Pearson praducts to the Global Scale
of English (G5E), our proprietary scale that allows mare granular
understanding of English ability, furthermore, working to align
Workforce Skills” Faethm product, laying the ground for future
collaboration. Finally, in addition ta finding ways to use our
nstitutional cortent to botster Mandly maternal, particularly

N the intermediate and advanced levels, we integrated Mondly

with Pearson~, welcoming cver 10,000 new users through this route



This allows consurmers to prove their language proficiency to
employers. The connection between students and work is an cbvious
collaberation point with Pearson+ and there are fantastic opportunities
to connect our services with Pearson VUE, to maximise the value that
Pearson can bnng to our enterprise customers and consumers.

"The growing skills gap is
putting enormous e
pressure on the labour

market, making verified
credentials more essential

than ever.”

Mike Howells, President,
Workforce Skills

Spotlight on Credly
— Credlyis an end-to-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 netwaork of 3,000 certification and badge issuers
— It generates 70,000 new users every week
— It has issued more than 50 million credentials

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

learning and expands our

reach and scale in the

language learning market.”

Giovanni Giovannelli, President,
English Language Learning

Spotlight on Mondly

— Global language learning app

— 100m+ downloads

— 446k paid subscriptions

— Highly-rated app both on mobile and VR

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

Pearson+

Qur opportunity

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

1. Shift eTexthook consumption for students directly to Pearson+,
and improve monetisation

2. Engage and retain students with relevant and valuable senvices
beyond eTextbaoks, and maximise consumer ifetime valug

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

use of the application. Over time, Pearson+ users can be further
monetised through cross-seling 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 exams in 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 problems to help students succeed
in their courses.

“Adding curated video
1 Ima

anq tutorials to Pearson+ | T3,

delivers on our promise

to bring vibrant learning

experiences to even

more pecple.”

Tim Bozik, Chief Product Officer
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Our business model

Creating value

Our foundations An integrated business to

support customers through
their learning journey

Committed people and partners Virtual Assessment

From our brilliant and dedicated employees to our fantastic authars, we are the & Qualifications

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

Learning

. X Higher

R&D and product innovation Education
Our 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 Learner bi \
experience and that demonstrate measurable learning progress. relig(g\?erg [ —

N profile ——
Financial assets
Qur sharehelders entrust us with their capital in arder 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 territories around
the world and are focusing on simplifying our property portfolio to enable digital
and flexible ways of working
Data and insight
Waorkforce

As we move to a direct to 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 out our capabilities in data analytics and Al See overleaf for examples of how our businesses
through acquisitions including Faethm, which enable us to use data insights to suoport customers through their learner iournevs
help identfy skills gaps and provide compelling solutions to workforce challenges.
Strong market fundamentals Direct-to-Consumer
We are well placed to benefit from structural tailwinds in the global learning Increasing Direct to Consumer products and services
market including three big market opportunities: is an important initiative that spans all our divisions.

For exarple, we are growing Pearson+, our digitai
. learning service in Higher Education, alongside our

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

platform Mondly. Both of these services will be an

Online and digital Solutions to Academic and Important customer acquisition too! underpinning
tools for schools evaluate and professional skills our Direct-to-Consumer offerings across the Group.
and educatian address workforce accreditation and
R PP Our Direct-to-Consumer strategy also means that our
skills gaps certification

} business model needs to evolve We now go directly
i to consumers as well as through our existing medels
! whereby we reach the consumer via an educational
institution, employer or ather partner
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H Higher' 1English
" Cducation.—-——| angyage

1 study abroaa

tearning plan
1
'

human capital by giving our

shareholder value creation,

E%Coursew)are /' iLearning How we create |Ong-term
r Pearson+y. i(Pearson Test
leamcolige Lot English): stakeholder value
- ' vanply for
'English ! e -
:Laﬁguage H L:F;L;%I;+ imrmgra(:on ! Warkforca Skills
iLearnin H ’ Eing the !{Credly):
1 £ 1 alongside Pearson Test of 1 i
I{institutional ! MyLab and Falieh 1o b 1 leveraging new IT
| Courseware): ! Mastering jEngis 1o prove | badge to secure Consumers Governments
!Use Disney Kids { hormewaork IE?&ELM j new job through
'Readers 1o start ! platfarm i ¥ :$r“9d‘¥M - \We provide superior learning  We partner with governments
itolearn English ! i 3 1 @entiviata products and services to meet  at a local, federal and national
1 .
! : i iWorkforce } the needs of consumers all level to create learning
1] i . .
H i i English i :tsr:(rlgts-g(:aemm)' : over the world. solutions for people
' !Language ! : i 3
: D llaming | jermplover create Employees round the world,
H [ g ' earning and '
i i E (Mondly): : E(areer goals, : . . Shareholders
H i leamarew Ehe i We intend to maximise the
H . I ' Vdentify skl gaps . )
i P SMEWEEE 4 tanadevelopa | value of Pearsom's own We aim 10 provide long-term
1 1
H |
:

people opportunities to learn
and verify new skills aimed
toward professional growth
and success.

: : ;
| : :
"
b E | frorkforce ; : Employers
' W I H \
E E\Iirtual ESK?EL(ZZ?;}: : g:;e"ﬂ'e"s): E : Qur aim is to partner with
] 1 1
! iLearning :P:?rfg[ﬁ 0 1 psycharretri : : more employers 1o create
¢ (Virtual Efmgo\g jlestlot job iAssessment & | shared value and to ensure
: iSchugls): 1 equva ehcy 1 applicarian EQualiﬁcations : maore people succeed in the
1 oaatten v a W(VUE): enrollin |
E Evirtual K1z ! dimom W iT training H future world of work.
! ischoo! i course and H
E I Epggses AWS i Educators
1 " N N H
\ wcertification test ) .
: : We work with teachers,
S O ! instructors, faculty and
Image institutions across all
removed Credly stages of education to
Farn Credly badges for compeeted credentia s improve outcomes, grow
and succeed together.

Sustainability

Business partners

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

Communities

Education plays a crucial

role in society and Pearson

is a driving force behind the
evolving education market as
we look to meet the changing
need of today's learners, not
just in this moment but fer the
foreseeable future.

/A

We have a roadmap to become net carbon zero and we
continue to enhance our reporting structures according to TCFD,
SASB and GRI principles {see pages 30-42 and pages 221-226}.
Cur unique business model will enable us to reach our purpose
at Pearson which is to add life to a lifetime of learning for people

around the globe. Learring 1s one of the greatest drivers of

Partners and support functions lives, livelihoads, and sccieties,

human progress, so as we fulfil our purpose, we help transform

Technology is enabling consumers to learn virfually and learning
materials 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
marketplace. This gives us the ability to reach cur ambition to be a
digital media learning company that will occupy a place at the heart of
the global learning ecosystem

Measuring progress

B Digital Growth
I Consumer Engagement
1 Product Effectiveness

We measure our progress against five non-financial KPIs:

1 Culture of Engagement and inclusion

1 Sustainability

KX Read more on pages 18-19
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Key performance indicators

Monitoring

I Non-financial measures

Drogress

Digital Growth Digital sates*
Objective: Drive Underlying Growth in group digital o
digital revenue and digjtal-enabled sales
growth
+90
9 /0 Diagram removed
(2021, +9%)
¥irtual Schools US OPM student OnVUE volumes PTE volume Higher Education US
enrgiments enrolments digital registrations
106k 270k 3.0m 827k 9.9m
{2021: 111K) (2021: 275k) (2021: 3.0m) (2021: 436k) (2021: 11.1m*
Consumer NPS for Connections. NPS far PTE Mondly paid Workforce Skills Pearson+
Engagement Academy subscriptions registered users® registered users®
onjectvercreate | +67 +52 446K 4.7m 2.83m
engaging an
pegsgna%ised {2021: +62) {2021: +56) (2021: n/a) (2021: n/a) (2021:2.75m)
consumer experiences
Product PTE speed of VUJE Test VUE partner Workforce Skills Workforce Skills Higher Education
Effectiveness Score return volumes® retention® nurnber of enterprise  enterprise customer  Product usage -

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

1.3 days 19.4m

(2021: 1.2 days) (2021 16.8m)

(2021: 99%)

99.9%

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

Culture of

Engagement Pearson uses the

and inclusion Gallup Q'2* survey
. to measure

Objective: Build an engagement,

inclusive culture and annually

increase diverse
representation

Employee Engagement

3.96

grand meanonas
point Likert scale

(2021: n/a)

Investing in diverse tatent

The % of responses who
agree or strongly agree ta
Gallup Q™** survey
questions

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

67%
(2021: n/a)

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

72%

(2021: n/a)

Culture of inclusion index

The grand mean of 3 Gallup Q'’*

survey guestions

— Atwork, | am treated with
respect

— My company s committed to
building the strengths of each
employee

— If Iraised a concern akout ethics
and integrity, | am confident my
employer would do what 1s nght

4.12

grand mean on a 5 point
Likert scale

{2021: n/a)

Increasing diverse talent

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

75%
(2021: n/a)

% of people in succession o
plans for leadership who

are diverse

Women People of
Colour/BAME

52% 26%

{2021: 72%) (2021; 24%)

Sustainability o
Strategy

Objective: Achieve net
zero carbon by 2030

vs 20188

Reduction in total
tCO,in 2022

33%

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

Reduction in total
10 in 2021

31%

Vs 20188

Il

o .

*

Please find further details on owr Strategic KPI5 here https:/fplc.pearson.com

2021 S digital regiairatians restated from 11.2m to 11.1m due to recategensing 03m of rogrstratis frem US to Incernanonal

Pearson+ registered users represents the number of unigue user accounts added over an academic year

Waorkforce Skills registered Lsers reprasents the number of net new user accoun:s un d trailing 12-month Basis and includes net new user accounts from Credly pre-acquisiion

YUE test volurmes include GED tests

WUE Partner retention 15 based on reveriue mix

Warkforee Skills number of entérprise customers represent the number of customers at period end

Net zero carbon figures have been restated 1in 2021 to reflect acquisitons, dispesals and dais improvemenis “he net zero carbon figures have been assured by an independent

third-party, Corporate Citizenship

Historical figures restated 1o exclude Wall Street English and % K 12 Courseware (sold in 2018, and 2019 respectively).
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I Financial measures

Sales® o
£3,841m

Chart removed

This is our revenue as reported in our
income statement.

Adjusted earnings per share? (R ]

51.8p

Chart removed

A non-GAAP financial measure used to
evaluate performance.

Operating cash flow and R ]
cash conversion?

£401m (88%)

Chart removed

Operating cash flow is an adjusted measure
and 1s presented in order to align the cash
flows with corresponding adjusted operating
profit measures.

Total shareholder returnse o

57.16%

Chart removed

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

Adjusted operating profit* Q

£456m

Chart removed

A non-GAAP financial measure that enables
management to consistently track the
underlying operational perfarmance of

the Group.

Operating profit®

£271m

Chart remaoved

This is our operatng profit as reported
In our income statement.

Net cash generated from
operations®

£527m

Chart removed

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

Return on Capital® o

8.7%

Chart removed

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

Net debt?

£557m

Chart removed

This is 8 non-GAAP financial measure and 1s
used by management to assess the Group's
cash position.

Basic earnings per share®

32.8p

Chart removed

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

Dividend per share

21.5p

Chart removed

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

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

L. Statutery measure.

< Source: Bloomberg.

2| Comparative amounts have been restated, see

note 1 of the finanadl statements for further details

Note See page 215 for full reconcibation of the
alernative performance measures 1o the cquivalent
statutary measure.

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

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

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

Sally Johnson, Chief Financial Officer

Irmage removed

Financial summary

Business performance

£ rillions 2022 2021 Headline growh CER growth  Underlying growth
sales T ey 34280 2% 3% S
Adjusted operating profit 456 385 18% 6% 11%
Operating cash flow 401 388

Adjusted earnings per share 51.8p 349p

Net debt {557) (350)

Statutory results

£ millions 2022 2021 Headline growtn
e 3841 3428 T
Operating profit 271 183

Profit for the yeer 244 178*

Cash generated from operations 527 570

Basic earnings per share 32.8p 23.5p*

Dividend per share 21.5p 20.5p

Throughout this section: a) Growth rates afre 071 an underlying basis unless otnerwist stated Laderying growth rates exclude currency moverments and portfolio changes: b) The ‘business
performance’ measures are non-GAAP measures, and reconcilianions 1o the equivalent statutary nesding Lnder IFRS are incli.ded in tne financial key performance indicators section on
pages 215-219; () Constant exchange rates are calculated by assuming :he average FXan the prior year prevaled througn the current year

¥ Comparalive amaunts have beenrestated, see note 1k w0 the finanaal statements “or further details
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Financial expectations

2023 2023 Underlying revenue
2022 revenue Margins expectations expectations 3-year CAGR Margins
Segrment (£m) 2022% Revenuye Margins* 2022 to 2025 2025*
Assessment & Qualifications 1444  18%  Llowrtomidsingledigit  Increase  Low to mid-single digit Increase
Virtual Learning e 820 M EE
Mid-single
virual Schools ¢ digit decline Increase Increase

OPM

Group 3,841 12%

Low-single digit decline

increase
Increase

Excluding OPM and
Strategic review: Low to
mid-single digit Mid-teens digit mid-teens

Mid-single Upper end of

* Adiusted operating profi: margins

Operating results

Sales increased on a headline basis by £413mor 12% from £3,428m
In 2021 to £3,841mn 2022 and adjusted cperating profit increased
by £71m or 18% from £385min 2021 to £456mn 2022 (for a
reconciliation of this measure see note 2 to the consclidated
financial statements),

The headline basis simply compares the reported results for 2022
with those for 2021, 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 adopting new accounting standards that are not
retrospectively applied. Our portfolic change 1s 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, South Africa and Hong Kong in
2022, the sale of the Sistemas business in Brazilin 2021 and the
acquisitions of Credly and Mondly in 2022 and of Faethm in 2021.

Allfigures in £ millions 2022 2021
Operating profit ' 271 183
Add back: Cost of major restructuring 150 214
Add back: Intangible charges 56 31
Add back: UK pension discretionary

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

On an underlying basis, sales increased by 5% in 2022 compared to
2021 and adjusted operating profit increased by 11%. Currency
movermnents increased sales by £296m and increased adjusted
operating profit by £46m. Partfolio changes decreased sales by £37m
and decreased adjusted operating prafit 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 relevant but excludes charges for intangibie
amortisation and impairment, acquisition related costs, 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 adjustments is included below and in more detail in

note 2 to the consolidated financial statements,

In August 2022, Lhe Group announced o migjor restrucluring
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
recoverabitity of right-of-use assets made in 2021.

intangible amortisation charges in 2022 were £56m compared

to a charge of £51min 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 ene-off pension
increases awarded to certamn cohorts of pensioners in response to
the cost of living crisis.

2023 outlook

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

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

— In Virtual Learning, Virtual Schools revenue to dechne by
mid-single digit impacted by the COVID-19 cohort unwind in the
2022423 academic year, as well as the loss of a major school. We
expect margins to increase. We rermain 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 1s underway.
OPM continues to be under strategic review.

— Higher Education revenue to dectine, 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 Pearsor webske as at 28" Novermber 2022; median
adjusted operating profit of £585m at £:$ 1.14, tax rate 24%
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Financial review continued

Other net gains and losses in 2022 relate to the gains on the disposal
of our international courseware local publishing businesses in
Europe, French-speaking Canada and Hong Kong and a gain arising
on a decrease in the deferred consideration payable on prior year
acquisitions, offset by a loss on disposal of our international
courseware local publishing businesses in South Africa due to
recycled currency translation adjustments and Costs related to
disposals and acquisitions. Other net gains and losses in 2021 largely
related to the disposal of PIHE and the disposal of the K12 Sistermas
business in Brazil offset by costs related to the acquisition of Faethm
and the wind down of certain sirategic review businesses.

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

Divisional results

Headline CER  Underlying
2022 2021 growth Growth growlh

Englisn Language:

Learning ~ 321 238 35%  28%  24%
workforce Skils 204 172 19% % 7%
Strategle review 154 218+ (29)% (30)% (169

Adjusted o
prrait

Assessment &
Qualifications

Enghsh Language

Leaming 25 15 &% ATk 33%
Workforce Skils @ 27 (0% abme  @n0%
SUHLEEIC review 15 19+ (21)% {26)% 0%

Totat adjusted

operalng profit 456 385 18% 6% 11%
+ Comparative amounts nave heen restated to reflect the move between

operating <egments,

Assessment & Qualifications

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

Pearson VUE sales were flat in underlying terms with test volumes
increasing 16% to 19 4mwith particularly strong growth in the IT and
healthcare segments, offset by the known headwind resulting from
the DVSA contract change, as previously announced in 2021, Within
VYUE test volumes, we stilf capture the volume for all three DVSA
regicns, given we provide the central platiorm for test delivery. We
retained all our major contracts that were up for renewal and
increased our contract renewal rate to 95.9% across the business,

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

in Clinical Assessment, sales Increased 7% in underlying terms
due to good government funding and continued focus on health
and weltbeing,

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

In Virtual Learning, sales increased 4% on an underlying basis and
15% on a headline basis. Adjusted operating profit grew 88% in
underlying terms due to operating leverage on revenue growth and
efficiency improvernents in Virtual Schools and OPM, more than
offsetting the investrment 1 our Virtual Schools' platform and
teaching costs, and increased 119% in headline terms due to this and
currency movements.,

Virtual Scheols sales were up 4%, driven by firm retention rates in the
2021722 academic year and favourable revenue mix, partially offset
by a 5% decdline in enrolments for the 2022/23 academic year and
lower district partnership renewals. We opened new full-ume online
partner schoels in Colarado, Missour: and Virginia which partiatly
offset the planned exits of partner schools in Washington, Colorado,
Missouri and one of two schaogls in Tennessee. As at December 2022,
this brings the 2022/2023 total number of partner schools to 46 in

31 states.

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

Higher Education

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

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

tn the US, we saw a decline in enrolments and a loss of adoptions to
non-mainstream publishers, including open educatonal resources,
partially offset by improved pricing. There was continued momenturn
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
to 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 in India. Within Institutional, there was strong
growth in Latin America and the Middle East, offset by the impact
of government reforms in China.

Workforce Skills

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

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

Revenue growth was driven by growth it BTEC and Apprenticeships,
GED and TalentlLens. The Vocational Qualifications 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 clierts in its Workfarce Skills
portfolic, up 133% on iast 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 underhysng basis and were
down 29% on a head|ine basis for the full year. Following the
announcement of the sale of our international courseware local
publishing businasses in Europe, French speaking Canada, Hong
Kong and South Africa, these financials are no longer included in cur
underlying performance measures.

Net finnnre costs

Net interest payable reflected in adjusted earmings 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 additian, interest charges have
reduced due to the reduction in gross bond debt and increased
interest incorme on cash balances given interest rate rises.

Net finance income relating to retirement benefits has been
excluded from our adjusted earnings as we belisve the income
statement presentation does not reflect the economic substance of
the underlying assets and liabilities. Also included in the net finance
costs (but not in our adjusted measure) are interest costs relating to
acouisition or disposal transactions, fair value movements on
investments classified as fair value through profit and loss, foreign
exchange and other gains and losses on dervatives. Interest relating
to acquisition or disposal transactions is excluded from adjusted
earnings as it s considered part of the acquisition cost or disposal
proceeds rather than being reflective of the underlying financing
costs of the Group. Faretgn exchange, farr value movements and
other gains and losses are excluded from adjusted earnings as they
represent short-term fluctuations in market value and are subyect
significant volatility. Other gains and losses may not be realised in
due course as it is normally the intention to hold the related
Instruments to maturity {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 itern.

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

I mdllions 2022 2021
Net interest payable (1)(57)
Finance income n respect of retirement
benefits 9 4
Fair value remeasurement of
investments held at FVTPL 28 20*
Other net finance costs 16 27
Net finance costs 52 e~
* Comparative amounts have been restated, see note 1bro the

financial statements for further details.

Taxation

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

— The release of tax nisk prowisions totalling £72m following the
expiry of the statute of imitations tor certain periods in the US
This release impacts both statutary and adjusted earnings with
a £37m credit to adjusted earnings and the remainder only
impacting statutory results,

— As previously disclosed, the European Commission determined
that the United Kingdom controfted foreign campany group
financing partial exempticn partially constituted State Aid. This
decision was appeated by the UK Government and other parties.
Cn & June 2022, the EU General Court dismissed the appeal
Following the EU General Court's negative dedision, the UK
Government and other parties have submitted appeals to the
Furopean the Court of Justice. At 31 December 2021, the potential
risk associated with this issue was disclosed as a contingent hahility,
however, following the dismissal of the first appeal the prospects of
successfully challenging the European Commission's decision are
now considered ta be such that a provision is required.

— On that basis a tax provision of £63m plus £5m of asscaated
interest has been recorded The provision represents an estimate
of the expected value which has been calculated by considenng a
range of passible outcomes and applying a probability to each,
resulting in a weighted average cutcome. The possible outcomes
considered range from no liability through to the full expasure
{(£105m excluding interest). Due to the large and unusual nature
of the provision and the specific one-off nature of the issue, the
provision 1s excluded from adjusted earnings. There Is no cash
impact in 2022 as a payment on account was made during 2021,
The provision of £63m has been affset on the balance sheet
against the payments previcusly made, As the provision is less
than the payrments made there IS 3 remaining non-current tax
recevable of £41m disclosed on the balance sheet.

The tax on adjusted earnings in 2022 was a charge of £77m
(2021: £64m), cerresponding 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 provisions
following the expiry of the statute of limitations in the US. For a
reconciliation of the adjusted measure see note 7 to the
consolidated financial statements.

In 2022, there was & net tax payment of £109m (2021: £177m).
The overail amount decreased primarily due to the 2021 payment
of £67m related to the ongoing EU Commission investigation which
is non-recurnng. Excluding this payment, tax payments increased
primarily due to increased operating profits and legislative changes
in the US.

A net deferred tax asset of £20m 1s recognised in 2022 compared 1o
a net £17m deferred tax asset in 2021. The current tax creditor
principally consists of provisicns for tax uncertainties. There are
contingent labilities in relation to tax as outlined in note 34 to the
consoldated 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 compared to 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 is 32 8p in 2022 compared to 23 .5p* in
2021 The increase in 202215 mainly due to increased cperating
profits, reduced interest charges and a decrease in the number of
shares following the share buy back, partially offset by increased
tax charges.
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Financial review continued

Other comprehensive income

Included in other comprehensive income are the net exchange
differences on translation of foreign operations. The gain on
translation of £330m in 2022 compares to a loss in 2021 of £6m.
The gainin 2022 arises from an overall strengthening of the
currencies to which the Group is exposed and in particular the
relative strength of the US dollar. A significant proportion of the
Group's operations are based in the US and the US dallar
strengthened in 2022 from an opening rate of £1:$1.35 to a closing
rate at the end of 2022 of £1:31.21. At the end of 2021, the US dollar
had strengthened from an opening rate of £1:51.37 to a closing rate
of £1:$1.35. The loss in 20271 was driven by this movement in the US
dollar, offset by the weakering of other currencies used by the Group.

Also included in other comprehensive income in 2022 is an actuariat
gain of £54m in relation to the retirement benefit cbligations of the
Group. The gain arises largely from a decrease in liabilities driven by
higher discount rates and changes to demographic assumptions,
partially offset by losses on associated matching assets and
expenence losses, The actuadial gain in 2022 of £54m compares to
an actuarial gain in 20217 of £149m,

Fair value gains of £18m have been recognised in other
comprehensive Income and relate to movements in the value of
investrents in unlisted securities held at FVOCI. In 2021, fair value
gains of £L4m* were recognised.

In 2022, a loss of £5m (2021: £4m gain) was recycdled from the
currency translation reserve to the income statement in relation to
businesses dispased.

Cash flow and working capital

Our operating cash flow measure is an adjusted measure used to
align cash flows with our adjusted profit measures (see note 33 t0
the consclidated financial statements). Operating cash infiow
increased on a headline basis by £13m from £388min 2021 1o
£401min 2022. The increase is largely explained by the drop-through
of increased operating profits offset by unfavourable working capital
movernents driven by the timing of the disposals of the international
courseware local publishing businesses and an increase in capitalised
product development,

The equivalent statutory measure, net cash generated from
cperations, was £527m in 2022 compared to £570min 2021.
Compared tc operating cash flow, this measure includes
restructuring costs but does not include regular dvidends from
associates. It also excludes capital expenditure on property, plant,
equipment and software, and additions to right-of-use assets as well
as disposal proceeds from the sale of property, plant. equipment and
right-of-use assets (including the impacts of transfers to/from
investment in finance lease recenvable). In 2022, restructuring cash
outflow was £35m compared to £24m in 2021,

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

£ millions 2022 2021

Net cash generated from operations 527 570
Dwidends from joint ventures

and associates 1 -

Net capital expenditure on PPE

tincluding right-of-use assets}

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

restructuring projects 35 24

Operating cash flow 401 388

Liquidity and capital resources

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

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

At 31 Decernber 2022, the Group had approximately £1.4bnin total
liguidity immediately available from cash and its Revohang Credit
Facility maturing February 2026. In assessing the Group's liquidity
and viability, the Board analysed a variety of downside scenarios
including impacts from macro economic factors and other risks. Even
under a severe downside case where declines in profitaoility
compared to 2022 are modelled in 2023 and 2024, the Group would
maintain comfortable tiquidity headroom and sufficient headroom
against covenant requirements during the period under assessment
even before medelling the mitigating effect of actions that
management would take in the event that these downside risks were
to crystallise. In all scenarios it is assurmed 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 Moocdy's.

Net debt

£ millians 2022 2021
Cashand cash equivalens 558 937
Overdrafts (15) -
Investment in finance leases 121 115
Derivative financial instruments {6) (2)
Bonds (610} (767)
Lease liabilities (605} (633)
Net debt (557} (350)

Post-retirement benefits

Pearson operates 3 variety of pension and post-retirement plans.
Qur UK Group pension plan has by far the largest defined benefit
section. We have some smaller defined benefit sections in the US
and Canada but, outside the UK, most of our companies operate
defined contribution plans.

The charge to profitin respect of worldwide pensions and post-
retirement benefits amounted to £66m in 2022 (2021: £58m), of
which a charge of £75m (2021: £62m) was reported In operating
profit and income of £8m (2021: £4m) was reported in other net
finance costs. In 2022, a charge of £3m (2021 nil) related to one-off
discretionary pension increases has been exciuded from adjusted
operating profit.

The overall surpius on UK Group pension plans of £537m at the end
of 2021 has increased to a surplus of £573m at the end of 2022, The
increase has ansen principally due to the actuarial gain noted above
in the other comprehensive income section In total, our worldwide
net position in respect of pensions and other post-retirement
benefits increased from a net asset of £471m at the end of 2021 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 15.9% interest in the
company. Tetal consideration for the acquisition was £148m
comprising upfront cash consideration of £107m, Pearson’s existing
interest valued at £21m and £11m of deferred consideration. The
deferred consideration is payable in 2 years.

*  Comparative amounts bave been restated, see note b 1o the fingncgl statemerits for *urther details
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Addntional contingent amounts are also payable in 2024 if certain
revenue and non-financial targets are met, and dependent on
continiing employment, and therefore these addinonal amounts walk
be expensed over the period and are not treated as consideration.
Net assets acquired of £44m were recognised on the Group's
balance sheet including £49m of acquired intangible assets, Goodwill
of £105m was also recogrised in relation to the acquisition.

In April 2022, the Group acquired 100% of the share capital of AT
STURIOS AP.PS SRL (Mondly). Total consideration for the
acyuisitivn was £135 0 canmprising upfront cash considor ation af
£105m, and deferred consideration of £30m. The deferred
consideration 15 payable over the next two years, [n addition, a
further $29.6m (c£24m}) of cash and $10m (CE8m) in shares will

be paid over 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 batance sheet including £50m of
acquired intangible assets. Goodwill of £97m was also recognised in
relatian to the acquisition,

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

The cash outflow in 2022 relating to acquisitions of subsidiaries was
£228m. In addition, there was a cash outflow relating to the
acquisition of associates of £5m and 1nvestments 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 £65rm comprising 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 also recognised in relation to
the acquisition. Contingent consideration amounts have been settled
during 2022 resulting in the recognition of an £8m gain in the incame
staternent withun other net gains and losses,

In 2021, the Group also made two smaller acquisitions for total
consideratan of £11m and acquired Interests In two associates,
Smashcut and Acaderny 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 acguisition
of associates of £10m and investments of £4m

Businesses disposed

InMarch 2021, the Group anncunced that it was launching a
strategic review of its international courseware |ocal 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 various other South African companies. Tatal 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 immateriat
disposals and costs related to 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 In
PIHE in South Africa resulting in a pre-tax lass of £5m. In October
2021, the Group completed the sale of its K12 Sistemas business in
Brazll resulting 1n a pre-tax gain of £84m,

The cash inflow in 2022 relating to the disposal of businesses was
£333m mainly relating to the disposals described above and the
receipt of deferred proceeds from the US K12 Courseware sale
it 2019

In 2021, the cash nflow from disposals of £83m mainly related to the
dispasal of the K12 Sisternas business and the receipt of deferred
proceeds from the US K12 Courseware salein 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 {14.2py and
the intersm 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.

I'tus tinat 2022 dividend which was approved by the Board in March
2023, is subject to approval at the forthcoming AGM. For 2022, the
dividend is covered 2.4 times by adjusted earnings.

Share buyback

On 24 February 2022, the Board approved a £350m share buyback
prograrmme 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
redemption reserve.

Climate change

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

Post balance sheet events

In February 2023, the Group renegotiated its revoiving credit facility,
reduging the maximum faciliy to $71bn.

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

Conclusion

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

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

to 21.5p."

Image removed

Sally Johnson
Chief Financial Officer
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Stakeholder engagement

_earning from our stakeholders

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

Our ability to succeed depends, in part, on how we engage with and mabilise a diverse group of stakeholders - consumers, employees, sharehoiders,
educators, employers, business partners, and governments.

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

Consumers

Why we engage

How we engage

Outcomes

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

As more pecple use digital iearning products such as Pearson+ and
Mondly we can listen to and learn from consurmers, informing our
innovation and driving better lifelong learning. For example, we
know fram our 4.8 million Pearson+ Channels registered users that
they have engaged in nearly 2 million 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 ARVR offering, which ranks highly among
Occulus users.

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

Understanding how and why our
consurmers use cur products leads to
the development of features that make
thern more engaging and user friendly.
As we study the engagement data in
Pea(son+, 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 barriers
that consurmers face during language
learning, particularty the difficulty in
accessing in person tutors, led us to
pllot 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 for affordable, accessible,
and direct to consumer learning.

Educational institutions and educators

Why we engage

How we engage

Qutcomes

Fducators 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 an the needs of educators and students. They also act
as ambassadors for our products with existing and potenual
customers, carrying out regular campus visits and webinars.

QOur authors, often educators themselves, are increasingly active in
reviewing our digital products and product features, such as the
developrnent 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.

26 Pearson plc Annual report and accounts 2022

Our work with educaters provides us
with urique insights that reflect
experiences of both teachers and
students. In many cases, feedback from
educators leads to concrete change
that informs our products and services
This 15 the case for BTECs, where we are
changing specific elements of our
awarding process to ensure a smoother
experience for students and educators,




Employers

Why we engage

How we engage

Outcomes

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

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

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

We engage with employers through our Assessment &
Quahfications, Workforce Skills, and Enghsh 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 crganisations in the healthcare and
cyber security space help employees advance in their careers and
make our world safer with credentialed workers.

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

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

The IT and healthcare sectors continug
to perform well for Pearson VUE, Cn

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

with Pearson, proving that the impact
of learning I1s iImportant, no matter

the scale

Investors/shareholders

Why we engage

How we engage

Outcomes

Our investers play an
important role in providing
us with access to capieal to
ensure that we can
operate and add lifeto a
Iifetime 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
1Issues, at our financial results, our 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 against our
new direct to consumer, lifelong learming strategy.
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Qur investors appreciate the time we
spend with them to give them updates
on our strategy and progress, and we
rontinue te develop how we
communicate effectively across a range
of formats.

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

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

We are evolving our resuits
presentations to make them more
interactive and engaging, with
heightened use of video, photography,
and sccial 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

life goals

As the world's leading
learning company, we use
our experience angd
expertise on 1ssues related
to all facets of education,
to inform political and
educational leaders.

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

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

Given governments’ need of support,
we engaged with governors across the
US, outlining data on future skills needs,
learning loss, and success of online
learning in their regions, to inform
polcy 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 certifications,
English language courses and
proficiency. In 2022, we engaged with
UK and US embassies in Central and
South America and Asia to support
countnes’ efforts in this area.

VA

Employees

N
Why we engage

How we engage

Qutcomes

Pearson's people are its
greatest asset. Qur
success as a business and
our ability to make a
positive iImpact are highly
dependent upon our
colleagues.

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

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

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

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

Our people actively engage in feeding
back, and in 2022, 72% of colleagues
participated in cur new engagement
survey. An average 2,000-3,000
colleagues join cur global town halls
live, and more 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 their
wellbeing. We're using our engagement
survey results as a baseline to measure

their teams. engagement at a local level, and to drive
change in the areas that matter most to
our peaple
{DJ
E‘Q Business partners and institutions

Why we engage

How we engage

Qutcomes

QOur suppliers, channel
partners, venture partners,
and authors play a vital
role in helping us execute
our business and product
strategies, bringing
specialised services and
expertise to accelerate
our work.

Supplier diversity and responsible procurement are key priorities
for the company. This year we added two new supplier portals that
provide access to over 1 million diverse accredited suppliers.

In Assessment & Qualifications, our mentor-protege programme is
designed to help small and minority owned suppliers grow their
business inside and outside of Pearson. Pearson provdes additional
support to enhance their professional development and business
growth, so they canimprave their competitive position acrass the
marketplace. This helps Pearson improve the diversity of our supphers
and promates responsible and sustainable procurement practices,

Additionally, we continue to add business partners whao contribute
to the diversity of our workforce. In 2022, those new partners
included Pecple of Colour in Tech, a recruitment platform that
connects under-represented groups with tech jobs and the
Hispanic Association on Corporate Respansibility, which works to
advance the inclusion of Hispanics in corporate America.
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Qur work with outside partners is
one way we're building a cuiture that
values diversity, environmental
stewardship, and social impact,
alongside business growth,

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

N this area.

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




Communities

Why we engage How we engage

Cutcomes

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

and inclusive global
development. Our

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

and the steps we are
taking to have a positive
imgact on society and
the environment.

in addition to maintaining relationships with key organisations, we
participate In multi-stakehoider inivatives to promaote ifelong
learning opportunities for all and ensure the lasting protection of

QOur global volunteering policy enables all our pecple to take up to
five paid volunteer days off to donate their time to what matters
most to them and their local cormmunities

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

a few.

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

Maore detail on page 38 on how we
invest with purpase.

Directors’ duties statement

In accordance with Section 172 of the Companies Act 2006 (see below
right), the Directors fulfil therr 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 inctudes
delegation of day-to-day decision-making to employees of the Group.

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

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

with stakeholders {induding our § 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:

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

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

— Sustanability (pages 30-42), which describes.

— Ininatives through which we strive 10 enable more engaging
learning experiences, that are accessible to more people, and
with a smaller carbon footprint

— Qur commitment to creating a culture that prigritises human
rights, our employees, DE&), and socially responsible sourcing

— How we align with widely accepted ESG reporting frameworks
including GRI, SAS8 and TCFD. For further details on TCFD
reporting, please see page 39

A continued understanding of the key 1ssues affecting stakehaolders 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-making processes. For an insight into how the Board has
considered the interests of various stakeholders in its decision-
making, and what matters the Directors considered when trying to
align and mitigate opposing views, please see our case study on the
acquisiticn of Mondly on page 69.

Section 172 of the Companies Act

In summary, 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 promote the success
af the company for the benefit of its shareholders as a whole.
In doing thes, the Director must have regard, among other
matters, to:

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

— the interests of the company’s employees,

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

— the impact of the company's operations on the community
and environment,

— the company's reputaticn 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

Our ESG framework

Our purpose

Add life to a lifetime of learning

Our sustainable business pillars

=

Driving learning for
everyone with our products

Achieved through:

— Consumer engagement™

— product effectiveness*

— digital growth*

— responsible and sustainable content
— affordability and access

2022 progress

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

— Mondly integrated into Pearson+,
offering expanded access to digital
language learming.

— In Higher Education, we are now Global
Certified Accessible™. We provide 'born
accessible’ digital learning {eBook) options
to expand access to learning content
and materials.

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

—~—————

Read more on page 32

L._

o

4w
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-performanice.

— 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 mentonng opportunines.

— Focused on bullding a culture of inclusian
and increasingly diverse representation.
Employees acquired drersity, equity and
inclusion knowledge and skills via cur
inclusive learning experience, and diverse
participants in our leadership development

-

Leading responsibly
for a better planet

Achieved through:

— reducing our environmental impact®
— investing with purpose
— yber security and data management

2022 progress

— In 2022, we launched a new Privacy

Cantre for consumers which will be inked
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
cur 2018 baseline

— In 2022, we have spent £46 7m with

and mentaring programs.

~————

Read more on page 33

diverse-accredited suppliers, certified and
non-certified. We have provided access to
two diverse supplier portals, WEConnect
and Supplier.o. The databases combined
provide access to over 2 million
dwerse-accredited suppliers.

—~——————

Read more on page 36

|

Robust governance, a strong culture and effective policies

* See o non-hnancal KR section for more o0 now these ink to oLr sirategy

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

Icons removed
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Why sustainability matters to Pearson

Learning iz a powerful enabler 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 our rapidly changing world. By
diagnosing skills gaps, helping peaple learn and verifying
qualifications, we aim to help mobilise talent that is well equipped to
build a greener, more responsible econormy.

Our ESG framework

In 2021, we introduced three pillars to our ESG framework, driving
learning for everyone, ermpowering our people and leading
responsibly. These represent the areas where Pearson can make
the biggest positive impact and where we believe our main
responsibilities fie towards socety 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 non-financial KPIs, see page 18, have a natural fit with 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 our 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 our
remuneration policy can be found in our non-finanaal and
sustainability statement below

During 2022, we updated our matenality assessment, see: https./plc.
pearson com/en-GB/purpose/our-esg-reporting, which confirmed
that the views of our external stakeholders and our key prionty 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 role in driving positive change through
climate change educabon.

Driving learning for everyone with our products

The natural alignment between our business strategy and the
paositive impact we make through driving learning for everyane s a
key strength for Pearson. It is hugely motivational and reflected in the
selection of three of cur 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 increasingly connect our products to offer a
lifelong learning ecosystem, we will strengthen our ability to track and
evidence the social impact achieved by our products and services,
We therefore, foresee gur metrics evolving over time.

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

Empowering our people to make a difference

In 2021 we appointed a new Chief Human Resources Officer, who is
spearheading our refreshed people strategy. It has three core areas:
employee engagernent, investing in talent, as well as driving diversity,
equity and inclusion, ail of which are reflected 1in our non-financial
KPls. We are using our own learning preducts to develop skilts
throughout our workforce and in turn, this will maximise our people’s
contribution to Pearson's success, and accelerate innovation.

Not only 1s our people’s learning and development experience a
valuable showcase for the business, but it can also support employes
ergapernenland relention, develop ¢ perfonmantce dand pur pose-led
culture of adding ife 1o a lifetime of learring, and ultimately drive
Pearson's own growth, see page 33.

“Our goal is to help
learners gain the

knowledge and skills they | mese removed
need to advance and

thrive sustainably and
responsibly in our rapidly
changing world.”

Cinthia Nespoli,

Chief Legal Officer and Executive Leader for Sustainability

Leading responsibly for a better planet

We are also focused on driving positive change through leading
responsibly, while hrmiting our own impact on the world's scarce
resources, Qur carbon footprint s relatively light, and reflects our
business model, but as responsible leaders we recognise that

we have a significant duty to reduce our carbon impact as much
as passible.

We have carbon reduction commitments in place and are
implernenting artions tc achieve our net zero carbon goals. The
increased digiisation of our products reduces our environmental
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 ta a more consumer-facmg business,

A strong governance structure

Pearson has a strong governance structure that underpins aur
sustainability strategy. It is imperative we continue 10 evolve how we
govern sustainability matters, to ensure our structures remain fit for
purpose in this fast-roving 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 & good
link between incentives and ESG. Read more about our governance
approach on page 53

As a standing board committee, the RRC meets at least three tmes
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 Pearson's climate transition plans

— ESG remuneration metrics

The RRC circulates its conclusions and minutes to the Board, and the
Charr is responsible for ensuring action points are followed up. In
2022, the RRC validated Pearson's materiality review, and received a
reparting update in alignment with the evolving regulatory landscape.
Priorities for 2023 include the publication of Pearson’s climate
rransion plan, in addition to the launch of varipus activities to
empower our people to make a difference through behavioural
learning opportunities and skill-based volunteering. For more
information please see pages 78-79.
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Sustainability continued

Driving learning tor
everyone with our products

How our products create a more
sustainable world

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

Digital product growth and the intelligent application of technology
have significant positive benefits across both environmentat and
social impact areas. Group digital and digital-enabled sales in 2022
grew by 99 (2021: 9%).

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

The evolution of learning

Our digital 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 it launched in 20271 and
has reduced costs for users considerably, when compared to buying
stand-alone textbooks. With its new ‘Channels’ feature it enhances
the learning expenence of all learners, offering thousands of tutar
videos and practice questions bringing life to learning. Pearson+ is
also partnering with organisations that share our values such as
Headspace, together offering consumers affordable mental welliness
content at a discounted student rate.

We also want to empower learners by giving them the control and
the flexibility to fit learming into their lives. The recent acquisition of
Mondiy is another example of how we are investing in personalised
learning. The integraticn of Mondly into Pearson+ brings the world of
language learning to Pearson+ users at just a chck of a button.

Responsible and sustainable content

We have a clear role to play in creating content, products and
services that help solve the major environmental and societal 1ssues
of our time. These will encompass formal primary, secondary and
higher education, but also, the werld of work, to meet increasing
dermand from consumers who are upskilling while employed to
improve their capabilities and opportunities for both themselves and
their employers.

For example, we have developed online sustainability courses for the
Smith Schoal of Enterprise and the Environmment, University of
Oxford, in partnership with Pearsen. Both courses, The Future of
Sustainable Business: Enterprise and the Environment course, and
the Law and Sustainability: Tackling Global Environmental Challenges
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. Durning 2023, we aim to expand our reach, and are
exploring a bespoke implementation of these courses internally.
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Our new project-based experiential learning platform, Pearson's Skills
Accelerator 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 Worlg,
through our Workforce Skills divisian, will help future leaders gain the
knowledge and the know-how to solve business-critical challenges,
leading to outcomes that accelerate the impact to build a fair and
sustainable world.

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

We have alsclaunched 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. [n addition, we have developed an internal
sustainability competency framework, which aims to inspire maore
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,
fram ensuring accessibility 1s woven into our culture and training, 10
nnovating and using technelogy 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. Our learning design principles (LDPs) are a
portfolic of learning science research summaries, paired with design
recommendations intended to include everyone. Over the past year,
we have refreshed our LDPs to incluge a specific section on how to
ensure an equitable application of our design recormmendations.
These updated LDPs will be part of our product designs from 2023.

In gur Higher Education Divisian, we are now Global Certified
Accessible™. We prowide 'born accessible’ digital fearning (eBook)
options for students with disabilities, which are designed so all
learners, na matter their ability, have the same access te learning
content and materials, Accessibility training 1s a requirement for key
employees, who also complete courses in disability fundamentals,
basic web and document accessibility, and disability etiquette. We
have built processes and systems to ensure that we are delivering
complant tools and content to both learners and instructors.

Qur Global Content and Editorial Policy (GCEP) suite 1s a range of
tools and guidance to support our employees and business partners
&5 we improve our content standards. It includes content guidelines
on the representation and inclusion of disability. gender, ethnicity
and race and LGBT+ communities in our content, ameng other
guidance and tools. In 2022, approximately 70% of our identified
content business partners received an orientation to the GCEP
training, representing over 6,000 businesses and freelancers. We
provided mandatory traimning to over 11,000 colleagues across the
globe who are involved with our content. Durning 2023, we will
develop additional online and live training and ernbed cur maturty
madel and health assessment, which will allow us to track and
monitor the implementation and impact of cur cortent standards
initiatives on cur business.
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o | 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 iImpact on the world, is highly dependent upon our
colleagues. Our goal is to be a world-tlass place to work. We want to
offer aninclusive, high-perfarming environment, where everyone can
leverage therr strengths, This is crucial to our people's engagement,
growth, and sense of belonging, and to our future success.

Following our Chiet Human Kesources Otticer’s appaintment in 2021,
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 cutture of belonging
and aiming for increasingly diverse representation throughout
the company.

Our non-financial KPIs measure how well we are delivering on our
people strategy. We also track a wide range of internal outcomes and
metrics to understand our people progress and we further
supplement these guantitative metrics with qualitative insights frem
our people.

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

Prioritising employee engagement
throughout Pearson

Fallowing 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 buitt on a foundation of
engagement as a performance advantage. The goal was to leverage
the strengths of all our employees te deliver on our purpose and
drive company growth.

We launched a company-wide focus on engagement and high
performance as part of cur refreshed people stratagy, with a new
global employee engagement survey, increased manager upskiling
and a new digital emplayee experience platform. Our new survey
includes 12 core engagement guestions from our survey partner
Gallup. It also includes questions on inclusion and coaching, which
are key areas of focus for us. Galup's approach ta engagement is
backed by rigorous science, linked to integral performance outcomes,
and actionable at the local level. The approach 1s simple, has been
proven to work and provides access to global benchmarks to
measure progress. Itis encouraging to see a significantly tugher
number of respondents for our 2022 survey than Pulse surveys run
in previous years, and a Gallup GrandMean result of 3.96 on a
5-point scale.

The resuits tell us where we are now and where we can improve. Our
highest-ranking questions, compared 1o Gallup's database, were; "My
manager, or someone at work, seems to care about me,” and: "My
co-workers are committed to deoing quality work."” This is a great
position from which to start our conversations with one ancther, as it
shows our people care for each other's experiences and are
committed to doing great wark together, Qur opportunities to
improve include clarifying roles and demonstrating recognition, and
we also need to ensure we continue to emphasise the importance of
having regular performance conversations,

Manager development to support engagement

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

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

Our employee resaurce groups (ERGs) are voluntary, employee-ed
groups whose aim is to foster a diverse, inclusive and equitable
workplace culture for Pearson ermployees. They continue to support
leadership to champion inclusive efforts and promote collaboration
and a community between all Pearson employees. We have
restructured our nine ERGS to better align with cur DE& strategy,
address the needs of our community, and contnibute to progress
throughout the organisation.

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

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

Investing in talent

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

Qur Group staff turnover was 33% (22% voluntary/11% involuntary).
This was in line with expectatons and comparable to 2021, There
were two areas of high voluntary turnover. The first area was in our
retall 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 outsourced service locations. We are mitigating risks in this regard
by reviewing rewards and benefits in these locations and looking ta
diversify the geographic iocations of these roles.

Acquisition of skills

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

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

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

Reskilling and upskilling

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

In parallel wath our investments In manager upskilling and reskilhng,
we are evolving our salutions for all our people to upskill and, in
2022, expanded our flagship global Learning at Work Week to a
monthly series. Each month, we focus on a priority skill from the
capabiines 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 people free access to more commercial
learning cpportunities, including our direct-to-censumer apps
Pearson+ and Mondly, and via our pilot of digital credentials 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 contnue formal education, we will
reimburse tuition costs for up to 18 credit hours if therr education
programme is related to & 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
pipeline, e g for the 2023 Learning 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&)

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

Our DE&d approach has four parts: recruitment and promaotion;
retention; inclusive culture; and socaal impact. in each part, we have
planned outcomes aver a set time frame. Each dwision and
carporate 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 build an
inclusive culture and increase diverse representation

We lead from the top. Our business leaders and CEQ champicn the
Iink between DE&I and business performance and have made
inclusion a personal 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 detail on our Diversity figures
can be faund in the ESG performance section pages 224-226, in
accordance with FCA listing rules and both the Parker and the
Hampton-Alexander reviews.

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

Our data shows females make up 59% of our workforce, but we want
to achieve panity of female represeritation at VP-and-above levels, We
are currently at 43% We also want to increase diverse representation
at all career levels. Pearson is in line with the UK national average for
employing unger-represented peopie 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 people of colour at all
career levels, and of women at semor levels, by providing specific
upskilling for managers on inclusive hiring practices and Inclusive
Partnerships by working speafically with orgarisations such as
People of Color in Tech, and Histerically Black Calleges and
Universities (HBCU) Connect.

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

to address individual needs, Recruitment, promaotion, and training
are conducted on the basis of merit, against objective Criteria

that avoid discrimination. We are also proud that ‘Disability:

IN' {(https//disatulityin. org/what-we-do/disability-equality-
index/2022cormpanies) recognised Pearson as a Best Place

to Work on its 2022 Disability Equality Index.



Skill-based volunteering to create sustainability and
social impact

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

As we enfer 20123, we want to find new ways to mohilise tho social
impact of our talent through volunteering, to face the challenges of
today and the future. We will evolve our volunteering policy 1o enable
our people to make an impact in their communities by bringing their
unique skill sets, interests, and professional development geals to
nat-for-prafit organisations.

We are developing a skills-based programme that will sit at the
intersection of volunteering, learning and develapment. The
programme will leverage the skills of our employees to create social
impact, and in turn, we will use our unique digital credentialling
capabilities to verify and recagnise the application of skills through
volunteering in real-werld contexts.

Reward, benefits and wellbeing

In 2022, we made financial wellness a priority. This built on the
foundations of our Global WELL initiative and was n recogmition of
the challenging macro-economic conditions many countries are
facing. Changes were made to the way UK employees interact with
therr retirement arrangemeants, gving them greater choice, clear
information on their investments and more 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 alsa continued to invest in other aspects of welibeing: e.g via the
introduction of Sword, a virtual physical care package for back, joint
and muscle pain that you can de from the comfort of home. It
combines the best in human care with easy-to-use technology that is
more convenient 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 moton sensor to track
exercise progress, give feedback and help correct your formin
real-time, s well as adjusting your programme as your needs change
so employees get better, faster.

Outlook

Our priority in 2023 is to drive progress against engagement baseline
measures and our other non-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 to test and scale the integration of our commercial
solutions (especially digital credentialling) in support of developing
the core business, leadership, and technical skills cur employees
need for the future of work.

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

“As we transform to a
digitally-led, direct-to-
consumer model, we are
purposefully evolving our

Image remaved

organisational makeup
and investing in talent to drive our
ongoing success. We are acguiring
people with digital skills, upskilling
and reskilling people to support
their learning, growth, and
progress, while also taking action
to retain our skilled colleagues.
Fach 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 developrment,
technology, digital sales and marketing
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Sustainability continued

agsy | Leading 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. Qur stakeholders rely on us to provide excellent
products, created with the utmost integrity to millions of individual
learners, educaticnal institutions, governments and enterprises
around the world, whilst also looking after our awn 20,400
employees ta the highest possible standards see page 33.

As Pearson's business becormes more digital and consumer-facing,
we are prioritising the safety and security of cur 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 editonally respansible, sustainable content (see page 32),
through products created and delvered with an ever-decreasing
environmental footprint, Qur ambitious carbon reduction targets
reflect our carnmitment to minimise Pearson's impact on the planet
as much as possible,

In 2022, Pearson made progress against several sustainability
priorities, which are summarnsed below and include data privacy,
Cyber security, customer safeguarding, carban emission reductions
and responsible supply chain management and sourcing. We also
continued to contribute to local communities around the world
through our ‘investing with purpose’ initiatives, and we proudly
matched our employees’ contributions to several charhies in support
of the victims of the Ukrainian cordlict.

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 continue cur digital
transformation,

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

In 2022, we built on our seven data security and privacy principles
introduced in 2021 and established clearer lines of accountability
and better reporting. This enables senior management executives
and dwisional privacy owners to have greater visibility Over managing
data privacy and secunty risks. Qur clear system of escalation gives
them awareness and oversight of key areas and actmties. We also
provide alt colleagues with training on our updated and strengthened
data privacy and cyber security principles and processes. Mare detail
on the role our Board Committees play in data privacy and cyber
security, and their focus areas in 2022, 1s on page 82.
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In 2022, several operational initiatives contnbuted to our
strengthened processes 1N data privacy and cyber security:

we increased transparency around what happens to an
individual's data and their choices. This helps us develop our
digital products with the confidence that customers can easily
exercise control over the use of ther personal information.

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

+ we also strengthened our internal rescurces to help drive a
culture of data privacy at Pearson. Senior leaders in each of our
divisions and corporate functicns have been appointed as Privacy
Owners, They are accountable for, and direct the activities of,
designated Privacy Leads who are responsible for implementing
Pearson's global privacy programme on a day-to-day basis, and
all of those involved in this effort have been trained on how to
deliver on their responsibilities under that framework.
as the risk of cyber security breaches continues to grow, we
stepped up our engagement programmes with divisional leads
on the potential risks from digitalisation to ensure awareness and
preparedness. Several parts of our business are already certified
to internationaf standards for informaticn security, such as 150
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

Our safeguarding programme is undergoing rapid change, driven
bath internally by new product development and externally by
changes in technalogy and legisiation. The protection of our learners
against online harms 1s particularly important to Pearson as the
company continues its transition from traditional ‘bricks and mortar’
schoals and colleges to a more digital, direct to consurner model,
such as that delivered through our online schools, tutoring and .
Pearson+ products. To ensure that our systems and processes

SUPPOrt a positive user experience, while reducing the risk of onfine

harms, we have:

+ strengthened our data collection regarding
safeguarding inaidents.
established a set of 10 safeguarding standards, including around
social media, live-streaming and user-generated content.

+ implemented a process for business ines to assess themselves,

- progressed our ‘Safety by Design’ programme to engage with
proguct teams to ensure safety against online harms and
compliance with standards hke the UK Age-Appropriate Design
Code is embedded in our products.



Our journey to net zero

Pearson began its decarbonisation journey many years ago, and is
transitioning from one of the world's largest print publishers to
becoming 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
against a 2018 baseline, we have committed to becoming net zero by
2030, a goal which is one of our Group non-financial KPls.

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

We present gur carbon footprint and progress Against our target in
two separate tables in this report:

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

Carbon reduction and our net zero roadmap

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

Building sustainable supply chains
Paper and printing actions

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

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

Supplier engagement actions

Itis paramount that we engage with our suppliers to help deliver
further change and reduction in our scope 3 emissions. Weorking in
partnerstup with other corperates, we are understanding the
decarbonisation plans of aur 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 suppler selection.

Key actions with our suppliers

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

— Our net zero strategy goes hand in hand with ethically sourcing
materials, and uitimately protecting biodiversity. Gur 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 15 coming from protected species, and it also tracks
the content of chemicals and components in printed materials.
Finally, the platform enables us to ensure that international
ervironmental, human rights and safety regulations
are followed.

— We aim to increase diverse 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.io. The databases, taken together,
provide access to over 2 million diverse-accredited suppliers.

— For the first time in 2022, we asked our key suppliers to
participate i 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). We
engaged pocrly performing suppliers to implement corrective
actions, and they will be reassessed. Qur educational
environmental material is available to help them progress.

— Our own sustainability perfermance was assessed by Ecovadis,
and we scored 1in the top 11% of our industry, earming a Silver
medal. We also received a B score across our CDP (formerly the
Carbon Disclosure Project) responses, which includes the areas
of dimate, 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 our business and investments with low
carbon, we have provided carbon data at divisional level, to enable
decision-rmaking by senior executives with oversight of internal P&Ls.
We are also integrating key environmental criteria such as
Greenhouse Gases (GHGS) emissicns into our preduct design and
development processes. This will help us analyse the carbon
footprint (induding scope 3) of our digital products as our portfolio
continues 1ts transition from print to online.

Employee owareness and engagement actions

Achieving cur 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 equally, employee engagement is critical to
the success of any sustainability programme. See page 33 to see how
during 2023 we aim to integrate sustainability into learning and
development activities in cur people strategy.

Annual report and accounts 2022 Pearson ple 37



Sustainability continued

Strengthening governance

We describe in detail the steps we have taken to strengthen our
governance of climate change in aur TCFD report see page 39. Our
Net Zero Steening Committee 1s responsible for implementing our
climate 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 most effective long-term investmient options 1N
high-quality environmental projects to enable Pearson to meet its net
zero goal by 2030.

Resource use

Qur digital growth is much less reliant on raw matenals 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
consumpticn. This accounts for 9% of our electricity use.

During 2022, we have seen an increase in our water and wastie data
for the year. Our total 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 estimatians methodology are
the main drivers behind this sharp upward trend, Pearson repons
estimated water and waste in some of its properties by applying an
intensity ratio per sgm based on all actual data available. This year,
we extended the scope of sites with actual data that are Included in
2022 figures.

Investing with purpose
Social bond

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

Investing in our global communities

Learming cutcomes are closely inked to the prosperity of local
communities. Pearson continues to lend its support tc people
impacted by the canflict in Ukraine, and as part of our commitment,
we provided financial and in-kind support to make a difference in the
lives of those affected by the hosplities,

Through our match-giving programme, employees rallied

behind three global chartable 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 milhon donation, and our colleagues made over 1,400
donations to those organisations, totalling £130,000. Pearson
matched their donations, providing a further £130,000.

In addition to grant ging, our in-kind donations included prowviding
free access to electronic materials, for example, launching a webpage
where teachers can find information on Pearson's support for
Ukrainian refugee students by offering free materials (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 from 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 emissians, leading
responsibly for a better planet

Rankings and recognition 4§

FTSE 4 Good Index

Pearson remains a
constituent of the FTSE 4
Good Index series,

Human Rights
Campaign (HRQ)

Pearson was named 1o the
HRC Corporate Equality Index.

Dow Jones
Sustainability Indices
{DJsn

Pearsan is & constituent of
the Dow Jones Sustainability
Indices (D51}, and member of
the 2022 Sustainability
Yearbook,

Stonewall WEI

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

Disability: IN

Pearson was named to DE&I
Index with a 100 scare in
the US.

Clean200

Among the largest 200 public
companies ranked by clean
economy revenue

Moody's ESG Solutions

Robust performance awarded
by Moody's ESG Solutions.

MSCI ESG

As of 2022, Pearson receved
an MSCI ESG rating of AA.

Logos removed




Task Force on Climate-related
Financial Disclosures

Summary

Our commitment to operate our business more sustainably 1s
demonstrated by our ambitious target to reduce our abselute
scope 1,2 and 3 carbor 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
rermmval snllrions

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

We assess climate change nisk as an integral part of our risk
rmanagement process, and in 2022, we updated our assessment of
the financial iImpact of climate risks and opportunities under multiple
future climate change scenarios, This identified a number of physical
and transitional risks as described below, however none of the rnisks
identified were material or required further action beyond what the
management teams are already planning. We concluded that while
chmate 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 stakenolders.

In making this assessment, we considered the actions needed to
achieve pur commitment to net zero by 2030, as well as the strategic
and financial 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 habilities as at 31 Decernber 2022, as we
explain in further detail in note 1d. to the finandial statements. During
2022, we also strengthened our gavernance of cimate change,
ntroducing a central steering committee and working groups to
manage and execute our climate plans and actions.

To advance our net zero action plan, please see https://plc pearson.
com/en-GB/purposesour-esg-reporting. Our key priorities for 2023
are to drive further change within our supplier network, fully plan cur
emissions reduction strategies, and embed the cost of carbon 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 customers on the
threats and challenges from climate change. In 2024, we will also
publish a standalone climate transition plan in alignment with the UK
Transition Plan Taskforce.

Gaovernance

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 & Responsibility
Committee (RRC). Members of the RRC include the Group Chief
Executive and three Nan-Executives Directors. Our Chief Legal Officer
{the executive leader responsible for the develcpment, monitoring
and execution of Pearsen's sustainability strategy) s a regular
attendes, Reductions in Pearson's carbun footprint contribute to the
annual incentive plan for all ehgible 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
chrmate 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 taken for discussion and approval to
the RRC.

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

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

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

The sustainability 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 process provides a frarmnework
for identification and analysis of, and response to, various forms of
nsk, 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 transition as an emerging risk.
Ermerging risks are those which we believe are well mitigated in the
short term, but may represent a future opportunity or threat. The
relative significance of climate-related risks in relation to other risks
can be found on pages 40-41 of the risk management report.

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

strategic planning.

Strategy

Pearson's shift frem physical publishing to digital media continues to
shape cur envirgnmental footprint. During our baseline year (2018),
our physical book value chain was the largest contributor to our
carbon emissicns. Since then, the key elements of book production
{paper, printing and distributicn) 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% aganst our 2018 baseline, white our products and services
reached more than 160 milllen users around the world.
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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 commissicned the specialist
consultancy ERM to undertake a climate risk assessment to identify
and quantify the potential impacts of climate change risks and
opportunities on our businesses, strategy and financial planning.
The analysis ran across multiple time periods up to 2050, to help
us assess the speed of ImMpact on our business maodel of various
scenarios, and to reflect the critical future dates for reducing
carbon emissions

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

Climate-related risks and opportunities

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

The transition risk of Pearson's business was also assessed,
using four scenarios from the IEA's World Energy Outlook 2021,
(WEQ-2021). The analysis concluded that Pearson is minimailly
vulnerable to transition risk in the 2030 time frarme, but risk
increases for longer time hornzons across all nsk categories.

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

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

Scale of Risk/
Risks/Opportunities Opportunity*

Pearson actions

Physical risks

acility or data centre damage due to Time frame - short
flooding and hurricanes Likelihood - possible
Magnitude of impact - low
Wildfire interruptions to In-person testing Time frame - medium

Likelihood - likely
Magnitude of impact - fow

- Shifing services to alternative locations or servers

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

- Insurance cover

- Shifting tests to alternative locations
Rescheduling tests

+ Moving to digital on-screen assessments
insurance cover

Water scarcity. may affect Pearson nglérbélly, Time frame - mediumn
but Pearsen's consumption levels are Likelihood - likely
small overall Magnitude of impact - low

weather events Likelihood —fikely
Magrituce of impact - low

Property updates
Consumption levels remaiming minimal

+ Short-term pricing changes reflected in operational and
strategic plans
+ Medium-term digital product/services alternatives will be available

Transition risks

Increased service charges, reflecting building  Time frame - short
efficiency standards in the US and EU Likelihood - likely
Magnitude of impact - low

Procirement costs of Time frame - medium
sustainably-certified paper Likelhood - likely
Magnitude of impact - low

Increased EU ETS price burden Time frame ~ medium
Likelihood - possible
Magrutude of impact -
moderate**

Fixed lease agreements in the short-term

+ Selection criteria well above building efficiency minimal requirements
for newly leased properties

+ Property strategy including reduction of property area, leasing/
sub-leasing and service charging

+ Flexible working policy

+ Paper use reduction based on ongoing digitatisation strategy, and
avallability of digital afternatives
improved product design and greater prnicing pass-through

Digitalisation assumes a lower ETS exposure level
Product design and priang pass-through from pulp and paper mifls

Reputational risks tied to offsetting Time frame - long
Likehhood - likely
Magnitude of impact - low

Active plans to reduce the amount of carbon sequestration/ offsets
required: https://plc.pearson.com/en-GB/purpose/our-esg-reporting.
Currently developing offsetting strategy centred araund portfolio

of high quality activities and projects that remove carbon from

the atmesphere

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

Risks/Opportunities Opportunity* Pearson actions

Opportunities

Continuous decarbonisation of Pearson’s T  Please refer to the Leadmg Responsrbly secticn on pages 3638 of
products and operations through digitisation, this report

energy efroency and flexible workmg pohcy

Please refer to the Respons:ble and sUstanable content section on

Increase in consumer demamd for

sustainability-related learning content page 32 of this report
*oAmpact scales:

Time frame Likelihood Magnitude of Impact

Short: within 5 years Possible Low: below £5m

Moedhum: between 5 - 10 years Likely Moderate: £5m - £20m

Long: more than 10 years High: £20m or above

Time frames were selected in relation to our 2030 target date

**Due to the nature of the risk, and the degree of external variables affecting the matter, it s difficult to meaningfully guantify the risk. However, if not managed
elfectively, costs associated with offsetting carbon emissions which cannot be fully reduced. rmay lead to decreased margins.

Metrics and targets

Our primary targets are ta reduce our absolfute scope 1, 2 and 3 carbon emissions by 50% by 2030 (validated by the Science Based Targets initiative)
using a 2018 baseling; and our internal goal to be net zero by 2030. We have made good progress with our targets, achieving a 33% reduction in
emissions since 2018. The Leading responsibly pillar on page 36 highlights the steps Pearsan 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 categones of scope 3 emissions included in our targets are
also detailed in our independent assurance statement, see https://plc.pearscn.com/en-US/purpese/our-esg-reporting. Our emissions data can be
summarised as follows:

Qur emissions data

e 2021%
SCOPE T B2

Scope 2 (market based)

Total - lacation- based L 401893
Total - marketbased 379834 '"""jjjff,jﬁjﬁﬁjjjjjjj;__________________.______._.
Intensity ratio - tcozelsaI&; """""""""""""""""""""""""""""""""""""""""""" S

(Scopes 1,2 market-based and 3) 110.7 95.6

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

Table of contents

Section Section Page Reference
Governance Board's oversight of climate-related risks and opportunities 66, 78-79
“Management's role In assessing and managing climate-related risks and opportunities B T e
Strategy " Climate related risks and opportunities over the short, medium and long term 77 3641
mpact of chmate related risks and opportunivies 36.41
“Pearson’s resilience taking into consideration '&]'fr"é}'e"rii"ciih%’ié?éi;:'é&;:'éﬁ.;}'{c;g """""""""""" T ’ T e
R;SkmanagementProcesses forldentllylng and assessmg climate- relatercilr;-i;ks ) T 3039-414352
7Processes fm’ managmg cllmate—related rlsks ’ 7 ST e 36«414352

Metrics and targets

Performance against targets 18, 36-41, 221-226
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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 ta content in this strategic report, relevant to the management, performance and position of the company, and the impact of cur activities
in specific non-financial areas.

Non-financial matter and relevant sections of Annual Report Page/Link Reference

Business model

Business model: Pages 16 & 17
Stakeholders: Pages 26 to 29

_ESG-linked remuneration: Page 98

Erwironmental matters
Climate
Resource use

Driving learning for everyone with our products
Social engagement

Employee engagement
Investing in talent
Diversity, equity and inclusion

Customer welfare (data privacy, security, and safeguarding)

Empowering our people to make a difference
Sustainable procurement

Anti-corruption and bribery matters

Polcies: Addressed in the pages below, with full po
https /fple.pearson.com/en-GB/corporate-palicies
Pasition and performance: Pages 30, 36-41
Risks/opportunities; Pages 36-41

KPls: Pages 18, 221-226

https://ple pearson.com/en-GB/corporate-policies
Position and performance; Pages 30-38
Risks/opportunities, Pages 30-38, 43-52

KPIs: Pages 18, 221-226

https://plc.pearsan.com/en-GB/corporate-palicies
Position and performance: Pages 30-38
Risks/opportunities: Pages 30-38, 43-52

KPIs: Pages 18, 221-226

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

Position and performance: Pages 30-38

Risksfopportunities: Pages 30-38, 43-52, 82-83

KPIs: Pages 18, 221-226

Position and performance: Page 82
Risks/opportunities: Pages 43-52, 82
KPIs: Page 226

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

— Pearson Code of Conduct

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

— Responsible Procurement Palicy; and our Human Rights Statement

— Ant-Bribery and Corruption (ABC) Policy; Raising Concerns and Anti-Retaliation Policy

— Pearson’s safeguarding prinaiples (include data privacy/security)
— Global Content and Editcrial Policy; Respansible Advertising Policy

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

Risk management

value, protecting our brand, and ensuring gocd governance.

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

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

‘ Plc Board {oversight) I
— Responsible for the Group's strategy

— Approves the annual budget and long-range finanaal
plans

l Audit Committee (oversight) I

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

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

— Approves the Group risk management
framework

— Approves internal audit plans

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

Reputation & Responsibility Committee
{oversight)

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

rExecutive leadership (assessment and mitigation) |

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

— Accountable for ensuning that risks are mitigated in hine
with risk appetite

— Responsible for the execunion of the Group's strategy

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

Group risk function (support and report) |

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

— Reviews risks with divisions to assess and monitor risk
exposures

— Prepares a consolidated risk view for the executive
leadership

— Provides oversight over Group risk management
activity

— Reports to the Audit Committee on risks

I Senior leadership (identify, assess and mitigate) | | Technical specialists (identify, assess and mitigaﬂl

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

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

— Functional leaders are supported by technical
speciahsts who are responsible for risks that require
corporate oversight

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

Risk management experts (mitigation and assurance)J

— Finandial funcnons, compliance, controls, legal

Personnel across the company are trained in 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 setong the Group's

risk appetite.

The internal audit
function
{AssUrance)

The internal aucit
functionis
responsible for
providing
independent
assurance to
management and
the Audit
Cormnmittee gn the
design and
effectiveness of
internal controls, to
mitigate strategic,
financial,
operational and
compliance risks.
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Risk continued

Risk oversight

Risks are managed by members of the Pearson Executive
Managerment team (PEM), either on a divisional basis or by function
(as set out in the changes in and accountability for principle risks
section on pages 45-50),

Risk owners conduct regular risk reviews with therr 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 stakeholders, including
the Enterprise Risk Management team, and are discussed at PEM
team meetings.

The Audit Committee 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 10 provide an annual deep
dive an key risks, supported by central risk team experts as required.
Deep dive sessions are also held with enterprise-wide functions such
as tax, treasury and cyber security.

The Audit Committee uses these deep dive sessions to understand
the rigour of management's risk scanning and to challenge any
judgements being made in response 1o risks

The internal audit team provides independent assurance to the Audit
Committee on the design and effectiveness of internal processes, to
mitigate strategic, finandial, operational and compliance nsks. nternal
audit plans are aligned 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, assessments
and gualifications where it has held leading positions over several
years and where the businesses and markets have progressively
become more digital.

Factors affecung the rmarkets in which the Group operates include a
growing nurnber of digital learning providers, technological change,
the level of education tuition fees, potential recessions in the UK and
USs, and the high level of inflation in these markets. The Group seeks
to maximise the opportunities from changing market condrtions
while balancing its expansion with appropriete menitoring and
understanding of associated risks.

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

The Group's Assessment & Qualifications business provides secure
professional, clinical and academic examinations. VUE pravides
professional tests in a VUE test centre or online through proctoring.
During 2022, VUE test valumes grew by 16%, with particularly strong
growth in (T and healthcare. US Student assessments are typically
awarded as large cantracts by states and nation-states, making the
political climate an important factor in performance in this area
{quantified by Pearson under the heading accreditation risk).
Performance in Clinical Assessment benefited from good availability
of government funding in 2022.

Growth in the Group's Virtual Learning offenng is expected to come
mainly from demand for virtual schools, driven by a strong naticnal
brand and significant scale.
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The strategies for our English Language Learning and Workforce
Skills divisions anticipate significant growth. For Warkforce Skills,
success in the enterprise-focused Workforce Solutions area will be
contngent 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-consumer growth with
Mondly, and through increased adoption of the Pearson Test of
English, our market leading language learning assessment.

Risk identification and monitoring

Our risk identification processes follow & dual approach. Firstly, we
take a top-down view which considers strategic risks relevant across
the whole of Pearson. 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 highlighted in management
reporung and in each dwision’s long range plan.

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

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

We define our principal risks as those which could have a significant
and 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 essential to executing our strategy, achieving
sustainable shareholder value, maintaining our reputation, and
ensuring good governance. However, they do not comprise all the
risks associated with our business, and are not set out In priority
order. Agditional risks not known to management, 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
would not be expected to have a significant ongoing effect on
company valuation.

Emerging risks are risks which we believe are well mitigated in the
short term but may represent a significant future opportunity or
threat. These include company-specific risks and risks affecting the
mMacro econormy.

Principal risks

The Board of Directors has undertaken a robust assessment of the

current risks facing Pearsaon, 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 while more modest could have a significant near-term

impact. For each of our principal risks, the tables below identifies;

— the change in the nsk over the last 12 months

— movement and outlock for that risk

— management actions

— the link between the rnisk and Group strategy

— our nsk tolerance

— examples of the nsk

— risk ‘contagior’, 1 e, the extent to which issues in one area could
increase the nisk 1IN other areas

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



Accreditation risk

Description

Termination of accreditation due to policy changes or failure to mamtan the accreditation of our courses and
assessments by states, countries, and professional associations, reducing their eligibility for funding or attractiveness
to learners.

Movement and outlook

The risk is at a moderate to hvgh Tevel, due to a desire to reduce and/or reform standardised testmg in the UK,
Australia and US, as well as increased global political risk,

The outlock 1s for the rnsk 1o remain at a similar level for the foreseeabie future.

Management actions

7 n tostrategy

1 Continue to evolve and enhance securlty, data and. govemance ‘standards to ensure the Group meets the requlred
standards to be an accredited provider.

2. Complementary acquisitions to support movement into formative assessment.,

3. Contmue 16 grow full-service offering, including online proctonng. Th|s helps to ensure the Group has products
he global assessment market.

Low - Pearson seeks to operate in stable, well-regulated markets with known requirements to be accredited, and then
has a low tolerance for taking risks which may jeopardise that accreditation.

Ris contaglon
“Risk v velocity T

Ifthere were to be major long-term changes in regulation, it is tikely that these would accur over a multi-year period.

Capability risk

Description

organisational challenges.

‘Movement and outlook

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion

Riskvelocity

_and planning, hut without stifling innovation.

EXDEC‘[a[IOHS:V

Inabihity to meet our contractual obligations or to transform as required by our strategy due to infrastructure or

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

Key sitiatives durning 2023 include the launch of a new integrated product in workforce, realisation of synergies with
our Mandly language learning offering, and the further developrment of functionality and content on Pearson-.

The nisk 1s expected to remain at a similar elevated level for the next 12 months as key new requirements of the
trategy are 1rnp\emented

1 Risk ratmg<, are applled to each 5ystem and plans put in p\ace to maintain system uptime and recovery plams are
in place in the event of downtime to allow custormers 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 multi-factor authentication help to
ensure the stability and sacurity of key Group systems.

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

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

6. 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.

Capability relates to the three priorities to unlock growth:

— Consumer-facused and data-led approach
— Portfolio and arganisational structure
— Ta}ent and culture

Mediurm - the Group aims to ensure it has the capability to deliver strategic objectives, requinng strong coordination

Business transformation and change
Talent
T resiliemce

Faiiures in Capabnlty could result in increased reputation and responsibility risk and failures to meet customer

Failures of capablity could impact within a six-month period,
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Risk continued

Competitive marketplace

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

Movement and outlook This risk continues to be significant in our Higher Education business due to declining enrolments and competition
from non-mainstream publishers, including open educational resources. In our ather divisions, 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 remain elevated for the next 12 months, due to the level of competitor activity being observed,
as well as continued investment in educational technology.

Management actions 1. The Group's Assessment & Qualifications an
focus on working in partnership with customers, including IP owners, to ensure that their needs are being met,
resulting in high retention rates on the long-term contracts in place.

2. The Group invests in emerging and maturing technologies to lead and respond to changes in market dynarmics.
Examples include online proctoning and digital-first scoring in assessments and qualifications, and virtual reality
language learning in Mondly,

3. The Group's strategy is to address learners wherever they choose to learn, reduding reliance on fearners’ choosing
particular institutions. Direct to consumer offerings such as Mondly and Pearson+ can be accessed via
smartphone by anyone, while the developing Waorkforce Skills division addresses learners in the workplace. This
complements cur existing businesses such as Higher Education and US Student Assessment where the Group is
introduced to learners through their college or school.

4. Competitive analysis is undertaken to monitor and respond to competitive threats, with decentralised teams able

to mobilise quickiy to maximise opportunities and manage risk
..................................................... 2. Subscription product launches, indluding Pearson~, improve the customer value proposition, e

Link to strategy we have identified three big global opportunities and assoaated marketplaces:

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

Examples of risks — Substitutes
— Product differentiation

— Consumer learning preferences

increase portfolo

Risk velocity The changes in the global learning market over a four-year period. a
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
Movement and outlook

Management actions

Risk tolerance

Examples of risks

Risk velocity

_do.

Failure to selert content and delivery channels to conveniently deliver anticipated fearning, resulting in lo

The risk remains at a moderate level This s due to the increasing commoditisation of content, requinng contmumg

development of both content and the method of delivery to be able to provide differentiated products and services.

The risk 1s expected to remain at a moderate level for the next 12 months, given the ongoing proliferation of methods
for learners to choose for ther Ieammg and, the funding stwl available for educational technology businesses.

1. Increasing use of mteract\wty and multi-channel content, pamcularly on Pearson-+, mdudmg by offerd ng podcast
Contant angd videos (Pearcnn+ Mhannelis)

2. Conunuing focus on efficacy to 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.
4. Investment in acquisitions offering new methods for testing or delivering content.

Managing content and channel rnisk helps achieve our offering of high-quality, affordable products which lead to better
access and outcomes,

Medium - This is a strategic nisk and Pearson should be rewarded for successfully developing and delivering products
and services that consumers value. Some risk 1s accepted to ensure the consumer remains at the centre of what we

Zintellectual property protechon
— Method of delvery
— Balance of content creation and content purchased

Failure to deliver high-quality and engagmg products and services may have an impact on reputation and
responsibility risks and on meeting customer expectations.

Due to longer-term contracts or the time required for instructors, or consumers themselves, to 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
felt over the IOnger-term

Customer expectations

Description

Movement and outlook

Management actions

Link tostrategy

Risk tolerance

Examples of risks

“Risk ¢ contagzon

Risk velocity

_and met and where gaps arise, steps are taken to address these concerns.

Rising end-user expectations increase the need to foer differentiated value propositions, risking margin pressure to

The risk is still at @ moderate level, with an expectatlon from cansumers of an increasingly high-quality and engaging
user experience.

The outlock is similar for the next 12 months, with expectations rising in line wa‘th other indusmes

Consumer aCtlthy is reviewed via a network of Campus Ambassadors, as s well as learner sumeys 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 Pearson+ provide valuable insights about usage to help keep
pace with changing custormer expectations.

Our service businesses conduct regular reviews with customers to ensure that their expectations are well understood
Facus on direct to consurmer will help to successfully meet customer expectat\cms Direct-to-consumer underpms our
five business divisions.

* Medium - This is a strategic nsk and Pearson should be rewarded for successfully developing and delivering products

and services that consumers value. Sorme risk is accepted t¢ ensure the consumer remains at the centre of what we

ustomer experience

— Data architecrure and usage
— Acce55|bi|iry

Failure to produce products and services meeting customer expectations could also impact reputation and
respensibility risks.

Typically, one to three years, as long-term contracts run off,
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Risk continued

Portfolio change

Description

Movement and outlook

Failure to effectively execute desired or required portfolio changes to promote scale or capability and increase focus
on key divisional and geographic markets, due to either execution fallures or inability to secure transactions at
appropriate valuations.

The risk has increased in the last 12 months as the Group has made key strategic vauISItIDﬂS such as Faethm,
Mondly and Credly, which have been integrated within the company, and with the forthcoming acquisition of PDR) due
to complete in H1 2023.

The nisk s expected to remain high in the next 12 months as these transactions are executed and the integration of
recent acqauisitions continues,

1. Investment plans included in strategic plans, aligning requirements with divisional structure.

2. An experienced Corporate Finance team to execute transactions, supported by a dedicated post-deal Operations
tean who oversee the integration and ensure that the required value is achieved,

3. Pearson Ventures allows Pearson to take stakes in early ﬂmdimg rounds supporting growth through innovation

Link to strategy

“Risk ve! ocnty

Medium - The Graoup seeks to balance carefully the opportunity to achieve growth through increasing capabullty and/
or scale with the execution risk of portfolio change.

— Identification of requirements
— Achieving value on acquisitions/disposals
— Integration of acqmsmons

The speed of achieving the en ofa acquwsmon will vary dependmg on the size and scope ofthe acguisition,
but typically from six manths for a simple small acquisition to two years for a larger complex transaction
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Reputation & responsibility

Description

Movement and cutlook

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

The Group's aim is to operate In & highly reputable and responsible manner and 0 we intend to maintain strong

mitigations to reputation and respansibility risks. However, numerous threats exist including from those who seek to
go harm to the Group or 1o its customers, including nation-state actars, arganised criminal rings, and ransomware
attackers, so constant vigilance is required.

The nisk is cansidered to be at a moderate to high level, iIncreased since the last year end due to the general increased
prohferation of cyber secunity and data privacy eventts and the businesses increasing online presence as well as the
complexity of navigating different regional regulatory environments,

The Group has continued to implement and follow proposals made by the company’s advisers in refation o a

2018 cyber security incident in connection with its AIMSweb 1.0 software, which resulted in a settlement with

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

Management actions 1. Dedicated r'fé,'i:r'hgrrwégéaéﬁﬁeams throughout the organisation menitor and respond to key risks, These teams
provide regular updates to senior management and report to the Reputation & Respensibility Committee or Audit
Committee as relevant,

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

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

4, Cyber securtty 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.

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

6. Reviews are undertaken after inaidents and significant near misses to allow lessens 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
Our reputation and commitment to behaving responsitly underpin our strategy ta be a trusted partner for

consumers, businesses and educators.

Link to strategy

" Low - the Group seeks to be a highly trusted consumer learning brand. Any significant failures could negatively affect
Examples of risks — Compliance with laws and regulations T
— Cyber security

— Data privacy

— Safeguarding

— Test failure

— Use of third parties

. R|5k E co nt a gmn ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

RISkVEIOCIty ) ”'Reputatioﬂal 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 bald), the table below lists the accountable senior executive(s) for each sub-risk. Changes in accountability
since 2021 are marked inthe table:

Risks Accountability Change since 2021
Accreditation risk
“Political ang regulatory 7 chief Legal Officer and Divisicnal Presidents Ne T
Capability risk
Busmessresmence ---------------------- Ehlef Leg':‘a-\ubfﬂcer and Divisional Pre5|de-ﬁ-£-s- ------------- ves
Business trangformation and change Divisional Presidents and Chief Execuve Officer No T
Treswence Divisional Presidents and Chief Infarrmation Officer No
Safety and corporate security tHYéFLégé |Officer and Divisional Presidents ves
Talere Divisional Presidents and Chief Human Resources Officer  No

Competitive marketplace risk

‘Consumer learning preferences Divisional Presidents No

Market pricing Divsional Presidents T No
Product differentiation Divisonal Presiderts 77N
substitutes 7 Divisional Presidents T No

Content and channei risk

Effective method of delivery {podca Divisional Preadents No

test, in-persan, onling)

'Jﬁt'e'iié'c'ﬁjéi";;?éﬁé@ protecnon T Chief Legal Officer and Divisional Presidents No
'Products and ser\nces effective |nvestrnent Dwsienal Presiderts No

in own and third- party content

'Data architecture and usage Chief Data Officer and Dwisional Presidents S No

Portfolio change risk

Achieving value on acquwﬂons/dsposals Chief Financial Officer and Chief Strategy Officer No
Igentification of requirements T Chief Executive Officer, Chief Financial Officer TNo

and Chief Strategy Officer

-mtegramon of acquisitions Chief Financial Officer

Reputation and respon5|b:I|ty rlsk

Compliance with laws and regulations ©Chief Legal Officer and Divisional Presidents

Cyber securty ChiefInformation Officer 7 ne

safeguarding a%ié'f'Léééi'df'ﬁ'&ér"é'm'a'b’.'v'i's'.ahs'i'ié}é;{aéh'i; """""""""""""""

W%Veﬂs‘t“féilure ------------------------------------------------ Aésessmem 5 Quahﬂcat\oms Enghsh Lamguage Leammg and  No S
Workforce Skills Divisional Presidents

Data prvacy T Chief Legal Officer and Dmvisional Presigents TNe T

Use ofthird partes 7 Chief Financial Officer and Divisional Presidents N T
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Significant near-term and emerging risks

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

Classification and change
Risks Description Accountability since 2021

Climate transition Costs associated with offsetting carbon emissions which — Chief Legal Officer and Divisional  Emerging risk. No change.
cannot be fully reduced rmay lead to decreased margins.  Presidents
Fvperratinns armind rlimare rhange cnmmirments and
measurements change on a regular basis.

covID-19 The risk of future long-term COVID-19-related lockdowns — Chief Executive Officer Significant near-term risk. NO
affecting multiple Pearson major markets appears to be change.
subsiding. These markets appear to have high levels of
acquired immunity and the palitical desire for lockdowns
has reduced. Consequently, while the risk remains it is
'seen as having less potential to have a significant impact.

Inflation  Highglobal inflation risks increasing the cost of production Chief Financial Officer and ~ Emerging risk. No change.
for Pearsan, which the Group may not be able to fully Diwvisional Presidents
pass on.

‘Recession  Recession in global markets could put pressure on school, | Chief Executive Officer New emerging risk.

enterprise and cansumer budgets, reducing demand for
our products and services, This has particular potential to
negatively impact our Enghsh Language Learning and
Warkforce Skalls divisions, unless disruption in the labour
market encourages more peaple to retram.

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

Our Assessment & Qualifications and Virtual Learning
divisions typically benefit fram long-term contracts, often
with state funding, and so are less likely to be affected in
the short term.
Supply chain Disruption at ports globally and chaltenges for suppliers Chief Financial Officer and Emerging risk. Na change.
may lead to business interruption if not fully planned for  Divisional Presidents
and mitigated.

Tax The outcorme of State Al decisions and a potential nskin - Chief Financial Officer  Significant near-term risk. No
Brazil could lead to significant one-off costs or benefits in change.

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, O O O Y e

Warin Ukraine  This has resulted in sanctions being imposed on Russia Chief Executive Officer Emerging risk, No change.

by numerous countries, and as a result the Group closed
it's Russian operations during 2022. Pearson’s operations
in Ukraine are small and so any related disruption would
be expected to have animmaterial impact on Group
sales, profits and cash. However, an escalation of the
conflict could lead to a material risk if extended beyond
those countries.
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Risk continued

Risk assessment of prospects and viability

Corporate planning process

The Board assessed the prospects of the company using the
company'’s long-range plan, reviewing going concern over the period
o 30 Jure 2024 and viability to 31 December 2026.1n 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. Pearsan'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 pnnapal nisks to the Graup,
product and capital investrment levels, as well as available funding,
Pearson's strategy and business model are discussed in more detail
on pages 12-17.

Going concern

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

Viability assessment approach and outputs

Base case long term plan

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

Liquidity model

As 31 December 2022, the group had available liquidity of £1.4bn
comprising central cash balances and its undrawn $1.19bn Revolving
Credit Facility (RCF) which rmatures in December 2026, The RCF was
reduced to $1 billion in February 2023 and the same time the
documentation was updated to allow Pearson to reguest that the
facility be extended by a further year. The first of these options is
exercisable in December 2023 and the model conservatively
assumes that only seven of the group's eight banks agree to extend
the facility to February 2027, The model also assumes that the PDRI
acquisition completes in H1 2023, and downside scenanos
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 nsks medelled
was to reduce adjusted cperating profit by around 30% in each year.

Under the severe but plausible downside case, the company would
maintain comfortable liquidity headroom and sufficient headroom
against covenant requirements during the period under assessment.
That is, even befere modelling the mitigating effect of actions that
management would take if these downside risks were (o crystalise.
Such measures could include discretionary Cost cutting measures,
refinancing debt, reducing dividends, reducing the size of the
theoretical capital outflow, and reduding investment

Reverse stress test

A reverse stress test was modelled to deterrmine the reduction in
adjusted operating profit versus the plan that would be required to
exhaust liguidity {as this was shown to require a lower prafit
reduction than would be required to breach covenants), The
consequences of exhausting liquidity would mean that the Group
would no longer be able to service (T debt
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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
cormpany's strong balance sheet, the Directors have a reasonable
expectation that Pearson will be able to continue in operation and to
meet its liabilities as they fall due over the four-year penod ending 31
December 2026. Further details of the Group's liquidity are shown in
the ‘Financial Review page 24.

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

Accreditation Risk

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

— Risks associated with potential political and regulatory changes m
Virtual Schools

— Loss of Pearson Test of English recegnition in Australia
Capability Risk

— Additional costs to recruit teachers and students due to
market condibions

— Capability challenges I1n sales and technology reduce sales and
result in increased costs
Competitive Marketplace

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

— Pearson Test of English declines due to lower immigration
— Competition from lower cost proctoring offerings

Content / Channel Risk
— Additional costs to ensure accessible content
— Loss of sales due to poor choice of content and/or channel

Customer Expectations

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

Portfolio Change

— Failure to achieve anticipated acguisition synergies

Reputation and Responsibility

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

— Paotential safegusrding incidents negatively impacting reputation
on an ongoing baslis
Recession and inflation

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

Imagge removed

“A focus on strategic clarity,
operational discipline and

sustainable success for the
benefit of all stakeholders.”

Dear shareholders,

Itis a pleasure to introgduce our Governance Report far 2022, In iy
first year as Chair, | have drawn great confidence from the disciplined
approach to governance at Pearson, and the high calibre of our
Board members, Their expertise and integrity have helped to cement
our strong finandial position in 2022 and to advance our purpose: to
add life to a lifetime of learming.

Strategy and performance

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

Ahighlight of 2022 was the completion of the first year of Pearson-+.
With 4.8 million registered users in that full calendar year, tis an
important milestone in our journey to realise a digital ecosystern for
lifelong learning. Developing our warkforce skills strategy has been
another priority for the Board in 2022, With more than 2,000
enterprise {earning clients, it 1s the next big opportunity for Pearson
to support employers and employees through Assessment &
Qualificatons, Workforce Skills, and English Language Learning.

The Board also continued 10 reshape and refine Pearson's partfolio
0 support of our strategy through both acquisitions and divestitures
In 2022, we acquired consumer language learning app Mondly, a
cornerstone of our diredt to consumer approach in English Language
Learning - you can read more about this acquisition and the Board's
considerations in relation t¢ it on page 69. Another consumer-
focused acquisition was the digital credentials platform Credly,
through which we are tapping into the vast and growing focus for
learners 1o be able tg evidence their achisvernents and progress
through digital certification. It is also valued by employers to
encourage skills development in their workforces and has rssued
maore than 50 million credentials, with some 70,000 new joiners a
week. Additionally, the Board oversaw the sale, through a number
of transactions, of much of our K-12 publisting busmesses in
international markets
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The Board was instrumental In assessing and responding to three
unsclicited takeover approaches to the company from investment
firm Apclio Global Management. After careful consideration, the
Board voted unanimously to reject the approaches as we believed
they all significantly undervalued the company. We thank you, our
shareholders, for your support in the Board's pesition.

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

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

The Board's oversight of performance and risk is underpinned

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

Sustainability, stakeholder engagement and culture
As the world's leading learning company, Pearson recognises its
enormaous potential to make a positive impact on people and the
planet, as outlined in cur ermironmental, social and governance (ESG)
framework, which you can learn mare abaut on page 30. The
Reputation & Responsibility Committee has primary respensibility for
manitoring and inputting inta Pearson's sustainability strategy and
Initiatives on behalf of the Board, with more on this described in the
Committee’s report starting on page 78.

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

Our Employee Engagement Network remained a valuable forum for
the Board to hear employee views in 2022, 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, on page 68 Promoting a diverse and inclusive workforce
environment throughout Pearson remains a Board priority and
relevant KPIs form part of the regular dashboard reviewed by the
Board We have accelerated our progress on improving our
workfarce diversity, but we also recognise there is more to be done.

Talent development and succession planning are also ongoing
thermes in the work of the Board and its Committees, and the Board
runs a mentoring programme to support senior talent, The Board
has been warking with All Bebo, Pearson's Chief Human Resources
Officer, 1o assess our culture and employee engagement levels. Itis
alse supporting the executive managerment team to drive a culture of
performance and accountability throughout the organisation, which
is covered 1IN more detail on page 65.



Board composition, succession and evaluation

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

New appointments during 20271 and 2022 significantly enhanced the
diversity of our Board, as you can see on page 59. We will continue to
maonitor the Board's camposition to ensure we maintain the range of
skillsets and perspertives needed ta support the company's strategy
and complement our succession planning.

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

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

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

Esther Lee joined the Board as a Non-Executive Birector in early
2022, bringing significant experience through executive leadership
roles with global consumer-facing brands, Already, she has made a
strong contribution to the Beard and as a member of our
Remuneration and Nominaticn & Governance Committees, Both
Esther and | greatly benefited from the induction processes
organised for us upon jeining 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
ran be found in the Nomination & Governance Committee report on
pages 74-77.

I was pleased to lead the annual Board 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 bedrack of delivering our strategy. At a time of pivotal strategic
development for the company, | have worked with the Board to
assess Board and Committee cadence, to empower the Committee
Chairs to drive their agendas and 1o suppart the Board's
oppartunities to engage 10 rich strategy discussions, 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 arganisation-wide topics, such as culture and
sustainability - more detail on the Board and Committees’
collaboration on ESG oversight 1s set out on page 66, as part of our
explanation of how the Board is kept informed on relevant matters.

Conclusion

I hope this report explains clearly to you how Pearson is run and how
we align 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.pearsonplc.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 will be
included in the forthcoming AGM notice.

It only remains for me to thank our shareholders for their continued
support and interest in this fantastic company. It has been a privilege
to step into the role of Chair and I look forward to maintaining our
stakeholders’ confidence as we seek to capture Pearson's enormous
growth potentiat as a hfelong digital partner far learners everywhere.

Omid Kordestani
Chair

Compliance with the UK Corporate

Governance Code

The principles set out in the UK Corporate Governance Cade (the
‘Code’) emphasise the value of good caorporate governance to
the long-term sustainable success of listed companies. The
Pearson Board is responsible for ensuring that the Group has in
place appropnate framewaorks 1o comply with the Code's
requirements. This gavernance 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
compliance with all applicable principles and prowvisions of the
Code, save that, as descriped 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
period of five years or more required by the Code. Further detal
is provided in the Directors' remuneration report.
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Board of Directors

_eading the way

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

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

Key to Committees

o Audit

@ Nomination & Governance
@ Reputation & Responsibility
o Remuneration

O Committee Chair

Current notable commitments
reflect other listed company
directorships and full-time or
executive roles

®

Q@
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Omid Kordestani

Andy Bird, CBE

Sally Jobnson

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 appointed to the Board
1 May 2020

Chief Executive Officer since
19 October 2020

Chief Financlal Gfficer since
24 April 2020

Skills and experience

Omid is aninternational
businessman who serves on the
boards of Klarna Bank AB and Klarna
Halding AB and is a Council Member
for Balderton Capital. He was
Executive Chair of Twitter, Inc.
between October 2015 and May
2020, and a Board Member until
Octaber 2022. From August 2014 to
August 2015, Omid served as Senfor
Vice President and Chief Business
Officer at Google and previously
from May 1995 to April 2009 as
Senior Vice President of Global Sales
and Business Development. From
1895 to 1999, Omid served as Vice
President of Business Development
at Netscape Communications
Corporation, Prior to joining
Netscape Communications
Corporation, Cmid held positicns in
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
careerspanning over 35 years
inthe media industry, and he

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

Most recently, he spent 14 years
warking for The Walt Disney
Company, joining the business as
President of Walt Disney
International in 2004 befare 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
toestablish theiconic brand in
China, through the creation of
Disney English, teaching English
language to lacal families through
immersive learning experiences.

Prior to Disney, Andy worked in a
number of senior positiens at AOL
Time Warner, and spent the earlier
part of his career at Piccadilly
Radio, Virgin Broadcasiing
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, both ata
carporate 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 recently as
Deputy CFO of Pearson. Sallyisa
member of the Institute of
Chartered Accountants in England
and Waies and trained at
PricewaterhouseCaopers.

She was also a Trustee for the
Pearson Pension Plan from

2012to 2018.
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Sherry Coutu, CBE

Non-Executive Director
Aged 59

Esther Lee

Non-Executive Director
Aged 64

Linda Lorimer

Non-Executive Director
Aged 70

Graeme Pitkethly

Non-Executive Director
Aged 56

Appointment

Non-Executive Director since
1 May 2019

Non-Executive Director since
1 February 2022

Non-Executive Director since
1 July 2013

Non-Executive Director since
1 May 2019

Skills and experience

Sherry is a seasoned non-executive
director with extensive plc
experience inthe financial services,
technology, and education sectars
where she has held numerous senior
leadership positions, including Chair,
Senior Independent Director, and
Chief Executive Officer. Priar to her
portfolio 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
spedialising in Al-based recruitment
services, and Raspberry Pi, a
computer company. Sherry’'s
previous non-executive director
experience includes the London
Stock Exchange Group plc, DCMS,
Zoopla plc, and RM ple. She has also
served on the Advisory Boards of
LinkedIn, the National Gallery, the
Royal Society, and NESTA,

Esther brings significant experience
to the Pearsen Board through her
pricr executive leadership rolesin
developing customer strategies to
drive growth, globat marketing and
branding; driving digital
transformation; and building
high-performance teams,

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

The Clorox Company where

she chairs the Nomination

& Governance Committee.

Current notable commitments

The Clorox Company
{Non- Executive Director)

Linda is currently a Senior Advisor at
the Boston Consulting Group and
has spent aimost 40 years serving
higher education. She retired from
Yale in 2016 after 34 years at the
university where she served inan
array of senior positions, including
Vice President for Global and
Strategic Initiatives. She oversaw the
development of Yale's anline
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 ofthe
McGraw-Hill companies. 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, prior to
his appointment as the CFO, was
responsible for its UK and Ireland
business. He also held a number of
seniar 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
Telecomn and started his career at
PricewaterhouseCoopers. Graeme s
a Vice Chair of the Task Force on
Ciimate-Related Financial
Disclosures, a Mernber of the
Strathclyde University Centre for
Sustainable Development andisa
Chartered Accountant.

Current notable commitments
Unilever plc {Chief Financial Officer)
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Board of Directors continued
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Tim Score

Deputy Chair and Senior

Independent Director
Aged 62

Annette Thomas

Non-Executive Director

Aged 57

Lincoln Wallen

Non-Executive Director

Aged 62

Appointment

Non-Executive Director
since 1January 2015

Senior Independent Director
since 30 April 2021

Deputy Chair since 29 April 2022

Non-Executive Director
since 1 October 2021

Non-Executive Director
since 1]anuary 2016

Skills and experience

Tim has extensive experience of the
technology sector in both developed
and emerging markets, having
served for 13 years as CFO of ARM
Holdings plc, the world’s leading
semiconductor IP company. He is an
experienced Non-Executive Director
and was appointed as a Nan-
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 National
Theatre. Tim has garnered extensive
financial and listed company
experience during previcus and
current positions. He served on the
board of National Express Group plc
from 2005 to 2014, including time as
interim Chair and six years as SID.
Earlier in his career, Tim held senior
finance roles with Rebus Group,
Williarn Baird, LucasVarity plc and
BTR plc.

Current notable commitments

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

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

She currently serves as Senior
Advisor to Generai 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 (2015-2020}.

She has also previously acted

as an agvisor to Creative Commons
and Bain Capital.
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Lincoln has extensive experience in
the technology and media
industries, and is currently CTO of
improbable, atechnalogy start-up
supplying next-generation cloud
haosting and networking services to
the video game industry. Lincoln was
CEOC of DWA Nova, a software-as-a-
service company spun out of
DreamWorks Animation Studios in
Los Angeles, a position he held until
2017. He worked at DreamWorks
Animation for nine years in a variety
of leadership rales including CTO
and Head of Animation Technology.
He was farmerly CTC at Electronic
Arts Maobile, leading their entry into
the mobile gaming business
internationally. Lincolnis a
Non-Executive Director of the Smith
Institute for Industrial Mathematics
and Systems Engineering, and Varjo,
a manufacturer of augmented.,
virtual and mixed reality headsets
for professionals. His early career
involved 20 years of professional (T
and mathematics research, including
as a Reader in Computer Science

at Oxford.

Current notable commitments

Improbable
{Chief Technology Officer)




Board composition

Gender

Ethnicity®
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Nationality

Tenure
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This data reflects Directors in office as at 31 Decemnber 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 Ethniciy categories are based on the UK's Office for Natianal Statistics classification

Independence of Directors

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

In January 2024, Mr Score will reach nine years' service on the Pearson
Board. Upon cr in anticipation of attainment of nine years' service by
any Non-Executive Director, the Board undertakes an assessment to
satisfy itself as to the continuing independence of that Director. The
Nomination & Governance Cormmittee gave particular consideration to
Mr Score’s iIndependence in March 2023 ahead of proposing to
shareholders that he be re-appointed for a further year at the
forthcoming Annual General Meeting, recognising that he will reach nine
years' service during the coming year, if re-elected. In doing so, the
Committee assessed the degree of objective judgement and
constructive challenge demonstrated by Mr Score, and confirmed that
his skills, experience and knowledge contribute to preductive 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 appeintment as Chatr on 29 April 2022,

As oniginally described in the 2022 Notice of AGM, Linda Lorimer will be
retinng from the Board at the 2023 AGM and will not be seeking
re-election. In 2022, the Committee assessed Ms Lorimer’s
Independence, having regard to, among other factors, the Financial
Reporting Council's Guidance on Board Effectiveness, and concluded
that Ms Lorimer remained independent. In assessment of her own
independence, undertaken in February 2023 tc address the
requirements of the NYSE, Sarbanes-Oxley Act, and the Code, Ms
Lorimer did not declare any matters which may cause her
independence 1o 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
Q Internal appointment
@ External appointment
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Image removed

Image removed

Image removed

Tom ap Simon ©

President - Higher

Ali Bebo ®

Chief Human

Tim Bozik ©

Interim Chief Product

Lynne Frank @

Chief Marketing

Gio Giovannelli ©

President - English

Education and Virtua! Resources Officer Officer and Co- Officer and Co- 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

Jained Pearson 13 December
2021

Appointed to the PEM

13 December 2021

Joined Pearson 18 May 1998

Appointed to the PEM
23 May 2013

Joined Pearson 16 November
2020

Appoeinted to the PEM
16 Novemnber 2020

Joined Pearson 1 February
20t4

Appointed to the PEM
1 April 2016

Skills and experience

Tom has 19 years of
international business and
finance experience. At
Pearson, he has led the
Virtua! Schools business,
worked in finance for

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

Aliis asenior executive with
over 25 years of experience
building culture for
transformative business
performance across muitiple
industries. Prior to joining
Pearson, she was an officer
and CHRQ 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 BAin
Political Science from the
University of California,

Los Angeles.

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

the University of Notre
Dame and currently serves
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 helds a degree

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

Gio has over 25 years of
international business
experience, including four
CEO reles in Brazil,

Previous board roles include
BOVESPA-listed Natura and
CVCViagens. Gio graduated
from Boccani University,
hoids an Economics PhD
and is an OPM graduate of
Harvard Business School.

PEM Composition
Gender

Ethnicity’

Chart removed

| |

Chart removed

These figures reflect the executve team excluding the Corpany Secretary The Chief Execulve and Cnic® hinancial Officer have been excluded and are coltedin the Board metrics on
page 59. For diversity data in the formar prescritied by LR 9 8 6R(10), please see page 225

1. Ethricity categories are based an tne JK's Office for National Stausucs classification.
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Mike Howells ®

President - Workforce

Skills
Aged 46

Sulaekha ‘Sue’
Kolloru Barger ®

Chief Strategy Officer
Aged 47

Cinthia Nespoli O

Chief Legal Officer
Aged 42

Art Valentine O

President -
Assessment &
Qualifications
Aged 58

Marykay Wells ©

Chief Information

Officer
Aged 60

Appeintment

Joined Pearsen 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

Appointed to the PEM

21 May 2020

Joined Pearson 23 January
2006

Appointed to the PEM

1 February 2022

Joined Pearson 14 july 2014

Appointed to the PEM
16 March 2022

Skills and experience

Mike has more than 20 years
of international business
experience. Previously, he
has warked in the British
diplomatic network and
the UK Foreign,
Commonwealth and
Development Office. Mike
holds a Master’s degree in
International Law frem the
University of Nottingham
and an Anthropology
degree from University
College London,

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

Cinthia has over 19 years of
international 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
esarned her law degree from
Pontificia Universidade
{atdlica de Campinas as wel
as a post-graduate degree in
tax law from Pontificia
Universidade Catdlica de
Sao Paulo.

Art has more than 30 years of
leadership experience in
assessments, testing, and
technalogy. Prior 1o his 16
years at Pearson serving as a
senior leader of Pearson VUE
and as Managing Director of
Pearson Clinical Assessment,
Artwarked at Promissor,
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 technalogy
transformation experience.
Prior tojoining Pearson,
Marykay had CIO roles at
Nortel, Tekelec {acquired by
Oracle) and Extreme
Networks, Marykay holds a
BS degree in Computer
Infarmation Science from
Clarkson University and is a
member of the organising
committee for the Accenture
Women's Surnmit, Salesforce
Advisory Board, Google
Leadership Advisory, and a
member of the Gartner
Research Board.

Nationafity

External/Internal Appointment

[

Chart remaved

Chart removed
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Division of responsibilities

The Board

The Board has established four formal Committees. The Committees focus on their own areas of
expertise, enabling the Board meetings to focus on strategy, performance, leadership and people,
governance and risk, and stakehoider engagement, thereby making the best use of the Board's
time together as a whole. The Committee Chairs report to the full Board at each Board meeting
following their sessions, ensuring a good communication flow while retaining the ability to escalate
items to the full Board's agenda, if appropriate.

vt

v

vt

!

Nomination &
Governance Committee

Reviews corporate governance
matters, including Cade
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.

Reputation &
Responsibility
Committee

Qversees our sustainability
and ESG framework, including
progress towards our
sustainable business strategy
commitments. WOorks to assess
and advance Fearson’s
reputation with stakehalders,
including through the areas of
branding, culture, employee
engagement and values.

Audit Committee

Appraises our financial
management and reporting
and assesses the integrity of
cur accounting procedures
and financial controls, The
Committee also oversees risk,
compliance and internal audit.

e

Chair

The Chair is primarily
responsible for the leadership
of the Board and ensuring its
effectiveness. Thay ensure that
the Board upholds and
promotes the highest
standards of corporate
governance, setting the
Board's agenda and
encouraging open,
constructive debate of all
agenda itemns for effective
decision-making. They regularly
meet the Chief Executive to
stay informed and provide
advice They also €nsure that
shareholders’ views are
communicated to the Board.

'

Chief Executive

The Chief Executive is
responsible for the operational
management of the business
and for the development

and implermentation of the
company’s strategy, as
agreed by the Board and
management. They are
responsible for developing
operations, proposals and
pohcies for approval by

the Board, they promote
Pearson's culure and
standards, and they are

one of the key representatives
of the company to its

external stakeholders.

v

I
Y

Deputy Chair and
Senior Independent
Director

The Beputy Chair and

Senior Independent Director
supports the Chair on Board
effectiveness and governance
matters This role includes
meeting regularly with the
Chair and Chief Executive to
discuss specific 1ssues, as
well as being available ta
shareholders generatly, should
they have concerns that have
not been addressed through
the normal channels. The
Deputy Chair and Senior
Independent Director also
leads the evaluation of the
Chair on behalf of the

ather Directors,

Pearson Executive
Management

The Pearson Executive
Management team CONsISLS

of the Chief Executive and their
senior direct reports. They are
the executive leadership group
for Pearson and are responsible
for delivering Pearson’s
strategy under clearly defined
accountabilities and In line
with agreed governance

and processes.

Standing Committee

A Standing Committee of the
Board is established to approve
certain operational and ordinary
course of business tems such
as banking matters, guarantees
and intra-Group transactions.
They also make routine
approvals relating to employee
share plans. Additional authority
may be delegated on an ad-hoc
basis, €.g. to approve and
conclude corporate transactions.

Authorities and duties

The authorities and duties of
the Board and its Committees,
as well as the roles and
responsibilities of key individuals
on the Board, are clearly set out
inwriting. These documents are
reviewed and approved by the
Board on an annual basis and
are available on the company's
website (www.pearsonplc.com).
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Remuneration
Committee

Determines the remuneration
and benefits of the

Executive Directors and
oversees rernuneration
arrangements for the Pearson
Executive Management team,
as well as monitoring
remuneration policies for the
widler workforce,

—— —

Company Secretary

The Company Secretary
advises on governance matters
and compliance with Board
procedures. They are
respaonsible, under the
direction of the Chair, for
ensuring the Board receves
accurate, clear and high-quality
information, and has adequate
time and appropriate
resources to function
effectively and efficiently.

They also support the Charr

1in delverning the corporate
governance agenda, and
organise director induction,
training programmes and the
Board evaluation process.



Board activities

The Board is deeply engaged in developing and measuring the
companys long-term strategy, performance, culture and values. We
believe that Board members provide a valuable and diverse set of
external perspectives and that rcbust, open debate about significant
business issues brings an additional discipline to major decisions.

The 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 monitoring
culture and diversity, equity and inclusion (DE&d} initiatives

— reviewng and delermining Lhe company's strategy,
including in relation to environmental, social and
governance (ESG) matters, in consultation with
management, assessing performance against the strategy
and overseeing management'’s execution of it

— supervising major changes to the company's corporate,
caphal, management and control structures

— approval of all transactions or financial commitments in
excess of the authority limits delegated to the Chief
Executive and other executive management

— assessment of management performance, Board and
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 aligns 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 spedific 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 campany’s strategic and financial plans.

The Board and Committees receive timely, regular and necessary
financial, management and other information to discharge their
duties. Comprehensive papers are circulated to Board and
Committee members approximately one week in advance of each
meeting. The Board receives a regular performance dashboard and
key milestones report, together with updates from the Chief
Executive and Chief Finanaial Officer. I1n addition to meeting papers, 2
library of current and historical corperate information 1s made
avallable to Directors o support the Board's decision-making
process, For items that reguire significant consideration and review
in advance of a dedision, such as the portfolio changes dunng 2022
in support of company strategy, the Board's discussions can take
place over a number of sessions.

Strategy Perfarmance Leadership & people Gaovernance & risk Shareholder engagement
— Ongoing digital — 2021 preliminary results  — Talent review, pipeline — Legal and regulatory — Investor relations
transformation and annual report development and governance compliance strategy, updates, and
_ Direct to consumer and accounts succession planning — Data privacy and cyber share price
strategy — 2022 operating plan -~ Culture security matters performance
— Pearson+ performance, including . pEg initiatives - Board and Committees — Shareholder issues
performance interim results and — Employee effectiveness evaluation and voting

) tradin dates
— Implementation of gup

Group strategy — Regular dashboard and
milestone reports

— Oversight of o ]
Four-Year Strategic — Continuing review
Plan and approval of of forecasts
2023 annual — Final and interim
operating plan dividend proposals

— MR&A pipeline and
post-acquisition
reviews, as welf as
consideration,
approval and regular
updates of major
transactions

— Enterprise and
ecosystermn strategic
update

— Data strategy

Engagement Network
engagement and
feedback

— Employee survey
assessments

— Purpose, vision,
missicn and values

— Workforce learning
and deveiopment

Regular review and
annual confirmation of
conflicts of interest

Approval of Committees'
terms of reference

Approval of division

of responsibilities
between Chair,

Deputy Chair and Senior
Independent Director,
and Chief Executive

Risk management
report

— 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 stakeholders as set outin Section 172 of the Companies
Act 2006, and a centinued understanding of the key issues affecting
stakeholders is an integral part of the Board's decision-making
process, You can read more on pages 67-69 about how the Board
engages with stakeholders and takes their views into account when
making decisions.

Portfolio changes

The Board receives regular updates on portfolio and corporate
finance activities throughout the year, including regular updates on
live transactions (disposals, acquisitions and corporate joint venture
activity) and outputs of periodic portfolio reviews, These updates can
take the form of presenting key summartes of information in Board
packs, or orat updates on key matters. These discussions are typically
led by executive and divisional management, supported by the
Corporate Development tearn and, where necessary, external
advisers. Subseqguently, once portfolio transactions have closed, the
Board s also kept informed of the integration or transition progress,
including post-acquisition reviews conducted to assess transaction
success and any learnings to be taken for future projects. In 2022,
such portfolio updates included the significant acquisitions of Credly,
and Mondly (which you can read more ahout on page 69) and,
subject to closing, PDRI, as well as a review of potential pipeline
opportunities and the disposal, across several transactions, 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 implementaticn and execution of
the strategy, as well as other key strategic 1ssues 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 time-sensitive nature. In 2022,
the Board also met on a number of additional occasions to consider
the unsolicited approaches by Apollo Global Management. The Board
wetcomed the opportunity in 2022 to return 1o a fuller schedule of
in-person meetings but, following its experiences durng the
pandemic, also continued to operate effectively in avrtual
envircnment where needed.

Reflecting on the level and guality of engagement by the Board in
2022, the Board Is satisfied that each Director contributed to Board
discussions and demonstrated sufficient commitment to be able 1o
meet therr responsibilities. As shown in the table below, each of the
Non-Executive Directors attended all scheduled Board meetings
during 2022, In additicn, the Nomination & Governance Committee
confirmed inits annual assessment that each Director dermanstrates
the requisite level of commitment and contribution in accordance
with Principle H and Provision 18 of the Code,

Board attendance

Directors are expected to attend all Board and Comrittee meetings,
but in certain exceptional arcumstances, such as pre-existing
business or personal commitments, it is recognised that Directors
may be unable to attend. In these circumstances, the Directors
recewve relevant papers and, where possible, will communicate any
comments and cbservations in advance of the meeting for raising as
appropriate dunng the meeting. They are updated on any
developments after the meeting by the Chair of the Board or
Comrmittee, as appropriate.

Individuals’ attendance at Board and Committee meetings is
considered as part of the formal review of their performance. There
was a high level of attendance by the Directors at Board and
Comrmittee meetings in 2022, as shown in the table to the right and
in the Committee reports that follow.
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Directors’ commitments and conflicts of interest

Under the Companies Act 2006 (the 'Act), the Directors have a
statutery duty to aveid conflicts of interest with the company. The
company's Articles of Association allow the Directors to authorise
conflicts of interest, The company has an established procedure to
identify actual and potential conflicts of interest, including all
directorships or other appointmernits to, or relationships wath,
companies that are not part of the Pearson Group and which could
give rise to actual or potential conflicts of interest. Additionally, in
response to Provision 15 of the 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 Cirector, 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 necassary in the interests of
timeliness, by @ committee comprising the Chair, Senior Independent
Director and Company Secretary. In particular, the Board or
committee considers the type of role, 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
orgarisation. 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 demands on Directors' time, Esther Lee's existing commitment
as Non-Executive Director and Chair of the Nemination &
Governance Committee at The Clorox Company, a NYSE-listed
manufacturing company with a global portfolio, was considered as
part of her appointment process. The Board agreed that Esther's
existing commitment would not have a negative impact on her ability
to contribute to Pearson.

Ornid Kordestani's existing commitments 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
Twatter, Inc. was acceptable as there were no conflicts perceved,
and that his existing commitments would not prevent Omid from
giving the time and attention that his roie 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

Al
Omid Kordestan! 4/4
SidneyTaurel 3

Executive Directors

Linceln wallen 6/6

Ornid Kordestani jained the Board as a Non-Executive Diectar on i March 2022
and became the Chair on 29 April 2022,

7 Sidney Taurel resigned rom the Board on 25 April 2022

3 Esther Lee joined the Board on 1 February 2022



How the Board is kept informed

The application of our Board and governance processes ensures that our Directors receive
accurate, timely and clear information from a range of sources. This allows the Board and
Committees to monitor and provide feedback on matters of importance, as well as to make
informed decisions in the best interests of the company and its stakeholders.

Talent and culture

Ensuring that we have both a talented, engaged workforce that

is focused on delivering our strategy and an inclusive orgarisational
culture that enables and encaurages that delivery, is ¢ritical to
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 1s 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 details an our KPls).

Inearly 2022, Pearson launched its new purpase, 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 employess

15 a key step in developing our culture to support our strategic vision,
particularly In driving a culture of performance. Our 2022 ‘People

of Pearson’ campaign featured diverse employees throughout

aur global workforce, showing how they bring our culture and

values to life.

Recognising the global need for learning, relearning and upskilling at
the heart of our business, our Learning at Work programme provides
an all-employee opportunity to build a more inclusive learning culture
across Pearson, alongside a continued drive for high performance.
This programme 1s bullt around Pearson's capabilities framework,
which the Board and Executive team beheve closely matches the
knowledge, skills, mindset and experiznces that will enable our
people to drive Pearson's evolution. Recent modules include
engagement, being customer- and consumer-driven, and strategy,
planning and value.

The Board monitors culture and orgarnisational 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 KPI, the Board monitors other Group-wide
initiatives that underpin our culture (see table below far exarmples).

During 2022, the Reputation & Responsibility Committee expanded
its remit to include oversight of culture and employee engagement,
increasing the Board-level focus on these matters. The Chief Human
Resources Officer is a frequent attendee at Board meetings, as well
as a standing attendee at the Reputation & Responsibility,
Kemuneration, and Naomination & Governance Committees Her
artendance and contrnibutions, together with the Board's own direct
engagement with the workforce, ensure that our Directors are
attuned to our culture and employee-related considerations through
multiple lenses, including in strategic decision-making (see our case
study on page 69), and in conducting their business more broadly.

During the year, the Board and Reputation & Responsibility
Committee considered reflections and insights from the Chief
Human Resources Cfficer foltowing her first few months post
appaintment. 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 nstil and hone
throughout the company. The Board aiso has a parucular focus on
the current and future leaders of Pearson, including our talent
pipeline for leadership 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 more about how we empower our peaple to make a difference
on page 33.

Board level
Cultural indicator How 1Ly averseen responsibiliny
Employee The Board ensures engagement through multiple channels, including the new Pearsan Engagement Survey in
engagement 2022 {the results of which were discussed by the Reputation & Responsibility Committee), our Employee EEN

‘Code of conduct

and training

Compliance,

including
whistleblowing
and invesngatlons

Health and safety
{HE&S)

Remuneration
practices and
rewarding the
workfarce

Talent attraction

and retention

The Chief Human Resou

__Engagement Network (EEN), and town hall sessions. Read more on page 68.

The Audit Committee is briefed on our annual Code of Conduct programme, including development of the
code, completion rates, training and certfication methods. Certification of the code is mandatory and we
achieved a 100% employee completion rate in 2022 We also have mandatory tramlng for all employees on

The Chief Comphance Officer reports to the Audit Committee at every meeting on new and ongoing

investigations, including matters raised through our SpeakUp process. The Audit Committee considers the
programme’s effectiveness annually, including peer benchmarking. The Audit Committee Chair ensures the

Board has visibility of matters of note. The Board is free to request further information to support its oversight.

Insights into elements impacting our culture and cultural behaviours are prowded where necessary by internal
audit ta the Audit Committee 2s part of the findings and recommendations in its reports.

The Reputation & Responsmﬂlty Committee receives an annual H&S repart, so Directars can monitor the key

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 also
receiing comfort that we have contro\s for compliance and assurance purposes.

The Remunieration Committee monitors the wider Employee Reward framework, mcludmg incentive target
setting for group plans, fair pay analysis, Chief Executive pay ratios and alignment of Directors’ pension
contribution to the workforce. It also oversees integration of £5G measures into Ncentive targets. This suite
of activity provides insights into the roles that remuneration and setting performance goals play in promoting
the right behaviours, particularly in driving a culture of performance, and how incentives and rewards align
wirh culture.

Qfficer regularly updates the Remuneration Committee on talent considerations,
including trends on recruitment, retention and staff turnover. Talent attraction and retention plays inte our
ability to execute our strategy, so it is considered in strategic discussions by the Board and executive team.
Recognising the importance of our people, Talent is a sub-category of our principal risk, Capabllity. Read more
about our risk management approach starting on page 43,

The Board has a stiong interest in all arcas relating 1o Pearsan's talent and culture, and may cnoose o spend additional ume considening the cultbral indicarors shown in the table, and
others, over and above the nput provided by Gur Commiilees
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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 £5G framework.

The company’s ESG framework includes three pillars: driving learning for everyone with cur products, empowering our people 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 cur
responsibilities lie towards society and the environment,

The Board’s ESG governance structure

Indicative ESG duties falling within remits of Board Committees

Board

Reputation &

Nominption &
Remuneration

Responsibility Audit Committee ! Governance
Committee Committee Committee
— Overseeng Integrity and assurance — Considerations relating — Ensuring requisite

sustainability strategy

— Owverseeing matters

relating to non-financial

KPIs through the
products, people and
planet pillars

— ESG regulatory
landscape and
external reporting

of ESG data, reporting
and metrics

Strategic nsk
management

Compliance elements
of 'governance’ strand
of ESG

strength of ESG

to incorporation of ESG '
expertise cn Board

metrics within
remuneration
frarmeworks

— Corporate governance
elements of ESG

— Performance against

ESG metrics to support
remuneration decisicns

The Reputation and Responsibility Committee (RRC) leads the Board's
oversight of ESG matters.

Given the breadth of topics that feed into cur sustainable business
pillars, as well as the fast moving and increasingly complex externat
landscape around these matters, a review was undertaken in 2022 to
ensure the Board's overall governance framework for ESG remained
fit for purpose. In particular, the following steps were undertakern

we revised the terms of reference of the RRC to reflect Pearsor's
sustainable business strategy and to acknowledge the RRC's role
with respect to the requirements of the external ESG 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 Committees,
such as the Audit Committee's role in overseeing the
integrity and assurance of E5G data, reporting and metrics,
and the Remuneration Committee’s considerations around
incorporation of, and performance agamst, ESG metrics

in remuneration decisions

in order ta support alignment in approach and information
sharing across all Committees, Annette Thomas, Non-Executive
Director, was appointed to the Remuneration Committee, in
addition to her existing membership of the RRC and Nomination

& Governance Committee
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— we held a dedicated session for the Remuneration Committee on
the topic of Pearson’s sustainability strategy, to ensure that it was
fully apprised of key matters in this space as it began work on the
new Directors’ remuneration policy. The session was led by the
Chief Legal Officer and VP - Sustainability, with the Chair of the
RRC, Linda Lorimer, also in attendance.

The graphic above illustrates how the Committees work together to
support the Board in overseeing sustainability at Pearson,

In addition to the specific actions noted above, during the year the
Board and its Committees discussed and monitored a variety of
other topics pertinent to Pearson's sustainable business strategy.
These included.

— monitoring the perfermance of Pearson+ and considering the
next steps for its expansion, in support of our aims to extend our
digital content offering, reach and accessibility

— continued oversight of data privacy and cyber secunty matters by
the Audit Committee. This included monitorning management’s
implementation of actions that were recommended as part of a
review of Pearson's privacy and secunty programme,
cammussioned by the Board in 2021

— discussion and endorserment of talent, culture and employee
engagement Niiatives, as set out on pages 65-68.

You can read moare on the sustainability matters covered during 2022
throughout this Governance Report, in particular in the RRC's repart
on pages /78-79.




Understanding our stakeholders

As required by the UK Corporate Governance Code, the Board
ensures Pearson engages effectively with, and encourages
participation from, its key stakeholders. The Board maintains its
oversight through a variety of direct and indirect mechanisms,
and the Reputation & Responsibility Committee monitors our
stakeholder engagement framework.

The Board recognises that stakeholder views are integral to
decision-making and setting the company's strategy. More
information on Pearson's key stakeholders, including the
outcornes of our 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
Companies 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,
both direct and indirect, physical and wrtual. 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
tearn and other employee graups, and interactions wath different
functions, teams and advisers, 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,

Akey factor in any decisiton-making is listening to and considering the
interests of stakeholders. We have set out below examples of the key
employee and shareholder engagement activities undertaken by the
Board and by individual Directors aver 2022. A detailed review of our
acquisition of Mondly, and how it relates to our stakeholders and
Pearsor'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 technalogy to reach a
wider base of shareholders.

The Board is committed to fostering shareholder engagement by
making it easier for all types of shareholders to attend annual general
meetings (AGMs), recognising that they represent an oppertunity for
shareholders to interact with the Board and share their views,
concerns, and feedback. In 2022, we held our first hybrid AGM, with
shareholders able 10 attend the meeting In person or virtually. The
digital technology adopted by Pearson also allowed sharehaolders 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 arrangerments in 2022, we will
again be holding a hybrid AGM in 2023, and look forward to
welcoming our shareholders. Further details wiil be shared in our
notice of the 2023 AGM.

The Board ensured a continued shareholder dialogue throughout
the year. In accordance with the UK Corporate Governance Code, we
engaged with shareholders following a significant minority vote
against our Directors’ remuneration report at our 2022 AGM and
reported back to the market on the major themes discussed. The
Remuneration Committee compieted 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 hetd virtual or in-person meetings with a
significant proportion of those it approached. Further information on
the Directors’ rermuneration policy, and shareholder engagemenit
after our 2022 AGM, is on pages 88-91.

Shareholder engagement at a glance

Over 2022, our Chief Executive, Chief Financial QOfficer and
Divisional Presidents, as well our investor relations team.
participated in meetings, 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, kurope and the UK.

Over

Over

370 with 190

institutions

meetings

Annual report and accounts 2022 Pearson plc 67



Understanding our stakeholders continued

Employees

The Reputation & Responsibility Committee leads on employee
engagement and its evolution on behalf of the Board. The Board
recognises that our employees are one of our most important assets
and are integral to our business and is committed to strengthening
their voice. Examples of how the Board engaged with employees in
2022 to ensure that they are listened to, supported and rewarded,
are illustrated below.

Employee Engagement Network

Our Employee Engagement Netwark (EEN) acted as a feedback
mechanism, enabling the Board to hear directly from employees.
Representing the voice of our employees, the EEN consisted of a
selected group of active steners, good communicators, and solid
employee ambassadors across the company and in key geographies.
These individuals included diverse genders, ethnicity groups,
geographies, ages and tenures.

In 2022, the EEN welcomed Annette Thomas as a regular attendee
alongside Sherry Coutuy, increasing Non-Executive Director
participation in the EEN.

Between November 2021 and December 2022, our second cohort of
EEN members held five meetings fecused on innovatian, 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 cn to the Board in advance, allowing each Director to review
emplayee input ahead of Board meetings and consider it in their
decisicn-making Following EEN meetings, the Board recewved an
update on any discussions that had taken place, such as the
network’s collective feedback and several themes that arose as part
of their discussion about reward and recognition.

The Board was also suppartive 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 netwark,
approval escalation for many routine requests has been rermnoved,
reducing an administrative barrier for employees and

their managers

Locking ahead, the Board believes there is an opportunity to evolve
its approach to employee engagement to ensure we Continue to be
inclusive, authentic and representative of our diverse employee base.
The Board has endorsed a wider programme of engagement
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 include in-person, structured listening sessions, as
well as informal site visits at Pearson locancns and virtual events.
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Town halls

Throughout 2022, the Chief Executive, Chief Finarcial Officer and
the executive management team held town hall meetings, which
Pearson emptoyees were invited to attend. These discussions taok
place at significant points in the year, such as following key financial
resuits announcements.

Surveys

In 2022, we launched a new approach to engagement, iIncluding our
new Pearsan engagement survey. We partnered with Gallup and
used their Q12 survey questions and supporting resources, We
collected actionable feedback at the manager level and benchmarked
ourselves against 12 item areas proven to power engagement. We
heard from over 14,000 employees - an increase In the overall
response rate compared to previous engagement surveys. The
Reputation and Responsibility Committee received a detailed update
on the survey resuits, including additional insights on the culture of
inclusion, coaching effectiveness, and upskilling, which were also
discussed at Board level. Further information on the outcomes of the
Pearson engagement survey is on page 33,

Image 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, illustrates how the Directars corsidered the various
aspects of their statutory duties in making the decisions related to
the acquisition and its implications for stakeholders. This case study
should be read in conjunction wath 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 wirtual 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 sclutions and an award-winning
app that helps children learn languages.

Mondly was Pearson's first major acquisition in the English Language
Learning (ELL) division since the implementation of the new divisianal
structure, and ts integral to its growth plans, The Board paid
particular attention in its deasion-making to assessing the strategic
rationale, integration plans, and synergies to ensure these were
robust, clear and achievable. The Board was of the view that Mondly's
technological capability and user experience, combined with the
growing direct to consurmer 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 to
scale while maintaining profitability,

Alongside these considerations, the modularised, application-based
nature of Mondlys products had the potenual to integrate with
Pearson-. The Board understood that Mondly represented a
potential avenue to link together ELL's assessment capabitity 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 Pearsan's Workforce Skills division. The Board was
positive about how these potential synergies could play an important
role in Pearson's continued commitment 1o serve the lifelong
learning needs of people around the world,

When considering this acquisition, the Board received detailed
updates from management (with input from specialists within the
business and external advisers) setting out the strategic rationale,
anticipated commercial synergies, due diligence findings, valuation
and returns analysis, stakeholder considerations, structuring
considerations, risks and detailed post-acquisition integration plans.

The Board noted how the broader Pearson organisation could
support Mondly in optimising its content for Pearson's target
audience of lifelong learners. This was balanced against key risks,
such as the difficulty of profitably scaling a direct to consumer
proposition and the cultural and operational challenges of post-
acquisition integration. Qverall, the Board considered Mondly to be
an attractive acquisition opportunity, underpinned by its
management, the skills and transformaticnal potential of the Mondly
team, and strong market fundamentals.

Throughout the decisicn-making process, the Board considered how
the acquisition could accelerate the company's strategy and how the
expertise acquired as a result of the acquisition would benefit
Mearson stakeholders, all while ensuring that the acquisition was
financially viable. The Board was mindful that this acquisition could
promote sustainable econormic growth and inclusively support
learners in their language learning journey. In its deciston-making, the
Board considered Pearson's key stakeholders in the folowing ways.

MenNdly LANGUAGES

by Pearson

Consumers

QOur strong direct to consumer ambitions put consumers at the heart
of our strategic decisions. Mondly's mission is to buld bridges
between people and cultures by making language learning fun and
easy through technological innovation. The ambition to bring peopie
together sits at the core of Mondly's work. Furthermore, it
strengthens Pearson's commitment to fts purpose of adding life to a
lifetime of learning, offering learners new expenences and powerful
ways to imrmerse them in a new language, including, in the long term,
through its AR and VR capabilities. As part of its deasion-making, the
Board roted the broader appeal of developing transferable skills,
including fareign language fluency, which can boost employabifity
and success in life,

Communities

Mondly presented the opportunity to reach learners of alt languages
acrass the world by providing a go-te solution for both adults and
children. In the Board's view, Pearson could play an important role in
upscaling content by leveraging its existing capabilities, excellent
content, and network of customers and consumers 1o enhance the
Mondly offering, This could benefit learners at all stages of their
language learning journey - from beginner to advanced - using
different features to make learning fun, engaging and accessible for
users from a wide spectrum of sacioeconomic 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 exampie, Pearson employees heard directly from the
Chuef 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
acquisition, nating that it was imperative to retan Mondly employees,
and to maintain their customer-centric approach. In partcular, 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 pivot their skill set and approach to support the
speed and growth of Mondly and to develop into a multi language
learning business.

Considering the relatively small size of its team, the Directors were
also aware of minimising the strain of integration on Mondly. They
were keen 1o ensure appropriate acquisition speed and to prepare
for a multiyear gradual and disciplined approach to reach full
integration of Mondly into Pearson, while also remaining mindful of
Mondly's obligations cnce part of the Pearson group.

Employers

MondiyWORKS, the language learning solution for businesses offered
by Mondly, provided the opportunity for Pearson to strengthen
Mondly's appeal by leveraging existing content and assessment
solutions. The Directors also 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,
amaong other factors, commercial and revenue synergies, iIntegration
and employee retention costs, the potential financial returns on
investment and the risks involved, the structure of the transaction,
and whether the commercial terms of the acquisition were in the
interests of shareholders as a whele. 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 accaunts 2022 Pearsen 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 Comgmittee, Every
programme builds on the particular skill set, attributes, and
background of the joining Director, their interests in Board or
Committee reles, and the cormpany's recommendations.

In addition to background information on the cormpany, every
induction covers a range of topics including Boeard procedures,
recent operational performance and strategic direction of the
company, purpose and values, key areas of the business, as well as
Directors’ duties and responsibiiities. The Directors also cover various
governance-related issues and therr legal obligations, including
procedures for dealing in Pearson shares,

Each induction typically includes a series of meetings with the
members of the Board, the executive management team, externai
advisers and brokers, and other senior management. Directors
receive a walk-through of the business from senior executives and a
briefing on Pearson's invester relations prograrmme. A newly
appointed Director will have met some, if not all, fellow Board
members as part of the original search and appointment process,
but additicnal meetings may nevertheless occur with the same Board
members as part of a rich and thorough induction.

Inductions for Esther Lee and Omid Kordestani

Esther Lee joined the Board on 1 February 2022 and Omid
Kordestani joined as a Non-Executive Director on 1 March 2022,
subsequently becoming the Chair on 29 April 2022. As part of their
cnboarding programmes, Esther and Omid received comprehensive
and engaging induction programmes that included a series of
meetings, beginning befere their joning the Board and running for
several consecutive weeks.

In addition to meeting the Chair, Chief Executive and Chief Financiat
Officer, Esther and Omid met with each of the executive
management team members, key representatives of our corporate
functions, and brokers. Both induction programmes alsc included
one-to-one meetings with each ¢f their fellow Non-Executive
Directars and a comprehensive introduction to the activities of each
of the Board's Committees, including their chjectives and priorities
Esther and Omid also held meetings with the company's legal
advisers to discuss directors’ duties, corporate governance and
external reporting, among cther topics.

Foilowing the initial phases of her induction, Esther was keen

to understand in greater detail our Workforce Skills division

and reviewed its competitive landscape, acquisition strategy,
market dynamics, and how each of these areas was linked to the
strategic 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 Senior Independent Directaor, as well as
the Chief Executive. Having met the executive management team in
persen and following his intreductory meetings with the company’s
advisers, Omid was also invited to join the meetings of each of the
Board's Committees. The table below illustrates the purpose of some
of the meetings that formed part of Ormid’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,

Image remaoved

my induction programme Esther Lee
included everything Appainted to the Board on 1
necessary to understand February 2022

the dynamics of the
Board and how to
effectively contribute

to its discussions as a
Non-Executive Director.”

Induction programme partiapants Meeting purpose

Chair, Deputy Chair Designate and
Senior Independent Birector

Chairs and members of the Board's Overview of the responsibilities and composition of the Board's Committees, their governance, regular

Committees attendees and advisers.

Overview of the strategic prlontles of the company and each division, key performance indicators, financial
_performance and projections, and competitive landscape.

Executive Directors;
~Dwisional Presidents

Heads of Corporate Functions

Introductory meetings to cover the company's governance structure, the Board's priority areas and ways of
working, meeting cadence, and ongomng matters considered by the Board.

Introductions wrth leadership team members, covering an cverview of their business area(s), subject
matter expertise, organisational structure, company culture &

Company Secretary
legal advisers

Induction planning, governance frarmework, Board and Committee matters, duties and responsrbu ies of a
cormpany director, the company’s policies and procedures, and other legal and regulatory considerations.

Directors’ training

responsibilities under the Market Abuse Regulation

All Directors recewve training on topics of importance for the company. Following takeover approaches to the company from Apollo Global
Management, the Directors received additional training on the application of The City Code on Takeovers and Mergers as well as their
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Board evaluation

The Board operates a three-yearly evaluation cycle which employs a
variety of methodologies to ensure the most effective results.

Following an externally led review in 2020 and an internally facilitated
review in 2027, fed by the Semior Independent Cirector, the 2022

evaluation would normaily have been guestionnaire-based. However,

given the recent appointment of Ormid Kordestani as Chair in April
2022, it was felt that it would he beneficial for a further internally
facilitated evaluation to be conducted during 2022, which Mr
Kordestani agreed to lead.

Typical three-yearly evaluation cycle

last
Year Methodology undertaken

Questionnaire, tailored to specific needs 2018
of the business

@ Internally faciltated interviews, tobe led 2018,

by the Chair, Senior Independent 2021,
Director and/or Company Secretary as 2022
appropriate

7\ In-depth evaluation, 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 gquestions shareg with Directors 1IN advance. The
one-to-anes were conducted n a free-format’ style, to allow organic
discussions and to prowide ample opportunity for Directors to raise
rmatters of impertance.

Discussion areas included matters that are relevant to Pearson in
particular, as well as those tems laid down in the Code and
associated guidance, including:

— the effectiveness of the organisation and dynamics of the Board,
including composition, competencies, diversity, leadership,
agendas, meeting cadence, quality of information 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
organisational culture, behaviours and employee sentiment

— articulation and implementation of strategy

-- understanding of risks facing the company, including likelihcod
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 meetng in
December 2022. The Committee will develop an action plan to
address areas for Improvement and will monitor progress durnng
the year.

In reporting back to the Board, the Chair noted that conversations
with Board members were positive, there was much consistency in
the feedback provided by individual Directors, and there was
unanimous agreement that the Board operates effectively

Board evaluation process

v The format of the review was agreed by the Chair and
Deputy Chair & Senior Independent Director (including in
the latter’s capacity as Chair of the Nomination &
Governance Committee).

v The scope of the review was finalised by the Chair with
support from the Company Secretary.

v The Chair interviewed each of the Directorsona
confidential and unattributable basis.

v The output of the evaluaticn was captured in a report to
the Board in December 2022, with the Board then
discussing the points raised by the review

v Progress on the findings of the evaluation will be
monitored by the Nominatien & Governance Committee
throughout 2023,

Key findings included:

— Directors are highly motivated and there is a strong diversity of
talent on the Board, with the Board as a whole considered to be
knowledgeable, respectful and fully engaged.

— Board members have relevant skills and experience, albeit the
Board recognised the importance of paying particular attention to
1ts 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 Birectors.

— Board meetings and discussions are considered 10 be insightful,
with valuable and constructive conversations. The Board is
appreciative of the continued efforts by management to deliver
focused, succinct meeting papers and materials.

— The Board recognised the progress that had been made on
strategy, led by the Chief Executive and the refreshed executive
team, including the new Chief Strategy Officer. The Board is
appreciative of the in-depth conversations that have taken place
an 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
executive management team,

— The Board 1s supportive of the evolution of the company towards
a more performance-oriented culture and locks forward to
updates from the Chief Hurman Resources Officer in this regard.

— The Board recegnised the work led by the Chief Legal Officer
and her team in respect of Pearson's sustainability strategies,
with guidance and oversight from the Reputation
& Responsibility Committee.

There was unanimous agreement that the Chair leads the Board in
an effective manner, fulfilling Principle F of the Code. The Directors
agreed that he demonstrates objective judgement, promotes a
culture of openness and debate, and fadilitates canstructive Board
relations and the effective contribution of all Non-Executive Directors.
This, in turn, supports Non-Executive Directors in fulfilling the
requirements of Principle H of the Code i providing constructive
chalienge and strategic guidance, offering specialist advice and
holding management 1o account.
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Board evaluation continued

The main areas identified by the Board for particutar focus during Individual evaluation
2023 were:

In addition to the evaluation of the Board as a whale, Executive

— Continued focus on execution of strategy, Including clarity on how
the Board can best morutor ang measure the execution plan
while maintaining its distance fram operational matters,

In particular, the Board identified the impartance of ensuring
accountability for execution in the next phase of the
company’s transformation.

— {ontinued sharing of customer and marketplace insights with
the Board, which is seen as particularly important at this time as
Pearson evolves on muliple fronts.

— Ongoing focus on succession planning and talent review, both
at Board and executive level as well as more broadly, to ensure
Pearson has both the right skill set to deliver on its strategic vision
and a strong pipeline of talent to allow continued execution in
the future.

— Adesie toidentify and fecus on the elements of sustainability
that are particularly relevant and critical for Pearson's success.

— As Pearson continues ta grow in the direct to consumer space,

Directors are evaluated each year on their overall performance
aganst goals agreed by the Board, and in respect of strategic
measures under the company's annual incentive plan. These goals
are linked to the key financial and strategic objectives of the
company. Progress against each of these metrics is reviewed by the
Board on a regular basis, as part of a dashboard of KPls.

Following his appointment as Chair, Mr Kordestani intends to lead a
formal individual evaluation of each Non-Executive Director every
other year, similar te 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 opimon, these
ongoing knes 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 Directar, the Chair, with the support of the
Nomination & Governance Committee, has confirmed that each
continues to make a significant contribution to the business and

deliberations of the Board. The Non-Executive Directors, led by the
Deputy Chair & Senior Independent Director, Tim Score, also conduct
an annual review of the Chair's performance, with Mr Score providing
feedback from this review to the Chair

an angoing focus on the importance of the nsks inherent 10 the
technalagy, cyber and online spaces, including information
security, safeguarding and reputation.

— Following a penod of significant acquisition activity, a desire for
the Board to focus on post-acquisition integration and evaluation
of the performance of acquired businesses.

Committee evaluation

All Committees undertake an annual evaluation process to review
their performance and effectiveness. For 2022, the Committea
evaluation process was facilitated internally by the Secretary of each
Committee through use of a tallored questionnaire, except for the
Nomination & Governance Commitiee, the evaluation of which
farmeq part of the broader Board evaluation process, The findings
fram the Committee evaluation process were considered at the next
applicable meeting. Read more in the Committee reports on the
pages that follow,

— Ongoing development of the Board's readmap for market wisits
and deep dives to ensure this is aligned with Pearson’s aspirations
and international 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.

Progress on findings of previous evaluation

Anumber of actions were taken during the year in response to findings from the 2021 Board evaluation process, as set out below. The Board has
confirmed that these items were addressed to its satisfaction, with recommendations having been put into practice or a clear action plan idenufied for
each to be taken forward in 2023,

Finding or focus area Response or action taken

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 opportunities. Optimisation of
established businesses was also a consideration in the Board's strategic execution
ciscussions: g, the agreement to acquire PDRI, announced in December 2022 and
subject to completion in 2023, which augments Pearson's offering to enterprises and US
federal job seekers.

Additionally, the Audit Committee has discussed key strategic risks with the Presidents of
each of Pearson's five divisians over the past year as part of a suite of strategic risk deep
re about the work of the Audit Committee on page 80.

Iscussed these topics on a regular basts, with input from divisional leaders p
and Pearson's strategy and corporate development teams, resulting 0 a number of
changes ta the portfolio as described elsewhere in this report, including Pearson's
acquisition of Mondly (read more about this acquisition on page €9). The Board also
determined to undertake a £350m share buyback programme to return capital to
shareholders, which was completed In December 2022 (see page 120),

Continued focus on execution of strategy in each
of Pearsorys five divisions, including clarity on how
the divisions work together and continued
aptimisation of the maore established businesses.

Continued discussions on portfalio, investment
prioritisation, capital allocation and other
corporate finance matters, in support of delivery
of the strategy.

Involvement in the selection of KPlS ‘with the Board Strategic KPIs were agreed by the Board in early 2022 and incorporated i into the Board's

having visibility of supporting data to allow regular milestone and dashboard report to allow ongoing oversight and evaluaticn. The

evaluation of relevant metrics. Board has subsequently discussed with management the metrics and definitions
underpinning certain KPIs and the ways in which these are communicated to stakeholders.

Customer feedback was shared wath the Board as part of bneﬂng Sessions on
developments ta the Pearson= offering. Customer and competitor insights remain an
area of particular interest for the Board in 2023. The Reputation & Responsibility
Caommuttee also considered the sentiment of different consurner audiences towards
the Pearson brand,

Continued sharing of customer \ns\ghts with the
Board to aid understanding of the quality of
product, content and services.
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Finding or focus area

Response or action taken

Ongoing facus on succession planning and talent
management, at both senior levels and more
broadly, to ensure Pearson fias e right skill sel Lo
execute its strategy.

‘Refinement of long-range planning in light of the
new strategy and business structure,

Ensure work to refresh the risk management

framework continues, particularly given the
increasing importance of iInformation security, data
rmanagement and privacy, and cyber risks.

Continue 10 evolve ways of monitoring the culture

and behaviours throughout the organisation, as
well as overseaing the implernentation of
Pearson’s new purpose, mission, vision and values.

__cadence in alignment with the ann

Ali Bebo was appointed as Chief Human Resources Officer in late 2021 and worked with
management throughout 2022 in relation ta the organisational design, particularly at
senior levels, and talent management. This was discussed in detail by the Board at its
meeting i December 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
leadership team. Read more about the bxecutive Management tearn on page 60.

Following the appointment 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

Divisional strategic risk deep dives at the Audit Committee have been well received by
Directors and are proving beneficial for management in developing new ways of thinking
about risk.

Cyher 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
rmeeting 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

__page 80.

The Board recogmses the progress made by the Chief Human Resources Officer in heipmg
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 Reputaticn & Responsibility Committee wall fead 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 Beard is mindful that it is particularly important to pay close attention to culture and
engagement throughout the year, particularly following a period of strategic and
operational transformation. It will, therefare, be attentive to these matters in 2023.

Read more about culture and employee engagement on pages 65-68.

Image removed
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Nomination & Governance Committee report
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[ Tim Score - Committee Chair

Principal Committee responsibilities

Appointments
Identifying and nominating candidates for Board vacancies.

Balance

Ensuring that the Board and its Committees have the
appropriate balance of skills, experence, independence,
diversity and knewledge to operate effectively.

Succession

Reviewing the company’s leadership needs with a view to
ensunng the continued ability of the organisation to compete
in the marketplace.

Governance

Reviewing and overseeing Pearson’s corporate governance
framewark, Board evaluation and training plans, and the Board
Diversity Policy.

Terms of reference

The Committee has written terms of reference which clearly
set out its authority and duties, These are reviewed annually
and can be found in the Governance section of our website
(www. pearsoenplc.com).

Committee members and attendance

Attendance by Directors at scheduled Nomination & Governance
Cormmittee meetings throughout 2022:

Committee members Meetings attended

Sherry Coutu o 313

Annette Thomas 33

1 Mr Kordestani was appointed 1o tne Comruttee on 1 April 2022,
2 Ms Lee was appainted to the Cormrartee on 1 April 2022,
3 Mr Taurel resigned from the Board and the Commiites on 29 Apnl 2022
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Role and composition of the Committee

I am pleased to present my first repart as Chair of the Nomination &
Governance Committee, having been appointed to the position in
April 2022 following the retirement of Sidney Taurel, Board Chair. |
offer my thanks to Sidney for his substantial contributions to the
Committee's work, most particularly in ensuring we have a strong and
diverse Board in place to lead our company.

The Cormmittee menitars the composition and balance of the Board
and of its Committees, identifying and recommending to the Board
the appointment of new Directors and/or Committee members. The
Committee has oversight of the company’s cornphance with, and
approach to, all applicable regulation and guidance related to
corporate governance matters. The Commuttee is also available to
support the Board as needed in relation to talent and succession
plans for senior roles.

The Committee currently has five mermbers including me as Chair,
with Omid Kordestani and Esther Lee having joined the Committee
following their appeointments to the Board in early 2022. The Chief
Executive and other senior managernent, including the Chief Human
Resaurces Officer, attend Committee meetings by invitation.

As Comrmittee 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 questions at our forthcoming AGM
N April 2023,

Board succession planning, skills and expertise

A key element of the Commuttee's rermit s to lead the process for
Board appointments 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 is a regular item for discussion 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 specific criteria for potential new
Non-Executive Directors, in particular giving consideration to the
skilis, expenence and knowledge required in any candidates. Pearson
expects all Non-Executive Directors to demonstrate the highest level
of Integrity and credibility, independence of jJudgerment, maturity,
collegiality and atso a commitment to devote the necessary tme to
the company’s business.

As part of the Committee’s regular succession planning actmity, all
Board members are asked pericdically to complete a self-assessment
of the skills and experience 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 maodel
and particular arganisational characteristics, When mapped against
expected retirement dates, the assessment heips the Committee to
identify the areas where it may need to focus any future search
activity. The results of the most recent assessment {shown opposite)
demonstrate that Pearson currently has a strong spread of skills
across all areas iWdentified as being of particular importance

Having regard to the upcoming retirement of Ms Lornimer from the
Board at the 2023 AGM, as well as looking further ahead to
antiapated Board retirements over the next two to three years, the
Committee agreed to commence a Non-Executive Director search
process in the latter part of 2022. In prepanng for this search, the
Committee agreed that it was particularly interested to identify
randidates who would collectively bring a combination of skills and
expertse in the following areas:

— operating experience with subscription and/or enterprise Saas
business models, at a scale and complexity commensurate
ta Pearson

~— experience developing innovative digital products and/or drvang
digital business transformation

— an active senior finance leader, with a deep understanding of
public company governance standards, ideally from a UK hsted or
global business

— capacity to serve on the Audit Committee



Skills matrix

This matrix represents the nurmber of Directors with care or supplemental capability in areas that are relevant to Pearson's strategy, business model
and organisationai characteristics. A core capability is one of the strongest areas of a Director's skill and expertise, where they bning considerable value
to Board discussions. A supplemental capability is an area where the Director 1s 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. Fduration and public

7 Dataand ryher seriimty Sector
governance 7. Global markets

3. Digital and technology 8. People/general talent
Disruption management, focus, including workforce
including: Talent learning
leagership through 9. Policy and government
change, Marketing and relations
data insights, New 10. Prior CEQ experience,
business models and particularly of
Innovation multinational businesses

5. Direct to consumer
business medels
(including consumer
brand and marketing)

11.Remuneration
12.5cale and cormplexity
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 process for new
Non-Executive Directors. In ine with the objectives of the Board's
Diversity Policy, the Commitree has asked Spencer Stuart to ensure
that the list of candidates reflects diversity of gender, ethnicity,
geography and age as welt as diversity in its broadest sense. You can
read more about the Board Diversity Policy and diversity across
Pearson on page 76. In addinon 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
15 primarily overseen by the full Board, with support provided by the
Committee in respect of particular initiatives. The executive team has
a key role to play in our strategic planning process, in the ongoing
development of our talent pipeline and In fostening the culture and
values required to continue to deliver on our strategy. In December
2022, the Board held a discussion on talent, including a succession
planning session focused on the executive pipeline from which the
future leaders of Pearson were likely to emerge, both at Pearson
Executive Management level and for other key roles. A diverse
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
Committee meetings, mentoring by Non-Executive Directors, and
encouraging and enabling individuals to take on external non-
executive roles in order to increase their exposure 10 new areas

of business, The company alse has targeted development
programmes for high-potential talent and mentorship programmes
for diverse leaders, as well as development programmes for junior
and middle management.

Other areas of focus during 2022

The Cormmittee oversees the company's comphance with the UK
Corporate Governance Code and reviews a status tracker to enable it
to consider the appropriateness and maturity of various elements of
our governance framework and to maonitor any areas of qualified or
non-comptiance. Learn more about Pearsen's compliance with the
Code on page 55.

Other areas of focus for the Committee during the year included:
oversight of composition of the Board's Cormnmittees, 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 Direcror to the Board, As Committee Chair and
Deputy Chair of the Board, | alse paid particular attention to the
onboarding and induction of Omid Kordestani as the new Board
Chair. You can read more about the induction process for both Omid
Kordestani and the recently appointed Non-Executive Director Esther
Lee on page 70.

Committee evaluation

The Cammittee undertakes an annual evaluation process to review
its performance and effectiveness. Far 2022, feedback relating

to the Committee was sought from Directors as part of the wider
Board evaluation led by the Board Chair. Topics covered included
the effectiveness and dynamics of the Committee, oversight of

key areas within the Committee’s remit, the guality 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 workmng welt
with appropriate agendas, papers produced to a good standard
and high-quality discussions.

Committee aims for 2023

The Committee's pricrities 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
pracess. Additionally, together with our colleagues on the Audit
Committee, we will monitor any proposals by the regulator to revise
the UK Corparate Governance Code in light of the UK Government's
response to the consultation on Restoring Trust in Audit and
Corpeorate Governance, and will oversee management’s response
to this

Tim Score

Chair of Nomination & Governance Committee
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Nomination & Governance Committee report continued

| Diversity across Pearson

We have been on an intentional journey to redefine what diversity,
equity, and inclusion (DE&I) mean at Pearson and o take action. We
have reshaped our policies, practices, and principles around DE&I
and created a long-term strategy focusing on recruitment and
promaotion, retention, inclusive culture, and social Impact.

Our ambition is to be an inclusive and high performing place to work
where everyone can leverage thelr unique strengths. That's why our
updated people strategy has DE&I as one of our three pillars with the
aim of creating a culture of belonging and increasing diverse
representation throughout the company. As part of our new Pearson
engagerment 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 our leaders do what is right.

In addition, Pearscn's Code of Conduct in relation to ethucal practices
takes account of gender, age, race, ethnicity, disability, and sexual
orientation, and applies o all employee levels, including the executive
management team. [t is underpinned by a global statement on DE&,
along with country and business-specific policies. Standards are set
consistently worldwide - both internally and externally - as part of
our efforts to rmake Pearson a great place to work.

Together, our goal is to drive the transformation of learning,
making It more diverse, eguitable, and inciusive. It is a continuous
combination of intentional bottorm-up and top-down leadership
across all fevels of the company to foster a culture where everyone
feels a sense of belonging.

Beard diversity

We believe that Board diversity makes us a better and more
sustainable business, contributing to high performance, enhanced
commercial results, and an inclusive leadership culture. Research
indicates that high-performing boards provide an increased
competitive advantage and wider perspectives, while the needs far
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 Cade's underlying
principles with regard to Board balance and diversity, including in
respect of ethnicity, gender and age. The objectives set out in the
Board's Diversity Policy and cur progress towards these are shown in
the table on page 77.

The Nomination & Gavernance Committee ensures that the
Directors of Pearson demonstrate a broad balance of skills,
background and experience, tc support our strategic development
and reflect the global nature of our business. it requires
appointments to be made on merit and relevant expenience, while
taking into account the broadest definition of dwersity. In any
Non-Executive Director search processes, the Nomination &
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 light of the changes put forward by the Financial Conduct Authority
(FCA), the Nomination & Gavernance Committee has updated the
objectives that suppert the Board Diversity and {nclusion Policy, and
which underpin Pearson's commitment to creating @ more equitable
and inclusive company. The current objectives are set out below:

-— at least 40% female directors
— at least two directors from an ethnic minerity background

— at least one of the Charr, Chief Executive, Deputy Cheair and Senior
Independent Director or CFO 15 @ woman
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We have also expanded our objectives to confirm that the Board will
consider its own diversity, and that of its Committees, as part of the
annual effectiveness review processes. Further, the Board will
explore expanding its diversity considerations to include
charactenstics such as sexual crientation, disability and socio-
economic background,

The Nomination & Governance Committee has confirmed that it will
adopt a prinaiples-based approach to diversity on the Board's
Commuttees. It is recognised that it 1s not necessarily practical to set
meaningful metrics or targets for diverse membership of Committees
due to the notably smaller memberstup of each of the Committees
compared to the size of the Board. Accordingly, our principles-based
approach endorses the importance of bringing diverse perspectives
to all areas of Board and Committees’ work. As an example of this
principles-based approach in practice, as part of its regular
Comrmittee succession planning activity, the Nomination &
Governance Committee considers the gender and ethnic balance on
each Cormmittee when assessing its composition and future needs.

As at 31 December 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 Women Leaders Review. We are
also satisfied that, ahead of the target implementation date, we are
comphant with the new FCA reguirements stating that boards should
have at least one wornan in the Chair, Chief Executive, Senior
Independent Director or Chief Financial Officer role, and that at least
one member of the Board should be from an ethnic minority
background, among other targets. The FCA reguirements are
applicable to Pearson with effect from the financial year which began
an 1 January 2023

One of the tepics the Board considered duning its evaluation process
conducted in 2022, was the effectiveness of the organisation and
dynarmics of the Board, including in respect of diversity. The results
and feedback prowided by the evaluaticn indicated that the Directors
believe the Board's diversity is streng. The Board recognised the
increasing importance of DE&I and acknowledged the progress being
made. It noted that wider forms of diversity, such as sexual
orientation, disability, age, and socic-economic background, would be
considered when making new appointment 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 women (50% as opposed to 37.5% in 2021), Including the
Chief Executive and Chief Financial Officer, this rauo stays at 50% (six
women out of 12 members) (2021: 40%). As of 31 December 2022,
the senior management team (as specrfied by the UK Corporate
Governance Code), 1.e. the executive management team and their
direct reports, including the Company Secretary, contained 53
women, representing 50% of that group (2021: 49%). For diversity
data in the format prescribed by LR 9.8.6R(10), please see page 225.

All leadership and mentorning programmes aim to have 50% of therr
candidates from diverse backgrounds. The Normination &
Governanice Committee receved updates on two internal mentonng
schemes that it supports. The first scheme parrs a high-potential
leader (typically at Senior Vice President level) with a Non-Executive
Director. The second scheme involves members of the executive
management team sponsornng a small group of indviduals at
managerment level, identified through our talent review process as
potential successors 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 gatherning feedback on the
outcomes of Board sponsorship and mentoring schemes in 2022
and are in the pracess of identifying candidates for opportunities

in 2023.



Board diversity objectives

The Nomination & Governance Committee monitors the progress on the company’s DE&I framework, governance and measurement models, and
priority areas. As part of this, the Nomination & Governance Committee reviewed and updated the objectives which underpin the Board Diversity
Policy The objectives in place during 2022 and Pearson's performance against them are set out below, together with an indicanion of the amendments
{highlighted) to the objectives that have been approved in response to the FCA requirements:

Objectives

Progress

We will strive to achieve and maintain a Board composition of:

— 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 appointments will be made on merit, in the context of the

skills and relevant experience that are needed for the Board to
oversee Pearson's strategic development and that reflect the global
nature of our business.

The Board will continue to incorporate a focus on a diverse pipeline

in its succession and appointment planning, including to prioritise
the use of search firms which adhere to the Voluntary Code of
Conduct for Executive Search Firms {the Voluntary Code) when
seeking to make Board-level appomtments.

The Board will continue to adopt best practice, as appropriate, in-~

response 1o the Parker Review, FTSE women Leaders Review, FRC
Board Director Effectiveness Review, and Financial Conduct
Authority requirements

The Board will consider its composnt\on and dwersmy and thatof

its Committees, a5 part of its consideration of effectiveness in the
Board evaluation review process. The Board will also explore
expansion of these considerations to cover ethnicity, sexual
orientation, disability and socio-economic background
characteristics.
‘Where approprlate we will asmst W|th the development and
support of initiatives that promote all forms of DE& in the Board,
Pearson Executive Management tearm and other senior
‘management.
We will review and repor‘( onour prOgreSS in line with the policy
and our objectives in the annual report, induding providing details
of initiatives to promote DE& in the Board, Pearson Executive

We will continue to make key DE&I information about the Board,
senior management and our wider employee population available
in the annual report, and aim for ongoing transparency in this area
in line with best practice.

As at 31 December 2022:

o

SN% Directors were warmaen

The Board included three Directors from an ethnic minarity
background

One of the Chair, Chief Executive, Deputy Chair and Senior

_Independent Director or CFO s aworman

Our Non-Executive Dlrector search process consnders a w1de 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,
whom the Board believe possess the reguisite skills and experience

for their roles.

The Commlttee actlve|y \ncludes dlversmy inits sea rch crteriz for
Board appointments, and proactively encourages engaged search
firms to include candidates from a range of diverse backgrounds in
its candidate hsts.

Spencer Stuart assist Pearson with search activities. including for the
external element of the Non-Executive Director search processes.
Stuart is a signatory to the Voluntary Code.

The Board is cognisant of the recornmendations of the FTSE Wormen
Leaders Review, which has succeeded the Hampton-Alexander
Rewview, and the findings of the FRC Board Diversity and Effectiveness
repert. The Committee also reflected the new FCA requirements in
respect of gender and ethnic diversity in its review of the Board

_Diversity Policy.

These matters were COnadered n the 2022 evaluanon p(ocess
Read more on page /1.

Six mentees at the Senicr Vice President (SVP) level were memored
by six Non-Executive Directors in 2022. 67% of SVP participants were
fernale and/or persons of colour (target at 50%,.

Ohjectives that accompary the Board's Diversity Policy have been
updated. The Committee continues to monitor developrents on
DE&l in the external landscape.

This informaticn is included in the annual report. Read maore about
DE&I matters in the wider employee population on page 34.

Key

° Target achieved

0 Target not met

New objective for 2023
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Reputation & Responsibility Committee report
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rLinda Lorimer - Committee Chair

Principal Committee responsibilities

Stakeholders: Monitoring reputaticnal issues that could
significantly affect Pearson’s reputation with stakeholders,
including consurmers, employees, shareholders, educational
institutions and educators, employers, governments and
regulatars, communities and business partners,

Sustainability and non-financial KPIs;: Overseeing Pearson's
sustainability strategy including: targets and public
commitments; regulatory landscape, reporting and ratings; E5G
due diligence in cur supply chains and business partnerships,
matters relating to the non-financial KPIs linked to the three
pillars of the ESG Framework.

Culture and employee engagement: Overseeing Pearsan’s
approach to employee engagernent. Manitoring 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 1ssues and the people, processes and
policies that are in place to manage them

Branding: Oversight of how the company’s brands are
managed and promoted to ensure that their value and the
company's reputation are maintained 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 Cornmittee has written terms of reference that clearly set out its
authority and duties. These are reviewed annually and can be found
in the Governance section of our website (www.pearsanplc.com).

Committee members and attendance

Attendance by Directors at scheduled Reputation & Responsibihty
Committee meetings throughout 2022:

Committee members Meetings attended

Andy Bird B 7 3/3

Undelorimer 3B
Graeme Pitkethty El
‘Annette Thomas ) e 73
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Reputation & Responsibility Committee role

The Committee works to assess and advance Pearson's reputation
across the range of its stakeholders and to maximise the company's
positive impact on society and the communities in which we work
and serve.

We are the main governance body for sustainability at Pearson,
providing important oversight of cur environmental, socal 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 and offering specific
recommendations for the Board's action.

In 2022, we led a comprehensive review of the Board's governance
framewark for ESG matters, and made the following
recornmendations for enhancing the Directors’ collective oversight of
ESG matters, all of which were approved by the Board:

— the Augit Committee will assume responsibility for assurance and
integrity of ESG data and metrics

— the Remuneration Committee will formally incorporate ESG
considerations in remuneration frameworks and decisions

— employee engagernent will be formally added (o this Committee's
rernit, alongside culture. We have invited the Chief Human
Resources Officer 1o be a regular attendee at our meetings as
a rescurce 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 responsibilities, as revised, are
summarised to the left of this page and you can read more about our
overall Board framework for ESG governance on page 66,

As Committee Chair, | am available at any tme to engage with any
sharehalders who would like to discuss the work of the Commuttee,
and particularly look forward to taking any sharehalder guestions at
our forthcaming AGM in April 2023.

It has been my privilege to serve as Chair of the Committee since
2016, most notably te have had the oppartunity to contribute to
Pearson's sustainable business strategy as it has matured and ta the
development of our ESG framework. | am delighted that the Board
has chosen Annette Thomas to be my successar as Chair; Annette
has shown a real passion for the work of our Committee and has
both experience and expertise in the rermnit of the Committee

Committee composition and attendees

The Committee currently has five members, including me as Chair.
The members bring a range of expertise across the key areas of the
Committee’s remit, including sustainability, stakeholder management,
people and talent, and policy and government relations,

In addition, we benefit from the regular attendance of senior
executives whose work 1s central to the remit of the Comnmittee.
These indlude the Chief Legal Officer, who is the executive
leader respensible for the development, monitoring and
execution of Pearson’s sustainability strategy; the Chief
Marketing Officer and Co-President of Direct to Consumer;

the Chief Human Resources Officer; SYP - Investor Relatons;
and SVP - Corporate Communications,

Sustainability activities in 2022

Throughaout the year, the Committee paid particular attenbon to the
continued evolution of our sustainability strategy, including how it
aligns ta our greatest areas of opportunity and challenge as a
business, and how to communicate its tenets 1o all our stakeholders
n a clear and impactful way.



As described in greater detail in our Sustainability report starting on
page 30, our ESG framework comprises three pillars that align with
the interests of stakeholders, and where we ran make the biggest
positive impact:

— DBriving learning for everyane with our products
— Empowering our people to make a difference
— teading responsibly for a better planet

These areas are also materially influential in helping Pearson succeed
as a business. The pillars have a clear, matural fit to ow run-financial
KPIs, reflecting the common geoal of alignment between our
corporate and sustainability 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 elements of the sustainability strategy. Over
the past year, key activities of the Committee in relaticn to our three
sustainable business pillars included the following.

Driving learning for everyone with our product

Inthe course of the year, we had reviews of product efficacy and
learning design, we undertook our annual safeguarding review, which
included our growing attention to digital products and services; and
we assessed the company's consumer brand equity study.

Ar each meeting, the Committee recenves a report on recent incidents
and issues that could have an impact on the company's reputation,
including thase relating to our products. We consider Pearson's
responses to coverage on socdial media and in traditicnal media,
including paying particular attention to our pratocols 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 reccmmendations about how the
company can be responding to the general issues raised.

Empowering our people to make a difference

In the course of the year, the Committee asked the Chief Human
Resources Officer 1o lead a session devoted to talent, performance
and engagement. We also reviewed new plans for the evolution of
our overall approach 1o employee engagement and continued our
practice of an annual review of health and safety across the company.

Leading responsibly for a better planet

In the past year, the Committee monitored progress in respect of
climate transition plans, including recewing an update an Pearson's
decarbonisation journey. As part of this, we provided
recommendations to management on how to approach reduction in
Pearson's scope 1, 2 and 3 emissions, with reference to the maturity
of climate performance in aur 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 sustzinable business pillars are underpinned by robust
governance, a strong culture and effective policies. (n this regard,
during the year:

— we reviewed an ESG materiality assessment which confirmed that
the wiews of our external stakeholders align well wath our internal
ambitions. With Input from management and external advisers,
we noted improvement oppartunities for ocur 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 recelved an update about how the company will be reporting
1ts ESG progress to external regulatory bodies, including the
approach for our narrative, non-financial KPI reporting and
external data verification, where we work closely with our
colleagues cn the Audit Committee. We also noted how
management plans to evolve our reporting in line with
regulatory changes

— we reviewed the annual Modern Slavery Statement with
management prior to recommending that the Board approve the
statement for publication

Other areas of focus during 2022

In addition to the work relating to the three sustainable business
pillars, we spent time considerng a broader range of matters relating
to Pearson's reputation and key stakeholders, including the following:

-— with the help of colleagues and external advisers, the Committee
conducted a horizon scanning exercise to identify key
reputational nsks and trends facing Pearson such as critical race
theory, sodal issues and increased scrutiny of branded content
platforms. This exercise, which we intend to conduct periodically,
helps to ensure that the Committee and our Board is 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 statements concerning societal
events Factors that are part of this decisien framework include
whether the event could have a 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
in the UK, we received a government relations update, which is a
periodic topic for the Committee's agenda.

Committee evaluation

The Committee undertakes an annual evaluation to review its
performance and effectiveness. For our evaluation in 2022,
Committee members and other key contributors 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 rermit, the
qualty of papers and meeting discussions, and the relationships
between the Committee and management.

The Committee considered the findings from this process at its
Novemnber 2022 meeting and condluded 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 rermit was warranted to
specify explicitly that employee engagement and the company's
culture are part of the Cammittee’s remit as well as expanded
respansibility for £SG and sustanability. This feedback guided the
revisions 1o 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 to its ESG deep dive session, where external
perspectives were provided on Pearson’s ESG materiality
assessment and ambitions.

The matters identified during the previous year's evaluation process
have been addressed to the Committee's satisfaction during the year,
as described elsewhere in this report.

Committee aims for 2023

Our priorities for the coming year include the publication of
Pearson's climate transition plan and the launch of various activities
to empower our pecple to make a difference through {earning
opportunities and skill-based volunteerning. We wilt continue to
oversee Pearson's ESG framework including progress under each of
our three sustainable business pilars, as well as overseeing the newly
refreshied approach to employee engagement and culture.

Linda Lorimer

Chair of Reputation & Responsibility Committee
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Audit Committee report

rGraeme Pitkethly - Committee Chair

Principal Committee responsibilities

Financial reporting

The quality and integrity of Pearson’s financia! reporting and
statements and related disclosures, including significant
reporting judgements.

Policy

Group financial policies, including accounting policies
and practices.

External audit

External audit, including the appointment, qualfication,
independence and effectiveness of the external auditor
Internal audit, risk and internal control

Risk management systems and the internal control
environment, inchuding oversight of the work and effectiveness
of the internal audit function

Compliance and governance

Legal and regulatory requirements in relation to financal
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 of our website
(www.pearsonplc.com).

Committee members and attendance

Attendance by Directors at scheduled Audit Committee meetings
throughout 2022

Committee members Meetings attended
Hindalonmer A4
Sraeme Pitketnly! A
nimScore 4/4
Lincoln Wallen 474
1. Mr Prkethly was unable to attend nne meeting prior te: becoming Commtee Cnair

due 19 a pre exsling corimitment, He reviewed the papers and provided s
perspectives 1o the Commities Cnair outside thi: meeling

Audit Committee role and composition

I am 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 a valued member of
the Cermmittee 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 risk management processes of the company and the
external audit of the financial statements of the company. As a
Committee, we are respansible for assisting the Board's aversight
of the quality and integrity of the company's external financial
reparting 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 te me, and both she and the
external auditors have direct access to the Committee to raise

any matters of concern and to report on the results of work directed
by the Committee. As Audit Committee Chair, | ensure thar the full
Board is kept abreast of the business of the Committee in a timely
rmanner, including highlighting any areas of concern or specfic
recommendations. | also work closely with the CFO and senior
financial, risk, legal and internal audit personne! cutside the
formal meeting schedule to ensure robust oversight and challenge
in relation to finanaal control, compilance, investigations and

risk management.

As Committee Char, | amn avallable to engage with any shareholders
who would like to discuss the work of the Committee, and look
forward to taking any sharehalder questions at our forthcoming AGM
n April 2023,

Audit Committee meetings and activities

Animportant area of focus for the Commuttee throughout 2022 was

the transition of Pearson's external audit fram !
PricewaterhouseCoopers LLP (PwC) to Ernst & Young LLP (EY), who

were selected following a campetitive tender process in 2021, The

transition process and first audit by EY have necessitated

considerable efforts by all involved, and | would like to acknowledge

the commitment demonstrated by all Pearson colieagues throughout

the financial year who have supported the audit process. You can

read more about how the Committee has monitored the transition to

EY on page 84.

Other prominent themes in the Committee’s work throughout
2022 included’

— impaortant areas such as data privacy, cyber security and business
and technology 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 a new programme of
business-focused deep dives led by the Divisicnal Presidents

— oversight of accounting treatment relating to portfolio changes,
Including the strategic review of Pearson's international
tourseware local publishing businesses

— continued oversight of Pearson’s key judgements ang key areas of
estimation as described in the financial statements.

At every meeting, the Cornmittee also considered reports on the
activities of the internal audit and comphance functions, including the
results of internal audits, project assurance reviews and fraud and
whistleblowing reparts The Committee also monitored the
company’s financial reporting procedures, discussed the finance and
IT controls ermaronment, reviewed the services provided by the
external auditors and considered any significant legal claims and
regulatory issues in the context of thelr iImpact on financal reporting,
each on a regular basis. You can view the key actvities of the
Committee and read more about our work in these areas an the
pages that follow.

Additional meeting attendees

The Chuef Financial Officer, Deputy Chief Financial Officer, Chief Legal
Officer, Chief Information Officer, other executives and senior
managers from across the business also attended meetings during
the year, either as regular invitees of the Committee or to discuss
particular itemns of business.



This direct contact with key leadership augments the Committee’s
understanding of the 1ssues facing the business as well as helping to
develon Pearson's talent pipeline through faclitation 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 audrtors, Chief Financal Officer, Deputy
Chief Financial Officer, Chief Legal Officer, Chief Compliance Officer
und Scniur Vice President  Treasury, Risk and Insurances inwiden Lo
keep abreast of all relevant matters within the Committee's remit.

Audit Committee training and knowledge sharing

The Committee receves technical updates at each meeting, including
on matters such as accounting standards and the audit and
governance landscape, and members are able to request speacific or
personal training as appropriate. In particular, we remain attentive to
developments at a legislative and regulatory level, including the
proposals announced in May 2022 by the UK Government's
Department for Business, Energy and Industrial Strategy (BEIS) in
response to the consultation on Restonng trust in audit and
corporate governance'.

The Committee’s focus areas for 2023 will include:

— Following up on continuing improvements in the external audit
process, as discussed further on page 84.

— Monitering 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
management’s response.

— Monitoring emerging developments in non-financial reporting,
including proposals from the 1SSB, 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 Infarmation Cfficer 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 questionnaire
The process sought views on an anonymous basis from Committee
members and other key contributors to the Committee, including the
lead external audit partner, the Chief Financial Officer, Deputy Chief
Financial Officer, the Chief L egal Officer, the Vice President - Internal
Audit, and senior financial, risk and compliance management

Topics covered in the evaluation included the effectiveness and
dynarnics of the Committee, the Committee’s oversight of key areas
within its remit, the quality of papers and meeting discussions, and
the relationships between the Committee and management. The
Committee considerad the findings from the evaluation at its
November 2022 meeting, including the following key paints:

— The Committee is considered by Directors and ather contributors
to be working well with appropriate agendas, papers produced to
a gocd standard and high-quality discussions.

— Respondents welcomed the addition of divisional risk deep dives
to the Committee's work plan and noted the importance of
dedicating sufficient time to the overview of risk and associated
remediation actions.

— Respondents recognised that it is important for all parts of the
Group's assurance framework to remain attuned to the changing
risk profile of the company, including data and cyber risk. It
remains impertant for the Committee to ensure that It continues
to have appropriate levels of suppoert and expertise to assess and
manage these areas.

— Giver the quantum of Pearson's business in the US, there was a
suggestion that at least cne meeting per cycle be US-based to
allow the Committee In-persan access ta US management and
other 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.

— Kesponses highlighted the Committee’s role in encouraging
collaboration and alhignment between the central corporate
risk assessment and compliance functions and the work of
internal audit.

Actions taken following the previous year's evaluation

Based on the recommendations from the previous year's evaluation,
the Cammirtoe trnk the follmaing Actinns in 027

— We assumed responsibility in our terms of reference for matters
relating to assurance af ESG metrics. During the year, the
Committee considered and approved Pearson's policy on
greenhouse gas emissions re-baselining and restatement. This
polhcy 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 portfolic.

— Recognising the impartance of technology and cyber-related
matters to Pearson’s business and strategy, we invited the Chief
Information Officer to become a standing attendee at the
Committee’s meetings. Previously, the Chief Information Officer
was invited to attend 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 te 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 reporting and policies

In February 2023, the Committee considered the 2022 preliminary
results announcement and annual report and accounts, including the
financial statements, strategic report and Directors' report. The
significant issues considered by the Committee refating to the 2022
financial statements are set out on pages 86-87.

Correspondence with Financial Reporting Council

In October 2022, Pearson received a fetter from the Financial
Reporting Council (FRC) confirming that it had completed a limited
scope review of the company's 2021 annual repart in connection
waith their thematic review of deferred tax asset disclosures, There
were no questions or queries to which the FRC required a formal
written respanse. Two matters were raised regarding possible
impravements to our existing disclosures, These have been
addressed in the 2022 annual report where material and relevant.

The FRC's role is to consider compliance with reporting standards
and is not to verify the information provided, Therefore, giver the
scope and inherent limitations of therr review, which dees not benefit
frorn any detailed knowledge of the Group, it would not be
appropriate to infer any assurance from their review that cur 2021
Annual Report and Accounts are correct in all material respects.

Risk assessment, assurance and integrity

A key role of the Committee is 1o provide oversight and assurance to
the Board with regard ta the integrity of the company's procedures
for the identification, assessment, management and reporting of risk.
In fulfilling its remit, the Committee rernains 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 menitoring. 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 corporate functions
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Through a series of business-focused risk deep dives, the President
of each operating division provides an overview of its risk register to
the Cormmittee at least annually and leads a session on the key risks
facing their particular division. The process is supported by central
risk team experts as required, providing the Committee with a clear
and consistent 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 to understand the
rigour of management's risk scanning and to challenge judgerments
being made in respanse to risks. The Carnmittee has reviewed the
refreshed risk management approach to ensure it is robust and
proportionate, and continues to facilitate a culture of accountability
and ownership among business leaders. The introduction of
divisional risk deep dives has provided a valuable strategic lens to the
risk management process that has been welcormed 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

As part of the data privacy deep dive led by the Chief Privacy Officer, the
Committee cansidered developments in the global regulatory landscape
and trends in enforcerment actions, focusing on the importance of
transparency and contrals around the use of persoral information
These regulatory trends, combined with Pearsor'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-faong privacy centre, which provides
an effective and customer friendly approach to explaining how Pearson
uses personal information. The Committee also considered the ongoing
enhancements (o Pearson's data privacy governance structure, including
a newly implemented network of designated privacy owners,
strengthening of the internal incident managernent framework, and
continued focus on data retention programmes with a particular focus
on customer products, platforms and services.

The Committee also considered the status of Pearson's cyber security
programme, through a deep dive led by the Chief Information Officer
and Chief Information Security Officer. This deep dive was set in the
context of the challenges and threats prevalent in the dynamic global
security landscape. As part of this, the Committee recewved a report an:

— Pearson's cyber risk profile, incduding the status and trend of top

husiness resilience.

Data privacy, cyber security and technology resilience

Prudent management of data privacy, cyber security and Pearson's
technalogy estate are fundamental to the company’s success and to
bullding and mantaming 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 risk-based internal audit
programme, in which these topics are key areas of focus.

threats and response to these threats, with a particular focus on
strategic products

— Management's key achievements and focus areas in 2022, which
included: simphfying and updating information security pahicies to
support Pearson’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 secunty

— Ohbjectives 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
year-on-year improvement.

Audit Committee meeting focus during 2022

Financial reporting

Policy

External audit

Internal audit,
risk and internal control

Compliance
and governance

— Accounting and
technical updates

— Impact of legal claims
and regulatory issues
on financial reporting

— Farr, balanced and
understandable
reporting, going
concern and viability
statements including
supporting analysis

— 2021 annual report
and accounts:
preliminary
announcement,
financial statements

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 reparting
internal controls

~ Significant issues
reporting

ACCounting
matters and
Group
accounung
policies

Treasury Policy
and reporting
Tax update
Greenhouse
g2a% emissions
- policy for
re-baselining
and
restatement

Oversight of external auditor
transition and first-year audit by
new audrtor

Provision of non-audit services

by external auditor - policy and
regular reporting

Appointment of

external auditors

Report on half-year procedures
Confirmation of

auditor independence

— 2022 external audit plan

Remuneration and engagement
letter of external auditars

Review Gpinion on internm results

Review of the effectiveness of
external auditors

EY feedback on

internal cantrols over financal
reporting

Receipt of external

auditors’ report on annual
report, Form 20-F and year-end
audit

EY feedback on

internal controls over financiat
reporting

Internal audit activity
reports and review of
key findings

2022 internat audit plan
including resourcing

Assessment of

the effectiveness of
internal audit funcuion,
internal control
environment 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 security;
data privacy; treasury
and insurance,
anti-bribery and
corruption; and
husiness resilience and
Crisis managernerit
Controls Centre of
Excellence updates,
including 2022 work plan

— Fraud,
whistleblowing
reports and
compliance
investigations

— Compliance with
accounting and
audit-related aspects
of the UK Corporate
Governance Code

— Audit Committes
and internal audit
function terms of
reference

— Oversight of Group's
schedule of
delegated financiat
authority

— Regulatory briefings,
including proposals
resulting 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 focus on Pearson's cyber security
maturity and will increase its scrutiny of this topic by conducting two
deep dives each year from 2023. As mentioned elsewhere in thic
report, the Chief Information Officer now attends every Committee
meeting, to ensure ongoing focus on matters of both cyber security
and technaology resilience, among others.

As indicated in last year's annual report, the Committee also continued
to monitor management's implementation of the Board's agreed
acton plan following a 2018 security incident affecting AlMSweb 1.0,
The Committee has conchuded that the key workstreams have been
successfully dehvered, with the agreed improverments now having
been incorporated inta standard company practices.

The Committee also holds a separate annual deep dive, led by the
Chief Information Officer, focusing on Pearson's technology resilience
capabilities. In 2022, this session included updates on infrastructure
enhancernents, management of the end-of-life 1echnology estate,
product availability and incidents, and technology-specific talent risk.

Memhers

As at the date of this report, the Cormmittee comprises four
independent Non-Executive Directors, all of whaom have financial
and/or related business experience due to the senior positions
they hold or have held in other listed or publicly traded companies
and/or large arganisations. The Committee possesses a good
balance of skills and knowledge with competence and experience
covering ail aspects of the sectors in which Pearson operates and
the company’s key markets, Each member is "financially literate”
for the purposes of the NYSE listing standards.

Graeme Pitkethly, Chair of the Committee since August 2022, 15
the Committee’s designated financial expert within the meaning
of the applicable rules and regulaticns of the SEC, having recent
and relevant financal experrence, and is 3 Chartered Accountant.
Graeme is Chief Financial Officer for Unilever ple and serves as
Vice-Chair of the Financial Stability Board's Task Force on
Climate-related Financial Disclosures (TCFD). Graeme's full
biography1s shown on page 57,

The gualifications and relevant experience of the other Committee
members are detailed on pages 56 to 58. You Can read more on
page 59 about the process through which the Board assesses the
independence of Non-Executive Directors,

Compliance, fraud and whistleblowing

The Chief Compliance Cfficer oversees compliance with our Code of
Conduct and works with senior legal, HR and other relevant
personnel to investigate any reported incidents, including ethical,
corruption and fraud allegations. The Committee receives an update
at each meeting on all significant investigations as well as reviewing
data regarding matters raised through our whistleblowing reporting
systern. If applicable, any findings of the external auditors with
respect to a particular matter are also considered as part of these
discussions. The Committee may also meet in private If raquired with
the Chief Compliance Cfficer. 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
Chairs regutar reports to the Board include a review of investigations
or whistleblowing matters of note.

The Pearson anti-bribery and corruption (ABC} and sanctions
compliance programmes provide the framework to support our
compliance with various regulations such as the UK Bribery Act 2010
and the US Foreign Corrupt Practices Act. The Committee uses this
framework to conduct a deep dive into the ABC and sanctions
compliance programmes on an annual basis. In 2022, in addition
to its regular review of investigations, the Committee noted the
continued enhancements made to the averall compliance
pregramme, including ongoing traming 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 parties with which it does business.

The Committee afso paid particular attention to the work of
the sanctions team and wider business in response to the war
in Ulraine.

Internal audit

The internal audit function is responsible for providing independent
assurance to managgement and the Cemmittee on the design and
effectiveness of internal contrals to mitigate strategic, financial,
operational and comphance risks. The Vice President - Internal Audit
reports jointly to the Chair of the Committee and the Chief Financial
Officer and is responsible for the day-to-day operations of internal
audit and execution of the annual audit plan.

The internal audit mandate is approved annually by the Committee.
The audit ptan 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
Comrittee considers issues and risks arising from internal audits.
Management action plans to imprave internal controls and to
mitigate risks are agreed wath the business area after each audit.
Internal audit has a robust process in place for the implementation of
audit actions, which also includes review and testing of evidence to
corroborate action implementation. Progress of managerment 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 sharing of insights and cutcomes. Opportunities
for reliance by the external auditor on internal audit outcomes are
limited due to strict rules set by the external regulator, Regular
reparts on the findings and emerging themes identified through
internal audits are provided to executive management and, via the
Committee, to the Board.

In 2022, internal audit carried out engagements across Pearson’s
tusiness units and corporate functions covering mast of the principal
risks. The audit plan changes throughout the year based on changes
in Pearson's risk profile. Key themes in 2022 related to information
security and data privacy, cyber security, data architecture and usage,
digital safeguarding and business resilience, as well as financial
controls in international businesses.

Internal audit evaluation

At 1ts 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 operational management.

The evaluation process sought views on an anonymised basis on the
internal audit function's work programme, resource Jevels, skills and
expertise, and ways of working. Based on the findings of the 2022
review, the Committee is of the opinicn that the quality, experience
and expertise of the internal audit function is appropnate for the
business. The Cammittee recognised the findings of the review which
noted that the internal audit function continues to improve
collaboration with other tearns, including the carporate 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 Cornrruttee 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 Committee 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 wath the
requirements of the Institute of Internal Auditors’ Internationai
Standards for the Professional Practice of Internal Auditing. The most
recent such assessment was undertaken in 2019.
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Audit Committee report continued

Internal control and risk management

The Board has overall respansibility for Pearson's systems of internal
control and risk management, which are designed to manage, and
where possible mitigate, the nsks facing Pearson, as well as to
safeguard assets and provide reasonable, but not absolute,
assurance against material financial misstatement or loss.

The Board agrees risk management requirements and, in assessing
the effectiveness of the risk management effort, reviews a range

of inputs as descnibed elsewhere in this report. The Board can

and does challenge the reporting 1t 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 risk processes across the
organisation. It provides assurance on the management of risk
(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 centrols 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 Cornmittee, acting on behalf of the Board, confirms that it has
conducted and continues throughout the year to review the
effectiveness of Pearson’s systems of risk management and internal
control in accordance with Provision 26 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
Committee had regard to an assurance opinion from the 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 nsk management and assurance framework
which includes other assurance activities by first and second line
of defence teams, including enterprise risk management, the
Controls Centre of Excellence, divisional and technology
assurance teams

— work conducted by the external auditor
— the organisation’s response to internal audit actions

— whether any fundamental or significant actions have nat been
accepted by management and the consequent risk

— whether any limitations have been placed or the scope
of internal audit.

The Committee reviewed the detail underpinning these factors as
part of the 2022 year-end process. The Commuttes reviewed all
internal control deficiencies identfied during the year and noted that
the majority have been remediated during 2022. In particular, the
Committee reviewed the control impiications of the issue related to
investrments in unlisted securities (see page 87} and were satisfied
that the control deficiency has been remediated. They also
considered feedback on information provided by the entity (IPE) that
underpins control ocperation. Following this review, the Committee
confirms that Pearson's systems of risk management and internal
control operated satisfactonly throughout the year.

The Board is ultimately accountable for effective risk management in
Pearsan and determines our strategic approach to nsk. It confirms
cur enterprise risk management framework as well as our risk
appetite targets. The involvernent of the Board and Committee in the
design, implementation, identification, monitoring and review of risks
tincluding setting risk appetite and reviewing how risk is being
embedded in our culture) is outlined in maore detail in the Risk
management section on page 43.
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External audit

In June 2021, the company announced the Board's intention to propose
to shareholders that EY be appointed as the company’s statutery
auditer 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.
Followang the tender process in 2021, Pearsan will put the external
audit contract out to tender at least every ten years and wil seek the
rotation of the audit partner in kne wath regulation and professional
and ethical guidance. The external auditors are required to rotate
the audit partner responsible for the Pearson audit every five years.
The 2022 audit was the first year for the EY lead audit partner, Ben Marles.

A detailed audit plan was received from EY at the beginning of the
audit cycle for the 2022 financial year, which gave an overview of its
approach to the audit, outlining the significant risk areas and in
particular the approach to materiality and scoping of the audit.

The Committee regularly reviewed the significant audit risks and
assessed the progress of the audit throughout the year. The Committee
also recetved 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 transiton process and to monitor the
status of specific areas such as EY's review of internal controls and
their assessment of accounting judgements,

The Committee reviews and makes recommendations to the Board in
respect of the appaintment and compensation: of the external

auditors, These recommendations are typicaily made by the
Committee after considening the external auditors’ performance duning
the year, reviewing external auditor fees, conducting an effectiveness
review, considenng the annual report on audit guality of the intended
external audit firm and confirming the independence, objectivity,
guahfications and experience of the external auditors.

External audit effectiveness review

In conducting its review of the effectiveness of EY, Pearson's external
auditors for 2022, the Committee had regard to certain factors set out
in the FRC's guidelines ntled 'Audit Quality Practice Aid for Audit
Committees’ as well as the key areas of importance from a strategic,
operational, reporung and regulatory perspective. In particular, the
Committee considered its own observations and interactions with the
external auditors, the quality of the audit, the auditors’ independence,
the prograrme of work conducted by the auditors and their reports
on that work.

The review was conducted by distributing a questionnarre to key audit
stakeholders, induding members of the Committee and key management
who interact with the external auditors on a regular basis, including the
Chief Financial Officer, Deputy Chief Rnancial Officer, Senior Vice President
- Treasury, Risk and Insurance, Vice President - Internal Audit, Senior
vice President - Finance for each business division, and other heads of
corporate funcnons. The process sought views on an anonymised
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 environment, 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 their work, the amount of time passed since a rotation
of audit partner and the level of non-audit work that the externat
audrtor undertakes {details of which can be found on page 85).

The responses to the evaluation indicated that the external audit
partners and staff exhibit professional scepticism in their work and are
robust 1In 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 rmanagement by the auditors in respect of
accounting judgements from prior years. Overall, having reviewed the
effectiveness and independence of the externa! auditors durning 2022,
the Committee concluded that the auditors provide effective
independent challenge to managemenit.



In early 2022, the Committee asked the outgoing auditor, Pw(, to
share its perspectives on outputs from the previous year's evaluation
process. The purpose of this was to support 2 smooth transition by
enabling the Committee and EY to take forward the opportunities for
improvement identified in the 2021 review.

The Committee will continue to review the performance of the
external auditors on an annual basis and will consider their
independence and objectivity and the quality of the external audit,
taking account of all appropriate guidelines

Naturally, given this was a year of transitien, 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 audtt, Pearson and EY, led by the Deputy Chief Minancial Cfficer
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 year.

Compliance with the CMA Order

Pearson confirms that it was in compliance with the provisions of The
Statutory Audit Services for Large Companies Market Investigation
(Mandatory Use of Competitive Tender Processes and Audit
Committee Responsiilities) Order 2014 during the financial year
ended 31 December 2022.

Review of the external audit

During the year, the Committee discussed the planning, conduct and
conclusions of the external audit as it proceeded.

Atits April and July 2022 meetings, the Committee discussed and
approved the external audit pfan and reviewead the key risks of
rmisstaternent of Pearson's financial statements. The external
auditors provided an update to the risk assessment at the November
2022 Committee meeting, following the acquisiton and disposal
transactions in the second half of the year. These nsks were then
confirmmed 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
auditors throughout the audit year.

In November 2022, the Committee discussed with the auditors the
status of their work, focusing in particutar 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 wark in evaluating management's goodwill impairment
exercise, on a value-in-use Basis, iInduding 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 managerment’s judgements and
assurnptions regarding the impairment of 1ts nght-of-use
assets and whether property assets should be classified as
Investment property

— their work conducted over the accounting treatment of certain
unlisted secunities and their procedures performed over the
restaternent of prior year comparative numbers and the
assaciated control implications in relation to this matter

— their procedures performed to audit the material acquisitions
and dispnsals completed in the year in addition to evaiuating
management's judgement that the businesses under strategic
review da 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 items, focusing on subjective judgements and the
transparency with which related adjusted measures are
presented, and in particular the exclusion of costs related to
rmajor restructuring programmes

— their work in assessing management's judgements 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 Sarbanes-Oxley Act Section 404
reporting purposes and in support of their tinandial staternents audit

— the results of their work over the company’s going concern and
viability statement reports

— theirwork in relation to information provided by the entity (IPE)
disclusures and other material internal control over financial
reporting (ICFR) matters

— their work in relation to other matters which are not classified
as key audit matters, but may give rise 1o additional
disclosure requirerments, such as pensions, restructuring and
asset capitalisation

— the work performed over the carrying value of Investments in
subsidiaries for the Pearson plc parent company.

The auditors also reported to the Committee the unadjusted
misstatements that they had found in the course of their work, which
were immaterial, and the Comrmnittee confirmed that there were no
material terms remaining unadjusted in these financial statements.

Auditors’ independence

I line with best practice, our relationship with EY is governed by our
policy on external auditors, which is typically reviewed and approved
annually by the Committee. The policy establishes procedures to
ensure that the auditors’ independence is not compromised, as well
as defining those non-audit services that EY may or may not provide
to Pearson. Any allowable services are in accordance with relevant
UK and US legislation and auditor standards. The palicy takes into
account certain voluntary commitments by EY regarding
independence and apples to alf Pearson businesses globally,
including associate companies.

The Comrmuttee approves all audit and non-audit services provided
by EY. Our policy on the use of the external auditors for non-audit
servaces 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
nan-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 expressty prohibit the provision of
certain tax, HR and other services by the external auditor. We review
non-audit services on a case-by-case basis, including reviewing the
ongoing effectiveness and appropriateness of our policy.

The Committee receives regular reparts summarising the amount
of fees paid to the auditors. Buring 2022, Pearson spent a similar
amount on non-audit fees when compared with 20217, For 2022,
nan-audit fees represented 1% of external audit fees (2% in 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-related
services, we take into account its existing knowledge and experience
of Pearson. Where appropriate, services were tendered prior to a
decision being made as to whether to award work to the auditors.

Significant non-audit work performed by EY during 2022 included:
— half-year review of interim financial statements

A tull statement of the fees for audit and non-audit services is
pravided in note 4 to the financial statements on page 158.

Graeme Pitkethly
Chair of Audit Committee
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Audit Committee report continued

Significant issues considered by the Audit Committee

Issue

Action taken by Audit Committee

Qutcome

— Pearson carrigs significant goadwill and
other intangible asset balances. As a
result of business disposals and an
associated change in organisation
structure there has been a change in the
determination of cash gererating units
and goodwill has been reallocated. There
are significant estimates and
assumptions used in the impairment
review. Pearson has made significant
impairments to goodwill across a vanety
of its businesses In past years.

acquisitions, disposals and changes in
arganisation design on the determination of
cash generating units and in particular the level
at which goodwill 1s mognitored. The Committee
reviewed the realiocation of goodwift across the
tash generating units Including those disposed.

The Committee monitored the Group's plans
and forecasts during the year to determine if
there were impairment triggers. The Comimittee
considered the results of the Group’s goodwill
imparrment 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
capital - were reviewed and challenged. The
Committee considered the sensitivities to
changes in assumptions and the adeguacy of
disclosures required by IAS 36 Imparrment of
Assats' in relation to the Group's CGUs,

determination of cash generating units and
the associated goodwill reallocation.

— The Committee 15 satisfied with the annual
impairment review with confirmation of
sufficient headroom in each of the cash
generating units,

— The Cammittee 15 satisfied with the
disclosures relating to goodwill.

— The assessment of the Group's wiability
and the appropriateness of the going
concern assumptian.

The Committee reviewed future budgets and
cash flow forecasts to understand the Group's
available liquidity and ability to continue as a
going concern, The Committee reviewed and
challenged the risks identified to the forecasts.
The Committee reviewed the outcome of the
severe but plausible scenario modelling and
stress testing.

— The Committee is satisfied with th
modelling process and the risks identified. In
addition, the Committee is satisfied with the
stress testing performed and the severe but
plausible scenario modelling. The
Commuttee noted that in all scenarios the
Group had a high level of liquidity headroom
and sufficient headroorm against covenant
requirements.

— The Committee is satisfied with the
assessment of the Group's viability and 1s
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
international courseware |local publishing
businesses, disposing of assets in French
speaking Canada, ltaly, Germany, South
Africa and Hong Kong. In addition,
Pearson announced a strategic review of
its Online Program Management
Dusiness.

Pearson acquired Credly Inc, increasing
its ownership from 19.9% to 100%.

— Pearson acquired 100% of ATI STUDIOS
AP.PSSR.L(Mondly).

disposal of the international courseware lacal
publishing businesses with specific focus on
consideration, net assets disposed and disposal
costs. The Committee also reviewed tax
assumptions relating to the disposal
transactions. In addition, the Committee
reviewed the judgement related to whether the
results and cash flows of the disposed
businesses should be dlassified and presented
as discontinued operations by reference to the
critera set out 1IN IFRS 5.

The Committee reviewed the status of the
strategic review of the Online Program
Management businesses and considered this
against the IFRS 5 criteria to be classified as
held for sale.

The Committee reviewed the accounting for the
Credly and Mondly acquisitions with specific
focus on the step acguisihion accounting for
Credly, consideration, net assets acguired
including the valuation of intangibles and the
recognition of goodwill. The Commitree noted
the use of third party valuation experts to value
the acquired intangible assets.

— The Committee determined that disposal
accounting for the international courseware
lecal publishing businesses had been
appropriately recorded. The Committeg 13
satisfied with the judgement that the results
and cash flows of the disposed businesses
should not be classified and presented as
discontinued operations and is also satisfied
with the disclosures related ta this item.

— The Commuittee also agreed that the [FRS 5

critena to be classified as held for sale in
respect of the Online Program Management
businesses had not been met as at 31
December 2022,

— The Committee determined that the
acquisition accounting for Crediy and
Mondly had been undertaken appropriately
but notes that It remains provisional as at
31 Decemnber 2022,
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Issue Action taken by Audit Committee Qutcome

Revenue recognition

— The Committee regularly reviews and — The Committee is satisfied that revenue is

— Pearson has a number of revenue

streams where revenue recognition is
complex. For some revenue streams
significant judgements and estimates
are reguired in order tg determine
the armount and Liming of

revenue recognition.

challenges revenue recognition pracuces and
the underlying assumptions and estimates. In
addition, the Committee has visibility of internal
audit findings relating 1o revenue recognition
controls and processes and routingly manitars
the views of external auditors on revenue
recogntion fSsues.

being recognised appropriately.

earson holds significant right-of-use
assets in relation to leased properties.
The property portfolic has been further
simplified, significantly reducing the
square footage required. The right-of-use
ASSPrs have consequently beon impaircd.
In addition, assumptions made in
previcus 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 frorm own use
to sublet, the classification of proparty
assers has been assessed resulting in
recognition of certain assets as
investment property \n 2022.

irment reviews and classificatio
— The Committee monito

red the Group's
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
spedfic futus un the 80 Strand and Hoboken
properties. Key assumptions - including
petential rental value, expected sublease
durations and terms such as rent free periods
- were reviewed and challenged. The
Committee considered the adequacy of related
disclosures. The Committee noted the input of
thurd 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.

— The Committee is satisfied with the resufts

of the property impairment reviews and the
subsequent impairment charges recognised
in the income statement.

— The Commirtee 15 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 satished with the decision
to classify certain property assets as
investment property and the disclosures
relating to this classification.

uncertain tax positions,

in 2021, Pearsen paid £105m (including
interest) in relation to the EU state aid
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 relation to this matter, As a result of
the dismissal, Pearson have concluded
that a pravision is now required in
relation to this issue.

In 2022, Pearson have released tax risk
provisicns totalling £72m following the
expiry of the statute of [imitations for
certain periods inthe LS,

Changes to, and the application of, tax
legislation continues to be a complex
and judgemental area

The Committee considered various

developments during the year, including
Pearson's ongoing response to the European
Commission’s decision that the UK's Finance
Company Partial Exemption rules 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
provision is now required for this item.

The Committee reviewed the release of the
tax risk provisions resulting from the expiry of
the statute of hmitations, including the
presentation of these items within adjusted
and statutory earnings

" — The Committee is satisfied with Pearsom's

approach to managing the impact of tax
legislation changes and agreed with the
views of management regarding tax
provsioning levels.

— The Committee is satisfied with Pearson’s
appreach to the EU state aid matter
including the prowvision made inrelation to
armounts paid in 2021 and ongoing
disclosure about this matter,

— The Committee is satisfied with the release
of US tax provisicns and the presentation of
the items wathin the income statement.

Investments in unlisted securities

— Pearson holds investrments in unlisted

securities. Historically, all of these
investments have been classified as far
value through other comprehensive
income. On further review of limited hfe
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 comparatve numbers have
been restated.

ZThe Committee considered the classification of

certain hrmited life funds held by Pearscn and
agreed with the reclassification.

The Committee considered the need for
1eslatement of prior year comparative
numbers considering both quantitative and
qualitative factors.

The Committee reviewed the disclosures
relating to the restatement.

The Committee reviewed the control
implications relating to this matter.

" The Commitee agreed with the

reclassification of certain unlisted securities,

— The Committee agreed with the requirement
to restate comparative figures based on
guantitative size but reviewed and agreed
with management's determination that the
qualitative factars suggest thiss 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

Terms of reference

The Committee's terms of reference are in ling with the 2018 UK
Corporate Governance Code and are available on the Governance
page of our website at pearsonplc.com (a summary of the
Commyttee’s responsibilities is on page 111).

Board Committee attendance

There were 7 scheduled meetings of the Remunerabon Committee in
2022, Attendance by Directors was as follows:

Committee members
Sherry Coutu CBE

Meetings attended

Annette Thomas? 3/3

therry Coutu - Committee Chair

Key messages from the Remuneration
Committee

Duning the year, the Committee undertook a
comprehensive review of the Directors’ remuneraton
policy, which is due for its triennial renewal at the 2023
AGM. Following extensive cansulration with shareholders, it
was determined that a conventional UK incentive structure
would be retained but with maodifications to quantum and
enhancement of key UK governance features.

The Committee also reviewed the implementation of the
Directors’ remuneration pohicy for 2023, in particular the
performance framework, to ensure it appropriately
suppoerts delivering Pearson's forward-looking strategy.

The Comimittee spent significant time guring the year
cansidering the inclusion of strategic and ESG prigrities in
incentives and benefited from insights provided by Annette
Themas given her key role on Pearson’s Reputation &
Responstbility Committee We will introduce a rmew ESG
metric into the LTIP and remove digital sales from the AlP,

As Committee Chair, | engaged extensively with shareholders
and their agvisers throughout 2022, and all feedback receved
was considered by the Committee when finalising the
Directors' remuneration policy and its implementation

for 2023.

The Committee considered performance outcomes for
2022 The annual incentive outcome for Executive Directors
is 76% of maximum reflecting strong financial and strategic
progress delivered in 2022. The long-term incentive granted
1N 2020 wili vest at 58% of maximum considering the
profitable growth and shareholder value ¢reated 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 performance underpins, broader
company performance, and stakeholders experience and it
was determined that this tranche shaould vest in full

The Committee remains focused on ensuring remuneration
policies and practice for all Pearson's colleagues are
consistent with our need fo attract and retain the nght
talent for our digital future, and are appropriately aligned to
our forward-lpoking strategy, cur purpose, and our TISSION,
vision, and values,

During the year, | engaged with colleagues on executive pay
and wider reward matters through several channels,
including the Employee Engagement Netwark.
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i Esther Lee wined the Rerunerauon Committer o0 1 Aprit 2022

2 Sidney Taurel stepped down from Pearson’s Board and the Remunerauan
Caommuttee a! e ALM on 29 April 2002,

3 Annette Fhomads joined the Remuneratan Caommiiten on 1 August 2002

Dear Shareholder

On behalf of the Board, | am pleased to present the 2022 Directors'
remuneration repert, which includes our 2023 Directors'
remuneration poicy.

Pearson completed 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

Pearson made strong strategic progress over the year, induding
reshaping the portfolio for growth, adding capabilites and increasing
interconnectivity between dvisions to unlock synergies and build
further lifelong learning potential. The Company's strong strategic,
operauonal, and financal 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
sharehoider return of ovar 50% in 2022,

The waork undertaken by Andy Bird and his new executive team aver
the last two years has ensured robust digital foundations for the next
stage of Pearson's journey which will enable new digital products and
services to be brought to market at pace. Going forward, Pearson
intends to capitahse on the momentum to date and continue (o
accelerate the growth of the business through its connected
commercial and consumer strategy.

Directors’ Remuneration Policy review

In ine with the normal three-year cycle in the UK, Pearson's Directors’
remunergtion policy will be subject ta sharsholder vote at the 2023
AGM. In advance of this, the Committee has spent significant time
rigorously reviewing the Directors’ remunaration policy and its
implementation to ensure It remains fit for purpose as Pearsan looks
to the future. This review considered Pearsan's renewed strategy, the
strong performance of the business, and the views and expectations
af gur shareholders, thelr advisers, and ather stakeholders.

Andy Bird was appainted Chief Executive shortly after the approval of
our existing Directors' remuneration policy at the 2020 AGM. Under
his leadership, Pearson attracted several new experienced indviduals
to lead the business and the whole organisation 1s energised and
focused on executing our new strategy. Additionally, Pearson has
moved from near the foot of the FTSE 100 te around 60" due ta 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 learmng products
through an integrated commercial and consumer strategy, demands
a highly skilled and experienced management team. Attracting and
retaining the correct calibre of talent has been and will remain crucial
in accelerating the growth of the Company and ensuring it is well
positioned to compete globally and capture market share

North America is a key talent and growth market for Pearson and
critical to the future success of the business. Pearson needs to be
able to recruit and retain talent from this market, which generates
Lwo-thirds of Pearson's total revenue, 1o deliver on its strategy
However, remuneration practices in the US differ significantly from
the UK both i terrns of quantum and structure, particularly with
regard to long-term equity arrangements,

Highlighted by the appointment of Andy Bird, the Committee believes
that the existing executive remuneration framework does not
adequately act as an attraction, retention and incentivisation tool for
US talent. To secure his appointment, the Committee developed a
bespoke one-off co-investment award, This illustrates the challenges
of recruiting in the US market, and the Committee s keen to ensure
that the new Directors’ remuneration policy apprapriately rewards
the current Executive Directors, whose skills and expenence will be
narticularly sought after for their contribution, while also containing
additional flexibiiity 1o attract future talent if required over the
three-year Iife of the Directors' remuneration policy,

In this context, the Committee is proposing to implement a package
of changes to the Directors' remuneration policy and its
implementation for 2023.

Initiaily, the Committee considered various alternative incentive
frameworks, including a hybrid structure comprising both
performance shares and restricted shares, which is very commonin
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
sa the Committee determined that a conventional UK incentive
framework should be retained.

To support the attraction, retention and incentivisation of the critical
executive talent needed to delver the forward-locking strategy and
ultimately the creation of long-term sustainable value for our
shareholders and other stakeholders, the Committee is proposing to°

— adjust the percentage that pays cut under the Annual Incentive
Plan {AlF) and Long-Term Incentive Plan (LTIP) for threshold
perfarmance 1o 25% and 20% of maximum, respectively

— increase the Palicy maximum apportunity level under AP from
200% to 200% of salary

— increase the Pelicy maximum opportunity levet 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 opportunity levels aligned to these
increased maximums. For the Chief Financial Officer, maximunm
opportunity levels for 2023 will be increased to 200% of salary for the
AlP and 300% of salary for the LTIP {an increase from 170% and
245% of salary, respectively). See page 94 for further detaills on the
market data considered by the Committee in assessing pay
competitiveness at Pearson.

The Commuttee believes that retaining a UK market-aligned
remuneraton framework for the forward-looking Directors’
rermuneration policy, but with increased opportunity levels, 1s the
best way to continue to drive a strong pay for performance culture
and respond 1o the needs of the global talent market for digital
innovaters, whilst remaining mindful of the UK governance
environment and the wiews of our shareholders.

Performance framework

While the Directors’ remuneration policy contains sufficient flexibility
1o adjust performance measures on an annual basis, the Committee
took the opportunity as part of the Directors’ remuneration policy
review to undertake a full review of the performance framework to
ensure it continues to closely align to the forward-looking strategy.
Overall, the Cormmittee considered that current performance
framework principles remam appropriate, although a number of
changes to how this is implemented are being proposed for 2023.

Incorporation of ESG into the incentive framewaork

Pearson is a purpose-driven Company — we add life to a lifetime of
learning through creating vibrant and enriching learning experiences
designed for real-ife Impact, so everyone can realise the life they
imagine. We believe learning 1s one of the greatest forces for change
in the world, and as the world's leading learning company, we have a
duty to help drive that change and deliver against our purpose. The
strategy and priorities for the business are therefore anchored
around this, and everyday actions and behaviours have a strong
sodial 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, [n 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
employees from an ethnic minarity background at management
levels, and the other focused on achieving a step change towards our
2030 carbon reduction goal Reflective of the importance of
delivering against our strategic commitments, the Committee chose,
for the first time in 2022, to prospectively disclose annual
performance targets in respect of strategic measures.

A similar approach has been taken in respect of ESG measures

for 2023.

In addition to the AIP, taking on board feedback from aur largest
shareholders and reflecting the fact that progression of our ESG
priorities is integral to long-term sustainable growth of the business,
Pearson is introducing an ESG measure into the LTHP for 2023 with a
weighting of 10%. For 2023, the ESG measure will centre on building
an inclusive culture and increasing female 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 quantfiable. Pearson is dedicated to
creating bias-free content that reflects the diversity, depth, and
breadth of alf learners' lived experiences. Within its content, Pearson
acknowledges its responsibility to demonstrate inclusivity and
incarporate diverse scholarship so that everyone can achieve their
patential through learning. In this context, an ongoing focus on
diversity, equality, and inclusion at all levels of the Company is
important — embracing diversity throughout our own organisation will
lead to a more diverse and representative Pearson product. The
Committee therefore considers it appropriate that such metrics are
included within both the AIP and LTIP. The focus of each measure
does however differ - the AIP considers ethnicity across a broader
management population, while the LTIP is focused on female
representation in leadership roles.

Proposed changes to other measures

For the AIP, it is proposed that the operating cash flow measure,
which has a weighting of 20%, is replaced wath a free cash flow
measure. Free cash flow is a measure preferred by some investors as
it better corresponds ta the cashflows available to return to them.
The intreduction of this measure reflects the importance of free cash
flow generation to Pearson's fundamental value, and ensures
exacutives are incentivised to improve it
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The digital sales metric which formed part of the strategic AIP
measures in prior years will be removed for 2023. Considering the
growth in digital and digitally-enabled sales over the last five years,
and that this now accounts for around three guarters of total sales,
the Committee, with input from key shareholders, determined that
including both a sales metric and a digital sales metric within the AIP
was no longer appropriate. The strategic element of the AIP will
therefore focus salely on ESG measures for 2023, at the same
weighting as in 2022 (10% of the total AIP).

For 2023, in response to the removal of digital sales, the weighuing of
the adjusted operating profit measure will be increased to 40% to
further incentivise the drive for profitable growth. The Committee did
consider whether to include an additional strategic measure in place
of digital sales, for example, 8 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 Cormmittee is that such a metric will be incorporated in

future years

Qverall, therefore, for 2023, the AIP will be based 40% on adjusted
operating profit, 30% on sales, 20% on free cash flow and 70% on
strategic ESG measures. In line with normal practice, the Committee
will review its approach in advance of each financial year to ensure
that the balance of performance measures remains appropriate and
aligned to the financial and strategic priorities of the Group.

For the LTIP, the majority of the awards will continue to be based on
adjusted EPS, relative TSR and a return measure, with these three
measures equally weighted at 30% each. The introduction of the new
ESG measure, as described above, accounts for the remaining 10%. It
is however proposed that, from 2023, Return on Capital replace nat
ROIC as the return measure, Return on Capital is considered a mare
appropriate and simpler measure far 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 Committee also carefully considered the peer group against
which to measure relative TSR performance, reflecting on whether a
bespoke peer group. international index or a sector-specific index
should be used instead of or alongside the FISE 100. Initially, 1t was
determined that the FTSE 100 should be retained given its simplicity,
the fact that Pearson is a constituent of the FTSE 100 and subject to
similar market dynamics as other global UK-listed cormpanies
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 Pearsor's business mix and
UK-listing.

Haowever, during the sharenoclder consultation exercise, it became
clear that shareholders held a broad range of views in relation to the
most appropriate TSR comparator groug for Pearsan, whilst it was
generally recognised there is ne “perfect” comparator group, some
preferred the simplicity of the FTSE 100 whilst others thought an
international or sector-specific comparator group would maore closely
reflect Pearson's strategic ambition. The Committee therefore
re-visited 1ts initial deliberations, and to balance the vanous
perspectives, it has ultimately been determined that a hybrid
approach will be taken - 50% of the TSR elernent will continue to be
measured relative to the FTSE 100 while the other 50% will be
measured relative to the S&P 500 For both the FTSE 100 and S&P
500, certain sectors - finanaial services, energy, basic matenals,
utdities and healthcare - will be excluded as companies within these
sectors are subject to very different market forces to Pearson and
are therefare not considered retevant comparatars.

Target-setting for 2023

One of Pearson’s remuneration principles, which apply across the
whale arganisation, centres on pay for performance, and this is
actively considered by the Committee when determining targets. For
2023, in hne with usual practice, a robust target-setting process has
been followed considering Pearson's strategic plan as well as analyst
consensus to reflect market expectations.
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This year, the Commuittee alsc considered the increased opportunity
levels under the Directors’ remuneration policy to ensure that any
pay-out will appropriately reflact the performance delivered and
ultimately value created for our shareholders. For maximum pay-out,
performance must be significantly in excess of current market
guidance. Overall, the Committee believes that the 2023 LTIP targets
are appropriately stretching in the context of the business and
external ervironment and would only resuly in significant value
delivered to management where there has been significant value
Created for shareholders and other stakeholders See page 99 for full
details of 2023 LTIP targets,

The Committee has a strong focus on pay fer 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' rernuneration policy
renewal, the Committee has engaged extensively with shareholders
and shareholder representative bodies, | would personally like to
take this apportunity to thank all those who took the time to engage
with us and provided feedback on the executive remuneration
appraach at Pearsorn. As always, your feedback is invaluable.

Since the intraduction 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
remuneration resolutions, incduding the 2021 Directors’
Remuneration Report at the 2022 AGM. The Committee is naturally
disapponted with this outcome, but equally 1S committed to ensuring
Pearson has an executive remuneration framework which allows it to
be compstitive

When developing the new Directors’ remuneration policy. the
Committee took a phased approach to shareholder engagement,
Initially seeking the views of our major shareholders an the direction
of travel, before bullding out mere detalled proposals. These initial
conversarons 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 received feedback from, or directly engaged
with, approxamately 55% of Pearson's ownership as well as the key
proxy advisors. We highly value the inputs and views of alf
shareholders and their advisors and have taken these into account
when finglising our approach. It is worth highfighting, however, that
throughout the engagement process we received a broad range of
feedback, with the views of individual shareholders often differing,
and as a result 1t is not necessarily always possible to meet the
preferences of all shareholders

In my conversations, there was a general understanding of the
challenges faced by Pearson - the need, despite being a UK-lsted
company, t¢ develop an executive remuneration framework which
adequately acts as an attraction, retention and incentivisation tool for
US talent given that North America 1s a key talent and growth market
for Pearsan, and critica! to its future success. That said, the
engagement exercise highlighted specific areas of concern for some
sharehaolders, and reflective of this, the Committee has modified its
proposals This includes:

— Introduction of annual bonus deferral. In response to
shareholder feedback, the Committee determined to intraduce
annual bonus deferral where an Executive Director has not yet
met the relevant shareholding guideline. In such crcumstances, it
1s proposed that an Executive Director would defer a third of any
bonus earned (nto an award of Pearson shares for two years.

— Increase in shareholding guidefines in ine with increased LTIP
opportunity. Several shareholders noted that considering the
proposed increase 1n LTIP apportunity they would expect a
corresponding increase in shareholding guidelines, strengtheming
the alignment of Exacutive Director interests with those of
shareholders. The Committee is therefore proposing that
shareholding guidelines will increase to 450% of salary for the



Chief Executive Officer and 3009% of salary for the Chief Financial
Cfficer, in line with the proposed annual LTIP award levels,

— Reduction of LTIP threshold to 20% of maximum. Our onginal
proposal was to increase the LTIP percentage that pays out for
threshold performance to 25% of maximum for all measures in
line with market norms. However, combined with an Increase in
the maximum LTIP opportunity 10 450% 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 criginal intention
to align the threshold vesting percentage across alt long-term
metncs, the Committee 15 now pruposing 1 reduce threshotd
vesting to 20% of maximum. This will mean that for threshold
performance, LTIP vesting would be 90% of salary for the CEO as
opposed ta 112.5% of salary.

— Re-balancing of LTIP measures. Shareholders expressed a
range of views in relation to long-term performance measures,
particularly in relation to our original proposal to reduce the
weighting of Return gn Capital in favour of TSR and EPS. Mindfut
of this feedback and the focus on caprtal allocation as Pearson
looks to grow for the future, the Committee dererminer that TSF,
EPS and Return on Capital should be equaily weighted within
the LTIP.

Shareholder feedback also informed the Committee's decisions in
relation to the TSR cormpearator group and Executive Director salary
increases for 2023.

Pearson remains committed to a 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 delfivered in 2022 resulted
in a formulaic AIP outcome for Executive Directors of 76% of
maximum. Overall, the Committee was satisfied that the formulaic
outcome was reflective of the performance achieved.

The LTIP granted in 2020 will vest in 2023 at 58% of maximum
reflecting profitable growth and shareholder value created over the
three-year performance period. Only the Chief Financial Officer
parucipated in this award, and shares vesting will remain subject to a
two-year holding penod.

As disclosed i the 2020 Directors’ Remuneration Report, mindful of
the share price volatility at the time the 2020 LTIP was granted, the
Committee exercised jts 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 appraximately
55,000 fewer shares being granted to the Chief Financiat Officer.

The Committee considered that the overall 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 appled,

Second tranche of the Chief Executive's
co-investment award

The second tranche of the gne-off co-investment award granted to
Andy Bird to secure his appointment vested following 31 December
2022. Vesting was subject to achievernent of performance underpins
linked to strategic progress and rhere being no significant ESG issues
resulting in significant reputational damage. These underpirs are
intended to guard against payment for falure, ensuring the
Committee can reduce vesting if in its opinion the performance of
the business or the indvidual does not support this,

The Committee undertook a rigorous assessment of the relevant
performance underpins as well as a holistic review of broadar
Pearson performance and the experience of all stakeholders.

Inirs assessment, the Committoc followeed the lraimework developed
and disclosed in prior years, Overall, the Committee determined
that the second tranche of the award woulid 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 December
2023 The final tranche of the award will vest following 31 December
2023 subject to the relevant performance underpins, which include
an additional TSR underpin, and Andy Bird's continued employment
at the vesting date.

Salaries for 2023

For 2023, salary levels for Executive Directors were considered in the
context of general economic and market condions, the level of
increases rmade across the Campany as a whola, and individual
performance. in addition. the Committee recognised that Andy Bird
had not had an increase in his salary since his appointment in 2020
and that, from an overall package perspactive, his remuneration is
significantly below US levels. Mindful of this, and the exceptional

per formance of the Company since his appeintment, the Committee
felt that it would have been warranted to increase Andy Bird's salary
significantly, and consulted with shareholders on this basis.

However, cognisant of the current external environment, which aver
the last year has steadily become mare challenging for niir hroader
employee population who are more exposed to high levels of
inflation and the associated cost-of-living pressures, and sharehclder
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 Financial Officer will be increased by 4% in
line with the average increase for the UK workforce.

Remuneration across Pearson

Pearson's remuneration principles are censistent across the
orgarisation and are designed to support Pearson’s culture and to
make Pearson an employer of chaice and able to attract and retain
talent to execute our digital-first strategy. Remuneration across the
workforce is designed to reflects the role, skills and experience, and
perfarmance of any relevant indwidual as well as local rmarket
practice. Many of the features of our Directors’ remuneration policy
apply more broadly, for example, over half of all Pearsen employees
{c.11,200 employees) participated in an AIP during 2022 which was
funded based on similar performance measures as used for
Executive Directors.

mindful of the energy crisis which has had a disproportionate impact
on Pearsonts lowest paid employees in the UK and elsewhere in
Europe, Pearson made a one-off cost-of-living payment egual to
£1,000 cr £1,000 to these indduals at the end of 2022, As a global
company, Pearson monitors the impact of external wertdwide events
on pay competitivenass 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 S Lanka
and Turkey.

The Comrmittee receives regular updates on talent matters and wider
workforce considerations and actively considers the approach to
reward throughout the organisation when determining executive
rernuneration. In addition, the Committee closely reviews relevant
pay ratios and pay gaps and supports efforts to make progress
agamnst these metrics. Last year, (o ensure a more proactive
approach and enable a two-way conversation, the Employee
Engagement Network held a discussion on reward and incentves
al Pearson. The EEN met ta discuss how the annual bonus plan

1 funded and how we seek to achieve glignment 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 Executive Directors
with these principles n mind.

1 2 3
Aligned to Pay for Market
longer-term performance competitive
strategy Remuneraton Pay levels are

Reward 1s linked to
achioving Pearson's
fonger-term
strategy, growth,
and sustainability

framework and
cutcomes are
aligned with
performance

market competitive,
based on role,
grade, and
contribution, and
ensure individuals
are farly rewarded
in hine with the

4

Targeted
differentiation

We operate
targeted
differentiation

of reward across
our employees,
linked to talent
and performance
managerment

5

Tailored

Our approach

to reward is tallored
In certain
crcumstances to
address a specific
market/business
need, and is
consistent with our
underlying reward

6

One part of the
employee value
proposition
Remuneration is
ane part of our
breader employee
value proposiion
—and nat the only
reason to work for
Pearson

market

philesophy

Our Directors’ remuneration policy and its implementation supports
aur Campany purpose of adding life to a lifetime of learning, our
strategy and ultimately the delivery of long-term sustanable value
for all stakeholders, including our shareholders,

In developing the forward-looking Directors’ remuneration policy,
the Commuttee had due regard to the principles outlined wathin
the UK Corporate Governance Code.

— Pearson’s remuneration prinaiples, as set out above, align with
our culture and position us as an employer of choice, so we can
continue to attract and retain the right talent, and support our
digital future. We recognise that remuneration 1$ only one part
of Pearson’s employee value proposition

— Qur forward-looking executive remuneration framework is
designed to be simple, with total remuneration made up of
fixed and performance-linked elernents, supportng different
strategic objectives

— Qur remuneration framework and outcomes are designed to be
aligned with performance:

— Selected performance measures for the AIP (Annual Incentive
Plan) and LTI (Long-Termt Incentive Plan) are key to achieving
the Group's strategic objectives, The Committee reviews
performance measures annually ta ensure they mncerntivise
appropriate management behaviours and goals

— The Committee carries out a robust target-setting process
each year, considering Pearson's strategic plan, as well as
analyst consensus to reflect market expectations. This results
in stretching, yet achievable, AIP and LTIP targets

— Maximum awards under the AIP and LTIP are capped and
clearly disclosed in our Directors' remuneration policy
alongside predictions of how the Directors’ remuneration
policy may apply in various performance scenarios
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— When determining pay-outs, the Committee considers
whether the outcome reflects overall company performance
and the experience of stakeholders over the period, including
shareholders and colleagues. If nct, it has the discretion to
adjust outcomes

The Commuttee is mindful of reputational and other risks
when implementing the forward-looking Directors' remuneration
pohcy and determining cutcomes for Executive Directors and
senior management. Pearson has safeguards in place, such as
malus and clawback prowvisions and a two-year LTIP holding
period, as well as robust shareholding guidelines, which extend
post-employrment,

Before signing off the Directars’ remuneration report, the
Committee reviews drafts and inputs to ¢larify our disclosures
In renewing the Directors’ reruneration policy this year, the
Committee engaged extensively with shareholders to ensure
they fully understood the rationale for change, and ta give them
the opportunity to feed into the decision-making orocess and
inform final conclusions,



2023 Directors’ Remuneration Policy

The 2023 Birectors’ remuneration policy will be subject to shareholder approval at the AGM to be held on 28 April 2023, This section outlines key
changes to the Directors’ remuneration policy following the Remuneration Committee’s extensive review over the last year. The 2023 Directors’
rernuneration policy 1s set out in full on pages 112 to 119

Key changes to Directors' remuneration policy

Key features of the 2020 Directors’' remuneration policy

Qutline of propased changes for 2623

Salary

Allowances and

benefits

Retirement

benefits

Annual

incentive

Long-term

incentive

.Shareholdmg
guidelines

_Group employees.

Basea salaries reflect level, role, skills, experience, the competitive
market and individual contribution.

Base salaries are normally reviewed annually, with any increases
normailly in line with typical increases awarded to other

Reflects the local compemlve market and may include travel-
related, health-related and risk-related benefits as well as any
other benefits provided to the majority of employees.

The Committee may introduce other benefits if it s considered

_appropriate to do so. o
Employees inthe UK, mcludmg Executive Directors, are E|Iglb\€‘

to join the Money Purchase 2003 section of the Pearson
Pension Plan,

The Committee has discretion to put in place retirement benefit
arrangements in line with lacal market practice.

Executive Directors, who opt cut of the pension, can receve a
cash allowance of up to 16% of base salary, In ine with the
maximum company contribution as a percentage of salary that

Maximum opportunity of 200% of base salary.

Based on the achievement of annual business goals and strategic
objectives, with financial metrics accounting for at least 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 performance.

Awards paid fully in cash

_Malus and dawback provisions apply.

Maximum opportunity of 350% of base"s-él-ary

Based on achievernent of targets for earnings per share, a return
on measure and relative total shareholder return fweighted
equsally) 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 twe years.
Malus and clawback provisions apply.

Currentin- employment guidelines of:
— 3009% for the Chief Executive
— 200% for the Chief Finanaal Officer

Post-employment sharehalding guidelines apply.

Increase in in-employment guidelines

No rhanges to policy

Ne changes to policy

_Ukemployees of asimilar age are eligible toreceive.
Increase in maximum gpportunity to 300% of base

salary. For 2023, maximum opportunities are;

— 300% for the Chief Executve

— 200% for the Chief Financial Cfficer

Increase in payout for threshold performance to 25%
of maxirmum.

Introducnion of bonus deferral where shareholding
guidelines have not been met.

“Increase in maximum oppor‘[umty {0 450% of base

salary. For 2023, maximum oppartunities are:

— 450% for the Chief Executive

— 300% far the Chief Financial Officer

Proportion of award that vests for threshold aligned
at 20% across all perforrmance 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 provide a rounded view of overall positioning against the rnarket. The Committee has not sought to follow any specific
market reference and is mindful that, whilst the primary talent market is likely to continue to be the US, Pearson is a UK-listed company
and operates a UK market aligned remuneration framework,

Market reference points

— Executive Director remuneration in UK-listed campanies of a similar market capitalisation to Pearson, the FTSE 41 1o 100. This comparator
group recognises Pearsor’s London listing, the fact that Pearson 1s a memiber of the FTSE 100, and that UK investors and proxy agencies
would likely consider competitiveness of remuneration levels at Pearson in this context primartly. Pearson is currently positioned ¢.60™ in
the FTSE 100 (based on a three-month average market capitalisation). Market data for the FISE 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 Pearsen. This
comparator group included companies in the broadcasting, interactive media and software sector with similar revenue to Pearson. It
considers what Executive Directors are paid in broadly similar US-listed companies, although it does not directly align to Pearson's
talent market.

— Remuneration in US-listed companies more closely aligned to Pearson's talent market and strategic ambitions. This comparator group
comprised US technology. communications, and consumer discretionary companies, in particular those that are at the forefront of
transformative, innovative plays within technology and digital, based on the Nasdaq-100 Index. Recognising, however, that many of these
companies were materially larger than Pearson in terms of financial size, rather than considering remuneration levels for the CEO role, the
market data considered was for roles reparting into the CEO (primarily heads cof business units or Chief Executives of subsidiary
businesses) which is analogous to Andy Bird's previous executive role. This data was only considered in respect of the CEO role at Pearson.

The Committee 15 mindful of the views of many investors in refation to setting executive pay solely based on market data as well as views on using
international peer groups. The Committee therefore wanted to take a balanced and thoughtful approach which incorporates the views of all key
stakeholders
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Pay positioning

Overall, the intention of the Committee was to ensure a package for the Chief Executive which was competitive considering Pearson's primary talent
market, Whila it 15 ackiiowledged the proposed package for the Chief Executive is towards the top end of market practice from a UK perspective, it is
within the broad range of pay received by executives below CEQ level at relevant US-listed companies whom Pearson might look to approach for future
Executive Director roles - total compensation for such roles typically ranged ¢.$4m to €.$11m at target. This is still well below that of CEGs at similarly

sized US companies.

l Chief Executive Officer

I

Chief Financial Officer

I UK positioning

US positioning

UK positioning

US positioning

Salary

Towards the top end of
UK praciice

Within US market
rompetitive range
for CEO roles

Within UK market
competitive range

within US rarket
competitive range

Annual bonus
opportunity

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 executive roles, where annual bonus

opportunity in the US is more closely aligned to, although still marginally higher than, UK levels.

Towards the top end of
UK practice

Within US market
competitive range

Within UK rnarket
competitive range

Within US market
competitive range

Lang-term incentive opportunity is the key driver in the difference between UK and US remuneration levels. Cpportunity
levels in the US are many multiples of UK levels. For CEC roles in US-listed companies in a similar sector and of a similar
financial size to Pearson, many receive long-term incentives with a target opportunity greater than 1000% of salary.

LTIP opportunity

Towards the top end of
UK practice

Substantially below
US levels

Towards the top end of
UK practice

Substantially below
US levels

Conclusions

The market data highlighted the stark difference in pay practices between the UK and US, and the 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 shareholgers.

The Committee determined, with input from shareholders, that the incentive framework at Pearson for Executive Directors should continue to align to
typical UK practice, and as such incentives remain fully performance-linked, which is not typically the case in the US market where often a significant
propartion 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 periads 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 policy in different performance scenarios

Chief Executive {Andy Bird) $000 Chief Financial Officer {Sally Johnson} £000

Chart removed Chart rermoved
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Directors’ remuneration report continued

Alignment of performance framework to Pearson'’s strategy

Adjusted Operating Profit (40%) A key inancial performance indicator reflecting the underlying
operational performance of the Group, and measuring Pearson’s
Increased weighting for 2023 ability to reinvest.
‘Sales30%) T A key financial performance indicator and measure of
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, O INe IOWIR,
Free Cash Flow (20%) A key financial performance indicator reflecting the |mportance of
Annua! ‘ ] Free Cash Flow generation to Pearsan's fundarnental value, and
incentive Plan Replacing operating cash flow for 2023 ensures executives are incentivised to improve cash flow,
Strategic measures (10%) Specific objectives and targets selected annually to reflect
relevant strategic prionues of the Group at the time. For 2023,
Reduced weighting for 2023 this strategic element wil! focus on Pearson’s ESG priorities, in

particular increasing representation of employees from an ethnic
minarity background at management levels and achieving a step
change towards Pearson's 2030 carbon reduction goal.

Relative TSR [309%) Tota) Shareholder Return (TSR) 15 a measure of value created for
Changes to TSR peer group far 2023 our shareholders. Following a review of the peer group egainst
which TSR 15 assessed, a hybrid appreach will now be used to
better reflect Pearson's strategic ambitions. For 2023, TSR will be
measured relative to:
— 50% versus FTSE 100 (excluding certain sectors)

— 50% versus S&P 500 (excluding certain sectors)

Companies within financial services, enargy, basic materials,
utilities and healthcare sectors will be excluded as these are
subject to very different market forces to Pearsen and therefore
not considered relevant compearators.

EPS (309%) A key finanaal performance indicator Used by ma nagement o
evaluare performance and by investors to more easily, and
consistently, track the underlying operational performance of the
Group over ume.,

Long-term
Incentive Plan

Return on Capital (30%) A key financial performance indicatar measurmg how efficiently

Replacing net ROIC for 2023 Pearson generates returns from its asset base. This is considered
a more appropriate and simpler measure for the business
compared to net ROIC, and more consistent with the approach
taken by other companies in the market.

ESG (1 O%) Pearson is a purpose-driven Company, and everyday actions and
Introduced for 2023 behaviours have a strong social impact. Progression of our ESG
pricrities is integral to long-term sustainable growth of the
business. For 2023, the ESG measure will centre on building an
inclusive culture and increasing female representation at
leadership levels

Discretion framework

When determining performance outcomes, the Rermuneration Committee has the ability to adjust payments up or down If it believes that the outcome
does not reflect underlying financial or nen-financial performance or if such other exceptional factors warrant doing so. In making this determination
the Remuneration Committee applies the following framework,

Formulaic outcome
considering
performance versus

existing targets
and underpins

Are there any
one-off or
exceptional events
to be taken into
consideration?

is this consistent
with the wider

stakeholder

experience?

Are there any Are outcomes

Is this consistent

R significant culture, appropriate or
wcltgh":)vae':all ESG or operational should an
perf ornﬁanﬁe’ issues to be adjustment pe

considered? considered?
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Performance in 2022

A year of strategic and operational progress

Revenue

£3,841m

5% underfying
adjusted growth

Adj. operating profit

£456m

11% underlying
adjusted growth

Operating cash flow

£401m

3% growth
on prior year

Adjusted EPS

51.8p

48% 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

on prior year on prior year

buy back

Strategic highlights

— Significant prganic investment, bringing new capabilities

— Acguisitions, including Mondly and Credly to support growth across the Pearsorn ernsystem

- - Completion of the strategic disposal of Pearson's International Courseware local publishing businesses
— Launch &f 18 study channels on Pearson+

— Launch of new pecple strategy with a focus on engagement and high-performance

— Announcement 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

Nete | larget assumes AP and LTP outcome at 50% of masimum.
Mote 2+ Tne vestng of the second trane he of the Chief Executre’s co-lnvestment awdrd s netincuded in Lhe above illustratan,
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Directors’ remuneration report continued

Implementation of executive remuneration framework for 2023

Base salary

Retirement benefits

‘Annual incentive plan

Andy Bird - $1,293,750 {3.5% increase)
Sally Johnson - £557,225 (4% increase)

The salary increase for the Chief Executive is line with the average salary increase awarded to the US workforce and
below the average level for the UK workforce, The salary increase for the Chief Financial Officer is in ltne with the

increase for the UK workforce,

No change for 2023.

Executive Directars will continue to receive travel, health, and risk-related benefits. Andy Bird will also receive a

comtrlbutlon towards accornmadation costs.

For 2023 both the Chiaf Executive and Chief Financial Ofﬂcer will recerve a cash a||owar\ce of 16% of salary in lieu of
pension. This is aligned with the pension provision that UK emplayees of a similar age are eligible to receve.

As described in relation to the Carmmmittee's review of the remuneration policy for 2023, Pearsen has retained a UK
remuneraton framewark for Executive Directors which does not reflect US practice in terms of plan design or pay
levels. It is therefore considered appropriate that a consistent UK approach is apphed with regard to pensions for
the CEO. For US employees below Board level, whilst pension arrangements are in (ine with [ocal practice, Pearson
adopts US pay practices more broadly - such as grants of restricted shares in addition te performance shares -

_which we do not for Executive Directors.

Maximum opportunines of:

— 300% of base salary for the Chief Executive

— 200% of hase salary for the Chief Financial Officer

Far 2023, the following balanced mix of financial and strategic measures will be used to determine any pay out,
with a third of any bonus paid deferred imto shares for two years if an Executive Director has not met their

sharehalding gudeline,

Adjusted operatmg proflt

Strateglc targets areas foliows

Weighting

Invest in diverse 5%
pipeline and

increase BIPOC/

BAME

representation at all

manager levels

Reduce carbon 5%

footprint - net
annual reduction
versus 2022
baseline as step
towards 2030 goal

2% mcrease in
representation of
BIPOC/BAME
employees at
Manager level and
above

+ maintain overall
gender parity as an
~_underptn

1-% reduction

Free cash flow

5% increase in
representation of
BIPOC/BAME
employees at
Manager level and
above

2% reduction

Strateg.lc measures

10% increase in
representation of
BIPOC/BAME
employees at
Manager level and
above

" 5% reduction

As in previous years, we will apply a fmancnal underpm o the strateguc measures We wﬂf d\sciose ﬂnancnaltargets in
full retrospectively following the end of the performance period.

98 Pearson pic Annual repert and accounts 2022



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 Payoutat  Payout at
total Threshold Stretch Maximum threshold stretch  maximum

Adjusted EPS 30% 53.0p 630p  B8Op  20%  65% 100%
Return on 30% 8.5% 10% 11.5% 20% 65% 100%
Capital e

Relative TSR ws. 15% Median - Upper quartile 20% - 100%
FTSE 100 fexcl.

certain sectors) SO U OSSOSO OSSO
Relative TSR vs 15% Median - Upper guartile 20% - 100%
S&P 500 (excl.

certain sectors)

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 above}

hote 10 20273 L TIP targeis have bean sel of an JSD:GBP excnange rare of 1.21,
Note 2: Companies within financial services, eoergy, basic materials, wiliies and healthcare sectors will be excluded frorm buoth TSR groups

Shareholdlng Shareholding 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 Cormmittee takes seriously its responsibilities concerning the oversight of remuneration policies and practices for the wider organisation. Our
remuneration principles are consistent for all our colleagues, and apphed depending on business need, level, and geography.

The key difference in our executive remuneration, comgared (6 the approach to remuneration acrass our workfarce, is that remuneration for aur
Executive Directors is more heavily weighted towards variable pay and inked to the deiivering of strategic objectives

Approach to remuneration across Pearson

Base salary __ Set considering ecanormic factors, competitive markel rates, (glegﬂs}gﬂsr experience, @Qd rpq[\r/gdgglr peffgqnqqrcg 7777777777777777777
Allowances and Reflect the local labaur market in which colleagues are based.
benefits

All eligible colleagues (Including Executive Directors) can participate in savings-related share acquisition programmes in the
UK, US and the rest of the werld, anc ¢ are not subject to any performance conditions

Retirement Raflact local market practice
benefits

Pearson colleagues inthe UK may participate in the same underlying pension arrangements as the Executive Directors,
,,,,,,,,,,,,,,,,,,,, __...Subjectto certain age bands and legacy arrangements

Annual incentives  Around 11,200 colleagues participate in an Anpual Incentive Plan, which is funded based
on similar performance measures to the Executive Directors.

All colleagues

Over half of all Pearson
employees participate in the
annual incentive plan

Saveral other colleagues partcipate in alternative cash-based annual bonuses, such as
sales \ncentive and commission plans, based on performance targets and profit-shares
where required for legistative reasons

Long-term Senior management participates in a long-term incentive arrangememt with both All colleagues
incentives performance shares and restricted shares, recognising the markets in which we
compete for talent. At other levels awards are typically made in restricted shares only. Around 4% of all Pearson

employees participate in

Approximately 800 colleagues participate in the annual long-term incentive plan a long-term incentive nlan

grant, who are selected based on their role, performance, and potential; with other
awards being made from time to time on an ad-hoc basis to certain roles based on
market need.

During the year, the Committee received reports from the Chief Executive and Chief Human 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 to inform cur colleagues and help them understand how executive remuneration and wider pay policies are aligned, although we
continue to develop how best to engage with emnployees. Further detail on Pearson's approach to employee engagement is provided on page 33

Remuneration Committee Chair, Sherry Coutu, CBE 1s our designated workforce Non-Executive Director. She leads the Board's engagement with
colleagues, including attending meetings of the Employee Engagement Network (EEN). Annette Thornas, a member of both the Remuneration
Committee and Reputation & Responsibility Committee, also attended meetings of the EEN throughout the year, increasing Non-Executive Directer
participation, Feedback recewved 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, to ensure a
maore 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 thraugh the
use of consistent measures. See page 68 for more on how the Board engages with employees.

The Committee also considers Pearson’s gender pay gap and ethriity pay gap in Great Britain. The Commitiee was pleased to note the improvement
in Pearson’s gender pay gap for 2022, which decreased to 11% (from 13% in prior year), however acknowledged there was still progress to be made in
terms of closing the gap. Pearson continues te review and update s policies and practices relating to the hiring, retention, and development of
women, as well as other diverse talent groups, to ensure equal opportunities for all its people. This year, in line with the commitment as a signatory to
the CBI Change the Race Ratio campaign, Pearson will valuntarily be publishing its ethnicity pay gap for Great Britain for the first time. Building an
inclusive culture and increasing diverse representation is one of Pearson's s strategic piffars, and reflective of the Cormpany’s comrmitments in this
area diversity targets have been included in both the AIP and LTIP for Executive Directars for 2023. Further details can be found within our fair pay
repart which will be published ahead af the AGM.
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Remuneration report for 2022

Certain parts of this report have been audited, as required by the Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations,
20008 as amended. Those tables subject to audht are marked with an astensk.

Single total figure of remuneration and prior year comparison*

Total aggregate emaliments for Fecutiva and Man Executive Dircctors were 10,738k I 2022, 1hese ermutuiments are included within the total
employee benefit expense (in Note 5 to the financial staterments page 159},

Executive Director 'single figure' remuneration
The remuneration received by Executive Directors for the finanoial years ended 31 December 2022 and 31 Decernber 2027 is set out below.

Overall, the Cornmittee considers that the Remuneration Policy operated as intended during 2022.

Executive Director ‘single figure’ remuneration

Basesalary

Andy Hird Sally lohnsan

$000s L0000

2022 2021 2022 2071
L A250 2SO 88T
448 B3 Ne e

Annual incentives
Long-term incenti
Co-investmel

ves

Notes to single figure table*

Base salary

The base salary shown in the single figure table above reflects salary
paid in the financial year as a Pearsen Executive Director. Andy Bird 1s
paid In USD, and Sally johnsor is paid in GEP.

Allowances and benefits

The breakdown of benefits is as follows for 2022:

Andy Bird Sally Johnson
$000s £000s

Travel -
Health oo
i ated

Accommedation T sy

Travel benefits comprise car allowance and reimburserments of a
taxable nature resylting from business travel and engagements.
Health benefits comprise healthcare, health assessment and dental
care. Risk-related benefits comprise 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
{320,000 per month) prior to any taxes due. The gross value for 2022
is higher due to & higher tax rate compared to 2021,

I 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 location. Sally jJohnsor's hfe cover is arranged under an
excepted policy on a similar basis to other employees who are
affected by the lifetime allowance and have opted out of The Pearson
Pension Plan.

Retirement benefits
Further detail on retirement benefits is on page 105.

Annual incentives

The 2022 AIP for the Executive Directors was based on a mix of
financial (80% weighting) and strategic measures (20% weighting).
The 2022 AIP resulted 1n & 76% of maximum payment for bath Andy
Bird and Sally Johnson. Bonus is calculated using salary at 31
December 2022, in ine with how bonuses are calculated for all
particpanits. 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 Decermber 2022, Performance targets were partially
met resulting in the award vesting at 58% of maximum. The 2020
LTIP award for Sally Johnson was granted on 1 May 2020, based on a
share price of 573.7p (five-day average to 1 March 2020). The value
of the 2020 LTIP incdluded in the single-figure table is based on a
three-month average share price to 31 December 2022 of 939.4p.
The propertion 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 one-off investment award, granted to
Andy Bird to secure his appointment, was subject to performance
underpins assessed to 31 Decermber 2023 It was determined the
second tranche of the award would vest in full. The value disclosed,
which includes an additional amount equal to the value of dividends
payable on the shares vesting, s calculated using the share price at
the date of vesting (being 3 March 2023) of 893.5p and was
converted using a USDIGBP exchange rate of 1.2371 (average
exchange rate for 2022} The award was originally granted based cn a
share price of 580.2p, and so $1,512k of the figure included in the
single figure table is attributable to share price growth. The award
has been satsfied 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 summanses the performance targets (presented on a
consistent basis to the actual results, considenng portfolio and currency movements) and performance aganst these targets, which resulted in a 76%
of maximum payout.

Overail outcome

Performance range Payout
Actual % of max bonus
% of total Threshold Target Maximum results oppurtumty

£3725m

£315m £40tm o 20%
S— LA
76%
Performance against strategic measures
The targets and outcomes for performance against each of the strategic measures are shown in the table below
Strategic priority Weighting Threshoid Target Masximum Qutcome
Digital sales growth 0% Plenless2% o Pln Plenplus 2% MetPlan plus 18% (9%)
Invest in diverse 50% fernale and ethnic minority Threshold + 10% Achieved threshold of more
pipeline and representation in leadership Threshold + 5% increase in female than 5% increase in ethnic
increase development and mentaring 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 fermale representation, at
5% in leadership succession plans VP level and above VP level and above VP level and above (1%)

Reduce carbon
footprint - net
annuai reduction

Tota

Note: internal Audit provided an sndependent assessment of the result for tie Cormnmitiee
Executive Directors’ Long-Term Incentive Plan award vesting for 2022*

In May 2020, Sally Johnson was granted an LTIP award. This award 1s due to vest based on performance the business delivered over the three-year
period from 2020 to 2022, The targets and performance against these targets are as follows:

Pertormance range Vesting
""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" T Percentage
Payout at Payout at Payout at Percentage of total
% of total Threshold Stretch Maximum threshold stretch maximum Actual  achievement award
Adjusted EPS Athrd | 442p | bip | S83p 1% 6% 100%  528p  74% 0%
ROIC Athrd sa% 62% 5% BT 6% . 100% . ATh ] 0% .. 0%
Upper “Ranked 10
Relative TSR Athrd  Medan ~_....Quartile Z3M e 100% . outofd3 . 100% | 33%
100% Total 58%

Relathve 158 was measured aganst e consnituents of the | TSE 100 at the start of the performance pericd.

11 determining the vesting outcore, the Commigree Carefully considered the porsolo ¢ 9anges sver the lass tree years and made modest adjustments to reflect the impact of these, In
parucular the divestment of vanous businesses Lngder strategie review during e performance pennd - the adjusted targets and adjusted results are presented 1n the table above Overall
the impdct on vesting wds an increase from 53% 1o 58% of maximum Tne Committee considers such adjustrents appropriate 1o ensure performance 1 measured cn 4 like-for-ike basis
and refledt tne princples aganst whicly the anginai Lagets were set as these did 1ot consider The Impact 2f tne portfolio changes.

Overall, 58% of this award will vest on 1 May 2023, and its 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 appaintment of Andy Bird as Chief Executive, the Committee designed a one-off co-nvestment award. The grant of this award was
conditional on Andy Bird buying Pearsan ordinary shares equal to 300% of his base salary, which he must contnue to hold until 31 Decemiber 2023
The co-investment award vests in three equal annual tranches, with shares vesting subject to a holding period until 31 December 2023,

The vesting of each tranche of the award is subject to these performance underpins:

— an appropriate level of continued progress being made in relation to delivering Pearson's strategy, including the ongeing transition
from print to digital, and

— no significant ESG 1ssues occurring, which relate ro Anry Rird's tenure as Chief Executive, and which resulr in ~ignificant reputational
damage tor Pearson

In addition, the vesting of the final tranche of the award is subject to the following TSR underpin:

— Pearson's TSR from the date of the announcement of Andy Bird's appointment to 31 December 2023 is either (1) positive; or (2) is at median
or above when compared to the performance of the FISE 100

If orie or more of the underpins are not achieved, then the Cammittee wili consider whether, and to what extent, a discretionary reduction
in the number of shares vesting is required.

Assessment of performance underpins

The second tranche of the co-investmenit award vested as soon as practical following 31 December 2022, In advance of this, the Committee undertock
a ngorous assessment of the relevant performance underpins, reviewed broader Pearson performance, and evaluated the experience of all
stakehaiders. The Committee followed the framewaork 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 Pearson+,
including Channels functionality; expanded reach of VUE remote proctoring solution; launched Skills Accelerator,
developed MondlyWORKS capabiiities to grow our presence in the enterprise language learning market.

— Acquisitions to support growth strategy across the Pearson ecosystem. These include Credly, Mondly, Nawy, and
ClutchPrep, and Pearson has also signed an agreement to acquire PDRI.

— Refinement of Pearsor'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 opimion of the Committee, have resulted in significant reputational damage.

Consideration of broader performance and stakeholder experience

Robust financial performance

Revenue Adj. operating profit Operating cash flow Adjusted EPS 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.
Pearson ended the year as one of the top performers in the FTSE 100, delivering a total shareholder return of 57% in 2022.

— Strong financial position has enabled Pearson to grow its dividend (up 5% to 21.5p in 2022), in line with Pearson’s commitment to a
progressive and sustanable dividend. The Board also approved a £350m share buyback programme in February 2022 to return capital
to sharehoiders.

— Pearson has strong and constructive relationships with its key institutional investors. During 2022, Pearson held 373 meetings with 192
institutions, oth virtually and i 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-finanaial KPls to measure how well Pearson 1s delivering on its peaple strategy, and to cover employee engagement, investing
in talent, and diversity, equrty, and inclusion.

Launich of a new employee engagement survey ta better understand employees’ needs and enable Pearson to benchmark itself globally.
in addition, Pearson launched a new digital employee expenence platform to improve communication across Pearson. Qver 70%

of colleagues participated in the new engagement survey in 2022, and more than 34,000 users have already accessed the new digital
employee experience platform.

Investment in learning, for example, manager upskiiing and reskilling to drive engagement and high perfarmance; new acquisitions such as
Credly to certify employee skills; development of leaders via McKinsey accelerator programmes; and coaching and Board mentoring
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 Giobal Learring at Work week to @ monthly series focused on priority skills from the Pearson Capabilities
Framework featuring live and on demand sessions with external experts, Pearson authors, Pearson ieaders as teachers, and curated learning
pathways and team gwides to support self-directed learning

Continued focus on building & culture of inclusion and increasingly diverse representation through inclusive learning experience for
employees, and 75% of participants on leadership development and mentaring programs were diverse.

Evolutian 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 engagement levels.

Customers

Pearson+ registered users compared to prior year Fall grew to 2.83m (2021. 2 75m) , and there was a three-fold increase compared to prior
Fall 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+ Channels,
which launched in Autumn 2022

In English Language Learning, enhancements were made to the user experience tc ensure courseware 1s the most engaging and effective on
the market, ieveraging our partnerships with major corporations including Disney and the 8BC.

In Mondly, development of a new Al virtual tutor to be integrated into the product in 2023 ta support where it is difficult for individuals to
access in-persen tutors,

Reshape of Workforce Skilts 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-hased learning courses - to support pecple complete
business-critical projects while developing future skills.

Pearson opened its first virtual schaol in Virginig and helped to enact new legislation in Missauri fac/litating easier access to publicly funded
virtual learming,

Launch of a new Privacy Centre for consumers which wili be linked to all our products and a newly developed universal preferences centre.

70% of content pariners are now trained in editonal guidelines released for Pearson’s authors, reviewers, and editors (o ensure meaningful,
diverse representation in content,

Suppliers & Business Partners

Supplier diversity and responsible procurement are key priorities for Pearson. In 2022, two new supplier portals were added that
provide access to over one million diverse accredited suppliers, Pearson progressed towards its goal of increasing spend with
diverse-accredited suppliers.

Continued progress towards Pearson's goal of ethically sourcing 100% of its paper by 2025 Paper and print supplers are integrated to the
Book Chain Project platform which monitors and tracks actions and strategies to protect biodiversity, Pearson has alse rationalised its paper
suppliers to significantly increase use of responsibly sourced paper from the Forestry Stewardship Coundil and the Programme for the
Endarserment of Forest Certification schemes.

For the first time in 2022, we asked our key suppliers to participate in an EcoVadis sustainability assessment (or equivalent). We reviewed
performance acrass environmental and humarn rights areas to ensure that they align to Pearson's standards. Our key suppliers performed
well, with an average score of 57.3/100 (average supplier's score of 44.9/100).

Pearson is working in partnership with other corporates to understand the decarborisation plans of its top 50 suppliers 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 its workforce. In 2022, new partners included Pecple of Colour
N Tech and the Hispanic Association on Corporate Responsibility.

Taking all the above into account, the Cemmittee has determined that the second tranche of the co-investment award will vest in full,
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Long-term incentives awarded in 2022*

The following LTIP awards were granted during the year:

Yalue for

threshold
Dare Vestng, Number Face Face value performance Performance
{irector of award date of shares value (% of base salary) (% of maximum) period
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 1Jan22_
ANGYBIN 3Mey2022  1May2025 356065  £2775°7 0 200% 1B3% 31 Decia
1Jan 22
Gally Jokwizon 3 Mgy 2U2Z2 1 May 2025 168,415 £1,312,627 245% 18.3% 31 Dec 24

Note 1 wader the adjusted EPS andd ROIC elements, 15% vests for tweshold performance, under the TSR element, 25% vests for tweshold performance This 15 the weighted average of

vesting for (reshold

Face value was determined using a share price of 779.4p (five-day aver,

LTIP awards for all employees.

Performance targets for the 2022 LTIP awards are:

age L 3 May 2022), which s the share price used to determine sward values for

Adjusted earnings per snare (EPS) {one thirdy

Net return on invested capital (ROIC) (one-tnird)

Relative total shareholder return (TSR) (one third)

Ranked position vs

Vesting sthedule (% rax) Adjusted EPS for F¥24 vesting schedule (% max} Adpusted net ROIC for FY24 Vesting schedule (% max) F1SE 100
- 480p s 8O% 2% Medan
B L BB Rk B0% S, i

100% 64p or above 100% 8.0% or above 100% Upper quartile

Note 1 5tralght ine wvesung will oceur in between the poings shown, with no vestng for performance below threshald,

Nate 2 Pearson's 15K perfarmance s measured relarive 1o the constily

seris of the FTSE 100 Index aver the perfarmanee penad

The Commyttee reserves the nght to adjust pay-outs up or down before they are released, if it believes the vesting outcome does not reflect underlying
financial or non-financial performance, or for ather 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*

Detalls of the Executive Directors’ pension entitlements and pension-related benefits in 2022 are as follows:

Accrued pension at 31 December 2022

Andy Bird Sally lohnson

$0005 £000s
43 .....
e 29021

) 200 64
e e S 64

Note 1 The value of defined beneit reflects the change in value over the period, less inflation,

Note 2 Other gliowances i ey of pension represent tae cash allewances paid.

Mote 3 Total value 15 re sum of the previows two rows and Is disclose:

Ly tne single figure of remuneration table.

Note 4 The acaued pension at 31 December 2022 15 e deferred annual pension 1o which the member would be enutled on ceasing pensionable service on 31 December 2022, 1t relates

0 the pensitn payable from the UK Plan Normal retirement age is 62
Pension Plans

Andy Bird - Payment in Lieu of Pension

Andy Bird receives a payment in lieu of pension at 16% of his base salary, in line with the pension provision for UK employees of a similar age.

Sally Johnson - The Pearson Pension Plan and Payment in Lieu of Pension (from 1 October 2022}
Sally Johnson was a member of the Final Pay section of the Pearson Pension Plan. Her pension accrual rate is 1/60" of pensionable salary per annurmn,

restricted o the Plan's earmings cap.

Sally [ohnson has now reached her pension hfetime allowance and therefore no furlhier contributions will be made to the Pearson Pension Plan,
Instead. from 1 October 2022, Sally Johnsen receives a paymer it in lieu 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 substantial shareholding in Pearson, In fine with our policy of encouraging widespread empioyee share
ownership, and to align the interests of Executive Directors and shareholders,

For 2022, the shareholding guideline was 300% of base salary for the Chief Executive and 200% of base salary for the Chief Financial Officer These
shareholding guidelines will increase under the 2023 Directors' Remuneration Policy.

Shares that count towards these guidelines include any shares held unencumbered by an Executive Director, their spouse and/or dependent children,
plus any shares vested but held pending release under a share plan, and any shares unvestad but not subject to future perfermance conditions (on a

net of tax basis). Executive Directors have five years from their date of appomtment to the Board to reach the guideline. Once the guideline is met, itis
not re-tested, other than when shares are sold.

Executive Directors are expected to retain their current guideline {or actual shareholding if lower) for two years following stepping down as an
Executive 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. Mowever, a
minimum of 25% of the Chair, Deputy Chair and Senior Independent Birector and Non-Executive Directors’ basic fee 1s 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 Condinanat Condrional Toial number of
sharenalding, shares subject 10 shares subject 10 ordmary and Sharcholding

(ordmary shares) performance at employment only  conditional shares  guideline for 2022 Guideline
Directon at 31 (e 22 31 Dec 22 at 31 bec A2 at 31 fyec 22 (%0 sataryi met?
Chair
Omid Kordestani 32,096 - - - - -
Sidney Taurel 42,770 - - - - -
DUty OBl e
Tim Score 67,475 e - -

Lincoln Wallen - Te3e T ) : e - e T

Nate 1 Snare interests are shown as at 31 Decernber 2022, For Directors who stepped down from the Board during the year, share interests are snown as of the date of their stepping
down. Sidney Taurel stepped down from the Board at the AGM a1 29 April 2022

Note 2: Ordinary shares include both ardinary shares listed on the 1 andon Stock Exchange and Arerican Depositary Receipts (ADRs} isied on the New York Stock Exchange, The figures
Indude both shares and ADRs acquired by indraduats under the LTIP and any other share plans inwrich they might have parncipaied

Note 3 Condiional shares subject 1o performance means unvested shares, wiich are subjecr 1o perfonmance condinons and/or performance underpins and conunuing erployment for &
pre-defined penod This includes the L71P awards granted in 2020, 2021, and 2022 and, inrespect of Andy Bird. the second and trrd ranche of his co investment aw.ard.

MNotwe 4 Conditonal shares subject 1o employment only means urwested shares, wiich are subject 1o a holding period and contmued employment Far Andy Bird this micludes the first
ranche of bis co-mvestment award For Sally johnsan. this includes share awards graated before her appoiniment to the Board in May 2020

hote 5. Sally johnson held 2658 opuons under the Pearsan Save for Shares scneme, a savings-related share acquisimon prograrmme open 1o all employees, whicn she exercised duning te
finanicial year These were not subject to performance canditions

fote 6. Sally ohnson has five years from rhe date o fer appoinument as an Exceutive Director on 24 Apti 202G to reach the sharenoldimg guideiine

Nate 7 The second tranche of Andy Bird's co-investment award, 423,786 shares (induding 20,832 dividend equivalent shares), vested on 3 Marcn 2023, taking his conditional share subyest
tev employment only 1o 404,575 snares {after the sales of shares 1o :pver any tax hataling) and condinosnal shares subject to performance to 1,091,335 shares The vested coqavesimen:
shares are subject to a holding period untl 31 Decernber 2023 and continued emplayment There have been na other changes inthe interests of a-y Direcior between 31 December 2022
and 13 March 2023, being the latest practicable date prior to te pubhcation of this 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 Chair 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

Lirercron

Total fees Taxable benefits Total [ttal fees Taxable bonefits “otal

SheryCooruCBE 00
Esther Lee

fnioiwinioi~win

66 13 o 130
B 2N 21

Lincoln Wallen B T
Total T Res T gy 1,378 1,020 - 1,029

Note T A minirurm of 25% of the Chan, Deputy Chalr and Seriar Independent Director and hor-Executive Direcwors' basic “ee 1s paid in shares

Nate 2. Taxable henefits refer to travel, accommaodation and subsisience expenses Incurred while artending Board meeungs dunng the period that were paid or reimbursed by the
company. and whicn HMRC deems taxable in the UK,

Naote 3: Omid Kordestani joined the Pearsen Board with effect fror 1 Marcn 2022 He succeeded Sidney Caurel as Chair an 29 Apnt 7022 Sidney Taurel stepped down from the Board on
29 April 2027

Note 4: Euther | ee Joined the Pearsan Bodrdwizh effect fror 1 February 2022

Nate 5. soeme figures and subtatals add up to different amounts han the rotals due ta rounding

Implementation for 2023

The fee for the role of Chair of the Remuneration Commuttee 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.

Fees for 2023

_ £175000
£70,000

Member

o Commtee L E27800 T E10000
Nomination & Governance Committee e E1B000 e EBO00
Reputation & Responsibility Committes £15,000 £8,000

Payments to former Directors*

There were no payments to former Directors in 2022,

Payments for loss of office*
There were no payments for loss of office made to or agread for Directors in 2022

Sidney Taure{ stepped down from the Board on 29 April 2022. Other than fees payable for the period up to 29 Aprit 2022, he did not receive any
remuneration or payment in connection with ceasing to be Charr.

Service contracts

Terms and conditions of our Directors' appointment are available for inspection at our registered office duning nermal business hours and at the AGM.
So that appropriate arrangements can be made for shareholders wishing to inspect documents, we request that shareholders contact the Company
Secretary by emall at companysecretary@pearson.com in advance of any wisit to ensure that access can be arranged.

The Executive Directors have notice penods 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 Johnsan).

The Deputy Chair and Senior Independent Director and Non-Executive Directors serve Pearson under letters of appointment, which are renewed
annually and do not have service contracts. The Deputy Chair and Senior Independent Director and Non-Executive Directors' letters of appomtment do
not contain provision for notice pericds or for compensation if their appointments are terminated. The Chair's appointment may be terminated on 12
manths' notice,

Executive Directors’ Non-Executive directorships

Neither nf the current Executive Directors, Andy Bird nor Sally Juhinson, hold any notable external commitments,
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Historical performance and remuneration

Total shareholder return performance

Set out below is Pearson's total shareholder return (TSR} performance, relative to the FTSE All-Share index, on an annual basis over the 10-year period
1 January 2013 1o 31 Decernber 2022. We chose this comparison because the FTSE All-Share represents the broad market index within which Pearson
shares are traded. TSR is a measure of returns a company provides for shareholders, reflecting share price movements and assuming reinvestment
of dividends.

Alangside this a summary of the single figure of total remuneration for the Chief Executive over the last 10 years is provided, and a summmary of the
vanable pay outcomes relative (o the prevailing maximum at the time.

Chart removed

Source: Refinitiv Datastream

Jonn Fallon Andy Bird

Total remuneration

Annual incentive (% o
- X,,,,,A. ), - - K R 51% - N 2 Ni Nl ,,,,,‘N/
" _( S OO o O -

mMmaximurm) Nil Nil Nib Nil Nil 42% 33% Nl N/A N/A N/A

Nute 1: Total remuneration is as reflected 1n the single toral figure o° remuneranan table Tne 2021 and 2022 figures for Andy Bird include vesting of tne first and secand 1anches of the
L-invesunent award

Noier 22 Annual inceniive s the actual annual incentive recetved by the incumbent &s a pefcentage of Maumum opportunity

Nate 3 Long-terminceniive v tne payout of performance-related snare awards where Te year shown is 1he final year of the performance perod “or the purposes of calculating tne single
total ﬁgu[P of rernuneranan

Note 4 Tre single figure remuneration for 2022 Andy Bird nas been converted Laing a J50 GBF exchange rate 41 2377 (average excnangen rate for 2022)
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Comparative information

The following mnformation provides additional context regarding Directors total remuneranion

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 brpader employee population, local practices drive our
approach to benefits, and we determine eligibility depending on level and indwdual circumstances, which do not lend themselves to comparison.

2022 2021 2020
Base 7777777 A IIuwances 77777777777 A nnual Allowances Annual Base Allowances Anrual
salary/fees  and benefits Incentives

and benchits Incentives salary/fees and benalils Incentives

Lincoln Wallen 0% - .

Note T Cnanges in NED fpes during the year are a result of changes i Committee Chairs and mermbership

Note 2 Increase due 1o lim Score taking over as Depuly Chair inApnl 2027

Note 3 The Cnarr and Non-Executive Lirectors did ot recelve any beneits in respect of 2021, and therefore itis not possible 1o calculate re relatve change for 2022

Relative importance of pay spend

The Commuttee considers Directors’ rernuneration in the context of
the company's allocaticn and disbursement of resources to different
stakeholders. Adjusted operating profit measures Pearson's ability
to reinvest, and dividends are animportant element of our return

to shareholders.

Headhng change

Chief Executive to employee pay ratio

The table below illustrates the ratio of Chief Executive to employee
pay for 2022 We use the single total figure of remuneration (as
disclosed on page 101), compared to the full-time equivalent total
reward of employees whose pay is ranked at the 25™, 50" and 75™
percentiles (as identified by the gender pay gap methodology) in
Great Britain's (GB} workforce,

Cruef Execurive pay ratio

All figures m £ 2022 2021 f %

""""""""""""""""""""" 25" 50 75"

Adjusted operating Method nercentle  percentle  percentile

profit 456 38s 71 18% B e

"""""""""""""""" - - Gender pay gap

Dwdendpershare  21.5p  205p L1 T 5% 2022  methodology 2143 1813 1172

Share buybacks 353 Nil - et

rrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrr B: Gender pay gap

Total wages 2021 methodology 1501 1450 88.4

and salaries 1,382 1180 202 7% T
B: Gender pay gap

Note 1. Adjusted operating prafitis d5 set aut in the finanaal statemenrs ZDZO __________ memodDIOgy ,,,,,,,,,,,,,,,,,,,,,,,,, 4 25 ,,,,,,,,,,,, 3 “9 ,,,,,,,,,,, 195 .....

Note 2: Trie Hoard apbroved a £350m share buyback programme in February 2022 B: Gender pay gap

“ote 3 Wages and saldtles include continuing operations only and inciude Directors 2019 methodology 65.9 47.2 36.0

— We used GB gender pay gap data from April 2022 to identify
employees at the 25", 50™ and 75" percentites, and analysed
data for employees around each quartile figure to ensure there
were no anomalies
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— Using the gender pay gap data to identify the quartile
employees gives a general representation of the relevant
emplayee population at the year end, and is the most
practicable methodology given the timing of the disdosure
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 single figure (this was converted using a USD:GBP
exchange rate of 1 2371 - the average exchange rate for 2022).

— Far the quartile employees, we calculaied total remuneration on a
similar basis to the Chief Executive's single figure. We based base
salary, pension and benefits on full-year figures taken from
payrolk. Annual bonus figures are based on the relevant manager
recommendations and relate to performance in 2022. None of
the employees at the 25", 50" or 75" percentile had share
awards vesting in 2022,

— Total remuneration figures for the 25, 50 and 75" percentile
employees are: £31,998, £37,822 and £58,525. The respective
base salaries are: £29,500, £30,257 and £50,078.

— Asignificant proportion of the Chief Executive’s pay is linked to
performance and, in respect of the LTIP and co-investment award,
share price performance. Therefore, the Chief Executive’'s pay can
vary significantly year-on-year, based on company perfarmance.

— Theincrease in this year’s pay ratio 15 a result of a higher payout
under the AIP for the Chief Executive (76% of maximum
compared to 63% of maximum Jast yvear) as well a5 the strong
share price performance over the last year which has resulted in
a higher valuation of the vesting of the second tranche of the
co-investment award.

— The median pay ratio is consistent with our wider policies on
employee pay, reward and progression. The Committeg is
focused on ensuring that remuneration for all Pearson colleagues
reflects pur need to atiract and retain the right talent for cur
digital future.

Dilution and use of equity

We can use existing shares bought in the market, treasury shares or
newly issued shares, to satisfy awards under our various share plans,
Far restricted stock awards under the LTIP, we would expect to use
market-purchased shares. There are limits on the amount of
new-issue equity we can use. In any ro'ling 10-year period, no more
than 10% of Pearson equity will be issued, or be capable of being
issued, under all Pearson’s share plans, and no more than 5% of
Pearson equity will be issued, or be capable of being1ssued, under
Executive or discretionary plans. The headroom available for all
Pearson plans, Executive or discretionary, and shares held in trust s
as follows:

Headraom 2022

All Pears
Executive or L A70%
Shares held in trust 4.70%

on plans
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The Remuneration Committee in 2022

Role Name Title
Chair Sherry Coutu CBE Independent
Non-Executive
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, DIrector e
Menmbers Esther tee Independent
Non-Executive
Director
TimScore )
Annette Thomas ndependent
Non-Executive
Director

Sidney Taurel (untl  Chair
29 April 2022)

Internal attendees

-"Senxor Vice President,
Reward

Deloitte LLP

Advisers to the Remuneration Committee

During 2022, the Remuneration Committee received advice from
Deloitte LLP, our independent Remuneration Committeea advisers

Deloitte LLP was appointed by the Committee i 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 Delaitte LLP also provided Pearson with certaimn tax
and other advisary and consultancy services.

Deloitte LLP is a founding member of the Remuneration Consultants’
Group and adheres to its Code of Canduct.

The Committee Is satisfied that Deloitte LLP's advice was objective
and independent, and that the provision of other services in no
way compromised its independence, The Committee beheves
that the Deloitte LLP engagement partner and team that provides
remuneration advice to the Commitiee does not have any
connections with Pearson or its Directors that may impair its
independence. The Committee reviewed the potential for conflicts
of Interest and believes there are appropriate safeguards aganst
such conflicts.

Terms of reference

The Cornmittee’s full charter and terms of reference are available on
the Gavernance page of our website, A summary of the Committee's
responsibiliues 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 Directors, 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 employment. When setting remuneration policy,
the Committee considers remuneration practices and related
policies far all employees




Shareholder engagement

Ensure Pearson engages with its shareholders and
shareholder representative bodies on the remuneration
policy and its implementation

Review and approve implementatian

Regularly review the implermentation and gperation of the
remuneration policy, and approve the individual remuneration and
benefits packages of Pearson's Executive Management team,
including Executive Dirggtors

Approve performance-related plans

Approve the design of, and determine targets for, any
perfarmance-related pay plans operated by the Group for
Pearson's Executive Managerent team, and approve tatal
payments to be made under such plans

Set termination arrangements

Advise and decide on general and specific remuneration
arrangements in connection with the termination of
emplnyment nf Pearson’s Executive Management team,
including Executive Directors

Determine Chair's remuneration

Delegate responsibility for detarmining 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 monitor 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 to Executive Directors and senior management for 2021

Voting on remuneration resolutions

The following table summarises votes cast for remuneration resolutions:

— Reviewed and approved incentive arrangements for Pearson, and
how these will apply to Executive Directors and senior
management in 2022

— Reviewed the Directors’ remuneration policy and its
implernentation ahead of its renewal at the 2023 AGM

— Engaged extensively with shareholders following the 2022 AGM
and in respect of the Directors' remuneration policy review.
Reviewed and cansidered all feedback and considered angoing
shareholder engagement strategy

— Approved remuneration arrangements for new senior
management appointments

— Received updates on Pearsen’s finanaal performance and
progress against strategic measures. Noted and reviewed the
status of n-flight incentives

— Received updates on pay and conditions across Pearson, and
took these into account when determining executive
rermuneration

— Noted updates on corporate gavernance, including a review of
the 2022 AGM remuneration reporting season, and anticipated
areas of focus 1n 2023

— Reviewed Pearson’s gender and ethnicity pay gap disclosures and
noted actions 1o 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 eguity for employee share plans

Committee evaluation

Annually, the Committee reviews its performance, constitution,
charter, and terms of reference to ensure it is operating at maximum
effectiveness, and recommends any changes it considers necessary
to the Board for appraval. Overall, following its review in 2022, it was
considered that the Committee is operating effectively with hugh
levels of discussion and questioning. New members of the
Committee brought a different perspective and enhanced visibility
of rmatters that extend across the different Board Committees.

In 2023, the Committee 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
Cormmittee continually 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
AGMYy 462,488,192 76.53% 141,832,706  2347% 3136939
2020 Remuneration Policy
(020AGM) 586,460,258 95712% 30106736 488% 219641
Amendment to 2020 Remuneration
Policy (2020 GM) 417,060,992 67.22% 203,423,538 32.78% 370,074
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2023 Directors' remuneration policy

The Remuneration Committee presents the 2023 Directors' remuneration policy (2023 policy}, which will be put to shareholders for binding vote at the
AGM to be held an 28 April 2023. Subject to shareholder approval, the effective date of this policy will be 28 April 2023. Hawever, it 1s 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 followed a robust process which included discussions on the content of the policy at Remuneration
Committee meetings throughout 2022 and in early 2023, The Committee considered the input of management and its independent advisors, while
taking steps to ensure any conflicts of nterest were appropriately managed. The Committee alsa sought the views of Pearson’s major shareholders
and their advisors, considering all feedback received during the extensive shareholder engagement exercise when finalising the 2023 policy. Further
information on the Cormmittee’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 summarised below:

— Increase in the maximum opportunity under the Annual Incentve Plan to 300% of base safary.

— Increase in the maximum opportunity under the Long-Term Incentive Plan to 450% of salary.
— Ingrease in proportion of the Annual Incentive Plan that is payable for threshold performance to up to 25% of the maximum opportunity.

— Intraduction of deferral under the Annual Incentive Plan where an Executive Director has not met their shareholding guideline.

— Changes to allow for the introduction of strategic measures, e g, an ESG measure, Into the long-term incentive performance framewark.

— increase in shareholding guidelines,

Other minor changes have been made to the drafting of the policy to simplify and aid its operation and to increase clanty.

Policy table for Executive Directors

Total remuneration is made up of fixed and performance-hnked elements, with each element supporting different strategic objectives. Remuneration is
normally reviewed annually in the context of business performance and conditions prevailing, taking into account pay levels for similar positions in

comparable companies as well as internal ratios
Base salary

Purpose and link to strategy
— Helps to recruit, reward and retain.

— Reflects level, role, skills, experience, the competitive market and individuat contribution.

Operation

Opportunity

Performance conditions and period

Base salaries are set to provide the appropriate
rate of remuneranon for the job, taking into
account relevant recruitrent markets, business
sectors and geographic regions,

Base salaries are normally reviewed annually
taking into account; general economic and market
conditions; the level of increases made across the
company as a whole; particular circumstances
such as changes in role, responsibilities or
organisation; the remuneration and level of
inCreases for executives in similar positions in
comparable companies in both the UK, US and
internationally; and individual performance.

While there 1s no maximum salary level or
maximum increase that may be offered, salary
increases will normally be in line with typical
increases awarded to other employees in

the Group.

MHowever, increases may be above this level, for
example, in circumstances including but not
limited to:

— Where a new Executive Director has been
appointed to the Board at a lower than typical
market salary to aliow for growth in the role
then larger increases may be awarded 1o move
salary positioning closer to typical market level
as the Executive Director gains experience

— Where an Executive Director has
been promoted or has had a change
in responsibilities.

— Where there has been a significant change in
market practice or where there has been a
significant change n the size and/or scope of
the business

None, although performance of both the
company and the individual are taken into
account when determining an appropriate
level of base salary increase each year.
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Allowances and benefits

Purpose and link to strategy
— Help te recruit, reward and retain.
— Reflect focal compettive market.

Operation

Opportunity Performance conditions and period

Allowances and benefits cormprise cash
allowances and non-cash benefits which
may include;

— travel-related benefits (such as car allowance,
company car and private use of a driver)

— health-related benefits (such as healthcare,
health assessment and gym subsidy) and

— nisk benefits (such as additional life cover and
long-term disability insurance that are not
covered by the company's retirement plans).

Executive Directors are also eligible to parficipate
In savings-related share acquisition programmes,
which are not subject to any performance
conditions, an the same terms and to the same
value as other employees.

Where an Executive Director 1s required to
refocate to perform their role, appropriate one-off
or ongoing expatriate/relocation benefits may be
provided {e.g.. housing, schooling, etc.).

The Committee may introduce other benefits if it
is considered appropriate (o 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 cast of the provision of allowances and Not apphcable
benefits varies from year to year depending on

e wosl W Pearson and there s na prescribed

maximum limit. However, the Committee monitors

annually the overall cost of the benefits provided,

to ensure that it remains appropriate.

Retirement benefits

Purpaose and link to strategy
— Help to recruit, reward and retain.

— Recognise lorig-term commitment to the company.

QOperation

Opportunity Performance conditions and period

Employees in the UK are eligible to join the
Money Purchase 2003 sectian of the Pearson
Pension Plan, Executive Directors are eligible to
Join this plan or receive a cash allowance of
equivalent value.

UK Executive Directors whao 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 employes population,

If any Executive Director is from, or works, outside
the UK, the Committee retains a discretion to put
in place retirement benefit arrangements for that
Directer in hine with local market practice including
defined benefit pensian arrangementis operated
by Pearson locally. The maximum value of such
arrangement will reflect local market practice gl
the relevant time,

The Committee may atso honour all pre-existing
retirement benefit obligations, commitments ar
other entitiements that were entered into by a
member of the Pearson Group before that person
became a Director, such as participation in the
Final Pay section of the Pearson Pension Plan
which is now dosed to new members.

Executive Directors are eligible to receive pension  Not applicable
contributions or a cash allowance in line with the

maximum cornpany Contnibution as a percentage

of salary that UK employees of a similar age are

eligible to receive. For UK employees who are over

45, this 1s currently 16% of base salary.

Current Chief Executive Officer; Andy Bird receives
a payment in lieu of pensicn at 16% of base salary
in line with the pension provision for UK
employees of a similar age.

Current Chief Finanaal Officer: Sally Johnsonis a
member of the Final Pay section of the Pearson
Pension Plan which she joined prior 1o becorming
an Executive Director. Her pension accrual rate is
1760 of pensignable salary per annum, restricted
to the Plan earmings cap.

Sally Johnson has reached the lifetime allowance,
and therefore now recaives 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

Purpese 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 financdial and non-finanoal metrics.

— Reward individual contribution to the success of the company.

— Align to strategy execution priorities,

Operation Opportunity

Performance conditions and period

Annual incentives will not exceed 300%
of base salary.

Measures and performance targets are
typically set by the Committee at the
start of the year with payment usually
made after year end following the
Committee's assessment of performance
relative o targets.

For 2023, the individual maximum
incentive opportunity that will apply for
the Chief Executive Officer is 300% of
base salary and for the Chief Financial
Arinual incentive plans are discretionary.  Officer 1s 200% of base salary.
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
performance or i such other exceptional
factors warrant doing so.

The proportion of the award
that s payable for threshold
perfgrmance may be up to 25%
of the maxirnum opportunity.

50% of the maximum opportunity
is payable for on-target levels

Where an Executive Director has not
of performance,

met their sharehoiding gurdeline,
normally a third of any payment wouid
be deferred inta Pearson shares for a
period of two years.

Farticipants may receive addinonal
shares representing the gross valug
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 crcumstances, such as financial
misstatement, inchvidual misconduct or
reputational damage to the company.

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 total annual opportunity with
the remaining portion normally being based on strategic and/
or performance against personal objectives. The Committee
would intend to consult with shareholders in advance if there
was to be a significant change in the weighting of financial and
strategic measures.

The plan is designed to incentivise and reward underlying
performance. Actual resufts 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
Gusiness n the perfarmance year.

Details of performance measures, welghtings 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 commerdally sensitive.

The performance period 5 one year.
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Long-term incentive plan

Purpose and link to strategy
— Help to recrult, reward and retain.

— Drnive long-term earnings, share price growth and value creation.

— Algn the interests of executives and shareholders,
— Encourage long-term shareholding and commitrment to the company.

Operation

Opportunity Performance conditions and period

Awards of shares are made on an annual basis,
which vest on a sliding scale based on
performance against stretching perfermance
targets measured at the end of the three-year
performance periar

Awards are normally subject to a past-vesting

holding period (on an after tax basis) for two years

following the end of the performance period.

Participants may receive additional shares
representing the gross value of dividends that
would have been paid on shares that vest during
the performance perigd.

The Committee reserves the right to adjust the
vesting outcome up Or down before they are
released if it believes thart this does not reflect
underlying financial or non-financial performance
or if such other exceptional factors warrant doing
so. In making such adjustments, the Committee is
guided oy the principle of aligning shareholder
and management interests,

The Comrmuttee may apply malus and/or clawback
for a period of five years in certain circumstances,
such as financial misstatement, individual
miscanduct or reputational damage to

the company.

The Committee will determine the
performance measuras, weightings and
targets governing an award of shares prior
to grant to ensure continuing alignment
with strategy and to ensure that targets are
sufficiently stretching.

The maximum award 1s 450% of base salary in
respect of a financtal year.

The Committee establishes a threshold
befow which no payout is achieved and a
maximum at or above which the award
pays out in full. The proportion of the
award that vests at threshold may be up to
25% of the maximum opportunity.

Awards will normally be subject to the
achievement 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,
finanaial targets and/or shareholder
returns will comprise the majority of
the award.

The Committee may deterrmine that
different measures or weightings may
apply for future awards; however, the
Committee would intend ta consult

with shareholders in advance if there

was to be a significant change in the
weighting of measures or the performance
measures used.

The performance period is three years.

Shareholding guidelines

Purpose and link to strategy

— Align the interests of Executives and shareholders and encourage long-term shareholding and commitment to the company.

Operation

Opportunity Performance conditions and period

Executive Directors are expected to build up a
sharehelding in the company.

Executive Directars 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 guidaline {or actual holding if
lower) for two years following stepping down
as an Executive Director, This provision does
not apply ta any shares purchased by the
Executive Director,

The target holding is currently 450% of base salary Mot 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 sefection and weighting of performance measures for the annual and long-term incentive awards, the Committee takes into account Pearson’s
strategic objectives and short and long-term business pricrities.

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 objectives and busingss prionities. Further

Long-term Far 2023 LTIP awards, the Committee has judged the following to be mast dosely matched to sustained delivery of
incentive plan strategy and alignment with shareholders’ interests:

— Adjusted earnings per share (30%) rewards the delivery of the desired cutcomes from our strategic growth
objectives and is imperative if the company 15 1o imprave our total shareholder return and our return on capital.

— Return on capital {30%) is a measure of how efficiently Pearson generates returns from its asset base and 1s
considered a fair and robust assessment of management's performance given the current structure of the business,

— Relative total shareholder return (30%) is used as the Committee believes, in line with many of aur shareholders,

that part of Executive Directors’ rewards should be linked to long-term performance relative to comparable
global companies.

— An Environmental, Social and Governance measure (10%) has been selected to reflect that progression of
Environmental, Social and Governance priorities are integral to the long-term sustanable growth of the business.

Performance targets are set to provide a careful balance betwean upside opportunity and downside risk and are normally set in accardance with the
company's operating and strategic plans, while also considering analyst consensus to reflect market expectations.

Pre-existing commitments

The Committee reserves the rnight 1o make remuneration payments and payments for loss of office (which includes exercising related discretions) that
are not in line with this policy if the terms of the payment were agreed:

— before the policy came into effect, if the payment was agreed or made in line with the policy in force at the time or was otherwise approved by
sharehoiders; 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 sulject to the policy.

For these purposes ‘payment’ means any payment that would atherwise be subject to the policy and. in relation to a share award, will not be
considered 1o 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 argamisation, 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 acrass
the workforce is that remuneration for Executive Directors is mare heavily welghted towards variable pay and linked to the delivery of Pearson’s
strategic objectives and short and long-term business pricrines.

Further details on remuneration across the workforce at Pearson are set out in the remuneration report on page 100.
Pay and performance scenario analysis

The charts below illustrate what each Executive Director could expect to receive under the 2023 policy in different performance scenarios. The relative
weighning of fixed and performance-related remuneranon and the absolute size of the remuneranon packages for the Chief Executive Officer and the
Chief Financial Officer is shown. Consistent with its palicy, the Committee places considerable emphasis on the performance-inked elements (the
annual and long-term incentives) ang will continue to review the mix of fixed and performance-inked remuneration on an annual basis.

Chief Executive (Andy Bird) $000 Chief Financial Officer (Sally johnson) £000

Chart removed Chart removed
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Performance scenario

Elements of remuneration and assumptions

Maximum plus 50% share — Fixed pay

price appreciativn — Maximum individual annual incantive (300% of base salary for Chief Executive and 200% of salary for Chief

Financial Officer)

— Maximum value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Officer) with

50% sharc price growth assurmed

‘Maximum — Fixed pay

— Maximum individual annual incentive (300% of base salary for Chief Executive and 200% of salary for Chief

Finnnrial Officer)

— Maximum value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Officer) with

Target  ZFixed pay

noshare price growth assumed

— 50% of the maximurn individual annual incentive
— 50% of the maximurn value of 2023 long-term incentive award with no share price growth assumed

Minimum — Fixed pay only

Note 1 Fixed pay includes 2023 base salary [$1,29%.750 for the Chief Expcutive and £557,22% for the Chief Financial Officer), allowances and benefits are the actual amounts incurred in the
2022 finandial year Retiremiont henefits for both Exccutive (irectors are included at 16% of their hase salary
Note 2. The value of lang-term incentives does not take inte account dividend awar ds mat are payable on the release of LTIP shares

Recruitment

The Committee expects any new Executive Direcrors 1o be engaged
on the same terms and to be awarded variable remuneration within
the same normal limits and subject to the same conditions as for the
current Executive Directors cutlined 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 s in line with the current maximum limits under the
annual and long-term incentive

In setting the basic salary for any new Executive Director, the
Commuttee will apply & 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 arcumstances in which any new Directers 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 require the Committee to take account of
the terms of that individual's existing employment and/or their
personal arcumnstances. The Committee may do this in the
foliowing drcumstances:

— Where an individual is relocating in order to take up the role, in
which case the company may provide certain benefits such as
reasonable relocation expenses, accommodation 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 foregoe compensation to take
up the appointment or forfeits outstanding variable pay
opportunities or contractual nghts at a previous emplayer as a
result of appointment, the Committee may offer compensatory
payments or awards, 1n 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 vesung time-frame of forfeited opportunities. The
Committee would require reasonable evidence of the nature and
value of any foregone or forfeited aimcunts and would, to the
extent praclicable, ensure any compensation was provided on a
like-for-like basis and was no more valuable than the foregone or
forfeited amounts.

— Where an indidual 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 decisian on any aspect of the remuneration package
for a new recruit, the Cormmittee would balance shareholder
expectations, current best practice and the requirements of any
new recruit and would strive not to pay mare than 15 necessary to
achieve the recruitment. The Cornmittee would give full details of the

terms of the package of any new recruit in the next annual
rermuneration report.

Where an existing employee of the company 1s promoted to the
Board, the company may honour all existing contractual
commitments including any outstanding share awards and benefits,
ncluding retirernent benefits.

Pearson expects any new Charr or Non-Executive Director to be
engaged on terms that are consistent with the general remuneration
principles outlined in the relevant sections of this Policy.

Service contracts and termination provisions

In accordance with long established policy, all Executive Directors
have service agreerments under which, other than by termination in
accordance with the terms of these agreements, employment
continues indefinitely

There are no spevial provisions for notice or non-share-based
compensation in the event of a change of control of Pearson.

The Chair and other Nen-Executive Directors serve under letters
of appointment.

It is the company's palicy that the company may terminate the Chair's
letter of appointment and the Executive Directors’ service
agreements by giving no mare than 12 months' notice. Other
Non-Executive Directors letters of appeintment do not contain
prowision for notice periods or compensation if their appointments
are terminated.

Payment in lieu of notice

As an alternative, for Executive Directors the cormpany may at its
discretion pay in lieu of that notice. Payment in liew of notice rmay be
made in equal monthly instalments from the date of termination to
the end of any unexpired notice period. Payment in lieu of notice in
instalments may also be subject to mitigation and reduced taking into
account earnings from alternative employment.

For Executive Directors, payment in lisu of notice comprises 100% of
the annual salary at the date of termination and the annual cost to
the company of providing pension and all other benefits. For the
Chair, payment in lisu of notice comprises 100% of the annual fees at
the date of termination.

The company may, depending on the circurmstances of the
termination, determine that it will not pay the Director in lieu of
notice and may instead terminate a Director's contract in breach and
make a damages payment, taking into account as appropriate the
Director's bility to miligate his or her loss.
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Directors’' remuneration report continued

The company may also pay an amount considerad to be regsanable
by the Remuneration Committee in respect of fees for legal and tax
advice and outplacement support for the departing Directar, The
Committee reserves the right to make any octher paymentsin
connection with a Director’s cessation of affice or emiplayment where
the payments are made in good faith, in discharge of an existing legal
obligation (or by way of damages for breach of such an obligation} ar
by way of settlement of any claim arising in connection with the
cessation of a Director's affice or employment.

Share awards

On cessation of employment, treatment of unvested shares awards
will be determined based on the ruies of Pearson’s share plans

Inrespect of unvested deferred annual Incentive awards, these vl
ardinarily subsist, except in circumstances where an indwidual 15
summanily dismissed. Awards would ordinarily vest on the original
vesting date/be released in line with normal time horizons unless
determined atherwise 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 (f the
Committee so decides in its absolute discretion:

— awards will stay in force as if the parucipant 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 serwice in the vesting periad
talthough the Committee may in its absolute discretion waive or
vary the pro-rating).

In determining whether and how to exercise its discretion under
Pearsan's discretionary share plans, the Committee will have regard
to all relevant circurnstances distinguishing between different types
of leaver, the circumstances at the time the award was originally
made, the Director's performance and the arcumstances in which
the Director left employment.

The rules of Pearson's discretionary share plans aiso make provision
for the treatment of awards in respect of corporate actvity, including
a change of contral of Pearson. The Committee wauld actin
accordance with the terms of the awards in these circumstances,
which includes terms as to the assessment of performance
conditions and time apportionment.

Annual bonus

On cessation of employment, Executive Directors rmay, at the
Committee's discretion, retain entitlement to a pro rata annual
incentive for their period of service in the financial year prior to therr
leaving date. Such payout will normally be calculated in good faith on
the same terms and paid at the same time as for continuing
Executive Directors,

Other elements of remuneration

Eligibility for allowances and benefits including retirement benefits
{other than pension payments in connection with subsequent
retirement) normally ceases on retirement or on the termination of
employment for any other reason,

The termination provisions gescribed above may be varied to the
extent necessary ta camply with appiicable laws, including taxatian
laws in the United States.
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Individual service agreements and letters of
appointment

Details of each individual's arrangerent are outlined in the table
below. Employment agreements for other ernployees 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
Chair Omid 12 months Payment in lieu of
Kardestam, from the natice of 100% of
16 December  Director; 12 annual fees at the
2021t months frorm date of
e the company  termination
Executive  Andy Bird, 6 months Payment in fieu O
Directors 23 August fromthe notice of 100% of
2020 Director; 12 annual salary at

months from the date of
Sally johnson,  the company  termination and
15 January the annual cost of
2020 pension and all
other benefits

Note 1 Under payment in heu of natice, the annual cost of pension for Executve
Directors is normally caleulated as the surm, where apphcable, of an amaount equal to
the company’s cost of providing the Executive’s pension under the pension plan based
on the Future Service Campany Contribution Rate for the redevant section of the
EEnsion plan as stated inthe most recent acluarial valuation (as at the dare of
termisiation of employment) as Imited by the carnings cap; and any cash aliowance in
lieu of pension ar o take account of the fact that pension benefits and ife assurance
cover are restncted by the edraings cap.

Executive Directors’ non-Executive Directorships

The Committee’s policy is that Executive Directars 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 Commuttee's charter and terms of reference, the
Committee’s remit iIncludes determining remuneration for the Chief
Executive Officer, other Executive Directors and ather 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 rermuneration policies and
practices across the broader employee papulation.

When determining remuneration for Executive Directors and other
members of the Pearson Executive Management team, the
Committee cansiders reports from the Chief Executive and Chief
Hurman Resources Officer on pay and conditions for the broader
employee population, including information on the recruitment and
retention of talent, general pay trends 0 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 crgamsation.

There are a number of established channels for consulting with
employees and employee representative bodies - including trade
unions and works councils in some jurisdictions - about the
company's strategy, compelitiveness and performance of the
business and other matters affecting employees. The views of
employees are also sought wia the Employee Engagement Network,
feedback from which is reported to the Board, and engagement
surveys. These activities provide employees with the opportunity to
exprass how they feel about waorking for Pearson, what they think
about the work they do, the opportunities they have and the rewards
{including pay and benefits) they get

The Committee has not consulted directly with employees on the
development of the Directors' remuneration policy.



Consideration of shareholder views

The company consults regularly with shareholders on all matters
affecting its strategy and business operations. This includes executive
remuneration. Over the last year, whilst developing the 2023 policy
and considering its implementation, the Remuneration Committee
has engaged extensively with shareholders ta ensure remuneration
for Executive Directors is set appropnately, rewards for performance
and aligns managerment with the shareholder experience.

This engagement exerrise ncluded writing to and meeting with many
of Pearson's shareholders and their adwisors, to seek their input on

the proposed changes to the policy. We would like to thank our
shareholders for the time they have spent with us in this regard. All
feedback received, which reflected a significant range of opinions,
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 cantinues 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 remuneration of the Chair and Non-Executive Directors.

Chair and Non-Executive Director remuneration

Purpose and link to strategy

— To attract and retain high-calibre indmiduals, with appropriate expenience 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 periodic basis None.

for alf of their responsigilities

The Chair and Deputy Chair fee 1s set at a level

The total fees payable to the Non-Executive
Directors (excluding the Chair} are subject to the

that 15 competitive considering similar positions 1in - limit set out in the Articles of Association of the

comparable companies.
The Non-Executive Directors are paid a basic fee.

The Committee Chairs, members of the mamn
Board Cormmittees and, if relevant, the Semor
Independent Director are paid an additional fee to
reflect their extra responsibilities. Fees for
Non-Executive Directors are determined by the
full Board having regard to market pracoce.

Additional fees or other 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 mn any
annual or long-term mcentive, nor are they
entitled to any retirement or other employee
benefits. Selected benefits may be introduced, if
considered appropriate,

The company reimburses travel and other
business expenses and any tax incurred thereon,
if applicable.

Normally a minimum of 25% of the Chair's, Deputy
Chair's and Non-Executive Directors’ basic fee is
paid in Pearson shares that they have committed
to retain for the period of their directorships.
Shares are normally acquired quarterly at the
prevailing market pnce with the individual's
after-tax fee payments.

company (currently £750,000) and as increased by
ordinary resolution from time to time.

The Directors' Rermuneration 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 docurnent comprise the Directors' report for the
yeer ended 31 December 2022.

Set out below is other statutory and regulatory information that
Pearson is required to disclose in its Directors' report.

Going Concern

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 beyand
30 June 2024, The consolidated finanaial statements have therefore
been prepared on a going concern tasis.

Further details on 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 N operation and to
meet its habilities as they fall due over the four-year period ending 31
Decermnber 2026. Further details may be found on page 52.

Share capital

Details of share issues and cancellations are given in note 27 to 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 in registered form As at 31 December 2022,
715,733,241 crdinary shares were inissue. At the AGM held on

29 April 2022, the company was authorised, subject to certain
conditions, to acquire up to 75,727,045 ordinary shares by market
purchase and to issue up to 504,846,968 crdinary shares.
Shareholders will be asked to renew these authorities, subject to
revised caps, at the AGM on 28 April 2023,

As at 13 March 2023, 2.487 record holders with registered addresses
in the United States held 33,286,790 ADRs which represented 4.65%
of the company's outstanding ordinary shares. Some of these ADRs
are held by nominees and so these numbers may not accurately
represent the number of shares beneficially owned in the United States.
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Share buyback

On 25 February 2022, the company announced its intention to
commence a share buyback programme duning 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 & cost of £353m. The
nominal value of these shares, approximately £10m, was transferred
to the capital redemption reserve. The Board believes that the
compary's strategic priorities, combined with the disciphned
approach to capital allocation, will enable Pearson to create
sustainable, long-term vaiue for every stakeholder,

We have set out clear capital allocation priorities as follows:
— Maintaiming 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 opportunities

— Delivering shareholder returns through a progressive and
sustainable dividend policy

— Returning surplus cash to shareholders as and when appropriate
thraugh buybacks or special dividends

Major shareholders

Information provided to the company pursuant to the Financial
Conduct Authority's Disclosure Guidance and Transparency Rules
(DTR}) 15 published on a Regulatary Information 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 voting rights in its shares,

Percentage as at
Nurmber date of

BlackRock Inc! .
Ameriprise Financial, Inc. and its

BIOUL e 21238375 ] 50:%
Silchester International

Investors LLP 36341993 5%
schroders plc e DO S <% .
Libyan Investment Authority 24431000 3.01%

1. Includes 6,864,838 (0 94%) qualifying financal instruments o which voting nghts
are atiached.

2 Based on notfication to the company dated 7 june 20100 We nave nat been
notfied of any cnange (o tnis holding since that date. Assers belonging (o, or
owned, held or conyrolled an 16 Septemnber 2011 by the Libyan Investment
Authonty and located ouside Libya on tnat date, are frozen in accordance with “he
Libya (Sancicns) (U Exity Regulanons 2070

Between 31 December 2022 and 13 March 2023, being the latest
practicable date before the publication of this report, the company
received a further notification under DTR 5, with the most recent
position being as follows:

Perceriage as at

Number date of
of voting nghts netificatoen
BlackRock nc’ 7 78810810 11.00%

3. Includes 8,847,811 {1 23%) qualifying “inanual instrumen s o whicn vating rights
are atrached



Annual general meeting

The notice convening the AGM, to be held at 9:30am on Friday,
28 April 2023 »L 80 Strand, London WC2ZR ORL, is contained in a
circutar 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-appointment of Ernst & Young LLP as
auditors to the company will be proposed at the AGM, at a level of
remuneration to be agreed by the Audit Commuttee.

Amendment to Articles of Association

Any amendments to the Articles of Assoaiation of the company (the
Articles) may be made in accerdance with the provisions of the Act by
way of a special resolution.

Rights attaching to shares

The rights attaching to the ordinary shares are defined in the Articles.
A shareholder whose name appears on the company's register of
members can choose whether his/her shares are evidenced by share
certificates {1.e. in certificated form) or held electronically (i.e.
uncertificated form) in CREST (the electranic settlement system in

the UK).

Subject to any restrictions below, shareholders may attend any
general meeting of the company and, on a show af hands, every
shareholder [or hisfher representative) who 1s present at a general
meeting has one vote on each resolution and, on a poll, every
shareholder (whether an individual or a corporation) present in
person or by proxy shafl have one vote for every 250 of nominal
share capital held. A resolution put to the vote at a general meeting
held partly by means of electronic facility or facilities shall, unless 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 shaw of hands, a poll is demanded. A poll can be demanded by
the chair of the mesting, or by at least three shareholders (or their
representatrves) present in person and having the right to vote, or by
any shareholders {or their representatives) present in person having
at least 10% of the total voting rights of all sharehglders, 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 ardinary shares. At this
year's AGM, voting will again be conducted on a poll, consistent with
best practice.

Shareholders can declare a final dividend by passing an ordinary
resolution but the armount of the dividend cannot exceed the
amount recommended by the Board. The Beard can pay interim
dividends on any class of shares of the amounts and on the dates
and for the periods they deaide. In all cases, the distributable profits
of the company must be sufficient to justify the payment of the
relevant dividend.

The Board may, if authorised by an ordinary resolution of the
shareholders, offer any shareholder the right to elect to recerve new
ordinary shares, which will be credited as fully paid, mstead of their
cash dividend.

Any dividend which has not been daimed for 8 years after it became
due for payment will be forfeited and will then betong to the
company, unless the Directors decide otherwise.

If the company s wound up, the iguidater 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 or different
classes of shareholders.

The liguidator can also, with the same sanction, transfer the whale or
any part of the assets to trustees upon such trusts for the benefit of
the shareholders.

Voting at general meetings

Any form of proxy sent by the shareholders to the company in
relation to any general meeting must be delivered 1o the company
(via its registrars), whether in written or electromic form, not less than
48 hours before the time appainted for holding the meeting or
adjourned meeting at which the person named in the appointment
proposes (o vote.

The Board may decide that a shareholder is not entitled to attend or
vote either personally or by proxy at a general meeting or to exercise
any ather right conferred by being a shareholder 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 varhin 14 days after delivery
of that notice.

The Board may also decide, where the relevant sharehoiding
comprises at least 0.25% of the nominal value of the ssued shares of
that class, that no dividend is payable in respect of those default
shares and that no transfer of any default shares shall be registered
unless the shareholder is not himself in default as regards supplying
the information requested and the transfer, when presented for
registration, 1s 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 Artictes, 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 becorming entitled to them under the company’s
employee share plans. There were 1,863,202 shares held as at

31 December 2022. The trust has an independent trustee which has
full discretion in relation to the voting of such shares. A divdend
waiver operates on the shares held in the trust.

Pearson also operates nominee shareholding arrangements which
hold shares on behalf of ernployees. As at 31 Decermnber 2022,
there were 2,247,759 shares held in the Sharestore account
administered by Equiniti Limited (Equiniti). The beneficial owners of
shares held in Sharestore are invited to submit voting instructions
online at www.shareview.co.uk. If no instructions are given by the
beneficial owner by the date specified, the trustees holding these
shares will not exercise the voting rights.

As at 31 December 2022, there were 3,028,933 shares held in the
Computershare Share Plan Account (SPA), which is administered
by Computershare Investor Services plc (Computershare).
Beneficial holders of shares held in the Computershare Share Plan
Account (SPA) are invited to submit voting instructions online at
www.equateplus.com. If no instructions are given by the beneficial
owner by the date specified, the nominee holding these shares wili
not exercise the voting rights.
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Additional disclosures continued

Transfer of shares

The Board may refuse to register  transfer of a certificated share
which is not fully paid, provided that the refusal does not prevent
dealings in shares in the company from taking place on an open and
proper basis. The Board may also refuse to register a transfer of a
certificated share unless: (i) the instrument of transfer is lodged, duly
stamped (if stampable) or duly certified or otherwise shown to the
satisfaction of the Board to be exempt from stamp duty. at the
registered office of the company or any other place decided by the
Board, and 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 right of the transferor tc make the transfer, (i) it
Is in respect of only one dlass of shares; and (iil) it 1s i favour of not
more than four transferees.

Transfers of uncertificated shares must be carned out using CREST
and the Board can refuse to register a transfer of an uncertificated
share in accordance with the regulations governing the operation
of CREST.

Variation of rights

If at any time the capital of the company 15 divided into differenit
classes of shares, the special nghts attaching to any class may be
varied or revoked either

() with the written consent of the haolders of at least 75% 1in nominal
value of the issued shares of the relevant class or

(i) with the sancticn 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 class 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
resclution determine.

Appointment and replacement of Directors
The Articles contain the following provisions in relation to Directors.

Directors shall be no less than two in number. Directars may be
appointed by the company by ordinary resolution or by the Board

A Director appointed by the Board shall hold office only until the next
AGM and shall then be eligible for re-appointment. The Board may
from time t& time appomt one or more Birectors to hold Executive
office with the company for such period (subject to the provisions of
the Act) and upon such terms as the Board may decide and may
revoke or terminate any appointment so made.

The Articles provide that, at every AGM of the company, avery
Director shall retire from office and, unless not willing to act, be
eligible for re-appointment.

If a Director is not re-appointed, they shall, subyect to the Articles,
retain cffice until the meeting appoints socmeone in their place, or, if
it does not do so, until the end of the meeung, or, if the meeting 1s
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 appointrment as Director

if there is an insuffictient number of appotnted or re-appainted
Directors at any of the company's annual general meetings thus
rendering the Board inguorate, all Directors shall be automatically
re-appointed only for the purposes of filing vacancies and convening
general meetings of the company and ta perform such duties as are
appropriate to mantair the comparny as a going concern and to
enable it to comply with its legal and regulatary obhgations. The
Lirectors are required to convene a further general meeting of the
company as soon as reasanably practicable to allow new Directors to
be appointed, and such Directors who were not appomnted at the
criginal general meeting shall subsequently retire.
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The company may by ordinary resclution remove any Director before
the expiration of their term of office. in addition, the Board may
rerminate an agreement or arrangement with any Director for the
provision of their services to the comparny.

Powers of the Directors

Subject to the Articles, the Act and any directions given by special
resolution, the business of the company will be managed by the
Board who may exercise all the powers of the company, including
powers relating to the issue and/or buying back of shares by the
company (subject to authorisation, and any statutary restrictions or
restrictions imposed by shareholders in a general meeting).

Directors’ indemnities

A gualifying third-party indermnity (QTPI), as permitted by the Articles
and sectiens 232 and 234 of the Act, has been granted by the
company to each of its Directors. Under the provisions of the QTP
the company undertakes to indernnify each Director against fiability
to third parties (excluding criminal and regulatory penalties) and to
pay Directors' costs as incurred, provided that they are rembursed to
the company if the Director 1s found guilty, the court refuses to grant
the relief sought or, in an action brought by the company, jJudgement
15 given against the Director. The indemnity has beenin force for the
financial year ended 31 December 2022 and 1s currently in force, The
company has purchased and maintains Directors' and Officers’
insurance cover against certain legal liabilities and costs for clams in
connection with any act or omission by such Directors and Officersin
the execution of their duties.

Significant agreements

The following significant agreements contain provisions entitling the
counterparties to exercise termination or other rights in the event of
a change of control of the company.

As at 31 December 2022, the Group's principal bank facility, the
$1.19 billion Revolving Credit Facility (RCF) agreement, allowed that
upon a change of control of the company, any partiapating bank may
reguire its outstanding advances, together with accrued interest and
any other amounts payable in respect of such facility, and its
commitments, to be cancelled, each within, 60 days of notification to
the banks by the agent. The facility was undrawn at year end. The
group’s outstanding fixed rate notes (see note 18 Barrowings for
more information) also contain a provision reguiring that, in the
event of a change of control which leads to a downgrade in credit
rating below Baa3 (Moody's] or BBB- (Fitch Ratings), the company is
required to make an offer to Investors to repurchase outstanding
nstruments at par plus accrued interest, which investors are not
obliged to accept. For these purposes, & ‘change of contral occurs If
the company becomes a subsidiary of any cther company, or one or
more persons acting either individually or in concert obtains control
(as defined in section 1124 of the Corporation Tax Act 2010} of the
company. In February 2023, the Group renegotiated its Revolving
Credit Facility, reducing the maximum facifity to $1 bilhon.

Shares acquired through the company’s employee share plans rank
pari passu with shares in issue and have no spedial rights. For legel
and pragtical reasans, the rules of these plans set out the
consequences of 4 change of control of the company.



Other statutory information

Other information that is reguired by the Act and by the Large and
Mediim-sized Companies and Groups (Accounts and Reports)
Regulations 2008 (as amended) to be included in the Directors’
report, and which is incorporated by reference, can be iocated as
follows:

Summary disclasures index See more
Dividend recommeandatian Page 25
Mnancialnstruments and finatiial risk — Page 1/8
‘management

Important events sinceyearend | Page 25
Ey_g_u__r_?_r_j_fs_y‘erlggmﬁﬁf'c'nrfﬁﬁéﬁbﬂériﬁ'érsﬁs”: """""""""" Page 11

yment

Employee involvement
Greenhouse gas emissions and energy Page 41
Lonsumption data
__§§_e_l_t_?_r_r_w__e_(w_§_g_e__s__c_(j_t:i_r-]é"é_rﬁ'ﬁlégfée engagement Page 28
Statement descnibing regard to suppliers, | Page 29

custorners and other stakeholders' interests

With the exception of the dividend waner described on page 121
there I1s no Infarmation to be disclosed in accordance with Listing
Rule 8.8.4.

No political donations or contributions were made or expenditure
incurred by the company or its subsidiaries during the year,

Our disclosures are consistent with the recommendations of the
Task Force on Climate-related Finanaal 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 infarmation we report to
investors and regulators is fair, balanced and understandable. Inits
assessment, the Beard pald particular attention to a set of criteria
recommended by the Financial Reperting Coundil, including the use
of straightforward language, focus on content that is important ta
investors, and exclusion of irrelevant information

A process and urmetable for the production and approval of this
years annual repert and accounts was agreed by the Board at its
meeting in Decernber 2022. The full Board then had the oppertunity
to review and comment on the report as 1t progressed The Audit
Committee is also availlable to advise the Beard on certain aspects of
the annual report and accounts, 1o enable the Directors to fulfil their
respansibility in this regard.

The Directors consider that the annual report and accounts, taken as
a whole, are fair, balanced and understandable and provide the
informarion necessary for shareholders to assess the company's
position, performance, business model and strategy.

Representatives from Financial Reporting, Strategy, Investor
Relations, Corporate Affairs, ESG & Sustainability, Company
Secretarial, Legal, Internal Audit, Risk, HR and Reward teams are
involved 1n the preparation and review of the annual report to ensure
a cohesive and balanced approach and, as with all of our financial
reporting, a thorough verification of narrative and financial
staterments is conducted. We also have procedures in place to
ensure the timely release of inside information, through our Market
Disclosure Committee,

The Directors also confirm that, for each Director in office at the date
of this report:

— 50 far as the Director is aware, there is no relevant audit
information of which the Group and company's auditors are
unaware.

— they have taken all the steps that they cught to have taken as
Directers to make themselves aware of any relevant audit
information and to establish that the Group and the company’s
audrtors are aware of that information,

Directors in office

The following Birectors were 1n office during the year:

AP Bird G D Pitkethly

SLCoutu T Score
SKMJohnsen  STaurel-resgnedon

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 29AprI 2022

O Kordestani - appointed on A C Thomas

1 March 2022 B

E S Lee - appointed on LA wallen
Ay 0 e
L K Lorimer

The Directors' report has been approved by the Board on 15 March
2023 and signed on its behalf by:

Graeme Baldwin

Campany Secretary
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Statement of Directors’ responsibilities in respect of the financial statements

Statement of Directors' responsibilities

The Directors are responsible for preparing the annual report and
accounts and the financial statements in accordance with applicable
law and regulation.

Campany law requires the Directors to prepare financial statements
for each financial year. Under that law, the Directars have prepared
the Group and company financial statements in accordance with
UK-adepted international accounting standards. In prepanng the
Group and company financal statements, the Directors have also
elected to comply with International Financial Reporting Standards
issued by the International Accounting Standards Board (tFRSS as
issued by IASB).

Under company law, the Directors must not approve the financsl
staternents unless they are satisfied that they give a true and fair view
of the state of affairs of the Group and company and of the profit or
loss of the Group for that penod. In preparing the financal
statements, the Directors are required to:

— Select suitable accounting policies and then apply
them consistently.

— State whether appiicable Uk-adopted international accounting
standards and IFRSs 1ssued by IASB have been followed, subject
to any material departures disclosed and explained in the
financial statements.

— Make judgements and accounting estimates that are reasonable
and prudent.

— Prepare the financial statements on the going concern basis
unfess 1t 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 reasanabte steps for the
prevention and detection of fraud and other irregularities

The Directors are responsible far keeping adeguate accaunting
records that are sufficient tc show and explain the Group and
company's transactions, and disclose with reasonable accuracy at
any tme the financial position of the Group and company and enable
them to ensure that the financial statements and the Directors'
remuneration report comply with the Cernpanies Act 2006.

The Directors are responsible for the maintenance and integrity of
the company’s website. Legislation in the United Kingdom governing
the preparation and 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 finandial statements, which have been
prepared in accordance with UK-adopted international
accounting standards and IFRSs issued by IASE, give a true and
fair view of the assets, labilities 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 pasition of the Group
and company, together with a description of the principal risks
and uncertainties that it faces.

This responsibility staterment has been approved by the Board on
15 March 2023 and signed on its behaif by

Sally Johnson
Chief Financial Officer
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Independent Auditor’'s Report

Independent Auditor’s report to
the members of Pearson plc

Opinion

In our opinion;

— Pearson plc's group financial statements and parent company financial statements (the “financial statements”y 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 staterments have been properly prepared in accordance with UK-adopted internanional accounting standards;

— the parent company financial statements have been properly prepared in accordance with UK-adopted international accounting standards as
apphed in accordance with section 408 of the Cornpanies Act 2006; and

— the financial statemenits have been prepared in accordance 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

Consoldated income statemnent for the year ended 31 December 2022 Company Balance sheet as at 31 December 2022

Consolidated statement of Comprehenswe income for the year ended 31

December 2022 Company Statement of changes in equity for the year thenended
Consolidated statement of changes ) in equity for the. year ended 31 ) Related nates 1 to 11 to the financial statements including a summary of
December 2022 _ significant accouriting policies

Related notes 1-38 to the financial statements, mcludmg 3 summary of
significant accounting policies

The financial reparting framework that has beer apphed in their Canclusions relating to going concern
preparation is applicable law and UK adopted internanonal .
accounting standards, as apphed in accordanice with section 408 of In auditing the financial statements, we: have concluded that the
the Carmpanies Act 2006, directors’ use of the going concern basis of accounting in the
praparation of the financial statements is appropriate Our evaluation

Basis for opinion of the directors assessment of the group and parent company’s

. ) ability to continue ta adopt the going concern basis of accounting
We conducted our audit in accordance with Internaticnal Standards included:
on Auditing (UK) (154s {(UK)) and applicable law. Our responsibilities
under those standards are further described in the Auditors — We performed our own independent assessment of the risk
responsibilities for the audit of the financial statements secnion of our around going concern at the planning and year end phases of the
report. We believe that the audit evidence we have obtained is audit.
sufficient and appropriate to provide a basis for our opinion. — In comunction with our walkthrough of the Group's financal
independence statement close process, we confirmed our understanding of

management’s goiNg CONCern assessment process and engaged

We are ndependent of the group and parent in accordance with the with management early to understand and assess the key
ethical requirements that are relevant to our audit of the financal assumptions made in their assessment,
statements in the UK, including the FRCs Fthical Standard as applied — We agreed the 31 December 2022 cash and debt balances
to listed public interest entities, and we have fulfilled our other ethical included it the gaing concern assessment ta the Group's year
responsibilities in accordance with these requirements. end balances
The non-audit services prohibited by the FRC's Ethical Standard were — We read the group's debt agreements to understand the
not provided to the group or the parent company and we remain covepant requirements and tested to check that no covenants
independent of the group and the parent company in conducting the have been breached during the year to 31 December 2022 and
audit. there is no forecast covenant breach in either the base or severe

but plausible downside case scenarios during the going concern
assessment period covering the penod to 30 june 2024

— We checked the logic and arthmetical integnty of management’s
going concern model that includes the cash forecasts for the
going concern assessment period.
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— We assessed the appropriateness of the duration of the going
concern assessment period to 30 June 2024 and considered the
existence of any significant events or conditions beyond this
period based on cur procedures on the Group's lang-range plan
and knowiedge arising from ather areas of the audit.

— We considered the appropriateness of the assumptions used to
calculate the cash forecasts under base and plausible downside
case scenarias by reference ta historical forecasting accuracy and
caomparison to sector benchmarks, We challenged whether the
downsiclg sconarion utilisod worn sufficiontly sovere for a going
CoNCern assessment.

— We assessed the reasonableness of the cash flow forecasts
included in the going concern assessment by understanding the
potential impact of the Group's prinaipal nsks as well as any
potential impact from COVID-19, current geopolitical matters and
the impact of climate change have been reflected in the farecasts.

— We evaluated the key assumptions by searching for contrary
evidence to challenge these assumptions, including third party
sector forecasts and analyst expectations. Further, we ensured
these assumptions were consistent with the budget approved by
Pearson's Board. ’

— We also challenged the measurement and completeness of the
downside scenario modelled by management by reference to the
Group's principal nsks and uncertainties of the Group.

— We considered the mitigating actions that are within the control
of the Group and evaluated the Group's ability to control these
cutflows If required.

— We considered whether the Group's forecasts in the going
concern assessment were consistent with other forecasts used by
the Group in its accounting estimates, including goodwill
impairment.

Overview of our audit approach

— We considered the Group's reverse stress testing to idennfy the
magnitude of decline in revenue and operatng profit that would
lead to the Group utilising all liquidity or breaching a covenant
during the going concern assessment period and we have
considered the likelihood of such a decline.

— We reviewed the Group's going concern disclosures included in
the Annual Report, in note 1(c) to the financial statements, to
assess that they were accurate and in conformity with the
reporting standards.

We observe that in management’s base case and severe but
plausible downside scenarnos, there is significant headroom without
taking the benefit of any identified mitigations.

Based on the work we have perfarmed, we have not dentified any
material uncertainties relating to events or canditions that,
individually or collectively, may cast significant doubt on the Group
and parent company’s ability to continue as a going concern for a
period te 30 June 2024,

In relation to the Group and parent ccmpany’s reporting on how
they have applied the UK Carporate Governance Code, we have
nothing matenal to add or draw attention to in relation tc the
directors’ statement in the financial statements about whether the
directors considered it appropriate to adopt the going concern basis
of accounting.

Our responsibilities and the responsibilities of the directors with
respect to going concern are described in the refevant sections of
this report However, because not all future events or conditions can
be predicted, this statement is not a guarantee as to the Group’s
ability to continue as a going concern.

Audit scope

We performed an audtt of the complete finanoial information of 4 components and audit procedures on specific

balances for a further 11 companents. We also performed specified audit procedures on speafic balances for a further

4 components,

+ The components where we performed full or specific audit procedures accounted for 85% of adjusted Profit before

tax, 89% of Revenue and 95% of Total assets.

Keyaud1tmatters « 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 before tax.
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independent Auditor’s Report continued

An overview of the scope of the parent company and group audits

Tailoring the scope

QOur assessment of audit risk, cur evaluation of materiality and our
allacation of perfarmance materiality determine our audit scope for
each company within the Group. Taken together, this enables us to
form an opiron on the consolidated financial statements We take
into account size, risk profile, the organisation of the group and
effectiveness of group-wide controls, changes in the business
environment, the potential impact of chmate change and other
factors such as recent internal Audit results when assessing the levet
of work to be performed at each company.

The Group cperates finance shared service centres in Belfast and
Marula, 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. Addtional
procedures are perfarmed at the scoped components to address the
audit risks not covered by the work performed over the shared
service centres, or where the scoped components are not served by
the shared service centres.

In assessing the risk of material misstatement to the Group financial
staterments, and to ensure we had adeguate quantitative coverage of
significant accounts in 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 business units within the Group.

Of the 15 components selected, we performed an audtt of the
complete financial information of 4 components (“full scope
componants” which were selected based on their size or risk
charactenistics. For the remaining 11 components ("specific scope
components”), we performed audit procedures on specific accounts
within that compenent 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 additicnal 4 components (“specified procedures
components”, we performed certain audit procedures on specific
accounts within that compenent that we censidered 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. These procedures were undertaken by separate
component audit teams under the primary audit team's direction,
The audit scope of these components may not have included testing
of all significant accounts of the compaonent but will have contributed
to the coverage of significant accounts tested for the Group.

The reporuing components 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 compenents contributed 71% of the
Group's adjusted Profit before tax, 73% of the Group's Revenue and
88% of the Group's Total assets. The specific scope components
contributed 14% of the Group's adjusted Profit before tax, 16% of the
Group's Revenue and 7% of the Group's Total assets. The audit scope
of these components may not have included testing of all significant
accounts of the carmponent but will have contributed to the coverage
of significant accounts tested for the Group. We also Instructed 4
locations 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 before tax, none are individually greater
than 5% of the Group's adjusted Profit before tax. For these
compenents, we performed other procedures, including analytical
review, testing of consolidation journals and intercompany
efiminations to respond to any potential risks of material
misstatement to the Group financial statements.

Involvement with component teams

In establishing cur overall approach to the Group audit, we
determined the type of work that needed to be undertaken at each
of the components by us, as the primary audit engagement team, or
by component auditors from other EY global network firms operating
under our instruction. The audit procedures perfarmed at the
finance shared service centres were performed by the pnimary team
with assistance from the Philippines member firm. Of the 4 full scope
components, audit procedures were performed on 1 of these directly
by the primary audit team. Of the 11 specific scope components,
audit precedures 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 involvernent to
enable us to determine that sufficient audit evidence had been
cbtained 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 speafic scope
companent was visited by either the Senior Statutory Auditor, or
other senior members of the Group audit team. Duning the current
year's audit cycle, visits were undertaken by the Group audit team to
the component teams in the US, Brazil and Austrahia. These visits
involved discussing the audit approach with the component team
and any issues arnsing from their work, meeting with local
managernent, attending planming and progress meetings and
reviewing relevant audit working papers on risk areas, The primary
team interactad regularly with the component teams where
appropriate 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 specified
procedures components {excluding those performed by the primary
audit tearmn) were held via video conference in January and

February 2023 and were attended by the Senior Statutory Auditor
and/cr other members of the primary audit team. This, together with
the additional procedures performed at Group level, gave us
appropriate evidence for our opinion on the Group financial statements.

Climate change

Stakeholders are increasingly interested in how 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 n the required Task Force for Climate related Financial
Disclosures. They have also explained their cimate commitments on
pages 37-38 All of these disclosures form part of the “Other
information,” rather than the audited financaial statements. Qur
procedures on these unaudited disclosures therefare consisted
sclely of considening whether they are materially inconsistent with
the financial statements, or our knowledge obtained in the course of
the audit or otherwise appear 1o be matenally misstated, in [Iine with
our responsibilities on “Other information”.



In planring and performing our audit we assessed the potential
impacts of climate change on the Group's business and any
canserential marerial impact o irs financial statements

The Group has explained in the Easis of Preparation note the key
areas of the financial statements that may be impacted by climate
change and the Group concluded there is no matenal financial
statement impact from chmate change. These disclosures also
explain where governmental and sacietal responses to climate
change risks are still developing, and where the degree of certainty of
these changes means that they cannot be talen intg account when
determining impairment assessments under the requirements of
UK-adopted International accounting standards.

Our audit effert in considering the impact of climate change on the
financial staterments 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
internationsl accounting standards, As part of this evaluation, we

misstaterment in the financial statements from climate change which
needed to be considered in cur audit.

We aiso challenged the Directors’ considerations of cimate change
risks in their assessment of going concern and viability and
associated disclosures. Where considerations of climate change
waere relevant to our assessment of going concern, these are
described above.

Based on our work we have not identified the impact of climate
change on the financial statements to be a key audit matter or (o
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 period and include the most significant
assassed risks of material misstatement {whether or not due to
fraud) that we identified. These matters included those which had the
greatest effect on: the overall audit strategy, the allocation of
resources in the audit; and directing the efforts of the engagement
team. These matters were addressed in the context of aur audit of
the financial statements as & whole, and in our opinion thereon, and

performed our own risk assessmant, supported by our climate

change internal specialists, to determine the risks of material

we do not provide a separate opinion on these matters.

Risk

Qur 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

(page 145); and Note 3 of the
Consahdated Financial Staterments
(page 151).

Given revenue 1s & key performance
indicator, both in communication of
the Group's results and for
management incentives, we have
identified a risk of management
overnde of controfs through:

- Manipulation 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 operating effectiveness of
controls over the Group's material revenue processes.
We performed testing over revenue recagnition in 4
full scope components, 8 spedfic scope tomponeants
and 4 specified procedures components. We have
performed testing over rate of completion in 2 full
SCOPE COMmponents,

The audit of topside manual journals was performed
in all full, specific and specified procedures scape
locations and on censolidation.

For rate of completion, 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 histoncal 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 profitability for cuthers.,

For manual journals, we instructed our full, specific
and specified procedure scope component teams 1o
test all manual journals recorded against revenue,
We tested that these journals were appropriately
approved and evaluated supporting evidence.

The Group team tested alt manual journals recorded
on consolidation. We tested the completeness

of journals posted and tested that these journals
were appropriately approved and evaluated
supporting evidence,

Revenue for the year to 31 December 2022 has
been recognised appropriately.

Annual report and accounts 2022 Pearson pic 129



Independent Auditor's Report continued

Risk

our response to the risk

Key observations communicated to the
Audit Committee

Valuation of acquired intangibles

{£110m, PY £27m)

Refer to the Audit Committee Report (poge 80);
Accounting policies (page 143); and Note 30 of
the Consolidated Financial Statements (poge 193),
Buring the year, Pearson made two significant
acquisitions: Credly and Mondly.

The identificaticn of acquired intangible assets
requires specialised skills. The valuation involves
complex judgerment, due to the estimation
uncertainty and the application of valuation
techruques 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 assumptions can have a material effect
on the valuation of identifiable intangible assets.

We focused our risk on the most significant
elements of the valuation, namely the

Credly customer relationships and technology
asset and the Mondly technology asset.

The sensitive assumptions for Credly customer
relationships are revenue from existing
customers, retention rate, profitability and
discount rate. For the Credly technology asset,
these are revenue growth and royalty rate,

For the Mondly technology asset, these are
reveriue growth, obsolescence, profitability and
discount rate.

* and the risk that the acquired 1ntangibles are overstated.

Uncertain tax position for EU State Aid
case {£63m, PY £nil)

Refer to the Audit Comnttee Report (page 80);
Accounting policies {page 145), and Notes 7 and
34 of the Consolidated Finenciol Statements
(pages 160 and 198)

Foliowing 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 a2 potential tax
exposure. A payment on account to HMRC of
£105m had been made in 2021 for this matter.
The prowsion has been recorded through
income tax expense against this receivable, with
the balance disclosed as a contingent liability,
Auditing the Group's recorded £63m provision
at 31 December 2022 required significant
auditor judgement in assessing management's
expectations of the cutcome of matters as there
is a significant range of possibte outcomes
between £nil and the maximum exposure of
£105m and therefore a risk of misstatement,

Our audit of the fair values of the acquired assets and
liabilities was performed by the Group audit team.

We obtained an understanding and evaluated the
design and tested the operating effectiveness of
controls over the Group's process to identify and

value intangible assets, including their use of a
valuation specialist.

We assessed the independence and expertise of
management's valuation specialist.

We chailenged the existence and completeness of
identified intangible assets by involving EY valuation
specialists with the appropriate experience.

We reviewed the valuation methodologies applied, with
the assistance of EY valuation specialists, to validate
that they were appropriate.

wWe focused our testing of the prospective financial
inforrmation included in the valuation calculation an 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 companies 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 cperating effectiveness of
controls over the Group's tax process over uncertain
tax positions.

We understaod the background the case by reviewing
correspondence with HMRC,

We reviewed management's analysis to support their
conclusion that the expasure was now "maore likely
than not” foliowing the 8 June 2022 EU General Court
hearing. We reviewed correspondence with
management’s speqalist, assessed their Independence
and expertise, and held a virtual meeting with them to
discuss their considerations

We challenged management's concluston by invohing
an EY EU State Aid specialist to assist us in forming aur
own view about whether the exposure was more likely
than nat.

We reviewed management's calcuiation of the
provision and assessed the appropnateness of the
methodology used. We considered the
appropriateness of the potential cutcomes included in
the calculation and the probabilities assigned to each
outcome. We challenged the probabilities by seeking
the input of an EY tax specialist.

We reviewed the disclosures in the Annual Report.

Based on the procedures
performed, we agree that the
assumptions, valuation of the
acquired intangibles are
appropriate.

Disclosures in Note 30 of the
consolidated financial staterments
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 Is 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 materiality in planning and performing the
audit, in evaluating the effect of identified misstaternents on the audit
and in farming our audit opinicn.

Materiality

The magnitude of an omission or misstatement that, individually or in
the aggregate, could reasonably be expected to influence the
economic decisions of the users of the financal statements.
Materiality provides a basis for determining the nature and extent of
our audit procedures.

We determined materiality for the Group to be £20.8 million , which
Is 5% of adjusted Profit befure tax. We believe that adjusted Profit
before tax provides us with the most relevant performance measure
to the stakeholders of the Group given the prominence of this metric
throughout the Annual Report and consolidated financial statements.
analyst presentations, and profit metnics focussed on by analysts.

~— We determined materality 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
audrted to an allocation of the Group's performance matenality.

Durtng the course of our audit, we reassessed initial materalty of
F£184m and increased it to reflect the actual results for rhe vear.

The previous auditor determined materafity for the Group 1o be
£18.5m for the year ended 31 December 2021,

Performance materiality

The application of materality at the individual account or balance
level. Itis set at 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 rnsk assessments, together with our assessment
of the Group's overall control environment, our judgement was that
performance materiality was 50% of our planning materiality, namely
£10.5m. We have set performance materiality At this nercentage on
the basis that this 15 our first year as auditors of the Group. Audit
work at component locations for the purpose of obtaining audit
coverage over significant financial statement accounts is undertaken
based on a percentage of total performance materiahty. The
performance materiality set for each component s 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 matenality allocated to
components was £1.8m to £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
NS
Materiality — Adjusted Profit before tax £418m (materiality basis)
— Materiality of £20.9m (5% of materaility basis)
Reporting threshold Our responsibility is to read the other information and, in doing so,

An amount below which identified misstaternents are considered as
being clearly trivial.

We agreed with the Audit Committee that we would report to them
all uncorrected audit differences in excess of £1.05m , which is set at
5% of materiality, as well as differences below that threshold that, in
our view, warranted reporting on qualitative grounds

We evaluate any uncorrected 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 comprises the information included in the
annual report set out on pages 1 to 120, other than the financial
statements and our auditor’s report thereon. The directors are
responsible for the other information contained within the annual
report

Cur opinion on the financial statements does not cover the other
information and, except to the extent otherwise explicitly statedin
this report, we do not express any form of assurance conclusion
thereon

consider whether the other infermation 1s materially inconsistent
with the financial statements, or our knowledge obtairned in the
course of the audit, or otherwise appears to be matenally misstated.
If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether this gives rise
to a material misstaternent in the financial statements themsehves, If,
hased on the wark we have perfarmed, we conclude that there is a
material misstatement of the other information, we are required to
report that fact.

We 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
Companies Act 2006,

In our apinion, based on the work undertaken in the course of the audit:

— the information given in the strategic report and the directors’
repert for the finandial year for which the iinanaial statements are
prepared is consistent with the financial statements; and

— the strategic report and the directors’ report have been prepared
in accordance with applicable legal requirements.
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Independent Auditor’s Report continued

Matters on which we are required to report by
exception

In the hight 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 1n the strategic
report or the directors' report.

We have nothing to report in respect of the following matters iy
relation to which the Companies Act 2006 requires us to report to
you if, in our opinion;

— adequate accounting records have not been kept by the parent
company, or returns adequate for our audit have not been
received from branches not wisited by us; or

— the parent company financiai 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’ remuneratian 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
Governance Statement relating to the group and company’s
complance with the provisions of the UK Cerporate 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
Governance Statement is materially consistent with the financial
staterments or cur knowledge obtained during the audit’

— Directors’ statement with regards to the appropriateness of
adopting the going concern basis of accounting and any matenal
uncertainties identified set out on page 116;

— Directors’ explanation as to its assessment of the company’s
orospects, the period this assessment covers and why the period
1S 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 on fair, balanced and understandable set out
on page 123

— Board's confirmation that it has carried out a robust assessment
of the emerging and principal risks set out on page 44;

— The section of the annual report that describes the review of
effectiveness of risk management and internal control systems
set out on page 84 ; and;

— The section describing the work of the audic committee set aut on
page 80.

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement set
out on page 124, the directors are responsible for the preparation of
the financial statements and for being satisfied that they give a true
and fair view, and for such internal control 8s the directors determine
is necessary to enable the preparation of financial statements that
are free from matenal misstarement, whether due to fraud or error.

In preparing the financial staternents, the directors are responsible
for assessing the group and parent company’s ability to continue as a
going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting urless the
directors either intend to liguidate the group or the parent company
or {0 cease operations, or have no realistic alternative but to do so.
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Auditor's responsibilities for the audit of the financial
statements

Guir objectives are to obtain reasanable assurance about whether
the financial staterments as a whole are free from matenal
misstaternent, whether due to fraud or error, and to 1ssue an
auditars report that includes our opinion. Reascnable assurance is a
high level of assurance but is not a guarantee that an audit
conducted in accordance with 1SAs (UK) will always detect a material
misstatement when it exists. Misstatements can arise from fraud or
error and are considered matenal if, mdimdually or in the aggregate,
they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

Explanation as to what extent the audit was considered capable
of detecting irregularities, including fraud

Irregulanties, including fraud, are instances of non-cormplance with
laws and regulations. We design procedures in line with our
responsibilities, cutlined above, ta detect irregularities, includmng
fraud. The risk of not detecting a matenal misstaternent due to fraud
is higher than the risk of not detecting one resulting from etror, as
fraud may involve deliberate concealment by, for example, forgery ar
intentional misrepresentations, or through coliusion. The extent to
which our procedures are capable of detecting irregularities,
including fraud is detailed below.

However, the primary responsitility for the prevention and detection
of fraud rests with both those charged with governance of the
company and management.

We obtained an understanding of the legal and regulatory
framewaorks that are applicable to the group and determined that the
most significant frameworks which are directly relevant ro 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 In which the Group operates.

We understood how Pearson plc is comphyng with those frameworks
by making enquiries of ranagement, Internal Audit, those
responsible for legal and comphance procedures and the Company
Secretary. We corroborated our enquines through review of Board
minutes and papers provided to the Audit Committee and
abservation in Audit Commuttee meetings, as well as consideration of
the results of our audit procedures across the Group

We assessed the susceptibility of the group's financial statements to
matenal misstatement, including how fraud might occur and met
with finance and operational management from various parts of the
business to understand where they considered there was
susceptbility to fraud. We also considered perfarmance targets and
therr patential to influence management to manage earnings ar
influence the perception of analysts. We have determined that there
is a fraud risk with aspects of revenue recognition. We considered
the policies, processes and controls that the Group has established
to address the risks identified, inciuding the design of controls over
each significant revenue stream. We also considered the controls
that the Group has that ctherwise prevent, deter and detect fraud,
and how senior management monitors those controls.

Based on this understanding we designed cur audit procedures to
dentify non-compliance with suchi faws and regulations. We
performed audit procedures to address the identified fraud risk,
including testing over the specific revenue recognition fraud nsk as
noted in the key audit matters section of this report. These
procedures were designed to provide reascnable assurance that the
financial statements as a whole are free from material misstatement,
due to fraud or errar in addition, we completed procedures to
conclude on the compliance of the disclosures in the Annual Report
and Accounts with all applicable requirerments. Any instances of
non-compliance with laws and regulations were communicated by/to
cormpanents and censidered in our audit approach, if applicable.



A further descriptior of our responsibilities for the audit of the
finanicial statcmrents is located on the

Financial Reporing Council's website at https.//www frc.org uk/
auditorsresponsibiiities This description forms part of our auditor's
report.

Other matters we are required to address

— Following the recommendation from the Audit Committee, we
were appointed by the Company at its Annua! General Meeting
uni 28 Aptil 202, 1o audit the tinancial staterments for the year
ending 31 December 2022 and subseqient finandal periods.

The perfad of tatal uninterrupted engagentent including previous
renewals and reappointments is one year, covering the year ending
31 December 2022

— The audit apinion is consistent with the additional report to the
Audit Commiltee,

Use of our report

This repert is made solely to the company’s members, as a body, n
accordance with Chapter 3 of Part 16 of the Companies Act 2006.
Our audit work has been undertaken so that we might state to the
company'’s members those matters we are required to state to them
in ar auditor's report and for no other purpase. To the fullest extent
permitted by law, we do not accep! or assume responsibility to
anycne other than the company and the company’s members as a
bady, for our audit work, far this report, or for the opinions we have
formed.

Emstﬁ %vg wr

Ben Marles

(Senior statutory auditor)

for and on behalf of Ernst & Young L1 P, Statutory Auditar
l.andon
15 March 2023
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Financial statements

Consolidated income statement

Year ended 31 December 2022

All figures in £ millions wm—ﬁm
Continuing operatlons -----------------------------------------------------------------------------------

Sales 2.3 3.841 3428 3397
L S (2.048) ! q7an . (1.767)
Grossprofit 1,795 1,681 1,630
Operating expenses 4 (1,549) (1,562} {1,402)
Other net ains and losses 4 24 63 178
Share of TesUlls O JOINL VeNLUIes Bng 3SS00BICS | e oo e e 12 ] L L =
Operating profit ' 2 2N 183 411
Finance costs ) (71) (B8 (107)
Finance incorme - ) ) 6 123 62 76
Profit before tax 323 177 380
ICOMEEDE ) ’ 79 . 1 50
Profit for -the year 244 178 330

Attrlbutable to:
Equity holders of the company 242 177 330
Non- conrrollmg interest 2 1 -

Earnings per share attrlbutable to equity holders of the company during the year
{expressed in pence per share}

basic 3 32.8p 235p 43.7p
diluted 3 32.6p 233p 437p

1. Comparative balances nave been restated - see Note 1h.
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Consolidated statement of comprenensive income

Year ended 31 Deceniber 2022

All figures in £ millions hotes 2022 20621 2020
Profitfor theyear T T T s 3300
Items that may be reclassified to the income statement

Net exchange differences an translation of foreign operations 330 &) (109
Currenry rransfation adjustrment disposcd 3 4 (70
Attnibutable tax 7 4 10 13
Items that are not reclassified to the income statement

Fair value gain/(lass) on other financial assets 18 4 (12)
Attributable tax 7 1 (M -
Remeasurement af retirement benefit obligations 25 54 149 (23)
Attributabie tax 7 (12) 61) 2
Total comprehensive income fortheyeae Ty S
Attributable to: T S
Equity holders of the company 630 276 105
Non-controlling interest 4 1 -

1 Comparative balances have been restated - sec Nowe 1h
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Financial statements

Consolidated balance sheet

As at 31 December 2022

Assets

Non-current assets

Property, plant and equipment

Investment progerty

Intangible assets

Investrments in Joint venturés and associates
Deferred income rax assets

Financial assets ~ derivative financial instruments
Retirement benefit assets

Other financial assets

Income tax assets

Current assets

Intangible assets - product development
Inventories

Trade and other receivables

Financial assets - derwative financial Instruments
Income tax assets

Liabilities
Non-current liabilities

Financial liabilities - barrowings

Finanaial liabilities - derivative financial instruments
Deferred income tax liabilities

Retirement benefit obligaticns

Provisions for other liabilities and charges

hotes 2022 2020
10 250 366
10 60 -
17 3,177 2,769
12 25 24
13 57 57
16 43 30
pi3 581 537
15 133 113
41 57
e 2 e m
"""""""""""""""""""""""" 4,506 4,122
20 975 894
21 105 %8
22 1,139 1,357
16 16 2
9 26
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, SO T
"""""""" 2,802 3214
32 16 7
e 7343
18 (1,144) (1.245)
16 (54) 30)
13 @7 (40)
25 (61) 66)
23 (14) 7)
e 2 2 (93]
""""" (1,430) [1.483)
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Consolidated balance sheet continued

As at 31 December 2022

All figures in £ millions Notes 2022 20210

Current liabilities

Trade and other liabilives 24 (1,254} (1,256}
Financial liabilities - borrowings 12 {86) (155
Finariciat lisbilities - dervative financial instruments 16 a1 (4
Income tax liabilities (43) {125}
Provisions for other liabilines and charges 23 . 89) (40)
(1.479) {1,580)
Liabilities classified as held for sale 32 - -
Total liabilities (2,909 (3.063)
Netassets 4,415 4,280
Equity
Share capital 27 179 189
Share premium 27 2,633 2,626
Treasury shares 28 (15) 112
Capital redemption reserve 28 18
Fair value reserve (13) G
Transiation reserve 709 386
Retaned earnings 881 1.067
Total equity attributable to equity holders of the company 4,402 4,270
Non-controlling interest L S 10
Total equity 4,415 4,280

1. Comparalve halances have been restaled see Nore 1h.

These financial statements have been approved for issue by the Board of Directors on 15 March 2023 and signed on its behalf by

Sally Johnson
Chief Financial Officer

Pearson pic
Registered number: 00053723
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Financial statements

Consolidated statement of changes in equity

Year ended 31 December 2022

Equity attributable to equity holders of the company

Capital Fair Non-
Share Share Treasury redemption value Translation Retained controlling Total

All figures in £ millions capital premium shares reserve reserve reserve earnings Total interest  equity
Atijanuary2022 892626 (2 18 (4 386 1067 4270 10 4280

profit for the year T o o - e o - 242 a2 2 244
_Other comprehensive income/lexpense) R T T DR S 323 47 388 2 390
Total corr-\-brehengi-\-l_e incoﬁ;-el(expé-ﬁ-se) --------- I 2 - - 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 dispesal of FVOC investment - - - - (27} - 27 - - -
Dvidends . - - T T ] .. (156 (56 ! . as7
At 31 December 2022 179 2633 B 2 (13 709 881 4402 13 4415

Eqguity atnbuiable 1o equity nolders of the compary
Capital hon
Share Share  Treasuty redempnon  Fairvalue  Tianslaion  Retained controlfing lotal

All figures in £ millions capital  premium shares reserve  reseryn! reservn  earnings' Total imteros: equity

Profit for the )-/-ear

Other comprehensive mcome/lexpense) - - S S O - SR L
Total compreheﬁsive incorl;ne/(exprénse) """""" o o o - Ty (2) o4
Equity-settled transactions - - - - - - 28
Issue of ardinary shares under
share aption schemes 1 3] M - - - - 6 - 6
Buyback of equity - B - - - - - - - -
Purchase of treasury shares - - (16) - - - - (16) - (16)
Release of treasury shares - - 12 - - - (12) - - B
Transfer of gain on disposal of ®B¥OC! investment - - - - (4) - 4 - - -
Dividends o . - T - T T L=/ 0 U N R )
At31 December 2021 77 g zé0s (12) R @ 386 1067 4270 10 4.280

Equity attributable w0 equity holders of the company
Capital Nan
Share Snare  Treasury redemption  Fair value  Translation  Retained controling Total

Ali figures in £ millions capial - premum LNAres teserve  reserve! reserve  earnings' Taotal inerest equry
At january 2020 T 195 2614 24 11 39 &7 on 433 10 4323
Adustment(seenote10) - - T T (S SO LS O
A ey 2020 restared e g s e e e e
“Profit for the yesr B T - - o - sz - T3

Other comprehensive incomef(expense) T ] ] (2 azms B4 (225 T (225
Total comprehensive income/{expense) . o - - 12y @7e 296 105 T
Equity-settled transactions - - - - - - 29 29 - 29
Issue of ordinary shares under
share option schemes - 6 - - - - - s} - &
Buyback of equity )] - - 7 - - (176) (176) - (176)
Purchase of treasury shares - - (6) - - - - 6) - &)
Release of ireasury shares B - 23 - - - (23) - - -
Dwidends - - - - - - (146} (146 {1 (47
At 31 December 2020 188 2620 (7 18 (1) 388 923 4125 9 4134

1. Comparative balances have been restated - sae Note 1b.

The capital redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programme. The fair value reserve arises
on revaluation of ather financial assets. The translation reserve Includes exchange differences arising from the translation of the net investment in
foreign operations and of borrowings and cther currency instruments designated as hedges of such investments,
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Consolidated cash flow statement

Year ended 31 December 2022

All figures in £ millions Nates 2022 2021 2020

Cash flows from operating activities 77T

Profit before tax 323 177 380
Net finance {costs) / income (52) 6 31
Depreciation and impairment - PPE and irvestment property 136 241 125
Amortisation and impairment - software 125 17 12
Amortisation and impairment - acquired intangible assets 54 50 80
Other net gains and Insses (24) 63) {178)
Product development capital expenditure {(357) (287) (323
Amertisation and impairment - product development 303 279 280
Share-based payment costs 35 28 29
Change in inventories (34) 22 35
Change in trade and other receivables 33 71 (1)
Change in trade and other liabilities (84) 37 (26)
Change in provisions for other liabilities and charges 50 14 37)
Other movements S L SO - (57)
Net cash generater from operanons """"""""""""""""""""""""""""""""""""""""""""""" 527 570 450
Interest paid (57) (67) (63}
Tax (paidy/received e (i09) a7 2
Net cash generated from operatmg activities 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, plant and equipment and investment property (57) (64) (53)
Purchase of intangiole assets {90) (112) 81
Disposal of subsidiares, net of cash disposed 31 333 23 100
Proceeds from disposal of joint ventures and associates 31 - - 537
Proceeds from disposal of iInvestrments 17 48 -
Proceeds from dispasal of property, plant and equipment 14 - -
Lease recevables repaid including disposals 18 21 41
Loans repaid by related parties - R 48
Interest received 22 13 13
Duidends from jontventures and assodiates e L e 4.
Net cash generated froml(used in) mvestmg _ei_c"t-n_;i-t_n'és 13 (80) 591
Cash flows from financing activities

Proceeds from issue of ardinary shares 27 7 6 6
Buyback of equity 27 (353) - {176)
Purchase of treasury shares 28 (37) (16) 6}
Proceeds from borrowings - - 346
Repayment of borrowings 171 (167} (230}
Repayment of lease liabilines (93) (88) (92}
Dividends paid to company's sharehalders 9 (156) [149) {146)
Dividends paid to non-controllinginterest m - (i
Net cash used in financing activities (804) (414) (299)
Effects of exchange rate changes on cesh and cash equivalents 36 @ 2
Net (decrease)llncrease in cash and cash equnvalents (394) 1176) 679
Cash ang cash equivalents at beginning of year e 93T ANIB 434
Cash and cash equivalents at end of year T 17 543 937 1,113

1. Comparative balances have been restated - see Note 1h 1n addiion, tre Graup has changed the presentation of the consofidated cash flow statement with the aim of smiplifyng for the
reader. The recondliation to net cash generated frorm nperanons is naw presented dbove and certain fine items have been aggregated and disaggregaicd. There has been no change 19
the: classitication of cash flows as operating, investing and financang, or to the definition of the Group's alternative performance measire related to cash flaw as set oot in Note 33
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Financial statements

Notes to the consolidated financial statements

General information

Pearson plc (the company), its subsidiaries and associates
(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 United Kingdom. The address of ts
registered office 1s 80 Strand, London WC2R ORL.

The company has its primary listing on the London Stack Exchange
and is afso fisted on the New York Stock Exchange.

These consclidated financial statements were approved for issue
by the Board of Directars on 15 March 2023,

1a. Accounting policies

The principal accounting policies applied in the preparation of these
consalidated financial statements are set out below.

Basis of preparation

These consolidated financial statements, and the company financial
statements, have been prepared on the going concern basis

(see note 1¢) and in accordance with the Disclosure and
Transparency Rules of the Financial Conduct Autherity 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 Endorsement Board. The Group and
company transitioned to UK-adopted IASs on 1 January 2021, This
change constituted a change in accounting framework. However,
there was no impact on recognition, measurement or disclosure as
a result of the change in framework. The consolidated and comparny
financial statements have also been prepared in accordance with
IFRSs as issued by the Internationat Accounting Standards Board
(IASB) as they apply tc annual reporting periods beginning on 1
January 2022, In respect of accounting standards applicable to the
Group, there is no difference between UK-adopted 1ASs and IFRSs
as issued by the IASE as they apply to annual reporting pericds
commencing on 1 January 2022,

These conschdated financial statements, and the company financial
staternents, have been prepared under the historical cost convention
as modified by the revaluation of financial assets and habilities
(including dervative financial iInstruments) at fair value.

These accounting policies have been consistently applied to all years
presented, unless otherwise stated,

1. Interpretations and amendments to published standards
effective 2022 - No new standards were adopted in 2022,

A number of other new pronouncements are effective from 1 January
2022 but they do not have a matenial impact on the consolidated
financial statements, or the company financial staterments Additional
disciosure 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 amendmeants 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 [AS 1 and IFRS Practice Statement 2 ‘Disclosure
of accounting policies’;

— Amendments to [AS 1 'Cassification of liabilities as current or
non-current’ {not yet endorsed),

— Amendments to IAS 1 'Non-current habilities wath covenants’ {not
yet endorsed);

— Amendments to IAS 8 Definition of accounting estimates’;

— Amendments to [AS 12 'Deferred tax related to assets and
liabilities arising from a single transaction’; and

— Amendments to IFRS 16 ‘Lease lability 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 materal 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
1s not yet effective.

3. Critical accounting assumptions and judgements - The
preparation of financial statements in conformity with IFRS requires
the use of certain critical accounting assumptions and estimates. It
also requires management to exercise its judgement in the process
of applying the Group's accounting pohcies.

All assurnptions and estimates constitute managerment'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 assurmptions and estimates have a significant risk of
resulting in material adjustments to the carrying value of assets and
liabilities within the consolidated financial statements are:

— Intangible assets: goodwill and acquired intangible assets

— Taxation

— Revenue: provisions for returns

— Employee benefits: pensions

— Property, plant and equipment: nght-of-use assets

— Classification as discontinued operations

The key judgements and key areas of estimation are set out below,

as well asin the relevant accounting paiicies and in the notes to the
accounts where appropriate



[ Key judgements

— The application of tax legislation in relation to provisions
for uncertain tax positions. See notes 7 and 34.

— The allocation of goodwill to the cash-generating units and
groups of cash-generating units. See note 11,

— Whether the Group will be eligible to recene the surplus
associated with the UK Group Pension Plan in recognising
a pension asset. Hee nule 25

— The results and cash flows of businesses disposed do not
meet the criteria to be classified and presented as
discontinued operations. See note 31.

I Key areas of estimation

— The recoverability of goodwill balances. Key assumptions
used in goodwill impairment testing are discount rates,
perpetuity growth rates, forecast sales growth rates and
forecast operating profits, See note 11.

— Thevaluauon of acquired intangible assets recogrised an
the acquisition of a business. See notes 11 and 30.

- The level of provisions required in relation to uncertain
tax positions 1S complex and each matter is separately
assessed. The estimation of future settlerment amounts
is based on a number of factors including the status of
the unresolved matter, clanty of legislation, range of
possible outcomes and the statute of limitaticns.
Seenotes 7 and 34

— The level of provisions reguired for anticipated returns is
estimated based on historical experience, customer buying
patterns and retaiter behaviours including stock levels,

See note 3.

— The determination of the pension cost and defined benefit
cbligation of the Group's defined benefit pension schemes
depends on the selection of certain assumptions, which
include the discount rate, inflation rate, salary growth and
longevity. See note 25

— The recoverability of right-af-use assets and in particular

assumptions refated to the ability to sublease vacant
leased assets in the future. See nate 10

The Group has assessed the impact of the uncertainty presented

by the volatile macro-economic and geo-political environment on the
financial statements, specifically considering the impact on key
Judgements and significant estimates along with other areas of
increased risk as follows:

— Fnanaalinstruments and hedge accounting; and
— Translation methodologies.

No material accounting impacts relating to the areas assessed
above were recognised in the year, The Group will continue to
monitor these areas of increased judgement, estimation and risk.

The Group na longer considers the COVID-19 pandemic to be an
area of significant uncertainty and is no longer specifically asscssing
the impact of the COVID-19 pandemic on areas of judgement,
estimation and risk.

Consolidation

1. Business combinations - The acquisition method of accounting is
used to account for 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-related
costs are expensed as incurred in the operating expenses hne of
the income statement. Identifiable assets acquired and identifiable
liabilities and contingent liabilities assumed in a business
combination are measured initially at their fair values at the
acquisition date. The determination of fair values often requires
significant judgements and the use of estimates, and, for material
acquisitions, the fair vaiue 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 far value of any previous
equity interest in the acquiree over the fair value of the identfiable
net assets acquired 1s recarded as goodwill (note 30).

See the ‘Intangible assets’ policy for the accounting palicy 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 nan-controling interest in the acquiree either at fair value
ar at the non-controlling interest’s propartionate share of the
acguiree’s net assets.

FRS 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 i its businesses, in line with the following:

2. Subsidiaries - Subsidiaries are entities over which the Group has
control. The Group controls an entity when the Group 1s exposed to,
or has rights to, variable returns fromits involvernent 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 deconsoldated from
the date that control ceases.

3. Transactions with non-controlling interests - Transactions

with non-controlling interests that do neot result in loss of control are
accounted for as equity transactions, that 1s, as transactions with the
owners in their capacity as owners. Any surplus ar deficit arising from
disposals to a non-controlling interest 1s 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, Joint 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 factors,
such as Board representation, may also affect the accounting
classification. Judgement is reguired to assess all of the qualitative
and quantitative factors which may indicate that the Group does,
or does not, have significant influence over an investment.
Investments in joint ventures and assoctates are accounted for

by the equity method and are initially recognised at the fair vaiue
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 iIncome statement
and its share of post-acquisiton movements in reserves is
recognised in reserves

The Group's share of its joint ventures’ and associates results is
recognised as a component of operating profit as these 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
amaunt af the investment. When the Group's share of lossas in a
joint venture or associate equals or exceeds its interest in the joint
venture or associate, the Group does not recognise further losses
unless the Group has incurred obligations or 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 interest in these entities.

5. Contribution of a subsidiary to an associate or joint venture
- The gain or loss resulting from the contribution or sale of a
subsidiary to an associate or a joint venture 1s 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 - items included in the
financial staterments 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 aré presented ir sterling, which is the company’s
functicnal and presentation currency.

2. Transactions and balances - Foreign currency transactions are
translated inta the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlerment of such transactions and
from the transiation at year-end exchange rates of monetary assets
and liabilities denominated in forelgn currencies are recognised in
the income statement, except when deferred in equity as qualifying
riet investrment hedges.

3. Group companies - The results and financial position of all Group
companies that have a functionat currency different from the
presentation currency are translated into the presentation currency
as follows:

— Assets and liabilities are translated at the closing rate at the date
of the balance sheet

— Income and expenses are translated at average exchange rates

— All resulting exchange differences are recognised as a separate
component of equity.

On consolidation, exchange differences arising from the translation
of the net investment In foreign entities, and of borrowings and other
currency instruments designated as hedges of such investments, are
taken to shareholders’ equity. The Group treats spedific inter-
company loan balances, which are not intended to be repaid (n the
foreseeable future, as part of its net investment. When a foreign
operation 1s sold, such exchange differences are recogmsed in the
Income statement as part of the gain or loss on sale.
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The principal overseas currency for the Group is the US dollar.
The average rate for the year against sterling was $1.24(2021:
$1 38; 2020: $1.28) and the year-end rate was $1.21 (2021: 1.35,
2020: $1.37).

Property, plant and equipment

Property, plant and equipment are stated at historical cost less
depreciation. Cost includes the original purchase price of the asset
and the costs attributable to bringing the asset to its working
condition for intended use. Land is not depreciated. Depreciation on
other assets is calculated using the straight-line method to aliocate
their cost less their 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: 3-10years

The assets residual values and useful lives are reviewed, and
adjusted if appropnate, at each balance sheet date.

The carrying value of an asset 1s written down [0 its recoverable
amount if the carrying value of the asset is greater than its estimatad
recoverable amount.

Investment property

In 2022, the Group dassified certain assets as investmeant property.
Properties that are no longer occupied by the Group and which are
held for operating lease rental are classified as investment property.
Investment property assets are carned at cost less accurmulated
depreciation and any recogrnised imparrment in value. The
depreciation policies for investrment property are consistent with
those described for property, plant and equiprment

intangible assets

1. Goodwill - For the acquisition of subsidianes made o or after

1 January 2010, goodwill represents the excess of the consideration
transferred, the amount of any non-controlling interest in the
acquiree and the acguisinon date fair value of any previocus equity
interest in the acquiree over the farr value of the identifiable net
assets acquired. For the acquisition of subsidiaries made from the
date of transition to IFRS to 31 December 2009, goodwill represents
the excess of the cost of an acquisition over the fair value of the
Group's share of the net identifizble assets acquired. Goodwill on
acquisitions of subsidiaries is included in intangible assets. Goodwill
on acguisition of associates and joint ventures represents the excess
of the cost of an acquisition over the fair value of the Group's share
of the net identifiable assets acquired,

Goodwill on acquisitions of assaciates and joint ventures 1s included
In investments in assaciates and joint ventures.



Goodwill is tested at least annually for impairment and carned at
cost less accumulated impairment losses. Anmpairment 1oss 15
recognised to the extent that the carrying value of goodwill exceeds
the recoverable amount. The recoverable amount is the higher of
fair value less costs of dispgsal and value in use. These calculations
require the use of estimates in respect of forecast cash flows and
discount rates and significant management udgement in respect
of cash-generating unit (CGU) and cost allocation; imparmentis a
key source of estimation uncertainty and has a significant risk of
resulting in a material adiustrment to the carrying amaunt of relevant
assers within the next linancial year. A summary of these assets by
CGU and a description of the key assumptions and sensitivities is
included in note 11

Goodwill is allocated to aggregated CGUs for the purpose of
impairment testing. 1he allocation is made te those aggregated
CGUs that are expected to benefit from the business combinanan
in which the goodwill arose, Where there are changes to CGUs,
goadwill is reallocated 1o the new CGUs and aggregation of CGUs
using a relative value method.

Gains and losses on the disposal of an entity include the carrying
amount of goodwill relating 1o the entity sold.

2. Acquired software - Software separately acguired for internal
use is capitalised at cost. Software acquired in material business
combinations is capitalised at its fair value as determined by an
independent valuer. The asgets are assessed for impatrment triggers
on an annual basis or when triggering events 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 preliminary stage of developing computer
software for internal use are expensed as incurred, Internal and
external costs incurred to develop cornputer software for internal
use during the application deveiopment stage are capitalised if
the Group expects economic benefits from the development.
Capitahsation in the application development stage begins once
the Group can reliably measure the expenditure attributable to
the software development and has demonstrated its intention to
complete and use the software. Internally developed software is
amortised on a straight-lne basis over its estmated useful life

of between three and ten years. The assets are assessed for
impairment triggers on an annual basis or when triggering
events occur.

4, Acquired intangible assets - Acquired intangible assets include
customer lists, contracts and relationships, trademarks and brands,
publishing rights, content, technology and software rights. These
assets are capitalised on acquisition at cost and included in intangible
assets. Intangible assets acquired in material business combinations
are capitalised at their fair value as determined by an independent
valuer. The valuation of these assets are a key source of estimation
uncertainty. Intangible assets are amaortised over their estimated
useful lives of between two and 20 years, using an amortisation
methad that reflects the pattern of their consumption. The assets
are assessed for impairment triggers on an annual basis or when
triggering events occur.

5. Product development assets - Product development assets
represent direct costs incurred in the development of educational
programmes and titles prior to their publication. These costs are
recogrised as current intangible assets where the title wall
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, heing an estimate of the expected operating lifecycle of the
utle, with a highier proportion of the amortisation taken in the earlier
years. Product development assets relating to product platforms are
amortised over 10 years or less, being an esumate of the expected
useful life.

The assessment of the usetul economic life and the recoverability
of product development assets involves judgement and is based
on historical trends and management estimation of future
potential sales.

Product development assets are assessed for impairment triggers
on an annual basis or when triggering events occur. The carrying
amount of product development assets 1s set out 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).

Other financial assets

Other financial assets are non-derivative financial assets dassified
and measured at estimated fair value.

Marketable securities and cash deposits with maturities of greater
than three months are classified and subsequently measured at
fair value through profit and loss (FYTPL). They are remeasured at
each balance sheet date by using market data and the use of
established valuation technigues. Any movement in the fair value
15 immediately recognised in finance income or finance costs in
the income statement.

Investments in the equity instruments of other entities are
classified and subsequently measured at fair value through other
comprehensive income (FYOC!). Changes in fair value are recorded
in equity in the fair value reserve via other comprehensive income.
On subseguent disposal of the asset, the net fair value gains or
losses are reclassified from the fair value reserve fo retained
earnings. Any dividends received from equity investments classified
as FVOC are recogmised in the income statement unless they
represent a return of capital.

investrments in funds which have a limited hfe 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 methad or an
approximation thereof, such as the first in first out (FIFO) methad.
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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Financial statements

Notes to the consolidated financial statements continued

1a. Accounting policies continued

Royalty advances

Advances of royalties to authors are included within trade and other
receivables when the advance is paid less any provision reguired 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 individual 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 recoverabilty of royalty advances is based upon an annual
detailed management review of the age of the advance, the future
sales projections for new authors and prior sales history of repeat
authaors.

The royalty advance is expensed at the contracted or effective royalty
rate as the related revenues are earned. Royalty advances which will
be cansumed within ore year are held in current assets, Royalty
advances which will be consumed after one year are held in
non-current assets

Cash and cash equivalents

Cash and cash equivalents in the cash flow statement include cash in
hand, deposits held on call with banks, other short-term highly 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 months do not qualify as cash and cash
equivalents and are reported as financial assets. Movements 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 or as cash flows from
investing activities where these amounts are held to generate an
investment return.

Share capital
Ordinary shares are classified as equity.

Incrermental costs directly attnibutable to the issue of new
shares or options are shown in equity as a deduction, net of tax,
from the preceeds.

Where any Group company purchases the company's eguity share
capital (treasury shares), the consideration paid, including any directly
attributable incremental costs, net of income taxes, 1s deducted from
equity attnbutable to the company’s equity holders untit the shares
are cancelled, reissued or disposed of. Where such shares are
subsequently sold or reissued, any consideration recelved, net

of any directly attributable transaction costs and the related

income tax effects, is included in equity attributabie to the comparny's
equity halders.

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 inwially at farr value, which is proceeds
received net of transaction costs Incurred. Borrowings are
subsequently stated at amartised cost with any difference between
the proceeds (net of transaction costs) and the redemption value
being recognised in the income statement over the penod of the
borrowings using the effective Interest method. Accrued interest is
included as part of borrowings,

Where a debt instrument 1s1n a fair value hedging relationship,
an adjustment is made to its carrying value in the income staterment
to reflect the hedged risk.

Where a debtinstrument is in a netinvestment 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

Dervatives are recognised at fair value and remeasured at each
balance sheet date. The fair value of derivatives is determinad by
using rmarket data and the use of established estimation techniques
such as discounted cash flow and opticn valuation models.

For derwatives 1n a hedge relationship, the currency basis spread
1s excluded from the designation &s a hedging instrument.

Changes in the fair value of derivatives are recognised immediately in
finance income or costs. However, derivatives relating to borrowings
and certain foreign exchange contracts are designated as partof a
hedging transaction.

The accounting treatment 1S summarised as follows:

Repeorting 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 is used to hedge  income, operations or
changes In the value of a subsidiaries, the
subsidiary which accumulated
transacts in that value of gains and
currency. losses reported
in other
compreherisive
income is
transferred to the
Income
statement.

Fair value hedges

The derivative Gains and losses on  If the debt and
transforms the interest  the dervative are dervative 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 derwative and the
value of the debt as a equal and cpposite  debt (including
result of changes in change 1s made to the fair value
interest rates and the carrying value of  adjustrment) are
foreign axchange rates  the debt (a fair reset to rera, Any
are offset by equaland  value adjustment’) resultant gain or
opposite changes in the  with the benefit/ joss is recognised
value of the dernvative cost reported in in finance iIncome
when the Group'sdebt  finance income or or finance costs.
is swapped to floating finance costs, The

rates, the contracts used  net result should be

are designated as fair azero charge on a
value hedges. perfectly effective
hedge.

Non-hedge accounted contracts
These are not Recognised in the
designated as hedging incame staterment.
instrumenits. Typically, No hedge
thase are short-term accaunting applies
contracts to convert
debt back to fixed rates
or foreign exchange
contracts where a



Taxation

Current tax is recognised at the amounts expected to be paid or
recovered under the tax rates and laws that have been enacted or
substantively enacted at the balance sheet date.

Deferred income tax is prowided, using the balance sheet liability
method, en temporary differences arising between the tax bases of
assets and liabilities and their 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 refated delun el Lax asset is realised or the deterred
income tax liability is settled,

Deferred tax assets are recognised to the extent that it is probable
that future taxable profit will be available aganst which the
temporary differences can be utilised.

Deferred income tax 15 provided in respect of the undistributed
earnings of subsidiaries, assoaiates and joint ventures other than
where it is intended that those undistributed earmngs will not be
rernitted in the fareseeable future.

Current and deferred tax are recognised in the income statement,
except when the tax relates to tems charged or credited directly to
equity or other comprehensive income, in which case the tax is also
recognised in equity ar other comprehensive income.

The Group 1s subject to inCome taxes N numerous jurisdictions.
Significant judgement is required In determining the estimates in
relation to the worldwide provision for mcome 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 is considered probable
that there will be a future outflow of funds to a tax authonty. 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 autcome of these matters
is different from the amounts that were initislly recorded, such
differences will impact the income tax and deferred tax provisions in
the period in which such determination 1s made.

Deferred tax assets and liahifities require management judgement
and estmation in determining the amounts to be recognised. In
particular, when assessing the extent to which deferred tax assets
should be recognised, significant judgement is used when
considering the timing of the recognition and estimation is used to
determine the level of future taxable income together with any future
tax planning strategies (see note 13).

Employee benefits

1. Pensions - The retirement benefit asset and obligation recognised
in the balarce sheet represent the net of the present value of the
defined benefit obligation and the fair value of plan assets at the
balance sheet date. The defined benefit abligation is calculated
annually by independent actuaries using the projected unit credit
method. The present value of the defined benefit obligation is
determined by discounting estimated future cash flows using yields
on high-quality corporate bonds which have terms to maturity
approximating the terms of the related liability.

When the calculation results in a potential asset, the recognition

of that asset is limited to the asset ceiling - that is the present value
of any economic benefits available in the form of refunds from the
plan or a reduction in future contributions, Management uses
judgement to determine the level of refunds available from the
plan in recognising an asser.

The determination of the pension cost and defined benefit obhigation
of the Group’s defined benefit pension schemes depends on the
selection of certain assumptions, which include the discount rate,
inflation rate, salary growth and longevity (see note 25).

Actuarial gains and losses arising from experience adjustments and
changes in actuarial assumptions are rharged or credited to equity
in other comprehensive income in the periad in which they arise.
The service cost, representing benefits accruing over the year, is
included in the income staternent as an gperating cost. Net interest
1 ealculaled by applying the discount rate to the net defined benefit
ohligation and is presented as finance costs or finance income,

Obligations for contributions to defined contributicn pension plans
are recognised as an operating 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 penston obligations. The kabilities and costs
relating to significant other post-retirement obligations are assessed
annually by independent qualified actuaries.

3. Share-based payments - The fair value of options or shares
granted under the Group’s share and option plans is recognised
as an employee expense after taking into account the Group's best
estimate of the number of awards expected to vest. Far value is
measured at the date of grant and is spread over the vesting period
of the option or share. The fair value of the options granted is
measured using an option mode! that is most appropriate to the
award. The fair value of shares awarded 15 measured using the
share price at the date of grant unless another method 1s more
appropriate. Any proceeds received are credited to share capital
and share premium when the options are exercised.

Provisions

Provisions are recognised if the Group has a present legal or
constructive obligation as a result of past events; it is more fikely
than not that an autflow of resources will be required to settle the
obhgation and the amount can be reliably estimated. Provisions are
discounted to present value where the effect is material.

Revenue recognition

The Group's revenue streams are courseware, assessments and
services. Courseware includes curriculum materials provided in

bock form and/or via access to digital content. Assessments includes
test development, processing and scoring services provided to
governments, educational institutions, corparations and professicnal
bodies. Services includes the operation of schools, colleges and
universities, as well as the provision of online learning services in
partnership with universities and other academic institutions.

Revenue is recognised m 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 custamer, which is generally
through a master services agreernent, customer purchase order, or
a combination thereof. Within each contract, judgement is applied to
determine the extent to which activities within the contract represent
distinct performance obligations to be delivered and the total
amount of transaction price to which we expect to be entitled.
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1a. Accounting policies continued

The transaction price determined is net of sales taxes, rebates and
discounts, and after eliminating sales within the Group. Where a
contract cantains muluple 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 is required to determine the armount to which
the Group is expected to be entitled,

Revenue is recognised on contracts with custamers when or as
performance obligations are satishied, which is the period or the
point in time where control of goods or servces transfers to the
customer. Judgement is applied to determine first whether control
passes over time and if not, then the point in time at which control
passes. Where revenue is recognised over time, judgement is used
to determine the method which best depicts the transfer of
control. Where an input method is used, sigrificant estimation is
required to determine the progress towards delivering the
performance abligation.

Revenue from the sale of books is recognised net of a provision for
anticipated returns. This provision is based primarily on historical
return rates, customer buying patterns and retailer behaviours
including stock levels {see note 24). If these estirnates do not reflect
actual returns in future perods then revenues could be understated
or overstated for a particular period. When the prowvsion for returns
is rermeasured at each reporting date to reflect changes in estimates,
a corresponding adjustment is also recorded 1o revenue.

The Group may enter inta contracts with another party in addition to
our 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 ta transferring to the customer. This judgement
15 Informed by facts and circumstances of the contract in determining
whether the Group has promised to provide the speafied good or
service or whether the Group 1s 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 1s
responsible for inventory risk. 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 activines which are
incidental to the normal revenue-generating activities is included in
other incomne.

Additional details on the Group’s revenue streams are also included
innote 3.

Leases
The Group as a lessee

The Groun assesses whether a contract is or contains a lease at the
inception of the contract. A contract is, or contains a lease, If the
contract conveys the right to control the use of an identified asset for
a period of time in exchange for consideration. The Group recognises
a right-of-use asset and a lease liabihity at the lease commencement
date with respect to all lease arrangements except for short-term
leases (Ieases with a lease term of 12 months or less) and leases

of low-value assets. For these leases, the lease payments are
recognised as an operating expense on a straight-line basis over

the term of the lease.
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The right-of-use asset Is initially 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 rnight-of-use asset is subsequently
depredated using the straight-line method frem the cammencement
date to the earlier of the end of the useful life of the asset or the end
of the lease term. The Group applies IAS 36 to determine whether 2
right-of-use asset is impaired. The lease liability is inibally measured
at the present value of the lease payrnents that are not paid at the
commencement date, discounted using the interest rate implicit in
the lease or, if that rate cannot be readily determined, the
incremental borrowing rate, The lease liability is measured at
amortised cost using the effective interest method. It is remeasured
when there 1s a change in future lease payments arising from a
change in an index or a rate or a change in the Group's assessment
of whether it will exercise an extension or termination option. When
the lease liability is remeasured, a corresponding adjustment is made
to the right-of-use asset.

Management uses judgement to determine the lease term where
extension and termination options are available within the lease.

The Group as a lessor

when the Group 15 an intermediate lessor, the head lease and
sublease are accounted for as two separate contracts. The head
lease 15 accounted for as per the lessee policy above. The sublease
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 is classified as & finance lease; all other leases are
classified as operating leases Rental income from operating leases
15 recognised on a straight-line basis over the term of the relevant
lease Armounts 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 recarded in the Group's financial statements in
the periad in which they are approved by the company’s
shareholders. Interim dwidends are recorded when paid.

Discontinued aperations

Adiscontinued operation 1s a component of the Group's businass
that represents a separate major line of business or geographical
area of operations that has been disposed of or meets the criteria
to be classified as held for sale.

When applicable, discontinued operations are presented in the
income staternent as a separate fine and are shown net of tax.

Assets and liabilities held for sale

Assets and habilities are classified as held for sale and stated at the
lower of carrying armount and fair value jess costs to sell if 1tis highly
probable that the carrying amount will be recovered principally
threugh a sale transaction rather than through continuing use.

Na 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 dassified as discontinued cperations in the iIncome
statement where appropriate.

Trade receivables

Trade recewvables are stated at fair value after provision for bad and
doubtful debts. Provisions for bad and doubtful debts are based on
the expected credit loss model. The 'simplified approach’ 1s used with
the expected lass allowance measured at an amount equal to the
lifetirne expected credit losses. A prowsion for anticipated future
sales returns 1s included within trade and other liabilities (also see
Reveriue recognition policy).



1b. Comparative period revisions

In 2022, the Group identified an error related to the classification of
certain investments in unlisted securities. Investments that should
have been accourted for at fair value through profit and loss were
previously accounted for at far vatue through other comprehensive
income. The investments are held at fair value within other financial
assets on the balance sheet. Having assessed both the quantitative
and qualitative factors, the Group has determined that the error did
not have a material impact on its previously issued consolidated
financial statements. However, the comparative finangial statement
line items have been corrected to reflect the change in accounting
treatment The fair value mavermnents are now recorded within ltnance
income, rather than within ather comprehensive income. Allimpacted
primary staterments and related notes have been restated.

For the year ended 31 December 2021, the revision has resulted in
an increase in finance income and a corresponding increase in profit
before tax af £20m, a reduction in the income tax benefit of £2m, an
increase in profit for the year and praofit for the year attributable to
equity holders of the company of £18m, a decrease In the fair value
gain on other finandial assets through other comprehensive Income
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
an increase in finance income and a corresponding increase in prafit
befare tax of £26m, an iNcrease in INcome tax expense of £6m, an
ncrease in profit for the year and profit for the year attributable to
equity hotders of the company of £20m, a decrease in the fair value
gain on other financial assets through other comprehensive incame
of £26m with an increase in the attributable tax of £6m, resulting in &
decrease in other comprehensive income for the year of £20m, and
no change in total cornprehensive income for the year, all as
compared to amounts previously reported.

The impact on both basic and diluted earnings per share attnbutable
to equity holders of the company is an increase of 2.4p for 2021 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 closing retained earmngs 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 fair 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 additiona!
balance sheet as at 1 January 2020 has not been presented.

The fair value movemeants now presented in the iIncome statements
are excluded from adjusted measures as described in note 8, as a
result there s no impact to any adjusted measures.

1c. Going concern

In assessing the Group's ability to continue as a going concern for the
penod to 30 June 2024, the Board reviewed management’s four-year
plan, which was used as the base case. The review included available
liquidity throughout the period and headroom against the Group's
two main covenants, which require net debt to EBITDA to be a
maximum of four fimes and interest cover to be at least three rimes.

At 31 December 2022, the Group had available liquidity of £1.4bn,
comprising central cash balances and its undrawn $1.19bn Revolving
Credit Facility (RCF). in February 2023, the maximum RCF facility size
was reduced to $1bn and the model used reflects this change.
Significant lquidity and covenant headroom was cbserved
throughout the assessment period in this base model.

Asevere but plausible scenario was analysed, where the Group is
impacted by all principal risks in both 2023 and 2024, adjusted for
probability weighting as well as other significant risks. For this and
other downside scenarios tested, the acguisition of PDRI is assumed
to be completed and a further capital allocation outflow of £350m is
maodelled. In the severe but plausible scenario, adjusted operating
profit 1s reduced by around 30%, with a similar impact on operating
cashflow Significant liquidity and covenant headroom was observed
throughaut the assessment period even before any mitigation
actions which management would take if these downside risles werr
to crystalise.

Areverse stress test was performed to identify the reduction in profit
reguired to cease to be a going concern at or before 30 june 2024,
This was achieved in the model through a covenant breach in Junc
2024 triggering repayment of the Group's debts. The model showed
that operating losses were required, with profits reduced by around
£750m per year in both 2023 and 2024. This significantly exceeded
the severe but plausible downside scenario. The Directors consider
this reverse stress test scenario to be implausible,

The Directors have confirmed that there are no material
uncertainties that cast doubt on the Group's 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 going concern basis.

1d. Climate change

The Group has assessed the impacts of dimate change on the
Group's financial statements | including our commitment to achieving
net zera by 2030, and the actions the Group intends to take (o
achieve those targets, The assessrnent did not identify any material
impact on the Group's significant jJudgements or estimates at 31
Decermber 2022, or the assessment of going concern for the pericd
to June 2024 and the Group's viability over the next four years.
Specifically, we have considered the following areas:

— The physical and transiton risks associated with climate change;
and

— The actions the Group s taking to meet its carbon reduction and
net zero targets.

As a result, the Group has assessed the impacts of climate change on
the financial staternents, 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 cutcome of the annual impairment testing of our
goodwill balances (see note 11 for further details), the recognition
of deferred tax assets and our assessment of going concern;

— The carrying value of the Group's assets, in particular the
recoverable amounts of inventories, product development assets,
intangible assets and property, plant and equipment; and

— Any changes to our estimates of the useful ecanomic 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 inciuded a new management structure and operating model. As a result, the primary
operating segments reported to the Group's chief operating decision-maker, the Pearson Executive Management team, changed from 1 July 2021 to
reflect the new Group structure. There are five main global business divisions, which are each considered separate operating segments for
management and reporting purposes. These five divisions are Assessment & Qualifications, Virtual Learning, English Language Learning, Higher
Education and Workfarce 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 dvision have been disposed of
(see note 31) and the decision was made o 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 2021 and 2020 have been restated to reflect the move between segments, resulting in £34m of sales
being transferred from the Strategic Review dwision to the Assessment & Gualifications division m 2021 and £36m in 2620, The Group hias separately
disclosed the results from the Penguin Random House associaie ta the point of disposal in April 2020.

The fallowing describes the principal activities of the five main aperating segments:

— Assessment & Qualifications - Pearson VUE, US Student Assessment, Clinical Assessment, UK GCSE and A Levels and International academic
gualifications and associated courseware including the English-speaking Canadian and Austrahian K-12 businesses;

— Virtual Learning - Virtual Schools and Online Pragram Management;

— English Language Learning - Pearson Test of English, Institutional Courseware and English Online Solutions;

— Workforce Skills - BTEC, GED, TalentLens, Faethm, Credly, Pearson College and Apprenticaships; and

— Higher Education - US, Canadian and International Higher Education Courseware businesses.

For more detall on the services and products included in each operating segment, refer to the strategic report.

2022
English Penguin
Assessment & Virtual Language Workforce Higher Strategic Random
All figures in £ millions Notes Qualifications Learning Learning Skills Education Review House Group
sales = 0000003 . 444 B0 31 204 898 54 D 3Ba
Adyusted operating profit 258 70 25 (3 91 15 - 456
Cost of major restructuring {39) (29) nn {7 (63) {1} - (150)
intangible charges (14) 21 (6 {12) 3) - - (56)
UK Pension discretionary
increases [ (4} - - [ - - 3
Othernetgainsandlosses ! @ @ L) T O, PRI - S T A
Operating profit/{loss) 202 17 (3) (22) 24 53 - Z271
Finance costs 6
Finance income ¢}

Profit before tax

income tax 7

Profit for the year

Other segment items
Share of results of joint ventures

and assocciates 12 - {2) 4 M - - - 1
Depreciation and fmpairmeant 10 63 3t 7 [ 26 3 ~ 136
Armortisation and impairment 11,20 139 77 44 27 175 20 ~ 482
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Adjusted operaung profit
Cost of major restructuring
Intangible charges

2071

AsSerssitiil &

All figures in £ millions Notes i

Wittual
Learning

Englian
Language
Learing,

workforce
Skills

Higher

Educauon

Strategic
Review

Pengir
Random
House

Croup!

Operating profit/(loss)
Finance costs 6

Finance income

Profit beforerta-;(

Income tax 7

Profitfortheyear OO

Other segment items

Share of results of joint ventures
and associates 12

Depreciation and impairment 10
Amertisation and impairment 11,20

92
134

m
48
67

14
34

63
165

15
21

241
446

1. Comparative bdlances, have been restated to reflect the move beiween operaling <cgrments

Allfigures i £ millions, MNotos

Cost of major restructuring

Intangible charges
Othernetgainsandlosses .
Operating profit/{loss)

Finance costs

Finance income

profit before tax I

2020

ARseaSraenir &
Qualifications

118

147

Virtual
Learaing

Frglisn
Langiage

learing

Workforce
Skills

Hagher

Fducarion

Srrategic

Rewviewy

Penguin
Randorm

House

Creup!

Income tax 7 U St

Other segment items

Share of results of joint ventures
and assotiates

Deprectation and impairment
Amortisation and impairment

53
154

2
64

34

24

28
167

1
29

125
472

1. Cornpardive balances nave been restated to reflect the imove between operating segments
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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
or 2020,

Corporate costs are allacated 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 additional detaled 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 it1s

the key financial measure used by management to evaluate the
performance of the Group, The measure also enables investors to
more easily, and consistently, track the underlying operational
performance of the Greup and its business segments over time by
separating out those items of income and expenditure relating to
acquisition and disposal transactions, Major restruciunng
pragramimes and certain other items that are alsg not representative
of underlying performance, which are explained below and
reconciled in note 8.

Cost of major restructuring - In August 2022, the Group announced
a major restructuring programme to runan 2022, The programme
includes efficiencies in product and content, sSUpport 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 £274m
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 ta the recoverabiity of right-of-use assets made in 2021. The
costs of these restructuring programmes are significant enough to
exclude from the adjusted operaung profit measure so as to better
highlight the underlying performance (see note 4). There was no
major restructuring in 2020,

Intangible charges - These reprasent charges relating to intangibles
acquired through business combinations. These charges are
excluded as they refiect past acquisition activity and do not
necessarily reflect the current year performance of the Graup.

The Group operates in the following main geographic areas:

All figures in £ milliong

UK

Other European countries
us

Canada

Asia Pacific

Other countries

Total

Intangible amortisation charges in 2022 wera £56m compared (o a
charge of £51min 2021, This is due to increased amortisation from
recent acquisitions which is partially offset by a reduction in
amortisation from intangible assets at the end of their useful life and
recent disposals. In 2022 and 2021, intangible charges ncluded no
impairment charges. In 2020, intangible charges were £80m
including impairment charges of £12m.

Other net gains and losses — These represent profits and iosses on
the sale of subsidiaries, joint ventures, assaciates and other financial
assets and are excluded from adjusted operating profit as they
distort the performance of the Group as reported on a statutory
basis. Other net gains and losses also includes costs related to
business ¢losures and acquisitions. Other net gaing 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 arising on a decrease in the
deferred consideration payable on pricr year acquisitions, offset by a
loss on dispasal of our international courseware local publishing
businesses m Sauth Africa due ta recycling of curréncy trénsiation
adjustments and costs related to disposals and acquisitions, Other
net gains and losses in 2021 iargely related to the disposal of PIHE
and the disposal of the K12 Sistemas business in Brazil offset by
costs related to the acquisition of Faethm and the wind dawn of
certain strategic review businesses In 2020, they largely relate to
the sale of the remaining interest in Penguin Random House
(£180m gain)

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

Adjusted operating profit should not be regarded as a complete
picture of the Group's financial performance. For example, adjusted
operating profit includes the benefits of major restructuring
programmes but excludes the significant associated costs, and
adjusted operating profit excludes costs related to acquisitions, and
the amortsation of intangibles acquired in business combinations,
but does not exclude the associated revenues. The Groun's definition
of adjusted cperating profit may not be comparabie to other simflarly
titled measures reported by other companies.

Sales NGr-current assets

2022 2021 2020 2022 2021
424 355 319 527 578
192 249 216 192 122
2,668 2182 2335 2,333 2034
110 11 91 243 27
290 359 251 206 190

L 172 185 18

3,841 3,428 3.397 3,512 3,159

Sales are allocated based on the country in which the custorner 1s located. This does not differ materially from the location where the order is received.
The geographical split of non-current assets 1s based on the subsidiary’s country of domicile. This is not materially different to the location of the assets
Non-current assets comprise investment property, property, plant and equiprent, Intangible assets and investments in joint ventures and associates.
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3. Revenue from contracts with customers

The following tables analyse the Group's revenue strearms. Courseware includes curriculum materials prowded in book farm and/or via access

to digital conilent, Assessments includes integrated test developrnent, processing and scoring services provided to governments, educational
Institutions, corporations and professional bodies. Services includes the operation of schools, colleges and universities, including sistemas in Brazil,
until disposed, as well as the provision of online learning services in partnership with universities and other academic institutions. Comparative figures
for 2027 and 2020 have been restated ta 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 preduct lines:

2022
B h English
Assessment & Virtual Language Waorkforce Higher Strategic
All figures in £ millions Qualifications Learning Learning skills Education Review Total
Courseware T o
Products transferred at a pointin tme 64 - 110 2 302 148 626
Products and servces transferred over fime 2 e B . 588 & 640_
85 - 135 2 890 154 1,266
Assessments
Products transferred at a point in bime - 5 14 - - 188
ucts and services transferred over time - 1% 142 - - A
- 143 156 - - 1,658
Services
Products transferred at a point In tme - - 29 - - - 25
Products and services transferred over time e mo820 1446 B D88
e T8 43 € 8 i 917
Total T 1444 820 321 204 898 154 3,841-”
2021
English
Asuessment & Wirtial Language worklorce Highier Strategic
All figures in £ millions Quialific atizns Learning | earning Skills, Educauen Review Tutal
Courseware - L O
Products transferred at a pointin time 62 - 109 - 283 180 63
Products and services transferred over time 30 - 26 - 558 17 e
Assessments
Products transferred at a point in time 173 - 6 16 - - 195
Products and services transferred over time T3 T2 S T L
e 1,146 - 78 135 - - 1,359
Services
Products transferred at a point in time - - 22 - - 14 36
Products and services tansferrec overtime - 73 33T P A 768,
B R T - BN A B 2 B0
Total 1238 713 238 172 849 218 3428
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3. Revenue from contracts with customers continued

2624
Enghsh
Assrssrnent & virtual Language Waorktorce Fligher Srategic

All figures in £ milfions Qualifications [ earning fearning Skalts Cducation Review Total
Courseware .
Products transferred at a point In time o5 - 106 - 313 185 670
Products and services transferred overtme 27 e 2B e 030 15 696

------------ ‘ ) 7 93 - 130 - 543 200 1,366
Assessments
Products transferred at a goint in time 138 - 3 7 - - 148
Products and senvices transferred over time 887 . L L T e A
_____ T T s - 64 130 - - 1219
Services
Products transferred at a point in time - - 22 - - 22 44
Products and services transferred overtime -V SO = JOOU L= S 8 768
S —— . - - - B 13 0812
Total IRALER 692 218 163 956 250 3397

a. Nature of goods and services

The following is a description of the nature of the Group's
performance obligations within contracts with customers broken
down by revenue stream, along with significant judgements and
estimates made within each of those revenue streams.

Courseware

‘ Key areas of estimation

J

The level of provisions required for anticipated returns i1s
estirnated based on historical expenence, customer buying
patterns and retailer behaviours including stock levels,

Revenue is generated from customers through the sales of print and
digital courseware materials to schogols, 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 arrangemenits are considered distinct
perfarmance obligations, except for where Pearson provides both a
licence of intellectual property and an ongoing hasting service.

As the licence of intellectual property is only avallable with the
concurrent hosting service, the licence is not treated as a distinct
performance obligation separate from the hosting senvice,
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The transaction price s allocated between distinct performance
obligations on the basis of their relative standalone selling prices.

In determining the transaction price, vanable consideration exists

in the form of discounts and anticipated returns. Discounts reduce
the transaction price or a given transaction. A provision for
antiopated returns s made based primarily on historical return rates,
customer buying patterns and retailer behaviours including stock
levels (see note 24). If these estimates do not refiect actual returns n
future periods then revenues could be understated or overstated for
a particular penod. Variable consideration as described above 15
determined using the expected value approach. The sales return
lability at the end of 2022 was £53m (2021 £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 time between payment
and delvery of the performance obligations is generally short-termin
nature or the reason for early payment relates to reasons other than
financing, including customers securing a vendor in a longer-term
arranigement ar the transfer of goods or services is at the discretion
of the customer. For these reasons and the use of the practical
expedient on short-term financing, significant financing components
are nat recognised within Courseware transactions



Revenue from the sale of physical books is recognised at a point in
tme when control passes. This is generally at the point of shipment
when title passes to the customer, when the Group has a present
right (o payment and the significant risks and rewards of ownership
have passed 10 the custamer. Revenue from physical books sold
through the direct print rental method 1s recognised over the rertal
period, as the customer is simultaneously receiving and ronsuming
the benefits of this rental service through the passage of time.

Revenue from the sale of digital courseware products is recognised
an a straight-ine basis over the suhscription period, unloss hosted
by a third-party or representative of a downloadable product, in
which case Pearson has ng ongoing obligation and recagnises
revenue when cantrol 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 that is a condition
of the contract. In certain circumstances, where installation is
complex, revenue is recognised when the customer has completed
their acceptance procedures

Assessments

Revenue is primarily generated from multi-year contractual
arrangements related to large-scale assessment delivery, such as
contracts to process qualifying tests for indwidual professions and
government departments, and is recognised as performance occurs.
Under these arrangements, while the agreement spans multiple
years, the cantract duration has been determined to be each
testing cycle based on contract structure, including clauses
regarding termination.

While in some cases the customer may have the ability to terminate
during the term for convervence, significant financial or qualitative
barriers exist miting 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, operationat services and pragramme management.
These services are not treated as distinct in the context of the
custamer cantract gs Pearson provides an integrated managed
service offering and these activities are accounted for together as
one comprehensive performance obligation.

Within each testing cycle, the transaction price may contain both
fixed and vanable amounts. Variable consideration within these
transactions primarily relates to expected testing volumes to be
delivered in the cycle. The assumptions, risks and uncertainties
inherent to long-term contract accounting can affect the amounts
and timing of revenue and refated expenses reported. Variable
consideration is measured using the expected value method, except
where amounts are contingent upon a future event's occurrence,
such as performance bonuses. Such event-driven contingency
payments are Mmeasured using the most likely amount approach. In
estimating and constraining variable consideration, histerical
experience, current trends and local market conditions are
considered. To the extent that a higher degree of uncertainty exists
regarding variable consideration, these amaounts are excluded from
the transaction price and recognised when the uncertainty is
reasonably removed.

Customer payments are generally defined in the contract through a
payment schedule, which may require customer acceptance for
services rendered. Pearson has a history of providing satisfactory
services which are accepted by the customer. While a delay between
rendering of services and payment may exist, payment terms are
within 12 months and the Group has elected to use the practical
oxpedient available in IFRS 15 ‘Revenue frem Contracts with
Customers’ and not identify a significant financing component

on these transactions.

Reveriue is recognised for Assessment contracts over time as the
custemer is benefiting as performance takes place through a
continuous transfer of control to the custormer. This continuous
transfer of control to the custormer 15 supported by clauses in the
contracts which may allow the cistomer to terminate for
convenience, compensate us for work performed to date, and take
possession of work in process

As control transfers over time, revenue is recognised based on the
extent of progress towards completion of the performance
obligation. The selection of the method to measure progress towards
completion requires jJudgement 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 primarily based on historical cost analysis for
similar groups of contracts, with regular true-ups to contract costs
throughout the contract period. Previously, the propartion of
estimated costs incurred to date was based on individual contract
analysis. The change in input methodology did not resuit in a material
impact on revenue recagnition, 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 effort during the contract term.

Losses on contracts are recognised in the period in which the loss
first becomes foreseeable. Contract losses are determined to be the
armount by which estimated totai costs of the contract exceed the
estimated total revenues that will be generated.

In Assessments contracts driven primarily by transactions directly to
end users, Pearson's main obligation to the customer involves test
delivery and sconing. Test delivery and scoring are defined as a single
performance obligation delivered over time whether the test is
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 paint in time when control passes to the customer
upen shipment. Recognition of digital revenue will occur based on
the extent of Pearson's ongoing hosting obligation.
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3. Revenue from contracts with customers continued

Services

Revenue is primarily generated from multi-year contractual
arrangements related to large-scale educational service delivery
to academic institutions, such as schoois and higher education
unwersities. Under these arrangements, while an agreement may
span multiple years, the contract duration has been determined to
be each academic period based on the structure of contracts,
including clauses regarding termination. While in some cases the
customer may have the ability to terminate during the term for
convenience, significant financial or qualitative barriers exist
limiting the potential for such terminations in the middle of an
academic period. The academic periad for this customer hase is
normally an academic year for schools and a semester for higher
education universines,

Within each academic period, a variety of services are provided such
as programme development, student acquisition, education
technology and student support services. These services are not
distinct in the context of the customer contract as Pearson provides
an integrated managed service offering and these activities are
accounted for together as a comprehensive performance obligation

Where Services are provided to university customers, volume and
transaction price are fixed at the start of the semester. Where
Services are provided to schoal customers, the transaction price may
contain both fixed and variable amounts which require estimation
during the academic period. Estimation is required where
consideration is based upon average enrolments or other metrics
which are not known at the start of the academic year. Variable
consideration is measured using the expected value method.
Historical experience, current trends, local circumstances and
customer-speafic funding formulas are considered in estimating and
constraining variable consideration. To the extent thar a higher
degree of uncertainty exists regarding variable consideration, these
amounts are excluded from the transaction price and recognised
when the uncertainty is reasonably removed.

154 Pearson plc Annual report and accounts 2022

Customer payments are generally defined in the contract as
occurnng shortly after invoicing. Where there is a longer payment
term offered to a customer through a payment schedule, payment
terms are within 12 maonths and the Group has elected to use the
practical expedient available in IFRS 15 and not identify a significant
financing companent an these transactions.

Revenue is recognised for Service contracts over time as the
customer is benefiting as performance takes place through a
continuous transfer of control to the customer. This continuous
transfer of control to the customer 1s supported by clauses in the
contracts which rmay allow the customer to terminate for
convenience, compensate for work performed to date, and take
possession of wark fn process

As control transfers over time, revenue 1s recogrised based on

the extent of progress towards completion of the performance
obligation, The selection of the method te measure progress towards
completion reguires judgement and is based on the nature of the
products or services provided. Within the comprehensive service
obligation, the timing of services occurs relatively evenly over each
acadernic period and, as such, time elapsed is used to recagnise the
transfer of control to the custormer on g straight-line basis.

Lasses on contracts are recognised in the period in which the loss
first becomes foreseeable, Contract losses are determined to be the
amount by which estimated total costs of the contract exceed the
estmated 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
far separately and recognised at the point In time when control
passes to the customer upon shipment.

b. Disaggregation of revenue

The tables in notes 2 and 3 show revenue from contracts wath
customers disaggregated by operating segment, geography and
revenue stream. These disaggregation categories are appropriate as
they represent the key groupings used In managing and evaluating
underlying perfarmance of each of the businesses. The categories
alsc reflect groups of similar types of transactional charactenstics,
amorg similar custormers, with similar accounting conclusions



c. Contract balances

Transactions within the Courseware revenue stream generally entail customer billings at or near the contract’'s inception and accordingly Courseware
deferred income halances are primarily related to subscrigtion performance obligations to be delivered over time.

Transactions within the Assessments and Services revenue strearns generally entail customer billings over time based on periodic intervals, progress
towards milestones or enrolment census dates. As the performance obligations within these arrangements are delivered over ume, the extent of
accrued income or deferred income wall ultimately depend vpen the difference between revenue recognised and billings to date.

Refer to note 22 for opening and closing balances of accrued income. Refer to note 24 for opening and closing balances of deferred income. Revenue
recognised duning the period from changes in deferred income was driven primarily by the release of revenue over time from digital subscriptions.

d. Contract costs

The Group capitalises incremental costs to obtain contracts with customers where it is expected these costs will be receverable. Incremental Costs to
obtain contracts wath customers are considered those which would not have been incurred If the contract had not been obtained. For the Group,
these costs relate primarily to saies commissions. The Group has elected to use the practical expedient as allowable by IFRS 15 whereby such costs will
he expensed as incurred where the expected amotisalion period is one year or less. Where the amaortisation period is greater than one year, these
costs are amortised aver 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 remaining transaction price on unsatisfied or partially unsatisfied performance obligations from contracts with customers.

2022
Total
remaining
Deferred Committed transaction 2025
All “igures in L rrnllions Sales income sales price 2023 2024 and later
Courseware
Products transferred at a pointin time 626 1 - 1 1 - -
Products and services transferred overime 640 95 TS s M 25
Assessments
Preducts ransferred at a pointin nume 188 - - - - - -
Products and services transferred over ime 1470 62 .. 472734 524 W64
Services
Products transferred at a point in time 29 - - - - - -
Products and services transferred over ome —
subscriptions 351 20 7 27 27 - -
Products and services transferred over ume — other
ongoing performa igation: _ 537 22 225 .24 287 T s
Total 3,84 400 704 1,104 855 220 29
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202
Tonal
remaining
Deferred Commitied  transacuon 2024
All figures in £ millions Sates ncome sdles price 2022 2023 and later
B e
Products transferred at a point in time 634 1 - 1 1 - -
Products and services ransferred OVer Ume o e = AT SR, T S S S A 3
Assessments
Products transferred at a point in time 195 - - - - -
Products and services transferred overume AP o5 M 6oy B3 e 3.
Services
Products transferred at a point in time 36 - - - - - -
Products and services transferred over time - subscriptions 290 13 10 23 23 -

Products and services transferred over time - other angoing

Toal
remaling
Deferred  Computled  transaction 2123
All figuees in L enlllions sates ricore safes prrice 262t 2022 aridiater
Courseware
Products transferred at a pointin time 670 - - - - -
Iservices transferredovertime 69 105 14 9 g 2
Assessments
Products transferred at a pont in time 148 1 - 1 1 -
Products and services ransferred over time LA 27 A3 630 . 26 208 !
Services
Products transferred at a pointin time A4 - - - - - -
Products and services transferred over fime - subscnptions 323 18 10 28 27 1 -
Products and services transferred over time - other ongoing
Performance OBIgations e D 18 I AT 213 R
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 previously recognised
as revenue and amounts 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 pnce will be recognised as revenue,
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4. Operating expenses

All Tigures In £ millions 2022 2021 2020
By function:

Cost of goods sold 2048 1,747 1,767
Operating expenses

Distnibution costs 61 62 59
Selling. marketing and product development costs ShA 521 032
Administrative and other expenses 823 802 816
Restructuring costs 150 214 -
Other income 49 (37) (45)
Total net operating expenses 1,548 1,562 1,402
Other net gains and losses (24 (63) (178}
Total 3.571 3,246 2,991

Other income includes freight income and sublet income . Included in admyinistratve and other expenses are research and efficacy costs of £10m
(2027 £12m; 2020 £11my). Other net gains in 2022, largely relate to the gain on the sales of certain businesses (see note 31) and a gain ansing on a
decrease in the deferred consideration payable on prior year acquisitions, offset by costs related to disposals and acquisitions, In 2021, other net gains
and losses largely relate 1o the sale of interests in PIHE in South Africa and the school business in Brazil. in 2020, other net gains and tosses 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 runin 2022, The programme includes efficiencies in product and content,
support costs, technology and corporate property. The restructuring costs in 2022 of £150m mainly relate to severance and impairment of right-of-use
property assets. in March 2021, the Group announced a major restructuring programme to 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 prograrmmies 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 ¢ enilions 2022 2021 2020
By nature:

Product costs 11 19 -
Ermployee costs 73 32 -
Cepreciation and impairment of non-current assets 51 145 -
Property and facilities 7 11 -
Technology and communications 1 3 -
Professional and outsourced services T 4 -
Total restructuring - operating expenses 150 234 -
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4. Operating expenses continued

All figures in £ millions Naotes 2022 2021 2020

By nature:

Royalties expensed 194 185 191
Other product costs 412 353 349
Employee benefit expense 5 1,605 1,365 1337
Contract labour 73 69 67
Employee-related expense 52 21 30
Promotional costs 268 239 233
Depreciation and impairment of property, plant and equipment and invastment property 10 136 241 125
Amortisation and impairment of intangible assets - product development 20 303 279 280
Armortisation and impairment of intangible assets - software " 125 117 112
Amortisation and impairment of intangible assets - other 1 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 S . B G (45)
Totai 3,571 3,246 2.991

The audit of paremt company and consolidated ﬁnamna\ statememts 6 5 5
The audit of the company's subsiCiaries ] LT
Total audit fees 7 7 7
Audit-related and other assurance services - - -
Other nonauait SeVICES e e e S, T
Total other services - - _
Total non-audit Services e e o oo e S -
Tatal 7 7 7

Reconalation between audit and non-audit service fees is shown below:

All f\gur(-l% in £ millions 2022 201 2020

Group audit fees including fees for atrestatlon under section 404 of the Sarbanes-Oxley Act 7 7 7
Non-audit fegs

Fees for attestation under section 404 of the Sarbanes-Oxley Act are allocated between fees payable for the audits of consolidated and
subsidary accounts.
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5. Employee information

All figures 10 £ millions Notes 2022 2021 2020
Employee benefit expense

Wages and salaries (including termination costs) 1,382 1,180 1,152
Social security costs 113 95 96
Share-based payrment costs 26 35 28 29
Retirement benefits - defined contribution plans 25 16 a7 47
Retirement benetits - defined benefit plans 25 29 25 13
Total 1,605 1,365 1337

An additional £3m of share-based payment costs (20271: £nil; 2020: £nil) in respect of remuneration for post-acquisition services for recent acquisitions

isincluded in ather net gains and fosses in the income statement.

The details of the emoluments of the Directors of Pearson plc are shown in the report on Directors’ remuneration.

Average number employed 2022 2021 2020
Empioyee numbers

UK 3,244 3,395 3,304
Other Europesn countries 80% 878 286
us 11,357 1,757 11,432
Canada 522 593 648
Asia Pacific 3,369 2738 2,812
Other cowntries 1,137 1,383 2109
Total 20,438 20,744 21,191
6. Net finance casts

Al figures n L millons Notes 2022 201 20200
Interest payable on financial liabilities at amortised cost and associated 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 (an (7
Dervatives not in a hedge relationship @ - (22)
Finance costs ) (68) (107
Interest receivable on financial assets at amortised cost 18 5 9
Interest an lease receivables 5 6 9
Net finance income in respect of retirement benefits 25 9 4 6
Fair value remeasurement of disposal proceeds - 6 26
Fair value movements on investrments held at far value 28 20 26
Net foreign exchange gains 1 1 -
interest an tax provisions 35 - ~
Derivatives notin a hedge relationship 20 ~
Finance income 62 76
Net finance income/(costs) (€ (31
Analysed as:

Net witerest payable reflected in adjusted earmings (1} (57} {61
Other net finance income 53 57 30
Net finance income/(costs) 52 (6) (31)

1. Comparative balances have been resldted - see Note 1b,

Net movement in the fair value of hedges is further explained 1n note 16. Derivatives not in a hedge relattonship include fair value movernents in the
interest rate and cross-currency interest rate swaps. For further information on adjusted measures above, see note 8.
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7. Income tax

All figures in £ milhions Notes 2022 2021 20200

Current tax

Charge 1n respect of current year

Adjustrments in respect of prior years
Total current tax charge
Deferred tax

In respect of temporary differences 29 103 (34)
Other aCjustments in respect of PriOryears | e e L L B— 2)
Tota deferred tax creditf(charge) L1 S L, e (361
Total tax (charge)/credit ' {79) 1 (50

1 Cornparative balances have been restated - see Note 1h

The adjustments in respect of prior years in 2022 is primarily due to moverments in provisions for tax uncertainties, whilst in 20271 and 2020 the
differences primarily anise fram revising the previous years reported tax provision 1o reflect the tax returns subsequently filed. This resuits in a change
between deferred and current tax as well as an absolute benefit to the total tax charge The tax on the Group's profit before tax differs from the
thecretical amount that would anise using the UK tax rate as follows,

All figures in £ rmilhons 2022 201 2020
Profic before taxe 323 177 380
Tax calculated at UK rate (2022: 19%; 2027: 19%; 2020: 19%) (62) (34) (72)
Effect of overseas tax rates (12) (24) 7
Effect of UK rate change 3 25 (5)
Inint venture and assooiate income reported net of tax - - 1
intra-group financing benefit - 7 14
Net expense not subject to tax 9) (9 (7
Gains and losses on sale of businesses not subject to tax 2 4 21
Unrecognised tax losses 3 9 21)
Benefit from changes in local tax law - " -
Benefit from US accounting method changes - " -
Meaverment in provistons for tax uncertatnties - current year 23 - 24
Adjustments in respect of prior years - movement in provisions for tax uncertainties 13 - -
Adjustments i respectof prioryears -other e B LI
Total tax(chargeyiaredit IO L (50)
UK (41) 27 23
N S e e Ga (26) (73)
Totaltax(chargelcredit (79) L GO
Tax rate reflected In earnings 24.5% 10.6)% 13.2%

1. Comparative balances have been restated - see Note b,

Included in net expense not subject to tax are foreign taxes not
creditable, the tax impact of share-tased payments and other
] expenses not deductible.

I Key judgements

The apphcation of tax legislation in relation to provisions for
ungertain tax positions.

Factors which may affect future tax charges include changes in
tax legislation, transfer pricing regulanons, the level and mix
I Key areas of estimation | of profitability in different countnes, and settlements with

tax authorities,

The level of provisions required in relation to uncertain tax
positions is complex and each matter is separately assessed.
The estimation of future settlernent amounts 1s based on a
number of factors including the status of the unresolved
matter, clanty of legislation, range of possible outtomes and
the statute of hmitations.
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The movement In provisions for tax uncertainties primarily reflects releases due to the expiry of relevant statutes of limitanon, settlement of certain
audits and the establishment of provisions for new uncertain tax positions, primarily the potential State Ald exposure offset against the release of US
provisians following the expiry of the statute of limitations for certain periods. The current tax liability of L43m (2021, £325m, 2020: £84m) includes
£28m (2021: £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 resclution of these audits s uncertain. In most countries, tax years up to
and including 20717 are now statute barred from examination by tax authorities, however, a balance of £3m relates to certain remaining open Issues.
Of the remaining £25m balance, £1m relates to 2018, £14m to 2019, £5m to 2020, £3m to 2021 and £2m to 2022. The tax authorities may take a
different view from management and the final liability may be greater than provided.

The matters provided for include a provision of £63m related to the potential State Aid exposure and the potential disallowance of intra-group charges.
In relation to the potentiat Stale Aid exposure, a payment has been made in relation to the maxmum potential exposure with the provision of £63m
offset against this resulung in a £41m non-current tax debtor,

Contingent habihties refating 1o tax are disclosed in note 34,

The tax rate reflected in adjusted earnings is calculated as follows:

All figures in £ millions 2022 2021 2020

Profit before tax 323 177 380

Adjustments:

Cost of major restruclunng 150 214 -

Other net gains and lcsses {24) {632) (178}
Intangible charges 36 51 20

UK Pension discretionary increases 3 - -

Other net finance Income (53) (51} {30y
Adjusted profit beforetax 455 328 252

Total tax credit/(charge) (79) 1 (50}
Adjustments:

Tax benefit on cost of major restructuring (37) {47) -

Tax charge on other net gains and losses 10 14 3

Tax benefit on intangible charges {11) (12) (22)
Tax benefit on UK pensions discretionary Increases {1) - -

Tax charge on other net finance costs 13 8 10

Tax amortisation benefit on goodwill and iIntangibles 16 8 24

Benefit from changes in local tax law - [SRB] -

Tax benefit on UK tax rate change M (25) -

Othertaxitems 19 - -

Adjusted tax charge R A (64) (35
Tax rate reflected in adjusted earnings 15.6% 19.5% 13.7%

1 Compardtive balances have beenrestated  see Note b
For further information on adjusted measures above, see note 8,

The tax benefit/{charge) recognised in other comprehensive income is as follows:

All figures in £ rulions 2022 2021 2020
Net exchange differences on translation of foreign operations 4 10 (13
Fair value gain on other financial assets 1 (1} -
Remeasurement of retirement benefit obligations (12} (61) 2

(7} (52) 1

1 Cemparative balances have heen restated - ses Note 1,
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8. Earnings per share

Basic earnings per share is calculated by dividing the profit or loss
attributable to equity shareholders of the company (earnings) by the
weighted average number of ordinary shares in issue during the year,
excluding ordinary shares purchased by the company and held as
treasury shares,

All figures i £ milliane,

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 adjusting the profit attributable,

if applicable, to account for any tax consequences that might
arise from conversion of those shares.

Certain contingently issuable shares vested on 31 December 2022
but have rot yet been issued, these shares are consrdered dilutive
for 2022 but do not matenally impact basic EPS.

Weighted average number of shares (millions)

Effect of dilutive share options {millions)

Weighted average number of shares (milhons) for diluted earnings
Earnings per share (in pence per share)

Basic

Diluted

7381 7541 7554

3.9 50

742.0 759.1 7554
32.8p 235p 43.7p
32.6p 233p 437p

1 Corriparative balarr es nave been restated - sec Nate 1.

Adjusted

For additional detailed information on the calculation of adjusted
measures, see pages 215-219 (Financal key performance indicators).
See note 2 for details of specific items excluded from or included in
adjusted operating profit in 2022, 2021 and 2020

In order to show results from operating activities on a consistent
basis, an adjusted earnings per share is presented. The Group's

definition of adjusted earnings per share may not be comparable
with other similarly titled measures reported by other companies

Adjusted earnings 15 a nan-GAAP (non-statutory) financial measure
and is included as it 1s a key financial measure used by management
to evaluate the performance of the Group. The measure also enables
investors to maore easily, and consistently, track the underhang
aperational performance of the Group and its business segmenis
over time by separating out those items of income and expenditure
relating 1o acquisition and disposal transacuons, majar restructuring
programmes and certain other items that are aiso not representative
of underlying performance

Adjusted earnings per share is calculated as adjusted earnings
divided by the weighted average number of shares in 1ssug on an
undiluted basis. The following iterns are excluded from or included
in adjusted earnings:

Cost of major restructuring - In August 2022, the Group announced
& major restructuning programime to runin 2022, The programme
includes efficiencies in product and content, support costs,
technology and carporate property. The restructuring costs in 2022
of £150m mainly relate to staff redundances and impairment of
nght-of-use property assets. The 2022 charge includes the impact of
updated assumptions related to the recaverability of right-of-use
assets made in 2021. I1n 2021, restructuring costs of £214m mainky
related to the impairment of right-of-use property assets, the
write-down of product development assets and staff redundancies.
The casts of these restructuring programmes are significant enough
to exclude from the adjusted operating profit measure sa 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 tc intangibles
acquired through business combinations. These charges are
excluded as they reflect past acquisition actwity and do not
necessarily reflect the currerit year performance of the Group.
Intangible amortisation charges in 2022 were £56m compared tc a
charge of £51min 2021, This is due to increased amortisation from
recent acquisitions which is partially offset by a reduction in
armortisation from intangible assets at the end of their usefu! life and
recent disposals. in 2022 and 2021, intangible charges included no
impairment charges. In 2020, intangible charges were £80m
including impairment charges of £12m.

Other net gains and losses - These represent profits and losses on
the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from adjusted operating profit as they
distort the performance of the Group as reported on a statutory
basis Other net gains and losses also includes costs related to
business closures and acquisitions, Other net gaing and iosses in
2027 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 arising on a decredse in the
deferred consideration payable on prior year acquisitions, offset

by & loss on disposal of our interngtional courseware local publishing
businesses in South Africa due to recycling of currency translation
adjustments and costs related to disposals and acquisitions. Other
net gains and losses in 2021 largely related to the disposal of PIHE
and the disposal of the K12 Sisternas business in Brazll offset by
costs related to the acquisition of Faethm and the wind down of
certain strategic review businesses In 2020, they Jargely relate

to the sale of the rermaining nterest In Penguin Random House
(£180m gam),

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



Other net finance income/costs - These Include finance costs 1N respect of retirement benefits, finance costs retating to acquisition and disposal
transactions, fair value movements on investments classified as fair value through profit and loss, foreign exchange and other gains and losses on
dervatives. Net finance income relanng to retirement benefits is excluded as management does not believe that the cansolidated income statement
presentation under 1AS 19 refiects the economic substance of the underlying assets and liabilities. Finance costs relating to acquisition or disposal
transactions are excluded from adjusted earnings as they are considered part of the acquisition cost or disposal proceeds rather than being reflective
of the underlying financing casts 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 itis 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 also excludes the benefit fram recognising previously
unrecogniaed pre acauisition and capital losses. THe tax benefit from tax deducnble goudwill and intangibles is added to the adjusted income tax
charge as this benefit maore accurately aligns the adjusted tax charge with the expected rate of cash tax payments, In addition, one off tems siich
as the impact of the UK tax rate change and changes in local tax law have been excluded.

Non-contrelling interest — Nan-controlling interest for the above items is excluded from adjusted earnings.

The adjusted earnings per share incfudes both continuing and discontinued businesses on an undiluted basis when relevant. The Group's definition
of adjusted earnings per share may not be comparable to other similarly titled measures reported by other companies.

The following tables 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 statemnent restructuring losses charges increases costs items statement
Operatng proft AT se” 24 6 3 - - 456
Netfinancecosts e 3 T e O D
Profit before tax 323 150 (24) 56 3 (33) - 455
Incomewax ... @9 @» W e oW 8o 3 e
Profit for the year 244 113 {(14) 45 2 (40) 34 384
Noncontrallinginterest T T e T ) I =)
Earnings 242 113 (14} 45 2 (40) 34 382
Weighted average number
of shares {millions) 7381 7381
Weighted average number of shares
{millons) for diluted earnings 742.0 742.0
Earnings per share {(basic) 32.8p 51.8p
Earnings per share {diluted) 32.6p 51.5p
2021
Other net
Statutory Lot of Other net JK Pension finance Adjuszed
income mMajar gains and Intangibli thscretionary ANCOe/ i ome
All figures in £ millions staterent restructuring losees charges 1N B eSS castst (Mher ax rems SLALeMIIL
Operating profic 183 214 (63) 51 - - - 385
Netfinancecosts ) T T e G T (57)
Profit before tax 177 214 63) 51 - (51} - 328
INCOM@ X e L T2 LA 02 O U= . S (<
Profit for the year 178 167 (49) 39 - (43) (28) 264
Non-controlling interest. e e e T DA
Earnings 177 167 (49) 39 - (43) {28) 263
Weighted average number
of shares (millions} 7541 7541
Weighted average number of shares
{millions) for diluted earnings 7591 759.1
Earnings per share {basic) 235p 34.8p
Earnings per share {diluted) 233p 34.6p

1. Comparahive balances nave been restated - see Note 10
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Financial statements

Notes to the consolidated financial statements continued

8. Earnings per share continued

2020
Statutary Costof Onher net UK Pensions Other net, Adjusted
I 0Ine mnajor gains and Intangible chscretionary  finance income/ Orher tax Income
All tigures in £ milions statement: restructuring lasses Charges NCreases COSTS 1ems staternent
Operating profit 411 - {178) 80 - - - 313
Net finance costs 31 - - - - 30) - &1)
Profit before tax 380 - 178) 80 - {30} - 252
Income tax (50) - 3 (22) - 10 24 {35)
Profit for the year 330 - (175) 58 - 20) 24 217
Non-controlling interest - - - - - - - -
Earnings 330 - (175} 58 - (20} 24 217
Weighted average nurmber
of shares (millions) 755.4 7554
Weighted average number of shares
(mithons] for difuted earnings 7554 7554
Earnings per share (basic) 437p 28.7p
Earnings per share (diluted) 43.7p 28.7p
1 Comparative balances have beenrestated  see Note 1h.
9. Dividends
All figures i £ mifions 2022 2021 2020
Final pard in respect of prior year 14.2p(2020: 13.5p; 2021 13.50) 107 102 107
Interim paid in respect of current year 6.6p (2020: 6 0p; 2021630 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 estimated £107m of shareholders’ funds. it will be paid on 5 May 2023 to shareholders who are on the register of mermnbers on 24 March 2023,

These financial statements do not reflect this dividend.

10. Property, plant and equipment and investment property

Rignt-of-use assats

Orwnied assels

Investment 1 and and Plant and Larid and Plant and ihe (IT::SL?SES :)F;

All figures m £ mithons property Lunledimgs BquIpMment bulldings eoupment construction Total

Cost

At 1 January 2021 - 439 12 296 308 21 1.076

Exchange differences - - - 2 3 - ™
Additions - 32 - 8 17 39 96

Disposals and retirements - (6} @ (100} (72 - (185)
Reclassifications and transfers - - - 35 - 3N 4

Transfer to assets classified as held for sale - - - (15) - - (15)
At 31 December 2021 - 465 5 226 250 29 875

Exchange differences - 30 - 18 23 - 7

Additions 22 33 1 4 8 33 101

Transfers to investment property 174 (141) - (32) n - -

Disposals of businesses (note 31} - (10) - (n (8) - {19)
Disposals and retrements (6) (23) m (5) (39) - (74)
Reclassifications and transfers - - - 13 27 (40) -

Transfer to assets classified as held forsale - - - 45 () S )
At 31 December 2022 190 354 5 178 257 22 1,006
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Hight of-1se 355815

Cwned asserts

Inves ment

All figuresn £ millicons property

Depreciation and impairment

Land and
builddings

Agsotnn
Planr and Land and Plaat and the coutse of
equipment lings equipment construction Tatal

At 1 January 2021 - 10} 19) (199 (243) - (561}
Exchange differences - ) 1 [} 1 - -
Charge for the year - (46) 3 (16) (30) - (35}
Disposals and retirements 7 6 99 71 - 183
Reclassifications and transfers - - - (5) 7 - z
Impairment - (119 - (22} (5} B (146)
Transfer to assets classified as held for sale - - - 8 - -8
At31December2021 S N N G 099 - 609
Ex&hange dlﬁerences ---------------------------------- - (17) - (14) (18) - (49)
Transfers 1o investment property {105) 11m - 3 1 - -
Charge for the year (6) (44) (n (13) {26) - (90)
Disposals of businesses (note 31} - 2 - 1 5 - 8
Disposals and retiroments - 13 1 5 39 - 58
Redlassifications and transfers - - - - - - -
Impairment 19) (15} - (9} 3 - (46)
Transfer 10 assets classified as held for sale - 30 L2 - 32
At31December2022 a3 @29 .. (5),..... 33 099 S (696)
Carrying amoﬁ'ﬁ-t; -----------------------------------------------------------------------

At 1 january 2021 - 329 3 G7 65 21 515
At 31 Decernber 2021 - 196 - - L 29 366
At31December2022 @& 125 - 45 58 22 310

Investment property
] Key areas of estimation J Buildings, or porticns of buildings, that are na longer occupied
by the Group and are held for operating lease rental are classified

The recoverability of right-of-use assets and in particular
assumptions related to the ability to sublease vacant leased
assets in the future.

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) in operating expenses. The impairment
charge of £46m (2021: £146m; 2020 £nil) has been included within
operating expenses within the income statement.

Property, plant and equipment {including investrnent property) assets
are assessed far impairment triggers annually or when triggering
events occur. In 2022, similar to 2021, as part of a major
restructuring programme, the Group continued to simplify its
property portfolie, reducing the overall office space required. All
property related assets were assessed for impairment as a result of
this triggering event and impairment charges of £46m (2021: £141m)
have been recognised within costs of major restructuring (see note 4
for details). The recoverahility of certain of the Group's right-of-use
assets is now based on the Group's ability 1o 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 applied. Should the future
sublease outcormes be mare or less favourable than the assumptions
used by management this cauld result in additional impairment
charges or revarsals of impairment charges.

as investment property. Investment property includes 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 1s 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
investment property has been determined using a discounted cash
flow model. The valuation model is internally generated but uses
inputs from external, Independent property valuers, having
appropriate recognised professional qualifications and recent
experience in the location and category of the property being valued.
The valuations require the application of judgement and involve the
use of known inputs for existing contracted subleases as well as
assurnptions 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
investment 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 result in
additionalimpairment charges or reversals of imparment charges.
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Notes to the consalidated financial statements continued

11. Intangible assets

Acguited

custamer lists, Arguired Acquired Other

contracts and irademarks putlishing intangibles
All figurss in £ milliens Goodwill Software relatonships and brands rights acquired Total
Cost
At 1 January 2021 2,094 1,104 751 198 97 349 4,593
Exchange differences 8 5 4 (2) - 2) 13
Additions - internal development - 110 - - - - 110
Additions - purchased - 2 - - - - 2
Disposals and retirements - (135 - (25) - {43) (203
Acquisition of subsidiary {(note 30) 43 - - - - 27 7Q
Disposal of subsidiary (note 31) - - (14} (3) - 410)] 27)
Transfers e et o LS T e S 1
At 31 December 2021 2,145 1,087 4 168 97 321 4,558
Exchange differences 206 83 80 20 5 44 438
Additions - internal development - 86 - - - - 86
Additicns - purchased - 4 - - - ~ 4
Disposals and retiremenits - {(131) - - - ~ {131)
Acquisition of subsidiary (note 30) 204 ~ 37 6 1 66 314
Dispasal of subsidiary (nate 31} (75) [£)] {20} (8) - (1) (113}
Transfers . eeeeeeeeeeees oo eeees oo e ORI ) R T T T S
At 31 December 2022 7 72.480 ‘ 1,115 838 186 103 430 . 5,152

Acyuired

LUSIomer Isis, Actuired Acquired Oy

cantracts and radermnarks publistung intangibles
All tigures in £ rmllions Goodwill Soilware relationships and brands rights acquired "otal
Amortisation and impairment
At 1 January 2021 - (676) (594) [158)
Exchange differences - {5) 14y i
Charge for the year - (113) (34) (8]
Impairment charge - {4) - -
Disposals and retirements - 135 - 25
Disposal of subsidiary (note 31) - - 12 2
Transfers . et T
At 31 December 202 -
Exchange differences - (49) (65) (16)
Charge for the year - {125) (33) (8)
Impairment charge - - - - ~ - -
Disposals and retirements - 130 - - ~ - 130
Disposal of subsidiary {(note 31) - 8 20 7 ~ 1 36
T Ol e e e T ] T pE T T B
At31December 2022 T ®93) ®%8) (55 gony. (328 (1.873)
Carrying amounts
At1anuary 2021 2,094 428 157 40 2 27 2,742
A3 December 2021 218 430 13 N 42 .78
At 31 December 2022 2,486 77777 422 140 31 2 102 3177
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Goodwill

The gocdwill carrying value of £2,480m (2021: £2,145m) relates to
acquisitions complered after 1 January 1998 Prior to 1 January 1998,
all goodwill was written off to reserves on the date of acquisition.

For acquisiions completed between 1 January 1998 and 31
December 2002, no value was ascribed to intangibles other than
goodwill which was amartised over a period of up to 20 years. On
adoption of IFRS on 1 January 2003, the Group chose not to restate
the goodwill balance and at that date the halance was frozen (i.e,
amorusation ceased). If goodwill had been restated, then a significans
value wolld have been ascribed to other intangible assets, which
woutd be subject to amortisation, and the carrying value of goodwill
would be significantly lower. For acquisitians completed after

1 January 2003, value has been ascribed to other intangible assets
which are amortisad,

Software and acquired intangible assets

Acguired intangible assets are valued separately for each acquisition
For materal business combinations, the valuation is carried out by an
independent valuation specialist. The primary methed of valuation
used is the discounted cash flow method. Acquired intangitles are
amortised either on a straight line basis ar using an amortisation
profile based on the projected cash flows underlying the acquisition
date valuation of the intangible asset, which generally results in a
larger proportion of amortisation being recognised in the early years
nftho ascots Ife, deponding wo the mdividual asset | he Group
keeps the expected pattern of consumpbaen 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 (20271: £138m;
2020: £158m) in operating expenses, Impairment charges of £nil
(2021; £4m; 2020: £12m) are included n operating expenses within
the income statement, of which £nil (2021: £4m; 2020: £nil) relates
to software, £nil (2021: £nil; 2020: £2m) relates to customer |ists,
contracts and relationships. and £nil {2021: £n; 2020: £10m) to
other intangibles acquired.

The range of useful economic lives for each major class of intangible asset (excluding goodwill and software) 1s shown below:

Class of intangible asset

2022

Useful economic life

Acguired customer lists, contracts and relationships 3-20 years
Acquired trademarks and brands 2-20 years
Acquired publishing rights 5-20 years
Other intangibles acquired 2-20 years
The expected amortisation profile of acquired intangible assets is shown balow:
) 2022
One ta Six to Eleven to Sixteen to
All figures in £ millions five years tenyears fifteen years twenty years Total
Class of intanéible asset T
Acquired customer lists, contracts and relationships 92 30 10 8 140
Acquired trademarks and brands 24 6 1 - 3t
Acquired publishing nghts 2 - - - 2
82 20 - - 102

Other intangibles acquired
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Notes to the consolidated financial statements continued

11. Intangible assets continued

Impairment tests for cash-generating units (CGUs) containing goodwill

Impairment tests have been carried out where approprate as described below. Goodwill was allocated to CGUs, or an aggregation of CGUs, where
goodwill could not be reasonably allacated to individual business units. CGUs were revised in 2021, Impairment reviews were conducted on these
revised CGUs as summarised below:

2022 CGUs

2022
All figures 1n £ millions Goodwill
Assessment & Qualifications 1,361
Virtual Learning 443
English Language Learning 259
Workforce Skilis 348
T B O e e oo e e e e 9.
Total 2,480
2021 CGuUs

2021
Al figures n £ millions Coadwill
Assessment & Qualifications o 1,198
Virtual Learning 395
English Language Learning 153
Workforce Skills 223
Higher Education 68
Swrategic Review (includes the separate CGUs of Ching, India, South Afnca, Canada and Other Strategic Review) . 108
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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|{TJ| Key judgements |

The allocation of goodwilt to the cash-generating units and
groups of cash-generating units.

| Key areas of estimation |

The recoverability of goodwill balances. Key assumptions used
in goodwill impairment testing are discount rates, perpetuity
growth rates, forecast sales growth rates and forecast
operating profits

The valuation of acquired intangitie assets recagnised on the
acquisition of a business. See note 30,

Determination of CGUs and reallocation of goodwill

Pearson identfies 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 tmpairment of
Assets’ The CGUs and CGU aggregations reflect the level at which
goodwill s monitored by management.

In 2021, the CGUs and aggregations of CGUs were revised to take
into account the announcement and imptementation of a new
strategy including five new business divisions and a strategic
review division,

In 2021, goodwill was reallocated to the new CGUs and aggregations
of CGUs. The majority of the goodwill balances were directly mapped
from one prewious 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 previcus Internanonal CGU aggregation
which was reallocated across the newly created CGU aggregations
where applicable,

In 2022, the separate CGUSs 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 goodwall related to businesses
retained has since been transferred to the Assessiment &
Qualifications CGU aggregation,

Key assumptions

For the purpose of estimating the value in use of the CGUS,
management has used an income approach based on present
value technigues. The calculations for all CGls use cash flow
projections based on financial budgets approved by management
covering a four-year period, except for Virtual Learming which for
OPM uses a langer range plan out to 2038 reflacting the term of
existing contracts.

The key assumptions used by management in the value in use
calculations were:

Discount rates - The discount rates are based on the Group's
weighted average cost of capital, where the cost of equity s
calculated based on the risk-free rate of government bonds, adjusted
for a risk premium to reflect the increased risk in investing in equities.
Where CGUs cover multiple territories, a blended risk-free rate s
used. A further risk premium s assessed for each CGU. The dverage
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: 206) was
used for cash flows subsequent to the approved budget pericd for
CGUs operating primarily in mature markets. This perpetuity growth
rate 15 a conservative rate and 1s considered to be lower than the
long-term historical growth rates of the underlying territories in which
the CGU operates and the lang-term growth rate prospects of the
sectors inwhich the CGU operates. Blended growth rate of 3.5%
{20271: 2.0% to 5.0%) was Used for cash flows subsequent to the
approved budget penod for ELL which has a higher exposure to
emerging markets with higher inflation. This geographically blended
growth rate is generaily in line with the long-term histancal 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 naot appiied to OPM cashflows
within the Virtual Learning CGU.

The key assumptions used by management in setting the finandial
budgets were as follows:

Forecast sales growth rates - Forecast sales growth rates are
based on past experience adjusted for the strategic directicn and
near-term investment priorities within each CGU. Key assumptions
include growth in English Language Learming and Workforce Skills - in
part due to contribution from new acquisitions, stabilisation and
recavery in Higher Education, growth in Virtual Learning - albeit
impacted by the unwinding of COVID-19 enrolments and school
churm in Virtual Schools in the shart 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
arganic 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
historical experience of operating margins, adjusted for the impact of
changes to product costs, committed restructunng 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 to determine operating profit at a CGU level.
Forecasts reflect margin improvements secured in 2022

Management have considered the impact of climate change risks
(ncluding physical and transition risks and the costs associated with
achieving the Group's net zero commitment} and are satisfied that
any related costs will not materially impact the Group's profit
forecasts or impairment judgements at 31 December 2022.
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Notes to the consolidated financial statements continued

11. Intangible assets continued

The table below shows the key assumptions used by management in the value in use calculations.

Perpetuity

Niscaun: rate growthrare
Assessment & Qualifications 12.0% 2.0%
Virtual Learning 11.9% 2.0%
English 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 Decernber 2022 has identfied that the Virtual Learming CGU aggregation is sensitive to reasanably possible

changes in key assumpticns. The Virtual learning headroom at 31 December 2022 is £82m, this headroom would be eliminated if the discount rate
increased to 12.8%, the long term growth rate reduced to 0.8% or the adjusted operating profit per annum reduced by £8m.

12. Investments in joint ventures and associates

The amounts recognised in the balance sheet are as follows:

All figures i £ miflhons 2022 2021

The Group has no material associates or joint ventures. The largest associate 1s a 40% interest in the Academy of Pop (AOP), which was set upin 2021,
It had a year end carnying amount of £9m (20271; £10m), of wiich £5m (2021: £7m) was still to be paid as at 31 December 2022 {see note 36) ADP is
incorporated in Delaware and is a Limited Liability Company. It was set up with XX Entertainment to create a new entertainment driven performing arts
learning platform, which will offer coaching from renowned instructors, with a combination of physical lacations and online learning.

There were no other material transactions with associates or joint ventures during 2022 or 2021.

13, Deferred income tax

Al figures in £ millions 2022 2021
Deferred income tax assets 57 57
Deferred N L s e oo oo e SR T I ..
Net deferred income tax asset/(liability) 20 17

Substantially 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 1s a legally enforceable right to offset current income tax assets with current
intome tax liabilities and where the deferred income taxes relate to the same fiscal authority.

At 31 December 2022, the Group has gross tax losses for which no deferred tax asset 1s recognised of £547m (2021: £7217m). The expiry date and key
geographic split of these losses Is set out In the following table.
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Grass Tax effected

Year ended 31 December 2022 UK us Other Total UK us Other Tatal

Gross Tax effected

Year ended 31 December 2021 UK us us

Tax lasses expiring:

Within 10 years - s 2 3% - -
e
186 8% 1% 38 A
166 392 163 41

The reduction in unrecognised tax attributes in the US has been impacted by two factors. Firstly certain US tax attributes have now been recognised,
however, due to uncertainty over recoverability have been provided against. Offsetting this is the de-recognition of certain state tax losses following
changes in the forecast profitability of US legal entties. The increase in unrecognised tax losses in other territaries is primarily due to foreign exchange
and additional losses incurred across territaries which have incurred losses either in the ordinary course of trade or as a result of wind down actvities,

Other gross deductible temporary differences for which no deferred tax asset s recognised total £218m (2021: £22m). This includes £193m in respect
of interest hmitations, with the increase from 2021 due to changes in the forecast profitability of certain US legal entities. The amount of temporary
differences associated with subsidiaries for which no deferred tax has been provided totals £275m (2021; £229m).

In the UK March Budget 2021, the Government announced that from 1 April 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 reperted a tax loss in either the current or preceding year.
This primanly anses in Brazil in respect of tax deductible goodwll and tax losses, It is considered more likely than not that there will be sufficient future
taxable profits to realise these assets.

The recognitton; of the deferred income tax assets is supported by management's forecasts of the future profitability of the relevant countries. In some
cases deferred income tax assets are forecast to be recovered through taxable profits over a period that exceeds five years. Management consider
these forecasts are sufficiently reliable to support the recovery of the assets. Where there are insufficient forecasts of future profits, deferred income
tax assets have not been recognised.

The movement (n deferred income tax assets and labilities during the year 1s as follows:

Accruals and Retoment
Iradmg other benefit Deferred Condwill and Inierest
All iigures i milliag |ossey pEOISIONS obligations revenue Intangitles limitations Orher Tozal
Deferred income tax assets/
{liabilities)
At 1 January 2021 47 35 (49) 45 {209) 76 25 (30)

Income statement benefitichargey 34 3% 2 7 29 o en 35 16
At 31 December 2021 82 64 {108) 52 (178) 55 50 17
Exchange differences - 7 2 6 21 a 4 4
Acquisiions and disposals of T
ncome statement beneftAcharge) 37 @4 & 5 14 . ® ] @ .30
Taxchargein OClfequity A Dy T - (5)
At 31 December 2022 130 67 {127) 63 {2086) 55 38 20

Other deferred income tax items include temporary differences in respect of right-of-use assets (deferred tax asset of £66m, with an offsetting
deferred tax lability of £50m), 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: £nil),
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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, 15 a5 follows:

2022 2021
Amortised Amarnsed
Fair value cost i air value cast
Fairvalue Fair value Fair value  Fair value
through other through  Fair value Total through oiner  thraugh  Farr value Total
comprehensive profitand - hedging Financial carrying comprenensive profitand - hedging financial carrying
All figures in £ muthons Notes incame loss instrument assets value income’ [oss' Insirument avels value
Investments in
unlisted securities 15 24 109 - - 133 28 85 - - 133
Cash and cash
eguivalents 17 - 40 - 518 558 - 84 ~ 853 937
Derivative financial
instruments 16 - 5 54 - 59 - - 32 - 32
Trade recenvables 22 - - - 825 825 - - ~ B854 B854
Investment in finance
lease recevable 22 - - - 121 121 - - - 115 15
Otherrecenable e SR T O S S SR YA T S 87.
Total financial asset 24 154 54 1467 1,699 28 256 32 1,822 2,138

1 Comparative balances have beenrestated - see Note 1h.

The carrying value of the Group's financial assets is equal to, or approximately equal to, the market value, The other receivable relates to the receivable
which arcse on the disposal of the US K-12 business and was paid during the year.

The accounting classification of each class of the Group's financial liabilities, together wath their carrying values and market values, 15 as follows:

2022 20271
Amortised Amorsed
Fair value cost Fair value CosL
Fair value " value
through Fair value QOther Total Total troLgh Fair value Crther Toval Total
profit and - hedging financial carrying market ot sl hedging, finandal carnying market
All figures in £ milions Nates loss instrument. liabilities value value loss  nstrurment hahilities value value
Derivative financial
instruments 16 (23 (63} - (65) {65) (12) (22) - 34) (34)
Trade payables 24 - - (348) (348) (348) - - (357) (350 (351
Deferred and contingent
consideration 24 (79) - - (79] (79} (4] - - (44] (44)
Other borrowings due
within one year 18 - - (86) (86) (86) - - (155} (155} {155}
Borrowings due after
morethanoneyear 18 T T (1.144) LA2re)
Total financiai
liabilities (81) (63) (1,578) (1,722) {(1,674) (56) (22) (1,751 (1,829) (1,860)

The market value of leases has been stated at book value,
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Fair value measurement

As shown above, the Group's denvative assets and liabilities, unlisted securities, marketable secunties and deferred and contingent consideration
are held at fairvalue. Financial instruments that ore nieasured subseguently to imihal recogmition at fair value are grouped into levels 1 to 3, based
on the degree to which the fair value is observable, as follows:

Level 1 fair value measurements are those derived from unadjusted quoted prices in acuve markets for identical assets or liabilities.

Level 2 fair value measurements are those derived from inputs, other than guoted prices included within level 1, that are observable
for the asset or liability, either directly (as prices) or indirectly (derwved from prices).

Level 3 fair value measurements are those derived from valuation technigues thar inclurde inputs for the asset or hability that are not based
on abservable rmarkel data (unobservable inputs}).

The Group's bonds valued at £610m {2021: £767m} and money market funds of £40m (2021: £84m) included within cash and Cash eguivalents are
classified as level 1. The Group's derivative assets valued at £59m (2021: £32m) and derivative liabilities valued at £65m (2021: £34my) are classified as
level 2. The Group's investments i unlisted securities are valued at £133m (2021: £113m) and the cther receivable that was repaid in the year £3m
{2021: £87m) are classified as level 3.

The following table analyses the movements in level 3 fair value remeasurements:

2022 2071
Investments
Other im unlisted
All figures v millions receivable securities Total Total
Exchange differences 1 9 10
Acquisition of investments and other receivable 7 12 19
Repayments (92) - (92) (16)
Disposal of investments - (48) {48) (54)
Fair value movements - QCI - 18 18 4
- T - S <
Atend of year o 3 133 136 200

1 Coamparanve balances have been restated  see Note 1b

The fair value of the investments in unhisted securities is determined by reference to the finanoial performance of the underlying asset,
recent funding rounds and armounts realised on the sale of similar assets.

The other recervable at the beginning of the year arose on the disposal of the US K-12 business, and was repaid in January 2022, following a £16m
partial repayment in 2021

15. Other financial assets

Allfiguresing rufions 2021
At beginning of year 138
Exchange differences 9 1
Acquisition of investments 12 4
Disposal of investments {48) 1543
Fair value movements - OCI 18 4
Fair vaiue movements - income statemert O - 1 8
At end of year S 133 113

1 Comparatve balances have beenrestated  see Note 1

Other financial assets are unlisted securities of £133m (2021: £113m), of which £24m (2021 £28m) are classified at fair vaiue through other
comprehensive income {(FVOCI), with the rermairing £109m (2021: £85m) manly relating to investments in funds, being required to be held at fair
value through profit and foss (FYTPL). The assets, which are nat held for trading, relate to the Group's mterests in new and innovative educational
ventures across the warld. These are strategic investments and where perrmitted, the Group made the election to classify such investments as FVOC
on intal recognition of the assets. None of the investments are individually significant to the financial statements and therefore sensitvities have not
been provided.

During the year, the Group disposed of Investments that were classified 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 rernainder of the share capital was purchased by the Group and so the
investment is disposed as the companies are now fully consalidated. The cumulative gain on 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 to the management of financial risks is set out in note 19. The Group's cutstanding derivatve financial instruments are

as follows:

2022 2021
Gross T
notional Gross notional
All figures in L rmillions amaunts Assets Liabilities ArMoLns Assels Liabunties
Interest rate dervatives ~ in a fair value hedge relationship 177 - (§R)] 168 5 -
Interest rate derivatives ~ not in a hedge relationship 260 19 - 217 - 19)
Cross-currency rate derivatives - in a hedge relationship 83 34 (43) 331 24 20
FX derivatives - in a hedge relationship 355 (9) 237 3 )
EX dervatives - not 11 @ hedge relationship 573 5 {2 193 - e
Total 148 59 65) 1746 52 (34
Analysed as expiring:
In less than one year 1,028 16 (1 393 2 {4)
Later than one year and not later than five years 420 43 (54) 679 30 (26)
Laterthanfveyears T R T L S ] (o
Total 1,448 59 (65) 1,146 32 (34)

The Group's treasury polices anly 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 floatng and we expect to
receive inflows equal te the fixed rate debt interest, thesa are
classified as fair value hedges

— Where derivatives are used to create a future foreign currency
exposure Lo provide protection against currency movements
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 relationship.

The Group's fixed rate GBP debt 1s held as fixed rate instruments at
amortised cost.

The Group uses a combination of interest rate and cross currency
swaps ta convert its €300m EUR debt.

Receive Recewe

Notional COURON FXrate ortions] Fay toLpo
P U G BPEUR ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
£100m 1.375% 11295 £87m _ 331%

GBPUSD:

__________ €18im 1375% 1206 £1€0m  3402%
GBPUSD: USD Libor

£19m 1.375% 1.206 £23m +1.36%

To create the synthetic debt positions outlined above the Group
converts £100m to £87m at a rate of 3.51% thisis not in a hedge
relationship. The remaining £200m of its EUR fixed debt 1s swapped
to EUR floating debt via interest rate swap contracts that are in a
designated fair value hedge. The EUR floating debt is then converted
to GBP floating debt via ¢ross-currency swap contracts thatare in a
designated fair value hedge. The GBP floating debt 1s then canverted
to USD floating debt through cross-currency swap contracts that are
in a designated net investment hedging relationship. £160m of the
ELR deht is 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 derwatives including forwards, collars,
cross-currency swaps and swaptions to create synthetic USD debt as
a hedge of its USD assets and tc achieve reasonable certainty of USD
currency canversion rates, in line with the Group's Fx hedging policy.
As at 31 December 2022 the Group held FX outrights with a national
of $378m at an average rate of GBPUSD rate of 1.24.

The Group's portfolio of derivatives is diversifiad by maturity,
counterparty and type. Natural offsets between transactions within
the portfolic and the designation of certain derivatves as hedges
significantly reduce the risk of income statement volatility, The
sensitivity of the portfolio to changes in market rates Is set out

n note 15.

In 2021, the Group transitioned GBP exposures from GBP LIBOR to
SONIA. During the year, for USD exposures the Group transitioned
its RCF from USD LIBOR to SOFR, it plans to maove other exposures
including dervatives in the near future, The Group's risk
management strategy has not changed as a result of IBOR Reform
and it is considered to be immatenal to the financial staternents.

Fair value hedges

The Group uses Nterest rate swaps and Cross-currency swaps as
fair value hedges of the Group's euro 1ssued debt.

Interest rate exposure arises fram movernents in the fair value of
the Group's euro debt attributable to movements in eurg interest
rates. The hedged risk is the change in the euro bonds fair value
attributable to interest rate moverments. The hedged itemns are
the Group's euro bonds which are issued at a fixed rate. The
hedging instruments are fixed to floating euro interest rate swaps
where the Group recenves fixed interest payments and pays
three-month Eurtbor

As the cntical terms of the interest rate swaps match the bonds,
there 1s an expectation that the value of the hedging instrurment and
the value of the hedged item will move equally in the oppostte
direction as a result of movements in the zero coupan Euribor curve.
Potential sources of hedge ineffectiveness would be material
changes in the credit rsk of swap counterparties or a reducton ar
madification in the hedge item.



A foreign currency exposure arises from foreign exchange fluctuations on translation of the Group’s eurc 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 hedged items are a portion
of the Group's euro bonds. The hedging instruments are floating to floating cross currency swaps which ritigates an exposure to the effect of euro

strengthening against GBP within the hedge tem.

As the cnitical terms of the cross-currency swap match the bonds, there is an expectation that the value of the hedging instrument and the value
of the hedged item move in the opposite direction as a result of movements in the EUR.GBP exchange rate. Potential sources of hedge ineffectiveness
are a reduction or modification in the hedged item 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 assgciated with borrowings:

¢t arrying amount of
hedging instruments

All figures in £ myllions

Change in fair value of
hedging mstrumen:
vsedd To determing
hedge ineffectiveness

Mhaminal armourns of
nedging mstruments

177

Derivative financial instruments for interest rate risk (1) (16)
Derivative financial instruments for currency risk 33 9 266
2021

Carnyng amount o
All figures 1n £ myllions

hedging Insirumenis

Change in fair value of
nedging 1Instrument
usod to determine

Narunal amounts of
hedging instrurme s

Derivartive financial instruments for intarest rate risk 5 (5) 168
Derwvative financial instruments for currency risk 24 (20) 168
The amounts at the reporting date relating to iterns designated as hedge items were as follows:

2022

Accumulated amauns of

tair value hedge

adjustrents anthe

Carying amount of hedged item included in

Change in fair value of
hedged nem used 0
cletermine hedge

Line item in profir o1

Hedge fosws that includes nedge

Al igures in L rnllions hedged items the carrying amount neffectiveness meffectvensss neffectvenessy

Interest rate risk

Financial liabifities - borrowings (167) 11 15 (1) Finance costs

Currency risk

Finanaial liabilities - borrowings (167) n/a 14 - n/a
2021

All frigures in £ mullione,

Interest rate risk

Accumulated amount of
fair value herdge
adjustments on

the hedged itermn
Carrying armount of included i the carrying
hedged itermns AL

Change 1n far value of
hecged item used 1o
determine hedge

ineffectiveness

line item in profit or

Hedge loss that ncludes hedge

Ineffectveness

ineffectiveness

Financial hatxlities - borrowings (173) 4 5 - n/a
Currency risk
Financial liabilities - borrowings (173} n/a 20 - n/a

Hedge of net investment in a foreign operation

A foreign currency exposure arises from the translation of the Grou's net investments in its subsidianes which have USD and EUR funcuonal
currencies. The hedged risk is the risk of changes in the GBP:USD and GBP.EUR spot rates that will resutt in changes in the value of the Group's net
investment in jts USD and EUR assets when translated into GBP. The hedged items are a portion of the Group's assets which are denominated in
USD and EUR. The hedging instruments are debt and derivative finanoal instruments, including cross-currency swaps, FX forwards (including
non-deliverabie forwards) and FX roflars, which mitigates an exposure to the effect of a weakenirg USD ur EUR on the hedged item against GBP
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16. Derivative financial instruments and hedge accounting continued

It is expected that the change in value of each of these items will offset each other as there is a clear and direct economic relationship between
the hedging instrument and the hedged item in the hedge relationship.

Hedge ineffectiveness would arise if the value of the hedged items fell below the value of the hedging instruments; however, this is unlikely
as the value of the Group's assets denominated in USD and EUR is significantly greater than the proposed net investment programme.

The amounts related to irems designated as hedging instrurments were as follows:

2022

Charige in
Larrying, value of hedging Nominat Hedging Hedge
AMOouUnt of  iNstf ument used ta amounts  gans/losses) netfectiveness
hedging  deteumine hedge of hedging  recogmsedin recognised in
All figures in £ millions msTrurents nefrectveness IILMents ¢ profit or loss
Derivative financial instruments (50) (31 172 (31) -
Financial liabilities - borrowings {89) (5) (B8) (5) -
2021

Change in
Carrying value of hedging Nominal Hedging Hedgr
amaurnt of instrument used 1o amaounts gainsilasses) ineffectiveness
hedging determine hedge of hedging  recagnised in recagrisad in
All figrres in £ millions nslrumenis Inetfeciveniess STTUMmEnts ol profit ar loss
Derivative financial instruments 9 2) {400) (2 B
Financial liabilities - borrowings (240) 4 (240) 4 -

Included in the translation reserve 15 a cost of hedging reserve relating to the tme 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 December 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 ltalian business.

Offsetting arrangements with derivative counterparties

All of the Group's dervative finanaial instruments are subject to enforceable netung arrangements with individus| counterparues, allowing net
settlernent in the event of default of either party. Derwative financial assets and liabilities subject to offsetiing arrangements are as follows:

2022 021

Net
Gross Gross derivative Cross Gross  Net derivative
derivative derivative assets/ dervative derivatve ansetss

Al figuresn L mallions. assets liabilitie: liabilities Anuels liabilines liabihties

Counterparties in an asset position 30 a7 13 17 12y 5
Counterparties in a liab L S “ . .
Total as presented in the balance sheet 59 (65) (6) 32 (34) {2)

Offset arrangements in respect of cash balances are described in note 17.

Counterparty exposure from all derivatives is managed, together with that from deposits and bank account balances, within credit hmits that reflect
published credit ratings and by reference to other market measures (e g market prices for credit default swaps) to ensure that there s
no significant expasure ta 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 2 'Finanoal Instruments’.

176 Pearson plc Annual report and accounts 2022



17. Cash and cash equivalents {excluding overdrafts)

Al figures in £ millinns 2022 2021

Cash at bank and in hand 269 650

OO B oSS e e 289 277
558 937

Shaort-term bank deposits are invested with banks and earn interest at the prevailing short-term depaesit rates
At the end of 2022, the currency spht of cash and cash equivalents was US dollar 31% {2021: 37%), sterling 6% (2021: 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 tash and cash equivalents balance dassified as held for sale (2021 £nil). The Group has certain cash poeoling arrangements i US dnllars,
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 flaw 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 mn £ milicns 2022 2021
Non-current
3.25% US dollar notes 2023 (nominal amount $94m) - 70
1.375% Eurg notes 2025 (norminal amount €300}
3.75% GBP notes 2030 (nominal amount £350m;
iabilities {see note 35)

Current (dl-x-e within one year or ondemand)

3.75% US dellar notes 2022 {nominal ameunt $117m) - 87
Lease habilities {see note 35) 71 68
COverdrafis

Total borrowings

Included in the non-current borrowings above is £10m of accrued interest (2021: £10m). No accrued interest is included in the current borrowings
above (2027: £0.5m). In addition to the above, there are no non-current borrowings (2021 £nil} or current borrowings (2021; £nil) dassified as held for
sale. The maturities of the Group's nan-current borrowings are as follows:

All figures in £ rallions 2022 2021
Between onre:érnd two years 7 72 140
Between two and five years 442 435
Qver five years 630 . 670,
1,144 1,245

The carrying amounts and market values of barrowings are as follows:

2022 2021

Effective Carrying Market fHiective Carying Market

All figures in £ rmellions interest rate value value interecstale value vaiue
375% USdollar notes 2022 na - - 394% 87 87

3.25% US dollar notes 2023 n/a - - 3.36% 70 71
1.375% Euro notes 2025 1.44% 257 252 144% 257 260
3.75% GBP notes 2030 3.93% 353 310 3.93% 353 380
Overdrafts ] nva 1 M T R -
""""""""""""" 625 577 767 798
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18. Financial liabilities - borrowings continued

The market values stated above are based an clean market prices at the year end or, where these are not avalable, on the guoted market prices
of comparable debt issued by other companies. The effective interest rates above relate to the underiying debt instruments.

The carrying amounts of the Group's borrowings before the effect of denvatives [see notes 16 and 19 for further information on the impact

of derivatives) are denominated in the following currencies:

All figures in £ millions

Us dolla r-
Sterling

Euro

2022 2021

............................................................................... St
672 674

262 268
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 2 4
"""""""" 1,230 1,400

The Group had $1.19bn {£0.9bn) of undrawn capacity on its committed borrowing faclities as at 31 December 2022 (2021: $1.19bn (£0.9bn) undrawn).
The committed borrowing facilities have subsequently been reduced to $1hn. In addition, there are a number of short-term facilities that are utilised 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

The Group's approach to the management of finanaal risks together
with sensitivity analyses of its financial instruments is set out below.

Treasury policy

Pearson's treasury policies set out the Group's principles for
addressing key finandcial risks including capital risk, liquidity nsk,
foreign exchange risk and interest rate risk, and sets out measurable
targets for each. The Audit Committee receives quarterly reports
incarporating compliance with measurable targets and reviews and
approves any changes 1o treasury policies annually.

The treasury function is permitted to use derivatives where their
use reduces a risk or allows & transaction to be undertaken more
cost effectively. Derivatives permitted include swaps, forwards and
collars to manage forergn exchange and interest rate risk, with

foreign exchange swap and forward contracts the mast commonly

executed. Speculative transactions are not permitted.

Capital risk

The Group's objectives when managing capital are:

— To maintain a strong balance sheet and a scfid investment
grade rating;

— To continue to Invest in the business organically and
through acquisitions: and

— To have a sustainable and progressive dividend policy.

At 31 December 2022 the Group and its bonds were rated BEB-

(stable outlook) with Fitch Ratings Limited and Baa3 (stable outlook)
with Moody's Tnvestar Services,

Net debt

The Group's net debt pasition is set out below:

Allfigures in £ milions 2022 2021

Cash an-d cash equivalents 558 937

Overdrafts {15) -

Derivative financial instruments (6) (2)
Bonds (610) (767)
Investment in finance lease receivable 121 115

B0 S e ©03) . 633)
Net debt (557) (350

There are no balances held for sale as at 31 December 2022 or 31 December 20271
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Interest and foreign exchange rate management
The Group's principal currency expaosure 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 doflars to provide a natural hedge of this exposure, whichis achieved through issued US dollar 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 (2027: £1,400m)is all heid at fixed rates.

See note 16 far details of the Graup'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 deht or to satisfy future
Us dallar cash autflows.

Ihe Group does not have significant cross-border foreign exchange transactional exposures.

As at 31 December 2022, the sensitinty of the carrying value of the Group's finanaial instruments to fluctuations innterest rates and exchange rates
15 as follows:

2022

Impact of

Impact of 1% Impactof 1% Impact of 10% 10%

Carrying increase in decrease in  strengthening weakening in

Al figures in £ inillions value interestrates interestrates in sterling sterling

Other recevable 3 - - - -

Cash and cash equivalents 558 - - (25} )

Derivative finanaal instruments (6) 7 (6) (10) 12
Bonds (610) 4 (4) 24 (30
Other borrowings {620} - - 26 {32)

Investment in finance lease recewable 121 - - (11) 13
Deferred and contingent consideration (79) - - 4 (5)
Other net financial assers a7 T oL . B 47

Total T 23 11 (o (40) 43

2021

Ipact of 1% Impacte” 1% Impactof 10%  Impact of 10%

Carrying INCFC@EsE 11 decreasen  strengthening  weakerng in

Al figuresin £ millions value nterestrates  interestrales in stecling sterhing
Investments inunlisted securives 13 - - © 11
Other receivable a7 - - (8) 10

Cash and cash equivalents 937 - - (43} 53

Derivative financial instruments (2) 6 ©) 1) 1
Bonds (767) 5 (5) 37 (45)
Other borrowings (633) - - 57 70)

Investment in finance lease receivable 115 - - (11} 13
Other net financial assets 803 T “42) .51
Total ' 333 i an (20) 24

The table above shows the sensitivities of the fair values of each ¢lass of financial instrument to an isolated change in either interest rates or foreign
exchange rates. Other net financial assets comprise trade receivables less trade payables. A significant proportion of the movements shown above
would impact equity rather than the income statement due to the Iocation and functianal currency of the entities in which they arise and the availability
of net investment hedging.

The Group's income statement IS reported at average rates for the year while the balance sheet is translated at the year-end closing rate. Differences
between these rates can distort ratio calculations such as debt to EBITDA and interest cover. Adjusted operating profit translated at year-end closing
rates would be £9m higher (2021: £6m higher) than the reported figure of £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 £6/79m (2021 £606m).
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19. Financial risk management continued

Liquidity and refinancing risk management

The Group regularly reviews the level of cash and debt facibties
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 maturing debt, and
identifying an appropriate amount of headroom to provide a reserve
against unexpected outflows.

At 31 December 2022, the Group had cash of £0.5bn {2021, £0.9bn)
and no outstanding drawings (2021 £nil) on the US doilar
denominated revolving credit facility due 2026 of $1.18bn (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 out in notes 18 and 24 respectively,

At the end of 2022, the currency split of the Group's trade payables
was US dollar £234m (2021: £199m), sterling £71m (2021: £76m} and
other currencies £43m (2021: £76m). Trade payables are all due
within one year (2021: all due within one year).

The table below analyses the Group's bonds and dervative assets

and habilities into relevant maturity groupings based on the
remaining penod at the balance sheet date to the contractual

maturity date, Short dated dervative instruments have not been
included in this table. The amounts disclosed in the table are the
contractual undiscounted cash flows (iIncluding interest) and as such

may differ fram the amounts disclosed on the balance sheet.

Any cash flows based on a floating rate are calculated using interest

rates as set at the date of the last rate reset. Where this 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 to
customers, including outstanding receivables. Counterparty credit

limits, which take published credit rating and other factors into

account, are set to cover the Groug's total aggregate exposure to a
single finanaial institution. The imits applicable to pubhshed 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 Jhan Later than
ane monttr and nne year
less than bt less than Fve yeats

All figures in £ railhions one year five years ar mare sal ush GBP Crher atal
At31 December 2022 T T e
Bonds - 342 389 e - 455 276 FEL
Rate derwatives - inflows (4h)] @71) - (482) 24) (170) (288) (482)
Rate derivatives - outflows 1 490 - 491 224 255 12 491
FX forwards - inflows (304) - - (304) - {304) ~ (304)
FXforwards —outflows 3 T e 33 I 33 T 313
Total T M 361 389 749 200 549 - 749
At 31 December 2021
Bonds 107 386 403 896 162 468 266 BY6
Rate derwatives - inflows (&) {331 - (338) {9 (150) (179 (338)
Rate derivatives - outflows 12 339 4 355 203 150 2 355
FX forwards - inflows (148) - - (148) - {148} - (148)
FX forwards - outflo 148 R S 8 S 58 .18
Total ---------- 112 777777777777777 394 77777777 407 913 446 320 147 913

Cash deposits and dervative transactions are made with approved
counterparties up to pre-agreed limits. To manage counterparty nsk
associated wath cash and cash equivalents, the Group uses a mixture
of money market funds as wall as bank depaosits As at 31 Decemiber
2022, 77% (2021 81%) of cash and cash equivalents was held with
investment grade bank counterparties, 8% (2021; 9%) with AAA
money market funds and 15% (2021: 10%) with non-investment
grade bank counterparties.

For trade receivables and contract assets, the Group's exposure
to creditrisk is influenced manly by the individual characteristics
of each customer, However, risk associated with the industry and
country in which customers operate may also influence the credit
risk. The credit guality of customers 15 assessed by taking into
account finanaal position, past experience and other relevant
factors. Individual credit limits are set for each customer based
oninternal ratings. The compliance with credit mits is regularly
monitored by the Group. A default on a trade receivable is when the
counterparty falls to make contractual payments within the stated
payment terms. Trade receivables and contract assets are written
off when there is no reasonable expectation of recovery.
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The carrying amounts of financal assets, trade receivables and

cantract assets represant the maximum credit exposure

Trade receivables and contract assets are subject to impairment
using the expected credit loss madel. The Group apphes the IFRS 9
simplified approach 1o measuring expected credit losses which uses
a Ifetime expected credit loss allowance for all trade receivables

and contract assets. To measure the expected credit losses, trade
recewvables and contract assets have been grouped based on shared
credit risk characteristics and the days past due. See note 22 for
further details about trade receivables and contract assets including
movements in provisions for bad and doubtful debts.



20. Intangible assets - product development

Al figures in £ millio s 2022 2021
e S U
At 1 January 2,698 2514
Exchange differences 235 -
Additions 357 287
Disposals and retirements {191) (82
Nispnsal of <vheidiang (note 31) (186) 9
Transters oo ,

At31December

Amortisation

AL 1 January

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
Transfers e T @
At31December s 7 N =
Carrying amounts at 31 December o 975 894

Product development assets are amortised over therr estimated useful economic lives. Product developrment assets relating to content are amortised
over seven years or less, being an estimate of the expecred operating lifecycle of the title, with a higher propartion of the amortisation taken in the
earlier years. Product developrment assets relating to product platforms are amortised over 10 years or less. Amortisation 1s included in the income
staternent in cost of goods sold.

Product development assets are assessed for impairment triggers on an annual basis or when triggering events occur. In 2022, of the £15m (2021:
£19m)impairment charges, £13m (2021 £14m; 2020, £nil) have been recognised as a result of asset write-offs related to the major restructuring
programme. The full annual impairment test showed that there is adequate headroom across aff product development assets and accordingly no
further impairment charges were recognised in 2022 (2021 £nil; 2020: £nil),

21, Inventories

All figures in £ milhons 2022 2021
e PO TR e o
Wark in progress 2 2
Firnished gocds 93 84
Returns asset - 5

The cost of inventories recognised as an expense and included in the income statement in cost of goods sold amounted to £166m (2021: £171m;
2020: F219m) indluding £16m (2021: £22m; 2020; £41m) of inventory provisions. None of the inventory is pledged as security. Included within the
inventory balance is the estimation of the right to receive goods from contracts with customers via returns, The value of the returns asset is measured
at the carrying amount of the assets at the time of sale aligned to the Group's normal inventory valuation methodology less any expected costs to
recover the asset and any expected reduction in value. Impairment charges against the inventory returns asset are £nilin 2022 (2021: £nil; 2020: £nil).
The returns asset all relates to finished goods. The obsolescence provision takes account of the Group's digital first strategy and the increasing shuft
towards print on demand. The year-an-year reduction in inventories is due to increased provisions for obsolescence and a reduction in the praduction
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

Al figures in £ mithores 2022

Current

Trade receivables
Royalty advances
Prepayments
Investment in finance lease receivable
Accrued income

Other recevables

Non-current

Trade receivables 1
Royalty advances 5
Prepayments 12
Investment in finance lease recewable 104
Accrued income 2
Interest recejvable 3
Other receivables e 12
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 39

Accrued income represents contract assets which are unbilled amounts generally resulting from assessments and services revenue strea

ms where

revenue to be recagnised over time has been recognised in excess of customer billings to date. Impairment charges on accrued income assets are £nil
{2021 £nil). The carnying value of the Group's trade and other recevables approximates its fair value, Trade recevables are stated net of prowisions for

bad and doubtful debts. In addition to the above, there are trade receivables of £nil (2021: nil) classified as held for sale (see note 32).

The movements in the provision for bad and doubtful debts are as follows:

All figures in £ mitiens T 2022 2021
At beginning of year T 3 (74)
Exchange differences (3) -
fncome statement movements (18) (15)
Utilised 12 26
Disposal of subsidiary e eeee e oo e ] .
Atendofyear T ommmmmmmm (69) (63)
Concentrations of credit risk with respect 1o trade recenvables are limited due to the Group’s large number of customers, who are

internationally dispersed.

The agetng of the Graup's gross trade receivables is as follows:

All figures in £ millions 2022 2021
Within due date and one month past due date 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
Morethani12months pastduedate S 60 55
Gross trade receivables T 894 917

The Group reviews its bad debit provision at least twice a year following a detalled review of receivable balances, historical payment profiles, and
assessment of relevant forward-looking risk facters including macroeconomic trends. Management believes all the remaining recevable balances

are fully recoverable.

The decrease (N trade receivables held by the Group 1s 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

Uisposals Legal
All figures in £ rullions Property and closures and othet Tatal
At 1 January 2022 15 2 30 47
Exchange differences - - 4 4
Provisions made during the year 9 - 78 87
Provisions reversed during the year {1 - (6) 7}
Presvisions used Juning de yed: {1 - (30) (31)
At 31 December 2022 22 2 75 99
Analysis of provisions:
2022
Lisposals tegal
All figures in £ millions Froperty and closures and other Total
Current : g 2 74 85
22 2 75 99
2001
Current S 11 2 27 40
15 2 30 47
Property provisions in 2022 and 2027 relate to the simplification of the Group's property pertfolio (see note 4). Disposals and closures relate
to the disposal of the Pearson Institute of Higher Education.
Legal and other includes legal claims, contract disputes and petential contract losses with the pravisions utlised as the cases are settled.
Also included in fegal and other are other restructuring provisions that are generally utiised within one year
The year on year increase in provisions 1s mainly due to the 2022 restructuring programme (see note 4,
24. Trade and other liabilities
All figires mer millions 2022 2021
Current
Trade payables 348 351
Sales return liability 53 83
Deferred income 340 330
Interest payable 10 42
Accrugls and other liabilities e e D03 450
1,254 1.256
Non-current

Deferred income
Accruals and other liabilities

The carrying value of the Group's trade and other iabilities approximates its fair value. The deferred income balance comprises contract liabilities in
respect of advance payments in assessment, testing and training businesses; subscription income in schoo! 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) dassified
as held for sale (see note 32). The increase in trade and other habilities held by the Group is driven by an increase in accruals related to severance
arising from the 2022 restructuring programme and the recognition of delerred consideration in relation to acguisitions made in 2022,

Annual report and accounts 2022 Pearson plc 183



Financial statements
Notes to the consolidated financial statements continued

25. Retirement benefit and other post-retirement obligations

Background
The Group operates a number of defined benefit and defined contrbution retirement plans throughout the werld.

The largest plan is the Pearson Pension Plan (UK Groug plan) in the UK, which is sectionalised to provide both defined benefit and defined contribution
pension benefits. The defined benefit section was largely closed to new members from 1 Novernber 2006 The defined contribution section, opened in
2003, is open to new and existing employees, Finally, there is a separate section within the UK Group plan set up for aute-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 & guaranteed fevel of
pension payable for life. The level of benefits depends on the length of serwice and final pensionable pay

The defined contribution section of the UK Group plan operates a Reference Scheme Test (RST) pension underpin for its members. Where a member’s
fund value 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 armended to enable members who have sufficient funds to purchase an RST pension the ability to
convert their fund value into a pension N the UK Group plan as an alternative to purchasing an annuity with an insurer, The Group recognises any
assets and liabilites refating to these features of the defined contribution section as part af the averall UK Group plan obligation. From 1 fanuery 2027,
the Group also recognised the assets and habilities for all mermbers of the defined contribution section of the UK Group plan, accounting for the whole
defined contribution section as a defined benefit scheme under 1AS 19 Employee Benefits' as there is a risk the underpin will require the Group to pay
further contributions to the scheme.

The UK Group plan is funded with benefit payments from trustee-administered funds, The UK Group plan is admimstered in accordance with the Trust
Deed and Rules in the interests of its beneficiaries by Pearson Pension Trustee Limited.

At 31 December 2022, the UK Group plan had approximately 26,500 members, analysed in the following table:

All figures in % Active Deferred Pensioners Total
Defined bereft S - 16 33 49
Defined contribution . .+ S, SO 51
Total 12 55 33 100
The other major defined benefit plans are based in the US These are

also final salary pension plans which provide benefits to members in Koo deements

the form of a guaranteed pension payable for life, with the level of 2y JUage I

benefits dependent on length of service and final pensionabla pay.
The majority of the US plans are fully funded.

The Group also has several post-retirement medical benefit plans
(PRMBs), principally in the US. PRMBs are unfunded but are
accounted for and valued similarly to defined benefit pension plans

The defined benefit schemes expose the Group to actuarial risks,
such as life expectancy, inflation rsks and investment risk including
asset volatlity and changes in bond yields. The Group is not exposed
to any unusual, entity-specific or plan-specific risks,
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Whether the Group will be eligible to recewnve the surplus
assaciated with the UK Group Pensian Plar in recagnising a

pension asset.

The determination of the pension cost and defined benefit
obligation of the Group's defined benefit pension schermes
depends on the selection of certain assumptions, which
include the discount rate, inflation rate, salary growth and
longevity

Key areas of estimation




Assumptions

The principal assumptions used for the UK Group plan and the US PRMB are shown below. Weighted average assumptions have been shown for the

ather plans, which pnmarily relate te US pension plans.

2022 2021 2020
UK
Graup Other UK Group Orher UK Croup Lther

All tigres in % plan plans PRMB plar plans FRMB plan plans PRMB
Inflation 34 20 - 33 1.4 - 29 0.6 -
Rate tised tn discount plan habilities 4.9 5.3 5.3 [ 28 26 14 2.2 21
Expected rate of increase in salaries 3.9 29 - 3R 2.7 - 34 22 -
Expected rate of increase for pensions in payment and 195to 23510 205t0
deferred pensions 5.20 - - 5.10 - - 5.05 - -
Initial rate of Increase in healthcare rate - - 6.5 - - 6.3 - - 6.5
Ultimate rate of increase in healthcare rate - - 5.0 - - 5.0 - - 5.0
The UK discount rate is based on corporate bond yields adjusted to reflect the duration of habiliues.

The inflation rate for the UK Group plan of 3.4% (2021: 3.3%) reflects the RPI rate. In line with

changes to legislation in 2010, certain benefits have

been calculated with reference to CPI as the inflationary measure and N these instances a rate of 2.7% (2021: 2.6%) has been used. The CPI rate is
determined as a weighted average deduction from the RPI rate, and allows for the expected change to the formula for calculating RPI ta be in line

with CPIH from 2030 onwards.

For the UK Group plan, the mortality base table assumptions are derived from the SAPS S3 for males and females, adjusted to reflect the observed
expenence of the plan, with CMI model improvement factors. A 1.5% long-term rate improvement on the CME 2021 model is applied for both males

and females, with a weighung to 2021 mortality experience in the CWi 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,

Far the US plans, a mortality table (Pri - 2012) and 2021 improvement scale (MP - 2027} wath
has been adopted.

Using the above tables, the remaining average life expectancy in years of a pensioner retiring
UK Group plan and US plans is as follows:

generational projection for male and fermale annuitants

at age 65 on the balance sheet date for the

UK us
All figlres in years 2022 2021 2020 2022 2001 2020
Male 225 226 240 206 205 204
Female 24.7 24.8 243 226 225 224

The remaining average life expectancy in years of a pensioner retiring at age 65, 20 years after the balance sheet date, for the UK and US Group plans

15 as foliows.

LK us
Al figuras n years 2022 2021 2020 2022 2021 2020
Male 41 242 285 221 20 29
Female 26.4 26.5 26.1 24.0 239 238

Although the Group anticipates 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 1s 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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25, Retirement benefit and other post-retirement obligations continued

Financial statement information

The amounts recognised in the income statement are as follows:

2022
Defined
UK Graup benefit Defined
All figures in £ millions plan other Sub-total contribution PRMB Total
Currentservice cost T 17 2 19 46 - 65
Past service cost 3 - 3 - - 3
Administration expenses e DT T R
Total operating expense 27 2 29 46 - 75
Interest on plan assets (77 (3) - - (80)
Interest on plan liabilities 67 3 C - 1 n
Net finance (income)fexpense 0o S L./ S IS L )
Net income statement charge 7 17 2 19 46 1 66
2021
Defined
LK Group tenefic Defined
All figures in £ millions plan ather sub-iotal contribution PRVB Tatal
Current servicé cost ‘ . 17 2 19 7 - . 56
Past service cost - - - - N .
AGMINISITAUON @XPENSES | oo oo O e Tt e B T T 8
Total operating expense 23 2 25 37 - 62
Interest on plan assets (55) (2) (57) - - (57
Intereston plan liabitles . PP R, Y22
Net finance (incomeyexpense e ) ! ) I ] L— @
Net income statement charge 17 3 20 37 1 58
2020
Dehned
JK Group Benefit Detined
All figures in £ millions plan ather sub-total contrbunan PRMH Tootal
Curren servicéﬁgost 77777777777777777777777777777777777777777777777777777 6 P 8 -------------- a7 - . Sé
Past service cost 1 - 1 - - 1
Curtaiiments - M m - - m
Administration expenses 2 e e ER ] 2
Total operating expense 12 1 13 47 - 60

Interest on plan assets

Interest on plan habilities

Net income statement charge
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The amounts recognised in the balance sheet are as follows:

2022 2021
Other Other
UK Group Other funded unfunded JK Group  Other funded unfunded
All figures in £ milficns plan plans plans Total plan plans plans Tetal
Fairvalue of plan assets - 3088 104 o 3,102 4125 120 o 4,245
Present value of defined
benefit obligation o @514 (e 07 2637 {3.588) (123 RS BT
Net pensinn asset/(liability) 574 (2) (17} 855 537 13 (£0) 514
Other post-retirement medical
benefit obligation (25) (34)
Other Pension acCruals e e 0o RS
Net retirement benefit asset 820 47
Analysed as
Retirerment benefit assets 581 537
Retirerment benefit obligations {61) (66)
The following gains/(losses) have been recognised In other comprehensive Income:
All figuresin £ rllicres 2022 2021 2020
Amounts recognised for defined benefit pians S aa 145 (24)
Amounts recognised for post retirement medicalbenefitplans e, 10 ] .
Total recognisedinyear 54 149 (23)
The fair value of glan assets comprises the following:
2022 2021
UK Group Other LK Group Crher
All tigures in % plan funded plans Tatal plan  funded plans Total
surance T 33 o 3 3 T 3
Eguities 15 1 16 1" 1 12
Fixed interest securities 7 2 9 7 2 9
Property 6 - 6 5 - 5
Poaled asset investment funds {including LDI) 22 - 22 30 - 30
Other 14 - 14 9 - 9
The plan assets do not Include any of the Group's own financial nstruments, 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 Quoted No quoted
Al figures in % market price  market price market price marke? price
Insurance 33 I o 35 -
Equities 16 - N 1
Fixed-interest securities 9 - g -
Property - 6 - 5
Pooted asset investment funds (including LDI) 22 - 30 -
Ocher e ] LN F .
Total e 81 19 85 15
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information continued
The liquidity profile of the UK Group plan assets 15 as follows:

All figures in % 2022 2021
Liguid - call <1 month 47 51
Less liquid - call 1-3 months 2 -
liquid - call >3 months 51 49
Changes in the values of plan assets and habilities of the retirement benefit plans are as follows:

2022 2021

UK Group Other UK Croup otner

Al figures in £ millions plan plans Total plan plans Totat
Fair value of plan assets
Opening fair value of plan assets 4,125 120 4,245 3,588 19 3,707
Recognition of Money Purchase assets - - - 513 - 513
Exchange differences - 12 12 - 2 2
Interest an plan assets 77 3 80 55 2 57
Return on plan assets excluding interest (1,000) (18) {1,018} 71 3] 77
Contributions by employer 15 2 17 14 1 15
Benefits paid (136) (15) (151) 123) (10} (133)
Contributions by employees - R A - 7 - 7
Closing fair value of planassets 3088 104 31%2 4125 120 4245
Present value of defined benefit obligation
Opening defined benefit obligation (3,588) (143) (3,731) {3,178) (156) {3.334)
Recognition of Money Purchase liabilities - - - (513} - 513
Exchange differences - (14) (14) - m m
Disposals - 1 1 - - -
Current service cost an {2) (19) (17 (2) (19)
Past service cost (3} - 3) - - -
Adrministration expenses @) - 0] (6) - (&)
Interest on plan liabiliies (67) (3) {70) {49) (3) (52)
Actuarial (losses)/gains — experience (25) 2} (27) (100) 3 97
Actuanal gains/{losses) - demographic 14 - 14 (1} - (1}
Actuarial gains ~ financial 1,050 25 1,075 160 33 166
Contributions by employees {7 - 5 % - 7
Bereftspaid o N36 M L L S L ARE =3
Closing defined benefit obligation (2,514) (123) (2,637 (3.588) (143) (3.731)

From 1 January 2021, the Group has recognised the assets and liabities for all members of the defined contribution section of the UK Group plan,
accounting for the whole defined contribution section as a defined benefit scheme under IAS 19 ‘Employee Benefits'. The net impact on the balance
sheet was £nil, however, the gross amounts of £513m can be seen in the table above. Subseguent movements to those assets and liabilities are

included in the relevant lines in the table above.

The weighted average duration of the defined benefit obligation is 13 years for the UK and six years for the US.

188 Pearson plc Annual report and accounts 2022



Changes in the value of the US PRMB are as follows:

All figuresan £ millans 2022 2021
Opening defined benefit obligation (34 39
Exchange differences (3) {1
Interest on plan fiabilities (1) m
Actuarial gains - experience 5 2
Actuarial gains - financial S 2

i i 3

B
Closing defined benefit obligation

e

Funding

The LK Group plan is self-administered with the plans assets being held independently of the Group in trust. The trustee of the UK Group plan is
required to act in the best interest of the plan’s beneficianes. The mast recent tnenrial actuarial valuation for funding purposes was completed as at
1 January 2021 and this valuation revealed a technical provision funding surpius of £160m. The UK Group plan expects ta be able to provide benefits
{in accordance with the plan ruies) with a very low level of rekance on future funding from the Group

Assets of the UK Group plan are divided into two main elements: liability matching assets and return seeking assets. The UK Group plan's investment
strategy allocates approsimately 95% Lo matching assets and 5% to return-seeking assets.

Liability matching assets are assets that produce cash flows that can be expected to match the cash flows for a proportion of the membership, and
include a hability-driven investment mandate (L) for which a Qualifying Investor Alternative Investment Fund (QIAIF) was established, managed by a
subsidiary of Legal & General Investment Management. The QIAIF invests in UK bonds, interest rate/inflation swaps and other derwative 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 policies with Legal & General and Aviva in 2017 and 2019, 95% of the UK Group plan's pensioner liabilities were
matched with buy-in pelicies. These transfer significant longevity risk to Aviva and Legal & General, reducing the pension risks being underwritten by
the Group and providing additional security for members,

Return-seeking assets are assets invested with a longer-term horizon to generate the returns needed to provide the remaining expected cash flows
for the beneficaries, and include diversified growth funds, property and alternative asset classes.

Recent economic and geopolitical uncertainty has increased velatility in the valuation of certain assets, i particutar the LD and msurance contracts.
However, these maovements are offset by equivalent 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 is no significant concentration of risk.

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 point increase and decrease in the discount rate on the defined benefit obligation and the total pension expense
15 as follows:

2022
AltigaresnEmilions 1% increase 1% decrease
Effect:
(Decreasel¥increase in defined benefit obligation - UK Group plan (209) 261
{Decrease)incregse in defined benefit obligation - US plan &) 7
The effect of members living one year more or one year less on the defined benefit obligation is as follows:

2022

T Oneyear  Oneyear

All figures in £ milhions increase decrease
Effect:
Increasef{decrease) in defined benefit obligation - UK Group plan 59 {59)
Increase/{decrease) in defined benefit obligation - US plan 3 (2)
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The effact of a half percentage point increase and decrease in the inflation rate is as follows:

Increase/{decrease) in defined benefit abligation - 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 eccur and changes in some assumptions may be correlated. When calculating these sensitivities, the same method has been applied to
caleulate the defined benefit obligation as has been applied when calculating the liability recognised in the balance sheet. This methadology 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 £ millions 2022 2021 2020

The Group operates the following equity-settled employee option and share plans:

Worldwide Save for Shares Plan - The Group has a Worldwide Save for Shares Plan. Under these plans, employses can save a portion of their manthly
salary over a period of three years. At the end of this period, the employee has the option to purchase ordinary shares with the accumulated funds at a
purchase price equal to 80% of the market price prevailing at the time of the commencement of the employee’s particpation In the plan. Options that

are not exercised within six months of the end of the savings period lapse unconditionally.

Emplayee 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 periods. At the end of the period, the employee has the option to purchase American Depasitary
Receipts (ADRs) with ther accumulated funds at a purchase price equal to 85% of the lower of the market prices prevailing at the beginning or end
of the pericd.

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 is normally dependent on continuing service over a three to five-year period, and in the case of Executive
Directors and senior management upon the satisfaction of corporate performance targets over a three-year period. These targets may be based

on market and/or non-market perfermance criteria. Restricted shares awarded to Executive Direcrors in May 2022, May 2021 and May 2020 vest
dependent on relative total sharehalder return, return on invested capital and adjusted earnings per share growth. These awards are (n addition o
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 shareholder return. Other restricted shares awarded in 2022, 2021 and
2020 generally vest depending on continuing service over periods of up to four years Included within the total share-based payments charge in 2022
was £3m (2021: £nil; 2020: £ril)y in respect of remuneration for post-acquisition 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 talendar year preceding the date of
grant {on the same basis as the Annual tncentive Plan). Subseguently, the shares vest dependent an continuing service over & three-year period, and
additionally, in the case of the Pearson Executive Management team, upen satisfaction of non-rarket based performance criteria as determined by
the Remuneration Committee. Restricted shares awarded as part of the 2020 Management Incentive Plan were granted in April 2021 1n 2027 this
schernme was replaced by the Long-Term Incenitive Plan for senicr management.

The following shares were granted under restricted share arrangements:

2022 J0z1
Number of Weighted average Murmber of weighied average
shares fair value shares far value
000s £ 000)s i
Long-Termlncentive Plan 7584 781 83 727
Management Incentive Plan -~ - 630 7.71

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 Pian that vest unconditionatly is determined using
the share price at the date of grant. Participants under the plans are enutled te dwidends dunng the vesting period and therefore the share price is
not discounted.

Restricted shares with a market performance candition were valued by an independent actuary using a Mante Carlo model. Restricted shares with
a non-market performance condition were fair valued based on the share price at the date of grant. Non-marker performance conditions are taken
into consideration by adjusting the number of shares expected to vest based on the most Iikely cutcome of the relevant performance cnitena,
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27. Share capital and share premium

Number of Shiare Share
shares capial 1 eI
0o0s fm fm
AtTlanuary 2021 753,258 188 2620
Isstie of ardinary shares - share option schemes 3544 1 b

Purchase of own shares -

T T JE e JRUan st S
Issue of o dinary shares - 5|a -E- Op|O S “"e‘“r'\‘és o 1,199
.,._..._....._..._..._!\{_._........_....._. o e e e en e am e e e e el ,,,,,,,,,,,(,,, o ,,,,,),,,,,,,A.. (_), R

The ordinary shares have a par value of 25p per share {2021: 25p per share). Al issued shares are fully paid. All shareholders are entitled to receive
dividends 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 nominal value of these shares, £10m, was transfecred to
the capital redemption reserve, and the remainder of the purchase price 1s recorded within retamed earnings, 1 2021, nio shares were bought back,

The Group manages its capital to ensure that entities in the Group will be able to contunue 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 1ssued capital, reserves and retained earnings.

The Group reviews Its capital structure on a regular basis and will balance its overall capital structure through payments of dividends, new share issues
as well as the issue of new debt or the redemption of existing debt in line with the financial risk policies outlined in note 19,

28. Treasury shares

Number of
shares
000s £
AUl Janwary 2021 TR - 7
Purchase of treasury shares 2,158 16
Newly 1ssued treasury shareg 2,500 1
Reledse O AUy SRareS e e 3,990)

At 31 December 2021

Purchase of treasury share's'm
Release of treasury shares. e
ht 31 December 2022 )

The Group halds Pearson ple shares in trust ta satisfy its obligations under its restricted share plans (see note 26). These shares, representing 0.3%
(2021: 0.2%) of called-up share capitat, 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 plc treasury shares was £18m (2021: £10m).
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29. Other comprehensive income

2022
Attributable to equity holders of the company
Fair value Frans, o mntruw]l?r?g-
Ail figures in £ millions reserve reserve earnings Total interest Total
I'tems“that' ma‘y-'-'l':ve reclas-.;n-t" ed to the income statement
Net exchange differences on translation of foreign operations - 328 ~ 328 2 330
Currency transtation adjustment disposed (5) - (5 - (5)
Attributable tax - - 4 4 - 4
Items that are not reclassified to the income statement
Fair value gain on other financia) assets 18 - - 18 - 18
Attributable tax - - 1 1 - 1
Remeasurement of retirement benefit obligations - - 54 54 - 54
Attribusabletax e SO a2 (I - (12)
Other comprehensive mcomel(expense) for the year 18 323 47 388 2 390
2021
Allributable to equity halders of the company N
Fatr waliue Translator Retaineed caritr eling
All figures in £ mallions reserve reserve earmngs Toual inzerest utal
Items that may be reclassnf'ed to the income statement
Net exchange differences on translation of foreign operations - (6) - (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 other financial assets 4 - - 4 ~ 4
Attributable tax - - M n - m
Remeasurement of retirement benefit obhigations - - 149 148 - 149
Atmbutable tax e e T T CAN () S T (61)
Other comprehenswe |ncomel(expense) for the year 4 (2) 97 <9 - 99
1. Comparative balances have been restated - see Note 1b.
2020
Atributable to cauty holders of the campany
Non-
Fair value aranslanon Retained controling
All figLres in £ millions reserve reserye 2almgs Total Interest Total
ltems that may be reclasstfied to the income statement
Net exchange differences on translauon of fareign aperations - (109) - (109) - (109)
Currency transfation 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 finandial assets (12) - - (12) - (12)
Attributable tax - - - - - _
Remeasurement of retirement benefit cbligations - - (23) (23) - (23)
Attroutable tax e e e B 2o T 2
Other comprehenswe mcomel(expense) for the year 12) I 79) (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 acquired 100% of the share capital in Credly Inc {Crediy), having previously held a 19.9% interest m the company. Credly
was founded i 2012 it New York and i5 a digital credential service provider whose platform enables customers to design, create, issue and manage
digital credentials. It now forms part of the Workfarce Skills division. Total consideration was £149m compnsing upfront cash consideration of £107m,
Pearson's existing interest valued at £31m and £11m of deferred consideration, The deferred consideration is payable in two years, with additional
amounts being payable if certain revenue and non-financial targets are met, and dependent on continuing employment, and therefore these additional
amounts will be expensed over the period and are not treated as consideration.

On 28 Apnil 2022, the Group acquired 100% of the share capital of ATI STUDIOS AP.P.5 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 praducts. It now forms part of the
Enghst Language Learning division lotal consideration was £135m comprising upfront cash consideration of £105m, and deferred consideration of
£30m. The deferred consideration is payable over the next two years with no performance conditions attached. In addition, a further $29.6m (cf 24m)
of cash and $10m (cE8my) in shares will be paid aver the next four years, dependent on continuing employment, and therefore these additional
armaunts will be expensed over the period and are nat treated as consideration.

These transactions have resulted in the recognition of £202m of goodwill, which represents the expected growth through new products and
customers, the workforce and know-how acquired and the anticipated synergies, none of which can be recognised as separate intangible assets.
The goodwil1s not deductible for tax purposes.

Intangible assets of £99m have been recogrised 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 madels. The key assumptions that feed into the valuations a1 e the cash flow forecasts, revenue
projections from existing customers, forecasted profit margins and discount rates. For Credly, £49m of intangible assets were recognised, manly
relating 1o the existing customer relationships that will be amorused over 20 years, and technclogy which will be amortsed over five years. For Mondly,
£50m of Intangible assets were recognised, the majority of which relates to acquired technology. and will be amertised 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 acquisition of 100% of the share capital of Faethm Heldings Pty Limited {Faethm), having already held 9%
of the share capital previously. Faethm uses artificial intelligence and analytics services to help governments, companies and workers understand the
dynarnic farces shaping the labour market. Fasthm now forms part of the Workforce Skills division The total consideration for the transaction was
£65m, which included £10m of contingent consideration, dependent upon meeting certain earnings targets. The contingent consideration was valued
at the net present value of the Group's best estimate of the amount that will be payable. in 2022, contingent consideration amounts have been settled
resulting in the recognition of an £8m gain in the income statement within other net gains and losses.

In addition, the Group made two additional acquistions of substdiarnes for total consideration of £11m. In both cases, the Group acquired 100% of the
share capital of the respective entities, Opinton Interactive LLC (also known as Spothght Education) was acquired in February 2027. MZ Development
Inc. was acquired in July 2021, Both form part of the Assessment & Qualifications dvision.

The Group also made additional investments in assoaates, which are detalled in note 12, and are notincluded below.

Details of the fair values of the assets and liabilities recognised at the acquisition date and the relsted consideration is shown ¢ the table below.
Amounts for intangible assets and goadwill 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 *igures in £ milions Credly Mondly Other Total Toral Total
Intangible assets 49 50 " 110 27 -
Deferred tax asset 7 1 - 8 11 -
Trade and other receivables 6 2 - 8 2 -
Cash and cash eguwalents 12 1 - 13 4 -
Trade and other liabilities (18) (8) - {26) (5) -
Deferred taxliabllives 2@ @ e e -
Net assets acquired 44 38 9 91 33 -
Total o 149 135 11 295 76 -
Satisfied bhy:
Cash consideration 107 105 1" 223 54 -
Contingent or deferrcd considerahon 11 30 - 41 16 -
air value of existing ivestment - | R e R L L -
Total consideration 149 135 1" 295 76 -

Credly generated revenues of £13mand a loss after tax of £4m for the period from acquisition date to 31 December 2022 Mondly generated
revenues of £11m and a profit after tax of £3m for the period from acquisition date to 31 December 2022, If the acquisitions had occurred on 1
Jaruary 2022, the Group's revenue would have been £7m higher and the profit after tax would not have been materially different.
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30. Business combinations continued
Total acguisition related costs of £20m were recognised in 2022 within other net gains and losses.

The net cash cutflows related to the acquisitions are set out In the table below. In addition to the current year acquisitions, the other net cash outflows
on acquisition of subsidianes in 2022 and 2021 relate to deferred payments for prior year acquisitions.

2022 2021 2020
All figres in £ millions Total Total Tatal
Cash"f-iow or;"acquis-i;cions S )

Cash — current year acguisitions {223) (54) -
Cash and cash equivalents acquired 13 4 -
Deferred payments for prior year acquisitions and other items (10) [C] )]
Acguisition costspaid e e B Mo =
Net cash outflow 7 (228) (55) (6)

31. Disposals and business closures

In March 2021, the Group announced that it was launching a strategic review of its international courseware local publishing businesses. In 2022, the
Group disposed of its interests in the Canadian educational publisher (ERPY), Pearson ltalia 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

is a significant judgernent. The Group's judgement is that the results and cash flows of the related businesses should not be classified and presented
as discontinued operations. The basis of this judgerment 1s that the businesses disposed do not constitute & separate major line of business or
geographical area of operations. The Group will continue to aperate in the international K12 courseware market and in all geographical areas where
disposals have taken place. All of the businesses subject to this judgement are within the Strategic Review segment and represent £126m of sales for
the year ended 31 December 2022 out of the total sales in the Strategic Review segment of £154m. If the Group had concluded that these businesses
represented discontinued operations, their results and the related gans on disposal would not have been incduded within each of the continuing
operations Income statement lines. Profit for the period from 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 2027, the Group completed the sale of its interests In the Pearson Institute of Higher Education (PIHE) in South Africa resulting in a pre-tax
loss of £5m. In October 2021, the sale of the Group's interests in K12 Sistemas in Brazil was aiso completed for consideration 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 undar strategic review

In April 2020, the Group completed the sale of the remaining 25% interast in Penguin Random House resulting in a pre-tax profit of £180m
There were no cther material disposals in 2020. Deferred proceeds relating to the K12 sale were received in 2022, 2021 and 2020 (see note 14).

None of the 2021 or 2020 disposals met the critena to be considered a discontinued operation on the basis that they did not represent major hnes
of business or geographical areas of operations.
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The table below shows a surmmary of the assets and liabilities disposed of:

All figures m F millians Neores 2022 2021 2020

Disposal of sﬁ-séi;:li“alries and associate;m

Intangible assets, including goodwill (77 3 ~

Property, plant and equipment (11) (48 -

Investments in joint ventures and associates - - (418)
Intangible assets - product developrment (39 15 -

Inventories (33) (2] -

Trade and other receivables (106) {6) -

Deferred tax (12) - -

Cash and cash equivalents (excluding overdrafts) {21) 24 -

Provisions far other liabilines and charges 1 3 -

Retrement benefit obligations 2 - -

Trade and other liabilities 52 4 -

Financial habilites - borrowings 8 A7 N

Net assets disposed 236) (s) (418)
Cumulative currency translation adjustment 5 (4} 70

Cash proceeds 291 108 531

Deferred proceeds 2 - -

Cosssofdisposal @5 .9 ﬂ

Gain on disposat ' 37 55 184

All figures in g milbions 2022 2021 2020

Cash flow from disposals

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 liabllitespaid L - N an ] (5)
Netcashinflow S - - SO - 4 631

Analysed as:

Cash inflow from disposal of subsidiaries 333 83 100

Cash inflow from disposal of joint ventures and associates - - 531
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32. Held for sale

At 31 December 2022, the Group has entered into an agreement to dispose of a property that was previously 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 ciassified as held for sale and have a carrying value of £16m as at 3T December 2022,

At 31 December 2021, 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
December 2021. The businesses that were included in the Strategic Review segment as at 31 December 2021 did not meet the criteria for classification
as held for sale as at 31 Decamber 2021 on the basis that the Group was not sufficiently advanced 10 the sales process at that time for the sale to be
considered highly probable

The held for sale balances are analysed as follows:

Allfigures in £ millons

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 statutary profit and cash flow measures 1o the corresponding adjusted measures. The table on the next page reconciles operating cash flow to
net debt.

Crher Dradends
net Purchase/ rom joing
ET JK Pension dispusal of Net addition NETH LTS
Satutary  Cost of major and  Itangible  discretionary PPEand  of ight of use and  Adjusted
allgures m t rihon Measures  resructurng e charges INCreases software® assets®  assoOales  measures
o
Operating profit 27 150 (24) 56 3 - - - 456 Adjusted
operating
profit
Net Cash generated from 527 35 - - - (133) (29) 1 401 Operating
aperations cash flow

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, oo s

Operatingprofit 183 214 83y 51 T T e T  Adusted.

cperating
profit
Net Ca;h generated from 570 24 - - - (176) 130) - 388  Operating
operations cash flow
_________________________________ S5
‘Cperatingproft a1~ a7 so o S o o 313 Adjusted
operating
profit
MNet Cash generated from 450 38 - - - (134) (43} 4 315 Operating
operations cash flow
*Inciudes Investment property
All figures in £ millions 2022 2021 2020
Operating cash flow T T 401 388 315
Tox paid (109) {177} P
Net finance costs paid (35) {54) (50
Net costs pad far major restructuring B8 29 38
Freecashflom 272 133 229
Oividends paid (including to non-controlling interests). e e, 5T Q49 (147
Net movement of funds from 6bérations ----------------- 65 {16) 82
Acquisitions and disposals 105 62 619
Drsposal of lease liabilities 8 67 -
Loans repaid - - 48
Net equity transactions (383) )} (176}
Other movements on finandial instruments . @ ] 10 (20)
,'_‘i"_?_‘,’f—'_'f‘}?,',‘,!,i,’,‘,,!!,‘?,":,d-e“l;{-"mmm e k2O 13 523
Openingnetdebt T {350} (463) (1,018}
Closing net debt (557) (350) (463}
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33. Cash generated from operations continued

Net cash generated from operations is translated at an exchange rate approximating the rate at the date of cash flow. The difference between this rate
and the average rate used to translate profit gives rise to a currency adjustment in the reconciliation between net profit and net cash generated from
operations. This adjustment reflects the timing difference between recognition of profit and the related cash receipts or payments.

Operating cash flow and total free cash flow are non-GAAP (non-statutory) measures and have been disclosed and reconciled in the above table as
they are commoniy used by investors to measure the cash performance of the Group. In the cash flow statement, proceeds from sale of property,

plant and eguipment comprise:

All figures in £ millions 2022 2021
Net baok amount 9 4
Profit/(loss) on sale of property, plart and equipment 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 value Fareign Transfer from New leases/

and other exchange Financing cash  non current 1o disposal of
All figures in £ milhons 2021 Muvermnents maovemen:s flowe current teases 2022
Financial liabilities
Non-current borrowings 1,245 (14) 61 (76) (92) 31 1,155
Current borrowings 157 (10) 16 (188) 6B
Total 1.402 (24) 77 (264) - 30 1,221

fair value Foreign Transfer from New leases/

and athoer exthange  Finanding cash  non-current ta dispasal of
Allfigures in £ millions 2020 mavemen:s movements flows current leases 2021
Financial liabilities
Non-current borrowings 1,458 (20) 2 - (160) (36) 1,245
Current borrowings 248 9 4) (255) 160 {n 157
Total 1,706 (11} {n [255) - (37 1402

Non-current borrowings include bonds, denvative financial instruments and leases. Current borrowings include loans repayable within one year,
dervative financial instruments ang leases, but exclude overdrafts classified within cash and cash egquivalents.

34. Contingencies, other liabilities and commitments

l Key judgements I

— The application of tax fegislation in relation to provisions
for uncertain tax positions.

I Key areas of estimation J

— The level of provisions required in relation to uncertain tax
positions is complex and each matter 1s separately
assessed. The estimation of future settlerent amounts 1s
based on a number of factors including the status of the
unresolved matter, clanty of legislation, range of possible
outcomes and the statute of limitations.

There are contingent Group habilities that arise in the normal course
of business in respect of indemnities, warranties and guarantees in
refation to former subsidianes and in respect of guarantees in
relation to subsidianes, joint ventures and associates. In addition,
there are cantngent habilities of the Group in respect of unsettied
or disputed tax liabilities, legal claims, contract disputes, royalues,
copyright fees, permissions and ather rights. None of these claims
are expected to result in a matenal gain or loss to the Group.

On 25 April 2018, the European Commission published the full
decision that the United Kingdom controlled foreign company group
financaing partial exemption (FCPE) partially constitutes State Ad. This
decision was appealed by the UK Government and other parties. On
8 june 2022, the EJ General Court dismissed the appeal following
which it has been concluded that a provision is now required in
relation to this 1ssue.
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The total exposure in relation to this issue s calculated to be £105m
(excluding interest) with a provision of £63m now included in the
results reprasenting our estimate of the expected value. At 31
December 2027, it was considered to be a contingent liability. This
1ssue is specific to periods up to 2018 and is not a continuing
exposure.

The Group is under assessment from the tax authorities i Brazil
challenging the deduction for tax purposes of goodwill amertisation
for the years 2012 to 2017. Similar assessments may be raised for
other years. Potential total exposure (including possible interest and
penalties) could be up to BRL 1,212m (£190m) up to 31 December
2022, Such assessments are common in Brazil The Group believes
that the likehhood that the tax authorities will ultmately prevail is low
and that the Group’s position is strong. At present, the Group
believes no provision 1s required.

The Group is also under assessment from the UK tax authorities in
relation to an issue related to the UK's FCPE legislation with the
relevant years being 2019 to 2027, The maximum exposure 15
calculated to be £44m, with a provision of £13m currently held in
relation to this issue. The provision is calculated considening a range
of possible cutcomes and applying a probability to each, resulting in
aweighted average outcome. The pessitle cutcomes considered
range from no liability through 1o the full exposure (£44m). This 1ssue
is speafic to 2019 to0 2021 and is not a cantinuing exposure.

AL the balance sheet date there were no commitments for capital
expenditure contracted for but not yet incurred. Commitrments in
respect of leases are shown in note 35.



35. Leases

The Group's lease portfolio cansists of approxirmately 720 property leases, mainly offices and test centres, together with a number of vehicle and
equipment leases. The Group has elected not to recognise right-of-use assets and lease ligbilities for short-term leases that have a lease term of 12
manths or less and leases of low-value assets. The Group recognises the lease payments associated with these leases as an expense on a straight-ine

basis over the lease term.

As a lessee:
The amounts recognised in the income staternent are as follows:

All igures in £ millions

Interest an lease habiites

Expenses relating to short-term leases
Depreciation of right-of-use assets
Impairment of right-of-use assets

Note 2022 2021 2000
- @ @ (41)
- - gy
10 (46) (49) (68}
10 (34) {119) (4)

Lease habilities are included within financial liabilities — borrowings 1 the balance sheet, see note 18. The maturinies of the Group's lease liabilities are

as follows:

All ﬂgurPS inf mlmmg 2022 2021
Less than one yEaﬁr: 7777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777 - 94 o 92
Qne to five years 320 318
More than five years e 332 354
TF!FP_'_}!_’.‘_‘?!!EE?.‘:'.".F‘,’-!’,!,‘???9,,',!9P',',','F!,‘?,? ,,,,,,,,,,,,,, . ; . . T 804
Lease liabilities included in the balancesheet 805 . 633
Analysedas: 7

Current 71 68
Non-current 534 565
There are no lease liabilites classified as held for sale.

The amounts recognised in the cash flow statement are as follows:

All flgures in £ millions 2022 2021 2000
Total cash DUtﬂOW for Ieases as a Iessee 777777777777777777 118 1 W 5 1 33

At the balance sheet dare commitments for capital leases contracted for but not yet incurred were £5m (2021 £3my). Extension and termination
options and variable lease payments are not significant within the lease partfolio. Short-term leases to which the Group is committed at the balance
sheet date are similar to the portfolic of short-term leases to which the short-term lease expense is disclosed above.

As a lessor:

In the event that the Group has excess capacity in 1ts leased offices and warehouses, the Group subleases some of its properties under operating and

finance leases,

The amounts recognised in the income statement are as follows:

Al figures it mllhr)ns 2022 2021 2020
Interest on Iease recervables 3 6 9
Income from subleasing right-of-use assets (within other income) 4 2 7
The amounts recognised in the cash flow statement are as follows:

2022 2021 2000

All flngPS inf r‘ﬂlhons

Total cash mﬂow 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 receivable 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 ta be
received after the reporting date and the net investment in the finance lease receivable. During the year, the investrment in finance lease receivable
increased by £6m (2021 decreased £15m), pnmarily due to new finance subleases entered into in excess of paymenits received.

Qperating Firance 2022 2027 2020

All figures in £ milhans leases leases Total Total Total

Less than one year 7 ) 3 , 21 24 21 24

One 10 wo years 5 23 28 18 24

Two to three years 5 23 28 20 18

Three (o four years 5 23 28 21 18

Four to five years 5 24 29 20 18

A A A B Mo Mo B8
Totel undiscounted lease payments recevable 44 137 181 141 158

Unearnedfinanceincome 0O e
Net investment in finance lease recewable 121

36. Related party transactions

Joint ventures and associates

i 2021, the Group acquired a 40% interest in Academy of Pop and s accounting far 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 initial capital contribution that had not yet been paid
as at 31 December 2022, This balance was paid in early 2023

Key management personnel

Key management personnel are deemed 1o be the members of the Pearson Executive Management team (see pages 60-61). It s this Committee which
had responsibility for planning, directing and controlling the activities of the Group in 2022, Key management personnel compensation is disclosed
below:

All igures i § millions 2022 2027 2020
Short-term employee benefits 7 5 6
Retirement benefits 1 1 1
Share-besed payment costs QB 6
Total 17 15 13

Short-term employee benefits and retirement berefits exclude Executive Directors which are shown on page 101 of the Directors
Remuneration Repart.

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 revoling credit facility, reducing the maxirmum facility to $Tbn.

Pearson holds investments in unlisted securities with a value at 22 December 2022 of £133m. Some of the businesses relevant to this investment,
bank with Silicon Valiey Bank which ccliapsed in early March 2023. Given the US Government has announced that it will guarantee ali deposits held at
Sihcon Valley Bank, any subsequent risk to the valuation of these investments 1s considered by managemant to be low, but possible
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38. Accounts and audit exemptions

The Pearson plc subsidiary companies listed below are exempt from the requirernents of the Companies Act 2006 relating to the audit of indvidual
financial statements by virtue of section 479A

Compary nurmber Comparty nurmber
Aldwych Finance Limited 047204329 Pearson Loan Finance No. 5 Limited 12017252
Education Development International plc 03914767 Pearson Loan Finance No. 6 Limited 12030662
Faethm Limited 11842984 Pearson Loan Finance Unlimited 05144467
Longman Group {Overseas Holdings) Limited 00690236 Pearson Management Senvices Limited Q0096263
Pearson Australia Finance Unlimited 05578463 Pearson Overseas Holdings Limited 00145205
Pearson Canada Finance Unlimited 05578491 Pearson Pension Trustee Services Limited 10803853
Pearson Dollar Finance plc 05111013 Pearson Professional Assessments Limited 045904325
Pearson Doliar Finance Two Limited 06507766 Pearson Strand Limited 08561316
Pearson Education Holdings Limited 00210859 Pearson Services Limited 01341060
Pearson Education Investments Limited 08444933 Pearsan Shared Services Limited 04623186
Pearson Education Limrted 00872828 Pearson Strand Finance Limited 11021691
Pearson International Finance Limited 02496206 PVYNT Limited 08038068
Pearson Loan Finance No. 3 Limited 05052661 T Global Limited 07802458
Pearson Loan Finance No. 4 Limited 02635107
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Financial statements

Company balance sheet

As at 31 December 2022

All figures in £ malhons Hotes 2022 2021

Assets

Non-current assets

Investments in subsidiaries ? 6,738 6,632

Amounts due from subsidiaries 1,667 2,387

Deferred income tax assets 44 27

Financial assets - dervatwe finandial instruments 5., 0
2,492 9,076

Current assets

Amounts due from subsidiaries 526 548

Current income tax assets 4 9

Cash and cash eqguivalents {excluding overdrafts) 240 310

Finanaial assets - derivative financial instruments 5 16 2

Other assets

Total assets

Liabilities
Non-current liabilities

Armounts due to subsidiaries {3,380) (3,605)
Financial liabilities - derivative financiatinstruments 5. By (30)
) (3.439) (3.635)
Current liabilities
Amounts due to subsidiaries (1.383) (1.853)
Cther habilities m (1)
Financial habiiities - derivative finandial instruments 5. on o “
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 0,395 (1858
Totalliabilities (4829) . (5493)
NEEASSEIS e 4450 4452
fquity
Share capital 6 179 189
Share premium 2,633 2626
Treasury shares 7 (15) (12
Capital redemption reserve 28 18
Special reserve 447 447
Retained earmings - including profit for the year of £499m 2021:£27my) LAY 1184,
Total equity attributable to equity holders of the compar&w 4,450 4,452

These financial statements have been approved for issue by the Board of Directors o 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 attributable 1o equity holders of the cormpany

Shaie Shiare Treasury reder(r-\iijlfigan‘ Specidl Retained

Altfiguresan £ milians capital premium shates 1e5R0Ve reserve CArnINgs Total
Aaway2om LB 262 0D 18 a7 1184 4452
Profit for the year - - - - - 499 499
Equity-settled transactions® - - - - - 38 38
Issue of ordinary shares under share option
schemes' - / - - - - 7
Purchase of treasury shares - - 37 - - - 37
Release of treasury shares - - 34 - - (34) -
Buyback of equity (10) - - 10 - (353) (353)
Dwidends o T e e e A156) (156)
At31December2022 179 2,633 (15) 28 447 1,178 4,450

[epity arributable to equity holders of the company

Capral
Srdare Share Treasury rodemption Speqal Retained

All“iguresin £ malions capital prermum shares reserve reserve carnings Ttal
AJanuay 2021 B8 20 ) 1B a7 1290 455
Profit for the year S - - - - 27 27
Equity-settled transactions - - - - - 28 28
issue of ordinary shares under share option
schemes’ 1 §] (1) - - - 3]
Purchase of treasury shares - - (16} - - - (16)
Release of treasury shares - - 12 - - 2 -
Dividends e T TR e (049)
At 31 December 2021 189 2,626 (12) 18 447 1184 4,452

The caprtal redemption reserve reflects the norminal value of shares cancelled in the Group's share buyback programme, The special reserve

represents the cumulative effect of cancellation of the company's share premium account.

1 Fulldowalls o the share-hased payment plans are disclosed 1 note 26 20 the consolidated inancial starements
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Financial statements

Company cash flow statement

Year ended 31 December 2022

All figures in £ miitions Notes 2022 2021
Cash flows from operating activities

Net profit 499 27
Adjustments for:

Income tax {15) [€)]
Net finance costs 48 41
Share-based payment costs 38 28
Impairment charges 5 -

Amcunts due to subsidiaries

Net cash generated from operations

Interest paid
Tax received

Net cash generated from/(used in) operating activities
Cash flows from financing activities

Proceeds from issue of ordinary shares

Buyback of equity

Purchase of treasury shares

Dwidends paid to company's shareholders

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cashand cash equivalents at beginning of year e

Cash and cash equivalents at end of year
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Notes to the company financial statements

1. Accounting policies
The financial statements on pages 20/-21./ comprise the separate financial statements of Pearsan plc

These company financial statements, have been prepared on the going concern basis and in accordance vath UK-adopted International Accounting
Standards and with the reguirements of the Companies Act 2006. The company transitioned to UK-adopted 1ASs on 1 January 2021, The company
tinancial staterments have also been prepared in accordance with IHRSS 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 1ASs and IFRSs as 'ssued by the IASB.

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 labilines {including derivative financial instruments) 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 employees (2021 nil).

The hasis of preparation and arrnlinting nolinies apphed in the preparation of these company financial statements are the same

as those set out in note 1a to the consolidated financial statements with the addition of the following:

Investments

‘nvestments in subsidiaries are stated at cost less provisian for impairment, with the exception of certain hedged investrments that are held in a foreign
currency and revalued at each balance sheet date.

Lending to/from subsidiaries is considered to be an aperating activity and any movemnents are classified as cash flows from operating activities

in the cash flow statement.

Amounts owed by subsidiaries

Amounts owed by subsidiaries generally mature within five years, but can be called upon on short notice, or are repayable on demand. 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 call the loan within one
year of the balance sheet date. All other amounts are classified as nan-current. The company has assessed and concluded that these loans will be fully
recovered. Therefare credit losses are considered to be immatenial.

Parent company guarantees

The Company has guaranteed the repayment of bonds and certain other liabiities due by subsidiary undertakings primarily to third parties.
Such guarantees are accounted for by the Company as insurance contracts In the event of default or non-performance by the subsidiary,
a hability 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 £ rnlhens 2022 201
Atbeginningofyear T 6632 6519
Distributions (49) _
Cuirency revaluations e 22313
At end of year 6,738 6,632

There were no impairments in 2022 or 2021,

The recoverability of investments 1s tested annually for impairment i accordance with 1AS 36 Impairment of Assets’, The carrying value is compared to
the asset's recoverable amaunt which is generally assessed on a value in use basis. Significant estimation 1s required to 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
flow projections are discount rates, perpetuity growth rates, forecast sales growth rates and forecast operating profits. See note 11 of the consolidated
financial statemnents for further detaiis.
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Financial statements
Notes to the company financial statements continued

3. Financial risk management

The company’s financial instruments comprise amounts due to/from subsidiary undertakings, cash and cash eguivalents, derwative financial
instruments and current borrowings, Dervative financial 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 finanaial risks 1s consistent with the Group's treasury policy, as
discussed in note 19 to the consolidated financial statements. The company believes the value of its financial assets to be fully recoverable.

The carrying value of the company's financial instruments 1s exposed to movements in interest rates and foreign currency exchange rates (primarily US
dollars). The company estimates that a 1% increase in interest rates would result in a £7m increase (2021: £6m increase) in the carrying value of its
financial instruments, with a 1% decrease in interest rates resulting in a £6m decrease (2027 £6m decrease) in their carrying value. The company also
estimates that a 10% strengthening in sterling would decrease the carrying value of its financial instruments by £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 fallowing table analyses the companys derivative assets and liabilities into relevant matunty groupings based on the remaining period
at the balance sheet date to the contractual matunity date. The amounts disclosed in the table ere the contractual undiscounted cash flows
{including interest) and as such may differ from the amounts disclosed on the balance sheet

Anatysed by maturity Analysed by currency
Greater than Later than
one manth one year but
and less than less than Five years
All ‘igures in £ millions one year five years or more Tatal LsD [€1=1 Other Total
At31 December 2022 T
Rate derivatives - inflows (11) (471) - (482) 24) {170) (288) (482)
Rate derivatives - outflows 1 490 - 491 224 255 12 491
FX forwards - inflows (304) - - (304) - (304) - (304)
Pforwards - outfiows 313 - - 313 - -1 T 313
Total T 19 ST 200 94 (276) 18
At 31 December 2027
Rate derivatives - inflows 7 (331) - (338) &) (150) (179} (338)
Rate derwatives - outfiows 12 339 4 355 203 150 P 355
Fx forwards - inflows (148) - - {148} - {148) - (148)
FRforwards —outflows 148 . 5 48 90 U B 148
Total 5 VVVVVVVVVVVVVVVVVVVVV 8 4 ---------------- W7‘ 2821" 7777777777777777 { 148) v (119) 17
All cash flow projections shown above are on an undiscounted basis The value of the hedged items and the hedging instruments 1S
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 reser. Where this is not was used to assess hedge ineffectiveness was £155m (2021: £13m).
possible, floating rates are based on interest rates prevailing at There was no hedge ineffectivenass

31 Decemnber inthe relevant year. All derivative amounts are
shown gross, although the company net settles these amounts
wherever possitle.

Cashflows from the €300m EUR 2025 bond are received by the
company from its subsidiary creating 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
subsidianes when translated into GBP. The hedged item is €100m of
this amount due from subsidianes denominated in EUR. The hedging
instrument 15 a €100m 2025 cross currency swap. It 1s expected that
the change in value of these items will move in the opposite
directions as a result of movements in the EUR:GBP exchange rate.

A foreign currency exposure arises from foreign exchange
fluctuations on translation of the company’s investments in
subsidiaries denorminated in USD inta GBP, The hedged nisk 1s the
risk of changes In the GBP:USD spot rate that will result in changes in
the value of the UsD investments when transiated into GBP. The
hedged items are a portion of the company's equity investment i Credit risk management
subsidiaries denominated in USD. The hedging instruments are a
porticn of the company's intercompany loans due from subsidiaries
which are dencminated in USD.

The company's main exposure to credit risk relates ta lending to
subsidianes. Amounts due from subsidiaries are stated net of
provisions for bad and doubtful detits The credit nsk of each

Itis expected that the change in value of each of these ttems will subsidhary is influenced by the industry and country in which

offset each other as there is a clear and direct econormic relationship they operate; however, the company considers the credit risk of
between the hedge and the hedged item in the hedge relationship. subsidianes to be low as it has visibility of, and the abilty to influence,
Hedge ineffectiveneass would anse If the value of the hedged iterns their cash flows.

fell below the value of the hedging instruments; however, this is
unlkely as the value of the company’s Investments denorminated in
UsD is significantly greater than the proposed fair value hedge
programme.
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4. Cash and cash equivalents (excluding overdrafts)

Al figuresin £ millions 2022 2021
Cashatoenkandmhard T ... 20 310
240 310

At the end of 2022, the currency split of cash and cash equivalents was US doflar 79% (2021: 66%), sterling 18% (2021: 32%) and other 3% (2021 2%)

Cash and cash equivalents have fair values that approximate their carrying amounts due to their short-term nature. Cash and cash equivalents include
the following tor the purpose of the cash tlow statement:

All figur s £ eitlions 2022 2021
Coshendeashequnalenss ... 2 30
240 310

5. Derivative financial instruments

The company’s outstanding derivative financial instruments are as follows:

2022 201
Gross
notional Cross notional

All figures in £ millions. amounts Assets Liabilities amounts Assels Liabiliries
Interest rate derivatwes S a3 19 Ty 38 s @
Cross-currency rate derivatives 83 34 (43) 331 24 {21}
Fdervatives e 08 420 3@
Analysed as expiring:
In less than one year 1,016 16 1 393 2 4}
Later than one year and not later than five years 420 43 (54) 679 30 (26)
Later than fve years T T T
Total 1,436 59 (65) 1,146 32 (34)

The carrying value of the above dervative financial instruments equals their fair value. Derivatives are categorised as level 2 on the fair value
hierarchy. Fair values are determined by using market data and the use of established estimation technigques such as discounted cash flow and
option valuation models.

6. Share capital and share premium

Number of Share Share
Shates capital premium
0005 £m £m
AT January 2021 T 753256 188 2620
Issue of ordinary shares - share option schemes 3544 L 5.
At31December 2024 756,802 189 2626
Issue of ordinary shares - share option schemes 1,199 - 7
Buy-backofequity (42,268) (L1 . -
At31December2022 715,733 179 2,633

The ordinary shares have a par value of 25p per share (2021: 25p per share). Al issued shares are fully paid. All shareholders are entitled to receive
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. Dunng the year,
approximately 42m shares were bought back and cancelled &t a cost of £353m. The nominal 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

Number of
shares
o0ds Lm

At 1 January 2021
Purchase of treasury shares
Newly issued treasury shares

At 31 December 2022 ' 1,864 15

The company holds its own shares in trust to satisfy its obligations under its restncted share plans. These shares are treated as treasury shares for
accounting purposes and have a par value of 25p per share.

The nominal value of the company’s treasury shares amounts to £0.5m (2021: £0.4m). Dividends 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 indemrities, warranties and guarantees in relation to former
subsidiaries and in respect of guarantees in relation to subsidiaries. The total value of guarantees made by the company in relation ta its subsidianes
is £889m. In addition, there are contingent labilines in respect of legal claims None of these ¢laims are expected to result in 2 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 compary transacts and has outstanding balances with its subsidiaries. Amounts due from subsidiaries and armounts due to subsidiaries are
disclased on the face of the company balance sheet

These loans are generally unsecured and interest is calculated based on market rates. The company has interest payable to subsidiaries for the year of
£137m (2021: £81m} and interest and guarantee fees recewable from subsidiaries for the year of £105m (2021. £32m). Management fees payable to
subsidiaries in respect of centraily provided services amounted to £16m (2021: £11m). Management fees receivable from subsidiaries in respect of
centrally provided services amounted to £34m (2021: £30m). Dividends receved from subsidiaries were £605m (2021 £72m), which includes £49m
{2021 £nily of returns of capital distributed by subsidiaries.

Associates

There were no related party transactions with associates 1n 2022 or 2021,

Key management personnel
Key management personnel are deemed to be the members of the Pearson Executive Management team.

it is this Committee which had responsibility for planning directing and controlling the activities of the company In 2022, Key management personnel
cormpensation is disclosed in note 36 to the consolidated 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, jJoint ventures and Joint arrangements,

the country of Incorporation, the registered address and the effective percentage of equity owned, as at 31 Decernber 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 assornated undertakings are included in the Group's financial statements using the equity method of accounting.

Principal Group companies are identified in bald.

Wholly-owned subsidiaries

Courtry Reg Countey Reg Country Reg
flegmierod Lommpa=y name aflresipp offioe Regiateredd <urifmariy 2iditie oflwarp  offce Repmtered LOMmpany rame ofincorp  oifce
Addion Wesley Longman, nc us Zafstatt Haldro Inc L% 4 Pearsor Canada Inc, A 80
Addion-Wesley Educanonal Subhshers us 4 Falstaft Ine LS ah Fearson Certral Burope Spétka z PL 39
Inc B4, e s 4 Ggranczong adpowiedzalr oicy
AE_(S] PTF Limited S0 73 . - . A e i
=) . ‘ ) Ceorge (Shanghai) Commercial CN 21 Pesrsor College limited UK L
Aldwych Finance Lirited UK 1 miorration Consulling Co., Lud Searsun DBC Holdings nr us 4
ATl Prafessional Developrent 1€ us 4 Glube Fearon Inc Uy 17 Pearson Desarrollo y Caparitacién cL B1
AT Studios A P12 5 5R. RO I lememann Educatioral Botswana 13vy g Profesional Chile Limitada
Atkey Fnance Limited IF 7 [Publishersy (Proprietary) Linmited Pearsen Deursehland GrmbH DT 82
Axis Finance Inc s 4 IndiaCan Education Private Lirnted IN 7 Pegrson Digital Learning Puerto Rico, Inc PR 6
{amsaw, ro s 4 tiegral 7 ne (W)Y &4 Pearsuiy Doilar Finance ple! LK 1
CAMSAWLISA, inc. s 1 INTLLLIPRO, INC uUs 13 Srarsen Dollar binance Two Limited UK 1
Centro Cultural Americanc Frangquizs e ER 15 Knowledge Analysis Technalogics, 110 us i Pearson Fducacion de Chile Linitada ‘L 81
Comércio Ldd. | CCIER Tranmg Consultancy, Lid N &4 Pearson Fduracion de Colombid 9.A S, (e} G
Certury Corsaltarts Ltd us 13 | essorLab, Inc us i Pearsen Lducacion de Mexico, S.A MX 85
Certiport Chung Hobding, LLC s 4 Iigram O Compary us 4 de LV )
Certiport, Inc, s 4 LONSG PIL. LID o 3 Pearson Educacion de Panama SA F'fi\ 86
Cluteh Learring, e us 3 Lorgran (Malawn |imied M 65 Pesrson Educacior de Peru S.A PE a7
Cogmied Systenms AR s 14 Lorgman Group{Tverseas +oldings) LIK 1 Pearson kducacion 5A Fs Bs
Connechions Academy of Tonda, i 1C us 20 lirited Pearson bducation (singepore) Pre td” - SG 5
Connectinrs Acadermy of lowa, 11 C s 24 1 orgman Indochirs Acquisiion, |1 C s 4 Pearson Fducation Africa (Pty) Ltd ZA 47
Connectiors Academy of Maire, 11 C 15 I8 Lorgman Tanzaria | imited" T7 68 Pearson Fducation Asia Limded K 53
Connectiors Academy of Maryland, L€ L& 25 Lorgman Zemrbia Fducatranal Publishers  2M 69 Pearson Fdacation Botswea By 2
Py | td Proprietary) Limited
Connections Acaderny of Nevada, LLC s 31 ¥ { prietary) uii
- X | nngman Zimbabwe (Private) Ltd W 4/ Pearson Fdacation do trasi| Luda BR &0
Connectiors Acadermy of New Mexico, s 32
Lt I ongmaned Ecuador $.A, FC 71 Pearson Fducation bellas 5A 2 26
Connections Acaderny of Oregon. _LL s 37 Lurrert Fducation, LLC L5 41 Pearson Education - ‘oldings Limited” LIK 1
Connectiors Acadery of Pennsylvaria 15 LTS Mayert23 Lirited* o 50 Pearson Fducation rndochina Lirrited TH £9
LLe Measurelp of Delaware, LI C 25 4 Pearsor Sducatior nvestments amited UK 1
Connecrions Acadery of lenressee, LLC U5 10 Modern Curneulum Ine, Js 1/ Pearsor Educatiar <orea Limited KR Els)
Connections Acadery of lexas LLC w5 n ult Treinamerto e ditor- _tda aR BG Pearson Education Limited Lk 1
Connections Lducation LLC s a W7 Nevelopment Irc s 4 Pearsar Educatior Namibia {Pty) imited  NA, Ell
Connections Fduration ol Ao, LLC o5 20 National Computer Systemms apan o td 1P 4 vearson Fduration Publishing Limited NG 97
Connections Fduratien. ine -5 a ey Education, .LC s 22 earson Education Resources Raba SRL. T &7
Credly, Inc b5 i NCS Infonmation Services Technology O 75 earson Education S A, uy a3
Dominie Fress, nc BE 17 (Beifing) Co Lt edrsen Education SA AR 94
Donan Finance imited Ik 7 NCS Pearson Pry Lut AU 44 Pedrson Education South Afnca (Pty)Ltd - ZA 47
EBNT Canada —oldings -1 € A e NES Pearson Puerto o, P 76 Pearson Education South Asia Pte Ld. 56 73
£BNT Holdirgs Limited LA o7 NCS Pearson, Inc. us 3 Pearson Education Talwanr Ltd T™w El
LBNI USA Haldings ire us 4 Opinian Interactve LLE Js 16 Pearson Education, Inc. us 4
eCollege.com Js a Ordinate Corporation us v Pearson Ldutational Measurement CA 36
Eddexcel Limied * 1K ] Pearson (Beljing) Maragement CN 77 Canada, Inc.
Consuiting Co ., td )
tducation Development Irternational Plc! UK 1 eUting Fearson Fducational Pubhshers, LI C us 4
2 s fcal WS 4 . . . .
Edducation Resnarces {Cyprus) Limited (& 51 earson America Pearsor Sgitim Cozurmleri Tikaret e 61
Pearson Arrsterdam 8.V Mo 79 Lirmited Sirketi
Educational Managerent Group, Inc [ n?
. v stralia fing Lnlirmied [PLs 1 Pearsor Falstaff (Holdings) Irc. Ls 4
Fnbanet ULC A a1 edrson Australia Finance Lnlirmitec el ff( Bl I
. Pearson Austraia Group Py Lud AL 48 Pearsor Salstaff Holdra l € us 4
[ mbanet-Compass Knowledge Croup Inc US 20
) Pearson Australia Haldings Ply Ltd Al 48 Pearsan Srance FR 70
Frghsh Langaage Ledrning and us L4
Instruction Systerr, Inc Pearsun Benelux B Y ML 79 Pearsor sunding Four Limited?” UK 50
Faethrm Holdings Pty Himited Al 48 Pearson Books amited WL 50 Prarsor “onding plc! 51 1
Faethim: P Pry amited Al 45 Prarson Brasl Fnance Limited* L 50 Paarson rioldings o us 4
Faethrr Ltd UK 1 Pearson 3usiness Services Inc. LS 4 Pzarsor —oldings Southern Africa ZA 47
5
Faethim Pty Limited AU 48 Fearson Canada Assessment Inc CA i) (Py} Lirmited
o ‘ .
Facthm USA LLC s 6 Pearson Carada Finance rlimited LK 1 Pearson Hurgary LLC HU 25
e - atlon Sonv -
Pearsor Carada Holdirgs Inc. A 1 Pearsar 'rdua Education Sorvices IN 23

Frivate imited
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Financial statements

Notes to the company financial statements continued

Country Reg Counuy Reg
Reprstered compary name afIncarp  office Reg stered curnpany name of Incorp office
Pearsorn Internabioral Finance Limited UK 1 TQ Clapharm Limited* LK 50
Pearson Irvestmeont Holdings, Inc, us 4 10 Educatan and Traming Limited UK 1
Pearsan Israel (P 1) Ltd IL (312 10 tducatior and Training Limited SA 56
Pearson Japan KK P 49 TQ Global Limited LK 1
Pearson _anka (Private) Limited LK 63 TG Group Limited LK 1
Pearson Larkd Suppart Senvices K 12 TQ Heldings Limited ZS 1
(Prevate) Limited Vue Testng Services Israel | td L 46
Pearsor | esotho (Pty) Ltd L5 62 Ve Testing Services Korea Limited KR 35
Fearson oan Hnance ho. 3 Limited UK 1 Williams Lducation GmbH bE 5
Pearsen | oan Finance “o. 4 Limited UK 1
Pearson Loan Finance No 5 Limited UK 1 * In hquidaton,
Pearson Loan Finance No 6 L imited UK 1 T Directly owned by Pearson pic.
Pearson Loan binarce Unhimited LK 1
Pearson Longman Jganda limited JG A3
Pearson Malaysla Sdn Bhd. WY 59
Pearson Management Seraces Limited UK 1
Pearsen VManagemert Services PA 33
Philippines no
Fearsar Maryland. Inc. LS 11
Pearsan Magambigue, Litatads ML a2
Pearson Netherlands BV, NI 74
Prarson Netherlands Holdings 2V NL 74
Pearson Naminees Lirmned! UK 1
Pearson Onhne Tutonng LLC us 4
Pearson Overseas tloldings Limited! LK 1
Pearson PEM P R Inc PR 14
Pearson Pension Normirees Limited R 1
Pearson Pensien Property Furd Limiged UK 1
Pearson Ponsion Trustee Senaces UK 1
Limed!
Pearsor Phoenix Pty td AL A48
Pearson Protessional Assessmerts LK 3
limited
Pearsan Real Estate Holdirgs 'nc [} 4
Pearsan Real Estate Holdings Limited ™ JK 50
Pearson Schweiz AG CH 34
Fparson Services Limited? UK 1
Pearson Shared Services imited” UK 1
Pearson Strard Finarce | imited! UK i
Pearson Strand | imited UK 1
Pearson Sweden AR SE
Pearson VUIF Europe BV, N. /0
Pearson VUE Fhilippires, Inc oH 27
Penguin Capital, LLC uUs 4
P Foldings Inc s 4
PractorCam, Inc us 4
PT Ffficient English Services s} 83
PUNT Lirmited UK 1
Reading Property Haldings LC L5 3
Retius Planring Associates, Inc LS mn
Reston Sublishing Comrparny, Irc L) 4
Rycade Capnal Corporation s 41
Shangha AWL Fducation Software Ltd” N 72
Silvar Burdett Ginn Inc us 4
Skylight Trairing ard Pubbshing Inc us 52
Srnarthinking, Inc, us 4
Sound Hoidings Inc us 4
Sparrow Phaerix Pty ctd ALl 45
Spear nsurarce Company Liriged: B 45
The Waite Group. Irc i 17
[} Catals Lirnitec* oK B
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11. Group companies continued
Subsidiary addresses

The following st includes all Pearson registered

offices worldwide.

Registered ofice addicss

1 &0 Strand, orden, WCZR ORL, Ligland

2 The ANE, 3 ' Flonr, No 4, Pilliayar Kol Street,
Jawaharlal Nebiru Road, Anra Nagar, Chennal,
TN 666040, 'ndia

3 € | Corporatior Systemn, 155 tederal SU, Saite 700,

Boston, MA, G2110, United States

4 The Corporation Trust Company, Carporation [rast
Center, 1209 Orange Steet, Wilmingron, hew Castle,

DE. 19801, United States
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Financial statements

Notes to the company financial statements continued

Partly-owned subsidiaries

Coumry - % Reg
Rogistered company Name of Ingorp - Ownes  office
Ceruport China Co Lid N 5069 1
Lducsuonal Pablishers | LP LK &5 2
CED Domans L C LS /0 3
GFD Testing Senace LLC s /9 4
Pearson Eduratian Achuevement, A 973 E
Solutons (RE) (Pry} Limited
Pearson Pension Trustee Limited UK S0 2
Associated undertakings

Coungry % Reg
Registered company Name of lncorp - Qwned  office
Acadermy of Pop LLC L4 40 6
I carn Capital Special us 9959 8
Opportunities Fund |, LP -
I parn Capital Venture Us 7293 B
Partners !l LP?
Learn {apital Venture K 99 3
Partners HIA, LLPS
Learn Capital Verture LS Uuis 8
Partners, L.=*
Poking University Pearsor (Beijirg)  CN 45 10
Cultural Development Co., Ltd
Preporna Sistemas de Testagem e BR 222 7
Avallagdo S A
~2ui Man Publishing Lirrited N 49 1
Smasheaut, Inc s 2543 12
The tgyptian Internatianal EG 449 13

Publishing Campany-Longmar

* In liguidanion,

¥ Accounted for as an ‘Other financial asset within

non-current assets.

Partly-owned subsidiaries and associated
undertakings company addresses

Regulered office adarass

i Suite 1804, No 99 Huwchuan Read, Changring Distrct,
Shanghai Ciy, Chura

7 80 Strand, | ondon, WO2R ORL, England

3 CTCorporanon Systern, 4701 Cox Road, Suite 285,
Glen Allen, Flenrico, VA, 23060 0000, United States

4 Ihe Corporation Trust Compary, Corporation Trust
Center, 1209 Orange Street, Wilmington, New Castle,
Dk, 19801, United States

5 Auta Atlantic, A" Flaor, Corner Hertzog Boulevard
and Heerengracht, Cape Tuwn, 8001, Sodth Africa

& 251, Linte =alls Dnve, Corporation Service Company,
Wilrmingten, DE, 19808, United States

755 1107A1112, 35 Rua Pedrc Lessa, Centro, Rio de
sanerro, R), 20030 030, Rrazl

& ‘ncarporating Services, | td. 3500 5 Dupoent Way,
Javer, Kent, DE, United States

9 Camiphells Corporate Services Limited, Floor 4,

Willow House, Cnicket Sguare, Grand Caymar,
K¥1 9010, Cayman Islands

=3

Suite 216, No 127 1 Zhongguarcun North Street,
Hardian Dustrict, Beljing, China

Ruza de Pequim Ne 230-246 17-(, Macau Finance
Centre, Macau

12 Cfo Carporation Service Company, 2711 Centerville
Road, Suite 400, Wilmington, Delawdre, 194808, United
Sates

13 104 Huassein Wassef 5L Midan Missaha, Dokl Ciza,
123717, Egypt
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Five-year summary

Altfigures in £ rullions 2022 2021 2020 2019 2018

Sales: By operating segment

Assessment & Qualifications® 1,444 1,238 1,118

Virtudl Learniitg 820 710 692

Cnglish Language Learning 321 238 218

Workforce Skitls 204 172 163

Higher Education 898 849 956

Adjusted operating profit: By operating segment

Assessment & Qualifications* 258 219 147

Virtual Learning 70 32 29

English Language Learning 25 15 1

Workforce Skills 3) 27 26

Higher Education 91 73 93

Strategic review™ 15 19 16

Penguin Random House T T LI
Total adjusted operatingprofit 46 3B/ 33 . 545
Operating margin - continuing 11.9% 11.2% 9.2% 15.0% 13.2%
Adjusted earnings

Total adjusted operating profit 436 385 313 581 546
Net finance costs (1) (57) 61) (41) (24)
Income tax {71) (64 (35) {8Y) 27
Non-controllinginterest oo @ mo ] A &
Adjusted earnings 382 263 217 449 547
Weighted average number of shares(mihons) L e L EEL— 781
Adjusted earnings per share 51.8p 34.9p 28.7p 57.8p 70.3p

Prior periods have not been restated to reflect the adoption of [FRS 16 in 2018,

Sales and adjusted operating profit for periods prior to 2020 have not been restated to reflect the new organisational structure induding the transfer
of retained English-speaking Canadian and Australian K12 Courseware businesses frem Strategic review to the Assessment & Qualifications division.

* Cormparative amounts for 2027 and 2020 have been restated to reflect the move between operatng segments.

Annual report and accounts 2022 Pearson plc 213



Other information

Allfigures in £ millions 2022 2021 2020 2013 2018

Cashflow

Operating cash flow 401 388 315 418 513
Operating cash conversion 88% 101% 101% 7% 94%
Free cash flow 222 133 229 213 473
Free cash flow per share 30.0p 17.6p 303p 27.4p 60.8p
Net assets 4,415 4,280 4134 4323 4525
NELOEDY 557 .. 30 . 463 N0 143,
Return on invested capital
Total adjusted operating profit 456 385 313 581 546
S T - N - A (10) © @3
Return 361 325 303 572 503
Gross basis:
Average invested capital 10,896 9,857 10,625 11,096 10,672
Return on invested capital 3.3% 33% 2 9% 5.2% 4 7%
Net basis:
Average invested capital 7,896 7,161 7,708 8,097 7.544
Rewrnoninvested capital 46% 5% 3% % 6.7%
Dividend per share 21.5p 20.5p 19.5p 19.5p 18.5p
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Financial key performance indicators

The following tables and narrative prowide further analysis of the finanaal key performance indicators which are described in the financial review
of the annual repart on pages 20-25, shown within the key performance indicators on page 1% of the annual report and shown in notes 2 and 8
of the nates to the consolidated financal 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-statutory) financial 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
to more easily, and consistently, track the underlying cperational performance of the Group and its business segments by separating out those items
of income and expendrture relatng to acquisition and disposal transactions, majer restructuring programmes and certain other items that are also nat
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 thair corresponding statutory measures is shown below,

Sales

Underlying sales movements exclude the effect of exchange, the impact of portfolio changes arising from acguisitions and disposals and the impact

of adopting new accounting standards that are not retrospectively applied. Portfolio changes are calculated by taking account of the additional sales
(at constant exchange rates) from acquisitions made in both the current year and the prior year. For acquisitons made in the prior year, the additional
sales excluded 15 calculated as the sates made in the periad 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 ar the prior year are alse excluded. Constant exchange rates are calculated by assuming the
average exchange rates in the priar year prevalled throughout the current year. These non-GAAP measures enable management and investors to track
maore easily, and consistently, the underlying sales performance of the Group.

Assessment & Virtuet L arﬁgﬂlgz Warkforee Higher Strategic

Al igures in £ mitticns Qualific At Learning Learning Skills Education Review Total

Statutory sales 2022 1,444 820 321 204 898 154 3,841

Swutorysales2021 A2 71328 172 845 218 3428
Statutory sales increase/(decrease) 206 107 83 32 49 64) 413

Comprising:

Underlying increase/(decrease) a5 28 57 12 (33) {5) 154
Portfolio changes - - 9 15 - 61) (37)
Exchangedifferences oo LA 7 ] (A 5. B2 o 2 ...
Statutory sales increase/(decrease) 206 07 . 32 48 S I N3
Statutory increase/(decrease) 179 15% 35% 19% 6% {2919 12%

Constant exchange rate increase/(decrease) 8% 4% 28% 16% (4)% (30% 3%

Underlying increase/(decrease) B% 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 tosses on the sale or closure of subsidiaries, joint ventures,
associates and other financial assets; and intangible charges, including impairment, relating only to goodwail and intangible assets acquired through
business combinations or relating to associates. Other net gains and losses also includes costs related to business closures and acguisitions. Further
details are given below under ‘Adjusted earmnings per share’. Underlying adjusted operating profit movements exclude the effect of exchange, the
impact of portfolio changes arising from acquisitions and disposais and the impact of adopting new accounting standards that are not retrospectively
applied. Portfolio changes are calculated by taking account of the additional contribution (at constant exchange rates) from acquisitions made in both
the current year and the prior year.

For acguisitions made 1n the prior year the additional contrbution excluded is calculated as the operating profit made in the period of the current year
that corresponds to the pre-acquisition period 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 mare easily, and consistently, the underlying operating profit
performance of the Group.

All figures in £ millions 2022 201
Operating profit 271 183
Cost of majar restructuring 150 214
Other net gains and losses 24) (63)
Intangible charges 56 51
O S T O S e oo eeeeeeo oo oo BT
Adjusted operating profit 456 385
English

AssessITent & Virtual Langudge workforce Higrier Srategi
All figures in £ mitions Qualifications Learning Learning Skills Eduzaunn Rewiesw Total
Adjusted operating profit increase/(decrease) 39 38 10 (30 18 @) 71
Comprising:
Underlying increase/{decrease) 14 28 5 (18) 9 - 38
Portfolio changes - - 2 (10) - (5) (13)
Exchange differences 25 - 3 @ % T 46
Adjusted operating profit
increase/(decreasey N 38 B3y 1| @ 71
Constant exchange rate increase/(decrease) 6% 88% 47% (104)% 12% (26)% 6%
Underlying increase/(decrease) 6% 88% 33% (671% 12% - 11%

Adjusted earnings per share

Adjusted earnings includes adjusted operating profit and adjusted finance and tax charges. Adjusted earnings is included as a non-GAAP
measure as it s 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 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 adjusted earnings:

Cost of major restructuring - In August 2022, the Group announced a major restructuring programme to runin 2022, The programme includes
efficiencies in product and content, support costs, technology and corporate property. The restructunng costs in 2022 of £150m mainly relate to
severance and impairment of right-of-use property assets. In March 2021, the Group announced a restructuring programme to run primarily in 2027,
The programme includes the rearganisation of the Group into five global business divisions and the simplfication of the Group's property portfolio to
drive significant cost savings. The casts of these restructuring programmes are significant enough to exclude from the adjusted operating profit
measure so as to better highlight the underlying performance (see note 4)

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 distart the performance of the Group as reported on a statutory basis

Intangible charges - These represent charges 1n respect of intangible assets acquired through business cormbinations or relating to associates
These charges are excluded as they reflect past acquisition activity and do not necessarily reflect the current year perfarmance of the Group.
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Other net finance income/costs - These include finance costs in respect of retirerment benefits, finance costs of deferred consideration, fair value
movements in relation to finandial assets held at fair value through profit and loss and foreign exchange and other gains and losses. Finance income
relanng to retirement benefits is excluded as management does not believe that the consclidated income statement presentation under (A5 19
reflects the economic substance of the underlying assets and liabilities, Finance costs relating to acquisition transactions are excluded as these relate
to future earn-outs or acquisition expenses and are nat part of the underlying financing Foreign exchange and cther gains and losses are excluded as
they represent short-term fluctuations in market value and are subject to significant volatility. Other gains and losses may not be realised in due course
as itis normally the intention to hold the related instruments tc maturity.

Tax - Tax on the above items is excluded from adjusted earnings. Where relevant the Group also excludes the benefit from recognising previously
unrecognised pre-acquisition and capital losses, The tax benefit from tax deductible goodwill and intangibles is added to the adjusted income tax
charge as this benetit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments.

In additicon, one off items such as the impact of the UK tax rate change and changes in local tax law have been excluded.

Alltigures in £ millians 2022 2021
Profit for the year 244 178
Non-controlling interest (2) m
Cost of major restructurng 150 214
Other net gamns and losses (24) (63)
Intangible charges 56 51
Other net finance income (53) (51
UK pension discretionary increase 3 -
L0 OO, I (63)
Weighted average number of shares {millions) 738.1 754.1
Adjusted earmings per share 51.8p 34.5p

Return on invested capital

Return on invested capital (ROIC) is included as a non-GAAP measure as 1t 1S 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
capital indudes the original unamortised goodwill and intangibles. Average values for total invested capital are calculated as the average monthly
balance for the year. ROIC is also presented on a net basis after removing impaired goodwill from the invested capital balance. The net approach
assumes that goodwill which has been impaired is treated consistently to goodwill disposed as it 1s no longer being used to generate returns.

2022 2001 2022 2021
Al figunes in £ milhons Gross Cross Net Net
Adjusted operating profit 456 385 456 385
Operatingtaxpaid e O (60 8) (60)
Rewm S S
Average goodwill 6,490 5,758 3,490 3,063
Average other non-current intangibles 2,012 1,970 2,012 1,970
Average intangible assets - product development 948 8G2 948 862
Average tangible fixed assets and working capital 1446 12 e 1237,
Averageinvestedcapital 10896 9857 78% .. 7162
Return on invested capital 3.3% 33% 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 other non-operating items. These adjustments to net statutory assets have been made to better
reflect the asset base that generates returns.

All figures in £ mflions 2022 2021
Adjusted operating profit 456 385
e e on e
Return B/ 321,
Net statutory assets 4,415 4,280
Adjustments for:

Net debt 557 350
Retirerment benefit assets (581) (537)
Other post-retirerment medical benefit obligation 25 34
Other non-operatingassets 23 141)
Capital 4439 4086
Return on capital 8.7% 7.9%

Operating cash flow

Operating cash flow is calculated as net cash generated from operations before the impact of items excluded from the adjusted income

statement plus dividends from joint ventures and associates (less the re-capitalisation dividends from Penguin Random House); less capital
expenditure on property, plant and equipment (Induding additions to nght-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 0 finance lease receivable) and intangible software assets,
plus special pension contributicns paid; and plius costs of major restructuring paid. Operating cash flow is included as a non-GAAP measure in order
to align the cash flows with the corresponding adjusted operating profit measures,

All figures in £ millions

Net cash generated from operations

Dividends from joint ventures and associates 1 -
Purchase / disposal of PPE and software (133) (176)
Net addition of right-of use assets (29) (30)
Net costs paid for major restructuning 3 24
Operating cash flow 401 388

Cash conversion, calculated as operating cash flow as a percentage of adjusted operating profit, is also shown as a non-GAAF measure as this is used
by management and investors to measure cash generation by the Group.

All figures in £ miliicns 2022 2021
Adjusted operating profit 456 385
T A S Oy oo eoeeee e oo e e eeee oo seeeeee e e eeee e a0 388
Cash conversion 38% 101%

Operating cash flow, operating free cash flow and total free cash flow, which are non-GAAP measures, are disclosed and reconcled in
nate 33 of the notes to the consolidated financial statements as they are commonly used by investors 1o measure the cash performance
of the Group.
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Net debt and adjusted earnings before interest, tax, depreciation and amaortisation (EBITDA)

For information, the net debt/adjusted EBITDA ratio is shown as a non-GAAP measure as it is commonly used by investors to measure balance sheet
strength. Adjusted EBITDA is calculated as adjusted operating profit less depreciaticn on property, plant and equipment, and amortisanon on

intangible software assets.

All figures i £ milions 2022 2021
Adjusted operating pr‘ch).léit 456 385
Depreciation (excluding items included in ‘cost of major restructuring) B8 100
Amortsation on intangiole software assets (excluding itens i dluded i ‘cost of major restructuringy 28 112
Adjusted EBITDA 667 .5
Cash and cash equivalents 558 937
Overdrafts (15) -
Investment in finance lease recevable 121 115
Derivative financial instruments {6) {2)
Bonds {610) (767)
LeaselaDities ©05) (633)
N (557) (350)

Net debt/adjusted EBITDA ratio

0.8x 0.6x
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Shareholder Information

Shareholder Information

Shareholder Information

Pearson ordinary shares are listed on the London Stock Exchange
and on the New York Stock Exchange in the form of American
Depasitary Receipts.

Corporate website

The investors' section of our corporate website www pearsonplc
com/investors pravides a wealth of information for sharehoiders.
Itis also possible ta sign up to receive email alerts for reports and
press releases relating to Pearson at www pearsonplc.com

Shareholder information online

Shareholder infarmation can be found on our website at
www.pearsonple com/investors.

Our registrar, Equiniti, also provides a range of shareholder
information online, You can check your holding and find
practical help on transfernng shares or updating your details at
www.shareview.co uk. For more information, please contact our
registrar, Equiniti, Aspect House, Spencer Road, Lancing, West
Sussex, BNSS 6DA, Telephone 0371 384 2043%* or, for those
shareholders with hearing difficufties, 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.pearsanplc com/investors/performance/share-price-dividend
It also appears in the financial columns of the national press.

2022 dividends

Payment Date Amount per share

Interim 20 September 2022 5.6 pence
Final’ 5 May 2023 14.9 pence
1. Subject o approval by shareholders at the 2023 anaual General Meeting.

2023 financial calendar

Ex-dvidend date T Z3March 2023

Record date

Last date for dividend reinvestment 13 Aprd 2023
electicn

Annual General Meetng 28 April 2023
Payment date for dividend and share S May 2023

purchase date for dividend reinvestment

Payment of dividends to mandated accounts

Should you efect to have your ddends paid through BACS, this
can be done directly into a bank or building society account, with
the dividend confirmation voucher sent 1o the shareholder's
registered address, Equiniti can be contacted for information

on 0371 384 2043*

Dividend reinvestment plan (DRIP)

The DRIP gives shareholders the right to buy the company's shares
on the London stock market with their cash dividend. For further
information, please contact Equniti on 0371 384 2268*,
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Individual Savings Accounts (ISAs)

Equiniti offers a Flexible Stacks and Shares ISA. For maore
information, please visit www.eqgi.co.uk or call customer semrvices
on 0345 070 0720*

Share dealing facilities

Equinuti 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 anline dealing, log on

to www.shareview.co uk/dealing. You will need your sharehoider
reference number as shown on your share certficate

A postal dealing service is also available through Equiniti.
Please telephone 0371 384 2248* for detalls or log on to
www shareview.co.uk to download a form.

ShareGift

Shareholders with small holdings of shares, whose vatue 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 therr website, www.ShareGift.org,
or by contacting them at ShareGift, PO Box 72253, London,

SWI1P 9LQ.

American Depositary Receipts (ADRs)

Pearson's ADRs are listed on the New York Stock Exchange

and traded under the symbol PSO. Each ADR represents one
ordinary share. For enquiries regarding registered ADR holder
accounts and dividends, please contact BNY Mellon Shareowner
Services, PO Box 43006, Providence, RI 02940-3078, telephone
1 (866) 259 2289 (toll free within the US) or 001 201 680 6825
foutside the US). Alternatively, you may email shrrelations@
cpushareownerservices.com.

vating rights for registered ADR holders can be exercised through
Bank of New York Mellon, and for beneficial ADR holders {(and/for
nominee accounts) through your US brokerage institution. Pearson
will file with the Secunities 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 is
availlable for public inspection, but we cannot control the use of
information obtained by persons inspecting the register. Please treat
any approaches purporting to originate from Pearson with caution.

For more information, please log on to our website at www
pearsonplc com/en-GBANvestors/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

— Inform our registrar, Equiniti, promptly when yvou change address

— Be aware of dvidend payment dates and contact the registrar
If you do not receive your dividend cheque or, better still, make
arrangernents to have the dividend paid directly into your
bank account

— Consider holding your shares electronically in a CREST account
vIa a nominee.

* tines apen 8,30 am 1o 5 30 pm Monday to Friday {excluding LIK public hohdays)



ESG data

Our performance

About our reporting

This report provides a summary of Pearsom's sustainable business strategy and our environmental, social, and governance (ESG) performance for
the calendar year ended 31 December 2022, Our Reputation and Responsibility Committes, the highest Board Commuttee responsible for our
sustanahlity agenda has reviewed the rapnrted infarmation, including tho list of material tepics on page 30

Global Reporting Initiative (GRI)

Qur report is in accordance with the GRI standards, using the GRI 1: Foundation 2021 guidance. There is no relevant GRI sector standard for

our industry.

Sustainability Accounting Standards Board (SASB)

We continue to report in fine with the SASB's standards to provide industry-based insights into the most relevant sustainability-related risks and
opportunities for the media, and professional services sectors.

UN Global Compact (UNGC) and the UN sustainable Development Goals (SDGs)

we were proud (o participate in the Early Adopter Programme of the UN Global Communication on Progress (CoP) designed to add value and
streamiine sustanability reporting for all participating companies of the UN GC. Our CoP is publicly available on our particpant profile at: hitps://
unglebalcompact.org/what-is-ge/participants/7319-Pearson-plc

Lifelong learming and education have an important role to play in achieving all the UN SDGs, but we focus our efforts on those where we have
the greatest impact. Qur priority SBGs are: 4 quality education, 8 decent work and ecanomic growth, and 10 reducing inequalities.

ESG material issues reporting against GRI and SASB

Material issues

GRI

SASB

Page/web reference

Comments/omissions

Product
effectiveness

GRI 203-2: signficant indirect
impacts

Risks, oppartunities, and management
approach: Pages 30-38

Perfarmance: Page 18

Soclal Bond Reporting: https://plc.
pearson.com/en-GB/investors/

Risks, opportunities, and management

_debtinvestors/social-bond-framework

Consumer GRI 203-2: significant indirect
engagement 1impacts approach: Pages 18, 30-38

e Performance: Page 18
Digital growth  GRI 203-2: significant indirect Risks, opportunities, and management

impacts approach: Pages 30-38

Performance: non-financial KPIs -

PR 8 e
Employee GRI 404-1: average hours of Risks, opportunities, and management  We do not report on
learning and training per year, per approach: Pages 30-38 average hours of training.

development

employee

GR! 404-2: programmes for
upgrading employee skills
and transition assistance
programmes

GRI 404-3: percentage of
employees receiving regular
performance and career

Performance: Pages 18, 221-226

In 2022, we launched a
new approach to
engagement as a

driver of growth and
retention, including a set
of performance
measures. 1008 of direct
employees covered by
Galiup survey.

development reviews

Employee SV-PS-330a.2. (1) voluntary and  Risks, opportunities, and management
engagement (2) involuntary turnover rate for  approach: Pages 30-36
employees SV-P5-330a.3. Performance: Pages 18, 221-226
employee engagement %
Inclusionand  405-1 Diversity of SV-PS-330a.1. & SV-ME-260a.1.  Risks, opportunities, and management
dversity gavernance badies and percentage of gender and racial/ - approach: Pages 30-36

Performance: Pages 18, 221-226
Social Equity portal https:/Awww,
pearson.com/en-us/social-equity.htmi

employees ethnic group representation for:
executive management

(2) professionals

(3) all other employees
SV-ME-26Ca.2. description of
policies and procedures to
ensure pluralism in news media

orilent
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ESG data continued

Material issues

GRI

SASE

Page/weh reference

Comments/omissions

Reducing our
environmental
impact

Data privacy
and cyber
security

GHG Emussion scope 1, 2, 3.
Baseline and methodology.
Any offsets including type.
amount, criteria

GRI418 -1 Substantiated
complaints received
concerning breaches of
customer privacy, and losses
of customer data

Risks, cpportunities, and management
approach: Pages 30, 36-38

TCFD Report: Pages 39-41
Ferformance. Pages 18, 36-41,
221-226

" Sv-PS-230a. 1description of

approach to identifying and
addressing data security risks
SV-P5-230a 2. description of
policies and practices relating to

The folf owmg sections of our report
detail:

- QUr approach to daia security nsks:

Pages 43-52
governance of data privacy, cyber

I the event

of a reportable breach,
we would disclose
information about the
incident and commit to

collection, usage, and retention
of custorner information
SV-PS-230a.3.

number of data breaches
percentage involving customers’
confidential business
information or personally
identifiable information

number of customers affected

contact any affected data
subjects in a timely way.
Inline with regulations,
we will disclose material
lapses to the relevant
regulators, To the extent
that any relevant
regulator should find
fault with our data
managerment and/or data

security and technology resilence:
Page 82

approach to custormer data and
safeguarding and training provided:
Pages 30, 36

— consumer-facing privacy center
explaining how Pearson uses
persanal information: https://wawaw.
pearson.com/en-us/privacy-center.

htenl security practices, they
will publish their findings/
sanctions.

GRI General Disclosures Index

Disclosure Page/Location Comment

2-1 Qrganisational details 120,140,

150
22 Entities included in the organisation's sustainabily reporting 209211
2-3 R;ﬁartmg perlod frequen-c-g-/-é.n‘cvﬁ contact point 2022 annual report,
77777777777777777777777777777 sustainahilty@pearson.com

2-4 Restaterments of information 223

2-5External assurance T https://plc pearson.com/
en-GB/purpose/our-esg-

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, reporing

2-6 Activities, value chain and other business relationships 16-17

27 Employees T 524726 )

2.8 Warkers who are not employees we do not currently report
onworkers who are not
employees, Most cormnmon
type of workers are regular
employees (19,051) and
most common type of work
performed 1s1n testing
centres, technology, sales,
customer services, and

, .prof. development ...

2—9 Governance structure and compositiom 56-66
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Disclosure Page/Location Comment

2-24 Embedding pohty commitments 30-42

2.25 Processes To remed|ate neganve |mpacts T httpsf/plcpearsoncom/ 7777777
et oo e e e e rnereee e en GB/corporate policies
2-26 Mechanismis for seeking advice and raising concerns https://plc.pearson.com/
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, en-Gb/corporate-policies
2-27 Comgliance with laws and regulatrons 80-87

2-28 Membership associations S 38 Wearealsomembers of the

Global Business Coalition for
Education, and the
Corporate Consultive Group
of the World Resource
Institute (WRI).

g agreements 68 Qur Employee Engagement
Network (EEN) champion the
voice of our employees at
board level. Members
represent diverse genders,
ethnicity groups,
geographies, ages and
tenures.

2-30 Collective bafg

ESG performance tables

Environment

Re-baselining: Following our re-baselining policy, n line with best practices standards, we have re-based our emissions to reflect the change in
reporung scope and categories, as well as reviewed and updated calculation methodologies for the reporting pericd 2018 - 2022, This process has
been verified and assured by a third-party auditor, Carporate 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 methadology {ocation and market-based approach), together with some of the latest ermission
factors from recognised public sources, including, but not mited to, the UK Department for Business, Energy and Industrial Strategy. the International
Energy Agency, the US Energy Information Administration, the US Environmenta! Protection Agency, and the Intergovernmental Panel on Clirate
Change (IPCO). Energy use includes gas and electricity consumption in Mwh and vehicle fuel use converted from mileage into MWh using BEIS
conversion factor. For 2022, we are also using the latest global warming potenual from the IPCC's Sixth Assessment Report.

Corporate Citizenship, an independent third party has verified our energy consumption; scope 1, 2 and 3 GHG ermissions, and renewable electricity
claims, as well as our social KPls. See Corporate Citizenship assurance statement here: https://plc. pearson.com/en-GB/purpose/our-esg-reparting

Greenhouse gas (GHG) {carbon dioxide equivalent) emissions overview (metric tons CO;e)

018 rebaselmr d 2018 previously

2022 2021 reported

scope |

410,164
463959

Total UK scope1 and 2 {market-based)

Intensity rata 2022 202
tCO./ mf sales revenue (scope 1,2 market-basedard3) 956 107 4328
Fnergy 2022

Global (gas, electnotyr nd
UK(gas electricity and Uamsporﬂ 29,811 17,491
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ESG data continued

SSOUMCE Lse 2022 2021

1,298%

éﬁrare of waste recyclted in office space
Warer

538556% 152,702

* We report estimated watar and waste in sure of our properties by applying an intensity ratio per sgm based on all actual daza avalable
This year, we extended the scope of sites with actual data tnat are included 1n 2022 figures,

Social

All employee figures, with the exception of rotal average number of employees (as noted below) are based on employee volumes as at
31+ December 2022.

Eur Employees 2022 2021
Total average number of employees fortheyeart 20438 20744
Employees by geography (Regional Representation) e 20769 . 21330
S S O 3 D T T e oot oo e 10694 . 11,670
UK as Of 3 DM e oo 3931 38
Rest of World as of 31 December 5,544 5,854
* Total average number of employces 15 calcLlated using a Full-ime Eguivalent (FTE) meotnodology, a5 an average across the reporting
period.

Noroinary T e Lo 0%
Mot Disclosed 1% 1%

Nombinary N < S 0%
Mot Disclosed 1% 1%
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Nurnber o semer

posiians an the Fercentage of

SNumber of board Percentage of the board ({CFQ, CFO, Numiber in oxeoutive execy Te

Board and kxecurive Team's gender identity of sex mermbers bioard SID and Chaur) management* IMAandgerment
g B

Nt Specwfe / prefer not to say

o Number of senion
positions on th Percentage of
Number of board Forcentage of the board (CEC, CHD,  Number i exegutive axecutive
Boatd and [recutive “eam's ethnic background members board Sl and Chair) ranagement® THANAgerent
White British or other white
(mcludmg minarity- whrte groups) 7 w4 8 7273

Black/African/Carit
Othcr C[hﬂlC group I A L 909
Not specmed/ prefer not to say

I ernale leadership breakdown 2022 2021
Senior leadership L 37%
Per(entage of women in technology roles (1T/eng|neermg) 31% 29%
Employee raval and e hn\( diversity breakdown 2022 2021

Manager {US and UK)

Employee racial and Uhruc cJ\versry bireakdown - US 2022 201

NotStated T e oy

Employee racial and G‘Ihm( dwersny breakdawn - LK 2022 20N

, . 66% e T0%
Not Stated 16% 11%

* Asprescnbed by LR R 6R(10Y, for the purpose of this disclosure, the Executive Managernent includes the Campany Secretary

Annual report and accounts 2022 Pearson plc 225



ESG data continued

9 of total management workfarce (US and LK) 2022 201

Asian
Black or
Hispanic or

Not Stated 3% 3%
Turnover 2022 2021
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 6974 e

O ATy U O T e oo ooee oo oo 4658/22%
Involuntary turnover 2,316/ 11%

*3 calculated using average 2022 H/C of 21,342, not 2022 year end position

L2103 12%

Not disclosed 76 /0% -
Turnover Dy age group 2022 2021

Total number of new hires - not disclosed 122/ 2% 145/ 2%
*9% calculated using average 2022 H/C of 21,342, not 2022 year end positian.

New hires by age group 2022 2021

30 e e 44%

Over 20yearsold e UL SO, 17%
No date 1% 1%
Employee engagement measures® 2022 2021

*Sourced from Gallup Access.Propriety data
~GrandMean on a 5-point Likert scale

Gavernance 2022 2021
Total number of concers raised & wnvestigated 92 10
Percentage of employees completing code of conduct certification or training 100% 100%
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Reliance on this decument

The intention of this document is to provide information to
shareholders and is not designed to be relied upon by any cther
party or for any other purpose.

Forward-looking statements

This document includes forward-looking statements concerning
Pearson’s financial condition, business and operations and its
strategy, plans and objectives. In particular, all statements that
express forecasts, expectations and projections, including trends
in results of operations, margins, growth rates, overall market
trends, the impact of interest or exchange rates, the availability of
financing, anticipated cost savings and synergies and the
execution of Pearson’s strategy, are forward-looking statements.
By their nature, forward-focking statements involve known and
unknown risks and uncertainties because they relate to events
and depend on circumstances that may occur in the future. They
are based on numerous expectations, assumptions and beliefs
regarding Pearsen’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 of 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 Pearscn's
publicly-filed documents and, in particular, the risk factors set out
in this document, 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 to
update any forward-locking statements in this docurment
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 forwarg-looking statements.
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