Pearson plc

Annual Report and Accounts 2021

JUNARARIIR

AD7 26/09/2022 #85
COMPAMNIES HOUSE

MONDAY

80 Strand
London
WC2R ORL

Registered Number 53723 (England)



Adding lite
to a lifetime
of learning

Annual report and accounts 2021




We are the world's leading learning

company

Strategic report

2027 HIGHLIGHTS 02

A yedr uf progress

PEARSCN AT A GLANCE c3

Designed to help
everyone achieve
their potential

OUR INVESTMENT CASE 13

CEO'S REVIEW 10

Pearsonis Why invest in
refocused Pearson?

OUR BUSINESS MODEL 20 KEY PERFORMANCE INDICATORS 26
A blueprint for Monitoring

value creation progress

SUSTAINABILITY 40 FINANCIAL REVIEW 55
Qur sustainable Strong financial
business strategy performance
Governance report

FDRPQRATE GOVERNANCE 74
DIRECTORS' REMUNERATION REPORT 13
ADD\T\QNAL DﬁlSCLO%URESi B _ . . ” N ~ 132
Financial statements

WDEPE}IDEP‘{AUD\IDRS' R"EPDPT TO THE MEMBERS OF PEARSON PLC 138
CONSOLIDATED FINANCIAL STATEMENTS 146
COMPANY FINANCIAL STATEMENTS 154
Other information

FIVE-YEAR SUMMARY 221
FINANCIAL KEY PERFORMANCE INDICATORS 224
SHAREHOLDER INFORMATION 229
E_SG PEBFORMANCE DATA 230
PRINCIPAL OFFICES WORLDWIDE 240

The strategic repor:, up to and Including page 72, was approved for
1ssue by the Bozrd on 8 March 2022 aro sigred on iis behalf oy:

b

Sally Johnson
Chief Financial Officer

WHY WE EXIST 04

We add life to a
lifetime of learning

MARKET CONTEXT 14

Trends in our
markets

PEARSON+ 28

The future of
Pearson

RiSK &0

Effective risk
management

Experience Pearson online

CHAIR'S NOTE 4]
This is a new
Pearson

STAKEHDLDER ENGAGEMENT 16

Meeting the needs
of our stakeholders

SEGMENTAL REVIEW El

Performance
across our divisions

TCFD 70

We continue to
enhance cur TCFD
reporting

imdge removed

Use this QR code to v sit our 2earson plc
wehsite where yau can “ind the anline

version of this report,

Image removed

htzos.//plc pearson,
com/en-GB/
Investorsé2021-annual-
repart-accounts



Pearson is here to add life

to a lifetime of learning

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

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

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

are too.

We are all works in progress. Luckily, knowing
who to turn to in learning doesn't require a
learning curve of its own. Partner with Pearson
and realise the life you imagine.

Learn how p

. Irrage rermoved ‘




2021 highlights

A year of strategic and

operational progress

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

Q12022

Add life to a lifetime

of learning

Read more cn page 4

Achieved underlying
sales growth of 8%
and adjusted
operating profit
growtn of 33%,
ahead of
expectations*

Launched
new digital,
consumer
centric
strategy and
organisational
design

) Read more
on page 20

ESG framework
refreshed,
reaffirmed
commitment to net
zero by 2030

’ Read more on pages 44-45

Rolied out a global
remote working
policy offering our
pecple flexibility in
how and where we
work

Launched new
learning service,
Pearson+

} Read more on
page 28Read more on page
32

Image removed

Strengthened
management
team, focus
on talent
development
at all levels

Read more
on pages 48-50

New Chair and Deputy Chair appointed

Image removed

Omid Kordestani

Tim Score

Image rerroved

Acquisition of Faethm, the workforce Al
and data analytics company

[ ]

| FAETHM

by Pearson

} Read more on page 37

Image removed

Dividend
increased

by 5%

Dividend per share

20.5p

Chart remaoved

a) Gromit rates are stated or an anderlyieg bas s (roughout tis repart urless otherw se stated Unaerhang growrh rates exclude currency rovements and pormfalio cranges, b, Corstant
excharge -ates are calcalatec by assuming the average “Xar ire prior year prevailes through the current year, & The 'ous ness performeance measaras are ron-CAAP maasJres, ard
recerclial ans fo ke enuvalent statutory head ng under IFRS are ncluced ir the firancial key perinrmance nd cators seciion ¢ page: 224-228

2 | Pearson ple | Annual report and accounts 2021



Our business at a glance

Designed to help everyone
achieve their potential

2021 adjusted
Our businesses ) 7 operating profit*

. Assessment & Qualifications I

As people upskill and -eskill more often 11 their lnes. they are
ncreasingly lockng to some form of certfication 1o prove their
Image removed achievement, Lverytning we do acress our five ¢ visior's has the Chart remaved
potential tolead to some form of asscesiment, caahfi ation or
ce-uflicate, ensuring this division is our largest Husiness by revenue
and consumer reach

} Read more on page 30

“Virtual Learning |
Qur Virtual Learning divsion ofers Fighly effective online learn.ng for

overy age and stage of education Users are able to iearn where, when,

and how they learn best, gving tnem a truly pesseralised expenerse.
Image removed Chart removed

B 2

—‘ Eghsh Language Learning |

Qver * 5 billon penple are learring Engl'sh nght now. Whether they're
areparing 1o study obroad. maove forward in their careers or hve in an
Enghsh speakirg country  we have the courses a~g assessmerts tg
Image removed ne'p them achiove ther goals. We o'fer digital and blended tnglish
solutiors 1¢ educational nsutetions in 1€3 countnes around the world,
as weli as the flagship Peason Test of English We focus or serving 1he
comm tied learner

] ’ Read more on page 34

Chart remaved

‘Workforce Skills

The world of work 15 changing fast. We help workers gain the skil's tney
"eed to boost thal” einploysbifity and oper up new job and career
Qrospects We aiso e pemployers urderstand, mantzir and erhance
Image removed e valae of their mast impariant zsset - their secole. Qur acauisitiors rhart removed
afworkforce Al ang prediciive analytizs compary Faethrir 2021 and,
Tare recently, the digial credentizling company Credly Fas boosted our
capabilies mthis b gh-growth, dynamic market

J ’ Read mare on page 36

. Higher Education .

We are a ma-kel eader nprocLong gl learaing matenial for colleges
and unvessizes 1 e US and across other major markets 12027, we
lzunched Pearsor+. a direct 10 consu~rer subscr puan experierce that
Image removed gives st.dents simp e and affordable access to 23o0ks and study 1ols
Our hugh-qua ty digital content proviaes enrickirg experiences for more
113 10 melhon stader:s every year.

> Read more on page 33

* e ¢S SPS 15100 0% T s pdge do ot L 08 DUSITEssEs LnGer sateg T teview DL v ST @Te DA ©7 1@ 200U 80 Ll es onetat rg oo’ of £385m
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Why we exist

Our purpose

We add life to a lifetime
of learning

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

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

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

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

for real-life impact

Image removed
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Our values

1. We ask why?

4. We deliver quality.

We challenge the status quo by We held our customers and consumers

crallerging oursehes

2. We ask what if?

We spark cunosly 1o mnovate new

ir the h ghest regard, and our work to the
highest standa-ds.

5. We make our mark.

possit ities for everyone We execute with speed and zgil 1y to ieave

3. We earn trust.

3 1351INE MDACT OF EWEryone we senve

We bule credioibity by acung wirk integrity

Bvery ¢y

Living our values

ITage remover!

hrrps/iple
peaArson camy
en-GB/careers

Asking why: "Fearsor really mviles 1 people 1g &5«

why hecalse as a company it's been committed o

rrarsform tsell.. 10 slay relevant 1o 115 customers and

0 serve 115 commumty betier” Image remaved

Zerin
Technology Business Pariner

Asking what if: "Il more people ask "Whkat i*?", it will
Felpus grow and be 5 consumer-certnc brand. &
compary that really malters (o pecple

Image rermave
Khoa age removed

Jirector of Market Developrment

Earning trust: “| want (¢ make sure that | earn the

trust of our candidates. and ¥m going co my best to

make therr testing at Pearson  the best roment of
e

their life Image remowed

Dwyane

“est Centre Managor

Delivering quality: ¥ gve regalar presentan.ors o
Felp grner people inrry lield stay Lp to date an the
things that are haopening These are things f do i

arder to ersure tFat we have guality iIn our Nelg” Irrage remaved

Keisha

Senior Researct Directar

Making a mark: *It's importznt for me o work for

a compary that makes ar mpact like Pearson because

I'trLly beleve tnart all corporations should do good In

the worla” mage remaved
Gemma

Director of Financiz! Cormmunicatiors
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Chair's note

This is a new Pearson

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

2021 dividend growth

5%

image removed

Return on capital in 2021

7.9%

“It has truly been a privilege to serve as Chair
and to oversee Pearson’s transformation over
the past six years. { am confident that this great
company is well positioned to succeed.”

Sidney Taurel, Chair




Dear shareholders,

As | come to tne ord of my r'me as Chair of Pearsor. | wan: (o sFare
my reflections on the transformation that the company has beer or
over the [ast six years

At the start o my tenure we accelerated ine reshaping of Pearson in
response to signficant and -apid chenges in oLt marwets Trrs
mveolved a simplificatior programme to modernise the compeany,
create greater efficencies and urlock cost savings. We strengthened
our balance sneet through divesting ror-core aci v es warch dic not
&l gn with the strategy, and we placea & Moratorium on #CgJ sIuns.
Our strong fmancial posit on erapled us 1 rvest in techrology and
dig usation, and t1s now enabling us to expand and grow agar

AS | reacn e erd of my tendre, we Fave realigned the pusiness with
what we see 25 ore of the greal marker growth opponunit es of the
217 Century - Wfelorg icarmmg, We have for some ume beer
aruculating our vimon of being the leading cormpary for people who
want to upskill or resk P at any poirt in their ives Last year, we
outhred a s ategy 1o erable us 10 achmeve thal weign “he
accelorated digratsanon in amaost all aspects of our lives, only
underhnes the more digtal, rmore d rect ¢ consumer mode) that we
afe purswing under our seniar leadership team

The robust digimal foundations for the next stage of 2earson’s journey
are naw In place, This s a new 2earson, pringing now dig (3l procucls
ard semvices 10 market at pece

I am proud of all that we nave achievec, dhic hard over (o rmy
sLecessor confident in Pearson's prospects. Pearson has @ sirong
strategy. e strong Board and executive team, and 1s 1 g strong
‘inanual position

Moast impaortantly, Pearson 15 & basiness witk a clear and important
purpose - 1o add ife 1o a lfetime of learn ng - and 1§ organised
around and driven by this purpose. As Pearson realiscs its v sion,
o help everyore realise the ife they imagire tarough learn ng,

we Transforre Ives, Ivelihoods and sonienes while also thraeng
3% & busiress

Strategic progress and performance in 2021

I'am del ghted that in Ancy Birc, we have a Ch ef Executive with the
skills to gevelop and implement a sirategy 1o enable Us w atheve
oJr visan That sirategy, developed closely, witn the Board and
arweiled n Marck 7027, s based arcune establishing a Wielong, direct
relationship with consLmers

We reorganised along five global business divis ons Assessmert &
Quatlicauons, Vrtual Learning, Enghsh Languege Learming. Wor <farce
Skills, arc Higher Eduration Al of these are underpinned by a drive
{owarcs more delivery of scrvices direct to consumers, The
successful launck of Pearson+ marked an imporlant milestone aicng
our [eurney 1o hecome the premier digizal platform fur learning, ana
oJr acquisitton of Faetkm represented a landmark for our
deploymert of art figalimelligence nthe workforce arera We have
also Maoe progress In separating non-core busiresses followirg a
strategic review of the Group,

Opear onally, 2027 was g good year Pearson reoounaed sirorgly
from tne pandemic-related impacts on our business in 2020 while
also making substanual uncerly g progress. There 15 significant
parenual far sLstaimacle iong-ern growth auross dll of oar dwisiors.

Captalising on trends already underway - sich as rapicly grow ng
demand for professional certrficatior - we Fave enjoyed growth in
oJr online busthesses are rmade progress in Erglsh Language
Learning and in Workforce Skills We are also seeing sigrs of
stapiisat.on i 45 Higner Educanon Courseware despite the drop i
onrolments in tie Usin 2021

Building on our ESG priorities: our sustainable
business pillars

Alongsde the strategic thanges made under Andy’s stewardship, rhe
Roard end management have together diectad effori towarcs
updating aur values and culture, bring Ng trem 1o serve te
achievemert of aur new visior and mission (see page 4 for more on
th 5] They also support tne evolutier of our sustainable bus ness
strategy QJr evolved Tramewory, which you tan read mare abaw on
page 40, prioniuses the poienual that Pearson has, as tne worid's
leading learming company, 10 make Lhe oiggest post ve impact ©1 our
suciety, people and olaret

Image removed
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Chair's note continued

We nave put Increasing emplrasis on e role of our people, as they
are our greatest asset The drive Lo upskili and empeo contnual
learming throughout an employee's t me al Pearson, comoired witn
our ongoing focus on Oiversity, Equality anc Inclusion (DF&) at all
levels of the company cortne 2pace Employee upskilling 1s a key
offering for our cLstomers and we are workirg to ersure that oJr
cwn emp.oyees an alsc zccess upskilling anc reskiling tremselves
as we connedt our strategy niernally and externally See
Sustainabiliy ‘Invesung - Telent seclicn on pages 48-50 for more
an our approsch

We are working towaras a hetrer gender and ethinic mix throughoat
the company We accelerated our progress inthis area anf 115
retnains a priorey for us You can fnd more detarls on Beard civersity
In the Goverrance Report starung on page 76

Fram an ervironmental perspective we are focused on cutiing
emissions through cur supply cham and through digital
transformation, We are on trac< to be a net 7ero carbor busiress
by 2030, which you can read more about 01 pages 44-45

Financial strength

The streng:h of our financial position enableo us 1IN 2020 Lo mantain
our divderd notwithstarding the many pressures 7o the external
environmert. Thanks to the strong performance of the bLsiness and
owr good cash management in 2021, we have further strengthened
our financial posiion and have beer able to grow our dividend, n
line with our progress ve gdividenc pahicy

We have also beer able to use our balance sheetin support of our
sirategy, acquinng Al corrpany Faetbm i 2021 as well as making
other smaller acgu siiions. Most rece~tly we announced the

acqu siion of Credly. the mar«et leader in digiial credenuals and
certficanions for the workforce

Stakeholder engagement

The corunuing COVID-15 pandemic remzined an abstacle to
n-person stakeholder engagement in 2027, However, the Board was
acuve Inilsvartual engagements with a broad range of stakehclcers
As Pearsgn progresses 1S direct 1o consLmer strategy, I wes
parucularly helpful for the Bogra o receve focas group feedback on
Fearsor from castomoers

The Board alsc engaged extensively with sharehclders followng our
2077 AGM, and it engaged with our workfarce, through a new cohomt
of colleagues joining the company's Employee Engagement Network.
You can regt: mare abodt such engegement In the Govertance
Report from page 87

Evolution of the Board

Foliowing the annauncernent at the AGM of my irtertior to retre,
a thorough process was conducted 1o appeint a successor, led by
our Seriar Independent Directar, Tim Score Tz culminated i the
announcement in December of Omid Kordestani as new Chair
desighate As part of this process, Tim was elevated 1o JepLty
Char designate,

Image removed

Our approach to
capital allocation

| | ‘ ’ | | ’ ‘ ‘ ’ | Underpinning all of this is
| .

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

— We continue tc invest in the business for
organic growth

— We look at value enhancing acquisitions
with a focused and disciplined appreach to
drive future returns

—We are committed to & progressive and
sustainable dividend

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

8 | Pearson plc | Annual report and accounts 2021




Ormid brings signif cant experience of leading ana agusmg some of
the warld's best-known consumer technalagy branas. whick wall
furthier Pearsor's ambivon 1o scelerate 18 oigean, Ifelong

learning sirategy Equaly, ' am delighted that Tim wall support Grnid
4s Deputy Chair His weaith of experience ir Uk plc, combined with
Omid's deep tech knoweage makes ther a formidable team.

I beleve that this, together witr the wider suceession work
undertaken by the Boa-d this pas: year, will help accelerate progress
n delivenng on ou” strategy whinst berg refiecive of aur strong
corrmitment to good governance You car find more detail about the
Board recrustment process for Grnid anag Board succession planning
generally in the Governance Report starung or page 73

It nas truly been & privlege (o serve a5 Cnar ano 10 owersee
Pearson's transformation over the past six yvears | am confident trat
this great company s well posiioned (o succeed. | am goighted ta
welcome Orid as My sJCCessor as he joins the Board at avery
exUNNE Lime, Comgratulaie Timn upar s elevancn &5 Deputy Char,
and wish both of them and the whaole campany every success
pang fongard

Outlook

Pearson's transiticn 1o a digta’ and arrect to consumer fururg (s
progressing we'l, the heavy Iftng behund the scenes has now been
done, and the ousiness » wel! glgned with the compelirg market
opporturities we have identified The foundauons are in place that
will erable the DLSINess 1 grow 17 a sustanable manner cver “he
long-tem.

"peleve our new DJsIress shape gved us enarmods poténtial Our
Workforce Skils and Crgesn Langdage _earnmg dais ans each
TEPresent SIERfcant orowtn opportun tes and there are Major
ynerges betweea them 10 this dogital age Vimual Learming s set for
ONREINE expansion. wh le | expect to see continued growth in
aemanrd for Assessmert & Qualifications inthe US, where our
Higher Egucation basness s focused ' neleve that the personahised,
digital iearnirg expenences we a'e crestng for higher educetion and
college students are absolutely in tunc witn the way the market 15
moving, espetaly as hgner eduieton Diurs oe Welong earming
Hybrid learming, provides airect (o consuners, as well as through
2AUCAIDNA NSILLLONS, s The future of learnrg,

Finaily, 1 would I'ke to thank ali of our employees and al our
stakenclders who have worked win us te help deiwer our purpese of
aaaing lite to a Wetime of learning for people all around the world |
nave avery coriidencs el with your nelp and with s noredibly
ralented leadersh.p tearm, Fearson will continue 1o grow and prosper
i the years to tome Jwsn Omid, Andy and the team ot Pearson we'
as they take this very specia’ company forward 0n .15 new growtn-
crentated path

Sidney Taurel
Chair

Introducing Pearson’s new Chair

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

Omid brings significant experience

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

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

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

Annual report and accounts 2021 | Pearson ple | 9



Chief Executive's review

A year of strong
strategic, operational
and financial progress

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

Underlying sales growth
in 2021

3%

Adjusted operating profit
growth in 2021

33%

image removed

“Pearson is refocused and recrganised to
capitalise on this new wave of learning. No other
company has the breadth of skills, the expertise,
or the resources to compete in the way that

Pearson does.”

Andy Bird, Chief Executive




Dear shareholders,

lam cehghted 1o report to you on a year of sirong srrategic,
operational and financial progress at Pearson, acrieved ageinst the
background of a sull challenging and uncer:ain enviranment

We have redefined Pearson's purpose te meet this moment 1n our
world - a mament whare learning 's becoming more fluic and exists
Inside ang uutside of formal education That purpose - to aad | fe to
3 lifetime of learming - sits zt the neart o everything we do

A purnose - and a strategy - are nothing witholt the employees wno
bring those to hfe Qver the last 12 months, our employees nave
shown the decicalior, perseverarce, and Commitment 1o drive
Pearson forward Evervone at Pearson has beert and will continue ta
pe relentlessly focused an execuuor That s reflected m our strong
Anancal performance in 2027, where —ir a very complex

erv ronTent - we delivered ahead of expertat ons, with 8%,
underlyirg sales growth, a 33% increase - adjusied operat ng profi;
10 £385m and cash conversion of over 1008

Set for sustainable profitable growth

The managemient team s ahigned anc focused on growk, Tanaging
hoir businesses well, end defvening results, Today, you see 2 New
Pearson. streaml.ned, well-organised, and focused on working
together as an agle and nierconnected cormpany.

v rrore exuted than ever oout our OpporTLiIty (o make a

posiove I pact through our products 2nd our peaple We conunue
10 evolve our sustaw able business strategy to align with ur company
strategy and purpose Qur digital growth and product ceveloprment
are parts of our efart to arve learning for everyone We've also
plated rentwes erergy 1Mo bu Iding our talet and our nnowat on
culure. so our pegple car make a difference at scaie, As we become
more digial, we're providing products vath a smaller carbon
‘ootprint, along with prodacis anc services that meet the demands of
3 green economy anc content thar inf uences action As such we are
on track with our goal 1o make Pearsor  net zero carbon business
by 2030,

The s.uccess of Pearson and the work we do has neyer been more
impoment. The world 1 thanging, ang the very defmmon of learmng
15 expanding We no longer maove only 10 2 inear fashion through
school, mto righer education and ten on to errploynent All of us
are learnirg 3l of (ne ume Pearson has refocusec and recrganised
Lo caprialise ort this new wave of learming No other camuoany has the
breadth of skills, the expertise, or the resources to compets in the
wigy that Pearsan coes.

In March 2027, | ser oat a strategy around a hifcurne of learning My
BrOfUES CONUALE 1o Cemre o outding o company that 1s o g tai first,
puts tne consumer a: its beart, and delivers high auality learning
products o more people a1 scale than ever before, To do that, we
Reve createc a new orgarisauonal structure witk frive core divisiors
and sapnlemented that with a dedicated cirect to consumes team
that success ully laurchec Pearscn~,

The Izaders o those divis ons Fave spent significant ume crafting
their strategles Tc execure on aur vlan Trere 1 much work undecway
across all of Pearsor’s divsions and you car read rrore asout 101N
the segmenta| review 1n s report Pearson- 1s growing wih aver
275 milhon registered wsers at ™e end of 2027 and an over-
expanding set of stLdet friendly fealures

Lezrning s no lorger a stage of bfe, 1t's a ifelorg journey The neec
to upskill and reskill has rever beer more urgent. 5o, while we'll
cont nue to work w ik long standing partners sucn as schogls,
Jdniversites, and colleges, we are also mcreas ngly working with
employers. Campanies naw play a crucal rofe n that leaming i fe
cycle, and we Fave an opportunity to help indmviduals ang emoloyers
lLraine gredl resignat on irto the great re-engagement The recertl
acqu sinions o Faeth, and Credly in our Workforce Skills drvsior
signal the dwecuon of ravel you can expedt Tom us, induding the
expansion IN(o data as < servce for employers gnd INto credenuahng
for workers,

A direct to consurmer learning ecosystem

All of this mezns that you should start te think about Pearson, not

as a collection of indrvicual businesses. put, Increasingly, as a highly
interconnected company, with capaoilinies that work together to help
people learn at mulunle points ir ther fives. Pearson has (ne
porenual io greatly accelerate aur growrs when we levarage our
businesses ir a coordinared fashion across the cntre spectrum

of learning

Increasingly, we are build ng direct relationskips with corsumers,
which allows us to better understanc their neeas, adapt our
products énd keep a dynamic aoproach n a corstantly chargirg
marker We provide products and services for tens of milfiors of
people arounc the world, and every day we are working ta learn
ohout them and from them, s0 we can conure o improve the
experience we provide for them Those insights. along wath our broad
portiolie, provide a signthicant advantage as we move 1orward

As | said woen we launched Pearson - m july 2021, I've always felt tnat
higher education was Just the starung paint for 8 grozcer consureer
offering Fearson+ will be a: the heart ¢f pur cornectea consumer
ancl comerogl strategy

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

1

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

2

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

3

We are bringing together muitiple facets of our expertise
to deliver innovative digital learning products through a
maore connected commercial and consumer strategy.
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Chief Executive’s review continued

We're building Pearsor as the prerrier digital ecosystern fo Iifelong
learning - whetner through school, university, work, angusges, or life
sklle - not ust for the tens of million pesole we serve toaay, but for a
growirg, adoressable market giobally Fearson will pecorme the core
dgitel offering for ts company, which | bel eve ngs the poterual ta
andress mulipe demagraphics and create a meaningful busiress an
a globas scale,

Consumers neeg a way (o ciscover, learn, biuild sk lls, and show
credentials and they want a great Jse” expernence We can delver
that with ou* broader Pea-scri- vision. That's possible by drawirg on
the current assets of the company ircluoirg our recert acgu sitions,
ond through new irvesirmient We wll leverage cur growing
relstionships with students. cansarrers, and enterprises, and targel
their specific needs througn a robust data infrasiructare,

“he possibiiies are vast whien we can connect all of thiz irta one
ExpErence (o meel consumen led learmirg where L happens From
diagnostics and skill development, Lo conzent, 555e55ment ana
credentials, orly Pearsar hzs the shlity 2nd scale to succeen, Ard
that's what we're going to do.

Trere is great foundational strergth in our <ore buas nesses, and we
will be relentless 1n pursuing tne significant ooportun ties that are
avallasle to them cver the comirg years, But th s prodder Pearson+
st-ategy nas the potent al to drive growth beyond tnat. This gves a
sense ot wherg we are heating, s excung, offering great cotenoial
for growth and :s the comeany's "Nerth Star”

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

@

Continue the
focus on execution,
quality and trust

O,

Deliver sales

and profit growth

()

Further embed
customer and
consumer insights
into the business

©

Progress and scale
Pearson+

while we focus or executing today. we're working nsrd across the
comnpany 1o deliver a bnght tomorrow, ane that & focuses on where
the market s going, 2 future that plays 1o adr strengths, tnat focuses
or 1Fe opportunity for growih for shareboaers ang the carsumer;
that wehes ol parts of the company and rmakes us one, ¢ orve
growth for irvesions 3no learers alke

Looking forwards with confidence

lLast year, |la.d ou a strategy for this mew Pearsor, It has been a yodr

of remarkable prog-ess and sign.fcant celivery. and | iruly believe

that we nave reached a prvatal and important mhecuor point nolr

evolduon. As we mave Into 2022, my priorities are clear

— Dewver sales anc praft growd

— Continue the focus con execLtion, quality. and trust

— Further embed castomer and tonsumer insights - ana the total
forus 01 the consumer - acruss the company

— Progress and scale Pearson+

Aswe furtner integrate and carnect our bus nesses, (e Peasson

learning ecosysterm will evolve ane tarve, reinfero g our position as

the ratural destnanon for lifelong learncrs Ir rezlising cur purpose

-toaad Ife to a lfetime of learnirg - | am confident that we will grow

and deliver value for &' of our stakehoders, in 2022 ano cver the

onger lerm

e

Andy Bird
Chief Executive
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Investment case

Why invest in us?

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

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

-

N

b1 r 2
s L
online and solutions to academic and
digital tools for evaluate and professional skills
schools and address workforce accreditation and
education skills gaps certification

Pearson’s unique strengths that enable The market opportunity for Pearson
us to win include: The market we operate in s large |k 1s esumated 10 be worth around

. £5 rillion toray - and 115 expecied 1o graw o £/ tnll on by 2030.
The pedigree of the Pearson There are two mzim dnvers of this growlh. the mcreasing numbers o

Iearning brand learners progressivig tnre.gh formal educaton, ond the increzsing

T - demand for Wfelong and rforrral learming, parmicatarly for reskillng
The expertise and dedication 2nd upskiling
of our people Pearson proviges e digial content, learn ng experierces,

N T assessmerts, qualificatiors ard data to take advantage of these
The excellence of our relationships oppariLniies We are increasirgly agantirg our business model 1o go
with educators and authors direct ©c tansurmers [c meet oJr Custorners at the poirt o tner
- - learrrng neec This cregles 3 maore sustanable busiress with E5G

The breadth of our of‘fering ntegratec Mo oJ” srategy ~hat s good for Pearsor and all our

sta<ehulders.

The high quality of our

learning content Five reasons to invest in Pearson:

o B Market opportuni

The strength and flexibility - PP R4 -
of our digital offerings Competitive advantage

The recognition of the accreditations Growth strategy

and certifications we award i ‘
— - - Strong financials

Purpose driven
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Market context

Trends in our markets

The learning ecosystemn is flourishing. Although formal education still

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

®

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

©,

Higher education is
broadening beyond
formal learning to
incorporate
workplace learning

©)

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

©

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

O,

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

careers and changing
lifestyles

The global learning
opportunity

£/tn

expected size of the
learrurg marker by 2030

2rad

largest component of GJ2
IN TOST COUNTr e

+1bn

we expect aver 2 hillion
@arners 1o have moved
through formal education
by 2030

Image removed

The growing global learning market

4.4%

CAGR

Lifelong learning

Corporate

+75%

Chartremoved Formal primary,

secandary
and tertiary
education
market

Frips Atveew Poloniz comy 2030415 erill an-global-education-market!
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Global Learner Survey

In its third year, Pearson's Global
Learner Survey, based on the
views of thousands of people

across the world, identified how
the pandemic has reshaped
soclety. Pecple are re-evaluating
their careers, there is increasing
interest in social justice and more
faith in the education system.

Learn more
anlime.
Image removed

hups://plc pearson caom/en-GB/uture-
Icarning/global-learnc-survey

Image remaove

Women in the workforce

4/5 3/4

Faur in five women surveyec 4% of warmen believe bias
are using the pandemic 1o anc dsurminaton are sl
reconsider therr careers makirg it difficult to hrd new

Career oppoTLNIles

4/5 9/10

Fourin five people want 1o Mearly 97 O womer looking
cducare tharnselves about fOr work want 1o 1mprove
socizl Justice, diversity or therr professional skills,

gender equaliry

Importance of a quality education

2/3 9/10

Nearly two neoole inthree parents plan tc involve
trast ther carrent education themselves more n their
systermn 1o provide a quality crildren's educanaon,

educangn for all - up from
54%r 2012 and 55%
N 2020

Climate change

/10 9/10

88% of respondents believe 89% helieve the educarior
$C100ls have a responsibdiy syster in ther country
tateack stadents abo Jt needs [e GO More ta eqLip
cImate and environmeral sidents with skills for
ISSLies. green jons

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




Stakeholder engagement

Adapting our business to meet
the needs of our stakenolders

in which our businesses operate.

lcon removed

Consumers

The panderric brought to the

farefront the major 1ssues of

learning lass and the digizal divice
Mary students were moved 10 emergency remate learning,
where our virtual schocls programme, the Connections
A[ademy, came Into s own

Invirtual Schools, stadent wellbeing, parenr and studert
sats‘action and student achevernent are key engagemert
melrics (or Pearscn, reporied through annual parent and
student satisfaction surveys and anzlysis o” student
performarce compared with national benchmarks. The
satsfacton surveys show that $3% of parents were sansfled
with their Connections Aczoemy school overall, and $2% of
parents gave teacners high marks, noting teacker support and
responsiveness, 20% of parents were savsfice with the school's
curniculum. Maost compellingly, three out af four parents said
their child's atr tude toward learning had impraved at
Connections Academy,

Some students, however, were unable to access the internet
dJring the panderuc and continue (o be urable 1o oo so This
has created Inequality that Pearson is helpirg adoress, for
example through including a drive to give laptops to school

ch ldren in the UK affected by the osndemic {see case study on
page 33 for rrore)
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The world of learning has had to adapt and evolve due to the pandemic.
Recognising that learners’ interests have to be put first, different stakehclder
groups have been rallying together in collaboration across the sector. This has
led to a deepening of relationships for Pearson that we believe will have an
enduring, positive impact on cur business. You can see examples of this below
in relation to our eight key stakeholder groups: consumers; employees;
shareholders; educational institutions and educators; employers; government
and regulators; business partners; and our communities - the local economies

Ve are alsc working hard wilh consumers to ensure that diversity is
fully ta<en inta accodnt, both ntexts 2nd in assessnents. For
exarmpe, 1o address the lack of diversity withir existing curmicula, we
are takir g a fearner-centred approsch to product development by
partnermg with students from a school in South Londor, They are
helpirg us ta design new online learning content and qualficanion
roltes, enabi ng students “o explore more diverse narratves,
histories anc cultures

Inthe UK we laurched a jmint iriniative with Penguin Random House,
Litir Colour, 1o becoe the fitst UK exam board to make changes to
oJr qualificatons and imorove the diversity of our student texts We
alsc provide pro‘essional development and resources ta ensure
schools have everything they need 1o tezch the new diverse texts

Carly in 2021, we launched our new Student Diversity Ambassador
Programmc, enrollirg a mxed group of learners between the ages of
"4 and 17 o help Jus ensure the products and senaces we create
truly reflect the diverse needs of the leamers we serve In
appreciation, we offer mentonng to Siudent Ambassadors and
opportunives to develop thair skills and work expenence

We also work with Pearson Campus Ambassadors, a graup of
students who share with us authentic insizhes from Generation 2
students We also prowvide then wath internships and offer tnerr
business insights to help ennch therr studies and caree” arospects

For more or our approach 1o engaging wiLth consumers please see
the Global Editarial anc Content Rolicy and the DE&I sect on of the
Sustainability renort on page 47




Image removed

Employees

Peapie are our greatest asset 50,
1o enable Fearsonto be the
wire's pre-eminent learing
compary, we corstantly seek to
heln ermployees realise their
potenual by buicing the
company's culture, talent and skills

Icor removed

Reflecting the imiportarce of oUr emeloyees In cetve ng our
purpose we added a People hased pillar 1o our 3G sustairable
business pllar priorites Read more o page 46 E50 measares
ace also included nthe Annaal Incentive Plars of 11,000
emp'oyees, which 's overseer: by the Remunerat on Commitee
Reard more 10 the Remuncratiun report staming on pege 113

We know IREL e pioyees Wanl Lo undorsiand company siraegy
and he clear abour how they can sappert it They also want a
fexible workplece culture that fosters collaboraton, crestivity aro
connectivity And tney want 1¢ be rewarded and recognised “or
their contrbuticns and see oppRoriunities 1o grow - ther careers

To belp acnieve this, we engege wath oLr people through.

— Leadership: Not only do leaders keep emplayees iInformed,
hut they also listen o what they say As stewards of our
strategy, they act as +ole models brnging business priontes
1o li'e through tneir own conriostons Reac more on our
snproach through the Casabilies/Mentorirg programmre
slarling or page 48

— Manager Communications: Errployees tura o therr awn
direct managers as the most trusted source of company
news. To ensure clear and consistent comMmunications, we
run a Monagers’ Corner community and bi-maonthly newsletter,
£ iral manzgers are well equipped 1o <cep ther teams,
informed and znswer treir guestions

— Globail Engagement: Through the We are Pearson viriJal
community, we ensure employees are up to date on
imporrant tonics and themes, siuek as prodac erd serv oo
development. To suppor: therr well-being anc foster a sense
of community, we share People of Prarsor stones globaly Anc
we host viriual engagement Eevents Or <Cy IOpILS S (hE)—’ arise

— Employee Engagement Network: Our Bosrd regularly
engages with aur emptoyees, tbraugn a rew cohort
of collesgdes joiming the company's Zmployee tngagement
Network YOU ten reas more apoJt such engagement in the
Governance Report, from page 74

To check how welr this 1= waorking, we measure engagermen:
stavstics, we conduct & global cusrterly emoloyee pulse survey,
and we take gualaive feedoack from globai ‘cef’ee and
CONYeTsat on' SessIors 1o valicale g.aantitat ve “eeabac<

Weinvest ir cregting a culture where people love the work they
D ang the peaple tney waork with 5o TS ercoLraging that, ume
and again, o.Jr people say 1ney come here for the purpose and
stay ere for ne people

Shareholders

We communicate with our

sharenclde-s regularly, ncluding |

at aur financial res.dits, our AGM lcon removed
and at 1westor meetings and
con‘erences We held

45" meetngs with 206
IFSUTULIONS Qver TNe Course o°
202", bath wrtually sne e
person We tiscuss financ al,
operelioral and strategic matters. iNcluding progress agamst our new
direct to consumer strategy announced in March 20271 Our
skharenolders welcomed the siralegy 2nd we recewved (avoJrable
feedback as 1o the epportunities thet exist In the cirect o consumer,
felorg learmng rmarkel

We laurched a new, dedicated website for rrvestors,

v pearsonple rom and evolved gur finagr gl Lommumcations ar
oJr resJlts presentations, @ ming (¢ make our CommJnications more
interactive and engaging, with herghered Jse of v aeo, paologranhy
and soqal assets

lcon “emoved Educational
— - institutions and

educators

Qur pricrity In 20271 was (o suppart teechers snc students th-ough
what was another difficult year The concerns of ecucat.ona’
nsttutiors and educators cover 8 brosd range of 1ssues from the
workload placed on teachers and faculty anc the future role of
assessment In measuring outcomes e“ectively, 10 chsurng learaers
cen recover from any learning lass caused by (e panderric We
engage with them 1o stare insights, best pracice arc professional
development opportarities end to learn from therr feedback

In oJr Us Higher Educanon Courseware division, we trained a core
tearr of active faculty members to gdvise colieagles on best pracice
in specific sub ect drsciplines and classroom tapics, includirg oni ne
learr ng, Inclusive teacring, prodJdct usage and efficacy. To helo witn
professioral development especally in the worlc of Pybric carming,
we host arc sponsor a variety of faculty conferences in the US to
helt members develop tair skills and grow their netwark we also
condJc focus groups arorg facJity Acvisory Bosras to help us
better Lnderstand how 10 develop our content a1d produc ofernrgs
10 meet Inelrr neecs

In the L< we cmploy thoasands of current or “ormer teachers (o help
deliver our prod.arts ard servces, enablng us Lo brng a wezltr of
knowledge from the teach ng profess on e beneft learners. We also
actively enpage wiih teacring umiors and representauve bodies o
Jnderstand tre cralienges therr memaers face, 2rd 1o ensure we
have a wel-rourded vew ar what's happen ng m scnools. Forowirg
the carcellzuior of exams in the UK n 2021, we passed back £31m 1o
schosls ang colleges for general gaalifications

In Virtaal Schaols, eack vear schoal leaders are ather adm nistrelars
are invited 1o Jon 1nerr ellow oniine ecucators &1 Pearson-fac liated
conferences to CistUss, Lollabarate anc learn rom each oiher - all g
support cuality orf ne education and best praci ces T1s year, these
leagersh p conferences drew over 300 attendess Pearson's Lead
Deector o Schools was recognised 2s a Champion of Equity by the
Americar Cansortium far Equity 1in Education, srd our experrs spea<
reguiarly at conferences ke the Digital _earring Collzborative’s
anngal conference and ASU-G5Y.
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Stakeholder engagement continued

Business partners

We corsider our supphers, channel
partners, venture partners and authars
as an extension of our workforce, ard
fostering efective relauonships witn
them s critical 1o accelerauirg our
busiress strategy. This was particularly
Imporantin ceveloping our € gital
stratcgy, including Pearsor- We have
seer many of odr relauonships arow

i rrutually benefic al ways, with sarre suppliers procunng and act ng
as thanne partners for Pearson's products & trend we expect

10 cont nue

Icon removed

We noid regular business reviews with our partners, sharing
in‘ormat on on performance. busiress updates, r sk, civersity,
innovauan, sustainabibty and overall relaucnship health In March
2621, we rosted over 100 of aur 1op partnors at g wirtual partrer
farum o share our new organisauaral structure and strategy, and 1o
intradlace our Responsible Procurement programme, to which our
suUpRilers have been extremely receptive

In 2021, we assessed suppliers aga'nst INdustry lead ng pracuces Lo
reduce s« in Pearsons supply cha n Our focus was on high-risk
suppliers anc those n Ter 1,1 e, witn whom we spend more tnan
£ per annum, a very Impoertant group considering that over
£1billlon — 73% of Pearson's third party sperd — 1s with them
Havirg gained insight from this process, we ¢reated plans Lo
overcome any weaknesses identificd end will continue to invest in
partrershios, tecnnology anc processes 1e develan broader ard
deeper "isk review capabililies going forward

Over 55% cf Pearson's carbor foctprint s erbedded 1 our supply
chain and our partners therefare have a crit cal role 1o play I nelping
us achieve our carbon reduction targets We collaborate with them to
help reduce their emissians, erabiing Us 1o meet our Scope 3 carbon
coTmitments. Read more on our carbon reduction efforts n the
Sustainatility section See pages 44-45

Th-ough these eforts, our ecosysterm of business partrors 15 row
mo-e connectec and provides greater opportunity 1o create
sustainable competitive advantage than at sny point 1N the pas:

Image removed

Business partner case study:
Our authors

Pearson works with thousands of telented suincrs 10

create content Fallow ng a survey of all our authors by our U5
Higker Education Courseware division, we mntroddced several
new engagemem Initiatives

We created a new web presence dedicsted o authors
that provides FAQs on Pearson-, our EDi standards,
anc other product and market informat on We also
created 3 new page to highlight, celebrate and promote
our author talent.

We are planning next ta cevelop a password-protectec page
that will gree Pearson authars market insights and product
previews. This will serve as a place for authors to communicate
with Pcarson exccutives directly and to view content from aur
executives, students and otner academic experts,
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Employers

The world faces e fast-growirg sk'lls gap,
and furure demand will further widen
that gan To help meet carrent and
future ~eskiling needs, we curare the
‘Ernployer Pertnership for Learring’
group of global corporates to help build
bridges and create cpportuniies “or
berter skitls develonrment across
orgenisations and indJstries.

lcon removed

Ve zre members of the CBlinthe JK
and other similar organisations aroura the world, helping to faclitate
relationships and conversations with employers, We also work elosely
with employers or the design and implementation of aur
qualifications, such as BTECs, to ensure ey remain at the forefrort
of s«ills ard vocat onal-based learning

We acquired the ground-breaking workforce Al and predictive
analytics company Faetbmn Septemner 2021, We will use s
sophistcated Al to modei how technological change will disrupt jobs
50 that we can map the skifls reeded and build and curate
appropriate content to il the gaps This will enable us to move Into
new and incremertal procuct areas and drive growth



- _

Communities

No single organ sation, or sector, can
tackle gfabal education challenges
alone We work in partnersh pwith
nternational non-gavernmental
orgemsatons (NGOs;, governments
and our local communiues 1o make
progress Loward reaching the UN
Sustanable Development Goals as
they relate Lo ecucaranal 1ssues - 1 e providirg access 1o quality
educanan, decent wark and ecanamic growth, anc reducing
inccualities.

lcon removed

As an example of our approach. n 20271 we wor<ed in partnersnip (o
tackle the dig tef divide nthe UK donating over 250 Pearson laotops
via ire Mail Force charty and making a { nanc al donat.on

Our global volunteernng pohcy enables all our employees (o take Jp
te five paid volunteer days o'f to dorate therr orme to what mzters
mest to ther arc ther local commanitics

I tnese ways, we strive Lo make a positive and mean ngful IMmpactin
the communities i whkich we operate

Directors’ duties statement

inacrorcance with Section 172 of tne Compan es Act 2006 {(See below

r ght), the Directors fulfil terr duties 1o promore the suceess of tre
corrpeny through a well-establisked governance framework Typically, in
lamge and complex busrmesses suck as Pearson, this framework includes
delegauon of day-to-day decs.on-making to employees of the Group,

Th s governance frameworx, sLmmansed “hrodghout th s cocument,
15 far more than a simple delcgation of finanual authorrty, and includes
the values arc behaviours expected of our employees and business
partners, .ncluding the standards 1o wh ch they must adhere; how we
ungege wth stekehclders, incdudmg urderstanding and takirg inte
account their views and concerns, and how the Board iooks [0 ensJre
that we have a ronust sysiern af control 8nd assurance processes
mplace

In th 5 annual repart we provice examples of how the Jirectors
promore the success of Pearson while tzking into account the
consequences of dec siors nthe long term, bulding relauonships with
stakeholders {inciucing our eight key s.zkeholder growps, as mertoned
previgusly), arc orsuring that business is corcucted etrically ard
respansioly

While there are rmany parts of s annual report wiick ilustrate now
the Directors do thes, with the supoort of the wider pusiness, the
‘ollow Ng sections m particdiar are relevant

— Adapung our business {0 meet tne needs of cur stakekolders
{pages 1€-19), which autlines

— how we serve ard ergage with each of gur eight key sta<ehalder
Eroups, | sTen to thelr key concerns and provide our resporses
— howwe have adapled oLr business 1o mee: thelr needs
— unders:anding our Stekenciders (pages 66-88) whith sumanses,
— Fow Directors have engaged with employees and had regac o
empioyees’ INterests

— how the Directors Fave hag regard to tne neec Lo foster tne
LoTpany's bus ness celaionships wth Consumers, Educauonal
st tutions arc Ecucate s, Empiogers, Business Pariners
ard sharerolders

— Sustainzbility (peges £0-50), wh ¢t describes:

— Tnelaiest step1n g euplanon oF ouT SustEmisole busingss
strategy, and elevaung "Empowering oJr People” s a key oillar
0 our framework

Government
and regulators

In the firs; phase of e pandenig, the

priotizy for governiments and educaton
systerns was (o sustain learning by —_
provicing the resgurces far anline

parucpaton. This was followed by an

empnasis on eConamic recovery, where it

has beern Mporrant 1o assess Fow much

learning loss has been sufferec anc by

wham, srd to identfy which intervent ons will be most etfective in
closing skills gaps

leon removed

s ng our expert.se on i1ssues related Lo alf ‘acets of educauon, we
have helped 10 1n*orm polmical and educasuonal lezaers around the
worlc as they develop policy in these arezs For example, we have
helped iertfy whrch programmes have proved ~ost successiul,
suth a5 e-ate funding :n the US toincrease access to broadband

wetve also developed new prooudts and services to meet the
demands o learners arc national edacauor systems arsing from
the parceruc, iIncluding hecoming ar approved parmer in the
Nat onel Tutaring Pragramre in the UK

— the ways In which we engage 1M respect of the soual,
ervironmental ang ecoromic issues that wall nfluence
learming

— nitiatives througn wh'cn we strive to mprove the access and
affordabilty of oLr products and senvices to drive learning for
everyone, no matter what their stztus or backgrourc

— our commutment 1o leadmg responsibly and treang a culiire
that pr.oriuises our impact on ¢ mate change, human rights,
oJr employecs, DI&I, arg soaally responsible soutang

— how we align with widely accepred ESCG repaoriing frameworks
Iraading GRI, SASB and TCFD =or furiher details on TCFD
regorting, please see page 70.

A conniroen understanding of te key 1ssues affectng stakeholders s
an integr sl part of the Board's gedision-making vrocess, and the
INsIRNLs [Nat the Board gains through the ergagement mechamsms 11
has in place form an imoortant part of the cortext for all the Buard's
discussions and decision-making processes. However, while Lhe
Board recogrises this, diredt engagement with stakenolders danng
202" ras conunued to be a chalienge, giver lockdowr: and travei
restrictons For ar ingightinto how the Board Fas taken into account
the Interesrs of vanous stakeholders when makirg a key strategic
decisior, and wnat matters the Directors considereg when trying to
align anc mingate Dpposing views, Please see 0Jr case study on the
acqu simon of Feetnm or page 88.

Section 172 of the Companies Act

i gdeTany, as required by Secvor 172 of tne Companies Ac. 2006,

a Director of & company mMust act in tho way they Consicer, Ir gooc

faizn. woud mast likely promote the success of the compary for the

benefit o* 15 shareholders as a whoie Incairgihis, the Director musr
5ve regarc. among other marters, to.

— the lkely consequences of any decis ons in 1 lorg term,

~— thenterests of the company’s employees,

— the need 1o foster the company’s busiress reiat onships witk
sJppl ers, custarmers and others,

— the impact of the company’s opera: ons o~ the community anc
ervranment

— the company’s “enLtetior for nigh standards of business conduct,
anc

— the reed ta 200 Grrly as between trertbers af the company.
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Qur business model

A blueprint for value creation

Qur foundations

Committed people and partners

Frorn our brilhant ano dedicated employces o our fantastic authors, we are the
home “or the best talent We have a broad range of nartners across ou- nJsiress
who we expec 1o share our Pearsar values Our relanonships with governments,
customers, non-goverrmental organisations (NGOs) anid other globat organisations
help us 1o INtrease our Irpact on consumers erouna the world

R&D and product innovation

Qur glooal procuct team, with expertise Ir learning stience, has a focus on learning
outcomes Through ongoing innovation and Research and Developiment (R&D) we
are commr.led to oreat ng learning products which ofier @ great uzer experience
ard that demansirate measurable ‘earning nrogress

Financial assets

Dur shareholders enrrust us with ther capital in order to invest on ther pehelf for
the long term

Our physical footprint

We have g oresence n c.700 countries around the worlc anc are Tocus ng on
simplifying our property portfolio to enzble digial and flex ble wavs of working

Data and insight

Az we move 10 3 direct to corsumer business we are zbile Lo know our customers
better - and serve them more effactively - through the efecive and ~esponsiole use
of cata. We are also buildimg out our capabilities in data analyucs and Al inrough
acquisitors nduding Faethm. wiich enable us to Use data insights to nelp identiy
skills gans and prowide compelling solutions 1o work‘aree challenges

An integrated business to
support customers through
their learning journey

Magram removed

’ See overleaf for examples of how
our businesses support customers through their
learner journeys

Strong market fundamentals

We are well placed 1o perefit from stractural ta wines in e glohal learning market
including three big marker opoortuaic es

@ @ ®

Online and digital Solutions to Academic and

tools for schools evaluate and professional skills

and education address workforce accreditation and
skills gaps certification

Different routes to market

tnderpinming these divsions 1= our burgeoning direct
Lo consumer ofenng. We nave launched Pearson+, a
digial tearnmg service direct to consumers, which we
are growing rapidly and which wilt be animpcrtant
customer acquislor ool underp.nning our direct (o
consurmer offerings across the Group

Direct to consumer

Cur direct to consumeoer strategy means that our
business model neeos to evolve, We now go directly to
consymers as well as throwgh our castng B2B2C
madel (whereby we reach the consLmer via an
educationsl institunor, employer ar other parter)
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Our competitve ddvantage s rhe integration of our d.g.al
content, leatn'rg expeniences, sssessmenis, qualifications and
date across our five divisions Eacn dras an s well placed to
benefit from the market cpparturites we see

‘Assessment &gqalﬁcations '

Our sssessmers & Qualfications busmess s at te centre of the
Pearson ecosystem as the natural conclusion of any learring acvizy

Virtual Learning

e nave & fong track record of nefivery of high qualty, affordable
and accessible onlire learming in our Virtaal Learming avision

' English Languag?L;rn&.

Our wizion 1= Lo become the world's leading destnation for commited
lcarngrs to learn and prove ther Enghsh proficency

"VV:)rl-(—f:)r; SkﬁEj

Ve are transitioning 1o & new business mocel and new go-To-marnet
strategy as a straregic solutiors provider for workforce skills,

ﬂigﬁer?duc?iéﬁ

Cui digital first strategy in Higher Education s conunung ta
gatnar momentum

Partners and support functions

Tetnnolagy s enabling consumers 70 learn wtuslly and learmyng
materiais to be delivered d gially This means we car reacn 2
larger market at a lower Ccs: gnd be at the forefront of the
evolang learrung markerplace Ths gives us the suility 1o reach
our ambiber 1o e ¢ digite med's leerrirg compeny thatwill
ocLuUny @ place at the heart of the glabal learming ecosysiem

How we create long-term
stakeholder value

Consumers

We prowde super.or learning
producis and serv Ces 1o Mest
tne needs of consurrers all
VET the world

Employees

We intend To maxirise the
value of Pearson's owr arman
capital, by gvng aur people as
TRRAMY OPLOITUIIT 25 10 1e37T a5
possible, engaging oJr
employecs to grow, develon
and succeed

Employers

Gur 2imis to parsner wirh morg
empioyers (o crezie shared
SUCLESS aNd 10 CNSUre mene
people succeed ir the future
worls of work.

Educators

We wor< with teachers.
instructors. facully and
INSHILUNGNS acradss all stages
of educztior Lo Improve
QJicames, grow and succeed
together

P

Governments

We partner with governmer(s
at a local, federal and nauonal
level 1o create learming
solutions for people erouno
the world

Shareholders

We aim 1o provice long-lefm
shareholcer value creation.

Business partners

Our long-ier T bLsingss
pertnerships are built on
sharedvalles deep
relelionshies and muttal trust.

Communities

Educatior nlays e crucial role ir
soGCely and Pearsgn s a driving
farce pehind the evoling
educalicn marke: as we 'ogk {0
meet the changing neec of
today's learners, rot 'ustin th.s
moment bt for tne
furesceable fuiure.

Sustainable business pillars {see page 41)

e have arcadmap 12 pecome ret cacbon zero end we continue to
enfance cur reporing structures, reporting accarding to [CFD, 5A58
ana GRIprinciples (see pege 70 and pages 230-247). Qur unigae
business modeiwill eranle Us to reach aur purpase at Pearson whuch
1s 10 8dd Iifc 1o a fetrme o legrming for peome around the globe
Learnung s sne of the greatest crvers of human progress 3o as we
fLIf I our purpose. we help transform lives, livel hoods, end sacicties

Measuring progress
We Imeasure our progress aga nst six non-finaraal K2is

Investing in Talent

Consumer Engagemernt Inclusion & Diversity
"Product Effectiveness.

‘Sustainability Strategy

See peges 24-25 for Tore on nis
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Expanded consumer journey

A learning journey is for life

We are building out our offering to be able to support consumers across
a full lifetime of learning.

Taylor

CZomes from a rrilitery background

He enjosed school but did not
corplete hs studies first ume around.
He rerrams determined o pursue

his dream of pecoring 3 medic in

the military

Maisy
Aspires to be the first i he”

T family 10 go to college She nas drears
atwarking n the city but needs Lo

self-finznce her way trough
college arc help look after her __/

parents whilst she does so.

\_/

D agram removed

Supriya

Lives i India and speaks rudimentary

Englisk Her dream s 1o move with Fer
farruly to join relatives in Australia and

become 3 software engineer.
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/

Studes atlocal publ ¢
school ac.ng her end of
school exams

e

Enrols for an online
nursg degree at
Varpnlle University,
achieves 3 Master
of SCenze n

Virtual Learning

Stueies for, sits and passes

n's GED ga'ning his hrgh

T gy ey 1

srhoo! equralency diploma,

Facrmmasmmnan

whilsTworking ‘LIl e and

siarung a farmily
Workforce Skilis - GED

Assessment &
Qualifications - US Student
Assessment

Enrols .n a private language

school to master Erglish
Wit a Pearson course

English Language

Learning - Institutional

Solutions
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£nreols et cormunity College,
=0 she (2~ pe dose ta farmily

Mavcs 1o Australia, sits
AWS examin a
Peason VUE

l--—-—--—--‘----------—-——-—-_——--——-—-—----\.

R D i ettt

/

and get a par tume |2k 20 help

pay for Fer educaion. Uses

Pearsor+ as zn af‘ordanle
way of accessing ner content

Higher Education
- US Higher Education

Courseware - Pearson+

stugient

Appl es 17 immigrat o,
uses the PTE ra prectice

‘

or a~ e sit the test Lo prove

Enghsk orcficiency

English Language
Learning - Pearson PTE

Shs the MCAT
test for admission to
heceme @ meuical

Assessment
& Qualifications -
Pearson VUE

arcessional tesurg
CEnTre 10 Hecome
certhod AWS engineer

Assessment
& Qualifications -
Pearson VUE

Cenonues (o
work whilst she
sits Te GMAC TS
enable her o
arttenc business
schoaol Frentually
gains rer MBA
and lands her
dream job

.
H

H

H

| Assessment &
! Qualifications
! - Pearson VUE
i

1

H

Bt U

i

jons US army as a
frared medc. Jab
MvChes regulas
dorresnc (ravel

™ov ng around the
COuNLTY every year or
two Enrols young
farmulyin Connect ons
Acaderny g ersure
they cominue o leen
wrhg st rteroupuan

Virtual Learning
- Virtual Schools

[ R RL L EEEE LR

After ~er first year she
rersers 1o an out of
State Jnnersiny érc
CONUNLEs 10 Use
Pearson- glorgside her
Wylalb and Masiening
hoework platorm o

Signs ner caugrier
Jp to Disney K ds
Readlers to nelp her
daJghter 1o learn

help wib her studies ang Znghsh
note takin,

2 English Language
Higher Education Learning
- US Higher Education - Institutional
Courseware Courseware
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Our strategy

Monitoring progress

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

Strategic piil}r o

Digital Growth

Ohjective:
Drive digital revenue growth

Consumer
Engagement

Objective:
Create engaging and personalised
consumer experiences

Product
Effectiveness

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

Investing in Talent

Dbjective:

Enhance the employee experience
and help our employees progress
through learning

Inclusion & Diversity

Objective:
Build an inclusive culture and
increase diverse representation

Sustainability
Strategy

Objective:
Achieve net zero carbon status
by 2030

* Faures bave heenestated to rofloctrelesant drspasals

Why it's important

— Increases reveniie by meef|ng INcreasing,

demand *or ¢ g1zl progucts and services and
chminaung secondery markets Improves
margin through reddced cost of delivery.

As we execJie on our direct 1o consLmer
stratcgy, we are focused o creating
best-in-class learning experiences, procucis
and services to meet the consumer at ther
poirt of need. This Increascs our serviceable
markets snd drives revenue growth

We succeed when our CUStomer s sUCceec
That s why we are focused on demonsrat ng
the improved learning outcomes of our
products anc services. This tmproves
retention, driving revenue growtn.

Our people are our greatest asset and ther
ongoing growth anc development drives the
suceess of oLr business and Felps equip
them for the future world of wark.
Understancing odr employee experierce and
gathering feedback helps us understand
whar's working and what can be improved

Suecess on plannirg builes the interna’ talent
bench and abilizy for the company 7o retain
and promote diverse tzlent.

Leadership development progremmes and
SUCCEssIoN p\anmng are praver actunns to
advance diverse representation.

Product differenniation increases the TAM
and compeitiveness, driving revenue growth

To play aur part in imiung the global
lerperature rise, we a m to achieve a 50%
reduclion in our emissions, against @ 2018
baseline this target was epproved Dy the
Science Based Targets initiative (SBTi).

Improves finarcial performance through
engagement of various stakcholoer groups,
and rriugates potenual nisks from climate
change.
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Progress in 2021

Good growtt mcigial ard digitally-crabled sales

— Grawth in Virtuzl Schools Us enrolments,

Growth in OP™M enrolments

OnvLE volumes higher than expected due 1o lests
rescheduled from 202C carnsng over 1o 2021 We
expect stable (g modest grawtn in 2022

PTE wvolumes grew as lest centres reopened.

In Higher Fducator, cigital registrations dipped
cue to lower enrolments and more or-campus
nstrecton.

In Virtual Schoos, werk completed to commission
cifferentisted value vroposinion and continue
Improving the siugent experience.

PTE NPS of +5¢ s shghtly less thar prior year We
have seer flucluations i NPS duning tne panderric.

Pearson- product successiully rauncned in ume for
Fall cack to schog, 2021 Total registrations at
2.75m oy the ond of 3321,

Strarg performance in PTE, lowered test score
return trmes fiom 1 5 days Lo 1 2 days

N VUE we contraec to support customers as they
emerged rorr COVID-19 relalec testing
disrLptions

VUE test volumes rase from 12 51 1o 16 8m

We saw imorovernart.n levels of sell-reparied
Jpskilingdreskiling vs 1he previous year

Weigent‘ied s«ill needs in 2 mare consistent way
auross the compeny

Our NPS score reduced, we believe cue 1o
pandermic restrictions [0 the working environment.
Surveys shaw SUong positive correlaton between
sentiment and upskilling/reskillng apoortunit es.

Pearson exceeged succession pian objectives witn
/2% of plans Inclucing 3 women successor and
24% of plans inclucing people of colour (target
=50% warren, >20% people of colour)

Ttus year we surpassed our 1argets acnieving & 26%
reduction nomissions against 8 2018 bascl ne
compared (o a 25% reducton agains: ¢ 2018
baschne in 7070*

We also achieved a 1% reductior ve 2020 despiie a
bounce backin operations following COVID-18,



How we measure success

How it impacts risks

“Priorities for 2022

- Groap digtal szles, — Qur dignal growth statist cs he'lp

— Invirtugl Schools, Inmprove retertior rates, mMiugale

school withoraws! risk, and work towards three new
SChoot openings.

Ach eve furtmer enrolment growth in CPM

Expect aperatonal efficier cies, improved candicate
experience and accessibylity In OnvUE

In Higher ECucanon, grow share and morensztor
acrass digral

FLriber moogest volome growth in PTE,

Conunued ermplasis on arent/siudert saus'acnsn
invirtual scheols

Delver enfiancerm onts T0 the customer -ourmey n
FTE

Scale Pearson- volumes through charnel and
D1DoUCL eXpansion,

Conunue strong posimor n P1E
Maintain high customer retention in VUJE

Grow Lext urits in Higner Educztion as recspiure
secondary market valume

Conunue Lo focus on applying our experise
learng to sUppOrT our people's growth and career
developrmert.

FOLUS onImprovng employes engagement w.ih new
COTpEnY puUrpese as key to this

Determ ne ente-prise percentiage mcresse target for
manzger and avove reles based on five year
madellirg with annualised focus

Rewisit business travel poicies

Consicer rermairing footpr nt of print vs digral
procucts

Anahyse the tarbon impact of oo fiexibie working
nohcy.

Virtual schools LS enrolments
OPM stadent enrolments
OnvUE test valumes

I'higher Education US digiza!
regisirations,

PTE volume

NPS for Cannections Acaderry
NP5 far PTZ

Fearson~ registered users

PTE speed of score return.
VUE test vol.mes
YLIE partner reteruor

Highet Education product Jsage - 1e%t
uris

Number of emplayecs upskilirg
or reskill g

Lnpioyee NP3,

% of d verse cendidates in leadersrio
succession plans

% of d verse cand dates in lradeshkis
developmen: ard mentanng
programimes

Progress against ach ewng ret zero
tartbon by 2030, as measured through
e percentage of ~arnon recuciion
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rmonitar the relatve strengin of our
pusinesses and the Competive
Warketplace nisk.

This KPI helps to manitor our success at
managing our Custaimer Fxpectetions
rigk

Product effect veness telps monite:
OJr saccess at managing our Customer
Expertations risk

Ernarang odar telent helps to recuce
our Caoabilty risk

Burlcing & more drierse and inclusie
workforce helps to recuce Capabil oy,
Reputaiion anc Respansibiity,
Customer Expeclatiors and Competizive
Marketplace rnisks

Successfolly executing on our net zerg
carbon straiegy s Important for
MENAENE OuF “eputalion and
Resporsioility rnisks,



Key performance indicators

Monitoring progress

Non-financial measures

Digital Growth
Objective: Drive digital
revenue growth

Digital sales*®

Underlying growth
in Group digital

- and digital-

enabled sales

9%

(2020: (2)%)

Virtual Schools US
enrolments

111k

(2020: 105K}

Higher Education US
digital registrations

11.4m

{2020: 12.3m)

Diagram removec

OPM student ORVUE volurmes

enralments

275k

{2020: 245k}

3.0m

{2020:2.1)

PTE volume

436k

{2020: 350k}

Consumer Engagement

NP5: Cennections

NPS: The Pearson Pearson+

Academy Test of English Registered users
Objective: Create engaging
and personalised consumer +62 +56 2.75m
experiences (2020: +60) (2020: +60)
Product Effectiveness PTE speed of score VUE partner Higher Education preduct VUE test volumes
return retention usage - text urmts
Objective: Improve the
. 0
effectiveness of our 1 2 dayS 99 /0 54m " 68m
products to deliver better {2020: 1.5 days) {2020: 96%) {2020: 5.4m) {2020: 12.9m)

outcomes

Investing in Talent

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

Number of employees reskilling or upskilling

71%

{2020: 63%)

Employee NP5

+8

{2020: +17)

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

% of diverse candidates in leadership succession plans

Women;

72%

BIPOC/BAME:

24%

and mentoring pragrammes

% of diverse candidates in leadership develapment

100% of programmes have a minimum

diversity level of

50%

Sustainability Strategy

Objective: Achieve net zero
carben by 2630

Reduction in total t€0; in 2021

26%

vs 2018 base**

Reduction in total tCQO; in 2020

25%

vs 2018 base**

* Histoncal kgores estated 1o excluce CECL. Wall Stroet =nghs and US K-12 Loorseware (suldir 2017, 2018, ane 2019 rosposinely]

** Fig..res have teen restated to reflect relevant drsposals
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Financial measures

Sales G
£3,428m

Chart remaved

This 15 OUr revenye as reporied in oot
ncome statement

Adjusted earnings per share' @)

34.9p

Chart removed

A non-GAAP finarcal measure used 10
evaluare performance.

Operating cash flow and [« ]
cash conversion’

£388m (101)%

Chariremoved

Operating cask flow 1s an adjLsted messure
arc Is presented norder 1o a0gn M€ Cash

f ows witn cotresponding adjusted aperating
profit measures

Total shareholder returns? {® ]

(7.57)%

Chart remaved

Thus s a measure of financiai perfarmance
of shares over tre.

Adjusted operating profit’ Qo

£385m

Chart removec

Anon-GAAP financial measure that enables
management to cons.siently track the
Janderlying operational performance of

tne GroJp

Operating profit?

£183m

Chart removec

This 15 oJr operatng profic as renorted
N QuUr 1INceme starement,

Net cash generated from
operations?

£570m

Chart removed

This s our net cash generated from
operauons as reported nour cash flow
stateTert

Return on Capital™*

7.9%

Chart rernoves

Anor-GAAP measare of how efficiertly we
are generatirg retarns ‘rom ou- asset pase
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Net debt®

£350m

Chart removed

This 1 & noN-GAAP financ al measare and 1s
used oy Manzgement 10 assess the GroLp's
cash positon

Basic earnings per share?

21.1p

Chart remavec

Ameasare of tae amount of profit that ca- be
zllocared 1o one share of our commron siock.

Dividend per share

20.5p

Char: removes

This 15 the propased full yesr dvidend, Our
ciwidend palicy 15 (0 be progressve anc
sustainable

See page 224710 an explaraniar orthese alterna ve
perirTatie meas.uTes

Zquivaler” srzTuor, measare

wota

5c.rie Bloormberg

4 Tk szmew o

ridlrscarcda or cf re
2 EIRLTES 10 ThE e v alper

Nz See page 224
Uve Lo g
Slel Ty MEeas. e
e 1735 S ard 1FR3 § azcmiedir 227B 2Ad IFRS TE -
2073 - ra KPIs mave Deen re3
&C:QJ"”"E a0l ars

o See how this aligns strategy
10 management reward; page 113




Pearson+ represents

an exciting future and

s about much more than
Higher Education.

We are creating the premier digital
learning ecosystem for life - a
connected consumer and
commercial strategy relevant for

Image rerraved

learners everywhere, providing a
growing global addressable market.

2 7 5 This broader Pearson+ vision will underpin
. | | I digital growth across the entire company
registered users We will deliver content and channels for

everything from language learning to life

skills
,] 3 3 K We will leverage our growing relationships

with students, consumers, and enterprises,
and target their specific needs through a
robust data infrastructure

/I 6 O O —I— Pearson+ is the digital future of the
/

subscriptions

company
titles - '
App'E store rating* * PRclrngaccurale as - mebruary 2022
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Pearson Ventures
& corporate
development

Learning innovation

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

and improving educational and
employability outcomes,

Fearson Ventures portfolie ircludes career and comperency
focused businesses such 85 Springboard, a leacing online

cotcamp preparng lea ners for jobs in high-demanc figlos
Ilke cata st ence and desigr, and Smasncut a cigital learming
platform and content studio buil 1o scale collaborative. online
eduzauon for the visdai and media arts

As a sTrategc invesior, Pearson Ventures leverages Iis
expetise, reack, anc network to support the growtk of ks
parttolio comoanies, There s potentiat for some investments
to become part 0°the graLp, suck as Facthmr, which was fully
acqu red ‘rom a 9% investment in 2021, Vertures tad an aclive
2C2°%, closing three acdit anal investrrents, including the
Acaoerny of Pop, arc bringing s portfol ¢ to 12 companies

Imagc removed

The Academy of Pop

The Academny of Pop combimes our globsl expertse in
eduranion with Simor Fuller's proven track recard of
denuiyir g and enabling world-class tslent, That talent
ncludes tne Spice Girls, wha Simon was well-krown for
Tanag ng inthe 1990s, as well a5 Ti<Tok sensation, "he
Future X, among others The Acaderry ol Fop 1s designet o
Upen greater ACCESS 10 BErfoNTIng ars ecucatsn ard its
am s w0 becomre a uricue and inclusive plat‘orm that will
"elp yourg people arounc the viorid develop therr talert

The metal and socal benefits of the perforrng arts have
never heen more relevant As many schools struggle 1o fund
arts education, aspinng performers need g new way to bu 1d
their skills and unlock theoir pass'on.

ke Academy of Pop will me-ge entertanment and learming
N & new approack to perform ng arts eaucaton Mot only
w i provice teacning bve 1o small classes of students,
swarung N hollywood n 2022, but alsa 1L will be oossib e for
sudents ta follow the daily acing, cence, music, éno
~asical thestre lessons in real ume onlne

A propr etary Aczcemy of Pop anlire platorr 50
develoorent anc further physical locatons arourc the
warld are scheduled Lo open over the next 24 montks

With a whole gereration searching for new ways to express
theTselves anc T nd joy, Simon Fuller, says the Acaderny of
Pop “wll prov de am Inclus ve, immie-sive, safe plat’or for
verformers To develop ther skilfs and frd validanon with
world-renawned Instructors

Its z great example ¢ how 1o meke Innovative coaching
acressible 1o corsumers worlowide gsng the latest
tecknology anc creaimity.
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Segmental
review

Assessment &
Qualifications

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

QOur Assessment & Qualfications divisior is o.r largest busiess
by revenJde and corsumer reach 1t prowdes the assessmrents,
qualficatiors, certfications and licences that enable people 1o
demanst-ate thoir krowledge. skills and aputude across a ifenme
of learning, from school to professional careers. The lesrning we
offer in all cur other cwisions has the potential to lead 10 some
form of assessment, quabficzuer, ceruficat.on or icence, and s
contnues 1o be a significant oppartanity for us

Our va-tners include mapor mattinationzal erployers
governments, schools and professional bodies, anc our senaces
are used in some of the fasiest growing institutions and industries
i the world, suck as K-12 (primary/seconcary} schools i1 the US,
heatthcare, cloud compuurg and IT The divsion operates th-ough
four bus ness units’ Pearson VUE; US Stugent Assessment; UK &
International Qualficauons, ane Clincal Assessmert.

Through Pezrson VUE learners val date whart they have learned in
order o gain a certificate or licence. Learmers take nearly

17 midlion exams througn Pearsor VUL each year In more tnan
200 countries To best serve cusiomers anc helo people advance
nthoir careers during the panderic, Fearson VUE enabled
millions of people to test remoiely rom therr Fome, emrerging as a
large player in anling mvigilanon,

Pearson's LIS Student Assessment division acts as a bartner with
slates, distncts and educaiors o belp K-12 stucents advance at
an appropriate pace in their schooling U & interrauonal
Quelifications develops highly sought after acadermic anc
vocational qualifications

Clnical Asscssment provides psychological assessment in health
and educatior. The business produces huncreds o' scienufically
hacked procucts and solutiors designed o help experts
understand how people learn. The team brings togetner
Innovation with quality test design to develop effeciive tools for
children and adu.Its, educarors and clnicians.

Througrour this seclior grawih rates are siatec or an Jn derly ng bas s unless cirerwise stated Jr derlying growih -ates excluze carrer oy mowemenis anc port'olio changes The ‘business
performance measures e non-CAAY measures, znd reconalasors 12 the eguvalort siatutory beading urden IFRS 3+ included 1t firanaial «ey perlarmance indicalars secunn staring
or page 274
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Key performance indicators

Growth drivers

2021 financial KPls 2021 non-financial KPls - kongterm contracts with high
- ‘\: renewal rates
Sales VUE test volumes o
£1 r2O4rn 16.8m (+30%) \7 Large scope and scale of business
(2020: £1,082m) —

OnVUE test volumes

(+18% underlying) 3m (+43%)

Adjusted operating profit

VUE customer retention
£216m
(2020: £147m) 99% (+3%)

(+59% underlying)

2022 expectations
2021 Revenue -

!Z—  Well placed to serve increasing

demand for upskilling & reskilling

Group synergies especially English
Language Learning & Workforce Skills

Revenue CAGR

Segment (Em) Margin 2021 Reverue Margin
Assessment & Low to mid-single _
Qualifications 1,204 18% digit Maintained
Pearson VUe 526 Flat

Us studenf

Assessment 278 High-single digit

Chirical ‘

Assessment 225 Shightly down

e 175 Exams resume

international

2022 10 2025 Margin 2025
Low to mid-single
digit
Low (o rmid-single

digr,

Maintained

Flat

Low to mid-single
digit

Growth

Imeage "emoved

Lit in Colour

Litin Colour s an nclusve reacing campaign
laurchen by Penga.r Rancom House and Tre
Runaymece Trust 1o adcress the fact t1at fewer tran
1% of learners study 2 toxt by 8 wrter o° coour for s
GCSE settext. We were the first exam board to join
“ne campaign and saon launched the Litin Calour
Pigreers Frog-amme’, providirg solut ons for parriers
ar schaols exper ence wher charging ser 1exts

We gave studeris free a0cess 10 dverse Woxts and
provided traning erd supoort to leaching sta'f,
leading 1o e teacning of our diverse text offering to
neer'y " 2,000 stadents at GCSE and A leve! \We're
now working an 2 research prograrmme watt Oxford
University 1o measare tne effects of & more diverse
curr culu-r througn 1ne teaching of our GCSE Erglish
Lierature specificzror This 15 a susteinapie iInative
matis good for Pearsor's nJusiness
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Segmental review continued

Virtual Learning

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

Curviruel Learring diision offers b ghly e*fective orline
learming fur every age and stage of education Users gre able to
learn where, when, and how tney learn best, gnang them a truly
personalised experience s gesigned to ve smart, flexible,

and mspinrg cducauon that propels people forward in their lves
and cereers.

Stugents in grades K-12 1r the LS {equivalent to primary and
secandary school ir the UK) can enrol in full-tme online public or
private school progras afferec by Pearsan Virtual Schoots, Fully
accredited and staffed with speciatty rained reacners, these online
schools have been providing high quality allernatives 1o tne
traditional clzssroom experience for over 20 years Students are
prepared to be adaptable, equ pped with the acadgemic and ife
skills wney need 1o ithrve today and n an ever-changing world

K-12 online school options include Connections Academy
{US-based public scoals), Pearson Online Acacemies
{international private scheols), and programs for schoo! districts
geross the US.

Adult learmers, universities arc employers rely an Pearson for
exciusive onlire higher ecuca: on programs and Online Program
Managerment (OPM) services, Including degrees. cetificates and
short courses Students gain access to convenient, compelling
online learrning to boast employabiliry and aovance ir ther
careers, wnile higher education insutLtions extend tneir rezch are
provide the fiexible online opuons their students want

For emrployers, our OPM business delivers vital upskilling anc
reskilling to keep pace with the ‘uture of work This bus.ness
operates in the US and intermationally
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Key performance indicators

2021 financial KPls

Sales

£713m

(2020 £692m)

(+11% underlying)

Adjusted operating profit

2021 non-financial KPis

Virtual Schools enrolment growth

2%

(2020 +A3%)

OPM underlying course enrolment growth

7%

(2020 +20%)

Growth drivers

Secular growth trends towards
virtual learning

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

20 years of expertise
and experience

Group synergies

£32m

{202G: £29m)

(+28% underlying)

NPS: Connections Academy

+62

(2020; +60)

2022 expe&at’mns
2021 revenue _ - —_ R - Revenue CAGR
Segment (Em) Margin 2021 Revenue Margin 2022 tp 2025 Margin 2025
Incretmental
Low to improvement in Mid-high
Virtual Learning 713 4% mid-single Virtual Learning single [:E it Low-double digit
digit due to OPM gle Clg
efficiencies
virtual Schools 449 Low-single digit Mid-single digm
OPM 264 High-single digit High-single digr

Helping childrenin
the UK to learn online
during the COVID-19
pandemic

Lur.ng the nat ong! lockdown at the hegirmrg of 2021,
Pecrson took act on to conete 250 laptops arc 500 raplets
alorgsice 3 £50,006 donator 1o UK scrools vz a campaign
drven by the chanty Mall Force, setup in 2020 ta help tackle
PPE shortages and feaiur ng in the Daily Mail, 3 UK nauorat
menia outlet Tre donauons were wsec 10 Felp school cnild-en
i lockdown get onlire. Pearson's CED, Andy Rird saig "wWe are
proud to support tne campa g1 0 provide laprops (o children
most in need across e UK, Every orild should be able o
conbnue learning inrcughout s loc<down, and technocgy
plays an increasingly vital rale . achievirg this wirh most
learnng now ta<ing place virtually a2 hame We need 1c act
oLickly 1o ensure ng gne s missing out We are cetermagd 1o
play our partim ensuring that the mostvillnerable children
Fave tne tools they need to succeed and to ersure they are
rat urfarly disadvantaged "

Image removed
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Segmental review continued

Image removed

English Language
Learning

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

- we have the courses and assessments to help

them achieve their goals.

Englisnis a gateway tu the world It s a randatory reau rement
in mare than 140 national curricula, and there are gver

% 5 billion people wortdwide learming English today We am o
be the world's leading cestmanon for commttea Englisn
language learners - people wiling [0 dedicate lime and money
to therr English learreng We want to work with those commitied
learners ta Felp them ackicve their fLll potential i life through
mproves Englisn pro‘iciency

We have a set of strong, unique assets te sLpporT our English
learners, The Globa' Scale of English, & leadirg giobal
measurement standard, enables people to gauge and track their

progress In =nglish Tre Pearsar Tes: o English is a digital test
with Al sconng tiat provides fast, accurate, secure, 2nd Lnoiasec
results. We are widely availzble n 118 cauntries, 1hanks (o our
retwark of 389 Pearson VUE test certres it1s 3 trusted brand for
entry Into higher educaton and a gateway (o imMmigraucn
recogn’seq by regulators inthe ma'n recering countries,

We also offer digitat and blendec English solutiors to atscermic
msficutons ard private language scnoals n 163 cauntnes around
the wond, bringing together courseware and assessment with
teacre support and fearning platforms




Key performance indicators

2021 financial KPls

Sales

£238m

(2020: £218m)

2021 non-financial KPis

PTE Score Return

1.2 days

{improvement vs 1.5 days PY)

(+17% underlying)

Adjusted operating profit

£15m

(2020: £1m)

2021 revenue

Segment

English Language
Learning

PTE Volume

436k tests

{(+25% vs PY)

NPS for PTE

+56

(2020; +60)

2022 expectations

Margin 2021 Revenue

6% Mid-single digit

Image rermoved

 versus 2021 digital

| Growth drivers - PTE

Highly differentiated value
proposition

| . | Digital, secure, computer based;
|— _ Alpowered

Available in 118 countries via 389 test
centres

Fastest score results at 1.2 days

Leading share position in Australia

= ¢ UKmarketin 2021: +42% YoY growth

“t5, ) intests taken
‘ L
_ — Revenye CAGR
Margin 2022 ta 2025 Margin 2025
Improvemen Mid-high single .
P t £ 8 Mid-teens

Pearson and Disney:
Discover the magic of stories

Nearly 20 years ago, Pearson and Disney

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

Disney Kids Readers - 36 new Kids Readers bocks niroduced
whicn encourage young learness to resc for pleasure and ‘or
lesrming Trey are creared 1o De used both et school as well 35
athome anc 1o ke'p yodng learners expars (neir reading N a
fun and motivaiir g way

“We have mage these Kds Readers free 1o a1l Pearson
e oloyees zs part of a vader 1 Jative 1o apen up Englsh
language learning opportun ties internall

Marvel Cinematic Readers ~ designed for teenage andyaing
zdull [earners, 14 books bursirg with actior-packec stories
and fim stlle of the worle's greates superberoes

Eac pook includes audicboaok, cBook teachers notes,
and activiles



Segmental review continued

Imege emoved

Workforce Skills

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

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

In our Workforce Skills drision, we are creanng a world where
everyone = prepared far the future of work. and where success 1s
no longer only about what youve done bur what you car do

The global tzlent market has never peen more iImportant thar

It -5 tacay, 3nd we are posilioned Lo meet the needs of employees
and employers ina chang ng global economy. We help employers
Jnderstand labour market dynamics anc how best to futurepreofl
Their workforces at scale, while helping workers gain the skills

they necd to boost the.r emplayanility and open up New job and
Career prospects.

Our umigque offer uses workforce analysis, personalised learning,
asscssment and venfied skills credenusls to close skills gaps,
realise untappec potendal and mobihse talent. We help employers
unders:and. mantain and enhance rhe value of their maost

I poriant asset - therr people - and Felp employees make

I poriant breakthroaghs in ther careers

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

Diagnose future skills
training needs

Skills-based Learning
and Assessment

Verify individuals’ skills

logo removed

logo rermoved

Iogo removed
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Key performance indicators !

2021 non-financial KPlIs

KPls were not in place for Wor<foree
Slalls n 2021 Farwdrd lookirg

2021 financial KPIs

Growth drivers

End-ta-end solution in one
integrated ecosystem

Sales

£172m

(2020: £163m)

(+6% underlying)

KPIs inclucie:

Total number of
enterprise customers

Enterprise customer net

Adjusted operating prefit retention rate

£27m

(2020: £26m)

(+8% underlying)

registered users

2027 revenue [
Segment (Em} Margin 2021

Revenue

Existing business:

mid-high single
Workforce 172 16% digit

>40% for Faethm
and Credly

Number of Warkforce Skills

2022 expectations

Trusted portfolio of products
: & services

Opportunity to lead in labour
& talent data market

Revenue CAGR
Margin 2027 to 2025

Margin 2025

2025 revenue
more than double
vs 2021

Break-even Low double digit

Leveraging artificial intelligence

We have made digital nnovan on a lign pnonsy for seme ome
Following an ninal iInvestment by Pesrson Ventures in July 2020, we
arguiTed (e grour S-breaking workiorce Al and precicive analylics
compery, Faetm, In Septermbper 2021 Faethm one of Australia’s
highest-profite tecr companies. nelps custoTers pred ct and iden: fy
the sxills therr workforce neecs

Faethr s sophis: cated Al and anal 2 cs serv ces heln governments,
comuparies, and workers uncerstand the dynamic forces shaping the
labour market - ‘rom reckrological d srupticr to economic shocks
such as COVID-12 and clmate cnznge. Armed w ik these ngights,
tustomers can make data-crven decisions (o 1av gate thaose chaniges
and upskidl ar reswkll ther waorkfarce,

Faeth™ now sns at the heart of our Workforce Skills drasion ts
merket-leading data, insights, and Al capewilitios will power the next
generation of Pearson's Ifelorg learning procucts woich are focuseg
nn meeting the rapidn char girg needs of today’s workforce and
bridgirg the global ski's gap

The acousiion represents another bu lding biock in our strategy 1o
Felo learners cevelop their talent anc skils &t every Iifs stage, from
school trrough te wark,
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Segmental review continued

imege removed

Higher Education

Pearson is the leader in producng h gher education learning
med.a :n horth America, as well as reaching into other major
markets around the world. We offer vib-ant digital content witt
enrichrng expeniences that lead to positive fearning outcomes for
moere than 10 milhon higher education students every year

We partner with thousanas of expert authors to create content
in mrore than 100 acacemic disc plines. We are leaders in science,
technology. eng neenng and maths (STEMj, as well as {1 among
other ciscipbnes Our leading content is delivered through digital
eBooks and ponular interacve multimedia an platforms such

as Myl ab, inclLging new Interactive Labs, Mastering, Revel,

and Pearson-

In july 2021, we laurched Pearson+. a direct 1o consumer
subscriptior experience that gives studerts simole ard affordable
access to eBooks and study Loals. Pearson+ was designed with
nput from authors and students and :s winning praise from
studer:s, faculty, and authars.

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

In additian to helpng baild strorger student relatonstups,
Fearson+ will shift commerce away from secondary market seilers
to our awned sites and apps. This gives students a releble
e-COMmMerce experience and sCCess 1o 1Ne Most current learning
content arg study tools

Our higher education products are guded by professioral irsights
from educators and by preferences expressed by faculties. They
are sLpporied by technology tnat is steble, secure and accessible.
We are commiited to ensunng that divers ty equality, and
inclusion zre integral to our pradacts so Lhat everyone can realhse
the life they imagine through learming, whatever therr packground
or doilities.



Key performance indicators

2021 financial KPls

Sales

£849m
{2020: £956m)
(-5%
underlying)

Adjusted operating profit

£73m

(2020: £93m)

(-15%
underlying)

2027 revenue _

2021 non-financial KPIs

Pearson+
registered users

2.75m

US Higher Education
digital registrations

11.4m

{2020: 12.3m)

Us Higher Education
product usage
- text units

54m

(2020: 5.4my})

2022 expectations

Revenue

| =

Growth drivers

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

Enhance our core products

Invest in our platform products to make
them more reliable, responsive to
customer needs, easy to access, and (o
support business stability and growth

Secondary recapture

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

and Pearson+

Positive momentum

for Pearson+

Positive mamentum from current
performance. Internauonal roll-out in
2023, Student-centnc feature expansion
being introduced in Pearson+ Channels
& Social.

Revenue CAGR

Segment (£m) Margin 2021 Margin 2022 to 2025 Margin 2025
. . Down less . Low-to mid-single .
Higher Education 849 9% than 2021 Stabilisation digit Mid-teens
The Higher Education market
Ass gn
’ i ’ Win course cquired
H B zcoptons ) ’ cogrse >
. materials
,//

Market
leader

Demand generation

Increasirgly
CONSLITEr i2c ang
more oigital

Consumption




Sustainability

Sustainable
business strategy

Add life to a lifetime of learning

Learung and acquiring nevs skils are some of greatest crivers of
positve social mobility, the provision of wnick Pearson ta<es very
seriously Taday, Pearsor Mas more opporlunity tnan ever o make a
postuve difference The pzndemic has continued to impact people
aCross the giobe, sorme of whorn are fecing ircrezsed ineguality 1In
access o essential services, includirg educaton - especally :n more
disecvantaged communi; es Pearson has a s gmificart role 1o play in
enabling and encouragirg people 10 hzrness trer ds in digikalisavon
arc a herghtened focus on the global energy trans non

Qur approach to sastainab ity 1s evaly ng ta futher increase the

al gnmert between our corporate and sustainzhle pusiness
strategies In 2027 we irtroducec & selection of new ron-financial
K3Is (see pzge 24 of this annuai report) te help us measure
progression of oar strategy, 2chieve all cur ambitions and drive
behiav oural char ge, Pearson will onby succeed as a business If all our
stakeholders 2150 succeed, and this nouor 13 central to now we 1an
oLr operations

"Through our sustainable
. business pillars, Pearson
| strives to help people create
‘ a better life for themselves
‘ and a better world for
society.”
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"We're proud to be a
signatory in the UN Glcbal
Compact since 2000, and are
committed to supporting the
SDGs and UNGC principles
through our sustainable
business pillars.”

Cinthia Nespoli
Chief Legal Officer and Executive Leader for ESG

Pearson's Sustainable Business Pillars

The latest step n the evolation of our sustainable
business strategy s toinroduce three pillars that
represenri the emaronmental, sac.al and governance
[ESG) areas where Pearson can make the biggest
positive mpact They Fave also been selected as the
most Irfuental ir helping Pearsor succees as a
tusiness, These pillars have a clear, natural lirk to our
nan-financial KPls, reflecting the common goal of
alignment between our corporate and sustainzble
business sirategy They also contrbute 10 advarang
the UM 5DGs we have prioritsed - numbers 4, 8 and
10 relaung 1o educaucen and learning

The three pillars buld upon the focus areas of our
Sustainable Bus ness Plar 2030, anc nroduce a
greater ermphasis on our people with a new pillar,
‘Empowering Qur People to Malke a Difference’, .n
recagnrion that they are our greatest assel 1o
influence saciety and succeed N our business goals
As Pearson builds out its plans for each pillar, a small
number of additional targets will be considered
arangside our existing carbar raducuon terget and
environmenta! commitments.

Urderpmning our three pillars s Pearson's robust
corporate BOvernance, SII'Oﬂg corporzie cultare

and a range of effeclive policies to ensure we achieve
aur smbiuons

We want our products and serv ces to help more
people make belter progress - regerdless of their
Income level, the way trey learr or thaw hackground



Our ESG framework

Irage removed

Our Purpose

Add life to & lifetime of learning

v

Qur Sustainable Business Pillars

A

a~

C N — )

Products

Driving Learning for
Everyone with Our Products

Achieved through:
— {onsumer Frgagement™

— Proguct Effectiveness®

— Dig ta! Growtn™*

— Responsible & Sustamatle
Content

— Affordability & Access

See more on page 46

OO0

People

Empowering Our People
to Make a Difference

Achieved through:
— Investngin Talent™

— Inctusion & Diversity*
— Employee Engzgement

— Local Commuriy Ergagemert

See more on page 48

N—

yvd
(]

Planet

teading Responsibly
for a Better Planet

Achieved through:

— Reducaing our Envirgnmenta!
lrpea*

— Iestng v ih PLroose

— Uyber Secunity & D3t
Management

See more on page 52

Robust governance, a strong culture and effective policies

See 5o P on-resEl KR seet or for rrame ar Fow these I ko oLr slrateg,
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Sustainability continued

Products

Driving Learning for Everyone with Cur Products

The oillat reflects our gozl to INcrease access to learning
for more people across Lthe world

Learning is critical to
enable everyone to achieve
their potential.

Three of our non-fimancal KPIls - Consamer Engagerment, Product
Efectiveness ano Digital Growrh - are metrics cent-al to achioving
highly elfective learnirg and positive autcomes Through these KPIs
we can deliver antent that s engag ng and stimuiating ta
consumess, Felping everyone achieve their potenual and makirg our
producls rrare v dely available.

We peleve lowering the barriers 1o learning anc maximising
accessibil ty for all consumers, cluding those wirn imitec resources.
15 where Pearsan can make (ne most positive societal impact, erc we
have Inmatives and polices n place to drive real change

Pearsan also has a clear role to play n creaung products ard se~vices
thal harness ithe major environmental and societal Issues ol our ume,
through, for example, developing new sustainable courses and
qualfcations, Growth in this area will enhance our revenue
opnortunity as well as prorrate Prarsor's provisicn of respansible

and sustainable contont

fap

Empowering Our People to Make a Difference

Ths pillar drives our aim <0 nspire all aur employees to
fulfil therr potential and help Pearson suoceed.

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

People

Our am 1s to ensure our diverse talent have the sxills and
knowledge for both todays and tomorrow's challerges. We are
creating & culture of pelonging for everyone, where maore voices are
heard and valued. We focus an employee engagement as a key lever
in celivering 3 performance and puroase-led calture We encourage
our employees 1o create @ better worlc through positve social and
envranmertal acrion
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Planet

Leading Responsibly for a Better Planet

[ s imperative for the long-Lerm v ability of our pusiress
that we lead responsibly in all areas

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

Ou~ goal 15 10 hecome a net zero carbon business by 2030 (a
non-financial KR anc to minimise the environmental impact of aur
producis €5 we trarsition to beirg s digral pusiress

Prudent managemen: of data orvacy and cyber security are also
fundamental to our futere success and to pbuild Trust witk our
custemers Pearson’s data processes and goveraance are develonirg
qu ckly as the business evolves. You czn rezd mare aboul our
aoproact on page 68 of this annual report

Image removed




Our sustainable business
pillars are underpinned by
robust governance, a strong
culture and effective policies.
At Pearson we focus on
driving positive change while
limiting our own impact on the
world's scarce resources.

Pearson's corporate governance apiaroach underpins our overall
corporale and susianable business strategies You car reac indefa l
ahout governance on page 73 of tis annaal report

We have 2 5Irorg governance structire to ensure our systairanle
business st-ategy meets 1ts objecuves and evolves aoprapnately

OVEr TIme

— Pearson's Reputation and Responsib ity Commiee (RRC) 15 &
forral committee of the Boare and oversees its impemerialion
wihile Cinth.a Nespoll, Group CLO has direct responsibility “or
the development Tonitarirg ang execution of Pearson's
ESG strategy

— Many of gur emplayees have ESG measures rcloded in ther

Annugl Incentive Plans, which s overseer by the Remureration

Comimilee

Recognition B
i

— The Audit Commitiee and the Pearsan Fxecut ve Managoment
tearr have reviewec anc approvec the Group's Carbon Emissions
Re-baselining Policy ad wall continue to gverses irs delivery 2022
wil! be the lirst year of reporung in fulf alignment unoer the
Taskiorce tor Climate-related financia! Disclosares (TCFD)
framewsrk (see page 70 of this arnual report Y This 1S a particuar
area of focus for the Board and RRC 1th 5 year

— Our Suslanabiiity tean is responsible for supporting all pars cf
OJr business gs they identify Pearson's potentizl (e make
impactiul environmer:al and social decisions and ke actian
where npportunities anse

A strong corporate cultu'c, where every employee o Pearson lives
ano breathes the company values, 1s essenual in achiewing long-term
success and meetng odr sustainsble business strategy goats On
pege 5 of this anmual report you can read about how Pearson's
culture is evolving n lire with its business goals

Policies and business ethics

Pearson nas a wide range of appropriate and effective polices that
supportthe three susteirable business pilars They zre listed on our
carporate website hitcs.//plc pearson.com/cn-GB/corporate-nal cies

Human rights

We respect the nghts of our emplayees 1o freedam of assocatian
and representetion through trade Ln ans, works codnc |s or any other
anproprate forum wherever local laws allow We have polizies ard
procedures 1c prevent discriminatory, hegel and inhumane iabour
pracuces, Including child labour, forced latbour, slavery ang human
traffickng In our aperaticns ard sdpply chairs, as well as to address
Wolations wher they occur,

We supporl the right Lo unionise ir the UK Ve maimtam qur
accreditation by the Livi'g Wage Foandanion and have committea to
paying emproyees and regllarly contracted staff warking inour

bu ldings across the UK and in Londan the real Lvng Wage

WwWe tse our Influcnce witt our suppliers tomorove stanoards for
ther employees and corrit to ensu-ing all supplie- employees who
work for, or 0n pehall of, Pecrson Nave the abilmy 1o report any
distrimimation ar ethics concerns

Cur Human Rignis Statement ogtlines the priority human rignts risks
A0 oppoTTUNItes ‘or Fearson 11at aur progranime 1s taking steps 1o
agdress Qur approacn (o human rights covers five areas custamers
[page " B) coment {page 47) employees (page £8), partnershins
[page “8)ena privacy and data (page &)

Bloomberg Gender
Equality Index (for 2022)
- Pearson was recognised
for investing in wormenin
the werkplace, the supply

Participantin the
Workforce Disclosure
Initiative (WD) - We're
part of the companies
taking partinthis

I Stonewall WEI -
Pearsonisrecognised
as a Stonewall Top 100
company for LGBT+
inclusion, For 2022, we

chain, and in the since 2018. are ranked 19.
communities in which
we operate. !

|

Disability:IN ~ Pearson
was recognised as a
Best Place to Work for
Disabllity Inclusion
inthe US.

T

The 100 most transparent
companies in the world
perthe Transparency
Index - Pearson was
added to the
Transparency Index,
formed by the top 100
transparent companiesin
the world according to
Transparency Invest.

Corporate Knights
World's 100 Most
Sustainable Companies
- This year, we are
ranked 96 overall and
#1 within our UKHQ
peer group.

Human Rights
Campaign - Pearson
receved 100% on the
Human Rights

I Campaign
Foundation’s
Corporate Equality
(CEN) Index for 2020, for
LGBTQ workplace
inclusion,

Pearsonisa member
of the FTSE4 Good and
the Dowones
Sustainability Indexes.

Among the fargest 200
public companies
ranked by clean
economy revente on
the Clean200.

We were added to the
list this year, as mare
than 10% of our total
revenues are from
clean sources.
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Reducing our carbon footprint

A long way
N a shorttime...
but more to do.

We are making good progress towards our target.

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

2078 Combmec scope 1,2 & 3 emissicns' 2021 Combinex scone 1.2 & 3 ernissions.
426,956 M COze 317,703 Mt CO_e corbinex

2018 ; i ; @ |

Where we started i T T |
| \p//

Our ongoing journey in reducing Since 2010, print units* ...digital units** have
our carbon footprint is have decreased... almost doubled...

highlighted through the shift 2010 2040
fram print to digital in US Higher

Education Courseware over the 2/| | I | units 5.5| I I UNITS

last decade since the launch of

the strategy. °°°°°°° QQGGQQ.
Our strategy in US Higher °°°°°°° .......
Education Courseware is to °°°°°°° .......

pivet from printed learning
material to fully digital solutions 2021 2021
- good for learner access,

affordability and outcomes - and Zm units 9_7m units

I layi ignifi lei

wrana e 0000000 OO000000
0000000 0000000

*  Prontontsinduee pontand packages Rertal evcluded

o dgnslurisirclade e cext, platiore and Fearson+

lcon removed
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02

Engaging our wider
supply chain to
deliver their own
GHG reductions

01

Further digitisation
! and re-organisation
of our print supply
chain (e.g. print on
‘ demand)

03

Adopting flexible ;
working polices that
reduce emissions
from business
travel, commuting
and offices

Our aspiration

By 2030, we will reduce
scope1,2&3
i emissions by 50%
against a 2018 baseline
as approved by the
. Science-Based Targets |
i initiative
We will be net zero
across scope 1, 2 &3
: by 2030

20z°

2030

As a result of our digitisation O

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

2010

77,577 o tommes

SO0 02200
SOOPDOCOS
SSSOO022000

2021

9,200 co, tonnes

| [ 2030

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

c$100

for a prin® textback

C.$50

far an eBock

c.$75

for a plar®orrr praoduct

$9.99

2 month*

Pearson+

With Pearson- conient s row

Estimates and assumptions

— Ir trsall_stranon, produc footpnnt excludes ary DroJuct ceveloprrent em ss ors assoc.ate wik people ard of L ataaty

— Part erussions ére based on nvernal footprat por text bock ard incluoe manofaciuarg, pr.et ard distr DLIoR 10 custemer

— Digital emrss ors are pssed o~ nterral “Soipnrt 1onl 6nd as the tool becormes more accurete, we will Make ad|Jstmen1s 1o talLlzboers as eppronriare !
— Trelastranon exdudes the errissions associated with cara tentres Zartner wark will be unde~aken 1o better uneersiand e fostor 70 of 5 27al

procucts

*  Pearsgn- $& 3% uiom Sagle S . hsonptor



Sustainability continued

2021 progress and 2022 aspirations

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

Pillar one:

Products

— Irvesred in Braille prirung facility. needs

- : " J
Driving learning for everyone
with our products (
2021 Progress on key initiatives 2022 Aspirations
— Conunued allocation of Socwel Bono — Pearson~ product and charnel exparsion ta
oroceeds in aligrment with 2earsan's 5o al reach and engage more consumers
Bone Framework — Conunue to develop «nowledge and skills
— Uefined sustainable skills and careers related to sustamatilty through prodacts
competenaes, and ntated covelopment of and scrwces.
sustairanle coutses anc partiersnips. — Deeply integrate diversity, eguity &d
— Erhanced and launched Global Content and Inclusion Mo learning design ard
Editonal Policy and training 1o ensure Apprcaches o Impact measurement to
representation In content and suppliers account far drverse learrers and tgir
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Image remaved

The three ron-imannal KPS of Tigral Growih, Corsumer
Engagement arc Product Effecuver ess relate closely 1o our
potenual to drive learnirg for everyane. Yod car read more
hoLt our progress against these KPIs on page 24 and sbout
the launch of Pearsor+ on page 28 Below we descrioc uther
core Intiatives that are focused onircressing access arc
afforcability of our nroducis and services

Social Bond Investment

The primary objectve of Pearson s £350m Soaal Bond was o
advance the N Sustanable Developroert Goals (SDGH#4 -
Quahty Fducauan. Durrg 2021 we rcporlen that we hac
deploved £240m of the Social Bond daring 2020 1o our
Conrections Acadermy vitual schools network via ot Partiel
schocls and District Partnerships This ‘LIl-ome virtdal schools
programme provides Figh qualny edacztar to al, and s free to
the user. Durnng 2022 we w Il resort on the allocat on of
proaceeds {or 2021

Bond proceeds

£240m

allocated to our Connections Academy

Global Content and Editorial Policy

I 2021 we updated the Glopal Conrent asd Ecrtonal Policy with

edirorial guidelines for our products and services. These are.

— Torespect human rights and sirive 10 create content that 1S
free from discririr ation and b as

— To develop tomlent That embeds aur commitmerts 1o
diversity, g ity arcIrclision

— To proade suppo T for learaing that s bases or svderce
=rd facs

— Tacreate contenit that s ethicsl ard acheres to legs
requirements

These coliect vely heid principles shape the way we think, work
srd behave They are reflected in our conrent and n aur
nteractions witn all our siehenclders

We continuec to prorrote our orline portal SO consermers and
2dlCalons Can communicate directly vl us oot potenual b as
in our prod.acts

Braille Printing Facility

In suppo-t of our Pearsor's commitment 1o accessibiliy for all
stusents we are excited to rtrodace Pearson Braille Services
We arembe final prase of corstrucuon and puind out of & new
faciliry in the Houston, Texas area The lncatior was selected
because of the avallability of exnenenced marager ert,
developmeny, and production personrel who previgusly worked
for Regron 4 Bradle Sclut ons We are currently traiming our
workiorce Lo onerate our slete-ofthe-art Braille producuon lne
Inautumn 2021, we began to develop Braille assessment
marenals and fall prodaciion arc d stobution servges began i
Q12022

BTEC Award on Sustainability

Research nas shown that (nere 1s & gap In zccessible education
N sustairanle 1Issues i the panonal curngalum Pearson s
positrely addressing ths by working collzboratively with experts
and young people to develon vocational gualfications that
broaden the avallable currnicalum

WWe have developec a brara new Level 172 BTEC Tech Award in
Ststzinability that encodrages learners (o 100k at solulions o
glopal anc jocal 1ssues and to corsider sofutions found
interrationally The course wil' encodrage learners to think
creauvely and © a drerse wey, lookirg for corneclions petweer:
environmenzal mpact and hurman activity. The Tech Aviard in
SLstainabiiiry wili be avalable in schools to be taught alongs de
core GSCE cuabficarions 1o heln prepare learners to progress ro
stucies in A Leve's arg BTEC Leve' 3

Lookirg ahezo, we are developing 5 Level 3 suie of
Sustamabiliry gualf canons that w ll suppart pragressian <o the
growing numaoe of relevant
degree coJrses tnat look at
the ¢l mate chzllenge as well
as wider eCconomic anc
sucidl 1sses

i Image removed

I
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Sustainability continued

2021 Progress and 2022 aspirations

People

Empowering our people to
make a difference

2021 Progress on key initiatives

— Focussed on employee engagemant dJring
bus ness transformenon

— ldenofied the career sypiranons and skills
needec 1o crve the argong trensformaoon
of the company for 100% of our SYPe, VPs
arc Directars in alignment wirh the Pearsor
Capshbibties Framewark (idenufying ckills
gaps 1o close 1s part of our talent ~eview)

— Launchec DE&I Siralegy ana associziec
governance courcil.

2022 Aspirations

— Bring the purpose anc values to He i7 our
employee experiences 2cross the key
momerts that matter in the employes
Ifccycle 2022 our focus wiil be on
developing the capabilities of cur people
rmanagers 1o help buld high-performing
cngaged cultures,

— Develop prionmy Core Business and
Leadership skills ‘rorn the Pearson
Czpabitities Framework al:gred ta the
strategy to d<ive performance of business
and emptoyee growln, e g, Core Busiress
- data literacy ar'v Leadershup, working wich
our Workforce Skills drvision 1o test.
commercizal offerings imternally

— Conunue o mprove diverse representauon
at leagership levels anc run an mclusive
learning expenence to build an inclusive
culture

Pearson's people are its greatest asser Qur sucress as a business
and c.r abiliy to make 2 positve Impact 1s mghly dependen: upon
our emiployees At Pearson we focus on learring and aur colleagues’
wellbeing, growth and development throughout their tme with us As
the business conunues (s transiuon to & digzlly led consumer-fac ng
company, our priorites o upskll and provide opportunities for
contnuous learning ond growth ir an ervironment free from oias are
cracial to our fuiure sLocess Thisis woy, in 2027 our non-financial
KPIs Iinclude Irvestirg 1n Talent and Inclusior & Diversity.

We track a wide "ange 0" Irternal outcomes and metrics 1o measdre
our progress {for examnle, employee experience - Net Promoter
Score (NPS). employee learning & cevelopment - upskiling levels,
employee retentior — staff turnaver).

We supplement oar tracking o quaniitarive metrics by collecting
qualitative iInsights We run a quarterly Pulse survey which ncludes
apen-endec responses Lo quest ons which are analysed at the
diisional ard company level (o suppart orgeing improverments in
additon, Pearsan's Employee Fngzgement Network is the <ey
feecback mechaism hetween the Board anc the workforce,
enabling the Board 1o hear direcily from employees anc creaung
acdrional insight on how to enhance employee satisfacuar and
engagement levels You can read more about the Board's
engagement with our employees on page 87 of tis annual report
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Investing in our talent

Talent and learning
The skills and experences of our warkforce meed Lo reflect the

rapidly evely ng regairernents of tne learimg and educdtion industry

to ensure Pearson s best placed to serve 1t 11 2020, we began

encouraging managers to enable 40 hours of learming ner errployec

per arnum We acvise that tiis 1s made up of 3 comb nauon of

farmal, socizl (peer-to-peer) and expenenual (on-the-job) learning
while tracking hours prowvdes ing of sight Inta INpLts to traming and
learning, we are focused on mezsuring odtcomes from learning We

are helping oLr managers evolve the r skillset to enable tnis
ervironment, provide growth-or entzled feedback to their team
members and encourage a perpetual culture of learning and
developrment. Ulumately, this w | help Pearson rezain talent, helo
colleagues develop therr skills, share tne r knowledge across tne

ntermational breacth of our compasny ard contnue (G oFve crealinly

e produce excellent oroducts and services for our customers Ir
support of this, in 2021 we continuec to develop the Pearson
Capaoiliues Framewark It's designed to sLpport employees to

idenufy and develop the core business and leadershin capabilities

that are transferable across the business, coupled with technical
skills specific Lo a given role.



i 2021, Pearson employees de anstrated ther commicment 1o
adopurg this new method of persanal learnirg, and the Lea nirg &
Developmrent plan ard our Capsbilily framewaork were sach acressed
oy 15,000~ unigue users througn our global erployee community
platform, Neo Open Sesame, our Dig Lal Content Librany wth
supplemenrary training anc self-directed learming content 11 these
areas saw usage by employees double between fanuary and
December 2027 On average, 8300 employees utilize the [brary
every month.

Our setond znnual Global Learming ai work Week fotused on the
development of core business, lcaderskip and technicz! capabilinies
with mare than ~ *,000 hours of ive learn.ng clocked up by ou” sta™
in this week alone, with 10,000 hours on demand We aim to
Cartnue to evolve this learing expenience 11 the futare 19 alignmens
vath our upsk ling prioriies for 2022,

Image removed

2027 also saw & particular foces or rertoring and coaching
Pearson launched z Glonal huk for each ares on Neo working witk
Pearsor au:hor talert (o create expert mentor and mentes guigance
n short-form video smippets avellzble on the Glonal Mentoring Hub
and hosted Ive groLp sessions where our subject matter expen(s
guided employees throLgh practice scenarios 1,300 employees
currently access the bub

Ir agdition, we deepened our 2027 Telent Review to induce both
senior feaders (SVPs and VIP’s) and Directors We supported cpen,
Lransnarent (ONVersators DEtween Mmanagers and employees 2t
each of these career levels across five oimensons, readiness 1o grow
and wake on mare, nisk of loss/impact of loss DE&|, learn ng and
sucression As part of this process. 100% of SVP. vPs and Direciars
denufied prionry skills to focus on developing, in order o support
the achievement of business and career goals

Investing in Talent KP1 - upskilifreskill

On average these global nmatves, coupled wth drasianal
scvities lea 10 72% of ernployees sel-reporung v a 1he Pulse
sLrvey they hat comversatons with, their managers about
business goals and learning 1 addition, or average 71% self
reporteg apskilling ard reskilling eacn quarter Tois compares o
53% dunmg 2070 This 5 & rmetnic we report on within our
mvesting n Talent non-finanaal KPI

Investing in Talent KPI - empioyee NPS

Quiirvestment In e plovee upskiirg, employee wellbeing,
henelils, and our employee engagemer:. effarts during a penac
of bus ness transformauor and a global pandemic contributed 1o
a Net Promotor S¢core o’ +3,

Diversity Equity and Inclusion (DE&)

Crsuring Peerson provides an environment i7ee from Dies and one
thar s conducive to employees leveraging all tneir capab Ities 5
esserual lo reacing our goals anc Serving our CLStomers Lo the best
af our 2hity The DE&! Counal, compr sing business leaders across
Pearsor, uversees our acovities and has @ mandate 1o engage
leaders to rra«e progress towards ganing representation at
management ievels that re’lects the racal, echnic and gender
diversity of the geographies where we operate

Our actity 1s draded into foar pars recrutment and promouon;
retennon, nclusve culture: and sodial Impac Ir each category, we
nave planned aclivities over a five-year timelframe Each diision ard
corporate flncton has also developed functional clans that ref ect
DE&| ambitiors and help us opereuonalise arganisar onzl goals

Ir recruitment and promotion, we starteg working wth myGwork,
a business cormmunity for _GET+ professionals students and

ngius ve employers (o help Pearson create a more drverse and
inciusve workforce We have recruied over ©90 people through the
plazform since Scptember 2020. We continued to develop exrernal
mertonng to petental cand daies with diverse backgrounds,

"W th'n retention dusirg 20219 we ran 12 globai accelerated learring
exper onces for specif ¢ pools of talent Our prior ty talent pools were
diverse talent at all career levels and fulure lezoers at manager leve!
and pelow Focus areas included leading with purpose srd business
and management skills, arrong others. More than 50% o
particpznts were female, LK BAME ar JS BIPOC

ir 2020, we registerec aur first cohort to The McKinsey Manager
Acceterator Prograrmrme This s airred at ealy-to-mid-career Blacs
leaders We selectec Bole anc Prime ERG leacers wio are driving cur
DE&d agenda end would benefit from the orogramme S nce its
lzuncn, we have added cohorts for aur Asian ard Lt nx populauon,

Global nclisior Week {GIW) 1s a key resource 1o further our
inclusive culture, providing employees with opportun tes to
learn about and discLss diversity ard irclusion 1 action at
Pearsor. in 2027, under the tneme Pearson Together, Strength
n Difference, ve offered sessions on topics such as developing
ernpatty sr'd emotonal relligence, and provronrg a cuiture
of respect amang others

In social impact in 2027, we began, Im partiersnig wiln Career
Accelerator, an LGET+ Yourh Mentaring Programme, confaeching witn
yoJng peopie from underrepresented backgrounds. We will buiid on
thi51n 2022 We also exparced our Corporate Disaoility Mentoring
Pragramme which rmatches Pearsor employees wih d-ferently-abled
U5 college stucents and young acults.

-

Image remaoved




Sustainability continued

Diversity and Inclusion non-financial KPt

The percentage of overse cendidates ir & leadership role and
sueeession planning for leaoership roles are key measures of our
non-financial K21 of building an mclusive caltere and increas ng
diverse representation

Pearson exceeded sJccessior plar objectives with 72% of plans
ncludhng a women successor and 24% of plars nclucmg people of
colour (target 50% women; 20% people of colour). Please read
More Ut udl fespolse 10 1the Hampton-alexancer ane Parker
FEVIEWS oM poge 96

Health and safety

Qur overall spproach to heakn and safety 1s basco on 150 45307 faor
which we continue to be ceruficales e are currently updatirg cur
Health ang safety Pol oy & Standards o fully 21gn o actvities carnied
outIr our reve operaing divisions

During tne pandeTic, our testing centres and product delvery sites
have continued to operate successf My, with measuresn place o
Tinirmse the risk of occapar onzl exposure 1o COVID-" 9 We nave
stipparted employees to work remotely where pessible and enabled
safe access to our offices and other commerc al acovites where
requived to meet business needs

Gender Pay Gap

Work towards pay equity across Pearsonis an angaing effors, The UK
Genger Fay Gap Revort huyps//plc pearson cam/sites/pearson-corp/
fles/pearsonspearson-gpg-2020-aw-260320 pdf pravides an annual
summary of progress as we conlir oe Lc evalve Compensaion
pracoces ard nduede evaluar on of nor-JK pay status

Employee benefits

IU1s wial for Meorson o retan 300 nceariise rs s1aff, and we offer
hughly competitive and attractive benefit programmes 1o suppors oLr
employees Jur orogrammes vary globally and include healt:
nsurarce, parentsl leave, disability coverage, retirement savings,
emplayee share purchase options, comrmuter benefis, Lition
reimburserrent and programmes that suppor. wellbeng end work-
Iife balance.

Ve estanlished a Global Remote Working Policy 10 promote work-ife
balance and & rrore flex ble way of working far all or-payoll Pearson
cmplayees wnere ther |obs sllow for remote work or a hvbnd
arrargement.

In the US, we expanded bereavernent leave to include pregrancy

loss, created a Pregnancy Loss and Infert ity Support Policy, and
increased Financal Az far Adoplion anc Surrogacy oy 50%

9 employee rescurce groups (ERGs) sapport leadership (e champior inclusive efforis 2na promaote collaooration snd community acrass

all Pearson people

Employee Resource Group Focus

Generation Pearson

Pearson Able Pepple with disabiines

Generatonal-bases d flerences

Pearson Bold Feople of Black and/ar African ancestry

Pearson Latno hetwork
Pearson Fermily
Pearson PRIME

Pearson Spectrum
arc alles

Pearson Velerans

Wormen ir Learring & Leadership (WiLL)

Pearsom’s Latink community

Women at Pearson

Pearsan families, parents and caregivers
People Representing the Interests of Minortty Ethniciues

Pearson’s lesbian, gay, bisexual, transgerder, queer, question ng, Ntersex people

Pearson's veterans and rmilitary personnel
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Sustainability continued

2021 Progress and 2022 aspirations

PMarthree:

Planet

Leading responsibly for
a better planet

2021 Progress on key initiatives

— We reduced our comb ned Scope 7, 2 and 3
emissIons by 26% from our 2018 paseline that was
ad|usted for business disposals, The ongong work
we have Lndertaken 1o digitise our business and
reduce aur physical feotprint has been a key driver
af the redecuon. The impact of COVID-19 wall also
have had an impact due to interrational mobikity
restnicuuns anc office dosures, however 1T has
sccelerated Lhe changes i how we co business
and the sniftto d gral We sre pleased with the
progress we have made In digiising our busiress

2022 Aspirations

— Corsider remairing fogiarm of pring
products and plan adoitoral aclors 1o
reduce em ssions furthe
— Beter understand the carbon mpact of oar |
fiexiole working policy. and ideno®y actiions
to tackle ermssions frarr emplovee travel ,
— Berter understand the fooionnt of our key ‘
digital procucts and services, !

anec we ara cortinuing 1o facus on this as a onor Ty
— Progress on suppher baseliring and data modeis

— Introcuced seven data securnity end privacy
principles as faundation for cyber securty policies

Fearson needs to contr'bute more 1o the planet than it takes
aut. Qur priorities are to achieve matenal carbon reductions

ard 1o reduce our emvircnmental foatprimt We also strive 1o

use our capabilic es to educate through responsible cortert

ard partnerships

journey to net zero

We are tak ng responsibility 1n gur own operations 1o reduce
carpor emissions - aimmg for net zero by 2030 This s one of our
Group ron-financial KPls

We atm ta reguce our Scope 7, 2 and 3 emissions by S0% by /030
against @ 2018 baseline. tnis was approved by the Scierce Based
Targers inmative (5871, to which we were an carly sigratory

We have almeady taken many steps to reduce our Scope 1 and 2
emIssions, sUCh as shifing (o 99% renewable energy, ard we wil
continue to drive futher Scope 1 and 2 emission savings The key
1o achieving our net 7ero ambitiors will be through Scope 3
reductions giver they represent more rhan 95% of our total

GHG emissions

We are focusing cur efforts on tac<ing ermissions in our business
andinour supply chain, engaging oJr employees in better
understanding ther own carbon footprnt and work ng (o betier
understand the carbon footprint of our key digal products

and senaces

Our progress

Th s year, we've rebascd oLr emissions to ref ec: business
dives: tures ara have reviewed the progress we need to maxe
across our busmess 1o meet our net zero targets adjusung for
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COVID-18 where appropriate We reduced oar combined Scope 1,
2 and 3 ermissions by 26% from our 2075 baseline, and 1% against
2020 The annuzl reducton was driver oy a combinatien of aur
continued sh ft from orint 10 oigral, reduction in business travei
ano employee comT Jtirg, but offset by increased actmty in our
indirect spend

Responsible procurement

We are working witn our suopliers to reduce the carbon ernissions
“rom the products and services we buy

Our sypplieTs reoresent 57% of Pedrson's Seope 3 ermissions.
Thirty one suppliers contribute 50% of this total, and these are
our ‘ocus Alignrment with oar GHG straregy 1s a requirement of
doing business witm us. Many of our biggest suppliers have
already set net zero COMMITMEBNTS, anc we are wWorking witn our
middle-ne- supphers to ensure they sot cdear reduction targets
We are using CcoVads 1o track supplier performance, and our
focus 1s on joint collaboranon to -mprove global standards. We
engaged on these areas at 3 global suopl er forum held in
Warch 20213

Resource use and waste

Primted books represented 24% of our CO, emissions in 2021
{2018: 30%) The carbor emissions on a digital product are
significantly less than the printed output. Our cigital
transformation has already made a material contribirion 1o
tutting emissions and this waill continue As we “Lrtber shift to
low-carbon paper and print supptliers, printng on demanc, and by
being closer to tne long tail of the market, we expect fnese
additional steps to del ver a further reductons in our emissiors



Recogris ng the increasing significance of dig tal in all aspects of our recycled We are usieg the find ngs ro set our new nterral guidarce

busmess, we joned the DIMPACT praject an wrdusiry collaberation 10 ensure our Sooks are designed (o be recyclec
which helps us urcerstand, measJdre and recuce the carbon . i
assacialed with digital products. Business practices

Charges in business practices imitially brooght zbout by COVIN-19
Nave CoNE buted 1o eTmisSIons redachons Business travel and
commuang reducec as people warked from home, Emissions from
business travel fell by 51910 2027, in 2027, we estimateg emissions
from wor<ng from home and captured these in our reporung (sce
ESG Performance Deta on page 233)

While we nave = growing cigital supply chain, ou- tradinional
paper-based products rernain a significant arca of mpact, In 2021,
we purchased 29,000 tonnes of paper globally (2020 over 37,000
tonnes) Pearson nas a long-stend ng responsible paper soJrcng
policy tha: sets cul our oreference for papers that are sourced
responsibly (FSC, PEFC and recognrsed national scnemes sacn as
CSA and 51 we will continue rernote working pracuces where 1L a<es sense
Ve May see SOMC INLTease In ermissiors from & recovery -ntravel s

We have aiso been working Lo 10entify what happens 1a 0.r books at 2 new narmal Ltakes hold, and we will dosely mandar the eflects

the enc of therr use'ul Ife and what prevents them from be.ng

Qur emissions data

Following Greenhouse Gas Protoral guidance, we have now ~etraspectively excluded emissigns from ~clevant ¢ sposals In our bese year anc historcal
yeers Restatements for the relevant g'sposals 1s based on actual data where availatle, such as removal of property ermissicas ard impact of reduced
employecs and where appl cable, paper tonnage. This enanles meaningful companson of ermissiors on a Jke-for-like pasis over 3 leng peniod. Both
recalculated and reported em ssions are cisclosed n the Lanle below For a full set of dzla end metnodology. please refer to our [SG performance
rable on pages 230-241

201E Sovgosl,

e Pepor-ed ESED 270 2070% 2021%
Scope 1 13,057 12209 12,500 6,534 8,396
Scope 7 {Location based) 49520 41,586 238,298 78,385 23,333
Scope 2 (Market based) 4583 4,583 418 529 440
Scope 3 586720 410,164 A10,322 313,738 308,866
Tolal - Location based 659717 463,959 461,120 348657 340,595
Total - Market bascd 614,330 426,856 423235 320,801 317,703
Intensity ratios

tCOe per errplayee (scope 1.2 market and 3) 253 176 ) 150 14.9
tCO. e/ sales (scope 1.2 market and 3) 1488 1125 1116 950 927

This cata was subjoct Lo externa’ independert assurance by Corporate Cr.zenshin The scope of the assurarce covers our energy corsumption,
Scope 1.2 and 2 GriG emissions and reneweble electnoty ciams, See gur assurance statement al' pic pearsar.com/en-GB/purpese/esg-reporung

* Al r2leeanl WEDe 3 (EPE0T RS ob JBNeG Dy the GR T nrotowsl meee heer assesse £00 700! 0.UF <, Tarkets, we Loy renswanle £ne gy (n°ougn greer encrg, fanifs or rerenable
eneray et ot codnry of Comedhot on T L2urTs fyr BO0% of o elect clomy WE NEve fepned onall o NP @MiLGIor ST tes rRT Lo he
Compan es Ar 700e The mainod we have caiculazc CHS e ors »lme THE Pro COURTING Nt Reparrg Siandar irey sed emion, L5 ng the STope 2 oual
toparang metrodalngy. tngethor watk thelzios e ss on fazies Tor regng” sed puble Soorces o i Lol r o himies o tne LK Cepartrent 'or Bosiness Sar gy & ncastriz]

z the Imigcratona' Ene gercy the U5 Snergy I7%0m atien Adrririsiraticn. ae JS Ervirgr &l Proteclan Ageroy sn7 .NC INLErgoes T T e Panelcr Clrae Charge Tre
n-he tsble a0rve Nes ween rdepenzertd, verfed b, Tornarate 26 373 glet Ty COrSarmpiiaT in MW gne ez T2l Lse conuerted froe
rleage e Mye us rg BILS conwers o factar

Cuzenshio Erergruse ncluces g

Imzge ~e-Toved




Non-financial information statement

The follawing able authines wnere the «¢y contents regu refrents o the nor-fimancia. Information stateinent (as required by seciions 414CA and

AT4CR n®tha ¢ cmpanics Act 2006) can be found in this documoent

VsItgur website at plc pearson.com/en-GB/corporate-polices for a complete sel of relevant environrental, social and governarce policies Qur
disclosures are al gnee to globally recogrsed reporting standards such as SASE {see page 236), TCFD (see page 70). Global Reportng It atve (see
page 737, Carban Mhsclosure Project (COP), UN Global Compact and Sustainable Develapment Gaals

Reporting requirement Pearson policies and procedures

Section of annual report

Environmental matters tnvironmertal Policy

Pavet sourung Patcy

Employees Core of Conduct
Human Aughts Statement
Rais ng Concerrs and Anu-Retalat on Policy
Healith & Safety Pol oy
Dreersity, Equity & Inclusion Statement
Human rights Business Partner Code of Condudt
Human Rights Statement
Clobal Conient anc Editorial Pol ¢y
Modern Slavary Statement
Safeguarding Pr nciples
Social matters Human Aghts Staterment
Anti-corruption and bribery Coce of Conduct
Ant-Bribery ane Carrupuon (ABC) Policy
Raising Concerrs and Anp-retal-auon Policy
Gifts and Hospital ty Policy
Palicy embedding, due diligence
and outcomes

Description of principal risks
and impact of business activity

Description of business model

Non-financial key performance
indicators

Sustamable Business SLrafegy pages'.ralo—AS.
pages 57-53; pages 730-231

TCPD Report: pages 70-72
Our People. pages A-5, pages 40-43, pages 48-57

Drersity and Irciosiomy pages 4-% pages 40-23:
pages 48-51

Humanrignts. page 43
Qur custamers pages 60-09, pages 73-111

Our People pages 4-5; peges 45-43; pages 48-51

Sustainable business strategy pages 40-54

Gavernaloe pages 101-111

Risk Governance poges 60-G5

Sustainable business strategy psges 40-54
Risk Governance pages 60-69

TCFD Report: pages 70-72

Our bus ness model pages 20-21

Our stakeholders, pages 1619

ESG Performence Data pages 230-241
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Financial review

Strong financial
performance and
building growth
momentum

image removed

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

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

Sally Johnson, Chief Financial Officer

Financial summary

Business performance

£ llons ” ) 2021 2056 deadire grown TTRgineAr Jdraerlang groach
Sales 3,428 3397 "% 7% 8%
Adjuster operating profit 385 3132 23% 33% 33%
Operatng cash flow 388 315

Adjusted earmings per share 34.9p 287D

Net debt (350) (A63)

Statutory results

Zruliors i B 2021 et - zadlie groer R g}év}t" I :ér\y ng grow:h
Sales 3,428 3397 1% 7% 8%
Operaung profit 183 411

Profit for the year 160 310

Cash generated from cperations 570 450

Basic earnimgs per share 21.1p £1.0p

Dradend per snare 20.5p 19 5p

Througrow w5 eec.or 2 Grosmt tetps gra s rerase slaied oroerly o g gromtn tates exclioe corten Ty mavemes s anc uertobe char ges b} Tre

'nJs ness parfor™acce measures 20e or G,
07107 OF Nages 224 228 0 Torulan ey gt

= eounalent LiatLi0my Feac rg Lnaer =35 are 1rdlLaez in e Nz alkey cerormance w dicslors
zierage © nche onos gear orevaled (rroogh (re Carrer 290
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Financial review continued

Operating results

Sales increaseo on a headbine basis by £31m or 1% from £3.397mn
202010 £3,428mir 2021 and ad,usted operatng profit increased by
£72m or 23% from £313m i 2020 to F385mr 2021

The headline basis simply compares the “enarted results for 2021
with those for 2020, We also present sales and profits on an
underlying basis which exciude the effects of exchange, the effect of
porfalic changes arsing rom acg.aisit ons 3nd cisposals and the
impact of adopung hew sccounting standar os that are rot
retrospectively applied. Our portfolio charge s calculated by tak ng
accaunt of the contrnibuton from acquisiions and by excluding sales
and profits made by busmesses disposed in either 2020 or 2021,
Portinlin rhanges mainly relate 1o the ssle of the Pearsen Irsutute of
Higher Fducauon (PIHE) In 2021, the szle of the K12 Sistermas
business in Brazitin 2027 and the sale of gur remaining interest in
Penglin Random House n the first half of 2020 Acquisit ons,
including Spotlight arc Factam in 2021, had only & small impact on
reporlec sales and profits

Underlyirg sales for the full year 2027 on a divisional basis were up
18% 11 Assessment & Qualifications driven oy the strergrth of
Pearson VUE, Clnical Assessment and US Student Assess-rent,
follew ng 2 recovery from COWVIN-18. Underhirg sales grew 11% 10
Yirtual Learning due to strong enralment growth :n 'V rtual Schools
ir the prior academic year (2020-217 Englisk Language Learning
underlyirg sales g-ew 17% for the (Ul year due 1o COVID-1%
recovery in bath irternztional colrseware and PTE, where volumes
grew compared to 2020, Workforte Skills underlying sales grew 6%
with strong growth n GED and TalentLens and growth in BTEC and
Apprenniceskips, Higher Educanion underhbing szles were dowr 5%
for the full year. Growth in Canadian and UK Figher Fducat an
Courseware were more than offset by a 6% decline - U5 Higher
Education Courseware driven by a decline .n enrolments anc
courses per enrolmen: combuned, 55 well &s price pressare due to
the mix shift frorm print and bundles to e-rext ana platform, zad
lower moneusatior,

2075

Allhiguresim £ milors 20;

Operaung profit 183 411
Add back: Cost of major

restructunng 214 -
Add back Intangible

charges 51 80
Add back. Other net gains

andigsses (63) (178)
Adjusted operating profit 385 313

On an underlying bas s, sales increased by 8% in 202" compared o
2020 anc adjusted operating profit ncreased by 33%. Carrency
maovements decreased sales by £206m and decreased adjusted
operating profit by £30rm. Porrfolio changes decreased sales by £27m
ard decreasec adjdsted operaung profit by £ 1m There were no new
accounting standarcs adopted in 2021 that mpactes sales or profirs,

Adjusted operaung profit inciades the resuks from discontnued
operations when relevant but excludes intangiole charges for
amorisation and impairment, acquisition related €osts, gains and
losses arising from acqais:ons and disposals and the cost of major
restructuring. A summary of these adjJstments 1s included below:

In March 2021, the Group announced a rma ar restructuring
programme (o run primanly In 2021 The programme includes the
reorganisation o the Groap inta five global basiness divisions and
the simplification of tne Group's oroperty partfolia The
restructuring costs in 20271 of £214m mainly relate to the
mpairment of r.ght of use property assets, the wrte-down of
product development esscts and staff redundarcies, There were
o Costs of major restructurng in 2620,
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In:angibie amortsat-on charges in 2027 wete £57m compared 1o a
charge of £80mr 2020 Thiz reduction s due Lo z decrease in
arqu sitior acl vity In recent years sie add Uonal intangible charges
which were recorded n 2020 and are not repeated ir 2021.

O:her net gains anc losses in 2027 largely relate to gans from the
disposa. of PiHz and the K12 Sisternas business i Brazi' offset by
costs reiated 1o the zcagusiton of Faethrr and the wind down of
ceria:n strategic "eview businesses Ir 2020, other net gains and
losses largely relate to the segle of the “emam ng interest in Penguin
RandoT House.

The sta:utory operaung proli of 2183mr 2027 compares to a profir
of £411min 2020 The decreaseir 2021 1s mainly due to tie gain on
sale of Penguin Random touse recognised 1n 2020 and restructur ng
costs i1 2021 offset by improvec trading profis, reducec irtangible
charges anc gains an the 2021 business dispesals

Net finance costs

Net interest payable reflected in agjusted earnings in 2027 wes
£57m, compared 1o £67mr 2020 The cecrease 1z mainly due to a
reduction 1 interest payable on lease habiities follow ng te d sposzl
of PHLC

Net finance ncome relaring to retirement berefits kas been
excluden from our ad usted earnirgs as we believe the incore
statement presentation does not reflect the ecoromic subs:ance of
the urderly ng asses anc hab Iites Also mciLded in the statutory
defimizon of ret finance costs (but not m our adjusted measure) are
INTCrest €Osts relatng to ecquIsition o cisjosal transacuors, foregn
exchange ard ather gairs and losses on dervanves, Interest relat ng
w acquisiuon or disposel transact ons is excluced from adjusted
earnings as t1s considered part of the acquismon Cost of disposal
proceeds rainer tnan bemng re‘lective of the undertying finarcing
costs of the Group Foreign exchange znd other gains and losses are
extludeo from adiusted earrirgs as they represent short-term
fuctaations in market value anc are subject to sigmhcant volatlity.
Crher gains and losses may Not be real sed w duc course asitis
normally the intenton to hold the related irstruments to MatLriy.

In 2021, the total of tFese tems excluded from adiusted earn ngs
was Ircome of L21m compared o income of £4-n1n 2070 Net
finance ircame reiaung to retrement benefits decreased from £6m
N 2020t0 £4rmn 2027 reflecting the comparative f.unding pos tion of
the plans a1 the beginming of each year and nigher orevailng
discount rates. in 2021, finance income of Lo6m relaing tc the
revaluation of the US K12 dispusal proceeds was recorded and there
were pains on long-lerm interest rate hedges and foreign excnange
gains on unhedged inter-company loans ard cast and casn
egLivalents in 2027 compared to 2020.

mlors 2021 2020
Net interest payable (57) &)
Finance income inrespect

of retirement benefits 4 3]
Far value remeasurement

of disposal proceeds 6 26
Other net finance cosis 21 (28)
Net finance costs (26) 5N
Taxation

The effective Lax rate on adjusted earnings in 2021 was a charge of
19.5% comparec to an effective tax rate charge of 13 7% n 2020.
The increase in the effective rate 1s mainly due to a benefit from the
release of tax provisions due to the expiry of the relevant statute of
Irmitation which was recorced in 2020 and 1s ot epeared n 2021

The reparted tax charge or a statutory basis in 2021 was & credit
of £3m (1.8%) compared Lo a charge of £44m (12.5%) in 2020 The
principal reasons for reduction in the tax charge are the benefit
recewved from the revalualion of deferred Lax assets following the
Increzse inthe UK tax rate from 19% w0 259 together with a benefrt
from a charge in ltalian tax faw



The Budget 1n March 2021 anriouncec ar increase N the UK
corporaiion lax rate (o 25% witk effect from 1 April 2023 Thus was
sLbstantively enacted on 24 May 2027 The UK corporation tax rare
increase has resulted in ar increase of £27in the Uk deferred tax
llabihity associarted with the UK Group pension plan esset pos ton,
whictt hids beer recagnised n other comprehens e .ncome, together
with @ £25m increase n UK defer-ec tax assets, wihich has been
recognised In the Income statemen:. The UK carporas on tax rate
change 15 beneficial 1o the Group's statulory Lax as tircreases the
val.e of certan UK tax attribuces of the Group such as tax fosses and
as noted above, red.ces the overall statutary tax charge.

Operaling tax paid in 2021 was £60m {2020 £10m) In 2020, tax pad
was imoacted by refunds receivec i the US and UK relaning (o
historical penods. Non-operating tex paid was £117mn 2027 (2020
refund £12m; of which £L97m relates 1o the ongaing Eu Commssior
Investgatan Into whether certain aspects of the LK tax system
cgnst ted Siate Mg {see note 34 Lo the hinancal statemenis for
further details) e Greup expects o recover the funds ir die
course. The £87m 1s recognised as 2 Nor-current 1ax asset,

A net deferred tax asset of £17m 1s recognisea in 202° compared o
& Net £30m deferres tax labinty - 2020 The movement s primarily
due 10 the unwirc of deferred tax Laohives The carrent (ax creditor
prropzlly consists of provisions for tax uncerta nues, There are
contingent haciites in reaton to tax as cuthined in note 24 tc the
fingnaial siatements

Earnings per share

Adjusted earrings noudes adjLsted operaung profit anc ad;usted
“nance and tax charges The reconcling kems between the statutory
INpLts (o earnings ey snare and the adjusted mputs are d scussed in
the previous sections

Adjusted earmings por snare 1s 34.9pr 2021 compared to 28 Fpin
2020 Thencrease s pr manly driver by an increaser ad usied
operating profit, a redact anr ret finance costs offset by an nerease
in the adjusted effecuve tax rate.

Financial expectations

Statutory carnings per share 1s 21 Tpir 2027 compared (o 41.0pn
2020 Trne decrease .n 2021 15 mainly due 10 & regucuon in ne
statutory profit as a result of the gan on sale of Penguin Randon
House recognised :n 2020 and ~esiracunng costs m 2021 offset by
improved trading pratics, recuced irtangnle charges and gairs an
the 207° susimess disposals ir addiiton there were mncreased
finance costs and tax cnarges in 2020,

2022 outlook

We are confident ol further Group rever ge grawth, wth adjusied
operzurg profit, interest and 12x expected ta be in line witn carrent
marker expectations Or a divsional hasis we expect,

— Assessment & Qualficauors revence growth of Jow o mic-sng e

gItS Wt Strong margins marntained

Growth i Virtual Learring revenLe w th low-single digit growth in

Yirtual Schools and Righ-single digit growth in Onlne Program

Manager.ent (GPRjwiin further margin expans.on through

operational effiaicney improverients in OPM

— Enghsn Language Learming rever ue growin of mic-single digits
This g wision continues to recover from COVID-19 witk furtner
marg nimprovement expecled

— =ign {cant rever ge growth ir Warkiorce Skills underpirnec by the
acqusitions of Faetnm and Credly Margins will be brezk-even as
WO INvesT [0 accelerale growen.

— Higher Education revenae 1o decline, but uy less thar last year.
with margin stabilisat on reflecting cost eff cienc.es. We expect
erroments to dechne, but at a lower rate than m 2021. although
that could \mprove. We also expect prdirg pressdre tc continye
duerathe shft ‘rom print ro eBooks ard Pearson-, and rom
bunales to digital only, ofse: by recaptu- e of the secordary
market

inthe longer term we expect the Group to achieve mid-single digit
revenuc CAGR from 20227 1o 2025 and for margins o reman

relat vely stable in the rear term, as we invest Lo dr ve growith.
Improving vy 2025 tomd-reens

The zaple below shows oL r finandial exgectarons for 2022 and
teyond By cmsion

2021 revenue

Margins 2022 expeCinans 2022 zypectarons Reve
Lagren (fm} 2021% AEAELE Maigrs*®
Low to Low to
Assessment & Qualfications 1,204 18% mid-single digit Maintaned mid-single digit Mamtaned
Incremental
morovement in
Virual Learning
Low Lo due ta OPM Mid-high
virtual Learning 713 4% mid-smgle digit efficiencies single digit Low double digit
Mid-single Improverient Mid-high
English Language Learning 238 6% digial versus 2027 single digit Mud-teens
Exisiing busingss
Mid-hugh single digr 2025 reveniues
=40% for Faethrm maore than double
Workforce Skills 172 16% and Crecly Break-even 2024 Low double digit
Down jess than Low to mid-single
Higher Education 849 9% 2027 Stabilisation digt Mid-teens
Strategic review 252 9%
I line with market Mid-sirigle
Group 3,428 11% Growth expectalions digit Mid-teens

a

Agj.sted operal “F prot

Trmargr:
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Financial review continued

Other comprehensive income

:ncluded i other comprehensive Income are the net exchange
differences on translanon of foreign operatiors, 'he loss or
rranslation of Lemr 20271 compares ta 3 loss it 2020 of £10%m The
lossin 2027 arises due 1o the strengthen ng o the US dollar being
o'feet by the wezkening of other currencies usec by the Groap. A
significant proporuon o’ the Group’s operations ie based in the US
and the US collar strengthened n 2027 from ar opening rate of
F181 37 wacdosingrate sttneend af 0771 of £1 $1.35 AT the end
o 2020, the US dollzr had weakered from zn operirg rate of

£181 32 10aclesmg rete of £1 $1 37 and this moverrent was the
mair: reason “or the loss i 2020

Alsoincluded .n other comprebensve income i1 2021 15 an acuanal
gamn of £14%m in reration 1o retirement benefit obhganons of the
Group Tne gain enses irom the fevourable impact of changes i the
assumptions ased to value the abilities n the plans end m particular
mavements in the discount rate Tne actuanal gair n 2021 of £149m
compares to ar actuanal loss 11 2020 of £23m. Trere s a £61m tax
cnarge related 1o ~ctirernent berefit obligations recogn-sec in cther
comprehensive income, which 1s primanly driven by the change in
the LIK corporation tax rate frasr 19% to 25% in 2023 increasing the
deferred tax | zbifity held on tne balance sheet

Fzir value gains of 224m have been recagnised n other
coTprehensive imcame and relate 1o rovemnents it the value of
investments in unhsted securities held at fa r value tkrough other
comprebensive income 11 2020, fair value gams of £14m were
recegnised in other comorehensive -ncome.

In 2021, £4m was “ecycled fram the currency Lranslation reserve 1o
1he income sratement in relation 1o businesses disposed 1N 2020, a
loss of £70m was recycled from the Lurrency translation reserve to
the :ncome slalement nrelauon to the disposal of Periguin
Random House

Cash flow and working capital

Cur operatng casa flow measare 15 ar ad:usied measure sed o
align cash flows with our adjusted profit measares (see note 32 1o
the financ al stztements) Operatng cash inflow ncregsed on 2
headline basis by £73m from £315m 11 2020 to £388min 2027,
The increase 1s largely explainec by the drop-through of increaseo
operating profits and snirmprovement in net working cantal
including product development) offset oy an 'ncrease N

Lapial expenditure

The eguivaient statutory measure net cash generated from
operations, was £570m ir 2027 compared 1o £450m in 2020
Compared to operating cash ‘low, th s measure inchides
restrucluring £osts but does notinclude regular div dends from
associales It also excludes capital expenaiture on property, plant,
equipment and software, anc add tions to nght of use assets as well
as disposal proceeds (rorr ke sale of property, piant, equiprnent and
right of usc assets {ncluding the impacts of transfers to/from
investment in finance lease recewvable). In 2027, restructuring cask
outflow was £24rm cormpared 16 £38m 0 2020

In 2021, there was ar overall £176m decrease n cash and casn
equwvalerits compared Lo an increase of £679m in 2020, The
decrease in 2021 1s pnmarnily due to repayments of borrowings of
£167m, dradends pard of £743m, tax paid of £177m, interest
payments of £67m. capital expenditure of £176m, acqu siions of
£69m and repayments of lease |abilities of L88m These were offser
by the cash inflow from operations of £570m and proceeds from
disposals of businesses and investments of £131m

Working capiiz| provisions continue To be an area of focus for the
Groupin the light of the impact of COVID-1S on trading, In parucdlar
the adeouzey of iInventary and bad debt prov stons Reductions in the
tota! level of iInventory held by the Group arc ariven by the digital first
strategy end the resulling reduction in physical product ~he increase
inrtrzde and other liabilkities held by the Group is driven by Tming
differences which have increasec deferred income, an increase in
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accruas related o severance and e recogrinon of deterred
cansiderator in relation to acquisinens mace in 2021, The wrcrease
I~ rade ang other rece vables held ny the Group 1s driven by revence
grow.n wh O has naeased debrors despite strong collections and
an overall recuction in the 05d cebt provision

: r'n\hun; 2021

MNet cash generated from

operanons 570 45C
Dividends from joint

venrures and associates - 4
Capital expenditure on PPE

and software {206) {195)

Proceeds from sale of PPE

(incl disposal and transfer

of leased assels) - i8
Add back. costs paid for

rMajor restructuring

projects 24 38

Operating cash flow 338 15

Liquidity and capital resources

The Group's net cebt reduced from £463m at the end of 2020 to
£350m at the end of 2021 The decreasc is largely duc tc pos'tive
operating cask flow and broceeds from disposals of businesses
partially offset by tax, interest and dvidend payments Tax payments
N 2027 nclude amodnts related to State Aid which the Grooup
expects Lo recover i due codrse.

in May 2021, the Grodp repaid the remaining £€195m of its £€500m
Furo 1.85% notes, Ir June 2020, the Group completed thessuance
of £350m guararteed roes maturig 4 June 2030

Net dent

Emilons ’ 2021 2020
Cash and cash equivalents 937 1,116
Investment in finance

leases 115 130
Derivative tinancial

Instruments (2) 11

Bank loans and overdrafts - 3)
Bonds (767) {(965)
Lease liabilizies (633) {752)
Net debt (350) (463)

At 31 Decemper 2021 the Group had avallavle hquicity o ¢£1.6bn,
comprising central cash balances and 1ts undrawn $1.19bn Revolving
Credit Facility (RCF) In February 2022, the Group renegotiated 1ts
RCF, extendirg the maturity of $1kn of the faciiny by one year to
February 20Z26.

In assessing the Group's viability for the five years tu Decerrber
2026, the Board analysed a variety of downside scenarios includirg a
severe bt plausible scenario where the Group 15 impacted by all
principal risks from 2022 as well as reverse stress testirg to dennfy
what would be required 1o enther breach covenarts or run out of
Iquidity The severe but plawsible scenano modelled an impact from
risks which in aggregate were significenily greater than anylhirg seen
In 20271 conunwng thraughout the five-year perind.

Even under a severe downs de case, the Groun would maintaimn
comfortable hguidity headroom and sufhicent headroam against
covenant reguirements dunng the period under assessrment even
pefore modeliing the mingating effect of actions that management
wodld take 1n the event that these downside risks were to crystalise
The downside scenarios assume that the RCF will be available
throughout the period to 31 December 2026.



AL31 December 2027, the Grodp was rated BBB- (stable oJtiook)
with Fitch anc Baa3 (s:3ble outloc <) weth Moody's

Post-retirement benefits

Pearson operales a var ety of pensior and posl-retremen: plans
Our UK Graup pens on plar has by far the larges: defied benefit
section We nave some smaller defined penefit sections inthe US
and Carada but, outside the UK, mos. o7 our COmMparies operate
defired contnbutor plans

The charge to profit in respect of worldwide pensions ant post-
reuremen: benelils amounted to £58n n 2021 (2020 £54m), of
which 2 charge of £62rm (2020 £60m) was reported in edjusted
aperaung profit anc income of £4m (2020 £6m) was reporiec in
ather net f nance costs Tnae slight increase in 1ne aperating charge ir
2021 1s mainly explainec by curialments recognised in 2020 which
are not repeated in 2021,

The averall strolus on UK Group pension plans of £410m ar the erc
of 2020 kas wrcrezsed o a surplus of £537m attne erd of 2021 The
increase has arisen prncnally due 1o actuenal gains which anise rom
the favoarabte impact of changes i the assumprions used (o value
the Labiliues in the plars and in paracular moveTerts n the GiIscount
rare. In tatal. our waorldwide net pos tion 1N respect of pensions and
other pos:-retrement bencfits iIrcrezsed fram a net gssct of £325m
at the end of 2020 W a net asset of £471 atthe end of 2021,

Businesses acquired and businesses disposed

In September 2021, the Group completed the acqu siuon of 100% of
the skare capital of Fecthm Heldings Pry Limited (Faethm), Faving
already Feld 5% o the share capital previausty. Total consideration
for the acquisiticn was £65m comprsirg cash conside-at on of £4%m,
L&m related to The Groun's existing nrerest ir Factnm end £10m of
conungent corsideration payakie ir two years Net assels acquired of
£2/m have hieen recogiisec or tre Group's balance sheet including
£27m of acquired ntangble assets, Goodw:ll of £38m has &iso been
recogrised in rejaton 1o the acquisition

In 2021, the Group also made two smaller acquisitions ‘or wial

consderation of £11m and accured Interests in two 3350¢ ates,
Smasncll gic Academy of Pap, "or tatal consideraton of £17m
There were no significant ecguisiions in 2020

The cash outl ow in 2027 relating to acguis tons of subsichar es 5
£55m. In additon, there s a cash oarflow relating to the accuistion
o assoc ates of £ 0m and rvestments of £4m In 2020, t1e cash
ourtflow in relat on 1o acquisiuon o subsizianes was £6m whicn
related 1o pnior year acquisi ons, anc the casn outflow prelaton to
acquisition of iInvestments was £67

In Marck 2021, the Group annourced the sale of its interests w K12
Sisternas in Brazil. The sale corrpleted on 1 October 2021 for
R$789m realising a gain on dispasal of £84m n 2021

In tdarck 20271, ke Group annourced that it was launcking a
strategic reviews af 5 iNternational courseware local publshing
businesses. The strategic review 1S progressing m ne with plan. Tne
related assets have been assessed in hgnt of IFRS 5 ™Noen-cu-rent
Assels Held for Sale anc Disconunued Operations’ and they do rot
meet the critera te pe classified as neld for sale

In Novernber 2020, the Group anrounced Tne sale of its interesis in
PIHE in South Africa At the erd of December 2020, the assets and
Lhabilrnies of FIHE were classified as helc for sale on tne baance sheat
The sale completed on 5 Seoruary 2021 far norminai consigeration
rezlsirg aloss on d sposal of £5min 2027,

In Decernper 2019, the Group aanaurced the sale of s remaining
25% imterest In Peqgair Rancom House, The ousiness was sold at
the peginning of April 2020 for S675m realising & orofit of £180m

The cash inflow in 2021 retas ng 1o the cisposal of businesses of
£83m manly relates to the dispasal of tne K172 Sisterras business
and deferred prozeeds from the JS K12 Colrseware sale n 2419

offset by cash disposed with PIHE and other disposal costs In
addition, n 2021 there 15 & casn inflow of £48m relating o the
disposal o ceriam nvestmerts held at far vaiue through other
comprehensive income  The cash nflow i 2020 of £63Tm mainly
relaes Lo ke disposal of Perglin Random house and the deferred
proceeds (rom U5 K12

Dividends

I'he dividend accouanted “or inour 2027 financial statemerts totalling
£ 4%m represents the Fral dvidend in respect of 2020113 5o and
the interim dwicend for 2021 (& 3p) We are proposing 3 el
divdend for 20271 of 14 7p bringing the total na d and payaole ir
respec: o° 2027 to 20.5p This firal 2027 dwidend wnich was
approvec by the Board in February 202215 subjecs to approval &t the
farthcoming AGM and w ll be charged aganst 2022 profits For 20217,
the dadend 15 covered 1.7 Limes by adjusted earmings

Share buyback

On 24 February 2022, the Beard approved a £350m share ouypack
Programime i O cor 1o return capizal to sharehelcers Tne
programme will commence 1N 2022 The shares ooJght back will

be czncelled and the rnom nalvalue of the shares wili be transferred
wthe capital redempuon reserve

In 2028, soproximately 30m shares were bought back and cancellec
at a cost of £176m. The norminel valte of these shares, £7m, was
transferred to the capral redemption reserve.

Climate change

The Group has assessed the impacts o dimate change on the
Group's financial statements The assessment did nat denufy any
marenal mpact an the Growp's sigrificant judgements or estimates,
the recoveratelity of the Group's assets at 2 Decerber 2021 or the
assessment of going corcerr for the penod to]ane 2023

Post balance sheet events

On 28 January 2C22, the Group acquired 100% of the share capta in
Credly Inc, having previausly helc 3 19 9% nterest.n the company
Total cons deranon s ¢$200m comansing upfront cash considerat on
of 2$"4Zm, Pearson’s exisiing interest valued at c542m and ¢316m of
deferred rorsideratior Net assets acaured will mairly comunse of
acquired intangible assets.

InJanuary 2022, the Grodp recerwed $117m nrelation o full and
fnal payment of the rera ning recevahle balznce whnich a-ose on the
disposai o’ the US K-12 business n 2019

In February 2022, the Group renegotiated its revelving credit
faciity, extending the matur ty of $1br of the facil ty oy one year tc
February 2026

On 24 Fepruary 2022, tne Beard approved a £350m share buyback
programme 17 o cer IS retarn capizal 1o shareholoers Tne
programme will comrence in 2022
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Risk

Risk Governance

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

Image rermoved
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The table below sets out the Group's

governance structure for risk.

Plc Board {Cuersight)
— Resporsiale “or the Group's strategy
— Approves the arinual budger and 5 yvear plans

Audit Committee (Oversight)

— Prowides aversignl and assJrance 10 the Board
cancern ng the integrty o' the company's
orocedures for idenufying, assessing,
managing, and reportrg or rsk

— Monnrors ard evaluates the GroLps compliange
and risk management processes and cortral
orogrammes

— Approves the Group Risk Maragement
Frameweork

— Approves Interial audic olans

— Determines rnish zppelite i ine witn Group Sirategy

— Conducts largeted reviews 01 key r sks

Reputation and Responsibility Committee (Oversight)

— Caorsiders the Zorrpany's Impact on sodety ard the
Lomiranines in which 2ezrson operates. INcludirg
ensurirg that sk management processes are Ir plac
10 Manage relevant ris<s

Executive Leadership (Assessment and Miugauor)

— Comprises the CEQ, CFO, divisional presidents and
furcoongl heads (rcluding finance strategy ana
technology. Direct to Consureer, legal and HR)

— Accodntebre for ensuring that rsws are rmitgated im lire
with nsk appetse

— Resporzole for the execution o the Group's strategy

— Resporsizle for reviewing and approving the principal
rishs, mitgation plars and controls

Group Risk Function (Support and Repart)

— Prepare the nzkomanagement framewar<

— Maintain the Group ns< register and the kst
of principal nisks

— Rewview nigks wth divisions 1o asswess and monitar
sk exposures

— Prepare a corcolidated « sk view for the Execunve
Leader=kin

— Prowide oversight over group risk manzgement activity

— Report to the Audi: Committee on risks

— Seniar leadership within ezch bus ness wil be
responsible for iImpieracning the nsk
milgations and report ng on the ret sk

— Rakcommtiees withir each dwision assess the
crindipal fis<s anc implement “Lrther sub-
comm tiees 2s appropriate “or dvision-speafic
eXposLres

Senior Leadership (idenufy, Assess and Miugate) Technical specialists (Idenufy, Assess and Mitigate]

— Funcuonal leacers are supported by technical
spec alists wne are responsibie fur isks thart require
Corporele versight

— Dwizions are supparted by expertrisk rmanagerrent
teaTs thar provide operational support, guidance,
poucy. advice

Risk Management Experts (Migation and Assurance)
— Financiat Funcuons, Compliance. Contrals, Legal

Personrel across the camnany are tramed r rs« managemert

todernfy, assess, mingate and cscalare

The Board is ufumatel s responsible for rev ew ng managerment's assessment of 1he Group's onnc pal risks ard setong tre Group's

r sk appetite.

The internal
audit function
{AssuUrance)

The internal audr
uncion 1s
responsible for
prov.ding
indepencent
2ssurarce Lo
management

and the Audi
Committee on the
nesigh and
electiveness o
internal conrrols, 1o
mlIgate strategic
firanc al,

aperar onal and
comphance risks
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Risk continued

The Audit Committee Fas the celegated responstbility for reviewrg
the effectiveness of the Group's procedures Tor the idenulication,
FSSCESMENT, Manggement, anc reporting of r sk

Rsks are managed at a divisional level Divisicnal Presidents,
supponed by technical experis either within their duvisior or
operaung in one of the certra’ centres of experuse, zre ulumarely
responsible for therr dwision's risks.

Each dvisior's leadership team regularly reviews Its nsxs and
CONdLCIS FEorous risk reviews when Lomimissioning new products
ard services Risk reporis are shared with key stakeholders, includ ng
the Errerprise Resk Management tearm, ang are discussed at Pearsan
Executive Vianagement [2am meeut s,

Cach division s expectec [0 present an overviewy 07 IS sk regisler 1o
the Aucer Comm ttee atieast annuslly arc to provide a veep dive on
key risks, supported by central risk team expe<ts as recurred. Deep
dive sess ons are also held with eqrerprse-wide furcoons such as tax,
treasury and cAoer secunty,

The Audit Comrrittee uses these deep dive sessicns Lo understand
the rigour of managemert's fisk scanning anc to challenge any
Judgerrents be ng made in response to nsks,

The Internal Audit team prowvides independent assurarce (o the Audt
Committee on the effectiveness of internal controts It plans incermal
audits aligned to Pcarson's greates: areas of ident:fiec 71sk, and the
Audt Committee conducts 8 review of any ssues and risks thai anse

Risk environment

The Croup operates in markels in cornent, assessments and

qualif cations where 1t has hele [eading positions cver severa: years
and where the businesses and marke:s have progressvely becomre
more digital Growth ir the Group's Virtual Learring offering will come
mainly fram Onl ne Program Mansgement, but also due ro increased
dernand for Virtual Schoals driven by s sirong natioral brand and
signif cant scale

The sirziegy far Enghshk Larguage | ea-ning and Workforce Skills sees
each significantly expano 1 scale and scope beyord the current
ufenings, For Erghsh, while we further build ou direct to cansumer
strategy, tne keys to our success wilh come rom winning 11 our other
segments, especally high sta<es assessrrents For Workforce Skills,
stccess will be conungent on our abil ty to prowvide employers with an
end-to-end solstior, powered by our ability to assess and verify skiils

Factors affecung the markets in which the Group operates include:
Increasing cholce among digital learn ng providers: tecknologeal
rhange, ard the level of educatiar tuiion fees. The Group seeks 10
maximise the opportJrities from changing market conditions while
balancirg these with appropnate monitoring and understand ng of
associated risks

Risk identification and monitoring

Qur niskadenofication processes follow a dual approach Firstly,

a too-dower wiew which consders sirategic risks relevant across
the whale of Pearson Secondly, 8 bottom-up epproach at

a divisional level. whichhdentfies all nsks faced by a diision, these
are nighl ghted in manzgement reporung and in each division’s
five-year plan

Detalec imtervews are conducted twice a year with cacn dvis.on 1o
ass st with nisk assessment anc managemert, Risks are then ranked
according to ther likely muadt as prmupal rsks, s:gn ficant near-term
rsks. emerging nsks, or other risks.

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

We define our prinapal nisks as thase which could have a significant
and ongaing effect an the Group's valuation by reducing the demard
or profitability of ts products and services Etfective maragement of
these risks Is essential to executing our strategy, achieving sustainable
sharerolder value, mamtalming our reputatior, and ensuring good

Image removed

governanre. They do not comprise all the risks 2ssociated with our
business and are not set out in prcnty order Addinonzl nisks rat
known 1o managemoent, or currenty deermiod to be iess marenal, may
also hiave an adverse ef’ect on oJr bus ness,

Significant near-term risks are risks which could nave a significant
near-term cash impact or affect the Group's skort-term results but
would not be expecled to nave & significant additronal ongoing effect
on company veluaton

Ermerging nsks are nsks whuc we believe arc well mit.gated inthe
skort term but may represent a significant future spportunity ar
threat These inchuce company-specific nsks and risks atfectng the
Meadra-econamy

Principal risks
During 2027, the 2oard of Directors undertoo< a robust assessment
of the curren: r sks facing Pearsen, in accardance with prowision 28
of the 2018 UK Carporate Goverrance Code. These idennified the
following as Principal Risks, as well as 3 numper of Frnerging Risks
and risks which while more modest could have a Significant
Near-term Impzct For each of our princioal nisks, the tzbles below
iderufy
— the change in the nisk over the last 12 montks
— moverrent and outlook for that 1isk
— management actions
— the ink between the nisk and the Group strategy
— oudr nisk tolerance
— exarples of the risk
— nisk’contagian’ 1.e the extent 1o which 1ssuesin one area

could nturn increase the nisk i ather areas
— nsk'veloury. e, an indication of the speed at whick 2 11sk

could mater ally impact the Group



- - |
Accreditation Risk

Description

Movement and outlook

Management actions

Link to strategy

Risk tolerance

Examples of risks
Risk contagion
Risk velocity

Terrmnation of accreditation due 1o pelicy changes or fadare to ma man the atueditabon of oLr courses and
3ssessments Torr states, countries, anc professional associations reducirg their eligibiliyy for fund ng or altracuiveness
for leaners

Thie risk has increased to @ moderate level, primanly resulning from external factors, partic.lark increased global

nol iical visk arc! some ant -tesung sentiment The rish s expectec (o remain at a similar levef for the next 12 menths a5
governments review their nract ces im 1ne wake of COVID-19 41d populst polincal pressire rernains i key markets

1 Continue to evoive and cnhance secur ty. data and governance standards (o preserve Uust

2 Exrend our intenm offenirg (Transcend) 1o be 2 K-12 assessment system: complementary acgqaisuons (MZD and
SpoIIght) to SLpROrt Movemnecnt INto distrct partnersh.p rrarket

3. Cantinueto grow full-service offer ng including or-screen capabiliues turoring and onhne proctoring This nelps to
ensure relevarice by helpmg 1o shape ckange N response to consumers’ needs in the global assessmert market

Ensuring vie can pamapate i1 séusfyng the growirg reed for accreditanion and certification.

Low - Pearson sceks 1o operate nstable, well-regulated markets with knowr reouirements to be accredited and tnen
nas 3 low talerence for taking risks which may risk that acereditation.

Politizal and regulatory
Accrecitzuon -isks are lkely to have a financizl imoact but have | rnied nsk of conizgion

i there were 1o e maor long-term changes n regulation, Tis likely 1aat thesc woutd occur over & longer peniod
- mare li<ely to Impacin three-fre vears' ime

Capability Risk
Description

Movement and outiock

Management actions

Link to strategy
Risk tolerance
Examples of risks

Risk contagion

Risk velocity

Irabibay 1o meet our contractaal ophgalons or (o rensform as requred ty our strategy due winfrastruciure or
organiszlional chellenges

The risk has ncreased over the last 12 morths Thsis duc toincreeses o s7rateg < risk and external factors sxecauor
risk gaspnglen with delverng the Groul's new strategy =nd increased comoetiton for Lalent, espec ally n (he
techrnalogy space have Increasec the ris«<

Trenslas exoected toremant at a suniar elevated lovel tor the nevt © 2 manths as key new requirements of the new
strategy are imgplemented.
1 Each dmsion condutts oNgaing rewiews alIts <ey systems and implements upcates end remedies where necessary.

2 The Group has been reorganised into five ousiress divsions to provide greater autonomy anc Lo dilow the
allocat on of resources 1o the ercas of greatest neec

3 Tre Group montors employes Ner Fromotian Scares throwgn quanerly pulse surveys ang has 2 sgn “cant focus
an learmng and developmen: o Felp etain key talent

4 Arguismons $ach a3 Faeth m have been made to buiid the Group's capabity i key strategic areas, suct as
Workforce Skills

Capab ity relates 1o the three prigriies (o unlock grawlh:

— Cansurer-fprused and data-ted approach

— Portfolio and orgarisavoral siructare

— Talertend culiure

Wediurn - tne Grouo airs 10 ensu’e 1t has ithe czpao ity 7o celiver straiegic objectves, Teqdiriig sirorg coordingtion

and plann ng, bur wirnodt sufling nnovation or becorTiag (0o bureaucratc

— Business Transformation and Change

— Talort

— " Resllignce

Fallures m cepabilty coud resalt inincreasec Reputat on anc Responsibiiny risk and faiures to meet

Custorer Expectausns

Failures of capahility could impact wth n & sic-montr nenod
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Risk continued

|
Competitive Marketplace

Description

Movement and outlook

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion
Risk velocity

Significant changes in our target mrarkers could make those mar<ets iess atractive These codld be due to sign fitant
changes in cermand or In supply whick Impact the adcressable market, market skare and margins (e g cnanges in
enrclments, insourcrg of learring and assessment by cusiomers, Open Ecucal onzl Resources, shift ‘rom in persanto
VIFTL &4 OF VICe versa)

Tre ngk has increased 1n tne last 12 months end 1s expected e stay et a similar level for the next 12 months, The
ncrease 1S due to changes in strategy, particalarly the dedision 1o compete in new markets anc hy sellng directly to the
corsumer Frternaifactors such as the significart flow of funcs into Edteck and charging consurres habits, have also
ncreased the risk

" 1renew operatirg strect.re is designee ta mprove Pearsuns abalily 1o react 1o such compet tve tnrear< ag we'l as
maxing the mast of the substantial opportunities whst retaiming tie benefits of scale

2. Investment i or! ne proctaning anc digital fi-st sconirg Bulding out comr plementary senv.ces helps to reduce the
need for learmers 1o leave Lthe Pearson ecosystem.

3. Stbscription praduct lzunches including Pearsor- 10 improve the cJstomer vaiue propasition.

We have dentified three big global opportunivies ard assoc.atec marketplaces

— Therize in onlire and digital tools for schocls and education

— Theworsforce skills gap

— The growing need for accreciation and cert:fication

Medium - This is a stralegic misk associatec with successfulty selecting atuactive global opportunmes and seiang them
Pearson seeks o lead tne shift ta digital ways of learning and consequenily to ma ntaw strong market positons
— Substutes

— Product differenuation

— Consurrer 1earrw1g p!eferem_es

Changes in the Competitive Markeiplzce colld increase Portfolio Crange

Tre changes in the global lezrming market over a flue-year percd are expected to be significant The pace of these
changes 1s uncertain but could be rapid given te significant disruptior and INnnovaton sirce the initial spread
of COVID-13

... . |
Content and Channel Risk

Description

Movement and outlook

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion

Risk velocity

Pravision of content anc tesung waick are secdre, provide bigh quelty learnirg outcomes anc ace afferec 1n ways
wich suit learners’ indwidual learn'ng styles

The rskremzins g1 a relatively high level sirilar 1o 2026, and 1s expecred To remain so. This s due to the increasing
commaditisetior of content, requiring continuing dewelopment of bath content and the method of delivery (o be able
o provide differeriiated producls and services

1. Ircrezsing use of Interactivity of multi-cnannel content

2. Actions to recuce pitacy and to manage and enforce intellectuai property nghts

3. Irvestment in accuisitions offenng new methods for testing or delivening conternt

Managing content and channel nisk helpzs achieve our guiding prinusles to offer high quality, affordable products which
lead to petter access and outcomes.

Medium - This 1s a strategic risk and Pearson shodld be rewarded ‘or successfully develop ng znd delivering
products and services nat consumers value Some risk is acceprec to ensure The ronsumer remains at the centre
af what we do.

— Intellectual Property Protection

— Method of delivery

— Balarce of contert creation vs cortent purchased

Talure wa deliver high quality and engaging products and services may nave ar impacl or: Reputation and
Resporsibility risks and on rreeung Customer Expectations

Dute to longer-term contracts or the time reg.ared for iIrstructors, o consurners thernsebves, ta leenr how 1o use the
new products and services, the impac: of changes would have some skart-term impact, but 1s mare likely to be fully felt
over the longer-lerm
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L _________________________________________________________________________________________________ |
Customer Expectations

Description Rising erd-dser expectalions increase the reed te offer aifferentiated value praposimors fIsking margin pressuce 1o
rTeelthese expectauons and potental loss of sales f not successiul,

Movement and outlook The nskos simaiar 10 2020 valn an expectation fom consumers of an increasingly hugh quality and engaging aser
experience Tne new strategy 1= designed to reduce e risk. The outlook s sirmilar wath connmuing modestly nising
expectations in ire vtk other industries,

Management actions 1 Directio Consumer Group to provide benchmark ‘ar consumer grade praoducls ar o senices
2 New generaton prooucts aliow Pearson 1o obiain ano make petter use of daia or learners' preferences
2 ACquisions 1o prowde capatrlity 10 meet changing Custemer expecat.ons

Link o strategy Focus on Diect 1o Consumert will help 1o successiully mee; customer expectations. Direct to Consumer underping our
frve business divisions.

Risk tolerance Mediurn — Tnis 1s a sTrategic risk and Pearson should be rewarced for successfully developng and delivering
products and services (hat consumers value Some risk is accepted to ensure the consumer remans at the centre
of what we do

Examples of risks — Customer exponence
— Dartz archiectire and Jsage
— Accessip ity
Risk contagion Fallure o procucce praducts and services meeting cusiomer expectanons could also impact Reputation ana

Resporsioily ks,

Risk velocity Tymeally, one-three years as lorg-term cortraces run off

- _______________________________________________________________________________________ ]
Portfolio Change

Description Fadure 1o effecuvely execute desred or recuwred portfolic tnanges (o promote scale, (apatility and noreese focus
on key dvisiar al gnc geographic markets either dae to excoanen failures or matility to sceure transacuons at
aporopriate valual ons

Movement and outiook The nsh has increased in the fast 12 roning 2s tne Groun has made key strategic acglstions and looks to dispose of
the mternanor 8l coursewares focal publ shung businesses baernal competition for cigdal eoucal on assets has alo
ncreasedir the last 12 montks The nsk s expected to rerain high during 2022 as further ransactions are executed
and integrated

Management actions 1 Imvestment plans incuced Ir strategic pians, algning requirerments wih dmisionsl structure

2. Anexpenencec Corporate FINance [eem 10 eXeCLie Fansactions, supported Dy “ne newly crecten post-deal
operalions leam

3. Peagrsor Vertures allows Pearson to teke stakes ir early fundirg rounds suppor: ng growsh througn innovason
stages (hat could potentiaily be leveraged for the wiger Grous
Link to strategy Partiolio and Organisavonal Struct.re to unlock growth
Risk tolerance Medium - The Group seeks to balance carefully the spportunity 1o acriieve growin tiroJgh ircreasmg cababilty andsor

scale w th the execution sk of Portfolo CF ange,

Examples of risks — cenuf cauon of reguremens
— Achieving value or azoulsivons/disposals
— ‘rtegrzuon of acausmars
Risk contagion Fallures in menaging Portfe' o Change could impact Capalulity and the ability (o Teet Customer Expecia; ons

Risk velocity The spead 0F achievirg the full benefts of an scquisiier will vary dependirg on the size and scope of tne acguisivorn,
out tyoically from sx months for a simple small accu sinon o wo years for 2 large complex transaction
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Risk continued

. ___________________________________________________________
Reputation and Responsibility

Description The nisk of senous reputational harm through fallure to meet ohi gations o key stakeholders. These include legal and
regulalory requirements, avoidznce of serioLs snethical behaviour and serious breaches of customer trust

Movement and outlook The Group aims to rmalntd 1 strong mitigations and a strategy 1o operate in a highly reparable end responsible manner
However, qumerous threats exst imclad’ng from those who seek 1o do harm to the Group or to 1ts cusiomers indudirg
Nauon state aclors, organised cnminal rngs, and ransomivare aflacxers, so constant viglance 1s requirec

On 16 August 2021, the Groep announcec tnat 1@ bad reached 2 settlernent with the Secuntes and Exchange
Commiss on (SECY, including an cbligation 1o pey a cvil penalty of $1 rillion, concerning a 2018 cyber security ircident
in connecticn with its AlMSweh * O software Zince this secunity inaident, a ser es cf significant improvemenis heve
beer made {such as shown in (e case study on the following page “Improving our data prvacy and cyber secunity
atunty”). Despite these improvements as a result of tne SEC settlerrert, there s anincreased ris« (0 the Company's
brand and reputation

Management actions 1. Dedica:ed nsk management teams throughoLt the arganisauon maonitor key risks and repo<t Lo Lne Reputation &
Resnarsibility Committes

2 Strang financial controls are 1 place wnick are moniored by the contrals steer ng corrmittee and compliarce
teams as weil as focal management

3 Reviews 10 allow lesscns (o be learned and ary remedial actions put in place
Link to strategy O.r reputation ard behaving respansibly underpins our strategy (o be a trusted partner for consurers, busiresses
and educators
Risk tolerance Low - the Group seeks to be a hughly rrasted consumer learrng brand. Any significzt failures collc negatwvesy affect
uur relationship witr corsumers tacay anc ir the furure.
Examples of risks — Carmplance with iaws and regalat ons
— Cyber securty
— Data privacy
— Safeguarding
— Test lailure
— Use gf third-parties

Risk contagion Significant feillures ir this area could iImpact Pearson's Capabiiny, Accreditation and weaker our pos uon 11 tne
Competive Markerplace

Risk velocity Reautztoral nsks could mpact within a sy-month penoad

Image remaoved
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Changes in and accountability for principal risks

For each of aur principal nisks (shown in bold), the tekle below provices the zccountable Senior Execotve(s) far eacn sub-risk. Since 2020, a number of
aodit onzl sub-risks miave heen added to or remaved frore the prnapal nsk terarchy re refect the Group's updated sirategy anc rMe sign ficart market
changes followng the outbreak of COVID-19. Charges are inoicated i e “mal column,

Risks Accountability Change since 20207

Accreditation Risk

Palinical and reg.tlatory SVP Government relations and Divis onal Presicents Mo

Capability

Business resilience Chief Finarcial Officer and Dwisional Presidents No

Business [ransformation 2rd crhange Drasional Presidents anc Chief Frecute Office- ND

[Tresihence Divisioral Presidents ang Chief Infarmanon Officer No

Safety and Corporate SecJrnty Chief Finaraial Officer and Divis onai Presigents No

Talenr Divisional Presidents and Chief Human Resouarces Officer No

Competitive Marketplace

ConsLmer learring prefe ences Divisional Presidents Ves

Marker pr cing Diwstonal Presidents Yes

Product d fferertiation Diwvsionat Presidents Yes

Subsuiutes Drasional Presiderts Yes

Content and Channel Risk

Effect've method of celvery {poccast, vaeo, Drv sional Presidents Yes

test, Inperson online)

Incellectual property prorection Chief Legal Officer and Dwsioral Presidents Mo

Preducts and services - effective investment Divisional Presidents Mo

Ir cwn and thirc-oarty content

Balance of content creat on vs content parchased Drasignal Presigents Yes

Customer Expectations

Customer cxpererce Dhvisional Presidents NO

Accessibiliny Divisionial Presidents Yes

Customer experierce Divisional Presidents and Chief Legal Gfficer Mo

Data arcnizecture and usage Chief Bata Officer anc Drisional Pres.cents No

Portfolio Change

Achieving value on ecquisitions/disposals Chief Finarcal O%icer and Crue’ Strategy Ot cer ves

identificeuor cf requiremenrts Chief Executive Officer, Chief Firancal O cer Yes
anc Chief Stretegy Of%cer

Integration 0" acqu siLons Chief Finzaraial Officer Yes

Responsibility and Reputation

Comoliance with laws and regulations Chief Legal Officer and Dwvisioral Fresiderts ND

Cyner security Chief Infermation O%icer No

Safeguarding Dnasiona’ Presidents No

Test falure Assessment & Qualficatiors, Wokforce Skils No
anc Englisn Divsioral Presidents

Data privacy Chief Legal Officer and Dwisioral Pressdents No

Use ufthird parties Chief ;inzraal Offcer and D wisicna, Presiderts Yes

Two principal r sks applying Ir 2025 have been removed n 20271 The first was for 3rexit the impacts or inflation anc sapoly chain are now incluced as
new ererging risks. The otrner was far compett on iaw, which 15 now included as part of corpl ance witk laws and regulations
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Risk continued

Significant near-term and emerging risks

The mair: s gn ficant near-term anc emerging risks we 1denuf.ed for 20271 are shown 10 the table below, whcn also notes accourtab iles and where the

rskrepresenrs a change since e previous year

Risks

Description

Accountability

Classification and change
since 20207

Clirrate transiion

COVID-12

Inflation

Supply chain

vdX

War in Ukraimo

Costs assouzied with of'settrg carbon em ssicns which
cannat oe fully reduced may lead Lo 1ncreasec costs

Al the tme of winiing, the nsk of sustaned iong term
COVID-18-related tockdowns affecting multple major
Tarkels appezrs Lo be sunsicirg These markels zppear
to have high levels of acganed imrunity and the polhtcal
desire lor lockdowns Nas reduced. Conseguently, while
1he risk ~errz ns, 1L 1s seen as having the potentizl 1o have
a significart ore-off Impact

Rising glokal nflation risks increasirg the cost of
oroduction for Pearson which the Group may no: be
abe te fully pass on

Disruouon gt ports globally and chzllenges lor suppliers
may lead to busmess interrupuor if not Llly planred for
and mitgared

Tre ouzcome of State fud decisions eand key dec siors in
the u15 rould lead to significant one-cf* costs or benefits
nthe rear rerm.

On 24 February 2072, Russian tronps entered Uxraing
This hes resulted 1in sanctions be ng imposed on Russia
Dy NUIMCIOUS Countr os As Parson’s operanons in
Russia ard Ukraine are small, the impact on Group sales,
aro'its and cash ss exoected to be immaterial However,
an escalztion of tine conflict codld lead o a mater 211 sh
fextended beyond those countries

Chief Legal Offeer and
Drasional Presidents

Chiel Execuive Oflicer

Chief Finanoial Officer and
Drisional Presiden:s

Chief Frnanc 2l Officer, SYR
Frocurement andg Divis onal
Presidents

Chicf Fingncial Officer

Chicf Execurve Officer

hew ernergiag sk

Significant rear-erm r sk,
previously classifiec as a
principal nsk

hew emerging sk

hew ermerging nsk

Significart near-term risk
Prev-ausly classiied as a
principal risk

New cmergi g sk

Improving our
data privacy and cyber
security maturity

The governanice and protection of our custamers inforraticn
s of cnucal importarce 1o us erd, as part of our ongoing dignal
transformation, Pearson has continued 1o invest in both its
talert and capsbilit es to enhznce 1ts cyber securizy and data
privacy pracuces

Pearson has established data secunity anc privacy principles
wnich form the foundation of our privacy and cyber security
policies, and are Lsec Lo desigr privacy and securily into our
products and platforms

Learnirg 1s one of our most Important prindples, with our
people participating in mandazory data privacy and cyber
secunty rrairing that s ta lored to therr ob roles These
prncples are being embedeed throughout the orgznisation.
Anindependert assessment of Pearsan’'s cyber securiy
maturity, basec on the latest internaucnal stardards, 1s
performed annually 1o check progress.

68 | Pearson plc | Annual report and accounts 2021

Image remaoved

Marykay Wells, Pearson’s ClIO says:
“No company in these times can
provide a guarantee. We continue to
take a risk-based approach to our
cyber security efforts to minimise the
business impact of cyberattacks in an
ever-changing threat landscape.”




Risk assessment of prospects and viability

Corporate planning process

Tne Board sssessed the prospects of the company over a five-year
period, longer than the ririmurm 12 montks of the annual gaing
cancern review. Lo consider viabilny. The 1ive-year perad
caresponds with Pearson's stralegic planning process whick is
discussed by the boara at least annually and representis i1e ume
over which 1ne company can reasonably oredict market dynzmics
ard the impact of addiions 1o the procud portfoho, The Srategic
Plan takes account cf a range of factors includ ng marke: conditons,
the hkely impacr of prinapal nisks 1o the group, prodJac and capital
mvestment levels s well as avallable funding, 2earson's strategy and
business model are discussec i~ more detall or pages 20-21

Viahility assessment approach and outputs

Base case

In considening the wiabihty of the company, the five-year plan was
vsed as the base case modei for assessment. Sales, profits and casn
are farecast to grow In the Dase case. Managemen?s financial
expectatiors by divsior are shown on page 57 Management wollc
expect the company Lo remain profitable and cash generative
beyone the five-year penad of assessment

Severe but plausible downside model

A severe but plausible model was prepared pased on the base case
gowsrec for the impacr of all onng pal nske. The net impacr of tne

r sks rodelled wes Lo teduce operating profit by around 33% ir each
year modelled, an amount which exceeced the cownside
experienced in 2020 when COVID-19 reduced prof s cue o
lockdowns in major markets

Reverse stress test

A reverse stress lest was moedelled te idenufy the point at wnich
liguidity is exhzustec or covenants are breacked Tne resalts of ths
model show that operatng losses would be recuired for muluple
consecutive years for this to occur.

Below are the inputs mduded in the severe but plausible scenario
— Cantent / Channel Risk

— Failure to grow [nglisn Language and Workforce Skills
— Revenue decd ne i Virtaal Schools in 2023 due to loss of
cnarter schools or schools \n sourcing cortert
— Capability
— Pearson+ gng International Higher Edacation growth rat
real sec as erudipatec
— Disrupton due 1o COVID-1S recurence reduces szles

— Competitive Marketplace

— Assessrment & Qualificatons declires due to lower
immigration ard competition from lower cost practoring
ofeqngs

— increased revenue declines 11 Higher Ecucationdue 1o
enrolment and campettion pressures

— Reputation and Responsibility

— Cosis ang oss of sales associated with @ major cutage In e
VUE professioral testing busiress ir 2022

— Reputstional ncidents NV riual Schools sach as sefegaardirg
resuleim revenue declines

— Portfolio

— Acquisiton of addiional unplanred targets increase net
debt. disposal of basinesses uncer stretegic review resulting
= net loss of revenue anc profitwith scranded costs
unmi: gared

— Customer Expectations
— Risirg customer expectations reguire addiuonal opex
— Accreditation Risk

- Move away from formal qualfications results n sigrificant
revenue ana profit declines

AU 31T December 2021, tre Group had avalaocle liquicity of €.£7.6br,
comprising central cash balances and its undrawr $1 190N
Revoly ng Credit Facility (RCF). In February 2022, the Group
renegoliated s revoly ng credit facility, extending the matunty o
£ bn of the faciiy by one yeer (o February 2026 Even ander 2
severe dowrside ase, the Group wows maintain comfertable
ligudity headroormn and suff cent heaoroom egainst coverant
requ rements during the period Lnder assessment even before
modelling the miugaung effect of actions that rmanagemen: would
take In the event that these oowrside r ske were to crystallise The
downside scenarics 3ssume Lnal the RCF will be available

through ot the period te 37 Decernber 2026

Conclusion

Besed o tne resulis of these procedares, and considerirg the
cormpary's strong balace sneet, the directors have a reasonable
expectatian tat Fearson will be able to cont nue in aperation a~d
reel s hab Iities 3s they fzll due owver the five-year perioc encing
December 2026, Further detalls of the Group's hguidity 8- € shawn
Ir the ‘Finarcial Revew' nages 55-50.
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Task Force on Climate-related Financial Disclosures

TCFD

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

meet market good practice,

DUr Cormmitmert 1o cuerate oLt DUsness in = more sustaimnable wey
1s demonstratec by cur ambitious arget of becoming net zero oy
2030 ana reducing our scope 1, 2 anc 3 carbor emissions oy S0%
over the same tme per od. Qur targers have been validared by the
Science Based Targets Inative We support the 2imrs of the Task
Farce on Climaze-relared Financial Disclosures (TCFD) becaase we
believe Tnat bus nesses should understand and communicate e
r'sks and oppartunities that d mate change brings, in order 1o
achieve change.

We are long-siand ng members of the Climate Misclosure Project
{CDP) and our Environmental, Soc.zl end Governance (25G] reportirg
ncludes use of ather leading framewarks sLch GRI ard SASB.

This report describes now climate change may 1 pact our business,
and the oisclosures we maken 2027 are consistert with 1ne
reccrmendations of the TCFD

Summary

We nave identified tne potent:zl pkrysical and transiuoral risks and
opportun es oresented by rising temperatures and chmare charge
for aur business and have also considered the scale of this fisk 1o
Pearson. Clirnate change 1s not a principal nisk for Pearson tor the
year erded 31 December 2021, but we heve idenufiec the cimate
transitior as an emerging nsk due 1o ns intensifying Importance 1o
sl stakecholders

In additicn, we bave performed 2n assessmert of the financial Impact
o' these nsks and cpportunities under multiple future cimate change
scenarios, which we describe in cetall below. In making this
assessment, we nave cons dered Lhe actions needed 1o acnieve our
corrmimen: o net zero by 2030, as weil as the impact of notental
physical and transition fisks. We concluded that tnese do not Fave a
material impact on the carryirg value of any assets and habilities as at
31 Decernber 2021, gs set outin further detz:lin note 1 1o the
nancial statements, For anillustranon of our plan 1o net 7erg, plezse
sre pages 44-45

Governance

The Board's Reputation & Responsibility Comrmittee (RRC) s the man
goverrance pody for sustairability at Foarson and has respons bility
‘or the aversight of cimate cnange consideranons. Cinthia Nespoll,
Pearson's Chuef Legal Officer, 15 the Executive Manzgement memaner
responsible for ensuring the e“fective delivery of our environmerital
target of becomng net zero by 2030 and reduang our scope 1, 2
and 3 carbon emissions by 50% aver the seme ume period. The RRC
warks closely with Pearson's other Board Commitlees to ensure
alignment and rigour of governance across all the potential Impacts
of chmate change from strategic o nancial and nisk consideratians.

The Committee members have the recessary experience to provide
appropriate oversight for chmate change Please see pages 76-78 far
a list of committee members and relevant prolessicnal experence
We recogmisc that the s«ilis end expertise of the Corrmittee will need
to conunually evolve given the rapid pace of change in envirormental
issues Key activities of the Committee in 2021 inciuded the following
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— Revewing progress Lowards Pezarsor's nel zevo carbon goals

— Manitored progross towards compliarce wiet TCRD reporting
requirements, noting the key cimate-relaed risks

— Consideren work undertaken by Siger teams with n the husiness
divsions to formralare ESG plans

— Considered an indepnenaent report an investor sertiment
towards Pearsor's ESG programme and communicatiors, which
was usec 10 help shape aar refreshed ESG frarmework ESG
strategy arg reporting, Sclence Based Targets, & TCFD

rartrer informauon s includeo on pages 93-100

The Audit Committee and the Pearsan Dxecutive Maragement team
have rewiewed and approved the Group s envirormentsl Re-
baselning Policy, and will conur Je 1o be involved in the cevelopment,
manitor ng angd execut'sr of our roadmayp to achieve net zero

by 2030

The Sustainaoility team 15 responsible for criving the implementat on
of our gverall ESG strategy ard supnortng all parts of the business
as they ident fy and mit gate chrmate risk and canture cimzte
oppertunities

Risk Management

Our Organisar onal Risk Management process provides a framework
for identification, analysis and resporse (o vanoas forms of nisk, the
establishment o° risk thresholds, and (e creauion of processes
interced ta mitigate, monito” and rranage risks within these
thresholas For mo-e irfarmacon, please see pages 60-69 Our
analysis shows that cimate change s not ane of Pearsor's orincipal
risks but we have idertfied the climare transiicn as an emerging risk.

Strategy

N 2021, we cormimissioned the Carbon [rust to underake a pra'ect
o wentify and guantfy the potenud! impact af climatc change risks
ang OppROrLLAIUES [0 0Jr business

We cons dered vanous climate sceraios covering a broad range
of autcomes to nelp provide irsight into same of the risks and
opportunities that may artse, The scenarios that were consicered
were,

— s well below 2 degree scenario
— & 24 degree scenano, and
— a4.3degree scenaro

These scenanos were sclected because they provide 3 reasonaale
dwersity of potential future chimrate states

The time penod considerad was out to 2100 and the assumptions
Jsed in each of the scenar os were (ollected externally from sources
nclud ng the Internationa: Energy Agency {"IEA"), the International
Institute for Applied Systens Anelysis ("IASA"Ys Shared
Socloecanorric Pathways ("S5P7). the Royal Netherlands
Meteorological Institete KNMi clirmate change Atlas (CMIPS enserrble)
We will refresh ogr scenanio analysis as new evicence Comes (o

lignt ar chmate situations change This will be done cychcally every
WO years,



Our analysis dent fied six main categories of rsks and opporturities
(CROs) across Pearson The six main categaries of CRO's aerved
‘ram aionger st of fisks and opportanmes These weredentfied
using an evidence-based approach.

Each CRO was assigred a specfic parameter which could be useg o
indicate Fow factors peyond Pearson's control could chenge under
different scenanos as ¢ resull o chmate change, thus nggering the
CRO taking place

In assCssIng the risks for Pearson it was determinec that there were
no s gnificant matenal nsks ansing in the near term (up 10 2025).
Longer term, the key nisks 1o the business were consdered 1o be
supply cFaim rsk and outsouaraing fisk However, these are no:

expectec o kave a matenal irpact an the bLsiress Ir any scenario,

We conninde 1o assess the opportunities and guantfy ther as our
business corunues Lo evolve

See the table set out below for a is? o CROs Ident fied and how we can mingate the risk or maximise the opporturity as part of our busiess plans

Provide sustair amlity-related learring tools, procucts and

Build products snd services tnat could be adapred far

become less eliant o physical paper products Global

manage short terrm changes and ¢rve eflicierces from

Climate Risk/  Descriptor Impact time Actions
Opportunity scale *
Products & Opportuniies associated with [reyranirg for Short
Services ‘green colizr careers SErYICES LD OUr CUSLOMmErs
Content Opportunmy o use ‘blenoed’ serre offering to Mecram
Delveny nmuligate exrreme weather events blended servce and grow our CIgital strategy,
Raw \atenal Increasec costs dr ven by risk of d sruption ¢ Wedium Our cigiusation sirztegy wilt mean the business wil)
Procurerment distribution
purchasing of raw matenzis will engole Pearsonta
glabal purchiasing
Operations Susiress contnuilv/disruplion to Peersan Wermdong

operatons it the Phiipp nes due to extreme
weather events

Qutsourcing Busiress wisrupuor to Pearson gperations and
cutsourong n India, due 1o extreme weatner

cvents

Weair/ong

Pearson sites cound be wmpacted by extrerre weather
events whch could afect our ability to denver some
NoN-revENLE goreranng senices Cimate charge
zdaptauon measures are oJill into operatuors & buillding
selection proresses 1o ensure they Fave mitigation plans
N mace o min mise ris< o Pearsan’s business, In
addition, Pearson ntroduced a Giaba! Flexitile War«ing
Eolicy dunng 2021.

Paarsom outsour cos some o7 1ts ‘back o ce’ functions
{cLstomer suppor;, sofltware development etg) However,
Tlese aCvIties are nat revenue generating. honetheless,
we bulld climate change adaptation INTo our procLremaort
process. 1o ensure they have mitigation plars tor chimate
thange r ske to mininmese nsk 1o Pearson's bus ness

IMtiogucec a direct-to consurrer strategy. a7d Ife-long
learring busiress mode,

Government Recuced government furaing for ecucat onduc - _0ng
fundirg 10 lower GDP/climate change mitigation
* Ir-patt v scale 3hot - pelore 2005 Med o - pelwesr J025 0 2050, ong e, orn 2330
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TCFD continued

Metrics and Targets

O key targets will be to ackieve net zero by 2030 and reduce our Scope 1. 2 and 2 carbon emissions by 50% over the same tmeframe (which have
bren vaidated by the Suence Based lTargets ntiative)  This will be measured tiroJgh our percentage erissians reduction against o 2018 baseline

CQver 95% of our erussions “all withir Scope 3, with our supply chain and printed books accountung ‘or 24% There are many actions we can take and
are already making progress with our sapply chair partners and souraing tiiatives In the supply cham, alignment with our GHG strategy 15 a
requiremert of daing nusiress Withm boaks we have already achieved significant carben recuctions fromr the fransimon from printed to digtal
procuct. Will continue and we are alse naw facus ng on using lower carbon paper anc printing on darrano to reduce emiss ons furrer Refer to
pages 52-53 for getalled plans and metrics of the indvidual actions that will be Lndertaren (o ackieve our nel zero plans for pregress ach eved against

aLr env ronmertai rergers

Th s year, we will be I nalising cur detalled plan to nel 7ero, including assovated costs Further metr ¢s will be ceveloped as these plans progress
A portion af our execur ve compensation 15 alsoe linked o our ESG perorTance For getalls, please see page 121

Tahle of Contents

The table below summarises each of the recommendatiors ano where the relevart cisclosures can be found.

TCFD Recommendation

Where Pearson’s Disclosure is included

Governance

a) Describe the Board's oversight of climate-related risks and
CRROrUnITEs

L) Jescribe management's role in sssessirg gand maraging chimate-
related risks ang opporiuniues

Intarrnation on the Board's involverment, and the Board's Reputation &
Responsibiliiy Commuttes (RO 1s incluces i the Governarce sect on of
th s report, and in the Carporate Governance eport on pages 74-136,
ard tne RRC Report or pages 98-101

For detalls of maragements involverrent and the work led aoross the
business by the Sustainabil'yy tear, refer 1o the Governarce and Risk
Management sections o' this report, and tne Principal Risks and
Uncertainties section of the Strategic Report on pages 80-69

Strategy

a) Describe the climate-~elatec risks znd opportunizes the organisation
has identified over the shart, redum ard long term

by Describe the impact of chmate-relatec nsks and opportunies on the
organisation’s businesses, strategy, and “inancial planning

¢ Describe the resilience of the organisation's strategy, taking Into
consideratian diferent chmare-relatce scenarios, including a 2°C or
lower scenar o

Refer 10 the Srategy secion

Re‘er to the Strategy seciion

Refer to the Strategy section anc Scenar a Aralysis section

Risk Management

&} Describe the organiszlion’s processes or icentfyng and assessing
climate-related ris<s

b} Describe the arganisation’s processes for managing chmate-related
rsks

¢) Describe now processes lor icenufying, assessing anc maraging
chmate-related ris<s are integrated inlo the organisatior’s overall risk
maragemen:

Refer to the Ris< Management secuon and the Pring pal Risks ane
Uncertamties section of the Strategic Report on pages 60-69

Refer 10 the Ris< Managernent section and :he Princ pal Risks anc
Uncertainties section of the Strategu. Report on pages 60-69

Refer to the Risk Management sectan and the Princpal Risks anc
Uncertaimties secuon of the Strategic Report on pages 60-69

Metrics and Targets

a) Disclose the metrics used by the organisation Lo assess climate-
related risks and opportunities in | ne with its strategy and rnisk
management process

by Disclose Scape 1, Scope 2, and, f approprizte, Scope 3, greenhouse
gas (GHG) emissians, and the related risks

<) Describe the targets used by the arganisation to manage climate-
related 75«5 and opportunites ard perfarmandce aganst targets

Refer to the Targets and Metrics sect-on anc the Susteinability secton
startng on page 40.

Refer 1o the Sustamakbulity section starung on page 20

Refer to the Targets and Metrics sect on and the Sustainabiliry section
starung on page 40, Please alsa see aur ron-finandal KPIs on
pages 24-26
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Governance
Report

BOAI?P GOVERNANCE . .
NOMINATION & GOVERNANCE COIY!MLTTEE REPDRT
REPUTATION & RESPONSIBILITY COMMITTEE EEFORT
AUDIT COMMITTEE REPORT

DIRECTORS REMUNERATION REFORT

ADDITIGNAL DISCLOSURES
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Chair's Letter

Image ~emoved

The Board is focused on
ensuring Pearsonis a

~ successful, sustainable and

' purposeful company for the
benefit of il its stakeholders.

Sidney Taurel, Chair

Dear shareholders,

I 'am delighted (¢ mirocuce our Goverrignce Recorl for 2021 As
described earlier 1n This anraal report, in 2021 the comoany
rezligned its vision, strategy and organisation. The Board ard s
Committees have plaved a crizical role ir tkat. The year was also a
particilarly act ve ane for Board sarcessior and associated olanning

Strategy and performance oversight

The Board weas heavly engaged with the management teaT ir
developing the strategy unvelled in March 2021, including to
rearganse e company into the new five global business dwisions
with a focus on lifelong, d.rect relanonships with consumers, and to
develop that strategy across those divisions Tnis included regular
review Qf the creauon and launck of Pearson+, whick you canread
mare sbout on page 28 and page 85.

The Board continued to moory Pearson's portfolio ir support of the
strategy, iInvohang ooth acquismcns end d vestitures As referenced
earlier, this Included the accuisitions of Faethm, the ground-breaking
workforce Al ard predictve analytics company, In September 2021
srdd, mare recently, Credly, the digital credentialing business, in
January 2022 You can read more about the Board's engagement on
the acquesitian of Faethm on page 88 The company alse completed
the divestments of the Pearscn Instutute of Higher Education in South
Afnica and its S stemas pusiness Ir Brazil, Progress continued on the
process to d'vest other non-core assetz N oJr internatioral
caurseware local publishing markets

I noted earlier that the Board cont nued to pay close attentian (o
maintaming a strong financial pasiton ir tre interests of all
stekehalders, which engbled us to grow the dvidenc ir 2021,1n line
with our progressive dividend policy. Further, the comparys financial
positon kas meart that it 1s well placed to pursJe strategic
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opportuniies as ey anse, as wel s being able to annource its
plars o launch a £3507 share buyback programme r 2022

As part of montenng exccution and performance the Board
regularly receives a ceshboard that allows O rectors to monior
progress on Pearson's financial and strategic priorities, supported by
agieed ndistors and rrlestones identified as key measures of
performarce You can read more sbout the key performance
muicarors (KPIs) imontored by the Board or: pages 24-27 of ths
anrJa report

InAug_st 2C2°, the company annaunced that 1t had reached ¢
settlernent with the Secunities and Exchange Commission in
connacuon with a 2018 security inaidertimpecung AlfdSweb 1.0
sottware. Security and privacy are ol paramoun: importarce to the
Bosard and the company and, accordingty, the Board ook this matter
seriously Please see page 85 fo rore detal! 01 how the Boarc was
kept informed snd the actors i1 took

Sustainability, stakeholder engagement and culture

As | mentioned earlier in the ~epart, aur now £SG framewaork, which
/ou can read more apoJt from page 47, pnianitises the petent al that
Pearson has, as the warld's leading learnirg comnany, 10 make the
biggesr pasitive IMmpact an our sociedy, people and planer
Sus.ainabilty matters are a key elemen: o the Boarc's oeliberat ons,
as you will see througholt this repor? - such as the Reputanhon &
Resoonsibility Cormm tzee's actvities, which you can read more about
on pages 53-100

The themes of tzlent development snd civersity form a continung
threac throughcut the Boarce's and 1ts Commititees work I acdiion
o the Board's regular talent and success'on consideratiors, the
Buard kicked off a new cohort of its mentorng orogramTc in
suppart of senor talent Buldirg on the extensve Diversity Equity &
Inclusion work undertaken 11 2020, those init atives cont nued anace
N 2021 walh the Board recerving end discussing reguler updates As
notec earler, 3 better gender and e.nrc mix throughout the
compary remains a priority for us, and we have zccelerated our
progress, but we fully recognise there s more 1o be dore

Engzging with. and uncerstanding the views of, all oar stakeholders
s imperative to devetoping and delivering products that meet the
neerds ol learners, educators, governments and emoioyers, and for
running a successful, sustainable company 1his Governance
Report orovides maore detail on the 3oard's engagement activilies

- nlease see ne ‘Urderstanding Qur Stakeholders’ sectian on
pages 86-87 |- included ennanced workforce ergagement in 2021
under Sherry Cautu, who took over as our designated lead
Novr-Executive Director for this acivity With her extensive track
recard i nurter ng talent and baillding workforce skills zcross SMEs,
star-uz, scaling ard large businesses, Sherry nas parucular
cxperience 1n, and passion Tor, fosterng workforce engagement as
a key stakeholder that unlocks competitive advantage Ske engaged
with a new cohort of employee representatives 1N the company’s
Employee Engagement Network {EEN), which remains a valuable
forum ta hear errployee views and a usefCl condun 1o bring the
voice of the wor<force into Board discussions.

There was 5ls0 extensive snareholder engagement by our ceparting
and successor Remuneration Committee Chairs, Dame Elizabetn
Corley and Sherry Coutuy, or remuneraton matters following the
2027 AGM, with our Senior Independent Director also involved in
some of these discussions. We aopreciate the valuable feedback we
have received from shareholders and welcome an cngoing dialogue
with them You can also reac more on this engagement ir our
Directors’ Remuneraton Repet onpage 1132

Also crnizal to our success 1s ensuring that Pearson's culture
compleTents the delivery of our strategy As part of continumg 1o
transform the company and evolve the strategy, as bighlighted in the
Strategic Report, ir 2021 the Board and management directec
particular effort towards updating our purpose, values anc culture, to
serve the ach evement of oar new visian and mission (see page 84
for mare on this) Our engagementwith the EEN played an.mportant
partin informing this work,



Board composition, succession and evaluation

Pearson nas a ‘ully engaged Board, incluaing a st-org Non-Execulve
tearr with ar excellent mix of sklls acress the key areas relevant (o
Fearson, including gigita and direct 1o consumer, sustainabil-ty,
ecucatian and public sector, and ieadershig of globa oganisatons
teough periods of transformanen and d-sruption, as we'! as, of
course, financ.al acurmen. You can read mare about tre Board's mix
of skils and experience on page 93.

| arr glad to ~eport that, on iy retremert, oJ” Boara wil be enually
balanced both gender-wise ard as between UK ard US-based
directors, and several of ts merbers will oe from an exnnically
diverse background. Mare cetails o our Board's divers ty are set out
on page 76 and pages 56-97.

The right ski'ls anc expenence to support the company’s furure
drection and strategy are also fundamental 7o the Board's
succession planning Followirg the arnourcement of rmy intention 1
‘etive, & tMorodgh process was conducted to appoint a successon, led
Dy our Senior Indepenident D rector, Tim Score Thes culminated in
the announcerment i 2ecember of Oue Kordestan as new Chair
designate As part of th s process, Tim was elevated 12 Deputy Char
designate

As | cormmented in the Strategic Repart, Orro brings significant
experience of leading and agwising some of the word's besr-known
consumer technology nrands and | ar oelghtec that Tire wll
suppGt Omd as Deguty Charr. with h.s wealth of Uk o.¢ expenence

Cur sLocession-plannimg process more broadly has beer very strong,
partcuarly 1n a voar wnen we have sate goodbye (0 va wed Board
members Dame Vivienne Cox, Michael Lyntor ana Dame Elizateth
Corley. wou'd ke 1¢ thank them for therr contnbutions; they have all
Been gatstarding Board membiers who have beer bighly engaged
ang made significant contnbutons to the Board's debates and
decisicns.

we have apponred a new Remune-ation Comrnities Char replaced
our Sen or [ndependent Director and seen a signi‘icant renewszl of
the Board in 2021 with the appoirtments oF Annetie T1emMas and,
recently in 2022 Estner Lee, in asdimen 1o Orid, You can “ead more
detall about the Board recrarment processes ir the Norinanar &
Governance Comritee report o0 pages 92-95 A thorough imdoct-or
15 also prowded for new Board members, with rmore cetal. about
Annelle’s nsuctar available o page 89

While ell these changes have oeen managed effectively, N view of 1he
aegree of dhange that has taken place we propose to zke a
rear-term slep 1@ Malrtan some caninaity Ve vl e
recommending 0 shareholders that Linda comimer. who s due o
revre ‘rom e Board -n July 2022 sfter senang for n.ne years, stays
or for one further year Jnul our AGM 11 2022, As Charr of the
Reputaton & Responsbility Commiztee anc & Member of the Audit
Commttee, Linsa brings a oroad knowedge of the company end s
mar<ets, and we are corfidentin hes Conunues Independence, whle
the oppoartanity “or her 1o sapoart our rew Board mempers for 3
period of Fandever wil: be Invaluable

As Sericr ngependent Director, T Score ed our ars gl ecalugion
processin 2021, "he mesults demronstrated that our Beard 1s
collaboratve and coleg.al, whiie a so exerdising ncepe~aent
JJdgement ard operatng .n an environment of corstractive
challenge and guestioning. Good pragress Fas beer mage In
following Lp o0 the recommendations frorm the 2020 review Yoo &0
read more about the 2021 evaluaton, anc how the Board
irplemerted conclusiors from tie 2020 evaluaton, or pages 20-91

Conclusion

nope you find this repo T clearly exalams Now your CoTpary srJn
and how we augn governance and our Board agenca w1 e
strategic airecuon of Pearson. We always welco™e questiors or
comments f-om shareholders, either via oo™ webste (pearsonclc
Comy or at our AGh . Whide .1 remains pessibie that tre AGN could
aga r be mpacted by the pandemic, we very mucn nope (o bhe able
0 welcame shareholgers 1n person to oa- AGM this year as well as

ofering. for the first t me, the oppoturnity fo- sna-eholders w¢ sttend
and vote wrtually should ey prefer. Detalls will he includec ir our
fortmcoming AGM nortice.

Finaliy. it rerma rs for me to tnank you srce again for your sopoort 1o7
this fantastic company which it nas teen & great privilege to chair
these past six years The comipany has unaergone a very significant
transtermanor e respond 1o both wrenching market charges r our
trad:bonal mar<ets and br ght new opportanities, and 1L1s now well
polses ¢ continue, or a sustanable basis, the growth it started

in 2020

I'am del ghted to welcaome Ormid as my successar, congratulaie Tim
upon his clevanon as Deputy Chair anc wish bath of them and the
Board. as well as Andy, his managerrert team anc e whole
COMPaTy. every SUCCess going forwara

Sidney Taurel
Chair

Compliance with the UK Corporate

Governance Code

The principles set out 11 the UK Corporate Governance Code
(the Code) emphiasise the va ue 0f gaod corporate governands
to the long-ierm sustairable success of hsted corpanies. The
Pearsor Board is resporsible for ensuring that the Group has
1 place appropniate framewor ks Lo comply with the Code's
reqJirements This Governance report and the Straregic
repart set our bow Pearsor has aopiec the arincies of the
Lode throughout the year.

The Board bel eves tal dunmig 202" the compary was nfull
compliance wth all applicabie principles and provisions of the
Code, save thal.

— a= descrbed last year, Pearsoniis not fully comphant with
Frov sion 36 of the Code on the bas's that the shares
awarded under the Chef ExeCulive’s CO-1Mvest ment swarc
a1e suDject 1o a post-vesting haleing penod anu!

21 Decerrber 2043, rather tnan a total vesurg ard hodirg
penos of five years ar more required by the Code.

.

— i respect of Provsion 47, <he company i< Tully comphant
w i six of the seven component elements and 1s partly
conpglant with the sevent, relat.rg to engagement with
erplayees or alignment of execdative rerrareration win
w der compary pay palicy While there are establsheq
channels for the workforce o be informed about. anc
understand. the algnment between execunive
remuneration and wiger pay polCv. 1ne Compary
recognIses TNat & proaciive SIsC2ss on of tTis wollz be
berefica As designated workforce Non-Executive
D -ector, Sherry Coutu. CBE leads the Boad's engageTent
with emiployees ncluding th-ough atterd ng meeungs of
tne Engloyee Engsgemeart Netwak (EEN] Ir pianing iis
forward-ooking werk schegule, the EEN anc IMs Coutu
agreed in 2027 that discussiors focused on eward and
ncenives woued take place 17 e corming year As part of
e Couta's role as Rermuneraton Cammittee Chaim, she
ensdres that the views ard sentment of coleagues
&70JND Matters sacn as reward anc culture ae
comsizered intne wors of tne Remuneraror Cormriitee. In
lignt of tne planred proactive E=h aiscussior 1n 2022,
Pearscn pelieves 1t has a clear patn toweres fll
caTpliarce wirh the severth e ement of Prowsion 47

Further detail o voib matte s 1s orowded rthe Direcrors’
Remuneration Report.
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Board of Directors

‘ Pearson

' Board

| members |
bring & wide ‘
range of
experience,
skills and

- backgrounds
which
Ccomplement |
| our strategy.

All Board members have strong
leadership experience at global
businesses zrd irsututiors, Qur
Board mempers hiograpkies
Hlustraie the contrbution each
Director makes 10 tne Board by
way of ther indimdual
experience.

Key to Committees

@ Andi

@ Nominatior 8 Governance
Reputation & Responsiollty
® Rerraneration

O Committee Chair

Current notaale commitments
reflect atner listed company
chirectorships and full-time ar
execulive raies

O

Irage removed

Sidney Taurel
Chair

aged 73

Appointment

Chair sinee 1 lanuary 2016

lingge removed ‘

Andy Bird, CBE

Chief Executive
aged 58

Image removed

Sally jobnson

Chief Financial Officer
aged 48

Appointment
First appointed to the Board
1 May 2020

Chief Executive Officer since
12 0c¢tober 2020

Skilis and Experience

Sidney bas 50 years of experience in
fusiness and finance and 1=
currently & Non-kxeculive Directer
of H .G Acquisition Corp, He was
Chief Executive Officer of global
pharmaceutcal firme Eh Lilly and
Company from 1998 umiil 2008,
Chair from 1938 until 2008, anc has
been Chair Emeritus since 2009, His
37-year career at Efl Lilly included
time spentin Brazil, France, Eastern
Europe, the US and the UK. Sidney 1+
a former director of IBM [(2001-
2021), McGraw-Hl (1596-2016)
serving in both as chair of the
Compensation Committee far
severalyears,and of ITT Corp
{1996-2001) where he chaired the
Audit Commuttee. In 2002, Sidney
received three US presidential
appointments to the Homeland
Security Advisory Council, the
President's Expart Council and the
Advisary Committee for Trade
Policy and Negotiations, and is an
Officer of the French Legior: of
Honour.

Current notable commitments

H.L.G. Acqusition Corporation
{Non-Executive Director)

Skills and Experience

Andy has & long and distinguished
career spanning over 35 years in the
media industry, and heis an
accomphbshed, strategic leacer ot
global consumer content
businesses.

Most recently, he spent 4 years
working for The Walt Disney
Company, joining the business as
President of Walt Disney
International in 2004, before being
appointed Chairin 2008. He held
this rote for a decade, during which
time he transformed the
organisatian into a digital-first,
directta consumer business,
facused on serving the dwverse
needs of custoamers around the
world Inaodition, Andy worked 1o
establish the icomc brandin China
through the creation of Disney
English, teaching English fanguage
tolocal families thraugh immersive
learning experiences,

Priar ta Disney, Andy workedin a
numbper of senior positans at ACL
Time Warner, and spent the earlier
part ol his career al Piccadilly Radio,
Virgin Broadcasung Company, BSR
Music Channel, Big & Good
Productions and Unigque
Broadcasting

Appointment

Chief Financial Officer since
24 April 2020

Skills and Experience

Sally joined Pearsonin 2000 and
has held various finance and
cperauons roles across the
business, both at a corporate level
and within the divisions, including
The Penguin Group She brings to
the Board extensive commercial
and strategic finance experience as
weil as transformation, treasury,
tax. risk management, business and
financial operations, investor
relations and M&A expertise. She
has held varigus senior level rales
across the business, most recently
as Deputy CFO of Pearsan, Sallyis 2
member of the Institute of
Chartered Accountants in England
and Wales and trained ac
PricewaterhouseCoopers. She was
also a Trustee for the Pearson
Pension Plan from 2012 to 2018

Board Composition
Gender

chart removed

Nationality

chat remaved

Ethnicity*

Tenure

i
char remaoved |
|
‘

Thrs ceta represents Directors in office as at 28 February 2022. To learn more gbour Board diversity, please see page 96.

* Lategones gre baseg or the UK's Clfize 1or hanonal Stanstcs classif caton
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Sherry Coutu, CBE

Non-Executive Director
aged 58

‘ Image removed

Image remaoved

Omid Kordestani

Non-Executive Director
and Chair Desighate
aged 58

Esther Lee

Non-Executive Director
aged 63

Appointment

Nan-Executive Director

since 1 May 2019

Designated Non-Executive Director
responsible for warkforce
engagement since 30 April 2021

Skills and Experience

Sherry has extensive experience in
the technology industry. She has
alsg served on the boards of a range
of companies and charities, with a
facus onworking with
entrepreneurs and specialising in
consumer digital, infarmation
services znd education Sherry s
the Chair of Founders45chools and
founder of the Scale-Up Institute
Previously, she was CEO of
Interactive Investor International
plc. and has servea on the beards of
Cambridge Assessment, Bloomberg
New Energy Finance and the
London Stock Exchange ple as well
as being 510 and Remuneration
Committee Chair of RM ple Sherry
has started and/or invested in over
G0 technology businesses and
served onthe boards af Zoopla ple,
Raspberry PI, NESTA, and the
Advisory beards of the National
Gallery, Royal Society and Linkedin
She was appointed Cammander of
the Britiskh Empire inthe 2013 New
Year Honours for her servires to
entrepreneurshin,

Appointment

Non-Exerutive Director since *
MWarth 2022

Skills and Experiente

Omid s aninterrational
businessman wha serves on the
foards of Twitter, Inc., Klarna Bank
ABand Klarna Holding AE andisa
CouncilMember for Balderton
Capital. He was Executive Charr of
Twrtter. Inc, between Qciober 2015
and May 2020, From August 2014 to
August 2015, Omid served as Senior
Vice President and Chief Business
Officer 3t Google and previously
from May 1995 to Apri1 2009 as
Seniar Vice President of Global
Sales and Business Development.
From 199510 1999, Omid served as
Vice Presicent of Business
Development at Nelscape
Communications Corparation Prior
to joining Netscape
Cammunications {orporation,
Omid held positions In business
develppment, praduct
managementard marketing at The
3D0O Company, Go Corporation and
Hewleti-Packard Company.

Current notable commitments

Twitter, Inc. {Board Member)

Appointment

Non-Executive Director since 1
Felobruary 2002

Linda Lorimer

Nen-Executive Director
aged 69

Appointment
Non-Executive Director
since b july 2013

Skills and Experience

Fsiher brings s:gni‘icant experience
to the Pearspn Baard through Rer
prior executive leadershiproles in
developing custamer strategiests
drive growtr, global marketing and
pranding, driving digital
transformation and building
high-performance teams,

She has along track record of sentor
leadership roles working for global
consumer-facing brands Maost
recently, she served as Exgcutive
Vice President - Global Chief
Marketing Officer at MetLife Inc.
Previously, Esther served as Semior
Vice President - Brand Marketing,
Adverusing and Sponsorships tar
ATA&T, and she has served as CEQ of
North America and President of
Global Brands for Euro RSCG
Worldwide. Prior tathat, she served
for five years as Global Chief
Creatve Officer for The Coca-Cola
Company.

Estheris a Board member at The
Clorox Compary where she chairs
the Nomination & Governance
Committee.

Current notable commitments

The Clorox Company (Non-
Executive Director)

Skilis and £xperience

Ltnda is currenthy a Seriar Advisor
at the Boston Consulung Group and
has spent almost 40 years serving
higher cducation. She retired fram
Yale in 2016 after 34 years atthe
universily where she served inan
array of senior posiions, including
Vice President for Gipbal & Strategic
initiatives. She oversawthe
development of Yale's online
educaton divisian and the
expansion of Yale's international
programmes and cenires, During
her renure, she was responsible for
many administrative services,
ranging fram Yale's public
communicatigns and alumm
relatiors to sustamapility, hurman
resources and the university press
She also served ontne boards of
several public companies. including
as Presiding Director of the
MeGraw-Hifl companies. Lindais a
trustee of Hollins Uriversity and a
member of the board of Yale New
Haven Hospital, where she chairs
the nominaling anc governance
commuies, and she alsa remains on
several consequential advisory
comrittees at Yale University

Independence of Directors

A of the hon-Ixecutve Directors who served dunng 2021 were corsidered by tne Boars 10 be wdependent *or e purposes of the UK Coroorsie
Gavernance Cade (the Code; The Boarc reviews the independer ce of each of the Non-Zxecutive Directors arrnaally Thsincuces review ng teir
external appointrents and 2ny potental corfics of meres: as well s assessing tneir Individual circumstances 10 order 10 ersare that there are no
relaticnshups or marrers likely 1o affect therr jJudgement Ir adanor 15 th s review, each of tre Non-Executve D rectors s asked to provide confirmation
ofther independenge on an annual nasis (as definec by the Sarbares-Oxley ATt the Mew Yark Stack Fxcnange (MYSE) sung « Jies anc the Code) v
July 2022, Ms Lorimer vell reach mine years' serwice on the Pearson Board. Considering the recent degree o change 1o our 3oa-d. the Bosrd believes
thar 17 s t1e compary's Inerest to Malntan Lontin.ary and, therefore, recammreres that Ms Lorimer remars or 21e Board for one furtnen year unnl
the AGM 1 2023 Upan sttainment of mme years' senace Dy ary Nor-ExecLtve Director, the Board undertakes an assessment [0 sausfy 1self a5 to tne
connumg Ndenerdence of that D rector The Nominauan & Gaverrance Camrmultee gave par. cular consideraton to Ms Lanmer's incependence
aread of “ormalsing a recomrrercauor 1o the Board regardirg ber re-appaniment. in 4o ng so, the Committes assessec the aogree of objecive
|Jdgeent ang corstructive challerge demonstrated by Ms Lorimer, end confirmed that her skil's, expenience ard knowledge contr bule T procuctive
Board disc_ssions Accordingly, the Board is sat s%ed a7 Ms Lovimrer remains indeperdert, and that she continues ™0 proy de Constrast ve cnzllenge
ard hole maragenent o account Fucthermore. Ms Lanmer's conunued appo nimert wil ensure a smooth rarsit on of knowledge sro exoerlse o
OLr new cirectots, pacicLlarly in respect of her role as the Char of the Reputation & Resaorsioihty Commitiee.

In accorcance wit the Code, Sidrey Taurelwas corsideres to be indeperdent uper 1 s appointment as Cnair on 1,anaary 2016

The Directors can obtar independent prefessional acvice, at the comBzny's expense. in the perfarTance of tneir guiies. Al Jirectors Nave acCess 1
the aovice anc serwces of the Company Secretary, waose anpontment and reroval 15 a matter reserved “or the full Soard
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Board of Directors continued
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Graeme Pitkethly

Non-Executive Director
aged 54

Tim Score

Senior Independent Director
and Deputy Chair Designate
aged &1

Appointment

Non-Executive Director
since 1 May 2019

Appointment

Non-Executive Direcror
since 1 lanuary 2015

Senior Independent Director
since 30 Apri! 2021

Annette Thomas

Non-Executive Director
aged 56

Appointment

Neon-Executive Director since
1 Cctober 2021

Skills and Experience

Graeme joined Unilever in 2002
and, prior o being appointed CFO
and Board member, was
respensible for Unilever's UK and
ireland business. Previously, he had
held a number of seniar firancial
and commercial roles within
Unilever and spent the earlier part
af his career in senior corporate
finance roles in the
telecommunicatucns INdustry.
Graeme served as Vice President of
Finangial Planning and Vice
President of Carporate
Development at FLAG Telecarn and
started his career at
PricewaternouseCoopers Graemea
15 a Vice Chair of the Task Force on
Chmate-Related Financial
Disclosures and 1s a Chartered
Accountant.

Current notable commitments

Unilever plc (Chiel Finanaal Officer)

Skills and Experience

Tirn has extensive experience of the
technology sector in both
developed and emerging markets,
having served as Chief Financal
Officer of ARM Holdings plg, the
world's leading sermiconducior IP
company, for 13 years. He s an
experiencec Non-Executive
Director and was appainted as a
Non-Executive Directer of
Bridgepoint Group PLC in 2021,
alengside his roles as Chair of The
Briush Land Company plc, 3
MNon-Executive Director of the
Football Assaciation, and a Trustee
of the National Theatre. Tim has
garnered extensive financiat and
hsred company experience during
previcus and current positicns, He
served on the board of Natignal
Express Group plc from 2005 10
2014, including time as intenm Chair
and six years as the Sernior
independent Director, Earlier in fus
career, Tim held seruor finance roles
with Rebus Group, Willlam Baird,
LucasVarity plcand BTR ple

Current notabie commitments

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

Skils and Experience

Annette has a 25-year track record
in leading global publishing and
data analytics businesses, across
academic, educational and
consumer media verucals. Most
recently, she served as CEO of
Guardian Media Group, a position
she held unuljune 2021 Prorto
this, Annette was CEQ of the Web of
Stience Group et Clarivate
Analyrics, a data, analyucs and
software business focused on
research and hugher egucation, She
has also served as CE0 of Macmuillan
Publishers and led the digital and
global transformation of Nature
Publishing Group.

She currently serves as a Trustee of
Yale University Her previous
non-execulive experience includes
serving as Non-Executive Direclor
at Clarivate Analytics {2017}, and as
aboard member for Cambridge
Urniversity Press and Cambridge
Assessiment (2019-2020) She has
also previously acted as an advisor
o Creative Commaoens and Bain
Capital.

Lincoln Wallen

Non-Executive Director
aged &1

Appointment

Non-Executive Director since
1 January 2016

Skills and Experience

Linceln has extensive axperience in
the technology and media
industries, and is currently CTO of
Improbable, a technology start-up
supplying next-generation cloud
hosting and networking services to
the video game industry. Lincoln
was CEQ of DWA Nova, a
software-as-a-service company
spun out of DreamWorks Animation
Studios In Los Angetes, a position he
held until 2017. He worked at
Dreamworks Animation for nine
years inavariety of leadership roles
including Chief Technology Officer
and Head of Animation Technology.
He was formerly CTO at Electronic
Arts Mobile, leading their entry into
the mobile gaming business
internationally. Lincolnis a
Non-Executive Director of the Smith
Institute for Industrial Mathernatics
and Systems Engineering and Varjo,
amanufacturer of augmented,
virtuai and mixed reality headsets
for professionals. His early career
involved 20 years of professional IT
and mathematics research,
including as a reader in Computer
Science at Oxford.

Current netable commitments

Improbable (Chief Technology
Officer)
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Division of Responsibilities

The Board

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

3t

Nomination &
Goverhance Committee

Reviews (L porale governance
matters, Inclucing Coce

carmpl ance and Board
evaluation, considers the
apportmen: of new Directors
Boarc experence and
diversity, and reviews Boarc
inductior and succession plars
as well as wider workforce
engagernearnt

!

Reputation &
Responsibility
Committee

Considers the compary's
IMpacl on sacely 2ndg the
rommunries n which Pearsaon
operates, including Lo ensure
that strategies are in place 1o
migrnage and improve
Pearson's reputation,

ot

Audit Committee

Appra ses our firancial
mansgemert and repori Ng
and assesses the integ-ity of
Qur accountng procedures
and f ranc 2 contrals. The
Commirtec also oversees risk,
compliznce anc irternal asdn

ot

Remuneration
Committee

Deterrmimes the remuneration
and pencfits of tne bxecutive
Directors and oversces
remuneration ar-angements
for the Pearson Execu: ve
Managermen: team, s well as
rerruneretuor nolicies for the
weder workfosce

v

Chair

The Cnair is primarily
respansible for the lcacdershp
of ine Board and ensuring is
effectveness They ensure that
the Board upholds anc
pramotes the highest
standarcs of corporate
governance, setting the
Boarc's agenda and
SNCoJUraging open,
constructive debate of all
agenda wems for effectve
decision making Trey regularly
meer “he Chief Execuive 1o
stay informren and pravide
advice. They also ensJre that
snareholders' v ews are
communicated o the Board

A

Chief Executive

Tne Chiel Execuriive 1S

respons ble for the operational
managerment o the cusiress
2nd for the development and
iImplementa: on of the
cormpany’s stralegy, as agreed
by the Boad anc
management, They ave
respons bie for developing
operations, proposals and
polices for approval by the
Board, they promote Pearson's
culture and standards, and are
one of the key representatives
of the compam, to s exiernal
stekenolders.

v

A

Senior Independent
Director

The Senior Irdependent
Orector s ole incledes

T CEel g regularty with the
Cnair ane Chief Executive to
disc.iss specific 1ssues, as well
as being avanable to
shareholders generally, should
they have concerns that have
not been sddressed throagh
the normal channels. They also
ead the evaluation of the Char
or bekalf of te ather

D rectors

¥

Company Secretary

The Company Secretary
ACVISES ON goverrance matters
arc complance with Board
prorecures Trey are

respons ble, under the
drection of the Char, for
ersaring the Bosrd recoives
BCCUTEle, Clear ang MIgh-tuabty
irformation, anc has zoeguate
time and appropriare
resources In arcer o luncuon
effecuively and eff ciently They
slso support the Crarir
delvery of the corporate
goverrance agenda and
orgamuse Director ndocian,
trairrg programmes ard the
Boerd evalJation progess.

Deputy Chair

From conclus on of the
Loriparn’s 2022 AGM, the rowly
created role of Depury Chair will
suppan the Chair or Boarc
effecuveness and governance
ratiers,

Pearson Executive
Management

Tne Pearson Exscutive
Management team consisis of
the Chief Executive and some of
their drect ~eports "ney are the
exeC uve lezcersiup group for
Pearson and zre responsible for
celiverng Pearson's strategy
under clearly definec
zreouriabibties znd m lng vtk
zgreed governance and
processes

Standing Committee

A Slancing Committee of the
Board s esizbiisned 1o approve
cerar aperational and o cimary
Coarse of bLsiress items such as
bankirg merters, guaranrees
a"d M a-Groun trarsatiions
aC To make "out e approvals
relatrg to employee share

plars Add voral authonty may
ve delegatec or en ad-hot bass,
e.g to epprove and conclude
CQrporate rEnsact ors

Authorities and Duties

Tre authontes and dJtes o’ tne
Boarc and ts Commritiees, as
wiell as the roles ang
“esporsiplities of key indmdua's
on e Board, are clearly set aJt
nwnting Trese dotuments are
~eviewed and epproved by the
Boarc or an arncal basis and
are ava lable on the company's
s e (pearsonplc.oom)
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Pearson Executive Management (PEM)

Image removed

Image remaved

image remaovec

image remcved

Tom ap Simon

President - Virtual Learning
aped 43

Appomntment

Joined Pearson 1 December 2004
Appointed to the PEM 1 April 2021

Internal Appointment

Skills and Experience

Tom has 19 years of international
business and finance experience. At
Pearson, he has led the Virtual
Schools business, worked in finance
for the emerging markets
businesses and led M&A activity In
the Us. Previously, heworkedin
investment banking at Rw Baird.
Tom holds an MAr Economics and
Politics from the University of
Edinburgh.

Ali Bebo

Chief Human
Rescurces Officer
aged 53

Tim Bozik

President - Higher
Education; Interim Chief
Product Officer and
Co-President, Direct to
Consumer

aged 60

Lynne Frank

Chief Marketing Officer
and Co-President,
Direct to Consumer
aged 55

Appointment

Joined Pearson 13 December 2021
Appointed to the PEM 13
Decernber 2021

External Appointment

Appeointment

joined Pearsor 18 May 1958
Appointed to the PEM 23 May 2013

Internal Appointment

Appointment

Joined Pearson 16 November 2020
Appointed to the PEM
16 Novernber 2020

External Appointment

Skills and Experience

Alis a senior executive with aver
25 years of experience building
culture for transformative business
performance arross multiple
industries. Prior to joining Pearson,
shewas an officer and CHRO for
Hologic. Inc., a global medical
technology company, Prior to
Holag:c, she held various HR
leadership roles with the specialey
retall company, ANN INC Alrearned
her BAn political science from the
University of California, L as
Angeles.

Skills and Experience

Tirm has more than 30 yesrs of
extensive leadership experiente 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 Pubbishers.

PEM Composition
Gender

chart removed

Nationality

char removed

Ethnicity*

Skills and Experience

Lvnne has over 25 years of
experence in the media Industry.
Previausly. she hasworked in
compamnes such as Warnermedia,
ESPN/Disney and Turner
Broadcasting Lynne holds a degree
In economics and business, and a
ceruficate in corparate board
governance from the University of
Califor nia, Los Angeles {UCLA}.

External/Internal Appgintrrent

chart remaved [

These figures represent t1e ExecLive tear excluding the Chief Execative and Chief Finanaal Officer wno are counted in the Boarg metr ¢s

* ‘Mined. Other ard White' arc the categores recugnised as =thn € groups Lnder the UKs Office for Naneral Stansucs classihrat on
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Imdage removed Image ~urmoved

Image remaved

Gio Giovannelli Mike Howells
President - English President - Workforce Skills
Language Learning aged 45

aged 49

Appointment Appeiniment

Joined Pearson 1 Decermnber 2020
Appointed to the PEM
% December 2020

Joinea Pearson 1 February 2014
Appointed tothe PEM 7 Aprif 2016

fmegrnal Appontment External Appontment

Skiils and Experience

Mike has more than 20 years of
Internatonal business experience
Previously, he has worked inthe
British diplematic network and the
UK Foreign, Commonwealth and
Development Office Mike holds a
master's degreen|niernatianal
Law from the University of
Nottingharm and an Anthropology
degree fram University College
Londen

Skills and Experierce

Gio has over 25 years of
internatignal business experience,
including four CEQ roles in Brazil.

Previous board roles include
BOVLSPA-iIsted Natura and CvC
Viggens. Gio graduated from
Bocconi University, hoids an
Econormics Ph.D.and s OPM
graduate of Harvard Business
Schooi

Cinthia Nespoli

Chief Legal Officer
gged 41

Appaintment

Joned Pearson 1 February 2014
Appointed to the PEM 21 May 2020

Internal Appomtment

Skills and Experience

Cinthia has over 18 years of
internatanal legal and compliance
experience. Previously, she held
leadershup rolesin legal and
compliance at multinational
companies Cinthia was admtted ta
the Brazilian bar in 2004 and earned
her law degree fram Pontficia
\Universidade Catdlica de Campinas
and 3 post-graduate degree intax
law fram Poruficia Unversidade
Catolica de 550 Paulo.
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Art Valentine

President - Assessment
& Qualifications
aged 57

Appointment

Jained Pearson 23 Janyary 2006
Appointed to the PEM
I Fepruary 2022

Internal Appointment

Skills and Experience

Art has morethan 30 years of
leadershup experience in
assessmenis, tesung, and
technology. Prior to his 16 yeat s at
Pearson serving as a senior leader
of Pearsan VUE and as Managing
Director of Pearson Clinfcal
Assessment, Art worked at
Prormissor, which was acquired by
Pearson in 2006 Artearned hus MS
inMathematical Science/Computer
Scaence from the University of
Norch Caroling Chapel Hill,



Board activities

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

The role and business of the Board
The key responsibilit es of tne Board incude

overall lzaderstip of the company znd setuing the

comrpenys values and siardeards, including monitoring

culiure and Dersity, Equity & Inchus on iruaives

reviewirg and ceterrmining the company's straiegy,
ncl.dimg in refation 1o krvironmental, Socal ang

Governance matters, in consultation vath manzgement,

assessing performance against T anc overseeing

Manzgement’s cxecution o7 it

major changes to the corrpany's coroorate, caprial,
Management anc Consron Structures

epproval of all transactors or firancal commitmerts in

excess 0" the autnority | mits celegated 1o tne Chief
Executive s1u] uther Executive maragement

2ssessment 9 maragement performance, Board and

Execative succession plann nig and talent pipel ne

effective engagemen: w.th key stakenalcers

Strategic planning and decision-making

The Board spends cons derable time in assessirg whetker any
propased actian aligns with the strategy and fature direction of the
business. wh le taking into corsideration sustamability and impact on
our stakehaolders Ir addition the Board eg.ilarly holds strategy
discussiors wnetner in relat on to the specific strategies of Pearson's
fve bus ness divsians or the vision and wide- stralegy of tre company
as a whole, both of which enhance the Board's deasion-rra<ing in
shaoing the company’s strategic arc financal plans

The Board arc Commuttees receive timely, regular and necessary
financ al. management and other informat on to fuifil tne r dutics
Camprenensive papers are airculziec 1o the Board and Cormitiee
members aporoximately one week ir advance of esch meeurg The
Board recowves a regular performarce cashboard and key mulestones
report. together wath upcates from the Chie® Executive and Chief
Financial C*ficer Ir addinon to meetng papers, a ibrary of cLront
and histonical carporate infarmation 1s mace avallabie 1o Drectars 1o
support the Boarc's cecsion-making process For mems that require
sigrificant consideraton and review in advance of a decsion, such as
the acopuon of Pearson's new stralegy anc organisal onal structure

Board meeting focus during 2021

Strategy

Ongoing digital
transformation
Drrect to consume”
strategy

Pearson- development
ano launch

Cingomg assessmens
of impact of COVID-19
on strategy

Dvisicnal strategy
SESS ONS
Implementation of
Group strategy
Oversight of Five Yeer
Strategic Plar and
preparation of 2022
annuel operaung plan
Portfolio review

znd M&A

Capital aliocatior
Dara strategy

Performance

2020 prelirmnary
resJits and annual
report and accounts

2027 operatrg plan
performarce, Induding
nterim results and
trad ng updares

Regular dashboard
and milestane reports,
ircluding review of
KPls

Operaung and
strategic plan
discussions
Contimuing rev ew

of forecasts

Final and :nterim
dividend proposals
Ongoing assessmeant
of impact of COVID-19
on performance

announced N 2027, the Board's discussions can take place over a
nuLmber af sessions,

WLeadership & people

Chair and other NED
successior planning

Culture
DE&I initianives & plans

— Employee Ergagement

Network engagement
and feedback

— Employee survey

455855mMents

Purpose, vision,
mission & values

Talen: review and
pipeline development,
including executive
Tearm succession

Workforce learning
and development

-- Board mentoring

programme

Governance & risk

— Legzl and regulatory
governance
compliznce

— Boarc trairirg on key
legal and regulatory
matters

— Data privacy and cyber
SECUFITY Matters

— Boaroanc Comrmirtess
effeciveness
evalualiors

— RegLlar review and
annual confirmatior of
conflicts of Irterest

— Approval of
Committees' Terrs of
reference

— Approval of civsion
of responsibilities
between Chair,

Chief Execative and
Senior [adependent
Director

Shareholider engagement

Irvestor relat ans strategy
and share prce
performance
Sharcholder issues

and voting

AGM and related
shareholder interactions
Feedback from Board
rmember meetings with
shareholcers

Major shareholders and
share register analysis
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The Directars recognise their duties towards the skharenolders and
aother stakehulders, @s set autin Secnon 172 of the Act, and a
continued urderstandng of the key ssues affecurg stakehalders is
an ntegral pe o the Board's deasion-making process You can read
mare on pages 84-88 about how the Board cngeges with
stakeholders zrd takes ther views inlo accoLnt when makerg
decisions.

Board meetings

The Board held seven schedulec meetngs in 2021, with ciscussiors
and debates focusing o the formulation, implementation and
executian of the new sirategy, as well as other key strategic 15s.0s
‘zong the company Major iterms coverea by the Board in 2027 a<e
shown in the tabie to e left In add fion 2o s schedu'ed meetings,
the Board converes & necessary 1o consider matters of a ume-
sensitive nature in 2027, the Board also met on two adainona?
occasions to corsider speafic carporate finarce matters in further
detall Desprre the conunued restrictions on :nternational travel 2nd
physical gatherings 10 2027, the Directors have continued to ergage
with company stakeholders, including tne workforce “he Board was
pleased 10 be able tw gether in versar for one pays cat Board
meeting duning the year, where 1was joncd by the Pearson
Executive Tne Board was aple 1o wreet in person in February 2022
and hopes et itwlll be anle 1o meet face-to-face througnout the
COMINg year,

Reflecting on the level and qualty of emgagerrent oy the Board in
2021, the Board Is sanisfied that cach Director conmibuted to Board
distussions ang demonstratea sufficient carmmitment 1o be abie 1o
meer their responsibilinies As shown i tne eble celaow, eack of the
Nen-Execuiive Directors stterced 2!l scheduled meet ngs duing
2027 Ir addingn, e Nominaton & Covernarce Commiilee
canfirmed nts arnual 33505 ent that eack Directar demanstrates
the requisite level of commitment ard contribuion ir accordance
with Prirciple H are Provsior 18 of the Code Fartmermore, the
Board nas conunued to adapt 1o a hybrd way of working (botn
physical and v riual) which has allowed for greater participation with
emplayees and stakehoicers arourd the worlc,

Directors’ commitments and conflicts of interest

Under the Companies Ac. 2008 (the Act), the Directars have a
STAtUtory duty (o avord confhicts of 'rierest win the comparny (e
compary's Arucles of Associztion allow the Direciors 1o autnonise
canflics of interest. The compary has an esiablishec procedure 1o
idernfy actual and potental conficts of interest, ncludirg all
directorshins 07 other appointments 1o, or relatiorships watn,
companies that are not part of the Pearsor Groap and which coula
gve rise to actual or potential canflicts of interest Adgmorally, ir
response 1o Provis on 15 of the UK Corporate Governance Code,
Pearson has developed interral glidance 1o be taken irto account
wher cansidering cnanges o a3 Director's commitments, or when
agpomnung a new Director, es well 2s formzhsirg the Boarc approval
process ‘or such marters

Once nauflec 1o the company, any polent al conflicts anc comnuiments
arc considere for authonisatior by the Board at its next scheduled
meet rg or, where necessary in the interests of timelness, by a
Commiaee comprising the Char, Senior Independert Director ard
Compeny Secretary in particular, the Board or Committee considers the
type of role, expecied ume comm tment and any mzact whick this may
have on the Director's duties to Pearson, as well as ary reanonships
between Pearson anc the external organisation Tne interested Director
s 0. perm ited (o vote ON, or e counted r the quorurm for, any
resolution relaung to therr commirrnents, conflict or potent al conflic
The Board reviews zny authonisators granted on an annual basis

Durnng 2021, the Board approved one rew signif ca=. comrmizmeart or
oxistng Drectors, which was the appontment of Tim Score as a
Non-Execative Director of Bridgepomt Group plc. & glopal leadsr in
middle market private s=sets mvesting and a corstteent of the FISE
250. The Board was of the opinior that -us additional apponiment
was zcceprable as there were no conflicts percawsc, and that the
gppontment would not prevent Mr Score frorm gwing tus Pearson role
the tume and allention ( required wh ch, at the time, included the
Chair successan process Furthermrore the Board believes that the
experience gainec by Directors thravgh their other commitmenis can
bring valuaple perspectives to the Pearson Soara Trere werero
ather new commutrnents of Directors durirg 2021 which the Roard
consigered to be sigmficantir nature

Board attendance

Directors are expected 10 airend zll Board and Cornmitiee meetngs,
but in certain exceglional arcumsiances, such as due to pre-existirg
business or persoral commitments, 1T s fecogrised that Directors
T.ay be unable 1o attend In these circumstanses, the Directars
receive refevant papers and. wnere possibie. will commurnicate ary
comments 3nd observanors n acvance of the meenrg for raising as
appropriete durng the meetrg Tney are updated on any
developrrerts after the meeung by the Chair of the Board or
Commitiee, as sppropriate

Ingivcuals' attendarce at Board and Commutiee meetings 1S

coms gerec es part 0f the farmal review of tne r performance Trere
was & high level of sttendance by the Directors ar Boerd end
Committee meetrgs In 2021, 35 shown ir the table to the r ght and
N the Committee reports that follow

Scheduled meetings attended
Chair

Sidney Tauel a7

Executive Directors
Ancy Bire 717

Salty Jannsan 77

Non-Executive Directors

Dame Elzabeth Corley 7
Snerry Coutu 7
Darre Vwienne Cox? 3/3
L nda onmer 77
WMichael Lynzon® /3
Graeme Pitkethly 707
Tirm Score 27
Arrette Thomas’ 212
L neoln Wel.en 77

[
bt

ot zapett Corley res gres romithe Boarstor 27 Decpreer 2007

agnne Coe retrpd Pomithe Board on B0 Ap- | 20

oo
o

tee _yroar res gred from o 3card o 20 Aunl 2077
£ MeThgras gned the Boers o0 ” Ocoper 202°
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How the Board is kept informed

Tne application of our Board and Governance processes in 2021 ensured
that our Directors received accurate, timely and clear information from a
range of sources. This allowed the Board and Committees to monitor and
provide feedback on matters of importance, as well as to make informed
decisions that were in the best interests of the company and its

stakenolders.

Image removed

Culture

The Board monito’s the culiure and orean.satuonal Fealth of the
caTpeny with the assistance o™ ts Committees, includirg through
regular apdares from tme Chief Executive, Chief Human Resources
Clficer, and Chief Mrwersity Officer, as well as consider ng Groun-
wrde programes such as the cuarterly employec pulse survey,
Code of Conduct. compliance, Fealth & safety, and talent and
learming nitiatives

In early 2027, work began to redefire our company purpose and
values The project aimed to align and galvanise employees (o stbport
the new corporate strategy The Repuiation and Resporsibility
Comrmrittee recerved reports and presentations from a cross-funcrional
teamn (Corporate Marketing & Corporate ComrJnications, HR ard
Straregy) to discuss messaging and irmplernentation These discussions
cantnued thrawghout the year anc, ‘ollowing 3 robust research phase
conducted by ar external agency partner with key stakeholders (which
inciuded cmploycces across diferent levels, geographies, ard parts o’
the business), the oroject was debated by the full Board ahead of therr
decision to move forward

The Boaerd alsg recerved culture-related updates from varnous other
sources, including feedback from the Errplovee Engagement Nerwork
and Lpdates on rthe results of the guarterly empiayee pulse survey In
July 2621, tne Board received a culture update, delivered by the Head
o’ our Glonal Employee Commurnications, on ways [0 align Pearson's
cuture and strategy, noting that the two mus: work 11 concert ta urive
the company's overall business perfarmance. The presentation
outhred plans to shift company cLlture anc employee engagement as
well as providing an update on the ongoing work to build 2n inclusive
perfarmance culture at Pearsan and plans to revamp other employee
init.atives, of wnich the Directors were supportive Company culture 1s
a key factor In decisiors the Board makes i refation to the workforce
and will be a topic of discussion In 2022

For more mformauon on employee engagernent. please see page 87.
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DE&L

The Board recognises the importance of Diversity, Equity ard
Inclusiar and encourages the company's approaches in addressing
this subject matter. In 2027, Pearson apponted a Chief Diversmy
Officer. This role was designed te entance the cullure at Pearson
trough the creason of a strategy [© buld an nclusive envronment,
mecrease workforce dwersity, and anve equity in products and
services Following the appointment, tne Chiel D vers 1y Officer
assessed organisational perfarmarce agamst the 50 key DE&!
imiiatives that had been approvec by the Board for implementation
across 20217 and 2022 (fo- additional informanion please see page 96
In 2021, the Board reviewed a progress report of the 50 int.auves,
notng thzl 43 of these were on track te be delivered by therr
deaalme. I adcition. a more streamiined approach was introduced
1o revise DE&I prionties, with this evolution including the
development of ar cnterprise strategy w th operat:on support
centred around four new arganising pillars recruiment and
promouger retention, Inclusive culture, and social impact.

To opuise the delivery of DE&] outcomes, regular undates have
been provided to the Board and Commutiees This act on has
resulted In awareness of complex challenges and rrilestones relative
to product cqu ty and rerrediaTion plars o minimise reputanon rsk.
Jpdates further explored progress towards advanding diverse
workforce representation and cresting a new external website
designec to increase the pubhc's understanding of social equiy
opics This engagement allowed 3oard ard Comrmittee members
apportunities to as« key cuestions and share opinions to guide
future outcomes,

Environmental, Social & Governance

Ta learn more about how the Board monitors ESG matters
please see the Renutation & Responsibil ty Committee Report
on page 98.




Portfolio Changes

The Board recewves reguiar updates or portfolis and corparate
Inance scovities throdghout the year, ncluding regular updates on
e transactions (disposals. acgu-ait ons and corooraie |oirt venture
actiy ty) and outputs of per odic port’olic reviews These updates can
take the form of presenting key summaries of informatian
docamented N Board packs or oral updaies on key matters Tnese
distussions are typically les by oxecut ve anc divsional managemert,
sLpported by the Cerporate Dovelopment team znd, where
necessary. external advwisers Subseguertly, once porifcl o
ransactions bave closed, the Board s also kep? in“ormed of the
INtegratior or transi.on progress

Data governance and cyber security

i August 2021, Pegrson announced that it had reachec ¢ settlerrert
wilh the Securi es and Excnange Commussior (SEC) cancerning a
2018 securiry Incident impacung AlMSweb 1.0, a web-based software
ool for entering and iracking students' academ ¢ performance that
was rer red in july 207910 ire warh a previousty schedulec plan

Security eng prevacy are of paramourt Impartance 1o the 3oz ¢ arc
10 Pearson anc 115 stakeholders as a whole and, accorcingly, the
Board was attentiva to this matter as 1 vrogressed Steus undertaker
during 2027 incluced

— The Board and ALdiL Commitiee were kept nformec of legal
discus5ons leading L 70 the seltlemert with the SEC

— Inhght of the SEC Tatte” the Chair of the Board regLested that
ar independen: investigaticn be conducted Into tne
Crcurmsances surrgunding the matter to denufy rool Causes and
process ard programme imorovements, a regLest which was filly
endorsed gy other Board members

— Upon carpletion of that mvestigat on, tne Soard considered and
endorsed recomrmended actions to be taken by the company

— Internal cyber secarity -naident disclosure protocols and contrals
were reviewed and updated, as well 55 severiny assessmen:
pracuces and standards end escelalion procecures

— Follawing the ‘lessons learned discussion, the Audit Comenittee
recewved a progress Lpdate on actiors taken and will cortirae o
Monitar managemens Implemenatuor of progress

The Board and ns Comrmttees also have a1 angoing programme of
discussions relating to therr oversight of data governance, privecy
arid cyber secoriy ratters. in 2027, the maiters covered were

— Date Privacy* - Aadit Committee deep dive witk Chief Privacy
Officer and Chiel Legal O*ficer

— Cyber Security® - Audiz Commitiee deep dwve with Chief
Informatiar Officer aro Sv° - Technology Assurance

— Daia Etnics™ - Reputebor & Responsibil iy Commitize sessian
with Chief Strategy Officer and Cnie® Data Oficer

— Data Strategy - Boarc sessior with Chef Dara G cer

A data-crver approach is core 1o our strategy &s 3 d gital anc
consumer-focused biLsiress, therefgre strict gata governance,
sec.rty ard privacy standatds are irtegral to the manageTent of 2
rurber of our principal fsks The trust that comes from arung with
ntegrity, nuuding through our approach o dara security ano prvacy,
15 at the reart of our corporate valugs You can read more ebour the
impariarce of !nese factors in cur sk secucn beginring cn page €0

* Real more 00 these 288 ON5 17 Tne Corr llee repois Ira allow

Pearson+

InJLly 2027, we zccelerated our move Into cigital and sharpened our
focus cnstudent relar onships by launcking Pearson-, a direct 1o
consumier subscripuon expenence trat gives Higher Education
stuadents simple and atfordable access 1o eBooks and stdy 1ools

The Board mor tored orogress or: Pearsons from the iriial
development of the concent througn ¢ launch arng beyond
Alhnugh oevelopment of products is led and overseen by
mzragemert, the Board paid particular attention to Pearson- as the
f.agship product o the company's direct Lo consume- sirategy, the
creanar and launch of whith also represented a cultaral sheftir the
way Pearscn ideates and brings products {0 mar<et

In the early steges of the concept, the Beard consicered the
investmen to be made aloagside porenial revenues o pe
generaled. Throughout the first half of 2021, the Board was updaied |
on product developmert. cesign, tocLs group feedoack (nclad ng
from te target conswmcr demographic), paong strategles, brand
and marketrg Following a product demaorstration, Board members
proviced feedback on fratu-es and ‘uncnonality with reference 1o the
broader marke:place ard considered t11e key qualiny cifferentiators
anrd lighly personalisad, nch learning experience that Pearson+
would offer the consLmer. The project team kept the SBoard informea
of progress thraugh user accentarce tesing, with design and bullc
quality being fromt of rmind to ersure a trastea product

The Reptigtion & Respunsibiity Committee censicered plans for (the
product launch and media strategy 3s part of a commumicatcns
Jpdate Afler launck, the full Board recenved updates ar investor and
broker senument towards Pearson- as part ol 11 regular Invesion
Relavrons repory As well as moninornng developrment ane go-1o-
market strategy fur Pearson=, the Board cons’dered the potenual for
Pearsan- withir the broader orgzmisation, loo<ing beyord the
baundarnies of the Higher Ecurat on dwison to explore porennal Lees
If olier pJsingss div siors. It also examinec how o leverage the
preduct in possitle norganic growth opparuniies

Following the lzunch of Pearson-
the Boarc paic clese auernor (o
SUDSCIIPUON rates, user
TepISralicns nd engagemeant
data, Certan Largets assoc aled
with the launch and take-up
formed oart of the Boards
dasFboard of KPsin 2027 a5 well
as ‘eaturing N Pezrsor's public
nan-financal K2Is (see page 24).
The prooJct team also provided
the Boare with insights into the
early feedpack coming from
CONSUMETS, COVENNgE TNEMES Such
as procuct features, purchase
experience, 2ffordab ity and
subscrptor lerms

Image rerroved
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Understanding our stakeholders

A strong understanding of our stakeholders and their vicws is integral to
Pearson’s strategic planning and operational delivery, and the Board's
strategy sessions are informed by the views and needs of, among others,
our eight key stakeholder groups: consumers; employees; shareholders;
educational institutions and educators; employers; government and
regulators; business partners; and our communities — the local economies

in which our businesses operate.

As required by the UK Corporate Governance Cade, the Board
ensures thar Pearsar engages effectiively with, anc encourages
parucination frarm, 155 key sta<eholders The Board mia ntains its
oversight Through a variety of direct and ndicect mechanisms,
and the Reputation & Responsibiry Committea mar tars the
Groun's stakeholder engagemeni framework

Mare irformaunn or Pezrson's key stakeholders, ncludirg
their arezs of concern and oJr response, s set out .0 the
Slrategic report on pages $6-79 Further informacon on how
the Directors discharge therr outies urder Section 172 of the
Companies AcL 2006 s available on page 19.

Engagement during 2021

&swith 2020, “ace-1o-face engagement with stakeholders was a
challenge for the Board, given iockdowns and travel restriciions
However, the Board and s Committees recogn se that stakenolder
views are integral to decsion-making and the company's strategy
The Board therefore ensured that it was kept informed of
stakeholder views, concerrs and cormmentary throLghout tie year,
whether through cirect or indirect, chysical or virtual, engagement. In
scdioon, the use of digital tecnnology allowed far proacer
engagement, helping to ensure that stakeholders retained a voice
within the Boardroom. This took place through tamarg other Lhirgs)
physicat interactions (wherever possible), virtual meetings. reports
and presentators at Board or Commritiee meetings, feedback from
members of tne Pearsan Executive Maragement Leam and other
employee groups. and interactions with various furcuons, teams or
adwisers, both inside and outside Pearson,

Whiie all key stakeholders areintegral .o the Board's deliberaticrs,
the Directors recognise that learners’ mierests are partcuiarly
importart, and that a key factor of any decsion 1s listen ng 1o the
interests of the verious stakehalders, taking these mzo account and
ryirg to align or mitigate any apposing views, sil while kecpirg the
learners’ best interests in rMind. Some examples of the key activities
undertaken by the Board or by indwdual Directors in relation ro
stakeholder matters are set out Delow, Flezse also see page 88 for a
detalled review of our acouisition of Faethm, and how it relates to our
stakeholders and the long-term success of the company.

Sharehelders

— Srareholders are a key consigeratior in Board decision-making.
Despite the Board being unable to engage 1n person with
shareholders at the 2021 AGM, we held a Virual Frgagement
Event for aur shzreholders in advanice of the AGM. This involved
an onl ne presertatior and Q&A session with members af our
Board and prowvided sharehoiders with an opportunizy 1o nezr
from our Boarc memoers and ask questions relating to the
business of the AGM At the 2027 AGM, Pearson shareholders
granted Lthe company the authority In its Articles of Association Lo
hold future general meet ngs by hybnd {that 1=, corcurrent
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physical and virtual) mezrs. In 2322 we plan ta Fost our frst
hyorid meeting, which wilt make it easier for our glohal
skarehnlder base 1o take part, anc further enhances the Board's
atility to engege with shereholders,

The Board also ensurec there was a cortinued dialogue
thraugrout the year warh our largest shareholders, includ ng
exiensively In relator to company’s new strategic direction In
addition, and followirg the opposition Lo the motion al iast year's
AGM to a2uthorise holding general meetings on 14 cicar days’
nolice, as part of a broader sharehiolder engzgement exercise ihe
compary scught 1o betier Lnderstand the wiews of shareholders
or this particular matter, As 4 result of the corsultanon, the
compary acknowledges there were certain concerns arodnd
Pearson’s Jsc of this nower to hold meetings or less than 21
clear days’ natice wilh respect to the Seplembier 2020
txtraordinary Genersl Keeting Although the Directors believe
that it is an iImportant vower 0 cortnue o see<Ir futlre,
af‘ord flex bility where timme may ne of the essence on cerlamn
martters, they respect the concerns expressed regarding Is use in
2020 As aresult Pearsor is committed tc reflecung wews of
sharenalders in any consicerauor of future use of this power, i
granted by shareholders. in adomar, the Soard engaged
extensively with snareholders regarding the signif cant vote
against the Directors Rerranerstion Report at the 20217 AGM
Piease see page 17 31 the Remuneration Cammitiee Report (or
addional detall on this engagemen:

For more detalls on how te Board, or specifiic Direciars, have
engaged with shareholders, please see our 2027 sharehaolder
engagenent cycle, below.

-Sbargho!de{' engagement cycle 2021

— Jancary Tradirg L pdate
— Fullyear 2020 results and strategy Jpdate

— 2020 Annual Report & Accourts
— Full year results investor «saashow with Management

: — Release of Form 20-F
— Pre-AGMVIrtual Shareholder Event

— Q1 Tracing Update
— 2021 AGM

— Irvestor canferences with Chief kxecutive and Chef
Financial Officer following Q1 Trading Update

— Engagernentrelating to Rerruneraton

— Nine Month Trad ng Updale

— Investor Roedshow with Chie® Executive & Chief
Financial Officer following Q3 Trading Updale

— Half year resiits
— Investor roadshow following halfl year results

— In persen Investor Roadshow 1in New York & Paris

— Engagement relating to Remuaneratior




Pearson Partner Forum 2021

Held n March 2021, 7ne Pearson Partner Torum orowdea business
partrers with ar opportunity o bear trarm our Chef Executive, Chief
Finanaal Officer and members of the Pearser Exccut ve Management
team ([amang others) on the new strategic direction of Pearson, Win
over 130 of aur key supphers attending, Andy aro Safly snared their
thoughis on Pearson's strategy. enabhirg business prowders to hear
directly from, and engage wth, our Execlove Directors This Ive wirtual
gvent also gave business pariners an Msight 1n1o the company's
spproach 1o responsible procLrement and outlines oJr approach 10
suppliers with specific reference to DE&I and oLr new workforce skills
dision While the focus was on providing aur suppliers with an insigrt
into Pearson, and specfically In -elaiion to our new strategy, the forum
provided tne opportunity for ousiness pariners o ask questions, thes
providing our Executive tearr with an undersianding of sL.ppliers’
views and concerns, The imtention of the forum was to fighlight the
crivical rale that partnerstips and carparate social resoonsibil gy wil
plzy N Peerson's strategy o tne future

Engagement with employees

Despite physical interactions being mited throughour 2021, the
Directors uthsed a numbcer of metnods 1o engage with emoloyees
wirtually throughout the year The Board recogrises thal Pearson
employees areintegral 1o the business and tnerefore made s.re
that, duning e ame of contraed ransformaton, employecs were
listened o, appreciated. suoparted and rewarded Some examples
oF how the Board has ergaged with employees include,

— The Employment Engagement Netwaork

The network has estaplished a feedback mechenism between
the Board and the workforce, enabling the Board to near
directy from employees Members of Pearson leadership
nominate a group of aciive listeners, gand comrunicatars, and
solid ermployes @ambassadors o represent the voiee of our
employees across the company 2nd in key geograohies. In
making these appolntrnerts, matrers such as gender, ethnicty
geography, age and tenure are taken into accourt TAis ensures
we have g diverse and wide-rangirg grot.p of indiwid Jals ta
represent our workionee,

Di.ring & ore-year apponttment, te ncrwark rees virtLally
with a non-executive director or a quarterly vas's The group
contribures its views on Lmely topics and provides feedback,
which 1s also én wrportant part of UK corporate governance

The network providec insightful and helpful feedback on a

var ety of key topics in 2021, including the ladnch of the new
coTpany-wide strategy as well as our renewad purpose and
valdos

In 2027, the network alsa welcomed Sherny Coutd as
designatec Board representative, succeeding Dame Yivenne
Cox Witk her extersive track record of workirg with szart-ups
and sc2ling nusinesses. Sherry Fas parl cular expesience n, ard
passion for, fosier ng war<force engagement She will be oinec
by Chef Human Resources Officer All Beoc, ineach mecung
moving forward Key therigs that will be discussed in 2022 are
nnovation, rewarc anc recogn uon, systems and PToCesses,
arganisational siructure, and silos,

“l am delighted to work with colleagues in the Employee
Engagement Network, which is a fantastic channel for helping

i tobring the employee voice into the Beardroom so that we can
co-create the future together.”

Sherry Coutu,

Pearson's Designated Non-Executive Director
responsible for workfarce engagement

Consumers

As a pusiness with a facus on airect Lo consutTer, the consumer 15
ntegral 1o the corpany's sTategy, and 1s a key consideranon for any
Board deasion Tae firectors therefore need 1o ensure that the
opiniens of all consumers - be that scrool students, vocauonal
tearmears, mdividuals looking o upskill or reskilt in the workplace, or
anyone else - are taker intg account in every decision or d scussion
that is hac Tne Directors ensJred that as @ Baard they were
recenng refevant, up-te-date and deta led informatior througn te
form of reporis, verbat updates, and presemtatons on 3 range of
matters, ncluding the launch of the direct to corsumer strategy, the
launch of Pearson+ (*or mare in‘ermat.on, ircluding how the Board
received student and user testirg feedback, please sec our case
study on page 85), updates from the DF&| taskforce or increasing
diversity in Pearson procucts and serwices, and general updates on
product development and dermonsirar ons,

There were regular scheduled rreetngs (wh ¢k were held virtually ‘
throughout 202 1) wath the EEN anc Ms Cox or Ms Coutd, wha
respect vely reporiec bac< 1o the Board after each session so that
the wews ard voice of the wor<farce coule be ref ocied in the
Board's business and deliberations, ‘

Far addmiona! infarmation or how the Board will increase !
ergagement witn employoes it 2022 w.th respect to
remune-az on, please see page 114.

— Learning initiatives

Daring the year, the Corrpany hele a nurroer of wirtual evenis for {
the benefic of ermployees, with topics n¢lading * Global Learring at
Work Week', 'Global Inclusion Week ‘Global WELL Week and
‘Information SecJnty Awareness Summir, among olthers As well

as the Exegutive Mirectors peing directly irvolved, the Board alsa ‘
receved ‘eecback on these events as part of a general update or
talent. iwarning and company caltare

— Virtual Town Halls

At freguent pomts throughodt the year Andy, Sally and the ‘
Fearson Execative Management Team helc virtuat town nalls,

which Pearson employees were invited to atterd Tresc
discussions were of parucular inrportance when they coincided
with the significant points in the year, far example whes Andy
annoJnced Pearson's new strategy, the labnch of Pea son+, and
any results refeased by the Company

— Pulse Surveys

On a guarterly basis Me Pearson warkforce recc ves an nvitation
1o complete an empioyee survey, anc the Board ciscusses e
results of these surveys

These give the Board insignt into speciic seruments of the
workorce In 2021, these greas mcluded rmental Fealth and
wellbeing, persoecrves on indwiduals' prolessional ceveloprment.
thoLgnts on the company's strategy. anc what indrduals thimk
auout working at Pearson The survey glso gives employees an
opporiuniy 1o provide written feegback, which s semmansed
anc. if there are urderlyng irends ar comrrion thesres, presented
Lo the Baoard The measures from the Pulse survey also farm part
of the Board's dashooa ¢ of KPls, which it monitors regularly |
Across the year, 71% of respondents self-reported that they nad
upskilled or reskilled in 2021.

— Mentoring schemes

The Non-Fxecanve Dieciors parioBaie 1n & mertor ng schems, !
whereby they are pairec with a nigh-paterual lezder at Pearson

After a success’ul frst conort in 2019, the scheme was re.

launched with a new cohortin 2021. Tor addivonal details, please
see page 26,
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Key decision made by our Board

Acquisition of Faethm

This case study on Pearson's recent acqursition of Fzeth'm shiows an
example of how the Directors have considereg the long-term
consequences, Interests of stakeholcers and the mpact of
Operaunns on the community it tneir dedis on-making processas,
while acting in a way that promotes tne sJaccess of Pearson for the
berefit of its sharenolders as a whole

InSepremoer 2027, Pearson anrounces the gcquisiuon of Teethm, &
nioreering digital anayncs platform that helps companies and
governments understard the dynamic forces shaping the laoour
rnarket. The insights provided by Faethm help its customers o make
data-drven deasions 12 navigate the charging abour market and
suppart the upskilling and/or reskiling of their workforce, thereby
helping ta prepare the working sge populauon for disruption 1o
current_obs ard ways of work ng

ilaving fi-st maoce a minority Investment in Faethm through Pearsor
Vertures, Pearson quickly identified that Facthm's market-leading
data, insights and Al capabilities couid play smimportant role both in
Pearson's digital strategy, anc in ts Con: nued comm tment 1o serve
the Iifelong -earning needs o° people arouna the world. With
cLstomers across the globe and a great bus ness ethic, the Directors
noted that Faethm's strong reputation would compiement the nigh
standarcs witr which Pearsor seeks to comduct pasiness Faethm
si1s at the very hieart of Pearsan's mew Workforce Skills anvsion and
I7s aralytics capability, combned with Pearson's world-class
end-lo-end learming and assessment products, enables companies of
all sizes to urcerstand whet skills are needed m their work®oree, and
how these s«ills can be nurturec anc developed. This i a further
buildirg block ta power the next generat:on af Pearsoi's ifelang
learring products, meeting the rapidly changing needs of tocay's
waorkforce and br dging the giobal s« lis gap.

Faethm was Pearsoni's first major acausit on since the
mplemertation of the new divis onel structure, end ar acquisihan
that s integral to the growth of our Workforce Skills Drasion Durirg
ther discussions, the Board ensdred that there were strong strategic
rationale, clesr integration plans and achievable synerg es.

When cons dening this acquisiior, the Board receved detalles
updates from management, prepared by tne internzl adwisory team
fwith key nput from the business and external acvisers; setting out
the strategic ranonale, anticipated synergies, d.ue diligence findings.
valuation and return aralys's, stakehoider considerations and
detaleq post-acquisit on Integratior plans. Very relevait nthe
discussions were also the possibilines to Jse Faethm's data
capabilities and sophisucated skills Laxonomy to power future
products W be developed by Pearsor Through the decision-making
process, e Board considered how the acguisition may accelerate
the companys strategy and how the expertise accured as a result of
the acquisition allows Pearson the opportunizy to provide support o
a range of stakeholgers. all of whom can bene’it from the enhanced
ability 1o adapt 1o a dynamic, ever-changing enviranmen: and the
potential cconomic oprortunit es that this brings, el while ensuring
that the acquisiuor was financially viable and woud therefore
continue to support key internal and external stakeholders As such,
Lhe Board was mindful of the ability this acquisitron would have to
promote suslainable economic growth and provide an inclusive
approach in order to suppart each and every indmdual In their
search for work. The Board considered the company's key
stakeholders in the following ways:

Educational institutions and educators

The Board notec the potenual role far Pearson as a 'matchmaker’,
everaging our experience and poition in the market (o prowde
educational cptions to employers that are looking Lo recrult, retain,
upskill and resk.ll their employee base Integraung Faetnm’s solution
into the Pearson busness allows the company to foster @ mynad of
business relationships and provides the opportunity to bring
together employers and 1mstizutions
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FATHM

by Pearson

IMmage removed

Employers

Employers, ncluding companies and governments, often struggle to
understand and <eact 10 the dvramic forces that shape the ;abour
market As a business and ar emiployer which nzs oeen affected by
both digital advancements and, more recently, COVID-T9 disrupt ons.
Pearson s constnus of the cansiart recairerment Lo ugsk |l z2nd
reskill a company's warkforce As such, the Directors are she o
loverage thoir expeniences o understand the penefits 0! a solauon
like the ane offered by Faetam Stepping ourside the sohere of
‘treditional ecucat an and ackrowledging the needs of a constantly
changing labour market, the Directors received reports and debated
the impact that Faethmm coale bave on & compary's workforce They
acknowledged the gap in traiming that many organisations ‘ace in the
aoiity to retawr, upskill and reskill tnerr employee base and egreed
that the service provded by Faetm would provide ¢ lung-Term
solution for employers, facilitanng data-driven decisiore and help ng
them predict and navigate “uture developments

Consumers

As a pusiress with a strong direct to consumer focus, Pearson puts
the consumer at the neart of s stratcgic decisiors, Facthm offers a
solution thart allows tne world's workforce to Lnlock its potential Witk
1ts Al powered forecast engire and z grarJlar skills ontology, Faethm
enables compantes and governmenis 10 gain a deep undersiending
of their workforce and to suppor? individaals to upskil (snd progress
inther careersy or reskitl (poimting therr towards an allernave
career pathway), In ther revievs of the proposed acquisiion, the
Directors acknowledgee the fast-moving pace of warking
ervironments, and considered that the acquisitor of Fzethbm would
give Pearson an impartant building binck to create the best
erd-1o-end skills mapping ard learning salution for consumers.

Employees

The Beard considiered the employees of Faethm in their
deliperanons, including how best (e preserve the entrepreneunal
culture and drive that the Faethr leacership team had created. The
Boerd also discussed how best to mirimise disruption during
Integration INto the wider Pearson culture, as weli 25 ways 10
incentivise and support Faetbm employees.

The Directors also considered the impact the accuisttion would have
on existing Pearsan e ployees, especally those ir the Workiorce
Skilts divisior Arrangements were made for relevant employees o
be prowided witk an opportunity ta meet Faethm errployees, and
learn rnore sbous the Faethm solution

Shareholders

In evaluating the acqu sition prospect, tne Board corsidered the
alignment of the accu smon with Pearsor's stretegy. the porentizl

f nanczl rewurns on invesiment, and whether the commercial terms
of the acquisition were in the interests of snareholders as whole The
Drrectors agreed that integral ng Faelhm's Laxonomy, cala science
and carporate sales capabilit es into the company could play 2 key
role in accelerating “earson's strategy The Board agreed that Faethm
was a strategic fit for tne company with the potenual for broad
benefits “or the compary and its members



Directors’ induction

J The Directors recewve a s:gniflicant bespoke incuction pregramme and a range of irformation about Pearson wnen ey jon tne Bgard, Tris includes
i packgro.und informration on Pearsar: ars detalls of Boarc procecures, Directors' responsibilities and various governarce-related issues. Inclucing
: procedures “or desling n Pearson shares and their legal obligatons as Diectors

The induction also tymically Inciudes a series of meeungs with memvers of the 3oara, exterral legal adwvisers and brokers, the Pearson Executive
Management team and other semior management Direclors receive presentalions regarding e business from serior executives and a brefirg an
Pearson's irvestor relations programme The inducuon: framework is reviewed periocicelly oy the Nomiration & Goverriance Cormmittee.

Induction for Annette Thomas

| As part of the onboarding programme for Annette Thomas, who was it Wa% an edu_cat‘mg,

‘ apponted as a Non-Executive Director ir Gctaber 2021, the company engaging and insightful
provided a comprehersive end engaging ncuclian aver a series of meetings, experience that b.rought
begnn ng before Annette joined the Board The programme pailt on her me up to speed “f'th every
particular skillset, artrioutes, and background 1N mecia and educaton, to aspect of the business and

the governance

Integrate her no the Board's acuvities . ;
requirements in advance

| In addition to meeting our Chair, Chief Executive and Chief F nanc’al Officer, of joining the Board. Each
; Annctie mel with each ¢f the Pearson Executive Manggemert members and meeting was carefully
key representatives of ouLr corporate funcuons These meelings covered planned, and appropriate Annette Thomas
year-ta-dare performance against firancral abecoves, strategic nmiaives aro infarmation was prepared Aopainted to the Board
i awde range of ormer matters, some of which are presented nthe anle with the aim of supporting ppainted to the Boar
‘ below my contribution as a on 1 October 2021

Non-Executive Director.”

Folawang the imitial prases of her inducron, Anrette was keeri 1o uncersiznd
i n greater detall all five busiress divisions, as well as ouLr Humar Resources
‘ srd Direct 1o Corsumer functions Addimoral meetings were s.bsequently
arranged for Annette to lcasn more about these functors. including an in-depth d scussion with | ynae Frank, Chief Markeung Officer and Co-President
of the D rect to Consumer funcuon

Annetie's rduction progremme 20 Mcluded one-to-one meer ngs with each of her ‘ellow Non-ExecLtive Directors ard a comprehers ve overview af
ezch o° the Boards Committees, including therr abjectves anc prienies, The Nom ravon & Governandce and Reputat an & Responsibility Committees,
contribi.tion 20 which she discussed wih their respective Chairs, were of particular imoortance 13 Arnetre

Annctic met our external al.ditars and brokess and ,oied a meeting with e company’s legal atvisers to discuss, amorg other topics. directors’ duties,
corporale governance and exiernal report ng.

[ A selection of meetings that Annette Thomas held with the company’s senior managerhent 7

Attendees Key topics covered
) Business Assessment & President, Assessment & Quelificatons Chrical & US Stugent Assessment
| Divisions Qualfications Pearsor VUE
: Finarcial metnigs
verpual President, Virtual Learring Market anc currert positoning of Pearson
' _earning Yalue propostion
| Key performance indicators
Higher President, Higher Educauon Ferformance measures & commerc al KPis
Education Business model
S-year sirategic overvievs
Workforce President, Workforce Skills wWaorkforce siralegy
Skilis Orgznisational structure
Key business metrics
Engler President, Englsk Language Learn ng Frharcia: projectisns
; Language Drgenisauonal structure
Learmirg SUrategic pror ues
Corporate Company Company Secretary incuction planming
Functions Secrerarial Depury Corpany Secretary Goverrance framewar

UK plc regalazory incuction

Exterral counsc Board and Cormmitiee mratte’s

Harnan SVP, Reward DE&I commuzrents and mitiatves
ResoLrces VP, HRBP Higher Educatcn amd Corporate Funciions Gozls, measJres and challenges

SVYP.HRBE VML Learming, Eng! sh Language Rerrureration pr.ncples

Learning ar d Workforce 5kills
| restor 54YP, rvesior Relatons Sharerolder views
Relations & Firancal Commumcations External percep: on of Pearson

Mos: ‘Tequently askea questians from sharetaloers

Legal & Actung Chief | egal Office” Key iegal risks and recent matters
Government Goverrment re'aons key themes
Relations S.stanab ity
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Board evaluation

The Board operates a three ycarly evaluation cycle which employs
a variety of methodologies to ensure the maost effective results.

Following ar internally faciitatec rev ew in 2012, led by the Senior
Independent Direcior, and an exiernally leg review ir 2020, the 2021
eveluanon wodle normally have beer questionnaire based However,
gwen the appointment of a new Senior Indeperdent Dirccor n Apri:
2027, 10 was agreed that it would be benetciel for 2 further internally
favirated eveluaton to be undertaken i1 2027

Three-yearly evaluation cycle

Year Methodology 7 Last
undertaken
@ Questionrarre, tallared rn specific needs 2018

of the business

irternally facilitated mterwcws, tobe led by 2021
the Chair, Senior Independent Director
and/or Compary Secretary as appropr atc

In-depth evaluauon, exterrally 2020
faciitated

Approach and methodology

The 2021 evalualion was carr-ed out by Tim Score, Senior
Independen: Directar, thraugh e series of one-10-orie Lonversstians
with eacn Director

Discussion areas mcluded matrers that are irrportan: (o Pearson in
particular, g well 2s those iterns laid cown irthe Code aro
assovated guidance, including:

— the effectiveness of the organisatian and dynamics of the Board,
ncludirg Lompesition, comoetencies, d versiy, leadership,
cgencas. meelng cadence. gual ty of the information prowvided,
goverrance and decs on-making

— reationshps bewween the Board and senior leaders, and
between members of the Board itself, including the remits of and
Interacuon among the respective Commitiees and with the Board

— sLccession planning and talent pipeline or Execative Directors
ard other senior leaders

— the compary’s purpose and Lhe Board's manitoring of
arganisational culture, behawioars and erployee sentiment

— zruculation and implementarnion of strategy

— understanding of rs<s facirg the company, inclucing probability
2nd mitigauor

— understancing of stakcholder views

— oversight of £5G ard sustainatrlity marters, ncluding DERJ

— concerns and areas for improverrent

The members of e Pearson Executive were also invited 1o provice
therr views on these lapics oy way of a guestionnaite priar to the
Directors' ind vidual irterv ews The findings from this exercise were
anaiysed by an external advisory fir, Lintstoc<, 2nd sharec, on an
unadtribdtable basis, wth the Senior Independent Direclor in
acvance of his corversations with Board members to ailow for the
Executve’s opinions to be taken into account dunirg the orocess.

90 | Pearsen plc | Annual report and accounts 2021

Evaluation process

The format of the review was agreed by the Normina: on
& Gavernarce Commities

The scope of the review wes finalised by the Seror
Irdependent Drector wir stippnr fram the Compary
Secretary.

Feecback rom the Pearsar Executive was gathered vy way
of 4 questonnare

The Senior Independent Directer ntervewed
cach of the D recars on & canidential and urattributable
0asis,

The pupdt of the evaluation was captured in a report to the
Baard in Decemnaer 2021 with the Board then discuss ng the
points ratsed Dy i1e revicw

4 € (€ €4

Progress on the findings of the evaluzuor will be monitored
vy the Nomination & Governance Commirtee throughout
2022

The Normination & Governance Commitree reviewed the findings
from tne evauaion witk the (ull 3oard 3t 1s meeurg i1 December
2027 ine Committee will cevelop an act on plar to address areas *or
Improvement ang will monitor progress during the year

In reparting back o the Board, the Seniar Independen: Directlor
reported that conversations with Board memhers were pos tive, with
Jnanimous agreement that the Board operates el’ectively

Key findings included:

— All Board members are “Ully engaged, prowiding the night bzlance
of challenge and support to the Executive There is a Figh ievel of
retained strateg ¢ end operatons’ knowledge. The Board
members as a group are collanoratve and respecifui, with
CONTAIDUTeNS made in & corstrotive bat informal tene

— Board mermbers have relevant skills and expernience alben the
Board recognised the importance of paying particulsr atention to
Its balarce of skills and experence In | ght of departures during
2027 Theigentty of the rew Chair was viewed as impartant in
considening the appropriste mix of s«ills ard experience on the
Board.

— The frequency and length of meetngs and structure of agendas
are considered appropriate. Contnued refinement of the
dashboard and milestone report nas fzalitated appropriately
disciplinec discussion by focusing on the most important issdes

— The Board appreciaies the leve: cf exposure it receives Lo layers
of management below the seniar leadership team, which assists
the Boarc's understanding of the talent pipeline

— Company secretaria: support to the Board was considered to be
of an excellent standard

There was unanimous agreernent tha the Chair leads the Beard in
an effective manner, fulfiling Pr naicle F of the Code The Directars
agreed that he demonstrates objecuve jJudgement, promoles a
culture of openness and depate, and “adilitates constructive Board
relat ons and the effecuve coniributior of all Non-Execulive Directors.
This in tuer supports Non-Executive Directors in fulfiling the

requ rements of Principle - o” the Code in providing constructive
chalienge. sirategic guidance, offering specialist advice and hold ng
managemert 1o accoJnt



The mair arces identified by the Board for parucular focds darng
2022 were

— Connnued fotus on strategic execunon 1n eack: of Pearson's fve
divisions, incluzing clarity on how the dvisions work togetker and
conunued ootimisat on of the rrore-estatlished businesses

— Conunued distussions or porttolio, nvesirent priortisat on,
capial allocation ano other corporate finance rates, nsJdpoort
o’ delivery o’ the strategy

— Involement ir the select:on of KPIs, with the Soard having
visibility of supporting data (o allow evaluation o relevant meincs

— Conunued sharing of customer insights witn the Board Lo aid
understancing of tne guality of product, cortent and services

— Ongoing fecus on succession planning anc Lalent manzagement,
botk at semor levels and rmore broadly to ensure Pearson has the
right skillset to execuie the sirategy

— Refnerrert of long-range plarn ng in light of the new strategy
and bus ness str.acture

— Ensure work to retresh the r sk management framewark
canunues, particLlarfy glven tme increasing mportance of
inforrration =ecurnity, data management and privacy, and cyber
risks

— Conunue ta evolve wayvs of moritorng the calure and behavia.rs
throughour the orgarisation, as well as overseeing the
implementzlion of Fearsor's new pLrpose, mission, v slon and
valiies

Irr gddition to the annual evatuauor exerose, the Char meets
regulzrly with the Non-Cxecutive Direciors and (nese sessions
incitde recprocal feedback on the funenoning of the Board

Individual evaluation

In additon 1o the evslugtion of the Board as a whole, Execative
Directors are evaluatec cach year on therr overall performance
against goals agreed by the Board, and n respect of strategic
meesures under the compay's annual incertrse plar These godls
ard obiectives a7 linked te the key metrics for the comoany,

wrcluding noth firancial and strategic objectives as well s gozls Inked
to culrere, tzlent brang, d g3l growth and transformatior. Progress
against eact of these metrics .5 rev ewed by the Board on & regular
basis, 25 part of 4 dasnbzard of KPIs.

The Chair leads g formal ndivduel evaluation of eacn Nan-Executve
Directar every other year and enco.rages open channels of
conmunicatior berween Direcios and the Chair on an ongoing
basis Ir the Board's cpimon, these ongoing lines of communication,
combired with a Group-wice celture which allows and ercourages
feedback at any tme, provide the rrost effecuve means for
evaluation In assessing ihe comtributon of earh Non-Executive
Director, the Chair has confirmed thar each cortinues 0 make a
sigrificent conwnoution T2 the business and delibera: ons of the
Board. 1he Non-Executive Directors, led by the Sericr Independent
Director, also conduct 2n annual review of the Chair's perfarmance,
with the Semor Irgependent Director prowding feedback from this
reviow to the Char,

Committee evaluation

All Commtiees unpertake an annual evaluation process o review
their perfarmance and effectivencss Far 2021, the Committee
CVaiuanon process (omprisec twa clements

— feedback relarng ro Commiteees was sought from Directors as
part o the w de- Board evaluation lod by the Semor Indspendert
Direclor

— other key contniputors to the Committees wore INvited to provide
their wews by way of quest annares tailored (2 the spec fic remit
of each Committee

The findings from this process were considered by each Corrmitice
al 1ts December 2621 meetng Tne Committess were cons tered by
Directors 12 be warking well althoagh it was feim thar, giver the
evolyng strategic pronities and the changng sk landscape, a review
of the remits o' the Commirtees snould be carriec out (0 enscre ali
key arcas are being covered and there 1s no duphication The Boarc
also roted that all Committeas have recert'y hac or are likely to have
Chair transit.ans i the near of reedtam temm Read more in the
Commuitige reports on the pages that ollow

Progress on findings of 2020 evaluation

A number of actions were teken danng the year i respanise o findmgs from the externzlly fac tated 2020 Board evallLation process, a5 set ous below

The Board has can‘irmed that these items were acdressed to its sensfaction, witn recorrmendations having been pJt inte pracuce or 4 cleas action

plan denufied for each.

Finding / Focus area

Support the Cie’ Executive -n delivery of new
visicn and strategy, incducing evolving are
monronng cultdre and refresking risk analys's

Focus on bzlarce betweer surategic
cons derations and per‘ormance moriorirg,

Response/action taken
The Board worked closely with the Chief Fxecative anc management ta support developrent
ang ntrocuction of the new sirategy The Board valuer s close Invovemen: 1N e recent \
refrest of Pearsan's purpaose, wsian, missior and values, for lawnchin 2022 e ongong ‘
refrest of Pearson's nisk ramework has been valuable and positive 52 far, although work will
continte Nto 2022,

This wes a parucuter area of focus for the Ch ef Executive supparted oy the Company
Secretary and execolve tearn. Board discuss ons curing the year were seer as open arg

including: engag.ng with proposals and ideas being brougrt to the Board a7 the spproprizte Urme 1n Mer

— gualty of informator receved by Roard
— opoortunl es for debate end dedision-maxgng
— KPis and marke: insights

Conunue to support ESG and sustainabihty
agercas. ncludirg DE&

Conunue 1o enhance virtual irterachors petween
the Board, COMTIIEES aNC EXECuliv
managament Facilitate virtual engagemen: with
the wider workforce as well &5 atner stzkencloers
where approoriaie

development Boarc matenals are wewed as umely and conaise vatn tne improvement in this
areg mucn appreciared by the Board

Tne Board recogn sos tne ncreasng imporsance 075G, sastainak ity anc DE&I arc the
progress being made by Pearsor nthese areas and 1z confident that sufizient vme s neing, '
and will corur Je o be, devoted o ther at Bozrd 'neetirgs Read more on page 84

In 2021, the Beard and company conanued 1o ava | wself of tne opocriunues presentec by
remaie warking and viriua! meeungs Tre agility efforded by wrual mesungs allowed nat only
tor the Board to coruir ue 10 operate effectvely -nroughout ongong pandeTic restricuons. but
also for meetngs 1o be convered or rearranged at sk ort notice wrere necessary 1o consicer
yrme-sessiive matters, as well as beng ar enatler of other Interacucns with sta<eholders,

inclucing Employee Engegement Network meetings, the Pearson Partner ForLrr and 2
pre-AGM sharehclder evert. Reac more on sitakeholcer ergagemert ar page 86 Ir soie o
tre benefits of wirtual irteractiors tre Board is keen to spend more tme together iIr parson
45 500 as CrouTsiances permit

i
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Nomination & Governance Committee Report

Sidney Taurel

Committee Chair

Committee responsibilities include:

Appointments
Ident 4ing and nomimating candidates for Board vacancles

Balance

Zrsuning that the Board and 1ts Commiitees have tne
zpproprats balance of skills, experience, mdependence,
civersity and knowledge to operate effectively,

Succession

Reviewng the comrpany's leadersip needs with @ view 10
ensJr~g the cortnuec anility of the organisauion to compete
Ir tne markelglace

Governance

Reviewing and overseging PEarson's Ccorporate governance
framework, inclucing cukure and employee engagement,
Board evaluztion and traning plans. and the Board Dvers ty
oty

Terms of reference

The Committee has written terms o refererce which dearly set out
115 authonity and cutes. These are reviewed annually anc car be
found on the Governance section of our website [pearsanplc com)

Committee members and attendance

Allendance by Directors at scheduled Nominauon & Governance
ComTittee meetings througnout 2021:

Committee members Meetings attended
Dame Elizabeth Corley’ 474
Sherry Couty A4
Dame Vivienne Cox? 212
Tim Score 4/L
Sidrey Taurel 4/
Annette Thomas® 171

1 Dame Llzebert resigres rorthe Boarc and wre Commitiee om 37 December 202
2 Dame vivienne retired from ihe Bozrd end tre Commiree on 23 Aprid 2021
3 Ms Thomzs was appeiried o e Comm Lee on 1 Ceiober 2021
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Role and composition of the Committee

The Comm 1tee monitors the composition anc balance of the Board
and of ts Committees, idenrifying and recommending to the Boare
the appointment of new D rectors snd/or Commrittee mermbers. The
Committee kas oversight of the company's compliarce with, and
approach to, all apphcable regalaton and guidance related To
corporate governarce matters, The Comm tiee also oversees Lalent
and succession nlans for senior rofes,

The Commitiee currently has four members inclucing me as Charr,
with Anneite Thomras heving joined the Committee fallowing her
ppointment to the Board in Cotober 2027 Durng 2021, we said
goodbye to tws Comrrittee members as they steppec dowr from
the 8o0a-c - LUame vivenne Cox, who was my aredecesscr as Chair of
the Commutice unt L her rer rementin Apnl 2024, and Dame Flizabeth
Corley - and | offer my thanks to both for therr supstanal
contributicns 1o the Commirtee’s work

The Chief Executive and other seriar management, ircluding the
Chief Humar Resources Officer, attend Committee mmeet ngs by
nvitator: All Committee members dermnonstrated 2 srrong
attendance record dunng the year (see left) Ir addilior Lo the foar
scheduled meetings held durng 2021, the Committee also el as
necessary 1o corsider the Chair successior process, You can resd
more about the Chair scccession process on page 95,

As Cammittee Charr, | am available 10 engage witn any shareholoers
who have questions or commerts about the war< of the Cornmitiee
310 was pleased Lo join oLr virluzl engagement evertwin
skarenolders ahead of 1ne 2021 AGM

Board succession planning, skills and expertise

A key element of the Comrmittee’s remitis to fead the urocess for
Board zppointments in ine with appropriate sLocess on plars, The
compary has contingercy plans in place for the temporary absence
of the Chief Executive for health o otner reasons The matter of
Chief Execuive successior 15 a regular itemn for discussion and review
Dy the Board on an annual basis. SLcession planning for the Board
as a wnole 1s considered at legst arnually by the full Board and on an
ongoing basis by the Committee. In 2021, the Board discussed at
cack meeung the evolwng nature of the skills and charactensucs
required of new Non-CxecJuve Directors The Chair and Senor
independent Director slso discussed Committes saccessior planning
on aregular basis

The Comm 1iee has defined a set of specific criteria for patential new
Nar-Execarive Directors, it particoiar gving consiceration to the
skilis, experience and krowledge reguired in any candidates. Pearsor
expects all Mon-Executive Directors o dermonstrate the highes: level
of integnt s and credibility, Independence of udgement, maturity,
colleg elity and the commnment To devote the necessary urre <. the
compary’s business,

As part of its regular succession plarming activity, all Board merrbers
are zsked penodically to corplete a self-assessment of the skills ard
experience whicn tney pelieve they eath brng to the Board. The
assessmert focuses on those categories of s«lls and experience
which are relovant o Pearson's strategy, business model ard
parucular organisational charactensucs. Wrhen mapped against
expected retirement dates the assessment helps the Committee 1o
igerufy the areas wnere it may need to focas any future search
aclvity The results of the mast recent assessment (shown ooposite)
demonstrate that Pearson has 2 strong spreacd of s«ils across all
areas identifiec as being of particular importance



Skills matrix

Th's matnx represents the number of Jirectors witk core o+ supplemental capability in areas that are relevant to Pearson's strategy, busimess model
ard organisal onal characterisucs. A core capability 1= one of the strongest areas of a Director's skill and experuse, where they bring consideranle value
to Board disfUss ons . A supplemental capability 15 anarea where the Direcror is competent ar has expengnce, but itis not one of the primary skills or

artriputes that they bring to tne Pearson Board,

Category
1 Accounung and finence 6 FEcucation and public
2 Data and cybor secuiigy sector

Global markets

2 [Dngital ang tecnnology 8. People/general talent
B
focLs, includ ng worxfarce

governance

4 Disruphon managerment,

inciding: Talen: learning
leadershun tkroagh 9 Pohcy and government
cnange, Marketing and rerations

data nsights, New
business madels and

10. Prior CFC £xperience,
peruculzrly of
Innovauen mulnnational tusnesses

5 Drect e consumer 11, Remureration
business models
{mchuchng Conaurmer
brand and marketirg)

12 Seale and complex.ty
13 Sustainabiliy/ESG
14 UK plc governarce

® Core capability @ Supplemental capability

Image removed

Board search processes and appointments

The Comrittee has been very acuve over [1e past year N relation
10 Board sea~ch achivity. concucling several searck processes
resufurg in te appontrTert of two new Non-Exccutive Directors,
Annette Thormes and Esther Lee, and selection of 8 new Chair, Omic
Kordestary While these processes were all canducted separately,
with specific candigaie profiles nmind and uuhising two differeng
search frms, 1L was imperstive Tor -he Comrmittee 1o ensure there
was appropriate alignment across the three searches such that the
breadth of desired skills, expertise anc backgrounds were su tably
covered by the appo nted candidetes. As nateg above, you can read
more abou: the Chair success on process on page 95.

Before commencing the searches, the Committee took into accaunt
the changes ta te overall skills and expertise or the Board resuting
rom -ecert and ent opated reuremen:s of other Nor-ExecLtive
Directors ard mapnec 1S aganst the key areas of strateg-c
IMPOortarce 10 118 Dusiness, 1o ensure our Board would be optmally
statted To deliver on the new strategy.

The Commiiies agreed that it was particuiarly keer wonden fy
candidates sC70ss the two Non-Executive Director searches who
would bring a combiraton of skills and experuse in the 'ollowirg
areas

— global or rulunat onel execdvve cxperence, preferably INcucing
expenense of the US market

— leading complex companies throdgh dig ta ransformations
— digtal and/or datz analytics

— direct [o corsumer experience

Takirg into aCLourt1ne agreed person spechicauon, tre Comrrige
cngagec external search firms (o undertake two SCarcn processes. Ir
line with the oomectrées of the Board's Diversity Pol oy, the Commitree
asked tne 17ms to ensure that the lists of cand-dates refected
diversiyy of gender and ethmuity as well as d versty rits

broadest serse

As Chair, | worked closely with the search firms 1o cevelop the
cend date Ists, with the Comimitiee then considering Tne candidate
prefiles ir deta |, including therr current commitmerts, skills,
rotivanons ard previocs expenience |1 et wh all shortiisted
cand.dates and provided my feedback w0 the Comm tiee, following
which the preferred cancicaies tren met with the remain ng
members of the Board, The searcn processes culminated in the
appaintrents ol Arnette Thomas and Esther Lee as Non-Execuuve
Directors with effecr “rorm 1 Oueober 2021 ane ~ Feoruary 2022
respecovely

Pearson was ass'sted in the search processes which resulted 11 1ne
sopoirtments of Annette and Esther by Russell Reynolos Associates
anc Spencer Stuart respectively. heither irm has any connection
with Peerson or members of the Board beyonc 1s expertise in board
anc execulive search Both firms are signatories o e Voluntary
Cooe of Zonduct for Executive Searcn Rirms,

Executive succession planning

Succession planning “or key pasitions 21 Sxecutive managemens level
15 primarily cverseen by the full Board with support providec by the
Committee 1 respect of parmticular miuatives The Execunve team nas
a key roa 1 pley 1IN our sirategC planning trocess, 1he ongoirg
developr-eat of our talet oipelne and 10 lostering the culture ard
velues required o cornrae 1o delver on our stretegy ir Decerr ber
2027, the Bparc held a discussior on talert, 1ncluding a successon
plarnirg sessior focdsed or the execalive ppeline rom whick the
future leaders of Pearson were likely to emerge, bott at Pearson
Executive Managemen: level znd for other key roles. A d verse
pipelre of ready now and ready later emerg ng talent nas beer
igerufed, and plzns are ir place (o accelerate their developrmen: and
path o successior where possible These measJres incluce INvinng
ncwiduals o partipate in Boarc and Committee meetirgs,
mentorng by Nor-Executive Directors, a1¢ encouraging arc

erabl ng:ndvicuals to ta<e or external nen-executrve rales in grder
LG Increase their exnosJee (o new arezs of bus ness. The company
alsa Fastargeted deveoprrent program mes for mg=-potertizi zalenr
and mentarsh p programmes for Jiverse icaders, as well as
development crogrammes for junigr arc ruddle manzgement
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Nomination & Governance Committee Report continued

Other areas of focus during 2021

The Comritiee Oversees te Company's comphance with the Jx
Carporaie Governarce Code and recelves 4 starus tracker ai each
meelng 1o enable it tc Lons der the approprateress ard malur iy o
various elements of our governance framewark and to monitar any
areas of non- or qualfied comipaance Learn more about Pearson's
comphance wth the Code on page 75

Other areas of focus for the Committes cuning the veas induded:
avers ght of investor governance ang voung policies and broager
governance tought leadershup: an annual -eview of the Board
Diversity Policy and 1S accomparying oojectves: review of propesed
changes to Pearsor's Articles of As5001360n, which were
subsequenty approved by sharcholders at the 2627 ACM;
consideration of the Board's own ongoirg programme of learning
anc deveiopment; and the anniLal review o the contnnution of each
Jirecto o the Boarg The Committee also received peniodic Jpdates
from the Chiel Human Resources O%icer andg meTbers of the HR
team in ~espect of diversity and Lalent init-atives acm0ss 1he DUS Ness,

Committee evaluation

The Commitiee Lrdertakes an annual evalualion process 1o raview
its performance and effectveness For 2027, feechack relaung to the
Commitee was sought from Directors as oa t of tne wader Board
evaluation ed by tne Senjor -ndependent Director Top<s covered
inc uded the effectiveness and dyramics of the Commitiee. oversight
0! key arcas within the Commitiee’s remil, the guahty of papers anc
meetng discuss.ons, and the relatiorst ps between “he Commiitee
anc maragcmenr.

The Committee cons dered the firdings from thes process at s
Decerber 2021 meetag. ncluding

— The Committee 1s considered w0 be wordng weli with aporopnate
agendas. papers produced o a good stancard and high-quality
discussIons

— Giventhe cvolving strategic prioriies and the changing rsk
lardscape, ‘ncludirg around ESG ard cuture, Lwas felltnat a
rev e of the rernits of all Board Comrttees snould ne carned
out 1o ensure all key areas are being covered appropriately anc
there 1s no unrecessary duplication As well gs considenng 1.s
own remizir ight of this recommendation, the Cammrittee wll
also lead on this overall review nrocess on benalt of the Boao
curing tne coming year,

There we e no particular matters igentfied oaing the 2020
evaluatior process that required atteruor during the year

Directors’ training

“he Committee 15 responsiole for overseeirg the Board's traming and
mduction plans. In 2021, we reviewed and considered the propcsed
Board rrainirg prograrrme for the next 18 months and approved the
nduction plan for newly apponted Non-Executive Director, Annette
Thomas,

Training undertaken by the Boarc in 2027 included
- The 3cards responsiziiity for oversight of Pesrson’s ethics ang
compliance programmes

— Anoverview of the evolvirg regulatory landscape relating to
sustainanility disclosures, Inciudirg the recommendations of the
Task Farce on Chimate-related Financial Disclosures

— Refresher traiming an the UK Market Abuse Reguiatior and inside
informatian regime.
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In addtion to the spectiic traiming sesstons i ihe year, all Directors
recelve traming in the ‘orm of presentations acout the company’s
oparat ons and, where possible, through Boaro mreetings neld at
operatonal Iocations. ana by visit.ng local faclities ans managemen:,
Whilc ohysical visits 1o some locaticns rermained challenging cusing
the yesr, we sought to offer the Directors tnie same evel of
nteraction, (o tne extent possible, through digtal rmeans The
Company Secretany. In con LNclio™ witn Pearsor's adv sers, monitors
legal and governance develocments end upaaies the Board o such
matters as agreec with the Char Our Directors can also make use o°
externat courses.

Athorodgh nductior plan was prepared for Annette Thomas anead
of ner appoirtment 1o the Board in Qctober 2027 you can ead
more about this on page 89

Committee aims for 2022

The priocty for the Corrmitree r 20272 wil' be to ersure srnaooth
Charr transitions at Board and Corrmittee level, ang the success
onboarding and integration of new Directors Te past year has
regu.red the Committee to be parhicularly *ocused o~ Boare search
actty and, Ir 2022, we will Dot our atlent 015 towards otnes
eements of the Commuttee’s et gving consdoratinn 1o areas in
which there may pe scope o go above and beyand Pearsons curent
EQVErMance ar-argements In contiuing 1c ensure a worlo-class
corporate goverrance framework Atenuon wik also be gven to
ENSJIINE 2Jr goog progress or Board diversity exTends 1o the
rormoaostion of the Committees. Ve will welcorne the insights of Al
Bebo, our recently appointed Chiel Humar Resources Officer, as we
contirde to discuss diversity, talent ene culrure more broedly, ard we
wil begin preparstory work towards the next externally facitated

Board eva uation process dae to take place in 2025

Sidney Taurel

Chair of Nomination & Governance Committee



Chair succession

Image removed

|

ARl 2077 Pearson anrounced that Swney Taurel nad informed
the Board of his intenuion to retire 2 Chair and that tre Nomination
& Governance Cornmittee wolld commence a process todentiy hs
sLEcessor, led by the Senor Independent Direclor, Tim S¢ore
Graeme Pitkethly was co-opted onto the Comm tiee forthis process,
alongside Mr Score anc existirg mempers, Darme El zaoeth Corley
ard Sherry Coutu. Sidney Taurel recused himself from the
Comrrittee's discussiors on this matter

Follovung & compet tve process, Russell Reynolds Associetes {RRA)
was seiected by (e Commuttee in June 2027 1o support the Char
sLocession actrary Ir adginon 1o this mandare, RRA s periodically
engagec by Pearsor in respect of roader 3oard anc Execuiive
search acuvity The frm has o ommer connection wiin Fearson or any
members of the Boarg

RRA met witn eack member of the Board indwidually o seek thel”
mput rie the profile of the des red candicate and to re‘ine the role
specification, following wn.ct a long list of candidates was drawr up
The Drectors agreed thzt the key sinbules they were seeking in
proposed cend dates induced:

— adeenurderstardirg of disrupte bJsiness madsls 31g ar
aporec znon <fthe challenges and opNortln ey inherert in Pearson's
CONTALIFg trars armanon

— SLrorg =lrai2gic o entaush end 2 pardtuler < firy with digical,
consarrer-onented ard branced businesses

— aglchal autlook, deally with exper erce in ke US

— mellertual conos iy arz a srang celieflir tne trars‘ormanve power of
Ifelong learming

— ab'liy T represert 204750 L0 the iInvesior Zormrmurity and 1o lead
arc get the Des: oLt of ihe Board

— abimy o ool an effect vo and trestiui waorking relat orsmip waitn the
maragemoert leam

The Committee recogn'sec that it might be necessary tc weigh up
the prionty of parmcalar srrengins in dig tal qisrap? o ént consume”
experience n Pearsan’s mair markets next o specific FTSE charr
experence The Comm tiee aiso made Clezr 1o RRA that diversity.
incl.ding of gende~ and ethn ¢ty was a” Important consigeratior 1
the cand date search process

From the long list that RRA developed, the Commitiee corsidered
suproximately 60 candidates over the course of the process Asthis
progressed, the Committee prioriused a shortl st of six indmcuals,
including two worrien and three ndricuzls of colour Bach oTthe
shorthsted candigates met with Tim Score and Andy Bird oLr ng
August ard September, as well 35 with a number of other Board
mernbers. This round of one-to-ore meetngs ailowed rhe Commirec
10 further sharpen its focus onte a smaller group of candidates, wha
then met with the other members of 1ne Board n the Autarmn

As & result of the compreFersive nterview process, the Comm tiee
denufed Omid <ordeslan as its oreferred candidate for the role of
Chair of the Board Once appropnate checks and referencing mad
been completed, The Commines was ahle 10 finglise ns
recommerdatior Indaing so, the Committee was cognisant of the
trade-of's and balance to be struc between cifferent candidate
profiles and concludec that the optimal Board leaderskip structure
would comorise a strategy-focused Chair working alongside a Deputy
Chair with strang UK listed company governance expertise. The
Comritiee, 1n consultat on with RRA, idenuf ed Pearson's Senior
Indepenoent Dircceor, Timn Scare, as the best carcidare for the
proposed role of Decuty Charr

Following 2 formal recommendattor from the Cemmutres in
December 2021, me Roard approved both the agpointment of Omid
Kgreestart as & Nan-Lxecutive Drector and Chair Designate with
effect from 1 March 2022 and tFe apooimtment of Tim Score as
Depury Crar Nes’zrate (s intendeo that Gud end Tirn wall
commence therr respective new roles upon conclusion of the AGM
on 29 Apnil 2072

The Board s plezsed Lo welcome Cmid, who brings g wealth of
experience in leading ard advising some of the warle's best-known
consurmer technology brands. His expeuise will help ta further
Pearson's amhbitior to accelerate s ¢ gilal, ifelong learning strategy.

Ormid met the Code's Mcependence reqairements on appoirtment
In accordance with Pea-son's externsl appo nimert policy, 8 corfurs
of Interést arc commitments review vias carried odi prior [0
aopointment and rhe Board was salisfliec thar Om d's external
inlerests would not ¢reate any conlicts with his role &1 Pearson and,
further that he wo.ld be able to aevate the necessary L me anc
attentian to Pearsan busingss,

Signey Taure! d d not take partir the search and seleclior process
save that he participatec, ‘-stly, in the irital ndviduzl scoping
sessiors wih RRA and. secandly, i e fnal decision to appo n:
Orruid anc Tim, with tnese resolu. ons peirg passed unanmously by
the Boarc Tim Score recused h mself from Committee discussiors
relat ng to his own nomination as DepLty Chair anc did not

pamic pare nthe Boards vote relating tc h's own apnointment

On benalf of tne Board and Pearson colleagues, tne Commitee
wodld I'ke 1o tnank S drey for his leadersn-o, dil gence arc Lnfail ng
supporr of the company during his Ume as Zhair o' the Board Duning
hus tenure, sioney nas steerec Pearson through 3 period of
arsruplion wh ie the CoTpery LnAernok @ substanual
-ransformzior and he leaves Pearscn with g Board and
managemert tearn nat are well-posugred for 1he next phase of
grown We will Miss SICNEY'S wise ANt expCrIencen counse, and wisr
i and Pis fam.ly all the very best for the furure
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Nomination & Governance Committee Report continued

Diversity across Pearson

We accelerated our DE&I eforts 11 2021, conunuimg to build an
nch.sive workpplace calture and a more equitable company In
Qctober 2020, the Board zpproved 50 iniuauves for implemertation
over & % 2-mgnth penod Tor which progress has peen made This plan
was futher defined oy the creation of 2 DE&I strategy in March 2027
focused on four organsing themes: Recruitment/Promotion,
Retention, Inclus ve Culture anc Soual Impact This five-year Acion
Plzn contains a frarrework of goals and 1niT atwes o further
Lnderscore areas of iImproverment as we contnue 1the pattto
IMCrease represeatanion auross the enterpnse while buiicing

equ table learrirg sciutions

Pearson's Code of Canduct in relanon to ethical prarr ces takes
account cf gerder, age. ethricty, dissbility and sexvar or ertation,
and apphes 1o all e ployee levels, Inclucing the Pearson Executve
Managemert {PEM) ream 115 underainned by s global statemert an
DE&J, atong with country and pusiness-soecific policies Standards
are set consistertly warldwide - both interally anc exterrally - as
partof our endezvour T0 make Pearsor a grect place 1o wark

The Global DE&I Council oversees progress on our DE&I agenda This
group includes thes PEM team, engages business leaders and
members represenung ermplayec resource groups, and is chaired by
Chief Execut ve Officer, Andy Bird, and the Cruef Diversity Officer. Dr
Flo Starks. For more information on our approach 1o DE&I, see

page 49.

Board diversity

We pelieve Lhat Board civersity makes us a petter business,
contnbunng to high performance, enhanced commercial resilts, and
a leadership culture that 15 inclusive Resea~ch irdicales nign-
perfarming boards prov de sn increased co petitive advantage
Further, global trends continue to reflect the neecs for greater
nclusior

We are determined Lthat. es a Board, we must he represertatie of
our emplovee base and wider society, including the countries in
which we operate. The Board embraces the UK Corporaie
Governance Code's underlying prine ples witn regard to Board
balance and drersity, Including in respect o ethmicity, gender and
age The objeclives set out in The Board's Diversity Policy anc o.ur
progress towards (nese are shown in the table on the opposie page.

The Nemination & Governance Commitiee ensures that the
Directors of Pearson demonstiate a broac balance of skills,
backgreund and experience, 1o support our strategic development
ard reflect the global natu-e of our business. It requires

appo ntmerts to be made on mert and relevant experierce, wrile
taking into eccount the broadest definiuon of diversity in tne recen:
Nan-Execunve Director search processes, the Commitee
encouraged the retainced scarck firms to place an emphasis on
puturg forward candidaies whe would enhance the overzll diversity
of the Board

The Committee has reagopted the following abjectves, wh ch
support the Board Diversity & Inclusion Policy, which continues to
support Pearson’s commitMents (o crealing a mere eguitable anc
Inciusive company

— &l least 40% female Directors (orevious target: 33%)
— 2l least ywo Directars of colour (previous target: one)

As at 37 December 2021 the Board was 50% fernale (2020° 45%),
exceeding the recommendation of at teast 33% female
representation suggested by the Hampton-Alexander Review, as well
as the recently released FTSE Women Leaders Review which has a
target of 40% women's representation by tne end of 2025. The FTSE
Women Leaders Rev ew also recomrmends that Boards should have
at least one women in the Charr Semior Independent Drector, Chief
Executive or CrRief Firancial Officer role by 2025 - a target we have
alrcady achieved
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We alse sausfied. aheac of the 2021 target date. the
recomimendanor in the Parker Resiew that art |east one D recor
skhould be from an etnric mironty bac<groand.

Drversity was one of tie iop £s the Board considered in the 3oard
evaluatian process condaced in 2021, both inrespect of its own
compesition and Ir terms of the campeny's approach. The results
and feedback pravidec by tre evaw.ation ind cated that the Directors
believe the Board's dwersity s, as a whaole, good In a wider context.
the Board recognised the mcreasirg imeoriznce of DE&: and
acknowledged the carrent orogress bomg mace. It noted thar
sufficiert ume was, and would contrue to be, devoted to discussing
DER&I at future Board meetings 11 addmon, the Comrmnittes has
discussed advancirg tne obiect ves set out in the Boarc Drersity &
Inclusion Policy, 10 increase the racial and ethnic representaton on
the Boarc

Diversity and talent at Executive level

Three aof aur Executive team of eight, excluding the Chief Executive
and Chief Firaraal Officer wno are counted in the Board's metrig, are
women (37 5% vs 30% in 2020} Including the Chief Executive and
Chief Finaraal Officer, this rises o 40% women (four women out of
10 members) (2020 23%). As 0" 31 Decerber 2021, the serior
managemert team (as specfied by the UK Corporate Gaovernance
Coce), 1e the Pearson Execdtive Management team anc ther direct
reports. includirg the Compary Secretary, contamec 44 womer.,
representng £9% of thar group (2020, 36%)

To buile a pioeline of Giverse individuals in leadership and senior
MENAZEMENT POSIKIONS, we run several accelerated learnirg and
career aevelopmen: programmes S.pporied by the Global D2&|
Codncl, and witn 2 parucular focus or ethnicity and gerder, the
schemes nave been designed 1o assess how sponsorsh p and
senor-level advocacy I the worplace can produce career omdends
for protégés and therr sconsors. The Board end Committee carefully
monitor plans in this respect anc the outcomes achieved

The Committee received updates om wwo irternal mentoning schemes
thatitsupports ihe first parrs a bhgh-potental leader typicelly at SVP
levely wath a Director. The secord irvolves members of the PEM tezm
spensoring a small groap of individuals at management level,
idenufed through our talent ard learn ng review process as potentiat
successors of sermor managemert. The Committee agreed that the
programmes, which have been unaer way for some years, skould
conanue ir 20271 wath a further cohort of particinants We are
currertly reviewing opperwnities 1o strengthen our Board
sponsorsiip end mentonng schemes, and in future they wili focus on
cregurg mentoring partnerships based on skill development needs
Our goalis that S0% of baotn the Board reentoning and PEM
sponsorship cchors should be from a dive<se backgrounc,
spect’ically loo<ing at gencer, racial ana ethnic dversity,
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Board diversity objectives

During (e year, the Camritiee ~eceved a detaled progress updaie on the compary's DE&I strased ¢ approach, framework, governange anc
measurement models, anid proonty areas As part of this, the Committee reviewec anc updated the abjectves which underjpir: the 2oa+c Diversity
Policy Tne current objectives, and Pearsar's performrance agairst therr, are set out below

Key

@ Target achieved
€ Targetnarme:

_Progress

Objectives ) B
As a3t 37 Decerber 2021

We w i strive 1o achieye and Ta nian a Boerd composiior of

& TreBoard nduded 50% female Direciors
& The Board neluded one Dorecior who identifies as Mixed — white &

— at least 40%: fermaie Directors

— et least swo Directors o wolaur

All Board eppointments will oe made on merit, In the context of the
skills and ~elevant experience that are needed for the Board o
oversee Pearsol’s strateg ¢ development and that -eflect the glopal
nziure of our business.

The Board will conunue o ircorparate & foc.as on a averse pipeling
1N 175 sUceession and appoirtmen: plannmg ircluding to prionse the
Lse of search firms which adhere 10 the Voluntary Code o* Conduct
‘or Execative Search firms {the Voldntany, Code) when seeking 1o
make Board-ievel apnointments

The Board wall conunue to adop: best pracuce. as appropriate, In
respanse o the Hampron-Alexander Rev ew and the Farker Seview

The Board wili consider its comoosit.on anc diversity as part of s
considerat'on of effectiveness in the Bearc evaljation review process.

Where appropnate, we will assist with the aovelooment ara sappart
o Iniz atives tiat promote all fcrms of DE&I 1n the Bozrd, Pearsor
Execunve Management zeam and orher senior managernent.

We v/l review anc report on our progress in lire wath the palicy
anc oJr ob ectives in the annuzl report, including proviging details
of Inriztives to promate DER&I - th¢ Board, Pearson Exccutive
Mznagemert tearn and other senigr managerment

We w i continue 10 make <ey DE&I ‘nformation, abaurt tne Board,
senigr mranagement and our wader employec popdlat on, availabie in
the annual report, and aim for ongoing Lransparency 1N TS area in
line with best pracuce

Black Cariobezn, and are Director who menuies as Mixed - White and
Black African

*As at 28" February 2022 the Board includes 3 Direcrars of colour

Tre Chair search process in 2021 considered a wide range of
candidates, including from diverse backgrounds, all of whom were
ovaloated on the basis of ment The process -esulted in the
appointment of Orud Kordesten whoT the Beard bel'eves
possesses the reqd site skills and experience for the role

The Committee actively ircludes diversity In its search criena for Boara
appointments, and proact vely encourages ergaged search firms o
include candidates rom a range of dverse backgrounds rits
candidate Ists.

Russell Reynalos Assoc tos ang Spencer Stuatt both assisted Pearson
with search activity durirg 2027, inclucing lor the external elemert of
e Chan 2ng Non-txecunive Director searcn processes Both
companies are signatar es t the volunzary Code.

The recommendat ons of the Harrpion-Alexander Review, Parker
Review anc the FRC Soard d vers ty and effeciiveness report in respect
of gender and ethn ¢ diversity Fave been noted by the Board, ang were
corsidered as part of the Commirtee's diversity ceep dive in 2021, In
addition, tne Boerd 1s cognivant of the FTSE Wornen Leaders Review,
wh ch nas succeeded (ne Hamplon-Alexander Review,

Trese matters were cons dered nrhe 2027 evaluzuon process Read
more on page 90

The Board =chernt of mentonng semor leadersh p talert was renewed
with a fresh cohortin 2021

Tre Norwnzuor & Governance Commitiee reviewed 1o Board's
Diversity Policy ard accomparying ob:ecives guring the year, as well 2s
vevelopmenis on DE&I 1IN -1e exierral iandscape

This irformation 1S included i the a=rusl report. Reac more aooJt
DE&I matters nthe wider crployee populanon on page 49

Diversity and talent at Executive level
Executive team™*

Crart removea

* Zxecamve Team rilugrg Ot Sxecatie ans Chief
Firgroal O cer

Senior management team

Chart removed
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Reputation & Responsibility Committee Report

Linda Lorimer

Cammittee Chair

itnage removen

Committee responsibilities include:

Stakeholders

Fnsaring Pearson's stretegic direction bu Ids torg-terr value
for o.r business and stakeholders and makes positive soc.Al
impact on e planct. Koy stgkenolder s incude consumers,
emplayees, snareholders, educational nsutLt ens and
edutators, erployers, gavernment and regulators,
commurities, and bus ness partners

Risk

Crersoping Pearson's approdcn ta reputanonal fisk,

and ensuning that clear roles have beer assigned for the
managemert of the reputanion dimension of risks icenufed

ESG & ethics

Owverseeirg Ervironmental, socal and Corporate Governarce
(ESG) fartors and performance WMonitonmg ethical busmess
standards, iIncluding Pearsor's approach tossues relevant 1o
& repatalion es a responsibie corporate ciizen

Brand & culture

Wanaging the Pearson brand Lo ensure that its value ana
reputaton ace maintamed and enhanced. Overseeing
Pearsan’s approacn to monrtonng and supportng the values
and desired behaviours that form our corporate cultore

Strategy

Overseeng strategies, polices and communicauon plans
relatec o reputation ard responsibiiity 1ssues and menitoring
that the people ard processes are n place to arucipate and
manage Tnem,

Committee members and attendance

Attendance by Directors at scheduled Reputauor & Responsitilty
Comritiee meetirgs thrognout 2021,

aarﬁmi_tteg members Meetings attended

Andy Bird cT 444
Dame Vivienne Cox i
Linda Lorimer 444
Micael Lynton? 1
Graeme Pitkethly a4
Annette Thomas? 2/2
Lincaln Wallen 4L

1 Domevwvenre refre; rom (he S0a-d a-d 1ne Commiltee on 20 April 2621
2 MrLynionresignen from ke Board and the Commttee on 30 Aprl Z02°
3 the Trom g was spponted (o ine Comrmi-ee on 1 Ocloger 2521
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Reputation & Responsibility Committee role

The Committee works 1o assess and advance Pearsor's reputation
across the range of its stakeholders and ro maximise the company's
Impact on socety and the communrues in whick we wark and serve,

The Committee reviews matters that are material to Pearson's
stakeholders - we arc 1ne mair governance body for susta nab Iiny ar
Pearson provicing important aversight of our environmental, sotizl
and governance (E50) ‘rameworx; this inrcludes climate change
consideratiors As part of this role, we promore and oversee
Pearson's £5G strategy anc assess Drogress 3gainst ILs Commiments.
Ve also mon tar e Pearson brand. cutture and valdes and provide
ongoirg oversight and scrutiny across all reputations| ratters
including 1ssues rarsed by regulators As Lommittee Chalr, e
avallable to ergage with ary shareholders who have auestions or
commerts about the work of the Committee and was piezsed 1o _or
odr v riual engagement event wh shareholders ahead of the 2021
AGM,

As putlinec elsewhere n this annual report, Pearson considers
cimate rransmon as an emerging 71sk [he Committee works
alangside the Audit Corrmittee 'n overseeing matters relating to
climate crange and net zero carbon The Commitiee’s role s to
review refine and oversee implementatior of 1ne strategic F5G plar
and monitor how 1t1s delvered, while the Audit Committee focuses
on assurance of metrics anc feasibility of accompanying finanoal
plans. Overlapping membership on the two Commiliees ensures
algnment and a full apprec.anon of all relevant aspects

The f.ll Board s kept abreast of the Cornmittee’s work through
reports  make following every session of cur Comminies; tnese
reparts incl.de highlighting ary areas of concern and offering speatfic
recommendatiors.

Committee composition and attendees

The Committee currently has five members, with Arnette Thorras
having jo.nec the Commirtee following her appointment o the Board
in Qctober 2021, Anretre’s experience in consumer-focused T cdia
Dusiniesses, data, analytcs and educational iInstituticrs and
publishing brings ‘mpar:ant perspectives to our work Dunng 2027,
we szid goocbye to two Committee members 2s they steoped down
from the Boerd - Dame Vivienne Cox and Mickael Lyrton - and |
offer my thanks to both for their sLostanual contrnbunions o the
Committee's work.

Commatee membe-s brirg a range of experuse across the key areas
of the Committee’s remit rduding sustenability, ESG. data privacy
and cyber secunty, people aro talent, and policy and governmen:
relat ons

tn add uon, we benefit from the regular attendarnice of senior
exgcutives whose work s central to the remit of the Committee.
These include me Chief Legal Offcer, who 1s the exccutive leader
responstble for the development, monitanng and execution of
Pearson's ESG strategy; the Chief Markeung Officer and Ca-President
of Direct to Consumer, anc the Senior Vice Presidents of
Government Relatiors. Investor Relations and Corporate
Comimuricauons.

Terms of reference

The Cammittee has wntten terms of reference that clearly set our s
authority ard duties Tnese are revewec annually and car be found
on the Goverrance section o° our wehsite (pearsoaple com)



ESG activities in 2021

Throughaui the vear, the Canrmittee paid partic Jlar auenuon to the
continued evolution of our ESG strategy, ncluding ims overall
structure anc framework, how 1t gligns Lo oJr greatest aregs of
oppartuty and challenge as a busmess, and how o commun cate
its tenes to all our stekeholders in & clear and impactful wey. Durirg
2021, we worked closely with management Lo help cratt the
company’s ESG narrative Pearson's overall purpose and rission has
ESG firm'y 2t its heat and we recammended 1o the executive that
communicatng th s Clearly To investors and wider stakeholaer groups
should be the overnidng am

As described in greater getall In our £5G Report begiining on
page 20, our £5G framewsork compriscs three pillars that align with
the interests o° stakehalders, and where we can make the biggest
positive Impact.

-— Dreang learung for everyone with our products
— Empowenng our people to make a difference
— Leading respons:bly Tor a better planet

These areas are also materally (nftucnual in helping Pearson succeed
as 8 business, The pillars nave a clear, natursl frt to our non-financial
Kols, reflecting the common goal of elignment betweer aur
corparate and FSG strategy T stretegy is supported by Pearson's
robJst corporate governance, stTorg corporate culture and arange
of effectve policies to ensdre we schueve our ambitors

The Commities recenes regular uptaies from maragemrent an
progress against specific elements o the ESG strategy Key activities
ofthe Commries over the pastyear n ~elahan 1o oLy threg E3G
pillars have ircluaed

Driving learning for everyone
with our products:

— Al earn meeting, the Commitee recerves @
repart g1 recent noidents and ssees that coued
have an imparct on the company's reputauon,
irefad ng tiose relating 1o our proaLcts We
consider Pearson’s responses 10 Coverage on
social med a and in trad nonal mecia, mohoding
Eaying carticular aienuon 10 ouUr pratocols for responding o
questons abo.t our content, the mtegnty with whech we
hzndle such situanons anc any lessons learncc

leon rerrovec |

— We discassod with aur Ch ef Diversity Officer the recent focus
on Critcal Race Theory, particularly in the S, notng that the
mariner In which Pearson hes responued to the debate
reflects the campeny’s values as an orgenisalor, with our role
being ta provige histortcally accurate content, in wne with state
curnculz reguirerents, to enable learners to thirk crically

— We receved an upcate an the suong progress made :n the
DL&l review of Pearson's top-seling and high-nsk products
and ttles to ensure they are ree from b as and promote
diverse anc Inclusive represertauaon in their coment We also
nated the launch of our Global Content and Edteral Policy
You can regg more zboLtth s poficy on page 47

— Weendorsed ar InrigTve to Increase the reach and impact of
Pearson's soctal ecuity content by laurcning & free resource
section or our website aimed at students, facuity and adults,
inpally ava lagie in the Us

Empowering our people to
make a difference:

—— As Pesrson continued to buldits
corparate DE&! programme, we considered
) Lne proactve iNternal and external
| messaging aelng developed o establish
Pearson's vo ce Ir the equity conversalion,
camreittee memuers expressed the
imporiance of recogrising e company’s
position as a glohal ousiress witk employees, customers and
other stakeholders from a wide <ange of backgrounds, arc
encouraged management Lo consider carefully the risks znd
opportunites around inequihes 11 products and serares

We worked alor gside management and in sappart of the
Boara io develop and define the new corporate purpose,
m3sion, vis on ard values 1o align with our rew corporaie
strategy. You €an read more aboul Pearson’s pLrDose on
page £

We revievied progress an our Future ‘Workplace Strategy,
considering the pnirciples underp nning Peacson's shift o 2
hybr d workpiace cullure, and noted tne steps being Laken
around HR policy, enpioyee communications, technology
systems, equipment and space management Directors werg
pleasea 1o have the chance Lo expenence the Tew workplace
approach first-kand during our in-person meetirg i Londan
nautumn 2027

We manitared emplgyee sentiment around the company’s
continuing resporse to COVID-15 incuding corsidenirg
Pearson’s retur r-to-oice protocals relating to vaccinaton
status, spaial distanong and weanng of masks Other
cinployee engagement metrics are rearitored by e Boerd
and Pearson [xecunve Maragement. Pearscn's cesignated
Non-Execusve Director far waorldorce engagerment JONs
rreeiings of the Commitiee whenever matters relaung 1o
employees are discussed You can rezd more about employee
Fngagement on page 87,

We recerved an updzte on our global employee vetlbeing

progrermme, which has evoived fram 2 COVID-" 9 inodemt

respanse MitieLve 1o beng an important element of

POSITONING 7Larson as ar eme‘/e: of choige, Wi al=o

cons dered nealth znd safety, nonng that Pearson's broader

straregy in this epace had beenimpacied oy the pardem ¢

and that, as we Tove towards permanent hybrnd wor<ng, }
there wil' be & further eva'ution in our health ard safety

priarities .

Leading responsibly for a better planet:

— We revicwead progross tows o Pearson'’s
; goal of net zero carbor by 2030
— I asessiwor led by the Cnuef Datg Officer,
we (onsicered the iTportance of an ethica
approach to usage of, and risks assac atec
with, date. Such an gpproach s iriegral te
operaurg Pearson's 4 rect 1o consumer business in g manner
consstent with the company’s valses
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Reputation & Responsibility Committee Report continued

— Robust governance, a strong culture and effective policies:

— We considered work Lnaeitaken by liger teams witnin the
business divisiors to forminate ESG plans The Camrmittes
advised managerrent on now best 1o cemonstrate Pearson's
firrt commitrment across & spectrum of sustamability acnvines
while ersuring targets were stretching but glso consigerec
and reabste.

— We rmoritored progress towards cormoliance witk TCFD
reporting requirements, which: becamre mandatary for
Fearson from the 2021 finanael year, noting the xey
cimate-relaied nsk categories dertified thougn a
comprehensive 715k gssessment

— We cons dered ar irdependent repart on nvestar sentment
towards Pearson's Z5G programme and cormmun © athans,
which wae used to help shape our refrested 256 tramework
described i this annua! report,

— We reviewed the annus Modern Slavery S1atement with
MANSZeIment o7Ior 1 fecommending that the Boars approve
the statement for publicaton,

Other areas of focus during 2021

— inthe cegular reports aholt any communmcations 1ssues that
arose, the Committee provided inout bott to the specfic
nziderts al 1and and (o the generzl topics rassed.

— Witn the appo nimerit of & new Chief Markeung Officer, we
reviewed Pearser's cverall marketing positioning and
discussed new opportuntes N The Consurer space as
Pegrson~ was being launched.

— Fealth and safety anc safeguardng are two topics that
Pearson fakes very senous'y, and the Committee reyv-ewed
arnual assessments of both

The Committee 2150 consdered tne plans for, and resalis of, te
Glaba' | carner Survey Inth s years survey (see page * 5), Pearson
askeo 5,000 oeople In fve colntnes anodt thair expenences of
thrrate Cha“ige education Respondents were clear that there 1S an
ncreasing need for deeper ervironmental and Ckmate knowiedge.,
especidlly with many mdustrial expecting significant growth ir green
|obs aver the next ten yeass Tnese views are reflected in Pearson's
renewed strategic focused ESG framewark, and the contnued
sevelopmen: of our roadmarp to achieve net zero carbicn by 2030

Commttee members also provides Input Irlo ear y-stage plars to
identrty anritiative or cause 1 which Pearson cgn participate that
will benefir zlobal cormmunities and be botk achievable and

i pactiul

Committee evaluation

The Committee undertakes an annual evalugtion process to eview
its performance and effectiveness For 2027, tne Committee
evaluation process comarised twe elements:

— feedback relating to the Committee was scught from Directors as
part of the wider Board evaluauon led by the Serior Independen:
Director

— Cormmittee members and other «ey contributors to rhe
Committee were inviteo to provide therr views by way of a tallored
questionnare

Topics covered iIncluded the effectiveness ana dynamics of the
Camrrittee, aversight o key areas w thin the Committee’s remri, the
oualty of papers ard meetirg discuss.ons, and the relationships
between the Committee and management
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The Committee considered the findings from this process at its
Decerrber 20271 meeting anc conc wded:

— The Comrmites s working well w n appropriate agendas, papers
oronduced to a gond standard and Pign-quality Siscussions

— Gwenthe evalving strategic priostes and the chang ng ns«<
landscape, including around E5G, culture, cata and cybar matters
it was fe trhat a ~eview of the renits of al Board Carrrmittees
should be carned out ‘o ensare &'l key areas are peing covered
aporapniately and there s no unnecessany duphcation where
mu tple comimitiees are overseaing the same ssues.

— Aslexpect 1 elire no late” than the 2023 AGM, appropriate
consideratnon wil be grven te platning for My successor as
Corrnittee Chair oy toe Normination & Governance Comritee

There were no particalar matters icenu‘ied dunrg the previols years
evgluation process that recuired gitentior: duning 2021

Committee aims for 2022

Dwer the next year, we will ContinLe 1o manitar and Oversee DTogress
towards del very of Pearson’s ESG strategy as this becomes more
emnecded wthin our “ve rew business o siors, cluding
MOFIRGr g progress sgainst our dimaie gog's We wil be arentive 1o
e efficacy of Pearsar’s oroducls, our consurmer 2rand equity ard to
e company'’s oroader markel'r g, Commuricalions ana brard
strategy. Contnued focus G0 Pearson's repusation anc e
INCreasingty important topc of data privacy wil be part of the
Commitiee's work 1n 2022, Following the successful aunch of cur
now coTporate values - theimplermentatior of which continues
throughout 2022 - we wil' review how these are neing liveo by
colleagues throughaout the busimess through corversations witk the
Chee”Human Resources Officer on culiure and employee
enpagement. We will also consiser how the company’s culture i<
roflecting both our Increases “ocus on tne consumer and our
corporate pJrpose of addng [ fe ro a l fetime of leaning.

“ K s

Linda Lorimer

Chair of Reputation & Responsibility Committee
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Audit Committee Report

Tim Score

Committee Chair

Image removec

Committee responsibilities include:
Financial reporting

The guality and integrity of inarcial reporung and siatements
and related disclosures, irclud ng significant reporurg
Jucgerments.

Policy

Group policics, ncldoirg accounting volices

and pracuices,

External audit

External auctt, inchizing the appoinrment. guaalificat on,
incependence and effectiveness of the external awditar
Internal audit, risk & internal control

R.sk management systems and the irternal cantrol
emvironment ncludirg oversight of the waork and effecuveress
of the internal audit function

Compliance & governance

Legal and -egulatory recurremens ir refation
1o financial reparurg and accounung matters
a1d oversight of complance pregrammes
and Ivesligaiions

Terms of reference

The Commuittee has wr tten terms of reference which clearly set out its
adthority and dutes. These are reviewed annually and can be found
on the Governarce section of our website (pearsonplc.com).

Committee members and attendance

Artendance by Directors a7 scheduled Audit Commitiee meetngs
throughowt 2021

@@itteeﬂ[nemgers B ) Mreetinéatt'endeﬂi
Dsme Ehzabeth Corley’ 474

Dame Vivienne Cox- 272

| Inda Larimer 44

Michael Lyntons 2/2

Graeme Pickethly 474

Tirm Score 4/4

Lincoln wallen 4/4

1 Bame thzaberk resigred from ke Bozrd and *re {omm tiee on 37 Dereriber 2027
2 Damevnagnne setineg for the Boerd gng -2 Commillee on 30 Aprl 2021
3 Mrlynior resgred rom (e Boars amd tre Comm itee or 30 Apnl Z0z°
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Audit Committee role and composition

The Comm ttee has been establshed by the Board primarnily for the
purpose of overseeing the accountrg, financial reporung, internat
comrol and risk management processes o’ the company and the
audit of the ‘Inancial statements of the company As @ Commitiee, we
gre responsible for assisting the Board's oversight of the qualiry anc
integrity o the campany’s external financal report ng znd stzlements
and the company's accounting polices sne practices

Pearson's Vice Pres:dent - Internal Audit has a dual reportng ine to
the Chiel Financial G cer end to me, and external auditors nave
direcl zecess 1o the Commitiee o raise any matters of concern and
to repor: on the results of work cirected by the Committee, As Aud t
Committee CRar, | ensure that the full 3oard s kept ehreast uf Lhie
business of the Cammuttee N a trrely manner, nciuding highlighting
3Ny 3 eas of Concern of spec ‘Ic recommendations | alzo work
tlosely with the CRO and sen or finandial, risk, legal and nre-nal audic
personnel outside the formal meetng schedule to ensure robust
oversight ard challenge in relauor to finanaal conirol, compliance,
Investigat.ons &Nd sk maragement.

As Committee Charr, Fam avellable (o engage with any shareholders
who have guesiions or commerts aboul the work af the Corrmittee,
and wes pleased (o answer guestions from sharehoioers at our
wvirtual event held in advance of the AGM in April 2027 and 1o mest
remately with sore of our iIrstitauonal INVestors aLnng e year in
my rale as Semor Indeperdent Director.

Audit Committee meetings and activities
The two prom nent themes in the Commitiee’s work throogrout

2027 were

— Leading the tercer protess for Pearson’s external aucn and
overseeing tne sticsequent steps being teken o prepare for the
Transimonin 2022 You can read more 2bout this process on
page 107

— Fallaowing the announcement of Pezarson's now strategy and
organisat onzl structure, overseeing the impacts of tne cnanges
on vanous areas wirhin the Cormirtec’s remic

In censider rg the impacts of Pearson’s new st-ategy and
orgemsauongl structure, the a7eas to waich the Committee paid
artentiar included:

— The creation of “ve new reporting segments, reflective of our five
new basiness divsiors. as well as 3 separate reporurg category of
‘businesses under strategic review'

— The goocwill sro impairment assessments cond.cted In respect
cf the re-allocation to the new divisions

— Accounting trea:ment in respect of po-falio changes resulting
from (ne new strategy

— Operat onzl changes resulung from the new organisational
structure Consecuenual effeci onother zreas suen as internal
audit, complignce and nsk.indfuding increased accourtsbity at a
drvsional feadersh p level

— Technology restlience, dala privacy and cyber security whicn, in
additon to conunuing Lo INcrease 1N imMportance al a macro level,
gre key ‘actors in the success of Pearson's digital- and corsumer-
focused sirategy.

AL every meeting, the Commiliee alsc considered reports on the
activities of the :ntermal audit and compliance furcoons, mdading the
resJits of irternal audits, project assurarce reviews ard raud and
whistleblowing reparts The Comm ttee also monitored the company's
I'nanc al reporung procecures, d scussed the finance anc IT conirols
ervironment. reviewed ne services provided by PwC anc considered
any significant legal claims and regulatory issues r the context of
their irpact an financizl reporung, each on a regular basts



In eddion to its four schedued meetings I 2027, the Carmitee
met a further two umes, both in connecucr with 1ne tenoer process
for the exrernal auoit cartract Firstly the Compmintee held 2 senes o
panel sessions 1o INterview the proposed partners from each of the
tree participat ng firms and, seconcly, the Commimtee met to finalise
its recormendation for the Boerd on the selecoon of external
auditor View the key actities of the Audt Committee belaw,

Additional meeting attendees

The Chief Financizl Officer and her Deputy, other execu. ves and
serio” Mmanagers from across the business also atterded meetings
dunrg the year, ether as regular invitees of the Committee or ta
discuss particular items of business Tnis d rect cortact with ey
leadership augmerts the Committee’s understand g of tne 1ssucs
fzning the business as well as help ng 1o develop Pearson's talent
pipehne through fealitauion of Board-level engagement opporiunities
for those leaders and maragers The Cnair are Chief Executive eack
strend Comrmittee meetings regJlarly at my ‘nvitation, with the Ch ef
Executive perucularly attending for discussion of matters wath ar
operaucnal and custoer focus |have also extended 2n open
nvtzlior (o tnose Non-Execatve Directors who are not members of
the Committee 1o attend Commitiee meetings should ey so wsh, Ir
STAINIOr Lo recelvrg meeung papers *his allows those Direciors ta
understand the work of the Comm tiee in greater depith and 1o offer
their owr vgluable insights The Cormitiee alsg meets regilarly 'n
prreate with the external atditors and with the Vice Fresident -
Interra’ Audit, ano as required wath the Chief Legal Officer. Cuief
Compliance Officer and Semor Vice Presiaent - Treasu<y, Risk

ard Insurance,

Audit Committee training and knowledge sharing

Tre Committes receives Lechnical updates al ezch meeurg, mcluding
S MatteTs sUch as accounting sTandards anc the aadge ano
governance landscape, anc members are able to reauest specific or
persona raning as appropniate |0 particular, we have kept abreast
of developments relat ng to aucits at a legislaiive and regulatcy ievel,
includ ng the consultation oy the Department “or Business. Cnergy &
Industrial Strategy or ‘Restoring trus: i audit and corporate
governarce' 1o cansider how the proposals guthned ir that
corsultalion ight affeci the comnany's processes and prarnces

Cammirter members aiso meet with oca management on a nenodic
tasis, suen as wen Uravelbrg for overseas Board mesungs, Ir orcer
toga n a better understand ng of haw Pearsan’s policies are
embeddec Ir aperat:ons We hope to “esume our programme of
meenlng In person with incal management teaTs as saor as travel
restricrions penmit, and ir the meanume the Cormm thee coninues
10 engage with a wide range of senior management and tecnnical
speaaiists tkrrough virtusl methads in order toin‘orm

odr discussions

Audit Committee meeting focus during 2021

Financial reporting Policy External audit Internal audit, Compliance
risk & internal control & governance
— Accodrurg and — Accounlng matters — Qversight o” audit — Internal audit acivity — Fraud, wnistleblawing

technical apoates

Irr pect of legal claims
araregulztory 1ssues
onfinancisl reporting
Fair balanced and
understandable
reportirg, goiNg
roncern and viabilty
staterments incluging
sLpportng araklys s
2020 anraalreport
ars accouns

prelm nary
ErnoLncement,
financial statements
znd income
statemert

Review of nierim
rescls and tradirg
upcates

Farm 20-F and
related disclosures,
melLding annusal
Sarbares-Oxley Act
SCCHON 404
atiesta. on of
fimanoal reportng
internal cortrols

— Significant issues

repourg

and group
accoLnt g palaes

— Annual rev ow and
approval of exiernal
auditors’ pohcy

— Treasury palicy and
report ng

— ax Siretegy,
ncluding impact of
glopal tax retarms

tender pracess

Provision of
non-audit services by
external aucior
Rece pt of external
audtors reporT

ort Farm 20-F and
vear-end adadit
Report ar kal*-year
proredures
Reapooritment of
external audrors
Confirmatior of
2dgtor
indepengerce
2021 exterral
acdipar
Remuneralicn and
sngagement letier of
external audiiors
Review opimior o0
Interim resLlts
Review o’ the
effecuveness o
external suditors

reports znd review of
key findngs

— bkoterprise risk

menagenert
ncluding prncipzl
and e erging nisks

— 2022 Interrgr audit

plan

— Assessmert of the

effeciveness of
internal audi
function, Internal
control ervronrent
anorisk
management
SysTEms

— Risk deep dives

cyver secarity, data
pr vacy, treasury and
msurance; anfi-
bripery and

corrup: on, Tax,
business resilience

— Cortrals Centre o

Excellerce updates

— Appomiment of new

Vice res dent -
Internal Audit

reports dnd compl ance
INVRSHgEUOrs

— Comphiance wib
actourtrg and
aud t-related aspects
of the UK Corporate
Governance Code

— Audr Commitiec ard
nternal audit function
werrs of reference

— Schedule o aumnonty

— Regulatory brief ngs,
nCuging BEIS
rorsultation or audic and
corporale governance
reform
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Audit Committee report continued

The Committee’s focus areas for 2022 will include:

— Tne transition of Pearson's exterral audit 1o a newly appointed
external auciror See page 107 for further information

— Acontinued ‘ocus in the Committes’s agencas on important
areds such gs datg prvacy, cyber secur ty and ESG risks

— Oversight of any separation of busiresses or assets resang rom
the strategic review of Pearsans irternavonal courseware loral
publising businesses

— Conunued overs.ght of Pearsan’s key judgemens and key areas
of esumaton as described in the finanaal statemenis

Committee evaluation

The Committee undertakes an arnual evaluat on Rroress 1n review
T nerarmance and efeciveness, For 2021, tne Committen
evaluation process comprised two elemens

— feedback relaung to the Committee was sought rom Directors as
part of the wider 3oa-d cvaluatior which | led in rmy capaaty s
Senior Independent Direcior,

— Comrrittee memoers and otner key contributors to the
Comrritiee - including the leac externai audit partner, the Chief
Finenoa! Officer and her Deputy, the Chief Legal Gfficer, snd
serior finarcial, nsk and compliance management — were nwtad
1o provide their views by way 0* a tallored gJaestionnare

Topics covered in the evaluation included the effectivencss and
dynamics of the Committee, the Committee’s oversight of key areas
within its remit, the quality of oapers and meening discussions, ant
the relaugnships between (ke Cormmilieg anc Managemment,

The Committee consicered the findings from this process ar s
December 2021 mmeenng, nciading.

— Tne Committec 15 consdered by Divectars and other contributors
tn be working well w th appropniate agendas, papers produced ro
a good standard anc high-gJahty discussions

— Arecogninor that m s importart for all parts of rie groun's
assurance frarewok to remain attured to the mportance of
ESG. data and cyber nsk, as well as remain ng cogrisant of the
impacts of the new strategy, divistonal stracture and consumer
focus TLwill be mporwant for the Committee o ensure that it
cunnnues 1o have aporopnate levels af suoport and expertise to
e55ess and manage these areas,

— Gven the evolving strategic pnorities ant the charging risk
landscepe, It was also felt that a review of the remits of ail Board
Comrmritees should be carned out to ensure all key arcas are
being cavered and there s ro urnecessary duplicaton

— Respondents recommendec potenual work itoms for 2027
ncluding the opportunity for a deep dve Into orgznisational aro
control dynam cs under the new structire and a cansideration of
how Lo uulise the external audic transiuon as 2 wol for pasitive
change s a result 0 new Insights ir certain ereas

— Tne Commitiee 1s hkely to have a Char transition M Lne nea~ to
medium term, as | will reach nine years' service on the Board at
the end of 2023, so appropriste corsideration will be given o
suecession planeing in this regard by the Normination &
Governance Comrmitiee.

Fair, balanced and understandable reporting

We are mindful of the Code’s Pr naple N relaurg to farr, balanced and
Lhiderstandable reporting, ard we baild sufficent ume inte our
anncal report timetable to ersure that tne full Board recenves
sLficient oppaortunity to review, consider and camment or: the report
3511 progresses Learn more about far, balanced and
understardable reporung on pzge 135.
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Members

As atthe date of this report, the Comraittee comprises four
mdependent Non-Executive Directars, ali of wham hzve
financ al endsor related business expenence due 1o the serar
positions taey hold or have held in other listed o publicly
traded companies end/or similar large organisations The
Committee possesses 3 good balance of skills and «nowledge
with competence and experence covering all aspects of Tne
sectars inwh ch Pearsor operares - cducztion, digital products
and services - ard the campany's key geographic markets,
Other Non-Executive Directors are welcome ta atteno the
Curtninilge's meetings 1o understand the wor< 0 the
Committee 10 greater depth and to offer their own insights

Tun Score, Chair of the Corrrmties since &pnl 2015 = the
Committee’s des gnated financial expert. hawving ~ecert and
relevant fimancial expenence, and 1s an Assacare Chartered
Accountant, Timis Aadit Committce Chair for Bridgepa nt plc
and has also previausly served as Audit Committee Cnar for
The Briush Land Company plc ard Natignal express Group plc

The qgualifications and relevant experience of the other
Committee members are detalles on pages 76-78.

Financial reporting and policies

In February 2022, the Committee considered the 2027 arnuel repornt
and accounts, ncluding the prelim nary results anrouncement,
‘inanc.zl stetements, strategic repor: ard Direclors' report The
significant 1ssues considered by the Commitiee reiating to the 2027
financ:zl statements are set out on page “ 0%

Risk assessment, assurance and integrity

A key role of the Commuttee 1s to provioe oversight and reassurance
o the Board with regard (o the 'ntegrity of Lthe company’s procedures
for the wentficatior assessment. management and reporing of rs-<

As previewed .rlast year's report, tne Committee was paruicularly
focused throughout 2021 or Pezrson’s evolving enterprse rsk
meanagemert approac. ¥Vanagement has refreshed s approach
Lowards riskident ficanion and monizonng n light of tie carrpany’s
new srategy and organisational strecture, and the Committee has
beer attentive to this to ensure the spproach s ~obust,
proportionate and continues 1o facltate a culture af accountab ity
and ownerskip among business leaders. In fulfiling its remit, the
Committee remains mindfLl that effective risk management 1S
essental to executing Pearsor's strategy, achieving sustainaoie
sharenclde- value, protecurg the orand and ensuring good
governance and, furiher, has worked with management to agree how
the Cormittee’s own requiremrents will be satisfied to enzbie it to
success‘Ully discharge its risk oversight duties under tis new
approach Read more aboar the Board's responsibilty for risk on
page 111,

During 2021, we also cancucted a number of deep dives intg
selected princepal nsks includ rrg data privacy, cyber security, Tax,
ant-bribery and corrapt on, and business <esilience. The Cammittee
uses lhese deep-dive sess ons 1o urderstand tne rgour of
management’s risk scanning anao 1o challenge any judgements being
made In response 1o risks



Data privacy and cyber security

Prudent maragerment of data pr vacy and cyber security are
fundamertal to Pearsur's future success and to buildirg rrust witn
our custamers The Committee oversees these matiers on behalf of
the Board fram a risk and assurance perspective and monitors e
maturity of associated governarce framewarks that Pearson has in
place 1L does this through annual deep dives Inte both data privacy
a1d cyber security. as well as through oversight of the scope and
“Indings of the r sk-based internal audit pragramme. The Reputatior
& Responsbility Commillee also consicers deta-related mallars,
primartly from an externzl perspective, incdud ng stakenolder
cons.derations arounc consent anc the etnics of dala usage, as well
as poliuce! developments 1N the wicer date lzndscape.

In 2021, the Chief Prvacy O%ficer, Ch of In‘ormaton Officer and Seror
Vice President - Technology Assurance reported on data privacy and
cyber security to tne Comwmnntee and the Board as a whole

As pat uf e data privacy report, tne Committee considered
developments in the global regulatary landscape, including readiness
for new laws in Ching as well as rotr g enforcements by regalators
sirce the introduction of GDPR Key aspects of Pearson’s dats privacy
progremme were also corsidered, including:

— Chariges (o Pearson's global onvacy prograrmme to reflect the shif:
N strategic focas towards the consumer including the plarnec
ouild of privacy and enharred user preferences cenires

— The revew and enhancement of the datz pnvacy governence
structure, mduding tne embedding of privacy resource withr
business dvisions supoorted by the data privacy oflice, ang
cantinued collaboraton with the data sec.rity and the newly
created data office

— Data retennon protocols erd gcivity with & particular focus on
customer products and platforms

— The controls in place wo respand to and micgate privacy related
1 5KS

I addition, the Committec consicered a progress Jpdate from tng
Chiefl Legal Officer on actions taken by maragerrent following
settlernient wih the Secunties anc Excharge Commisson t"SEC7
relating to the 2078 securty madert affecung AlMSweb 1 0. The

Commiitee will conunue to monilor management's implerrertation o7

progress i this arez on benal® of the Board.

The Committiee also considered the status o Pearsan's cyber securtly
programme. This deep dive was sel - the contex: o the challenges
ard threats prevalert in the evolving glohal secunity landscane.
including ransomware sttacks launched by orgamsed enme and
geopolucal risk Key aspects considered oy the Comm tree and Boa e
inchded,

— Pearson’s eyber r sk profile, includ ng the status and wrend of too
threats and response to these threats Issues discussed induded
plat’orms and processes that Control acCess 1o Sysiems comtent,
new sJpplier security risk assessment protacols, the recru trrent
zrd retennon of aporopriately skiled staf’, ana role-nased
EMployes seCJrity awareress raring

— Opjeciives for tne conunued ennancerrert of Pearson's cyber
secunly INfrastruciure 2nd governance Irameworks, neludirg the
key acnievements In 2021 anc aims for tne carming year
Consiceranons in 2027 1ncluced z parucLlar focus on Pearsor+
ard the security framewar<s required [0 SLUpPaIt 78 Ircressngly
consumerfprused sraiegy

— Tne conunued ouldirg out of a cuiture of securnity accountabiliny
through introductcn of new digial security policies and a shared
r sk maragement approech 10 establish consistency across
arasicns

— Findings of the annuz) tird part, assessTent of Pearsons cyber
capabibty maturity, which continues 1o demonstraie year-on-year
smprovernent

The Commitiee alsc neid @ separate session during the year, led
by the Chief In‘ermar on Officer, focusing or Pearsor's techrolog
resilience capablizes This ncluoec Lpdates on infrastruciure
erhancements, product avalability anc inpcents, and solulions
ntroduced ar erfancec ir support of hybrd anc rerregc
working models,

Compliance, fraud and whistleblowing

The Chief Campl ance Gfficer over sces compl ance with our Code of
Cornducl and works with senior legal, R anc other relevant
personnel o mvesugate any reported inndents, including eth-cal,
corrupt on ano fraud allegations. The Cormittee "ceves ar updale
at each meaurg on all signifcant investigations as well as reviewing
data regarding marters raised through our whystlehlowing reporing
system, with any findings of the external auditors with respect o a
particular matter considered as appropriate &s part of these
discussiors The Commitiee alse mreets i private as required with
the Chief Complarce Oficer On behall of the Board, the Commitiee
considers a1 annual “euew o” the effectiveness of the whistieblowing
systemncluging throdgh benchmarking against peers and by
mONItor Ng progress agairst previous years firdings The Committes
Chaw's regular reports to the Board include a review of
whistleblowing matters of note. All Boarc members parucipaten v a
sessior with Tie Chief Complance Offiter 10 veview coTphande
investigatons ana reports for 2021,

The Pearson ani-brbery and corrapuen (8BCY and sanctions
comphance programmie proviges e framework To sapoert our
complianze with various “egulations such as the LK Bribery Act 2010
and the US Fore gn Corrupt Pract ces Act, and the Corrmittee
condycts a decp dive inio the ABC anc sanctions compliance
prograrmme on an annual basis 10 2027, i adonion Lo 1ts regalar
revicw of Investigations, the Commities noted at cach meeting the
can: nued enhancements made o the compl ance programrme,
includ ng the mtroduction of automated tools to streamibine e
process ‘or third-party santnors screen ng and employee
cormpliance declarauans The full Board also undertook traning
during the year focus ng oh s resparsiolity for overs ght of
Pearson’s eihics and compliance programmes

Internal audit

The interral augt function is responsible for provicing irdependent
assurance 1o management and the Cormmittog an the cesign and
effectiveness of nternal controls, 1o mingate strategic, f nanc.al,
operztioral and compliance nsks ~he Vice President - Internal Audi
reports formally to the Chair o the Committee and e CFO ard 1S
responsible for the day-to-day operaticns o7 internal audit and
execution of the annual auart plan The Committee Chair worked
closely witn serior ranagement or the process for appointing & new
Vice President - Internal Audit, whose “armral appointment was a
matter for the full Commmee's approval Ir July 2021,

The mterra avoit merdate 1s aoprovec 3 ually by the Cammuittee.
The audit plar erd any changes thereto are also revicwed and
aoprovec by the Comrittee throughout the yean. The inlema' audit
plar s aligned 1o oJr greztest areas of risk as dentified by 1ne
orgamsattonsa: r sk manage ment orotess, atd the Cammiiice
consgdersissuas and nsks ansing foom interal aueis, Managemert
action olans 1o wprave rrermal conirals and to Tigate risks, or
both, zre agreed wth the business area zfter eack audit. Formal
managemert sel-assessments show mrernal auct 10 maontor
progress inimplementng actior pans, 2grecs s part of aucis, 1o
resolve any control deficiancies ident e Inernal auait wll request
and assess ev dence of acnor plan IMplementat on and mey re-resr
conr-als f necessary, Pragress of manggerment acuar plans s
reportec to tne Corrritiee st 25ch meetrg internal suct Fas a
formal collaboraunor: process i place wich the external auditors to
ercyre effineny shanrg of nsights arc oJicomes, zrd these plans
will De sutipect 1o 3 refrest i ght o the anagimtment of 3 new
exiertaaucitor from 2022 1r creer o apurmise comb ned 2ad L
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Audit Committee report continued

effarts neludirg through a greater use o cata and analytics. Regular
reporis on the ‘Inoirgs and emergirg themes dentified throwan
ezl sudiss ae provded to Execulive Maragement and via the
Committee, 1o the Boarc

In 2021 internal adit carned out engagements across Pearsor's
busingss Urits end corparate fUncoons covering the majority of the
principal nsks, The aucit plan s dynamic and additanal work was
done 19 assess TNe company's response to COVID-19. wth particylar
forus on thirg-party nsks. Key themes in 2027 related o data privacy
and data retention, royalt es. ousiress resilience and disaster
recovery, cloud and information securmy 30d F5G as well as f nanc.al
controls ininternational pusiresses

Internal audit evaluation

Al Its December meel ng, tne (Committee conaidered the findings of
the review of the performar ce and eftectiveness of Pearson's interral
audit function, a process which 1s undertaken annuzlly The 202°
review was conduacied by distnbuting @ quesuonnasre to the key
stacholders of the interral audit funct on - incducing Committee
mermbers, the lead external audit partner, mermbers of the Pearsor
Executve Management tearr, anc senior {'rancia., legal and
operational management.

Based on the fincings of Lhe 2021 review, the Commutiee s of the
op mion that the quality, expenerce and experuse of tne internal
FJdit function 15 appropriate for the business, The -eviow was
Lndertaken zt a ume of staffing transiton vath n the function, whicn
has now largely concluded, and the Cammittee 1s sansfiec witk the
response io Lhe previogs year's recorrmendation relaung ta the
balance of skills in the irternal aud t team. Goon pragress has heen
made ir 20211 this area, wiin t1e rec-aitment of adatioral
capabililies around dala anakyuics, programme assurance and
aJldiung d gzl transformanon

Angther key theme arising in the 2021 rev ew was that internal audi,
i cormmor with gl parts of the group's assurance f-amework, should
cantnuce to be attunec to theimeorance of ESG, cata and ovber rsk,
as well as mindful of tve impacts of the new strategy. dwvisional
structure anc consdme- focus The Comm tice recognises that these
risks and stratepic shifts are ikely to require a consderable amount
of ume and artention and the Carrmitiee will remain attentive 1o
ensJdring the appropriate level of focus in s own activities and in the
work of internaz audit.

In 2079, the internal audn function underwert its first independent
extertigl assessment, ir line wth the requirements of the
Internaticnal Stardards for the Proless'onal Practice of [nternal
Aadting, which was fadbtated by Prowvio The Cornmittee will erisure
that an independent third-party assessrrent of the effectiveness and
processes of the internal Audit fLncmion s conducted at least once
every five years . line with external industry standards.

External audit

The Committee reviews anc makes recommendations o the Board
N respect of the appointment anc compensation of the external
guditurs These recommencatons are mace by the Commitiee
typically after consider'ng the exterral auditors’ performance durng
the year, revicwing oxternal audtor fees, corducnng an effectiveness
roview, consicenng the annual report o0 aJdit gualicy of the intended
external aucit firm and conf rmirg the independence, objectivty,
qualfications and experience of tre external auditors The
Commitiee’s recomrrencation 1o the Board inrespect o the external
aJditor to be appointed for the 2022 finznoial year was based apon
the robust, fair and balanced tender process which it led during the
‘irst half of 2027 This resulted in a recemmendation, which will be
put ta sherehoioers at e AGM 1in April 2022, 1o appoint Ernst &
Young LLP (EY) as Pearsan's external auditor.
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There are no cant:actLal obligatons restricting it e Curmmiree's
chaice of external auditors “he external aLditors are required o
rotate the aadit parmer resporsible for the Pearson audit every five
vears and the lead aLdi partrer for the 2021 audit, Giles Hannam of
FwC, rotated omto the aucit at tne beginn ng of 2078 Mr Harnam's
renure or the Pearson audit will end once alt matters relating 1o the
202" inanc al year have been cord'uded. win [Y proposed ‘or
appointment -om 2022

Read miore oot the Audit Tencer process un the opposite page.

External audit effectiveness review

In conducing 1ts review of the effeciveness of Pw(, Pearsan's
exernal auditors for 2021, the Commrittee had regard 1o cerrain
factors set aut in the FRC's Awdit Quality Practice Aid for Audit
Committees as well as the key zreas o importance from a strategic,
operational, reporing and regulatory perspective In paricudlzr, the
Committee consicered 1ts own observations and interactiors w.ih
the external audiars, the quality of the audiy, the aucitors’
mdependence, and the programme o wark conducted by the
auditors and ther reports or that work.

The review was conducteo by disinbut ng 2 guestionrare 1o key
audit stakeholaers, Inclading mernbers of the Augt Committes and
key maragement who interact wath the external auditors on & regular
baus, incduding Chief Rinarcal Cfficer; Deputy CFO; Senor Ve
President - Treasary R ard msurance, Vice Pres dent - Chiof
Comphance Oficer; Senior Vice Presiden: - Finance for each
Dusiness dvsion; and other heads of corporate functions The
process soJght views cn many aspecls of Pw('s work and
nteractiors with the company, including the degree to which they
demans:rate professional scept cism, ntegrizy and judgement ir
therr work. and ther rmindset, sklls and knowledge Al respondents
agreed that the exterral audit pariners anc staff extiort profess onal
scep: asman their work and are robus? in cealing with issues
idernfed durirg the audit Hav ng reviewed the effect veness and
independence of the exzernal auditors durng 2021, as it coes every
yesr, the Cammittee 1s sausf ed Lthatl the audito's provide eflecuve
ndependent challerge to management.

As Pw('s tenure as Pezrson's external aLdrar will end following tne
canclus.on of matters relzurg to the 2021 inancial vear, the findings
were discussed at the Commuttes’s reguest, with & particular focus
on how tme learmngs and areas ‘or improvernent could oe aker
forward with the proposed new external auditor, BY Themes and
opics to be taken farward with BY included:

— Usze of techneclogy, data and analytics to enhance risk
idenofication, aucit coverage and test ng efficiercy

— Commurnication bewween the axernal audi team and
mgnagement relating (o aspects of the aucit ptanming and
feedback cycle

— Enhancing the business understanding of the external zudit team,
ircluding through knowledge sharing to skowcase Pearson digizal
procucts and plztforms.

The Committee will coruinse to review the performance of the
exiernal suditors on an annual basis ard will consider their
meependence and objectvity and the guality of the external audit,
tak'ng accourt of all eppropriate garcelines

The main area idencfied as presenurg an opporwnity for possible
improvement followng the previous years review of exterral auditor
effectiveness related (o the use of technology 1n audits. In response
1o this recommendat on, PwC prowded the Comrmittee and
managemert with insights into the tools and autornauon solutions
ava |able and their feasibility and appropriateness for Pezrson These
nsignts were consicered by the Comrmittee and iternal working
group as part of the review of lechnology capabiues of the firms
parucipaung 0 the tender process



Audit tender and transition

Prior to the avdr tender carried cut in 2021, Pearson's last auctt
tender was i respect of the 1995 year end and resultec m the
appainuront of Price Waterhouse (3 Icgacy firm of Pw( as auditors.
As ndicated n last year's annual report, Pearsor conductec an akdi
contract tender 11 2021 ta select 8 now external aud.tar for the
finzncial year ending 31 December 2022.

Tender process

Steenrg Comimn tiec, led by members of the Auct Corrmtiee, was
estailished to manage and govern the audit :ender process,
accountable to the Audit Cormmittes, wh L0 maintaired overall
ownership of the tender process and ersured thzl it was run in & farr
and balanced mznner The Steering Commitree was supported by &
working group, led oy the Depuaty CFO. Key steps ir the tender
process included:

— Tne reauest far proposal was issued to firms n March 2021 Tne
incurmibent, PwC was not imvited o Join the process aue tc
roL3UON reguirements,

— Acomprebersive data room was established o provde the firms
with sufficient information to design ar audit plan, including
financial report ng, aCCourtrg papers, tax and Ireesury nsights,
nisk plans, financial controls and policies, and Aurir Commtiee
papers A Q&A process allowed e firms 1o ask guestions on the
content of the dala room or request further in‘ormat on rom
anagement

— The audit firres participaredd 11 a senes of meetngs with
manzggement from across the business, which pravded an
opoortuniy for the firms Lo ssk cuestions ansirg from Lther
review of the data room, as welt as enabling maragement to
interact directly win each proposed sudil team

— Tne Audit Committee interviewed the praoposed lead and sccond
adJait partiers from each firm at a sess.or wnick enabled the
Corrrrintee 1o prooe the firms on the r quality recores, technical
expertse énd plenned audit appreach ameng ather things.

— Each firm prowvided an independence assessmert atthe stat of
the process, detaihng servces currently provicec 1o Pearson, arc
cenfirraton of their ab ity 1o achieve independerice witnin the
requited timelrsme. “hese resporses were “eviewed Dy
rmanzgement [0 assess ronsislency with Pea~sor's own
zssessment arc Ingependence status was reconfirmed aneac of
the conclusion o' the process.

— Reference checks were undertaken by tne Aucit Commictee Char,
CFC and Depuny CFG with comparabile companies, seckirg
Imsights into matters such as tne firms’ aoility w0 cnallenge
management effectively, use of technology and too's, diversity of
workforce and corfidence 11 the team’'s expertise, zLcrediation
and expenence.

— Written proposals were recerved nAprl 2021 and :ne
part.c patng “irms presented treir proposals 1o the Steering
Committee :r May ard June 2021, with cach firm also being
Invited Lo Provice a8 0emonstralion o° 1ts tecnreiogy and analyos
capanilities to & wicer groun of Pearsor colleagdes

The prncipai gvaluation critena used to assess the firms incduded

— AuadtQualty, rcluc ng e firm's interral 3nd external audit
INSPECT 0N resJlts, re onge ng wor< i respedt of guzlity bermg
undertaken by the firm, howe the frmwauld approach areas of
signif cant r sk, and Fow e “rm would challenge managemert

— Auat Approach and Experience - the capaolty of the proposed
audir reaTs 1o understand Pearson's business mode!, corparate
structire, cnallenges arc opportLniies and their plars te aeliver
2 robust anc effecive aud t

— suppiler Capamhty, ncluding cuahty of techno cgy solutions, Lse
0”3 data-ariven alLcit, and brogder supoiler assessmentircLd ng
each fir's focus on DE&L sustainabil ty and inveserent n
its people.

Foliowing a detalled "eview of the performance of each firm dunng
the process and an evaluation aga nst zll cnter.a the Steeqng
Commirztee recommended Erns: & Young _LP (FY) as its preferred
canddate Tne factors contributng Lo (ne selection of EY as the
preferred candidare incluced & migh-quality anc expercenced aud.t
tearr with the pariners showing an appropriale alance 0f sen oniy
and a hands-or approschs a clear corcept 1o 115 aud 1 approach
which demonstrated delveratlity ard 15 ghgned with Pearson’s
operaurg model and snared service cevtre struclure; and its
techinology ang INnovation capzbilitics

In accordarce wizh sLetutory recusrements, 3 “eport or the tender
select on procedure ane conglus ons was prepared and valdaled

by the Audir Committee Tne Audiz Committee ard subseguently ine
Board approved [1e recornmendation 10 appoint EY in June 2021,
the Corrpany announced the Board's nrention 0 pronose 1o
shacehoiders at the 2022 AGM that [ be appointed as ine
Comparys stzlutory auditor for the financal year endirg

37 Decemrber 2077

Audit transition

Following the selectiar of EY as Pearson's new exterral auarar,

4 governance siructure was established 1o anage the audit
transmon This comorises a ~ransiion Steenng Commeitee led Dy
the Depary CFO. and 2 Working Group, botn of whick indlude
represeriatives of Pearsan, LY and PwC The Working Group @ eviews
key transTlon milestcne progress and prowdes a forum to escalate
any risks and 1ssues A summary is then shared with e manthly
Steering Committee

Reguiar updates have heen provided To the Auvct Commetter s nee
the selection of EY. As part of tne skadowing process, EY's leac auct
partner attended Avdit Commitiee rmeetngs n Decermber 2027 and
February 2022, accompaniec by other rrembers of the EY team
where appropriate

PwC rera ned Peasson's saditor for ke T nancial vear ended

31 Decemper 2071 ang g resolution vl be proposed o
sharenclders at the 2022 AGM 10 zppoint LY &5 the company's
statutary 2ud tor ‘or Ine finanoal year ending 31 Decermber 2022

Compliance with the CMA Order

Pearsor confirms that it was n compnaince with the provisians of The
Statutery Aucic Services for Large Campanies Mzrket Irvest.gation
(Mandaiary Use af Competitive Tercer Processes ard Audit
Committee Responsibilines) Order 2074 during the Anaroal year
erced 31 December 202°
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Audit Committee report continued

Review of the external audit

During the year, the Comnritee d.scussed the planaing concuct and
coriclusions of the exterral audit as il proceesed.

ALILS Juty 2027 reeting, the Comrmittee discussec and appioved the
externig! audn plan ana reviewed the key 7is<s of misstaterment of
Pearsons fimaraal slaiements The exterral audinors provided ar
upoate (o the rsk assessTent at the December 2027 Committee
meeung. following the acquisition and disposal rransacticns in the
second na f o’ the year. These nisks were then corfirmed as final at
the corcluzion of their audit of the financial statemerts ir Fedraary
2022

The table on pages 109-110 sets our tne significant :ssoes
consigered oy the Commitiee together witn detans of how tnese
iters have been agdressed The Commirtce discussed trese issLes
with the auditors at the nmie of their review of the half-year interm
“mancia! statermnents ir July 2021 and again ay the conclusion of ther
auait of the financ al steternents for the full year 11 Fetraary 2022,

In December 2027, the Committee discussed with the auditors the
status of tier work, focusing in partcular oninternal controls and
Saroares-Cxley testing

As the augitors concluded therr audit, they expained o the
Committee:

— The work they had corducted over cevenue, Including over
cortragis in certa n of the Groug's pusinesses in the US and UK
*hat spar year-end. where revenue .5 recognised Jsing estimsted
percertage of corpler-ar basen on costs with a spedific focus
this year on maragemert's change in -evenue recog o
metnodology for US Stucent Assessment

— Trerr work in evaluating maragement's goodwill mparmert
£xerase, 07 a value-im-use Hasis, ncluding assessing assumations
arounc the cash-genersing ant (CGL) reassessment, gooawill
reallocator, operating cash flow forecasts, perpetaity growth
rates and oiscourt rates

— Their work N assessing management’s judgements ang
assumptions regarding the impairment of its night-of-use assers

— Therr proceaures oerformed 1o aLdit the mater.al scguis tior and
dispesal completed in the year in adoition 1o evaluaung
management's judgement that the businesses under strategic
review do nio: meet the [FRS S criteria to be helg for sale at
31 December 2021

— The work perfermed over the nature and presertanion of
adjusting items. facusing on sdbjective judgemen:s and the
transparency with which related adiusted measures are
presented, in particular the exclusion of costs reiated to major
restruclurnng programmes

— The results of tnerr controls testing for Sarbanes-Oxiey Act section
404 reporting purposes and in support of ther financial
statements audit

— The resuits of their work over the company's going coricern and
VIability statement reports

— Their work in relation (o other matters which are not classified as
key audit matters, but may give nise 1o additional disclosure
requirements e g pensions

— The work performec over the carrying vale of mvestments in
subsidiaties for the Pearson plc parent company

The auditors also reportec to the Committee the unadjusted
misstatements that they had found in the course of therr work, which
were immatenal. and the Commuttee confirmed that there were no
matenal items remaining unadjusted in these financal staternents
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Auditors' independence

In hne wath bes: practce, gur relaticnsh’p with Pw( is goverred by
our policy on oxternal auditors, wh cnis typicatly * eviewed and
approved annually oy the Commttee The polcy establishes
nrocedures 1o ensure that the avditars independence 1s not
compromised, as well as defiring those nor-audit services that PwC
miay or may 1ot provide to Pearscn Ary ahiowabie services are in
acrordance with relevant U« and US legislation and aud tor
standards. Tae policy ta<es 1nto account certarm voluntary
commitments by PwC regardng imoeperdence and appl es wo al:
Pearson pusinesses globaly, ncluding assocaze comparnies,

Tre Committee approves all sudit anc non-audit servces provided
By Pwl Our pehicy or the use of the exrernal zud.tars for ror-aadn
services comphes wits the FRC's Rewsed Ethical Standard punlished
n December 2019. “ne standard appies restnctions on certain
nom-audit services and applies a tap on tre leve of permited
nor-audit services fees wnich can pe billed nany year Tre polcy
also reflects the restrict-on or tne use of pre-approval ‘1 the 2016
FRC Guizance on Audis Commitiees and, according'y, al' non-audit
services, irespecive of value, are required 1o be approved by the
Committee In garicdlar, we expressly proniot the provision of
certain tax, HR and other services oy the external aaditor. We review
ron-audt services or & case-by-case bass inclucing reviewing the
aongoing effectiveness and appropnateness of our pol-cy

The Caommiltee receives regular reports summarsing tne amowrt
of fees paiz 1o the auditors. During 2027, Pearson spent £0 4rr less
on non-audit fees with PwC compared with 2020, .ncluding aue o
the absence of comfor: letters for potental pord 1ssues and cortar
JS regulatory flings, For 2021, nor-auolt fees representec 2% of
externg audit tees (8% 0 2020}

For all non-aadit work in 2027, PwC wes selected orly afrer
consideator that it was best able 10 provide the services we
reguired at a reasorable fee and within the terms of aur acicy on
external auditors Where PwC is selected to provide auditrelatea
services, we take inte accoant its existing knowledge and cxperience
of Pearson. Wnere approprizte, services were tendered nnior (o a
decaion peing made as 1o whethber 1o award work 7o 110 audiars.

Significant non-auait work performec by PwC durirg 2021 ncluaed.

- spoial bond assurange waork

— hal®year review of interir financ.al staterments

& full statement of the fees for audit and non-aJdil serves 1=
provided in note 4 to the financial statements on page 168,

1 on

Tim Score
Chair of Audit Committee




Significant issues considered
by the Audit Committee

Issue Action taken by Audit Committee Outcome
Goodwill allocation and impairment reviews
— Pearsan carries significant goodwill end  — The Commitiee considerec the impact of the — [he Carmmittee 13 satisfied with the

orher intangible assct balarnces As a
resilt of the new strategy and
organisation structure there hias been
¢ change in the ceterm natior of cash
generzling units and goodwill fias been
reallocated There are significant
estmates anc assurmpuans used in the
impairment review Pearson bas made
signif cant irrpairments to goodwill
across a var ety of 1ts busimesses in
past years

Going concern and viability

— The assessment of the Group's viability
and the appropriateness of the gaing
concern assumption.

Acquisitions and disposals

~— Pearsan finaksed the disposai of its
Interests nthe Pearson insutue of
Higher Educaton (PIHE) in Soum Arca
ardils K12 Sistemas business i Brazll
In zddiian, Pearson ennounced a
strategic review of its international
courseware local puolishing
businesses.

— Pearson acquired Faethrr Holdings Py
Limited, 1NCreas ng its ownershis from
9% 10 100%.

news stralegy and organisstion design onthe
determ nauor of cash generating units and 10
parucular the level at which goodwill s
maonitored. The Committee reviewed the
realocauon of goodw |l across the newly
rererm.ned cash generating urns

The Corrmittee ronitorec the Group's plars
and forecasts during the year 1o determime 1F
there were impairment tiiggers. The
Committee consigered the results o the
Group's goodwili imoa rment reviews which
were undertaken in December znd refreshed
postyear end Key assumotons - irdading
cash flows derived from strategic ard
opereirg plans, long-rerm growth rates and
the weighted average cost of capital - were
reviewed and challerged The Commintee
considered the sens tvies 1o cnanges in
assLmpuons and the aceguacy of disclosures
recuired by IAS 36 tmpa'rmert of Assels' in
relavon 1o the Group's CGUsS,

The Commiitee reviewed future oLdgets and
cash flow forecasis to understand the Group's
avalaple liguicity 2nd sbity to corunuse as a
going concern The Comrmitiee ~eviewed and

challenged e risksidentified to ine “orecasis.

The Cormittee reviewed the pacore of the
severe but plaus ble scenano rmodelling and
stress teslirg

The Cormittee reviewed the accounung tcr
rhe disposal of PIHE anc the K12 sistemas
busmness with speci’ic focus ©n considgersuon,
ret assets disposed and disposal costs The
Committee also reviewed tax assumptions
relaurg 1o the disposal transactions.

The Cormittee reviewec the status of the
siraiegic review o' the Iniernauoral
coursewdre toca. paolishir g basinesses and
consicered ths against the IFRS S entera Lo
be dassitied as helc for sale

The Committes evtewed the accountng for
the Faetbm with specific focus on tne step
acCuUISIIon accounurg, consiceratior. net
assels gcgarea ircluding tne valuation of
tang oles and the recogniuor ¢f goodwill
The Cormnmittee noted the use of thirc party
veluat on experts 1o value the acquirec
inangiole assets
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determination ¢ cesk generaung un'ts anc
e associated goodw | reallocation

— The Committee 15 scusiled with the annual

impairrert review with confirmation of
sufficient heacroam in each of the ¢ash
generaling units

— The Commitiee s szlistied with the

dsclosures relanng ra goodw Il

— The Comrmittee 15 setisfied witn the

modelling process and the nsis idenufied.
in agddinon, te Committee 1s satisfied with
e slress testing performed end the
severe but plausible scenaro modelling
The Committee noted that in all scenanos
e Groun had a highievel of lguidity
hegoroom are suficent heaarourm against
covenant regLirements,

The Committee 1s saushed with the
assessmen: o'the GroJps viapiny and s
satisfied that the Group s a gu ng concern,

The Committec 1s satisfied with the
disclosures relazed to going coricern and
viabiliry

The Commritiee deterrmimed that disposal
accountirg for PIHE end the K12 Sistermas
business fad been approprately recordec
The Comrritlee glsc agreed that the [FRS 5
critera 1o be classified as helc for saleir
respect of 1ne Irterrat onal busimesses had
not been met as at 31 December 2027,

The Committee determined that e
acgals van accownt ng for Fzethm hac
been Lndertaken approprately but notes
wrat it remalns provisional as at

31 December 202°.



Audit Committee report continued

Issue

Revenue recognition

— Pearson has a nurrber of revenue
sireams where revenue recogrilion Is
corrplex For some revenue streams
significan: judgemrents and estmates
are required in order to determine the
amount end urming of revenue
recognitian Dunrg the vear Fearson
made & ckange ta the methodology tor
recognising revenue inrelauon to Us
Student Assessment contracts

— Tne determinaucn of appropriae
provisions for sales returns requires a
signif cant armownt of jJucgement,
particularky mrelalon to courseware
sales nthe Higher Educatior civision

Property asset impairment reviews

— Pearson holds significant right of use
Z55e1s 1N relation 1o leased properties
Tne property portfolic Ras been
simplified. significantly educing the
squere footage required The rght of
use 33sels have consequently geen
impa.red There are significant
Cstimates anc assumprions used n the
IMIG3INTEnT review,

Tax

— Pearson halds provisions in relation o
UnceTain tax posmons

— In 2021, Pearson paid £105m (inclucing
interesthin relanor to e EU state aid
matzer and this amount has been
recogrised as an assel 8s 1U1S expecter
to be recoverced in due course,

— Changes 1o, and e applhcetor of ax
legislation continues to be a complex
ard judgemental area

Actio?t}aken by Audié_COr;r:rlitte_ga -

— The Corrmitiee regularly reviews ard

chellenges revenue recognimion prachices anc
the underlying assumptions anc eslimates In
adcition, the Commuttee has visibllity o
mternat aucit findings relating 1o rever ae
recogriuon controls and pracesses and
roLtincly monitors the views of external
auditors on revenue recognilion Isses.

The Corrmittee reviewed the basis for the

change In tne methodology for the recogniven

of reverue inrelauon o LS Student
Assessmert |0 parucalar the Committee
noted that the portfolo method enrployed
would rat differ mater ally from measuning
the percentage of completior at the indradual
contract level

The Committee consideren retur s
provisioning for courseware sales in the

H gher Edurznon drsion and reviewed the
methodoiogy for establishing orov siors,

The Cormittee monitorec the GroJp's
pronerty strategy 3aring the year 1o
determmne if there were (mpalrment riggers
The Comrmittee corsiderec the results of the
Group's propefly Impairment reviews with
specfo focus on the 80 Strand and Hoboxen
properiies. Key assumpt'ons — including
potental rental valle, expectec sublease
curations and lerms such as rent free penods
-were reviewed and chollenged The
Committee considered the adequacy of
related disclosures Tne Commitlee notec the
mput of third party property specialists in
cetermining the key assumouors

The Commitiee considered vanoJs
cevelopments dunrg the year, ncdudirg
Pearson’s ongoing response to the Furopean
Comm ssion’s decsion that the UK's Firance
Company Partal Exernption rules constituted
state a d (EU state aic) The Caorrmittee noied
1hat amounts were paid 1 relzuon to the EU
state a d rratter and contir ued to concur with
marageTent that no provision s required for
rhis tem

Outcome

~ The Cornmiltee 15 sausfied that revenue 5

being recognised apbropriately

— The Committee is satisfied with the

disclosures regarding the US Stucent
Assessment revenue recogniion
methodology change

The Commiee was satishied ibat (he level
of prowisions beld for sales retLmsis
adeguate

The Cormmittes 15 satisiled the wth the
results of the properiy Imparment reviews
and the subsequent impa rnert charges
recognised 'n the ncome statement

The Cornmittee 1s sausfied that the charges
relaie 10 & ma or restructuring programrre
and so meet the Groun's crrena ra be
excluded from adjusted per‘orrance
Measures

The Cormmitlee 18 sausfied with the
disclosures relat ng to property
Imparmerts

The ComTitee was satisfied with
Pearson's epproach o managing he
Imoact of tax legislauon changes snd
agreed with the views of management
regarding tax provisioning levels,

The Committee was sausfied witn
Pearsor's approach to the U state aid
matter Includirg the ~ecognition of ar
assei In relauan 10 amounts paid n 2021
and ongo ng disclosure of this contngercy.
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Risk governance and control

Internal control and risk management

The Board has overall responsibilizy for Pearson's systeres of internal
control and nsk management, which are designed to mzrage, and
where possible m vgate, the rnisks facing Pearsor, safeguard assets
and provide reasonable, but not absorule, assurarce against matena)
fmancial misstarement or loss. The Board agrees risk managemen:
requirerrents and. n assessing the efecuveness o the risk
management effort, reviews a range of nputs as desc-ihec
elsewherc 1n this report. The Board can and does challenge the
repo-Ung it receves ang wll reauest further information as needed
t0 make 115 assessent.

The Audi Committee monitors the effecuveness of the compary's
risk management and internal canrrol systems or peralf of the
Board. The Audit Corrmittec oversees a risk-based interngl aadit
programme, including perniodic audits of the risk processes acress
the organisavon It provides 3ssurance on the maragement of risk
(including risk deep dives, as descnibed on page 104), and recoives
reparts on te efficiercy and effectiveness of internal controls with
inpLt from the Deputy CFO and external suaitor Ezch business arce
mainta s internal cortrols and procedures aporopriate o (s
structure, bus'ness envirorment and risk ASSESSent, while
camrplying with compary-wide policies, standards and guidelines
These controls and procedures are monnared and certihied through
the Group-wice Controls Centre of Excellence and are suhject o
testirg as pars of path the rternal and exterral auct processes.

The Board confirrs tnat it has canducted and cortinaes throughou:
the year 1o revicw the efieciveness of Pearsor's systems of nisk
manzgement and internal cantrol in accardance w th provision 29 o*
the Coce and the FRC Guidance on Risk Managemen:, Internal
Control and Reiated Finarcial anc Business Reoorung (FRC
Guidance) Inmaking s sssessment as (o the effecuveness of these
systemns “or 2021, the Board had regard to an assJrance opimon
from Interna’ Acdil Factors considered i this process 'neluded

— The ourcomes of nterral aucits complered during the year
— Sgnificant changes in Pearson's objectives and systems

— The wider Pezrson risk managermeni and assu-ance framewark
which inciudes ather assurance activities by T rst and second line
of deferca teams including enterprise r sk management the
Controls Centre of Excellence, drsional and technology
assurance reams

— Work conducted by the externzl aud tor
— The organisation’s response 1o rternzl gudt actions
— Whether fandamental or s enficant actions heve not been
atcepred Dy manzgement and the conscarent risk
— Whether any I mrauons nave been placec or the scope of
rtermal audie '

The Boa-d reviewec the deta | undernirring these faclors as parl of
the 2021 year end process Following this rewiew, the Board confirms
that Pezrson's systems of risk maragermrent and internal control
aperated satsfacionly throughout the year and Lo the date of tis
report. and no signif cant failings or weaknesses were 1dentfied in
ihe review process.

The Board s uimately accocuntable for effect ve rsk management n
Pearson aro delermines OJr Strategic spproact 1o nsk. It confirms
0.r ererprise risk managemen: framewark as well s our risk
appetite targets “he invalvemert of the Board and Audit Cornmitree
- the design, implermentation, idertification, monizoring and rev ew
of ris<s ncludirg setting risk appetite and reviewing baw nskis being
embedoed ir our cLitLre)is cuthned in maore detail ir tne risk
management section on page 60
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Risk governance and control continued

Financial management and reporting

There 15 2 comprehersive strategic planning, budgeung and
forecasting system with an annu.zl operating plan approvec by

the Board. Marthly 1nanciai nformation, including tracing resalts,
balance sheets, cash flow statements, capital expenditu-es anc
indebtedness, Is reported against the correspond ng figures for
the plan and pror years, with corrective actior outhned by the
appropriate senior Executive. Pearson’s Senior management meers
regularly with business area managernent to review he r DUsIness
ard inancial performance against plan and forecast. Maja-

risks reevant 1o each basiness area as well as perf@rmance egamgf
the <rated finanaal and strategic ojeclives aie reviewed in

these rmeet ngs

There Is an orgoing process to monitor the risks enc offectivencss

o controls ir relatior 1o the financial reporuing are consolidstion
process, Including the related information systems Thisincluoes
Lp-to-date Pearsan firancial palicies, formal requirements “or finance
to cer: fy ihat they have been 1n compliance with policies and that the
control emvitarment has been martained tnroughout the year,
consohdzuon reviews and analysis of matenal var.ances, inance
technical reviews, and review and sign-off by seric- finance
manggers The Group finance funcoan also monitors and assesses
these processes and contrels through finance anc technology
comphance funcnors and a Cortrols Steening Corrmitiee Lomprising
cross-lunctional experts,

These controls inclune those over external fmancoal renorung which
are documented 2nd tested in accordance wth the epplicenle
regulglory reguirements, inclading section 404 of the Sarbanes-Oxley
Act, which is relevant 1o our US listing One key control nthisarca s
the verlicauion Committee, which submits reports to tne Audt
Committee This Committee I1s chaired by the Corpany Secretary,
arid mermbers incluce the Chief Financial Officer, the Deputy Ch ef
Legal Of cer and senuor members of the finance funchan The
primary responsibility of this Committec 1s To review 2earson's public
reportirg and disclesures prior Lo release o ensure that information
provided to sharetolders is complete, accurate anc complian: with
alt appl:ceble legislancr and listirg regulatcns In addition, our
separate Marxet Disclosure Commrittee 1s responsible for considening
potential nsice information and its treatment - accordance with the
UK Market AbLse Regudlation

The effectiveness of key financial controls is subject o management
review and self-certfication and independent evzluat on by the
external auoiors

Treasury management

The treasury department operates w.th n nolicies zpproved by the
Audt Committee or: behalf of the Board, anc treasury transactions
snd procedures are subject to regular internal aud L Major
transactions are authonsed outside the department at the requisite
level, and there 15 an approgniate segregauon of dutres Freguent
repo s are made to the Deputy Chief Finarcial Officer and Crief
Financial Officer. Regular reports arc prepared for the Audit
Committee anc an annual risk review meeting takes place betweer
the Treesurer and Audit Committee. The Treasury Policy 15 describad
inmore cetail in note 19 1o the firancial statements on page 188

During 2027 the Aucit Committee authorsed the acdiron of Fitch to
rate Pearsan Funding plcs outstanding bond debt and endorsed the
Groun'’s approach Lo transition ng its loen and cervatives portfolio
away from Libor The Commiistee recenec regular reporting on
liguidity, foreign exchange and nzerest-rate rishs and comphance
with laws and regulat ons,
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Insurance

Pearson reviews its risk irancirg opuons regularly 1o determine now
the company’s nsurable nsk expostres are managed anc protecten
Pearson annuslly reviews coverage against Insurable risk, insurers
and premium soerd, ensdring the programme 15 fit for purpose and
cost-cffective

Pearsor's insurance subsiciary, Spear Insurance Corrpany Lirned, 1s
Jsed 10 leverage Pearson's risk retentior czpability and ro achieve a
balance between retain ng insurance nsk and transferring it -o
ex.ernal msurers,

Tax

The Board hes delegetec responsibiity for the niegrity of financial
reporting and risk management to the Auair Commrittes This
Inclides seTting tax strategy and monitorng tax rsk. The Tax
Departmen? reperts at ieast annually (o the Audit Committee.
Regular updates ave provided to the Deputy TR0 and tThe CHD
throughout the year.

Pearsor publishes an annuzl Tax Seport conta ning m‘ormat on
about our tax strategy, governarce and nsk manzgement aoproach
as well as our atitude to tax plarnirg and being transparent with 1ax
autronnes Our approack to tax s guided hy our corporate values
and by our Code of Conduct Our tax principles have beer publishee
on our corporate websie since 204, anc they guide tax strategy

at Pearsor



Directors' remuneration report

Sherry Coutu

Committee Chair

Image remaved

Key messages from the Remuneration Committee i

— During the year, the Committec underiook an exrens ve
eNZAgerner L exerse 1o further undersiand the views of
sharehsiders and how Pearson cer: ergage corstructively i
with 115 sharetolders and adwisors going forward. |

— The Commitiee 15 committee to ensurning remuneration
policies and practices ecross the company reflect the
forward-locking strategy and Pearscr's reconty refresried .
cuUTpose. Misson, vsion and values

— The Comm ter resicwed DeErformanie Messares and 1argets !
ahead 07 2322 The strategic elerient of the AP hes been |
sirphified and reflects the focus on acceleraton of growth
nrough digital innovaton and further establ shing Pearson as
3 purpose-driven compary TRis incll.des twe ESG metrics |
aligned to Pearsans strategic piliars The guantifiable strategie
targets have been d sclosed prospectiely for the first ume ta i
ade rransparency |

— The amual mcennive outcome for Executtve Jirectors reflects
Prarson's strategic, operstonal, and inenaiz’ progress n i
2027, watk profit and cash flowe abead of onginal expectanons |

— The Cemrmitzee completed a thorough and nonsuc review :
anead o the vesting of the first ranche ¢f the co-invesrmenr
award for 1Fe Chief oxecuirve, taking intc account the !
performance anderping z< well as oroager compary
perfarmance and the expenarce of stakenolders, I

— There will be a 2.5% salary ngrease far the Chief F nanc al
Officer in 2522 The salany for the Chief Execunve remains
fixec anul 2023

— The Comm tee remains incused an ensanng the
rerunerat on arangements in place for the broader
employee population are CONISLENT vwith 1Ne Need 10 ativact
and retan the right talent for a digieai future The Cormmittee
SGUEhT To engage with employecs an the execulive pay and
wider rewarc matters through a number of channels during
the year noludirg via tne Employee Engagerment Nerwork

Terms of reference

The Commitiee’s terms of reference are 10 lire yath the 2013 UK
Corporate Governance Code arc are avallable o the Governance
page of the company's website at pearsorplc com {A summary of the
Commrittee’s responsibili es s showr on page “30).

Board Committee attendance

Attendance by Directars at schediled Remunergunr Cormitee
rmeerngs thraugrour 2027

Meetings attended

Srerry Couu 77
Dame Elzaberh Corley’ 77
Tim Score i
Sidrey Taurel 7

e "lzapeth Corle, resigren ror tre Baarc arc the Jom Tiies or

eCermper 2L2"

i Da

Dear shareholders

On behalf of the board | am plessed o present ine 2027 Directars'
Remuneraior Report

Trus 15 my Trst report as Chair of Fearson's Remuneration Commitiee,
hawing succeeded Dame Elizabett Corley in September 2021 My
thanks Lo Dame Elizabeth for her exceptional leadership since Apn!
2015 and to Sidney Taurel, Chair of the Boa-d and member cf tne
Commitee, for ther support as | stepped inta the rale wWe wall
welcome Esther Lee, Non-Execut ve Director, to the Commutzee fram
T oApnd 2027,

2027 was the first ‘Uil vear under the leadership of new Chief
Executie, Andy Bird Al the beginining of the year Pearson
annaunced e new strategy, wh Ch aims to reposition Pearsan for
sustanaple and profitable grawin and create long-term shareholder
vahie. Sinte then, work Fas been undertaken (o emben the strategy,
evolve the culture and successlully transiuon Pearson 1o & d g tal-irst
ifelorg learning company More recently, Pearson has refreshied its
puUTpOse MIsSIoN, VISIoN and valLes - we add [ ‘e 1o a | ferrme of
learning through creaung wibrant and enriching learnirg exgeriences
designec for real-life Impact, so everyone can reahse the Iife they
imagne. Going forward, strategy, priort es ana benawaurs wil be
anchorea around this Our remaneration gpproach, which draws on
input fram key business functions enc other sta<ehalders as well as
being data-driver. wall also reflect this refreshed forus

Pearson mace strong strategic, operanonal anc financial progress 10
202" and cel vered a robust fullyear performance, with profic
exceeding original guidance Strong anc effecuve leadership s
repesitoring the busimess, crwng digital innowatics and gn
incregsed focus on the consumer through e launch of Pearson-
The cempany 1s well placec to buld on this mamerrLm and 'oaks to
the futire with configence

In 2027, Pearson increased its ¢ videno, in line wih our progressive
and sustainzble divcend poicy, and did not access governmens:
fLnding or take advartage of the furloughing programme, Suppart ng,
odr employees, CLSIoMmers, partrers and brosder staceholders
conunued o be atthe contre of Pearson's response o COVID-13,
with the protection of our ermployees  health, safety sro wellbeing
remaning a key prionty This was a focus for dhiscussion at te
Employee zngagement Network (ZEN) gur ng the year Furtrer, 2027
saw Pearson hold s first “Global WELL week’, 1o highlight the
importance of wellbeing, both inside anc oJuside of wor<, promoie
relevant benefits and prograrmnies and 'earr new ways 1o mprove
employees own ot ongl, physical, firancial, and commanity
wellbeing

Shareholder engagement

while the Comemittee was naturally disappo nted by the sigauficant
minonity vote against the 2020 Directors’ Rerunera™on Report at the
2027 AGM. e very muon sppreciateg the support receved fom the
mz|0-ity of shareholders and ook very seriously ai! feednack recaived
be’ore and aller tne meeurg Conl nung Pearser’s CommITmen” io
2n ongong and transparen: dialogue with shareholcers and ther”
advisers. an extensve er gagemert exercise was carr ed oul durirg
the second haif of the year

The purpose of this exercse was 10 d'scuss how Pearson can engage
constructvely gong forwerd, and D walld fke 10 taxe Ths oppoTurity
to thank 2l those w100k the T e 1o speak with LS over e last
year The conversal ons | and other members of the Committee nad
were invaiLsble and under!ined several Importan: éreas “or the
Commrittee’s cansiderstior zg we loak to the future

While srarenalders rerrain very supportive of Andy Bird, they
highl.gktec the impaortance o the Ccrmuttee’s essessment of the
performarce underoins etteched 10 The co-nvestrent awsrd
granted on his apaointment for which rmaore detan is orov ded wirmin
thes "epori
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Directors’ remuneration report continued

In addition, conversations focused on forward-looking remunersniar
arrangemens, In parncular the oerformandce framework znd the
ncreasing trend toward use of Ervironmerntal Sonial, ard
Governance ([SG) measures. The Committee 15 comTitied to
eNSUrng ary fJUture ncentive Tamewor« continues 1o have clear and
measurable performance targets

Vesting of the first tranche of the Chief Executive's
co-investment award

The first iranche of the ane-off co-investment awarc granied io Andy
Brd inurder to secure s appontment vested following

27 December 2021 Vesling was subject to achievernent of
performance anderping inken 10 Sitalega urug css and there being
no significant ESG 1ssues resJlung in significant reputationagi ddmage,
These urderping are intended to gdard aga nst payrert for failure,
ensdring the Comm tee car reduce vesting if nirs apinion the
perfcrmance of the business or the .ndividual 6oes not support this,

The Commiiiee was pleased 10 see the periormance cel vered dur ng
2021, partiedlar the sirorg strategic progress mede 12 addition to
assessing the underpins, the Comm tree undertoo< a tnorough ard
robast review process wock consideres a halistic vicw oF The wader
stakeholder experierce, including that of snareholders, emploveces,
customers, and suophers Cverall the Committee determined rhat
the first rranche of the award would vest in full and full disclosare of
the Commitiee’s deliberations 10 th s regard 15 on page “ 22

Shares vesting remain subject to a Folding period unii 37 December
2023 Tre remaiming two tranches of tne ewaro will vest following

2% December 2022 ard 31 December 2023 respecuvely sunject (o
e relevant performance underpins and Andy Bird's continuec
employment al each vesting date

Incentive outcomes for 2021

Pearson delivered adjusted operaung profit a7ead of market
expectations This strong finzncat performance, as well as the
encouraging strategic progress Tade during the year, resulted n e
formulaic Annuzl Incentive 2ian (AIP) oLtcome for Executive Direciors
o 63% of maximum. The Cemmittee conductec 2n in-depth review
o' the formutaw cutcome In corsiderirg its appropriateness, taking
nto accoLns strategic delivery, company end indwidual performance
as well as tne cxpericnce of broader stakeholders over the year
Overall, the Cormittee was sausiiec that the formulaic ouicome was
reflective of the pertormance achieved

The Long-Term Incenuve Plan (LTIP) award granted in 2019 will lapse
in full. Neither of the current Executwve Direclors parucipated in this
award

Looking forward to 2022

The Committee reviewed the szlary of Sally Johnson and approved an
increase of 2 5% for 2022, This increase was made in ine witn the
approach taken o saiery iInCreases across the UK. Ancy Birc's salany
rermains fixed unnl 2023

Executive remuneration framework and alignment
to strategy

Our Jirectors’ Remuneration Policy (Pohicy’) 1s intended to suppart
Pearson in achieving s purpose while driv ng long-term sustainable
value for shareholders, It also reflects the provisions of the LK
Corporate Governance Code anc evoling markel practice

The Committee reviewed the implemrenration of the Policy ahead of
2022, v parucular short- and long-term performance measures (o
ensure these rematn appropriate ard alligned to the forward-iooking
strategy In Ts cons derations, the Cormittee 1ok INto atcodnt
‘eedbac< receved from sharenalders and therr adv sors curing the
recent engagerment exercise

The AIP for 2022 wilt continue to be based or a balanced mx of
financral and sirateg ¢ measJres, The strategic element closely aligns
io the forwarc-lacking strategy focusing on accelerating growth
through incressed velooty of digital trarsformation and business
madel innavatcn and further estaolishing Pearson as a purpase-
driver company across product, people and the planet Reflective of
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the importance of delivenrg against our strategic commtrerts, the
Commiitee Fas, for the first ime, grospeciively disclosed annual
performarce ta~gets in respect of the 2022 sirateg € measures - see
page 117 for further detail.

For the 2022 LTIP, the performarce measures arc weightings wil be
Jnchanged Stretching targers have oeen set tawing into account
Irternal and exterral expectatians. For ERPS performance recairec
for full vesung requires signif cant outperformance of £.34% of
current merker expectal ons See page 157 for full details of the
targets

The Policy 15 aue for its tiennizl renewal at the 2023 ACM Tre
Crmmitree plans t Lndertaxe a full i ewew of the Policy and 1ts
implementavion dur ng 2022 This review will begir win
consideratior of Pearsons remunerstion philosopny for the whole
organisat.on anc constder aignment 1o Pearson’s new purpose,
missian, vision and valles as well as evolving markel praciice,
Imvestor expectations and feedbac« om otner stakebolders,

Wider workforce

Pearsoms remuneranan principles are CorsIStent across the
orgenisation and were designed 1o support Pearson's culture and to
make Pearsen an ermployer of chae able o attract anc reram ralent
1o execute aur d gita-first strategy. The Commities receves regular
Japdates on talent matters anc wider wo-kforce considerations and
attively considers the approach to rewarc throughout the
organissiion In determining executive remdaneration The Committee
closely revicws relevant pay ratios anc pay gans and actvely supports
efforts o make orogress against these metrics. The Comrmittee
would Lke to hignhight that Pearson will ne voluntanily punlishing its
etrnicty pay gap for Great Britair for the first time in 2022 and was
pleased Lo see voluntary disclosure rates on race and ethriciny in the
UK of 97%.

In 2021, 2 new lang-term ncentive arrangement was -ntrocuced far
the Executive Management tearr and omner senior managers more
closely aligned to the approach for “xecutive Directors, ensuring the
enure leadership team are all driving 10 achieve 3 common goal,

Pearson conunues 1o develop 1is approach to engaging with the
workforce “Ask Andy, a new initiauve whereby ecmployees can directhy
communicate with the Chief Executive, hes elicited a number of
questons on pay and oenefits We also rur regular Puise Sarveys
which allow all employees to vaice therr opirion in an dnony T oas
way 0N pay compels veness at Pearson, Feedoack received from
poth channels s reparted to the {ommittee where appropriate anc
considered as part of the decision-making process. Looking forward
tc 2022, 1 am pleased to repon that execunive pay will be a Topic for
discussion at the EEN, where | arr a Board representatve, | am also
pleased to report that we are doubling the Board represertation on
the EFN from Apnl 2022 witk Anneite Thomas jaining alongside me
from April 2022,

Pearson s comrmitted 1o & transnarent and positive relationship with
all its stakeholders and will cont nue 1o engage widcly as appropr ate
gong forward. | would like (o thank shareholders for their continued
suppert at the 2022 AGM i relation to our 2021 Directars’
Remunerauon Report.

Steny (Coutu

Sherry Coutu CBE

Chair of Remuneration Committee



Executive remuneration framework
and implementation for 2022

Pearson has a set of remuneration principles that govern pay for the
whole organisation. Remuneration arrangements for our Executive
Directors have been developed with these principles in mind.

Remuneration principles that apply across the whole organisation

Aligned to
longer-term
strategy

Reward will be
lInkec ro ackieving
Pearson's
lortger-term
strategy, growth
and susta:nabilty

Pay for
performance

Remuneratior
framework and
cutcomes arg
zligrec witk
per‘armance

Market
competitive

Pay levels will be
Tarkel
compentive, based
on role, grece and
carinbution 1o
onsLre ndviduals
are fairly rewarded
1 line with the

Targeted
differentiation

Trere will be
rargeted
differennatan of
reward across our
employees linked
1 Talent and
performance
managemem

Tailored

The epproach e
reward May be
tallored N certan
Crcumstances o
address a specfic
rrarket/business
need but will be
designad 1N away
that 15 consistent

One part of the
employee value
proposition
Reruneration s
one part of our
trozoer eTployee
vaike proposuion
end not the orly
reason 1o work for
Pearson

Tarket

Qur drrectors' Remurneration Poloy and ts implementatior supports
our purpose of adding Iife to g Iifetme of 1I=aning, our strategy anc
ulumately the delivery of lang-term sJsta nable value for all
stakeholders, inchuding our snarenolders

In developing the forwa<d-looking Directors’ Remuneration Policy, tha
Commrittee nac due regard to the LK Corporate Governance Code,
wader workforce remuneration and emerging best pracuce 0 relanon
1o Executive Dircctar remuneration

—~ Pearzo='s rernureration prncples. as set 0Jt aoove, were
developed to =nsure alignment to company culture and
positon ~carson as ar employer of choice, witn an auility o
attract and retair the nght talert 1o sLppart tne company's digite!
fuzure wrilst recogrising that remunerzuor s one part of the
broaver errployee value propositon at Pearsor

— Qur orgeing executve remureration framewor<is designed 1o
be simple, wih wotal remunerauor made up of fixed and
performance-inkec elements suppornng differert strategre
obecives

— Our remuneration framework and cutcomes are designed 5 be
aligned with performance achieved:

Performance measures selected Tor the AP and LTIP are <y
10 achievirg strategic opjectives “he (ommitiee "eviews
performance measures on ar annual Nas s to ensure they
CLONTINUE To INCentivse TMe 1 ght management behav ours and
gozls

We carry oul 2 robust target-sett ng process each year, tak ng
INto account Pearsern's strategic marn, as well as analyst
ransensus 10 reflect market expectauans, resuiueg n
stretching yet ackievable targers for the AIP and LTIP

with our
underlyng reward
philosopay

— Max mum awards under the AIP and LTIP are cappec and
clearly disclosed in our Policy

— When deterrmining payouts, tne Committee discusses:* Lhe
cutcome 1= -eflective of overall company perforrance énd e
experience of slakelmders, including shareholgers and
employers, over the wenod and, if nat, has discretior to ad ust
DULCOMTES,

The Committee is mindful of reputational and other risks
wher implerenrarg tne forwarc-lgoking Directors’ Remuneraron
Policy and determinmg outcorres “or Excative Jirecions and
senior management The company also has sa’eguards in place,
such as malus and clawback provisiors and 2 two-yesr holoirg
perod on the LTIP, as well as robust shareholdirg guidelines
which extend post-emoloyment

Before sgamg off the annual rermyneratior repers, the
Commites reviows drafts end provides (npuz to darify cur
disclosures. Where Tatenal changes ere proposed (o the
operator of our Sirecte s Remaneranon Pondy, we would
normaily constltwith <ey snareholcers 1o ensure the ratcrale for
uth cianges 15 fully Lndessiond ang provide 702 opoorun by o7
sharenolders 1o feed oo the deasion-radrg process and
nforen our firal conclusions,



Executive remuneration framework and implementation for 2022 continued

Summary of our forward-looking Directors’ Remuneration Policy

The table below provides a smmary of our forward-locking Mirectors’ Remuneration 2olicy and 115 implementzuon for 2022 This does not irdluae the

Co-Investment award grartec 1o Andy Bird on his appointiment as this was 2 one-off arrangernent and does rot form part of our ‘orward-tooking
executive remuneranor framowork The full Directors’ Remuneration Policy, as approved at the 2020 AGM, 15 available on the Governance page of the

comrpany's website at plc pearson.com/en-GB/company/business-operations

Base salary

Key features

— Base salar os are set {o provide the appropriate rete
o remuneration for the job. taking nto account
rewevalt recrutment rarkets, business sectors and
gecgraphic regions

— Basesalanes are notrally reviewed annually, with
aryircreases normally it ine wiin typical ncreases
awaraed 1o other e ployees In the Grodp

— Salary reviews take intc accourt general economic
znd market conditivns, the level of increases made
ecross the company as a whole; narticular
croumstances such as chianges i role,
responsb itles or arganisauon, the remuneralon
ard level of Increases far executives in sirmilar
positans it corparable companies in both the UK
US ard rternationally; and indiwidusl performarce

Allowances and benefits

Key features

— Allowances and berefits which refiect the local
corpeutve market and may nelude travel-related
benefits. health-reiated benefits, risk benefits and
ery other bene’its provided o the majonty, of
emplayees Tne Committee may introdJce other
benefits 111t 1s considered appropr.ate 1o do 5o

— Tne cost of the orowisior of altawances and berefits
var es from year to vear deperding on cost to
Pearson

Retirement benefits

Key features

— Empbloyees in the UK includirg Execuuve Directors,
zre elgible ta join the Money Purchase 2003 section
0" the Pearson Pension Plan Executive Dineciors are
eligible tojon this plan or receive a cash allowance of
equivalert value

— Thie Commitiee has discretion to put i place
reuremen: benelit arrangements in line with local
mar<et practice The Committee may also honour all
pro-cXisung retrement bene”t obhigatiors,
commimenss or ather erttements that were
cntered meo by @ member of the Pearson Graup
Gefore that person became a Directar, such as
particepatior in the Fnal Pay secton of the Pearson
Pension Plan

— Executive Dhirectors, who opt oat of the pension, can
receive a cash allowance of up to 16% of base salary,
In line vtk the maamum company cortributon as a
perceriage of salary that U< employees of @ similar
age are eligihle (0 receive

2022 implementation
— Andy Brd - $1.250.000 (no chatge)

— Sally Johnson - £53%,793 2 5% increase)
Aridy Brds first salary revicw will ocour 02023

When reviewing Lally Jehnsor's base salary, the Comm tee took o accounl the levei
of Increases made across the company as a whoele. busiress and indidual
perforrrance, and general econorric anc marset condit ons Salary increases “or the
LK workforze ranged from 1% to 10% ta«ing into account ind vidual performance, with
moreases above this level swarded in vecogninon of significant development - role,
The increaze awarged 1o Sally Johnson will be effactve fram 1 Ap+il in dine vath the
appraacn taker for the broader erplayee populaton

2022 implementation

Mo thanges for 2022 Bxeccuve Direciors will continue to recelve 1avel, healtn and
risk-related benefits, Andy Broc will also receive @ contr bution towards accommodation
Costs

2022 implementation

No changes “or 2022 Sally johnson is an existing rrember of the Final Pay section of
the Pearson lension PMlan Her pension eccrual rate 1s * /60" of pensionaple salary per
annum, restncied ta the Plan earmings cap.

Andy Brd s not a member of a pensior scheme operaled by Pearson. Instead, Fe
receves a payment of ~ 6% of base salawy i lleu of penson This s aligned witn the
pensian provisior that UK employees of & similar age are eligible to receive



Annual incentive plan

Key features

Motvates towards the ach’'evement of annual
business goals and sirateg ¢ objectves and provices
2 facus an key finanaal and non-Anancial metncs,
with financ.al metrics accourung ‘or at least 75% of
the total arnual opportunity

The Comminiee sets performance measures and
therr relat ve weighrings annually ro ensure
conunuing alhgnment with strategy and that targets
are sufficiently stretching

The Committee has discretion o ad)ust payments if 1t
beleves that the formulaic outcome does not reflew
underlying financ al or non-f nanc al pe-formance or
If such other exceotional factors warrart doing so

Malus and clawback provisions apply

Long-Term Incentive Plan

Key features

Drwve lorg-term profizapiiny. share pr ce growth ang
value creation whilst aligring the interests of
Exec.tives and shareholders

Awarcs are maae annally, and vest an a shding
scale basec on performance agarst siretching
corporate performance targels measJred at the
end of the three-yoar performar ce pernac

Awarcs are s.hbject o a post-vesung holcing per.od
of two years following tne end of the per‘ormance
perog

Trne Commistee 1s guided by the orinciple of aligring
shareholder and manageTent nterests and
therefore reserves the right 10 ad LSt pay-0Jis
before they are released fit peleves that ine
vesling autcome daes nar reflect underlang
performance or if otner excepronal faciors warran:
dongso

Malus and clawbacx prowsions apply

2022 implementation
Maximum oppaortdnity remans unchianged for 2022

— 200% of base salary for the (nie® Tuecunive
— 170% of base safary for the Cmef Fnangal Officer
50% of the maximum opporiLnity 1s payzble for on-target levels of peformance.

For 2022 the following ba'anced mix of financiai and strategic measures will be used,
wingh s unch:anged from the previcus year

Ag usies operaung ool

30%

SITELEE LT ROS TS

20% 20%

Strategic megsures for 2022 wili focus on

— Accelerarng growth througn digtal trarsformatiar and ousihess madel nnovatior
— Establshing Pearson as purpese-driven across product, people, and the planet

The targets for 2022 are as follows

B Weighting Threshold Target Maximum
Digreal sales 10% Pianiess 2% Plan Plan phis 2%
growth
Invest It diverse 5% 50% fernale gne Threshold + Thresnold +
pipeline zra ethruc minariy SYhncrease in  10% increase
Incredse representaton iemzle anc in ferrale and
representation leaderstin ethmemnorty  ethmo mmorsy
ar management development 31d TEDresENBLON  represeranon
levels Menorrg aLwWl level and  ar VP level and

rogrammes ~ 50%  abowe abave

{Frther prog . O/J °

information fermnale and 20%

o ethric mino~icy

on Pearser's

’ representation i

civersity goals o

< Shown o leagershio
= SNOWN o succession plars
page 439}
Recuce carbon 5% 1% reductior ZHrecucton 5% recuction

footpr 71 - net
annual reducnon
versLs 2027
haseline

A5 prev ous years, a finanaal underpin vall apply 1n respect of the strategic
measures Fnanc al targats will be disclesed 1 “ull ret-aspectively followng the enc of
e performance period

2022 implernentation

Maximum opportan'ty remains urchanged for 2022

— 300% of pase sarary for the {e’ Executive
- 245% of base sala"y for the (e Finanaal Oicer

Zerformance will be measured aver three vears, with any skases vesting subject 1o a1
adoinoral swo-yesr holding penicd

Serformence messures and tergets for 2022 are as follows

Perore snce . a3 dl

TeasLe o cial Toreanoid Erecr CAgmmur rresrold MaX L
Adjusted EPS A third 48p 55p 64p 15% 65% 100%
ROIC Athird 6 0% 7.0% 3.0% 15% 65% 100%
Relatoe TSR vs Unper

FTSE 100 Athird  Medhan N/A Quartile 25% MAA 100%

100%
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Executive remuneration framework and implementation for 2022 continued

Shareholding guidelines
Key features

— Align tne interests of Exccutives and shareholders
and encourage long-rerm snarehold ng and
corrnimment 1o the cormpany

— Execauve Directors are expected (o buld up a
substant al shareholding in the comparry within fve
years from ther date of appamtment 1o the Board.
The corrent requrerment s 300% of salery for e
Chief Execul ve ard 200% of =alary for other
Executive Directars

— Execuuve Direciurs are expecied W rewsin i
shareholding gi ideline {o- actual holding if fower) “or
wwo years [ollowing stepping down as an Executive
Directar

Chair and NED Fees

Key features

— Tosturect are retain h gh-calibre indracuals, with
eppropriate o Industry-relevant skills, by offering
market-competiive ee levels

— Tne Chair s paid a single (ee for ali responsib Imes

— Tne hor-ExecLtive Directors are paid 2 bas ¢ fee,
with Comm e Cha rs, members of e man Boare
Committees and the Serior Independert Birector
pard ar addinonal fee (o ref ect Ltheir extra
responsic lities

— The Chair and Non-=xecutive DIrectors rece've no
other pay or benefits, except for reimbursement oF
expenses, and do not participate 1r incentve olans

— Amimimum of 25% ot the Char's and Non-Executree
Directors' basic fee 1s pa d in skares

2022 implementation

“o changes for 2022 Andy Sird end Sally Jobnson are reguired to meet the
sharehalding guideline wiznin five years ro ther date of appointment, by * 8 Octoner
20625 and 23 Apnil 2025 respectively. Andy Bird has alresuy et his shareqolding
guicelinas Further cetalls on the share nterests of the Directors can be found n

nege 126,

2022 implementation

The Chair of the Boarc's fee will remain Tne same for Omid Kot destar, who will
succeed Sidney Taurel at the 2022 AGM An all- nclusive Deplty Crarr “ee will be
ntroduced following Tim Score’s appointment 1o the role at the 2022 AGM There will
be ro oter fee changes

Fcls "Fses for 2022
Chair of the Board £500,000
Deputy Chair fee {from 2022 AGM) £175,000
Base fee for Non-Executve Directors £70,000
Senior Independent Director fee (until 2022 AGM) £22,000
Mol T Ccra ewbor
Audit Committee £27.500 £15.000
Remuneraton Committee £22,000 £10,006
Nomination & Governiance Committee £15,000 £8.000
Reputaton & Responsibiity Committee £15.000 £8,000
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Workforce remuneration at Pearson

The Commitiee takes its responsibilities concermirg the oversight of
remureration policies and pracuces for the wider organisation
seriously Qur - ernuneranor princuples are CoNSISTENT across e
employee populaton, but how they are applied vanies by nasiness
neeq, level and geography as requ red The key difference in
executive remunerator compared ta tne approach to remaneration
scrass the warkioree 1s that remunerausor for our Execunive Directors
Is miore heav [y weighted towa ds variaole pay and irked to the
delivery of our strategic abjectves.

Our approach w remuneration across the wider organ sation s as
‘ollows

— Base szlary - Setiakirg INto accourt economic aciors,
campetitive market rates, roles, skills, experience ans irciv dusl
performance

— Allowances and berefits - Reflect the local lzbour marker in which
they are based All eligible employees (inclucing Cxecutive
Directors) are also ehigible to participate in savings-relared share
acquisiuior: progrdrmes in the UK, US and the rest of the wariz,
which are not subject to any performance conditans

— Reurement benefits - Re‘iect local market pracuce Pearson
ermployecs 1n the UK may parmupate in the same cnderlying
pension arrangements as the Fxocutive Direciors, subject ©
certain age bands and legacy arrangemers

— Annualincertves - Arourd 11,000 employees parucipate m er
Annual Incentive Plen, which 1s funded based or simiar
perfarmance megsures s those used for the Execuive Directars.
A numbe- of other emgloyees paruc pate in aternanve forms of
cashrpased annual bonds sudk as sales incentive anc commission
pians based on performance targets and profit-shares where
required for legislative reasons

— LONME-Term INcertives - Senior Mmanagement parus pate in a
lorg-term incertve arrangement, which comonses both
performance shases and restricteg shares, recognsrg the
migr<ets 1N wh ch Pearsor competes for talent Below this senior
rmanagement level, approximately * 000 employees parvopate n
share ncentve schemes, and zre selected on the pzsis of Tnerr
role, performrance and potential

During tne year, the Comrmittee recewved reports fram the Chef
Executive and Chief Human Resources Cffcer on pay and concitiors
3Cross the company as a whole. and on the recruiimen: and
retention experence, taking these INle account when ceterm ning
executve remuneranor. While there are established channcls for the
workforce o be informed about, and uncerstand, the algnment
between executive remuneration and wicer pay policy, Pearson
contnues to develos Its approach to engag ng with te workforce

The rew Remunerzauon Commitlee Charr, Sherry Couiu, CBE s the
designated warkfaorce Nar-Exec.tive Director anc leads the Soards
ergagemertwith employees including throoagh sttencing meeargs
of the Employee Engagemen: Network (EEN) Wille feednack
receved through the EEN 1s reported to the Board as a whole, any
views angd senurment of the worklorce arourc matters such as
reward arc culture are considerec In the work o the Remuneration
Committee During 2021, 'Ask Andy', a new initiative whereby
empoyees can directly communicate win the Chicf Executive,

elic ted 2 number of ques: ons or pay and benefits and pulse
sdrveys, whick are regularly run, allowed all employees to voice their
OpINIOr IN 3N anonyrous way or day compettivencss at Pearsun.
Feedback receved from noth channels s reported to the Commitiee
where appropriate anc consicered as nart of tne decision-making
process. Loaking forward 1o 2022, 1C ensudre 3 more proactive
approact and enzble a we-way conversat on, it has been agrees
that the Employee Engagernent Network will hald a discussion o
reward arc incentves at Pearson,

The Cormnm 1ee also carsiders the company's gender pay gap for
Greast Brita n. While to date Pearson hac seen a cortinJec year-on-
year mprovement in e gender pay gap, Lthis year the Commitiee
was dsappo nted 1o see that the mecian gender pay gap had
increased 1o 13% (from 10% in pronyear), 11 part this reflects the
impact of the pandem ¢, throaghout wh o1 Pearsor saw an increase
I the nurrber of wornen lezving the business This ouicome
danderlines the scale of the work still L be done anc Lthe importance
of having robust action plans i place to help Gose the gap Pearson
conunues [ reviews end update its policies anc praclices relating to
the Finirg, retenoian. and development of womer, as well as other
diverse talent groups. Bu lding an inclusive culture and ncregsing
diverse representatior is ore of Pearseon's six strategic pillars, and in
lre witk the companys corrmitments 0 this area, Pearson will
voluntarily be publishing its eth ity pay gap for Greal Brita n “or the
first Trmer 2022 As “or the gender pay gap, there 1s progress Lo be
made cn narrowing the gap, 0Jt this nitigl analysie provides &
foundation to build from. Pearson :s also working te extend pay gap
analysis, both gender end ethnic ty, to ail markets witn suficient
headcounls snd date avalability. To date, veluntary cisclosure vates
on race and ethnicizy are over 85% acrass Pearsor's key geographies
Furiner details, ncludirg or the actions being taken 1o adoress pay
gaps across our organisavon. can be found wathin our gender pay
gap and ethriaty pay gap reports

Image removed




Remuneration report for 2021

Certair parts of th s report have been audied as required by the
Large znd Medium-sized Companies and Groups (Accounts and
Reports) Regulztions 2008 as emended. Those tables which have
been sabject to audit are marked with an astes<.

Single total figure of remuneration and prior year
comparison*

lotal aggregale emotuments far Executive and Non-Zxecutive
Directors were £7537mir 2021 These emaluments are includcc
within the Lotal errployee serelit expense in Note 510 t1e ‘inancal
statemerts page 165,

Executive Director singie figure’ remuneration

Executive Directors

The rermuneraucn received by Executive Directors in respect of the
fnancial years ended 21 December 2027 end 31 Decemnber 202015
set out befow. The figures shown in the single figure table reflect
remunerauon paid while an Executive Director of the company Andy
Bird and Sally Johnson were both appointed as Execative Directors in
2020, and therefore the figures for 202G are parl-year ligures

Overall, tre Commutiee considers that the Remuneratuon Policy nas
operatec 3> mtended duning 2021

£lemen oF remane AT
D0l
Base salary
Allowances and benefits
Retirement benefiis
Total fixed pay
Annual incentives
Long-lerm incentives
Co-INvestment awarg
Totalvanable pay
Totatremuneration

Anay Bied ’ Satly Jrron
$000s £0005
izl et 2021 T -2:35-
1,250 260 521 353
373 125 16 9
200 42 38 45
1,823 427 595 407
1,575 - 560 -
3,708 - - -
5,283 - 560 -
7,106 427 1,155 407

Notes to single figure table*

Base salary

The base salary snown in the s ngle figure table refiects salary paid i
the financ.zl year while an Executive Director of the company Andy
Bird 1s paic in US dollars and Sally Johnson 1s pa o in pound sterlng.
Allowances and benefits

The breakdown o benefiis 1s as follows for 2021:

Ardy Bird Sa\l;]icrrmrsér

5000 £000s

Travel - 14

Health 21 2
Risk-related z

Accommodation 350 -

Travel benefits compr se car allowance anc reimbursemerts of 2
taxable nature resultng from business travel and engagernents.
IHealth benefis compr se healthcare, health asssssment and cental
rare Risk-relatec benefits compnise of ife ard other insurance
polices Accommeocetior benefits for Andy Brd relate to a
contribution towards the reptal costs of an apartment In New York 1o
be usec for business purposes, the cost of which has been capped at
$240,000 per year ($20,000 ner month) prior o any taxes woick may
be due.

Im gddmion to the allowarices and benefizs set out, Execut've
Directors may also participate in company benef t or policy
arrangements that have 1o taxable value and/or are cvailable to alt
other cmployees in t7e same locanon. 5ally ,ohrsar's Ife cover s
arranged under The Pearson Penston Plan's UK group-wice policy
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Retirement benefits

Further detail on returement benefits s set aut later inthis report on
page 125

Annual incentives

The 20217 AIP for the Executive Directors was based a1 a max of
finanuizl (B0% weighung) and sirateg ¢ measJres (20% weaighung)
The 20271 AIP resulted ir a 63% of maximum payable ‘or both Andy
Bird and Salty Johnson Benus is calculated using salary at

3" December 2021 - ine wth how bonuses are calculated for all
partic pants. For more deta | on performance metrics and
performance against ta-gets in 2027, see following page.

Long-term incentives

The 2019 LTIP award was subyect to performance condinons
assessed to 31 December 2021, Ferformance targets were not met
and therefore the award will lapse Ir full Neither of the current
Executive Directors were eligibie to paticipate in this award. For
further detalls see page 122

Co-investment award

The frst tranche of the co-Investrent award, granted to Andy Bird o
support his recruitment, was subject to performance underpins
assessed to 31 December 2021 It was determined the first tranche
of the awarc would vest in full The value disclosed, which includes ar
addivonal amount equal to the val.e of d vidends payable on the
shaces vesting, is calculatec using the share price at the date of
vesurg (25 February 2022) of 652.9p and was corverted using 2
USD'GBP exchange rate of 13753 (average excharge rate “or 20211
The award was on1ginally granted basec on a share price of 580.2p,
and so $347k of the above figure 15 attributable to share price
growth The award has been satisfred using market-purchased
shares and shares reiaired after tax must be held unul 31 December
20Z3 For further detalls see page 122



Executive Directors’ annual incentive payments for 2021*
Andy Bird ard Sally Johnson were el gible (o pa-tcipate inthe 2021 AIP. The following table summar ses the performance targets (presented or &

cons stent basis to the actual results, takirg into account portfolo ane corrency mevemerts and performance against nese targets for the 2024 award
which resulted ir a 63% of maximum oayout).

Overall outcome

Perforrmancs
MEISUTE

Adjusted operating profit

Sales

Operaung cash flow
Strategic measures

Perrarmance rarge

70T IMEK DETUS

% o lc.al Thrasr aid Tager Iax Acloalresdlis Jol=abol N1 «
30% £345m £365m £445m £385m 19%
30% £3,3°0m £3,415m £3.660m L£3428m 16%
20% £315m £335m £415m £388m 17%
20% See below 1%

100% 63%;

Performance against strategic measures
The targets and oulcomes for performance agairst each of the strategic measwures are shown in the 1zble below Ir coming to the fingl outcorne, the
Committee made a qualtative assessment of performance against the full scorecard of stretching targets and determined that an outcore of “ 1%

ram & mzximum opporiun ty of 20% was approprizte,

Strategi&
priority and
weighting

Making
Pearson

fit for tne
furure and
INVesung i
our alent

Achieved
1.5% out

of a possible
5%

Building

an inclusie
culture,
ncreasirg
diverse
representation
and
accelerating
our
sustaimability
sirategy

Achieved
6% out

of a possible
7%

Measure Threshold
Iitegrated Successfully complete
organisational  reorganisatign and
dessgn MEIman ermnioyee
eXecuton

NP5 ws Q4 2020 as
mezsJared by interral

PLlse Survey
Invesimentin 50% of respondents 1o
our peuple’s interral Pulse Survey
learnirg self-reporung upskillng

- demonstraie /reskilling vz capsbiny
effectiveness frarmework

o upskill ng /

reskiling work

2gainst

Pearson’s

capability

frameworx«

Achieve 2027 Reduce Carbon

carbon footprint by 7 5%
reducton {annual reduction; vs
target as step 2018 basel ne
change

toweards 2030

goal

Drive diversiy  50% of caroidates on
in leadership leadership
development  development and
programs 1o MEentOnrg prograTs

creae pipelire  zre civerse ("emazle or
for leadershin BIPQC/BAME talery)
roles

Reflect Develop sapoher
diversity i our diversity policy arc
product and create sapolier
SUpEly chan drersity trairing

program on ecitonal
gudelines for new arc
exist Ng companies

Target Maximum
Siccessfully Successfully
complete complee re-

re-organsat on and - organisation and
merease eTployee  increase cmployec

NPSws Q4 2020as  NPSws Q42020 as

rmeasured Dy measured by
nterna: 2ulse interral Pulse
Survey by 2 Survey by 4
DOrCentage poirts  percentage pomis
65% of 50% of a!l
respandents 1o employees n
internal Pulse Pearsor. self-

Survey seft reporting upskiling /
reporung upsklling  reskilling va
freskiling via capability ‘ramework
canability in HRIS; define/
framowork begin 1o execute

plan for ceta testirg
new cormemercial
corporate learring
proposition

Recduice Carbon Reduce Carbor
footprint by 10% footprint by ~ 5%
(anraat reduciion)  (annuel redact on)
vs 2018 baseline vs, 2018 tasel ne

Threshold + Target +
S0% of successicn 7 0% increase 10
plans ‘or PLG roles  representetior of

incluce ‘erales both females ard
ang 20% includg BIPOC/BAME
BIPOC/BAME employees at PLG
cancidates level

Threshold + Target +

Expand partnershin Exparc

retworks 1o representanor m
esiablsh 3 ecrtonal znz

C3la0ase Lo alracl  crealive partners by
andretain dverse 0% US/UK
suppliers

’ _Cutcome

Not met - Integrated orgarvsational design
implemented successfully witk pos tive NPS,
Tough rot maintained at Q4 2020 level
Empioyees especally positive anour strategic
direction, suppo-tive cafture and workplace
polic es, however, challenges of COVID-"9 and
e disruptior this caused to the workforce took
a 1ol which the company Fas been working to
dudress (roagn employee engagemnent andg
enhanced welineing efforis

Achieved Target - 71% of respondents
self-reportec upskiling / reskilling in the internal
Pulse Survey.

Achieved Maximum - achieved 26% redacuion
ageinst re-baseliner 2078 ta-get adjusied for
business gisposals Whist the COVID-15
pandemic has Fad an impact in chenging how
we dc Dusiness. te strategy for digralisation ras
also sped up the transiion 11 particular, the
redJct onir carbon faorpartis highlighter
troagh the skhift from print to digtair Us
Higher Education CoLrseware.

Achieved Target - 77% of succession pians for
PLG roles include females and 24% include
BIPOC/3AME cancidates wath >5004 of
candicates on leadersup develanment anc
Tentonng programs beng dreerse.

Achieved Maximum - Fearson Partner Forum
t00< place on 25 Karck 2021, oledge lzunched
and ‘ncluded training on diversity Suppter o
and WEConnect cartracted To help ciscaver and
vet diverse suppliers. Both piztforms laurching
across Pearson in Q1 2022 Ircrease v diverse
spenc from content and edizoniar» 10%



Remuneration report for 2021 continued

Strategic Measure Threshold Target Maximum Cutcome
priority and
weighting

Strategic Launch Pearson+ Threshold + Target + Achieved Target - Pearson+ launched with

progress proposmon i LS in demonstrable Increase reverde 133,000 paid sLbscripuons, 2 75m registered
Digital in growth sovance of {af Customer gereraton fram users at the end 0 2027 and an app store ratrg
growth, apportunites  semester and delined  engagemen: across  accelerated move to of 48, Wor‘k.‘orce and Erghsh strategies well
consumear organc ar inarganic Pearsoni anc CtCwvia Pearson+, progressed
engagement strategy for English Workforce, ard Workforce strategic
and product urogress orEnglish garmersh pand
effactiveness strategyvia English desl or proof

DJsINess Case of of carcept

Achieved deal negonialions
3.5% out ADsOl &8 g +12% Achieved Target - underlying growth of +3%
of a possible SOlUre 0% 2% i chieved Target - underlying growth o 4
7% arowth

ncigtal ane
dig tal-enabled
sales

Note' ¥ an element of jucgerment was regurred (o assgss achigvernes rat were ~oLcompletely cuamtifisble rrernal Audi prowdes At imceperdent assessmen ta e CormmiTee

Executive Directors' Long-Term Incentive Plan award vesting for 2021*
In hay 2015, forrer Chief [xecutive Jonn Falion was made an award uncer the 2019 LTIP. This awarc was basec on performrance the business
delivered aver the three-year period from 2079 1a 2021

The | TIP award made to John Fallon would have vested on the normal vesting date, pro-rated for time to refiect john's cepariure prior to the normdl
vesung date, but the appliceble performance targets have not been met zne therefore his award, together with awards for otner participants, will lapse
in full,

The targets and performance agamst these targets arc as folows

Performarre range ’ ) ) VoS ng
Per armance S ’ o _F‘ay:uT Pa, e at Payou g1 W Ry rora\_
Tedsure A ¢t Lotal Trresecd Strecck tAgxicaure tareshals strecch Maxim.m Aciial  sthieseraent awards
Adjusted EPS Athird 65p 70p 80p 15% 5% 100% 34.9p 0% 0%
ROIC Athird 5.0% 6.0% 9.0% 15% 65% 100% 3.3% 0% 0%
Upper Ranked 87

Relative TSR Athird  tedian N/A Quartile 25% N/A T00% out of 58 0% 0%

100% - Total 0%
Relarve TR was measared ags ns: the cens: tuents of the F'SL 00 et tme star of the performance enod
Co-investment award irdiidual soes not sLpport this, Trese undernins are Mtenaed 1o

Inorder tosecure Andy Bird 25 our Crie® Executive the Commities prevent paymen. for failure.

designed a orne-off co-investment award, While recognisirg that such The vestirg of each tranche of the award will be subjec: 1o the
ar award was 1ot typical in the UK market, the Cammiitee believes following performance anderpirs
thar this was the optimal structure to secure Andy Bird's recruitment

whilst incentivsing the crestior of long-term sharehotder value — an appropriate level of progress beirg made inrelatien o

delvering our strategy inclLding our ongoing trans tion from print
The grant of the co-investment award was conditional on Andy 1o cigial

purchasing Pearson shares equal t¢ 300% of base salary by

31 December 2020 (being 2 1otal value of $3 75m), wh.ch he must
continue 1o hold throughout the penod to 31 Decemper 2023 This

— no signficart ESG issues refated to Ancy's tenure occurr ng which
resJk n significant reputational damage

persoral Investment by Andy cemonstrates Fis ccmmitment (o the in additien, the vesuing ol tne final tranche of the awarc will also be
rale and creates immediate alignment with shareholders. subject to the following TSR urcerpin:

The co-nvestment award vests in three equal tranches as soor: as — the company’s TSR from the date o the announcement of Andy's
practicable following 31 Decernper 2027, 31 December 2022 and appointment 1o 31 December 2023 1s either (1} positive, or (2)13
31 December 2023 respectively and 15 subject to performance underpns at median or above when compared to the performznce of the
ard Andys continued employment at eack vesuing date Shares that vest FTsE 100

will be subject to a holding period untll 31 December 2023
! EP If one or mare of the anderpins are not achieved, then the Committee

The co-investment award was desrgned taking into account Andy's wodlc consider whether, and to what extent, a d scretionary eduction
home market - the US - where tne structure of pay is often very Ir the number of skares vesung was required.
different o the UK and aims to inzenuvise the transformatior of the

business and growth In the near term [t was therefore considerec Assessment of performance underpins

approprigte that the phased vesung schedule and Folding period to The first tranche of the co-invesiment award vested as soon as
December 2023 reflect the penod over which it 1s expected vatoe will practicable following 21 December 2021 In advance of this, the
be delivered to our sharenolders, Committee undertook a rigorous assessment of the relevant

performance underpins as well as a holisuc review of oroacer
Pearson performance and the expenence of all stekeholders. Inifs
assessment, the Committee followed the framework developed and
disclosed In last year's remuneratan report

The vesting of the co-irvestmen: award 1s sLbject o the achieverment
of performarce urderpins to ersure the Commitiee can reduce
vestng If i s opinion the performance of the business or the
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Assessment of performance underpins

Initial review of underpins

| Progress in delivering }
Pearson's strategy

— Signiicant sirategic progress achieved in 2021

— Launched direct 1o consarmer strategy lec by new digital learring senvce, Pearson-, whith cont nues 1o make
good progress with 2 75m) regisrered users af the enc cf 2021, reflecung a strorg uptake from MyLab and
Masienng Lsers, 133k paid subscr ptions, and 2 lstest zop siore raung of 4.8

— Pearsor's flagship Higher Fducation proouct, Revel comp'eted the move 1o incorporate the Pearson Learnng !
Platform’s capabilities, providing enhancec features, and a new vsual cesign for mooile

— Acguired Faethm, the workforce Al and predicuive enalytics company in Seprember 2021, |

— The dispasal of Pearson's Brazitan K12 Sisteras busiress completed on © October 2021 Markeung 1s
progressing well with other biisinesses uncer strategic reviews,

— Rapid irplementation of mew orgarisauonal structure with strong leadersh p team in place - th's included
appaInting two new roles 1o the PEM as well as reorganising the leadership ream o reflect our future sirazegy

1

i No ESG ssueswhen, nthe opinion of the Committee, have resu'ted in signincent reputat-onal damage

Consideration of broader performance and stakeholder experience

Robust financial performance

Revenue

£3,428m

B unoerly ng growth
or FY i

Adj. operating prefit

£385m

33% underlying
growth on PY

Operating cash flow

£388m

23% growth on PY

Adjusted EPS

34.9p

22% growth or PY

Net debt

£350m

24% reducuar on PV ‘

wider stakeholder experience

Shareholders
— Delvered a positive sharehaicer returr over e penod from the amnourcement of the Criel Executive’s apponiment to 31 Decemnber 202°
| notwithsiarcing pressures from tng exterral ervironment, Strar g strategic progress ersures Pearsor s welt placed 1o nuild on this
! momentum 1N the year ahead
— Strorg financ 2l pos bon has enabled Pearson Lo grow its dvidend (Up 5% 10 20 5p 1 2021), in re with the commitmeri is 3 progress ve anc
sustanable dvdend The Board also approved a £350m share obuybeck programme n Febraary 2022 10 return capita’ 1o shareholoers
— Throughout 2027 Pearson did not access governrent furding or take eovantage of the furloughing prograrme

Employees

— Sign ficant mprovemert from £3%n 2020 to 77 % in 2027 of errpioyees repart rg upswll ng or res«<illing

— Imoroverrent 7 levels of self-rencrted upsk ling/reskilling 17 every quarter Lomparea L the same cuartes n the previnus yeer (exclad ng
G7 2020).

— Cfferec arange of formal spcal and expenertal learming opooriunites 10 sLppor our erplayees’ cevelopment. Increasingly focusing our
experise (o learning on our erplcyees as well as cur custarmears

— Coruryec focus or ensurrg e safety are well-oeing of our employees

— First Global WELL Week held, follow ng tne launch of the Global WE Lhinmiavve e 2020 ta highlight the importance of well-oeing noth ins de
amC outsioe wWork promaote relevant perefits and orogrammes and learr new ways L0 mprove empiovees owr emotional, phys €', firencial
and community well-being Thrs was positively recervec by empioyees

— Ginnai Learn ng 20U Work Week held for g second year - delivered mare than = 7,000 hours of live leamrn.ng.

— Pos tive NPS shows emoloyees woula recommerd working for Pearson 1o ‘riercs and family or colleagues

— Achieves development target of part Gpants in lezdership development programmes o ncfude g minimum of 50% worrien and people of
coloar Exceedea suocess on plar oojecives for ooth identity grouns esulung in 72% of plans naluding a womer successor ano 245% of olans
irclad ng people of colour (target 50% wormer, 20% people of <olour)

— Daw collection and analysis Lnderta<en which will eraole Pearson to volurianly puplist its Ethricgy Pay Gap for 7ne “rsttime n 2022

Voluntary disclosure rates of over 85% across Pearson’s key geographies
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Remuneration report for 2021 continued

Customers

— launcner cirect to consuTer strategy led by new digital leerning serv ce, Pearson-, which cortinues tn make good orogress witk 2 75m
registerec users ar the end of 2021, reflecirg a strong uptake from Mylab and Mastering users, 133k paid subscriptions, and a iatest app
store raung of 4 8

— InVirtuat Schools, 93% of parets were sausfied with therr Connecuors Academy schoal averall with taree out of fadr parents noling their
child's attirude to leasring Fad improved

— Pearson 1s supporung stederts most .- need as a result of the pangemig, “or examole through the provision of laptops to school children in

| the LK
— Launchec a new Student Qiversity, Amnessador Programine 1o helo ensure the products ond services Pearson create truly reflect the diverse

needs of the learners we serve

1 — Launchec a jontimtiative wath Peng - Raroom Hasse in the UK, “Lir in Coiour’, to becoTe ~he first UK exam hoard to meke Lhanges 1o

1 guabticatiors and improve the civersity o' student Lexts

— With n JS Higher EdLcauan, hosted and socnsorec a variely of ‘acuity corferences to help members develon ther skilis anc grow thers
netwark, especially in the world of hyorid learning

Suppliers

i — Responsible Procurement Framework launched at Andy's Supplier Forarm m Ma-ch 2021 - ton suppliers askec ta make commiiments suove

' and beyond the threshald of the Rasponsibie Procarement Policy - inclucing focus on eirinaur g ciscrimination and ineguality.

— 55 suppliers have signed Pearson’s Responsible Procurement Plecge indicating their comm tment to excecd ool minimurr standards,
Jndergo third-party 2ssessment, share insights and experuse transparently to promate best pracuce, arc actively seek to eliminate 2ll forms
of discrimination in therr workforce and sunply chain

— Cver 50 of Fearson's 1og er supphers have undergone 2 third-party susta nability assessment (incl human rights & ethics) by Ecovadis, 2n

I ircustry-lcading ratings crganisation,

' — Weaim o source paper In an ethical way In 2021, our averall tonrage of paper reducen by 24% (2021: 29,056, 2020 3/,969) Of this total. we

purchased 29% ISC ceiufed paper (2020, 32%) and 28% PEFC cerufied paper.
— Achievec "5 5% of the target (up from 7% n 2020) of sperding £500m with d verse-accreditec supplers by 2030, as of December 2027
Suoscrbeg to wo databases for dverse supplier d'scovery, which will suppor: 2 ‘asler growth rate.

Additional considerations

Pearson developed its new pJrpose, vision and missior in 2027 - to add kfe to a ifetime of learning, through creating vibran: and enricn ng
learming experiences designed for ~eal life impact, 5o everyone can ~ealise the hfe they imagine Under Andy's stewardshio, work s airezcy
Jnderway o fully embed thes throughoudt the organisanion and it has peers well receved

Furtner, daring 2021 the CEQ was efficient and efecuve in gddressing matters relating to events prior 10 his tenure, including working with the
Board to revew a 207 & securty inc dent and essociated disclcsure anc driving the company’s continued work Lo enhance its cyber security efforis
and protacals.

Tzking all 0 the above i account the Cormmittes has deterrmined that the first trancre of the co-irvestment awand will vest in full
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Long-term incentives awarded in 2021*
The following L™IP awal ds were gran.ed durirg the year

il lc:gpsﬁold

Date Vot rg N.Toer € Fare vale perT i mane PeTarmance

Cirecrar 0" Zward date of smares Alue (5 0 case szlany) e o manms! pencd
1 Jan 21-21

Andy Bird 4 May 2021 T May 2024 332316 £2,747,256 300% 18.3% Dec 23
1 Jan 21-31

Sally lohnson 4 May 2021 1 May 2024 154915 £1,280,682 245% 18.3% _Dec2s

hore 1 - Jedes rhe sdjusted LPS and ROIC elermsrrs, 15% vests (27 1 resrols performanice, unaer tne "SR eler ont 258 vass for theest old pertormance Trus s - we ghled average of

vesting ‘o U res olg

Face value was delermined using a share price of 826 7p (five-cay average 10 4 May 2021) whick 15 the share price used 10 oetermine award values for
LTIP awards 10 the wider employee populztion. The face valee has been converted using a LSD GBP exchange rate of 1365

Detarls of the performance targets for Lhe 2027 lorg-lerm incer uve awards are set oJt im (e teble beow,

Adjusied eamings per srare (FPS) lore-third; Nec et e o neested capn -l (0K (one-harz; Zelative total EWJ'EhQ}déf retarr TSR [one I‘ridi
YOSTINg seredile [ rax Ad JsteC FRS for FYZE Yesung scredale (T maxd Ao usted nel ROIC T FY22 , -t_'_ed..E\-(’m-'nan Ranneo posrior va FTSF 180
15% 46 5p 15% 5.5% 25% Median
55% 535D 65% £.5% - -
100% 51p ar above 100% 7.5% or above 100% L.pper guartile

Nore T Gt ghelne vestng il acour = between the poiro sncwn, wilr no veslmg o periormance below thresnold

hote 2 Pearsse s 1SR perfurmance o orrently messured relanye o the comstruenis O e FTAD 102 IMdex auer te Dertarmiance porias Tac Carietee niends 1 keop fnis coT parater
aroan ander rev e for futare LTIF awards

The Committee reserves the rignt to edjust payouts Lp or dowr before they are releasec if it believes thet the vesting outcome coes not reflect
Lnderlyirg fnanc al or non-financ 2l performance or if such other exceptional factors warrant doimg so Ir making suck ad ustrrents, the Committee 1s

guided py the prinuple o aligring shareholder and rmasagement nicrests
Any shares vesting based on performarce to 31 Decermper 2023 w ll be subject to an addinonal two-year holcing periog to 1 May 7076
Executive Directors’ retirement benefits and entitlements*

Detalls of the Directors pension enttlerents and pension-related benefits during the perod each served as an Executve Drector in 2027 are as
“ollows:

Sally_cansen

L300s
Value of defined benefit - 58
Other allowances in lieu of pension 200 -
Total value in 2021 200 58
Accrued pension at 31 Decembier 2621 - &0

Neie O The asor oo oensior 2 3T Secorher 2027 15 Tre ceferred anruat persinor tgwb e the member would be en tled o ceas mg pers oracle servce or 37 Secer-ber 2027 [irelates
1atre pers or payzkle rro the LK Plan forral retirerrer; age <452

3

Hoie - Thevalue af ceiined bel reflents ine cnange 1m value over tme per od, lexs ~auor

Heme 3 0er Sliowarces inlea o7 penson epresent e Lasn gllosanies pe o
Noie 4 Toial value s the sam o° the prov ous wac rows and s distiosed in the sogle “sore o remunerstior fable
Pension Plans

Andy Bird - Payment in Lieu of Pension
Andy Bird receives a payment i lieu of pensior at 16% of 1is base salary .n ine with the pemsion provision {or UK employees o a similar 2ge

Sally Johnson - The Pearson Pension Plan

Sally 1s ar existing member of the Sinal Pay Sectian of the Pearson Pension Plan Her sccrugl réte s 1/60 7 of pensionsbie salary per annum, restncied
Lo the Plar earnngs cap (£172,800 per annum r 2023/22) There are no enkancec early retirer et genefits,




Remuneration report for 2021 continued

Directors’ interests in shares and value Executive Directors are expecied to retain therr currert guideline (or
of shareholdings* actua sherehalding Il lower) for two years followirg steaping down s

. oo an Executve Director. This guideline does not apply ta shares
Shareholding guidelines purchased by tme Drectar

Execuuve Directars a e expected 1o build up a substantial
shareholding in (e company in | ne with the policy of encouraging
wicespread employee sk are ownership end to align the interests of
Execunve Diectors and sharehalders The carrent requirement 1s
200% of base salary for the Ch ef Execitve anc 200% of base salary
‘or the Chigf Finarcial Officer Shares that count Lowards Lthese
guidelines include any sheres hedd unencumbered by an Executive
Director, the r spouse and/or dependent children plds eny shares
vested but held pencing release under a share olan znd any shares
unvested bdt not subjecr to future cerformarce condihons {on a net
o' tax basis). Executive Jirectors have five yeass from ther- date of
appontTert to the Board ta reach the guideline. Once the guiceline
has peen met 1t is not re-tested, other then when snares ase sclc

The shareholding guidelines do rat apply Lo the Chair ard Non-
Executive D roctors Howeve<, a mimimum of 25% of the Cnair's and
Nar-Fxecutive Mirectors' basic fee s naig ir Pearson shares that the
Chair and Non-Executive Directors have commitiec Lo retain tor the
period of their directorships.

Directors’ interests

The share mterests of rae Directors ard ther connected persons are as “ollows:

Corrert Condtonalsmares Cordmoral enares Tetal numoes 2

sharehoicirg Wis{lon Se ] orditary aw

wrginar, shases) at perfprnancs at emplopment only al cor gitcal=nares fudelre Goadelire
Srecor 31 hec 3" Dec2i 31 Dec 21 1 3 Deg 77 & walary rel?
Chair
Sidney Taurel 234,854 - - - - -
Executive Directors
Andy Bird 586437 1541177 - 2127614 300% Yes

n/a

Sally Johnson 20,265 374915 9740 404,920 200% (see nale 6)
Non-Executive Directors
Dame Elizabeth Corley 39,206 - - - - -
Sherry Coutu 6,560 - - - - -
Vivienne Cox 2220 - - - - -
Linda Lonmer 15,435 - - - - B
Michael Lyntor 20,820 - - - - -
Graeme Pitkethly 9,162 - - - - -
Tim Score 54,593 - - - - -
Lincaln Walien 13490 - - - - -

Annette Thomas - - _ _ _ _

SRare IN°erests are shown as ai 1ha date ef tne r srepping
‘romtke Bosrg or 21 Decemnner 2027

Noie 1 Share nierests are shown an a0 37 December 2027 Tor Diretors whi siepped sowe fore (ne Soaca during the yes
cowr Yvienne Tox ano Mickael Lyrter s epped gows o the Boars on 30 apnl L0Z2° Dame Lhzgnetk Corley siepres dow

Note 2 Qroir a7y sberes indlude bork ordingry shases | sted ar ime Lanson Stock Exchange ang Amrentan Deoes 1an, Rece pis (ACRs) ster om tre New Yoo Siock Exchargs Tre (gurss
nclude bark shures oris ADRs acouired by rdivdusls Lnder the Long Tare Incenmwe Plan and ary otber st are plars i ey mgh T ove periipated in

Note 3 Corditicnal shares sLbect e performance means Lnyvesiec shares wheeh rema ns.bjecl (o per'ormsnce ceroimans arc/or performarce nderpns aro cocncurg emole;men: o
g pre-devned cennn Thisiroh.aes the LTIP awards granted i1 220 and 2027, ans, i respect of Aroy Sird, b s co-nvestnment award

Note 4 Conomicnal sieres suiject to employmen: enly mears Lnvesteo shares waick are cubject o 2 holdimg penod and con nues er-ploymer: For Sally Johrsor ths ingloges share
awards granted before her appnicrrer: ra ~he Board i1 May 2020

Nowe 5 Sally chrson also halgs 2,658 oplions under tne Zear<on Save For Shares screme, 2 saargs-related shere zogu winor programme ceen o <ll emplovees These are ~ol subjact 0
lLture

orfMdnLe conciions

Nore G Zaly obmsor has five years ‘rom the deTe 0 bzt gppo rimes D as an Execuiive Crectan on 24 Apnl 2020 50 rescr tn snarencld ng gu aelr e

hoie T Angy Bird s fvslrancre of Fr Coonwestreent plar. 272,933 shigres undludi g 9,580 duads e egunalent shares), vesteq on 25 Febriary 2022, saking mis cond nier al share sJb et o
erploymen: unty to 20 * b8a shares (27ter The sales ol seares ~a Jover any ax lability} ano Conaitignal shares s_b.ect o perlormsnce e 1 138,224 shares The vested co- nu0simens shares
argsubnedt o s hold ng peniod Lol 37 December 2023 ana are subyec 1o cont nued emoloyTert There have beer na otrer cnerges inthe mteresrs of any Director benween 37 Decamber
2021 ard & March J022. peng the datest prac cable oate pror o the punlicahon of 0 s report
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Chair and Non-Executive Director remuneration®

The remuneration paic Lo the Char anc Nor-Execotive Directors 10 respect of e inancal vears ended 31 December 2021 and 31 Decernber 262015

ss »el out in the table below

2021 o 230

Zirec'oi .

5008 Total fees  Taxable benefits Total Tola' fegs Texanle neme’ts iowal
Sidney Taurel 500 500 500 16 516
Andy Bird - - 41 - A1
Darme Ehzabetn Corley 111 111 115 - 116
Sherry Coutu 92 92 88 2 an
Vivienne Cox 43 43 129 3 132
Josh Lewrs - - 28 7 35
Linds L oruner 100 100 a9 8 07
Michael Lynion 31 31 92 3 95
Gracme Pitkerhly 93 93 92 1 93
Tim Score 130 130 116 1 117
Lincoln Wallen a3 a3 92 - a2
Annette Thomas 21 21

Touwal 1,215 1.215 1,392 42 1434

2 Taxaple bensl s refer 1o iravel.

cor 7070 Tac lanle abowe ref,

Mo 4 anreille Thoras | ros e Pearson Board as Nan-cxecal ve Sracter wib offe ot
vargnne Cox oo d Richael D yarer steoped aoss rom i Bogrd o0 30 Apnl 207 a3k

Payments to former Directors*
There were o payrments Lo fommer Direciors in 2021

Payments for loss of office*
There were no pdyments for loss of office made 1o or agreed for
Directors in 202+%

Service contracts

The terms and condinors o anpomment of oLr cusrent Diredtors
are avallable for nspecuon at the compary's registered office during
nnronal business hours and st the AGM

A mimmLe o 25% ¢° the Crors and han-Frecutne Drecars casic lee s pe dir snares

y wai o are deemed by HUARC 10 De laxsule nine UK Treamour s - toe “zhie above nclude the grosted-
Andy, Bird cnez e Feerscn A% 7 har-cxwecatve Zrecorwir effect oo * May 2020 b was
cUT remruneraton st (o him e respect of his hon sxegatve Diecior
T Drlaber 202t Dave Lhzebein Corley i
Cwsielres fomitre Bogd at (ne AGK i~ May 2020

ommccanon and sups slence expersas roLrred whle sitending Soacareel ngs duntg he per od tranwere pad ar re mbarsec B, 10g

" cithe Mrecors

LK laxtobe pad s, TR o usn, o beng

tor o PRETSON ar

* Zxecutve OFieer ana ar Dxecanee 7

ole
CpoLe dowr rom the Boarz on 31 i2¢cerber 2521

The Executrve Directors nave natice pencds ir the s service coniradts
of 12 rmonths from the comeany and six mantks ‘rore the Executives
Their contracts are dated 23 August 2020 (Andy Bird) and 15 January
2020 (5atly Johnsor).

Nor-Execduve Oireciors serve Pearson araer letlers of Zppaintment
which are renewed annuzlly znd do not have service contracts The
Non-Cxecauve Direclors’ letiers of appaintment do net conta n
provs:on “or nolice penods or for compenszaiiorn if their
appaintments z7e term.natec The Chairs eppomtment may be

Lerm natec on 12-months’ notce.

Executive Directors’ non-executive directorships

Ne ther ol the current Executive Direciors, Andy Bird nor Sally
Iohnsoan, hold any notable exterral commitments



Remuneration report for 2021 continued

Historical performance and remuneration

Total shareholder return performance

Set out below 15 Pearsor's total shareholder retarn (TSR) perfurmance relatve to the FISE All-Share index on an annual basis over the 10-year perrad
1 January 207 2 te 31 December 20271, This comparison has been cosen because the FTSE All-Share represents the broad market index withn which
Pearson shares are treded. TSR s the measure of the returns that a company has prowded for ts skareholders, refiecting share price movements ang
assuming reinvestment of dividends (source Satasiearn)

In accorpance with the reporting regulanons, th's section also prasents Pearson's TSR perfarmarce alongside the single figure of total remuncration
for the Chief Executive over the last 10 years ard 5 surmary of the variable pay ouicomes relative 1o the prevailing max mum st the time

chart removed

ot kallor Aty 2 rd
CHizf Exec Llive e Lreraior oz FLE) 20 4 2015 2078 o7 anie 208 020 2120 2021
Total remuneration
(single figure, £000s) 5330 1727 1,895 1,263 1,518 1,758 2,084 1,676 855 334 5167
Annual incentive (% of
IMaXImum} 24% 3406 51% Nil 249 44% A5% Nil Nil N/A 63%
Long-termincentive (%
of maximurr) 37% Nil Nil Nil Nil Nil A2% 32% Nil N/A N/A

NMote 1 Toal remunerauon s as reflecec inthe single lolal fgare ot remurerausn table Tne 2021 fgure for Ardy Broordudes the "ollvesing o the rs” trarche of 1 €o- nvestr erg
awa“

Note 2 Annuslincenniva 1 the a:tasl arnaalingent ve recened Gy the imcurmber s as apercontage of maxinum opnoran ty

NOE 3 LONELerm inientve S the payout &' gerformance-related shae awaros where the yoar shown 5 e final year of the perforrance per od [or ine purposes of ralculzurg the sngle
tetal figurs of remuanera; on

Ncte 4 The single figure rerruneszuor “or 2321 for Ardy Jirs has beer ronvertea using a 160 GB exchange r3te of © 3752 Javerage extrznge -ale for 2021)
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Comparative information

The following informauon s intended o provide addinonal cantext regard ng the totzl remunersuan for Nirectors.

Relative percentage change in remuneration of Directors and employees

The following table sees out the percentage charge nbase salary/ees allowances and benefits and annua! incentves between 2020 ard 2027 10
respect of 3l Directors of tre Compary dunrg the year compared 1o the average percertage change or all emmployses of Pearson oic The figures for
alt Directors are calculated based on remranerztior recetved 10 the relevant year as set our in the tables on page 120 and page 127 For base salary/
‘pes, part-year figures have beer annualsed for the parposes of this gsclosare Part-year slcwances and berefits have not been arnualsec and Fave

been excludec from e table.

yehilo the Comm ee reviews base nay for the Execuve Dirediors relatve o the broader emplayes papalatian, benefits sre drven by locsl practces,

M

and el gihility s determired by level ana indnidusl arcumstances which ac not lend themselves to comparisen.

Percentage change in pay "or Dreliors (embares 1o 172 averags emplayee o' e Loy

2021 B
Base Allowances Anhual Hase Alweances Arcual
salary/fees and benefits Incentives salaryriees end penefits incentves
Average employee’ 4% 17% 38% 1% 5% 9%
Executive Directors
Andy Bird 0% - - - - -
Sally Johirson 1% - - - - -
Chair and Non-Executive Directors
Sidney Taurel 0% - - 0% 95% -
Darne Elizaberk Corley -3% - - 0% - -
Sherry Coulu 5% - - 50 - -
Vivienne Cox 2% - - 1% 159% -
Linoa Lorimer 1% - - 1% 102% -
Michael Lynlon 2% - - 1% - -
Graeme Pitkethly 1% - - g% - -
Tim Score 13%° - - 0% -20% -
Lincoln Wallen 1% - - i% -97% -
Annette Thomas ) - - - - - -
Nete 7 - The averase emplowes percentage wearse for 2020 has poen seslslen "0 ersare & Lonsiz eni faloulal on mierind, 07 3 tonsan: rxthaenge aie basis

P - Chgniger n NEL mes conrg ihe year are g resull of cranges r Jomm Ces (-

NotE 3 - IMTrease gue 1C T Srore taelr § over dn Semior depenioens Direcorin Aonl 202

Relative importance of pay spend

The Commitiee corsicers Direclors' reruneration in the context of
the companys allocation and disbursement of resources to different
siakeholders We chase adiwusted operaling profit because this s a
measure of our abr ity to reimvest nthe comoany We include
dvidends beczuse These Cconsutute an important element of our
returr o shareholders

—eaalne oranpe

Arfigures i £ 2021 W f W

Acjusted operaung

profit 385 313 72m 23%
Dwedend per share 20.5p 19.5p 14p 5%
Share buybacks Nil 176 - -
Towal wages

and salaries 1,180 1,152 28 2%
Nores o ke tabls

ad usteT ORErIT 5288 0L K frar o3l sialemen s

TreBoara ras aporoved 6 £250msmaré Buvback prograrmme o«
Cepraar, 2027

arployen FLTDers
Soriner getails are se

rd menpeshp

Chief Executive to employee pay ratio

The table below illustrates the rato of Chief Execut ve 1o employee
pay ‘or 2021, Lsing the single total f gure of remuneration as
disclosed on page 120 comparec Lo the fuli-tme ccu valers (olal
rewa c of eTployees whose pay 1s ranked at the 257, 507 and 75"
percenules (as 1denuficd by the gender pey gep methodology) inthe
Great Britain (G workfarce

Ch e Lyecumvenay 27 G

25 e I

vear ferog pecierile peroenlle pereenle
B Gender pay gap

2021 methodolegy 1501 1450 884
B Gender pay gap

2020 methadology 425 31.9 195
B: Gender pay gap

018 methodology 659 472 380

— GB gender pay gap data frorn Apnif 2027 was Lsec 1o 1dentfy the
empioyees at the 257 507 anc 757 percentiles Data was
anatysed for & number of emplayees arourd each quarule figare
1o ensure nat there were N aromal es

— Usngtme gender pay gap datz 10 1derufy the quertile ermployees
15 CoNs dered appropriaie a5 ths Is a gooc "eoresertation o the
reievant employee population 2t ke year end, znd s the mos:
pracuicanle rmethadology given the nming of the disclosare and
determinat-on af rer urieratior outcomes for the wicer wor<orce
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Remuneration report for 2021 continued

— Toualremuneratior for ezch employee, which was calculatec witk
reference 1o 31 December 2021, has been comparec 10 the Chie?

Execsnves s ngle figure. | ast year, tne Chief Fxecutive's single
figure was a combinec figure for Andy Bird and John Fallon,
recognising the charge in leadership cunng the vear This year's
pay ratio has been calculated using Andy Rird's single figure only.
Andy Bird's single ‘igure has beer converted us ng a USD-GBP
excharge rate of 1.3753 {the average excnange rete fom 20217)

— For the cuartle employees, ratal remuncration has been
calculsled or a siTilzr besis 1o the Chiel Fxecutive's single figure
Base salary, nension and benetis are based on full year figures
tzken from payrol. Annua' borus figures are based on the
relevatil imarager ecommendatons anc relate t pesormanoe

In 2327 Nore of the employees at the 257, 507 or 75" percentile

had share awards vesting Ir 2021

— Toual remuneratior figures (or the 257, 50¢ ang 75" percentile
employees ace es {ollows £34.£20, £35.625 and £58,419 The
respectve base salaries are £27500, £33.150 and £48.712

— Asign fitant proportior of the Chief Executive's pay 1s linked to

performance and, nrespect of the LTIP and o-invesiment award,
share urice performance Therefore, the Chief Executive's pay car

vary s.gnificantly year-on-year based on campany performance
The ircregse in this year's pay rauc veflects a payout uncer the
AP (53% of rraximuT) ard the vesting of the frst tanche of the
co-investment sward, which was granted to Andy Brrc 10 support

his recruitment This -eflects the strang strategic, onerational and

financial progress of the business dunng 2021 In companison,
las: year's single figure for the Chief Executive corrpr sec fixen
pay only. There was ro payout for Executive B rectors under
either the AIP or the LTI2 last vear, refiecung the unforeseen
impact of COVID-19 on the husiness daring 2020

— The company considers the mediar pay ratic cons stent witk the
corTpany's wider policies on employees pay. reward ard
pragressian. The Committee remains focused on ensurnirg that
remureraticn arrangemen:s in place for the broader employec
pooJdlation are cons.stent with the need [ atiract and retain (ne
r ght talent for the company’s dig tal future

Dilution and use of equity
Pearson can use exshing shares bought 'n the market, treasury

shares or newly 1ssued shares to satisfy awards under the company's

var aus share plans. For restricted stock awards wnder the LTIP, the
coTpany would norraily expedt 1o use marxel pu-chased shares
There are limits on the amount of new-1ssue equity we ¢an use. In
ary rodling 10-year penoc, no more than 10% of Pearsan equity w i
beissucd or be capable of beirg issued, unuer all Pearsor's share
pians, and no more than 5% of Pearson eqaity wall be issued, or be
rapable of neing ssued, under Executive or discretionary plans The
headroom available for all Pearsor plans, FxecJtve or discrotionary,
and shares held ir trust is as follows:

Fradrcom 2021
AllPearson plans 7.8%
Executive or discrettonary plans 4,7%
Shares held in trust 4.8%
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The Remuneration Committee in 2021

Role Name Title
Cha r {from Sherry Courd Indepetiaent
1 Seprember 2077} Non-Executive
Charr (1o Dame Ehzabeth Directars
" September 2027)  Corley (untll
27 Lecernber 2027}
Tir Score
Sianey Taurel Charof the Boarc

Internal attendees  Andy Bird Chief Executive

selly Juhrson Chief Finaraal Officer
Anna Yiksirom Chigf Human

Persson (unid Resources Off cer
June 2021}

Paul Charnstian Senior Vico

President, Reward
Graeme Baldwn Company Secretary

Extornal advisers Deloitte LLP

Nore 1 - Sizney Tarel was o memher o° the Lommeces mro.gno.Lt J02°7 45
¥ L2l
pernsted under tae JK Corngrate Goverrance Doae

Advisers to the Remuneration Committee

Daring 2021, the Remuneralion Commutlee recerved adv.ce fram
incependent Remunerzior Corvmitiee advisers, Deloitie LLP
Delowie LLP were anpainted by the Carmittes in July 2077 following
atender process The Commitee also recerved legal adwice from
Freshfields 3ruckhaus Deringer L_F i the course of the year,

Deloitie 1P supplied the Committee with adv.ce or current market
trends and developmerts, incentive nlan design and targer setr ng,
investor engagemenit and ather general Fxecutive remuncration
matters In respect of their serv.ces to the Committee duning 2027,
Deloitte LLP were paic fees, which were charged on a time spent
basis, a" £709,400 During the year, separate leams wilnin Delottie
LLP also provided Pearson plc with certain Lax and other adwisory
and consultancy serices.,

Delpitte LLP are founding rmembers of the Remunerztion
Consultants’ Groun and adhee Toits Code of Conduct

The Comm ttee remains satisfied that the advice proviced by Deloitte
LLP was objective and independent. and that the provision of other
servICes IN no way compromisec ther ndependence [U1s the vievs of
the Corrmittee tha: the Deloitte LLP engagement partrer and tzam
that provide rermruneration advice to the Committee oo not Fave
connections with 2earson or its Directors tnat may impair their
ncependence The Commitiee revewed the potentigl for conficts of
interest and jL.dged that there were approoriate safeguards agairst
such conflicts

Terms of reference

The Committee’s full charter ard terms o refererce are avatlable on
the Governance pege of the comoany's website. A summary of the
Committee’s resporsibilities 1S set oJt below,

The terms of reference ~eflect the pravisions of the 2018 Code,



Committee respansibilities

Determine and review policy

Determine and regularly review tne remunerat on polioes “or the
Exec.arive Directars, the presidents and other members of Pearsor's
Cxecauve Managemeni (who repary directh, 1o the Chiel Executive),
These policies mchuce base salary, annual and long-term ncentives,
pension arrangements, any other bencfits, and termingtion of
employment When settng remuneranior policy, the Committee also
tzkes ipro aceount remureration practices and related policies for
the wider workforce

Shareholder engagement

Ensure the company maintains an epproprigte level of engagement
with 11s shareholders and shareholder represen:at ve badies in
relation 1o the remuncration polidy anc Its implementa-on

Review and approve implementation

Regulerly review the mplermentalion ard operauon of (he
rernuneration policy and approve the ndividual remuneratior and
penefits packages of Execul ve Managemert

Approve performance-related plans

Approve the design of, and determune targels for, any performarce-
relared pay plans operated by the Group “or the Pearson kxecurive
Managemert team ara approve Lhe total payments to be Made
Lader such plans

Set termination arrangements

Advise and cecide on general and specfic remuneranon
arrangemen:sn connecion witk the terminavon of eTployment of
orer. rive Management

Determine Chair's remuneration

Delegate responsibilty for getermining the remuneravon and
benefits package of (ke Chair of the Board

Appoint remuneration consultants

Appoint and set the terms of engagerien: for any remureration
cansultants who adwse the Commdiee, and monizor the cost of such
acvice

Talent, retention and gender pay gap

Review updates rom rmanagement on taent, retenuon and gender
pay gap

Workforce remuneration

Have oversight of workforce rerruneratior. policies ang pract ce or
the wider grganisation

Remuneration Committee meeting focus during 2021
Durnng tne year the Committee uncertook the ‘ollowing actnites

— Reviewed arg aoprovec 2020 gnnual ang long-terrr performance
ard payouts o Fxecutive Directars and sen.or manzgement

— Reviewed ard approvec ircentive grrar gements for the company
ard how this will epety to Execuive Directors arg senior
manegement for 2021

— Engaged extens vely win skarenclders following the 2020 EGM
erd 2027 AGM resylts, to furtaer uncerstard the views of
shareholders and now Fearson can engage constructively with .is
shsreholders and advisors go ng forward, Cantine.ed moniroenng of
shareholder views throughoLt the year

— Approved remJneration arrangements for 2 number of new
appointmeants 1o the Executive Commitiee

— Reviewed ara considered zll ‘eedback recerved from shareholder
engegement exercises as part of Comm ess disc.issiors ana
cons.dered 0ngoing shareholder engagement strategy

— Recowed updates on the f nenaal perfarmance of the ¢asiness
anc progress against strategic Measures. voted and reviewed the
status of In-fight ncentves

— Recewved updates on pay and condinons arress the company as 8
whaole ard (ook these into account when caterm mng execuiive
rerunatanon

— Noted Upoaes O COrpoT ate BOVerrance, INCLAITE & review of the
2027 AGM rermuneraton “epornng season

— Reviewed the company's gender pay gap disclosures and nated
the actions being taken 1o sadress the gap

— Noted the activty of the Stanoirg Commtree of e Baard in
relauor to the operaton of the company’s equiny-based rewsrd
programrmes and nated the company's use of equity for employee
share plans

Committee evaluaticn

Arraally, The Comrmites reviows 118 perfonmante, consiit.mon and
charcer end terms of re'erence to ensure ILis operaung at maxirum
elfectiveness and recammencs any changes 1 ronsiders necessany (o
the Boarc for approval. Overall, following its revicw in 2021, 1t was
cansidered that the Commuttes s gperating eflfect vely wath strong
procosses in place and a high guality of discussion. The review
recogrised the Commutiee’s corsideranle efforts dunng 2021,
nclading ks contnbution towards ongoing sharehsloer ergagement
and transitian of Remuncrauon Commitiee Chair duning the year.

In 2022, 1he Corrmitiee will have significant focus on the trienniai
renewal of the Rermunegration Policy at the 2023 AGM The Commities
will 3lso continue to ensLre remune auon arrangements for senigr
managemert and the wider worklarce support the zirac, an of key
taient as well as re delivery of the company's strategy The
Comrmitlee remaims wiglant Ir assessirg the extert (o which 15
activinies supuort and er ahle progress in the company

Voting on remuneration resolutions

The followrg table summarises the deta Is of votes cast in resgeri of
the remuneratior resolunons

S OFVDLES B voten =
LISl 1o Lanl AEAIFSL serrneld

Annual fepon on
Remunearanon (2021
AGWY 52 75% 3725% 181,307
2020 Remuneraucr
Policy (2020 AGM) 85 12% <. 88% 219641
Arnendment 1o 2020
Remuneraton Policy
(2020 GM; 67.22% 32.78% 370,074‘_

The Drectors’ remuneranion repors has becn enoroved by the Board
0N B March 2022 and signed an its perall by

Stiernny (Zot

Sherry Coutu CBE
Chair of Remuneration Comrnittee



Additional disclosures

Pages 73-136 of this documnent camprise the Directors' report for the
year enced 31 December 20217

Set ol below is orner statutory and regulatory nformation that
Fearson s requirec 1o disclose 1nits Direclors’ repost

Going concern

The Directors have mace an assessiment of the Group's ability to
Cantnue as a BoIng concern and cons Jer L appropr ale La 3copt the
goINg concern basis of accounting

Viability statement

As seT Nt nr nage 62, the board has reviewed the praspects of
Fearson over e fve-year period ro December 2026 The poarc
aralysed a variety of downside scenar s, Including a 'Severe but
plausible’ scenang where the Groap 1s mpacted by all prinaipal risks
from 2022, as well as severse siress testing to identfy what woule be
requirea 1o either breacn coverants or rur cut of iquid ty, The
‘Severe but plausible’ scenario modelled an impact from risks which
i1 aggregate were s gnificartly greater than those seen 1n 2021
contnuing throughous tne {ve-year period.

Cven under a severe dowrsioe case, the Group woulo mzintain
camfortable ligu dity Feadroom ane sufficent Fead-oom against
covenani requiremeants curing the perod under assessment, even
belare madelirg the mitigating effect of actions that the
management woulc take In the even: that these downside rsks were
1o crystallise. The downside scenarios assume that revalang credit
“aciltes will be aveilzble throughzut the period to 37 December
2028

Share capital

Detais of sharc 1ssues and cancellglions are giver nnote 27 ta the
financia. statements on page 201 ~he company has a single class of
shares wh chs divded into ordinary snares of 25p eacn The
ordmary shares are mregistered form. As at 31 Decernber 2021,
756,801,364 ordmary shares were i 155ue At the AGM neld on

20 Apnl 2027, the cerrpany was authorised. sLbject to certan
conditians, 1o acquire wp Lo 75,373,162 ordinary shares by market
purchase and to issue up to 502,487,753 ordinacy shares.
Skareholoers will be asked to renew Lhis 2utnar ty al the AGM on
26 April 2022

Share buyback

On 25 February 2022, the company announced its intention to
coTmence a £350mm share buybeck programme The programme will
cormence In 2022, Itis currently anticipated that the repurchased
shares will be cancelled and the norminal value of the shares will be
trensferred to the capial redempr on reserve

in 2020, approximazely 30m shares were boughi back and cancelled
at acost of £176m The nommnal value of these shares, £7m was
transferred to the cap tzl redemption reserve.

The Board believes that the company's stralegic priorities, cembined
with the disciphined approach ta cepitzl zllocation, will enable
Pearson (o create sustainable, long-term value for every stakeholoer

We nave set out clear capiial allocauon priont-es as follows

— Maimainng a sirong balance sheet and sold investment-graae
credit raungs tn-ough an aporoprate epial structure

— Investing in the business 1o drive Organic growth

— Afocusea and cisciplined approacn <o valie enhancing
acquisitions

— Delwering sharcholder returns through a sustanable and
progressive dmdend policy

— Returnirg surplus cash to sharenolders where appropriate
through buybacks or specisl divdends
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Majer shareholders

information provided 10 the company pursuant ta the Financial
Corduct Authorty's Disclosure Guioance and Transparency Rules
(DTR) 15 published or a Regllatary Informeztion Service anc on the
compary’s wensite

As a1 3% Decernber 2027, the company nad oeen notfied unger DR
5 of the fatlowang holders of s gificant voung rights in 12s shares.

R Perceriege as sl
of vt rgrighly  daie of noticalior
Lindsell Traim Limited 75,608,454 9.99%
Schroders ple 75,127,663 998%
Silchester international
Invesiors LLP 75,051,050 G.97%
BlackRock, In¢.” 52,766,197 7.00%
Cevian Capial I GP 1imited 40,623,241 5.40%
Ameriprise Financial ine.
and its group 41,236,375 5.02%
Libyan Investment Authority® 24,431.000 _300%

Inclade~ 32725 (0 004%) guahfyirg 1m anz 2l neiramreris 1o wh on watrg - gri< are
aliacmed

o Includes 14582 2/2 {7 B3% qaal.lyng 'rancalinstraments o amnchaoung rah's
a o atered

w

Eased o nowtcanen s tbe tomzany doted 7 Jane 2070 We rave neen aor fod of
raurangetc ims iold ng sroe that cate Assews belorg ng to, or avered, Feld or

werrolled on 1o Sentemrber 2577 oy Tie Chyar Investren: Autherny snc lasared
eure de Libve 07 thal dale, arc rozen raccordanee s bl Lipya {(Saroions (Fu

Exit) Reglavors 2520

Between 31 December 2021 and 7 tarch 2022, beng e latest
practicaste date before the publication of th s report, tne corrpany
receved ‘urtrer nolificaucnrs under TR 5, with the mosL recent
posimions being zs follows:

Samber Per(entafe as ol

of votiag rghts  sete of nuof Letior
Lindsell Train Limited 36,743,604 <5
Cevian Cap-tal il GP Limied 77163275 10.19%

Annual General Meeting

The notice corvening the AGM 1o be heic at 10303 on Friday,
29 April 2022 at IET Londor, 2 Savoy Place. Loncon WCZR OBL, 15
con.airec 1n 2 arcular to skhareholders to be dated 24 Varch 2022

Registered auditors

In accordarce with section £89 of 1ne Companies Act 2006 (the Act),
aresolution proposing the appaintmeant of Erns. & Young LLP as
auditars to the company will be proposed at the AGM, a: a level of
remuneralion to be agreed by the Aucit Committee.

Amendment to Articles of Association

Any amenoments [0 the Articles of Assoc afion of the company (the
Artictes) may be mace in accardsnce with the provisions of the Act by
way of a snecial reselution

Rights attaching to shares

The reghts attaching to the ordinary shares are definec in the ArL cles
A shareholder whose name appears on the company's register of
members can choose whether his/her shares are eviderced by share
cer ficates (e ncertficated form) or held electronically (e
uncertficatea form)in CREST {the clectrome seftlement systerr in
the UK)



Subject 1o any restricuors celow, sharehotders may attend any
general meetng o the company and. on 2 snow of hards, every
shareholder (or his/her represcntative} who 1s present ar @ general
meetng has one vote on each resolution and, on a poll, gvery
snarebolder (whether an indivioual or 2 carporation) present in
person or by aroxy shall have ane vate far every 25p of norinal
share capital held 4 ~esolution put 1o the vote at a general meerng
pelo parthy by means of electronic faaibty or facihiies snalt unless the
charr of the rreering determires that it shall be decided or a show af
hands, be deaded on a poll. Subject to th s, ar any general meenng, &
resalution put to the vote at the meelng shzll be dec ded on & show
o hanes, unless before, or on the declaranon of the result of, 3 vate
on a show of nands, 3 pollis demanded. A pull car be demanoed by
the Chair of the meeting, or by at ieast tnree shareholders {or their
Tepresentatives) present in person and havirg the right 1o vore, or oy
any sharetolders (or therr reprosertstives) present In person naving
at least 10% of the tatal voung nights of all shareholders, or by any
sharebolders (or their representatives) present i persor holding
ordinary shiares on which an aggregate sum has been pand up o at
icast “ 0% of the totel sLmopa & up on all ordinary shares At this
years AGM, voting will agar be corducted an a poll consistent with
best practice

Shareholders can dedare 3 “inal ewidend by passing an ardinary
resolution oJi the amourt cf tne dvidens cannol exceed the
amount recommendead Ay the Board The Board can pay inter.m
dradenas or any dess gf shzres of the amounts and o the dates
and for the periods they decide. In all cgses, the disinibutable profits
of the company mi.st ne sufficient 1o Justfy the payrren: of the
relevant aradend

The Boerd may, «f aulhorised by an ord nary resailtion of the
sharcholders, offer ary sharehalder the nght to elect ro ~eccive new
ordinany shares, which will be credited 2s fully pa d. nstead of ther
rash o dend

Any dividere which hes not been clarmed for 8 years efter it became
due for payment will be forfeied and will then belong 1o the
carrpany, unless the Directars decide otherw se

i the compary 15 wound up, the iguidator can, with the sanctor of &
spec &l resolutior passed by the shareholders, divide among tne
sharebolders it spene all ur any part of (e assets of the company
srd can value gssets anc determing how the drasion shall be carned
cut 35 between the snarehoiders or d Iferert classes of
sharetalders,

The igugslor can also, witn (he sarre szrouon, ranster the whole or
ary part of the assels to tnustees Jpon sLen trasts for the benefir of
the sharenolders

Voting at general meetings

Any form of praxy sent by the shareholders to the company
TelETon 1o any gereral mecung must be dehvered 1o tre comnarny
(via 1ts ~egistrars), whether 'In wr tier or electronic form, rot 1ess than
48 hours before the time appointed for Folding the meeung or
acjodrned rmeeting st woick the persor named in the appointment
Dropases 10 VOLe

The Board may decce that a shareholder 1s rot ent tlec 1o attend or
vote either personzlly or by proxy at 8 general meeting or to exercise
ary other right conferrec by being a skarenolder fihey or ary
person with an nterest in shares Fas becn sent a rotice uncer
section 793 of the Act {wh ch corfers upon puslic companies (e
power ta reguere iInformaton witk respect 1o interests v thelr vaung
shares) ana they or any interested person failea to supoly the
corrpemy with the infprmanon reguesied witoin 14 days after delivery
o that riotice

The Board may zlso dearde, where the relevan: sharehoidirg
campnises gt least 0.25% of the nom nal value of the issued snares of
that class, that no dvidend 1= payaole in respect of those gefault
shares ard that no trarsfer of any default shares shall be registered
Jnless the sharenolder s not himself i default 3s regards supply.ng
the wiormanon -cquested and the ransfer, when presented for
registrzuon, s accomparied by a certificate fram the shareholder in
sach formn as the Board of Directors ay reguire to sre effect that
after due and ca-oful inquiry, the snarehg!dar s satisfied thar no
person ir defaul s interested in any of the ordinary snares which are
being trensferreq, or the trans®er 1s an approved trarsfer as vefined
irthe Art cles, or the regsirauion of the transfer 1s requirec by the
Uncertificated Secur ties Regulauons 2007,

Pearson operates an empioyee benefi trust ©o hold shares. pencing
employees becoming entiled Lo them urder the comopany's
employer share pfans. There were 1,738,172 shares held as at

37 Decerber 2027 The trust nes an indepencent trustce which has
full discreton in refaror to the vaurg of such snares A civdend

wig ver gperates or: the shares held i the truest

Pearson slso operates nommee skharenoloing arrangerrents wh.ch
halo shares on benalf of empioyees As at 37 Oecerber 2021, there
werg 2,512,320 shdres held n the Sharestore account sdmiristered
By Eguinin Limited (Equenitl). The oeneflicial awners of shares neldin
Sharestare sre invited 10 S.0MIL voTing MSTrAct.ons online at www.
sharewew.co uk. ¥ Nonstrucions are given Dy tre benehnial owner
by ihe daie speaified, the trustees Folaing these shares waill not
exercise the votirg rights

The Company's share scheme admimisty ation was tansferred from
Ecu nite 19 Compllershare Invesior Serwces plc (Computershare) on
37 Decerrper 2020 As part of tre rransfor, te dosare of the Giobai
Nominees account administered by Equinit was miuated As at

37 Decembizer 2027, 839 shares were rernain ng in the Global
Nominees account.

As gt 37 Decernber 2027, there were 2,512,857 shares held nthe
Computershare Share Plan Accoanr (SPA), which 1s adm nisterec by
Computershare Benefic.zl holders of shares held 11 tne
Computershare Share Plart Account (SPA) are invited 1o submit voting
Irstri.zoons anlime at wwaw ecuzteplus.com If no instruchions are
Ziven by the beneficls' owrer by the date specifieg, the nominee
holoing these shares will not exercise the vanng rehts.

Transfer of shares

Tne Board may refuse 1o register 2 rarsfer of 2 certif cated share
which 1s no fully paic, proviced that the refusa) coes nct prevent
dealings in snares in 1ne company from taking place on an open ang
proper besis The Board may also refuse 1 register a transfer of a
ceruficated snare unless (1) the nstrument of rrarsfer s lodgec, duly
stamped (if stampahble) or duly certf g ar otherwise shown 1o The
satsfactior of the Buard 1o be exempt rom stamp duty. at the
registered office of the compary or any other place o=cced by the

sard, and € accompaniec by tne ceruficate fo” the share towhch
relates and such other evigence as the Board may reasoradly
requse 1o 3row e 1 ght of the transferor to make ihe transfer; {1t
15 11 respect of orly ane class of shares, and (1) 111510 favear of ro:
more than four transferees.

Trans'ers of uncerticated shares must be carmec 0.t usirg CREST
and rhe Bozre can refuse ta register & trans®er of an uncertificared
sharen aceoraance weth the regulauions saverring the opera. o
of CREST.
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Additional disclosures continued

Variation of rights

i atany tire the capital of the company 1s dvided into different
dlasses of shares. the special nghts attachmg to any class may be
varied or reve<ed either

— {pwih thewntien consert of the holders of 3t least 75% in
nominal value of the 1ssued shares of the relevant class or

— {jwith the sanction of & special resclution passed at a separate
generzl meeting of the ~olders of the shares of the refevant class.

Without pre udice to any special nights previously conferred cn the
holders of any existing shares or £lass of shares, any snare may be
iesued witt sLch preerred. doferred or nrhier special nghrs, or sugn
resir ctions, whether inregare to cividend. vourg, retur of cap.al o
otherwise as the company may [rom ume 1o Tme by ordinary
resalution determine.

Appcintment and replacement of Directors
The Articles contain the following provisions in relation to Directors

Directors shzllbe no less thar two 1t number, Direclors mey be
apponted by the company by ordinary resolution or by the Boart

A Directar apponted by the Board shall nold office only untl the <ext
AGM and snall then be eligible for re-appomtment The Board may
from Urne o ime appoint one or more Directors to hold Exec.inve
office with the campany for such period (subject to the provsions of
the Act and upor such terms as the Board may decide and may
FEVOKC OF TCTmiINdle any appolntment so made.

The Armcles prowde that, at every AGM of the company, every
Director shall reure from o*fice and, unless not willing 1o act. be
ehghle for re-zappointment

If & Director 15 nal re-appointed, they shall, subject to the Art cles,
retair ofice uatl the meeting apooints sameone 11 tneir pace, or,
it does not do so, unor the end of the meeting, or f the meeting is
acjodrned, the end of the adiourned meetling. Where a Director has
been appointed after notice of the snrual general meeting has been
aven, that Director shall retire at the nex: annual general meetng o°
which notice 1s first giver after bis o~ her appoiniment as Director,

I there 15 an msufficient number of appointed or re-appointee
Direclors 2t any ¢f the compary's annual general meeungs thus
rendening the Board inguorate. all Directors shall be automanically
re-appoirtec only for the purposes of fiiling vacdanues and convening
general meeungs of the company and o perform sach duties as are
appropriate to maintain the Lompany as a going concem and to
enable it to comply with s legal and regulatory oohigatons The
Directors are required (o convene a further general meeung of the
COMpPany 28 So0N as reasonably pract cable to allow new Mirectors to
be appainted, and suck Directors who were nat appointed at the
orignal general meeting shall subseguently retire

The company may by ord nary resolauon remove ary Director before
the expiration of their term of office In addiuon, the Board may
Tefminate an agreement or arrangement with any Director for the
provision of their servces to the compary

Powers of the Directors

Subjectto the Articles, the Act and any directuors g ven by special
resglution. the business of the carrpzany will be managed by the
Board who may exercise all the powers of the comrpany, ncluding
powers relating to the issue and/or buying back of shares by the
Company (subject to authonsation, and any statusory restricions or
restrcuons imposed by skarenolders in a general meet'ng),
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Directors’ indemnities

A qualify ng thrd-pa-ty irdemnity (JT21) as permitiec by the Ari cles
and sectons 232 ang 234 of the Act has been granted by tne
compary to eacn of its Rirectors, Urcer the provisions of tae QTP
the company undertakes tondemnify each Direcior against hanility
o third parties {exclucing crirminal and regulatary penealtes) ard o
pay Direciors' costs as incurred, providec that they are reimbursed 1o
ne company If the Bireczor 1s found guilty, the court refuses to grant
the rebef sought ar, iv an action oroLgnt by the compary, jucgement
15 given against the Directer. The indemrily has been in force for the
frnanc.zl vear ended 31 Decermber 2021 and 1s currently in force. The
compary has purcnased and mairtans Chirectors’ anc Officers’
INGUrance cover against rertain logal habilities and «osts “or claims n
connection with ary act or omriss:on by such Directors and Officers ir
the execut on of their duties.

Significant agreements

The following significant agreements contain prowvisicns encitling the
COUNTErPaITIEs [0 CXCrase term nanon or other nghte n the evert of
a change of conrol o the company.

AT 31 Decemoer 2021 the Group's principal bank facility, the
$7.,790m revolving credit facilty agreemenr, allowed that apon 2
change of control of the corrpany, any particinating bank may
require its guistanding advances togetker with accruec interest and
any ather armounts payeble in respect of sach facility, and s
commitmernis, to be cancelled, each within 60 days of notification to
the banks by the agent. The facilty was undrawr at year erd The
groun’s outstanding F xec Rate Notes (See rote 18 Borrowings for
more rformauon) zlso cortain a provision requinng that. in the
cvert of a change of cortrol which leacs to a downgrade in credic
reting below Bae3 (Mocdy's) or BBB- (Fiicn Rat ngs), the company 1s
requ red to make an offe- 1o INvesiors o repurchase outstanding
instruments 21 par ples accrued interest, which irvestors are not
obliged o accept Far these purposes, a‘change of control occars if
the company becomes a subs diary of ary ather compat-y, or one or
more persons acung eitner indradually or 1n concert obtains conwrel
{as defined In secnon 1124 of the Carparatior Tax Act 207 0) of

the comparny

Shares accured througn the company'’s employee share plans rank
par passu with shares in ssue and Fave no spec.al nghts. For legal
3n¢ pracucal reasons, the rules al these plans set oLt the
consequences of a change of control of the company.

Other statutory information

Oner informarnon that 1s required by re Act anc by the Large and
Medium-sizen Companies and Groups (Accounts and Repors)
Regulations 2008 {as amended) o be ircluded inihe Directors’
report. and whick s incorporated by reference, can be located as
follows:

Summary disclosures index See more
Dicend recommendaon Fage 589 )
Firancial instraments and financial risk Page 188
menagement

Impoﬁam events s nce year end Page 59
Fature developrrent of the bus.ness Page 12
Research and cevelopment acuv ues Page 46
Employment of disabled persons Page 4G
Employee involverent Page 18
GreentoJse gas crmissions and ener gy Page 53
consumption cata

Statement describing employee engagement Pége 17
Statement describing regard 1o supplers, Page 19

customers and other stzkeholders interests




wWith the excepuon of the divideng warver describea or page 133
there s nonformation to be aisdosed in accordanie with Listng
Ruleges

N poliical donations or Connpanor s were made o7 expenditure
incurred by the comgaany or 15 suhsidhanes dunng the year,

Our distlosures are consstent with the recommenoznions of the
Task Force on Climate-related Firangiai Disglosures (TCFDY and are
set out or pages 70-72.

Fair, balanced and understandable reporting and
disclosure of information

As requiren by the Code. we have establisheo arrangements 1o
ensure that sl information we report to investars and regularcrs 1s
farr, batancen and ungersterdable A process and rmetable for the
production and approval of this year's renort was agreed by the
Board at its meehng in Decemmber 2021, The full Board then had the
CEROTIUNITY to review and Comment o0 the repot s .1 progressed.

The Audlt Commitiee 1S also avalable 1o advse the Board on certan
aspecrs of the report, 10 enable the Directors 1o tulfil their

respons ity 1n this regard. The Directors consider mat the annud
report and sccounts, taker as a whale, s far, balanced and
understandatie and provides me information recessary for
shaehoiders 16 assess the Cormpary's posiion. perfo! mance,
hasiness model and strategy

Representatives frorm Fingnaa! Reporting, Corporate Atlairs,
Company Sec etang), Legal, Imernal Audn, Cornphanie 2nd Risk, anc
Reward are 1nvolved n the preparator and review of rre annag'
report (o ensure a cohesive and balanced approacn ana, as with sl
of our financial reparning, a tharough venfication of narative and
Anancia Saternenms s conduciet YWe o Nave procedures in place
o ensure the umely release of insde rfcrrmgnon, through car
Market Disclosare Committee,

The Srectors dl=g canfirm that, for cack Directar i1 office at the date
of this report.

— sofaras the Director 15 aware, there 1S nc relevant audit
in‘ormanor of whick the Group ang company's auditors are
angware

— they have 1arken al' the steps thel they ought 1o have taken as
Directors in arder 1o make themselses aware ol any relevant aude
Infermation and 10 estabhisk that the Group and the company’s
auditors are awdre of that informanon.

Directors in office
The following Directors were in off e aunng the yearn

WA Lyrton

- resignea o0 3G Annl 2021
EPL Carley G D Pitkethly
- resigned on 27 December 2021

ABrd

5. Coutu T 5core
v Cox S Taurel
- retived on 30 Apr 2027
S KM ohnson AL Thomas
~ appointed or 1 October 2027

K Lonmer L AWallen
The Directars report nas peer approved Sy tne Board or & March
2022 and sigrea or its behalf by,

Graeme Baldwin
Company Secretary
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Statement of Directors’ responsibilities in respect of the

financial statements

Statement of Directors' responsibilities

The Directors are respoasible for prepaning the annual repor: ang
sccourts snd the fnancia’ statements in accordance with appl catile
law and regulstion

Company law reouires the Drectors tc orenare finaraal siatemerts
for each financial year, Lrder that law, tne Drreclors hgve prepsrec
e Grode and comrpany fnancal statements in accordance with
Ur-adopted irternancna accouniing standards, In preparng the
Group ana company financoal statements, the Directors have also
eected "o comply with InTertanona: Financigl Reporiirg, Stardards
sslad by the Internatuonsl Accounting Standards Boaro (IFRSs as
ssLec by IASB)

Lnoer company law, the D rectors mus not aporove e inanc.a

sraterrents unless they are sat sfied that they give a true anc fair view

of the state o' affars of the Group and campany and of the profit ar
loss of the Group for that penod. i creparing the financial
staterrerts, the Directors are requireg 1o

— select sutable accourtng ponces ard then apply therm
consistently

— state whether appacable UK-sdopter rrerational accolnting
stanaards and IFRSs 1ssues by ASB have been follawed, subject
tG any natenal departures disclosed and expaned rtne
finznual stateman:s

— make judgerrents ang accountirg estmsles that e reasonable
and prudent

— orepare the finandal statements on the going corcen bas s
Lnless ©sinappropnae tc presume that the Groun ard
campany will continue ir business

Tne Directars are responsible for sa’egLarding the assets of the
Group and cormpany and hence for taking reascrable steps for the
preventor and detection of fraud and other irregulanites

The Directors are respanstbie for keepung adequate accounung
recoros that dre sufficent to show and exolain the Group ang
COMPany's Transaclions, and cisclose with reasonabe accuracy at
ary ume the finanaa position of the Growp and cempany ard enanle
ther 12 ensure that the financial statements and the Directos’
remuneraton report comply wits the Comparies At 2006

The Direciors are “esponsible for the mairtenance and irtegrity of
the company's website. Legislation in the Urited Kirgaom governing
the preparat on and disserm nation of financial staterments may differ
from legislatior in other jur sdiczions,
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Directors’ confirmations

Eack of tne Directors, whose names ard funcions are asted intne
Governance report, canfiims that, ' the test of therr know.edzge

-+~ the Group and company finanaai staterments, which have been
cresared in arcordance with LK-adopted interr:ational
accauating standares and IFRSs ssued by 1AS3, gve a true and
fair wiew of the asscts, habilities and finanual positior of tre
Group and company, and of the profr of the Group

— the Strategic reportircludes a far review o7 the covelopment and
performance of the busimess and the posinan of the Group ard
company. together witn & descriptior of the prncioal risks and
uncertanties that it faces

This responsibi ity statement nzs been anproved y the Board on
8 March 2022 end s grea on s behalf by

il

Sally Johnson
Chief Financial Officer
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Independent auditors' report to the members of Pearson plc

Report on the audit of the Financial
Statements

Opinion

In our oprmion, Pearsor ples censohdatec ‘Inancal statements aned

_n

company finangial staterments (the “financial statements”),

— gre a rue and fair wew of the state of the Group's and company's
affairs at 21 December 2027 and of the Group's profit and the
Groun's and company’s cash flows for the year tnen ended;

— nave beer prope‘ly prepared in accordance w.th UK-adopted
nternatoral accounung standards; and

— hieve beer prepared i decordance wih the reguirements of the
Corsaries Act 2000

We nave z.dited the financ 3| statements, included within the Annual
Report and Accoun:s (the "Annual Repor:”), which comprise: the
consolidatec and company balance sheets at 31 Decerrber 2027;
the consalidated income statermen: and consaligated statement of
comprehensive income, the consal dated end company cash flow
stalements and the consalidélec anc campany staternents of
changes ir equily for the year then ended; and the notes to the
Tinancal staterments, which include s descnpuion of the significsi
accounting palicies,

Qur opirion s consistent vath our reporing to ke Aldit Commitiee,

Basis for opinion

We conducten our auctt in accordance with Internatiorsl Slands-ds
on Auciing (LK) ("154s (LK)} ane applicable law Our responsibilities
Lnder 1545 (UK) are furher descrbed inthe auditars’ resporsibilizies
‘or the audit of the Inancial staterments secuor of our report We
belicve that the audis evidence we have abtamed s suffioert and
appropriete to provide 3 basis for our apirion

Independence

We remained indepencent of the Group in accordance with the
ethucal requirenents that are relevant to our 2udit of the firancist
staternerts in the UK which incluce the FRCs Erbical Standare, as
apphcable o iisted public interest ertimes and we have fulfilled cur
other ethical resporsibities ir accordance with these requireTents

Iz the best of our knowlecge and belief, we declare that non-audrr
servces pronibited by the FRCs Zthical Srandarc were not provided
tethe Group

Cther than tvose cisclosed innote 4 to e conschdated financal
statements, we have providec ne nor-zJdit services to the corpany
or its cortrolled undertakirgs in the period under audis

Our audit approach
Overview
Audit scope

— We conducted oJr Group audir work 1n two key rerritaries, Deing
the UK and US Thisircladed full scope audits at three reporting
womponents ana specified aud t procedures at a further seven
corrponents Weidentifiec one shared service centre where audit
procedures were performed over shared service funcuons for
transaction processing. The Terntories where we conducted aLdit
procedures, together with work perfored at corporate functions
znd at the Croup level, accounted for approximately: 70% of the
Groun's reverae, 73% of the Group's statutory profit pefore tax,
and 72% of the Group's adjusied profit before tax

— lor the purposes of the compary audit, we performec a full
scope audit e the UK of all material financ al statemert ine iwerrs
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Key audit matters

— Carrying value of goodwill (Groun)

— Property irparment (Groupd

— Acguisitiors and disposals {GroLp)

— U5 Stucent Assessment revenwe recogn.ion (Gro.n)
— Carryingvalue of invesiments nsabsidianes (campany)

Materiality

— Overall Group matenaity £18 5 mill an {2020 £19 millior) based
on approximately 5% of the Group's three year weighted average
adjusted profil before tax

— Overall compary materality: £44 m lhon (2020 ££5 million) basec
on approximately 7% of net assers,

— Pe-formance materialiy: £13 8 milhon (Group) and £33 million
[company).

The scope of our audit

As part of designing ouar aucit, we determinec mater.ality aro
assessed the risks of mater al rmisstatement 1Im tie “manciat
sratements

Key audit matters

Key audit martters are those matters that, in the auciior s’ professional
Juggemnent, were of mast signficance in the audt of tae \inanca
statements of the currert perioc anc include the maest s gn ficant
assessed nsks of material misstatement (wheter or not due 10
fraud) identified by tne auditors, including tnose which hac the
greatesl e'fect on: the overall audi stralegy, the allocation of
resources In the sadi; and directi-g the efforts of the engagememnt
Learr. These matlers, and any camments we make on ne resgles of
oar procecures thereon, were addressed in the comext of cur aLaim
of the finanaial statements #s a wrhole and in farming our ocpinian
thereon and we do not provide & separate opinon o these matiers

This s not a comrpiete st of all risks identfied by oJr aucit,

US Student Assessmert revenue recogn tion, property impairment
and accusiions and d spasals are new key audit matters th s year
The mpact of COVID-19, which was a ¥oy aadiT matter last year, 1s no
longer ncluoed because of the mar«et recovery from e mpact of
COWVID-19 resafung in the Group's imoroved tradirg performance
during 2021 Where relevant, the orgoing impact o° COVID-18 has
been assessed 25 part of our auditin 2027, inclucing in relation to
each key addit matter. In adeirion, we have removed the key audit
matter refated 1o returns provisioning given lower resigual r sk in ts
area due to the continued and ongoirg cechre in print copy sales
across the Group's Higher Education businesses, We have removed
the key audit matzer related to prowsiors for uncertain tax positions
as there have peen no maternal unexpeced developments in 2027 in
respec: of the two materizl unprovided tax exposures relateo 1o EU
stale aid and 2 Brazilian tax authority assessment related to goocwill
amortsation deductions. We have alsa rermoved the key audit meatter
related to recoverapility of procuct development assets, which are
amorused over ther useful econorr ¢ ives, given that there has been
no trigger forimpairment i 2021 unlike in 2020 when COVID-19
gave rise 1o ar imparrment trigger Otkenwise, the key audit matters
are consistent with: 1ast yeatr.



Key audit matter
Carrying value of goodwill (Group)
Refer to note 17 i1 the consoidated financial statemenis

A 31 December 2027, tne Group had £2,145m (2020 £2,094m) 0°
goodwill The carrying value of goadwill s cependent an estimates of
future cask flows of the underlying cash generanng units (CGUs) or
aggregated CGLUs 1o which goodwill is alincated. If maragerrent does
rot achieve these cash ‘ow estimates, there 1s a nsk that there could
be further impairment charges, This risk increases ir periods when
the Groups trecing performance and projections do rrot meet
expeciations

The 'mparment reviews pe-lormed by management contair a
nuriber of signif cant judgerrents and esiimates. Changes in these
assumprions can resuluin rratenially differencimparrment charges o-
available headroom

In additior, there ‘s incrementat complexiiy and judgermentr this
arez i 2021 as management has changed the level at which certain
report ng unirs are momtored and reported as a result of the new
strategy that was annourced r March 2021 The busiress
restructuring thal has been undertaken by managemen: In response
to the mew strategy has given rise (o the creatior of a rew divisional
struclure, thereby reguining a change in CGU determiraton anc a
reallocation of goodw Il o the rewly denufied CGUs or aggregated
CGUs This has resulted i1 five new aggregated CGUs mapping to the
rew dissional structure and a further five CGUs tnat comprise the
busiresses under strategic review The process of reallocaung
goodwill, net assets and cash flows 1o these new COLS 1 judgemental
and complex

MomBairment chiarge nas beer recarded -n 2027

How our audit addressed the Rey audit matter

YWe tested maragement's CGU reassessrnert and we evzluated te
methodology appl ed by managerent te reallocate goodwall, We
assessed whetner return on assel measures encompassirg £oocwill
are mun tored or measured et a level lowe: than managemens's
revised CGLs or aggregaied (Gls

We obiainer managemerts value in use imparment. modef at

31 December 2027 and we tested its mathemancal ntegriny, We

val dated the carnyirg ammounts of the net asseLs subject 1o

I parment testing to the underlyirg accaunt ng records, makirg sure
that therc was appropriate consistency between the assets and
habiires that were included in mar agerrent's assessmen: and the
refated cash flows We agreed the forecest tasn flows to board
approved bidgets and strategic plans and we assessed now these
budgets and strategic plans are compiled. We evzluated
maragement’s cstimates related to shori-rerm revenue and operatng
profit growth rates, cash corwersion end corporate cost allocatons
We carmparec managements forecasts and key assurmptions (o
indusiry projectons and comparable companies where th s
Informarion was avanable and we evaluated the hustonical accuracy of
maragements budgetng erd forecastrg

We deployed valualion experts to ssess Lhe perpetuity growth rate
and discodnt rate for cach CGU o aggregated CGU by compar san
win tird party nformation, past perfarmance and relevant risk
factors We compared management's valuanons with third party
valuations irrplied oy trading and transact on muloples of the Group's
campetitors where this nformanion was available for speaif ¢ CGUs o
aggregared CGUs

We performed our own ircependent sensinyity anakys's o
urderstand tre impacl of rezsonably possiole thanges 10 key
sssUmpnrs As part of this anarysis, we speafically cvaluated the
impact of the COVID-12 parcemic on maragemert's future casr flow
projeciions and we performed independent sensitiaty analys s to
evaluate the mpact of differemt COVID-" S scenaros an the Group's
imparrment |[ucgements.

Qur procedures focused on the five CGUs thar comprise the
bLsinesses Jnder Srategic rev ew wher e headroom was lower or
more sensitive (¢ charges in key assumot.ors We corpared
manragemen?’s val.e in use valuations wi inimal third party oids
recewec after year-erc less esumated disposal costs to wcenufy
whether these net bic vzlues provided rontradciory evidence 1o
mdicate that the strategic “eview CGUs were impairec st

31 Decernber 2027

We considered whether tne disclosures in note
witn [AS 36

compl ed

Based or the procedures performec, we noled no materai issues
arising from cur wark.



Independent auditors’ report to the members of Pearson plc continued

Key audit matter
Property impairment (Group)
Refer to note 101 the consoiidoted financio! statements,

AL 31 Decernber 2021, tne Group held £465m (2020 £439m) of
nght-of-use gssets N relation telard enc buld ngs

In"arch 2021, the Group announced 175 intentior to restructure its
property partfolio, with the largestimpacts aris.ng on the Grodp's
properues in Lonaom and New Jersey Atotal mpairmert charge of
£179m has been recognised i 2021.

The mpalrment reviews performed by managenient comair a
rumbe- of signif cant judgements and estimares Changes ir these
assumptiors can result in matenially different impairment charges,

Acquisitions and disposals {Group)
Refer ta nates 30 and 31 i the consolidated fimanciol statements,

Ir September 2021, the Group completed the acgasition of Faethm
Hold r1gs, increasing its ownership irterest from %% t 100% ‘or a
total purchase prnice of £65m. Management engaged a third party
expert 1o perorm a valuanor of ine irtargible assets acquired The
Grodp hes prowsionzlly recogrised goodwill of £38m and intangible
assels of £21m a1 31 December 2027 in cornecuon with tnrs
acouisitan Judgement s regairec ta ceterm ne the far value of
assels acguaires, including intangible assets,

In October 2027, the Group compieted the disposal of Pearscn’s
s stemas business in Brazit Total proceeds and profit on disposal
amounted (0 £108m and £34m respectively.

In March 2021, the GraLp znnounced a strategic review of its
nterrational courseware loca! publishing business At 31 Decerber
2021, there 15 judgement as to whether the busiresses uraer
strategic ~oview meet the critena to be classified es held for sale In
accordance with iFRS 5.
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How our audit addressed the kay audit matter

We understood maragement's plans for the Group's property
restructure. incluging what oroperties have peen or will be vacalec
and sublet We particularly tocused ¢n e Groun's oroperties in
condor {80 Strand) and New Jersey (Hoboken) wh ¢n contrnibuted the
majerity of the impairment charge n 2021

For the separable lease componerts at the 80 Strand and Hobaken
properties which have been or will be vacated, we obraimed
management's Ngn-of-use assel impairmen: model anc we tested Its
mathermancalirtegriy. We vahdated the carrying amownis of the net
&55ets SUbIECT Lo Irparment tesing 1o the underlying accourting
records We understooc and evaluated management's judgements
and esumates includec in the model, ncluding the amount of vacated
snace, the potential rental value, rent free periods ana expectec
sub-lease curaton We deployed real estate valLation experts (o
assess Lhe assumpuions used oy manzgement We considered the
cormpetency anc qualificaniors of the real estare expe s deployed by
the Greup to inform management's assumptions We performed our
own Independent sensiliv iy anzlysis o understand the impact of
reasonaly possible charges to key essumplons,

In adeiuor to 80 Strard arc Hoboken we tested a sample of other
properues sabject to rrparmen. 11 2021 and we separalely reviewec
mdndgements IMmpa rrment trigger assessmert for the Group's
remaining property portiolio rot supject to moarrmentn 2021 to
ronfirm thet no further matenal iImpairment charges were recuired,

Based on the pracedures performed, we noted no maternial 1ssues
anising from our work

We cbrainec mansgement’s valuaton model prepared for the step
arquisiton of FaethT Holdings and we ested its matherratical
ntegrity We valdared the inputs into the valuatior model 1o 7e
sgned purchase pr ce agreement and underlying accounting recoros,
including the cash cons:deration. We deployed valuation experts (o
assess the intangiole asser valuation preparen: by management's third
party expert, ncluding challenging the valuation methodology and key
anderhying assumptions We considered tne competercy and
gualifications of the valuzuon expert deployed by the Group to inform
management’s zssumptions We consicered whether management's
step acquIsit on accounting was m line with {FRS 3.

We obramec and reviewed the szale agreemert and eviderce of
proceeds receved for The disposal of Pearson's sisternas business in
Brazil We reviewed the contractual agreements 10 assess any
accounting imphcations for tre disposal accounting. We evaluated
whether disposal costs booked agamst the gain or disposal were
directly siinbutable to the disposal

We obained evicence ta evsluate management's judgerment that the

busiresses under sirategic review o not meet (e [FRS 5 critena o
be classifiec as held for sale at 31 December 2021

Based on the procedures performed, we noted no mater al 1Issues
arnsing from our work.



Key audit matter
US Student Assessment revenue recognition (Group)
Rejer (o noie 3 10 the consoidated inanoal sicremerirs

Certain of the Group’s businesses enter muo contracis thal span
year-end, where revenue 1s recogrnised using esumated Dercentege af
completion based o costs. These include contraces 1o design,
develop and celiver lesuing and acceditaton services These
contracts generate rraterial deferrec revenue balances, Changes to
the underlying assumpuions or esumation calculat.ons could have a
material effect on the consol dated firancial statements

We have conunued to focus on this arca because managemert has
decided to change its revenue recogniuon methodology for US
Student Assessrrent in 2021 from percentage of cormpletion based on
actual costs incurred by contract o percentage of completion based
o1 a histonca cost profile by customer category Tne portfal o
approach 1s an acceptable pracucal expedient uncer IFRS 15 as long
as any gifference 1o accounting at the contract level would not Fave 8
matenal effect on the finaraal staterents

Carrying value of investrnents in subsidiaries (company)
Refer 1o note 2.1 the company finanaal staterments

Tne company nolds investments in subsidiaries amounting 1o
£6.632m (2020 £5619m)at 37 Docorr ber 2021,

Investmients 1IN subsiciaries are eccourted for al cost less prowvis«on ‘or
imparrment ir the tompany balarce sneet Irvestments are tested “or
impairment If mpairment indicetors exist, If such indicatars exist, the
recoverable amourts of Investiments in subs dianies are esumated in
order (o cetermine the exrent of the imnairment loss. If any Ary such
imparment loss s recogmsed n the income stazement

The impairment assessmnert was idenufiec as & xey 2ud L matler gren
the size of the underlying iInvestment carrying values and the
differential to the Group's marxel capitalisstion at 37 Decerrber 2021
Further impairment nd.cators were idertfien ir connecuon with
certaim of the Imvestments 11 subsidiar es dae to Tne carryirg vatue of
nvestmerts exceeding the nel assets of the underying sunsidiaries,
The assessment reguirec the appilcation of menagemert judgement,
particularly in determining whether any impairmentirdicalors have
ansen that trigger the need for an imparrment assessment and ir
assessing whether the carrying value of cach investment can be
supporled by its recoverable amrount. Changes to these jJudgements
and estmates coule bave 8 materisl rrpact on the company dnancial
staltements

How our audit addressed the key audit matter

For new contracts 1n 2027 1o which the porzfzlio approach has peen
applied, we understond management's raticnale for chang ng
methodology We considered now contrarts have neen grouper
based on wimilar performance obligations ard cost delivery profile
anc we tested maragement’s hustor cal cost orofile calculavons by
contract groJping

We tested maragement’s assessment of the aifference between the
previous aoproack of delerriring percentage of completior by
contract ang e portfolio approach appled to new contracts in 2021
We eveluated whether enimmatenal cifference arises and whether
the porttolic epproach 1s therefore appropriate under IFRS 15

Forasclecton of ihe larger anc more jJucgemental confracts at US
Student Assessment, we reas the contracts and we assessed the
accounting methodology applhed to calellate the proporuon of
revenue being recognised in 2021. We tested costs ncurred (o date
and management's estimates of forecast costs and revenues by
reference 1o hisrorcal exper ence and cUrrert Contract status We
recalculaled management's percentage of comolet on esumrates ang
we performed look-back 12515 1o 255655 Managemenr's b stoncal
acclracy of forecasung for these types of arrangement in add tion,
we perfo-med manual ‘ournals test ng focusing on undsual ar
unexpected ertries 7o revenue

Based on the procedures performed, we noted 1o maier.al 1ssues
arsing fram our work,

We evaluated management's asscssmentwhett er any indicators of
Impzirment exisied by comparing the carmying values of irvestments
11 suEs anes varh the net assets oF the underhing subsichar os at
31 Decernber 2027

For nvestmerts wnere the net assets were lower than the carryng
vslues, we assessec therr recoverahle value by reforence to Tne value
Inuse of Menvestrments cor-pared to ther carrnying values at

3% December 2027 Where applicable, we verif ed that the
recoverable values of Investmerts wire consistent with the
recoverable values of the related CGUs tested for goodwill impairment
purnoses, ieveraging the a.dim work undetaken as part of the GroLp
aucit

We separately evaluated the diference betweer the carrying valae of
the compary’s INvesiments In subsicianies and the Group's market
capitalisation.

Based on the procedures gerformed, we noled no mater al issues
arising from our work



Independent auditors' report to the members of Pearson plc continued

How we tailored the audit scope

We talored the scope of our audi o ersure that we perfarrec
encugh work o be able to give an opmior on me “mancal
staternents as a whole, takirg into account the structure of the
Group and LFe company, 1ne accounting processes and cantrals and
the iIncustry 1 wh-ch they operate

The consolidsted fingnaial statemenrts are a consclidatior of
approximately 530 reporting urits, gach of which s considered to ke
a component. We dennfied three components in the JK snd J5 that
requiced a full scope audit due w0 their size and nisk, Specified audit
procedures over specfic fnanc al staterent fne sterrs wete
performed at a “urthier seven compancnts it the UK and US 1o
schieve approofiate audt coverage 11 addition, we have undertzken
certain anpredictable audit procedures on a rotanonal basis covering
carponents that have not historically been included in Group

aJdr scope

In establhish ng the overall approach to the Group audit we
dezerrined the type of work that needed to be perforred at the
components by us, as the Group cngagemaent team, or by
component aucitors within PwC U< anc from otner PwC network
firms operating under our Nstruction. Where the wor< was
performed by component avditors, we determined the level of
involvement we rneeded to nave 1IN the audit work al those reporting
1nits 1o be able 1o conclude whether suffiuent aopronnate 2udi
evidence hac been obtared as a basis for cur aoimion on the
consoliceted f nanc al starerrents as a whole

We porformed full scope audits in respect of NCS Pearson
{encompassing the US busimesses t1at ‘orm part of the Assessmen.
& Qualficanons segrent), Pearsan tducation US (encornpassing the
US business that farms part of the Higner Feucation segmert) end
Pearson Education UK {encompassing the UK businesses that form
part of the Assessment & Qualificetions and Waorkforce Skills
Segments).

We nerformed soeafied aucn procedures a: seven components
within the Virtual Learming and Assessment & Qualifications
segments and across the Group's central functiors The Indvdual
balances included In scove in these seven companents Inciuced
revenue, trade and ather recenables, cash inventory, trade anc
other liabilities, Intangible gssets anc amorusation, procuct
development and amortisation, fixeg asscts and deprec aton, cost of
sales and operating expenses. We identi‘iea one shared service
centre where audit procedares were performed over shared service
‘uncuors far transaction processing and we audited sclectec US
balances related to payroll and tax on the basis o the Group's
aggregated US operauors. This ensu-ed that sufficient and
appropriate audit procedures were perforrred Lo achieve sufficent
coverage over these finarrcial staterrent line items In additor 1o
Instructing and reviewing tic reporting from our component audic
leams, we conducted file rev ews and participated in key meetings
with lacal rmanagement both remately znd in person We also had
regular dislogue with componert teams throughout the year,
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The Croup consolidauon, financizl slatemert aisclosures and
corporate functions were aucited by rhe Group engagement team
Thus incluced our work over taxauan, goodwall and acquired
Irtangible assets, post-retiremnert benef 1s anc major transactions
laken Together, the components dand carporate functions wrere we
conddcied avdit procedures accodrted for approximately 70% of the
Groups reveaue, /3% of the Group's statutory profit be‘ore tax ard
72 of Tae Group's ad.wsted profit before tax. This prowded the
evioence we needed for our oprion on the consolidated financa
staterrents taker as a whole. 1his was before considering the
conribution 1o our audit evidence from performirg audn wark

at tne Croup level, including d saggregateo snalytical review
procecures, which covered certein of the Grow p's smaller and lower
rsk companents that were nct directly included in our Group

aurit scape

Qur audit of the company Tingnaal ststemerts was andertaken 1n the
UK anc ircluded subsiantive procedares of ail malerial ba.ances and
rransacriors

In planning our aucit, we cons dered the patenual impact of clirate
change or tke Group's bLsiness as (ne operatiors and strategy of
the Group adept o address the phys ca. and vrans.con risks
associatec witk ¢hmazte change In addiion, tne Group has set out Its
CoMmmITMents ta be Aer caroon zero across scope 1. 2 ano 3 by 2030
Maragement considers thai tne impact of cimate change aoes not
give rise to a matenal 'inancial siatement impact in 2027 However,
menagement's (imate change imuatves and comm tr ents will
IMpact ;e Group in a vanety of ways Enhanced narrative ang
disclesure of theimpact of cimate charge ris< s incorparated in the
TCFE sectuian of the Annual Report,

As partof our aud 1, we made enguiries of maragement 1o
Janderstand the extent of the patentizl impact of dmate change on
the finzncial statemerts. inclucing reviewing managerment's chmate
change rsk assessment whicn was orepared with support from The
Carbon Trust We used our knowledge of tne Groun and we ergaged
with our sustainability specialists (o evalua.e the risk zssessment
perormed by management We assessec that the key firancial
statement ine items ard estimates which are more likely 1o be
matenally impacied by chmale change are those aress that are based
on future cash flows, As g resul, we particularly considered how
chimate change risks and the impact of ¢ mate commitments mace
by the Group would iIrpact the ass.mpuons made in the forecasts
prepared by management that ave used inthe Company’s
impairment cnalysis and for going concern purposes Our
procedires did not icenti®y any materiz| impact on aur key audit
mzlters {or the year ended 31 December 2021 We alsc reviewed the
disclosures indudea in the TCFD secnon of the Annual Report anc
we consideed the consistency of these dsclosures w th the relevant
finarcis| statement disclosares, ncluding - note 1¢, and wath our
danderstanding of the bus ness.



Materiality

The stape of our audic was influencea by our applicauor of matensl by, We set certain guartiaive threshoids or matenalty These, together wich
qualtative conside-at ons, helped Js te determire tre scope of our aucit a0d the nature, timing ang extent of our zudt procecures on the ndraouai
dmancial statermen: ine items and disclosures and in evaluating the effect of misstazements, botk indiacually and i aggregate, on te financa!
statemnerts a5 a whole,

Based or our professicnal judgement, we determined maternality for tne financial staterents as a whale as follows
D

Cnnsolit}atedmia] Stateﬁ-nents
£18 S mullion (2020 £18 milign)

L4 maliion 2020 £45 million)

How we determined t Approximately 5% ol the Group's three year

woighted average adjusted pro‘ii before tax

Anproximarely 19 of net assels

Raugnale for hbencnmark appleo The Group's prinzipa! measure of performance is Pearson plcis the ulumate parent company which
ad usted aperatng profic, which exclades one-off holds the Group's nvestmerts, Therefore, the entity
gans and lasses, casts o mayor restracwinng ang 15 ot e self profit-onentec The stength of the

acqJired intangible asset amoriisation and
mpairment charges, 1N oraer to present results

balance sheet s the key measare of financial health
that s important o sharehaolders, s.nce the primary

fram operatirg activities on a consislert basis We concerr: for the Company 1s the payment of
have also excludec the resuits of Pengair Random cridends. We therefore consider net assels 1o be
House from this benchrmark for each of the three an appropriate benchmark

vears fallowng Its disposal We have taker this
TicasLre IFTC 3LLo Nt Ir determining oar matenality
as Tis the meti against which the performance o
the Group is most commonly assessed by
management end reported to sharehclders, From
adiusied cperaung prof 1, we decucled ret finaice
COSIS,

Certgm eccount baiances were included in scone for
the audt of the consolidatad imangial statements
and were therefore aucited to a material ty level set
below overall rmatenality established for the Group
audit However, we determined tat tne compary
aid not require a full scope audit of its compiete

f nanc.al informalion “or the purposes o” the audit of
Gwen the volatility In profitabilty n 2020 and 2021 the consoldated financa’ staterments

as aresdlt of COVID-19, we hased our materiality

Calculation ur a three year weighred average of the

Groun's adjusted orehit oefore tax,

For each comporent nibe scope of our Grogp 2adit, we allocated & marenality that 15 less hzr our ovetall Group Tatenahty. The range of mater alimy
allocaled across comporents was approximately £3 millon to £16 millon

We use performance mztenaliiy to recuce to an aporopriately low level tne probability that the aggregate of uncorrecied and undetecied

m sstatererts exceccs overall marenality. Specfically, we use performance mateniality iIn cetermining tne scope of our audit and the nature anc
extent of our testing of accodnt balances, classes of transactions and disclosures, Tor example ir determining sample sizes Our perforrance
mateniahty was /5% (2020 75%) of overall materislity, amount ngro £73 8 million (2020 £14 mill on} far tee consoncated f nancal starerments and
£33 mulhon (2020: £34 milion) for the company fingncs| sistemerts,

in determiring the performance materialiy, we considered & number ol factors, inclugding the b story of misstatemerts, risk assessmens ang
aggregation risk and the effociveness of cortrols, conclLaing that ar @amourt a2 tne upper g of aur normal range wes appropriate

We agreed wath the Audit Cormmittee thar we would report 10 thern misstaterrents :dentified durng our 2udt sbove £ 8 mllion for the Group and
compeany eudits (2020: £2 millan) as well as risstaternents below those @mounts that, iIr our view. warranzed reporting for quaitarve reasons

— Consideration whether chmate tharge s expected 1o have ary
cgrifizantumpact daning the penod of the gomg concern
assessment, and

Condusions relating to going toncern

Our cvzluator of ine Direcrors’ assessment of the Group's and the
CGMpany's abilty 1o contmue 10 309pt (e going concerr has.s of

sccounang incluced:

— Evatuation of management’s base cese #nd downs de case
scenanos. ungerstanding and evaldal ng tne key assLmpuons,
nch.ding assamptions redated 1o COVIO-19,

— Validanan that the cash flow forecas's used to suppot
Management's I pairment, gang concerr and viaoiliny
as5ES5MENTS WEre COnsISIEnt,

— Assessment o’ the hustorical accuraly and regsoncbleress of
management’s foreczsring

— Cansiceration o' the Group's avallsble finarong snc debr
matunity profic

— Tesnng of tre marmerratcal integnty of maragement's iguid oy
headroom, covenart compl arze, sens vty srd stress testing
calcuiations;

— Assessment o’ the reasorableress of maragements planred or
potential Timganng sclions 1N response (o downside s« faclors,

— Review of the reisted disclosures i the Annual Report.

Based o1 ne work we have performed, we have not centrfied any
meterial uncertainues refaung 1o events or condimuns thar,
irdividually or collectively, may cast significant dodbt on tne Group's
and the company's ab ity 2o conunLe as a going concern for a period
of at least welve months from when the financial statemenis are
authorised for issLe

Inauciting the financia! staterr erts. we have congluaed thar tae
Directors Jse of the goirg concern 2sis o° 2CCoUrurginine
crepacat.on of the financial statements s appropnate

sowever peczuse not al future events or condin.ons cen be
prediciec, this conclLsion is not @ guarantee as 1o the Group's and
the company's ab Ity 10 conunue as a gong concern

Ir: relat onto the D rectors reporting on now they have apolied e
UK Corperate Governance Cade, we nave noth ng matenal to add or
draw attenton to In relation to the Direcors' statemert 1N the



Independent auditors’ report to the members of Pearson plc continued

nancigl statements about whether the Directors considerec it
aporapriate 1o zdopl the going concern basis of account rg

Qur responsibil nies and the responsib Ities of the Direcrors with
resperl (0 going concern are described in ihe relevant sections of
ths report

Reporting on other information

The ather infarmaticn comprises all of the information in tke Annual
Report ather thar the financial statements ane our suditors’ reaort
thereon ke Directars gre rosponsible for the other information,
which includes reportirg based cn the Task Farce on Climate-relatec
Fnancial Disclasures (1CRD) recomrernaztbons. Our opimoan on the
financial slatemeris does not cover the other infarmation and,
accorcingly, we do rot express a1 audit oo non or, excepl Lo ibe
extent otherwise explic thy statcd In s repert any furm of
assurance thereon.

In connectior with our aLd t of the financial staterrents, our
responsib ity 15 to reac the cther nformaton and, in dong so, o
cons der whether the other irformauon -s matenally incansistert
with the financial statemrents or our knowledge obtared 11 tne audit
or otherwise zppears 1o be materialty misstated. Ifwe denufy an
dpparent ma:er | inconsistency or marerial misstatement, we are
requiced to perform procedures o concluae whether there s a
material misstaterent of 1ne inancial siaterments or a material
misstatemert of the other iaformanon If. cased on the work we have
performed, we conclude that there is a material missistement of this
other information, we are recuired to repor that fact. We have

noth ng 1o report based on these “esponsibilives,

With respect to the Strategic Report and Governance Report, we also
cons dered whetner the disclosures recusred by the UK Companies
Act 2006 have been ingluded

Based or our work urdertaker e the rourse of tFe audi, the
Companies At 2006 mequires us also 1o report certain opinians and
mallers as descnbed below,

Strategic Report and Governance Report

In our oginion, basec on the work undertaken in the course of tne
audit, the mformetor given n the Strategic Reparl ang Governance
Report for the year ended 31 December 2027 15 consistent with the
‘Inancial statements a2nc has been prepared in accordance witk
applicable legal requirements

Ir hight of the knowledge and understanding of the Group and
company znd their environment obta ned in the course of the auon,
we dic not identify any matenal misstarements in the Strategic
Report and Governance Report,

Directors' Remuneration

In our opinion, the part of the Directors’ Remunerator Repor: 1o be
audited has been properly preparec In accordance with the
Corrpanies Act 2006.

Corporate governance statement

The Lisung Rules recuire us ta review the D rectors’ statements ir
relaton to going concerr. langer-term viability anc that part of the
corporate governance staterrent relsting 1o the company’s
carmpliance with the provisions of the UK Corporate Governance
Code specified for our rewiew Our add nonal respons bilites with
respect to the corporate governance stazernent as otwe”information
are described in the reporting on otner informaton sechen of this
report

Based on the wor< undertaken as part of our audr, we Fave
conduded that each of the fallow:ng elements of the corporate
governance siaiement Is maser ally consistent with the financial
staternerts and cur knowledge obtained during the audit and we
have rothing mzterial 1o add or oraw attention 1o - reialior wo:

~— Tne Directors’ confirmauon that they Fave carried out a robust
assessment of the emerging and orincipal risks;
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— The din lnsures .n the Anngal Report and Accounts thar describe
those orinc pal nisks, what procedures are ir place wo idenufy
emerging risks and an explanation of how these are being
managed or mitigated,

— The Direciors’ statement i the fingnas! staterments about
whether they considered 2 appropriate w0 adoot 1ne going
concerr basss of accoanung i preparing them and their
idenuf cauon of any material uncertgintes to the Group's and
compary's ability 1o continue 10 oo 52 aver a period o at least
wwelve meontks from the carte of zpprovel o the fnanc al
slaierrents,

— The Directors explanztion as to tnerr assessment of the Group's
anc company's prospects. the peniod this assessment covers and
why the per od s appropriate. and

— The Directors’ statement as to whether they have a reasonanle
expectaticn tnat the comoany will be able to conunue in
operanor and Tectits habilities as they fall due over the penod
of -5 assessment, iIrcluding any related disclosures drawng
ailentian 10 ary necessary qualifications or asstmpticns

Our revicw 0F the D rectors’ staterent regarding the longer-term
viability of the Group was substartally less in scepe than an audit
anc orly consisted of making inqguir.es and corsidening the Directors'
pracess supporting their statement, chec ng that the staterent s in
alignment v Lth Lthe relevant prov siors of the UK Corporate
Guvernance Code: end considering whether the statemert is
consistertwich e ‘imanaial statements ane our knowledge and
Jnderstanding of tne Group and company and the r environmert
vbtaired in e course of the audit.

In addinien, basec or the wors undertaken as part of our audit, we
have concluded that each of tre following elerments of the corporzte
governance statement s maienslly cons stentwath the Mranog’
staternents and our knowledge obtaired guring tne audit

— The Direcrors’ statement that they consider the Anrual 2epon,
taken es a whole, 1s fair, belanced and urderstendatle and
provides the in‘ormation necessary for the members 1o assess
the Groan’s ana compary's pesition, performance, business
model and strategy,

— The section of the Annual Report that describes the review of
effecliveness of sk management and inte-nal control sysiems;
anc

— The section of the Annual Report describing the work of the Audiz
Commitee

We have nothing 1o report In respect of oJr responsibrlity to report
when the Directors staternent relanng to the company's compi arce
with the Code does not praperly cisclose a depariure from a relevant
provision of the Code speciied under the L sung Rules for review by
the auditors,

Responsibilities for the financial statements and the
audit

Responsibilities of the Directors for the financial statements

As explained more fully In the Statemert of Directors' Resporsibiliues
In respect of the financial staternents, the Directors are responsible
for the preparation of the financal statemen:s in accordance with the
applicable frarrework and for be:ng satisfied that they give 3 true and
fair wiew. The Directars are also resporsible for such internal cortrol
as they determire s necessary 1 enable the prepa-ation af financial
statements that are free rom reatenal misstatement, whether due to
fraud or errer

In prepaning tre financal staternents, Lhe Directors are responsible
for assessing the Groun's and the comrpany's ability to continue as a
going concerr, disciesing, as applicable, matters relaled o going
concerr and using -he going concern basis of accounung unless the
Directors eitner intend to iguidate the Group or the company or to
cease operzlions or have np realishc alternative but to do so



Auditors’ responsibilities for the audit of the financial
staternents

Ow objectives are 1o oulan reasoranle assurance about whether
the financial statements as a whole are free from matenal
rmisstaternent, whether due o fraud or error, ard (o 1ssue an
aJditors’ report that Includes our op nion, Reasonable assurance sa
fugh level of assurance, butis not a guarantee that an audn
conducted in accordance with [SAs {UK) wall always detect a imsteria
m sstatemert when 1 exsts Misslalernents can anise Tom frauc o
error and are considered materizh f, indricually o the aggregate,
they could reascnably be expected o influence the economic
decisions of users taker onthe bas s of these f nanc 2l statemens

Irreguianities, inclading fraud, are instances of ror-campliance with
laws and regulations. We design procedures in lire wath our
responsities, outhned above, 10 detect matenal 7 sstatements in
respect of irregulantes, including fraud The extent to which our
proredures are capable o cetecung rregulanues. including fraud, 15
detatled beiow

Based on our understanding of the Group and industrsin which it
operates, we ideniified that the princigal risks of non-compiance
with laws and regalanions 1elared 1o fature 1o combly wih Uk and
internatcnal tax regulatiors, adherence o datz protection
requireTents rthe junsdicucns in which the Group operates and
holds date and comphance wth anb-bribery end carrupnion
legislation in the junsdicuors in which the Group operates ard we
Lonsiderad the oxaent 1o whnoh non-Lompiancg M gnt nave a
materisl effect on the inancal statements We also corsidered thase
laws ano regulations that have a direct impact an the preparation of
the fnanc gl stetements such as the Companies Act 2006 erd Lisung
Rules. We evaluated management's incentives and opportumbies ‘or
fraudulent man pulation of tne financial statements (ncluchng the risk
of override o controls) and we cetermined that the prircipal risks
were relatec 10 postng Inappronrate joJrnal entries and
managerment b as :n accountng for estimates, includ-ng esumates
relaurg to revenue recogriion. “he Group ergagemert team shared
th s risk essessrment with the component aLdizars so that they rouio
include approprizte aLdit procedures N response Lo suck 15510
their wark Audit procecures performed by the Graup ergageTent
team and/ar comparent zud tors Induded

— Discussions with managemert, internar audit ard the Group's
legal advisors, Induding consideTations of Known or sL.spected
snstances of non-comphzance with 1zws and regulations and fraud,

— Review of correspondence recevec from regulaters anc
cons deration of the imoact. i any, on our audit and the
disclesures mece inthe financial statements,

— Evaluatnion and tesurg of the effectiveness of managerent's
cantrols designed to prevent and derect irregularities,

— Assessment of meatters repared on the Group's whistlelowing
keiplire snd the results of management's invesugatior of such
malers,

— Identficeuior ano tesung of sgnificant manvat joJrnal entres, and

— Tesung of assumpuiors and |Ldge™erts «rade Dy management I
making s grifitent account Ng esirmates

Tnere are nheren: lmitatons inthe 24 1 procecures casenoed
above We are less lixely to become aware of Instances cfror-
corphance with laws and regLlations that are nol clasely relatec o
events and transacuons reflectec 1n the financial statemencs, Also,
the risk of nat detect ng & material misstatemen: due o fraud s
higher than the nis< o° not cetectr g ane resuling fram errar, as
‘racd rayv irvolve deliberate concezlmenrt by, for exarple. forgery or
INtentioral Mmisrepresentanors or trrough coflusion

Our audit testing m g7 nclude testing cormplete poollstons of
certain transactors and baiances, possibly using data asoitirg
techrigaes ~lowever, it typically involves selectng s irited nurher
o «errs for testrg, rather than tesl.ng complete populatiors We wil
aten seek 1o target parucilas 1ems ‘or testrg based or their size o

risk characteristics. Ir other cases, we wai'll use audit sampling
erable us 1o draw a Cordusion abnot the populauon fromwhich the
sarrple 1s selected,

A farther descripuon of our respons biliues for the audit of the
firancial statemenis s locared on the FRCS website at www fro org
ukiaudizorsresponsibi ties This descnipton forms part of our
auditors' repaort.

Use of this report

Th:s repors, ncrLoing the opinions, has been preparec for and orly
for the company’s mermbers as a body in accarcance witn Chapter 3
of Par: 16 of the Compenies Act 2000 and for no orer purpose We
do not, ir gving trese opinions, accept or assume responsibility or
any other purpose or to any other person o whom this report is
shown o7 1Into whose nands 1 may come save where oxpressly
agreed by our prior consent in writ ng

Other required reporting

Companies Act 2006 exception reporting

Uncer the Companies Act 2006, we are requred to report 1o you if,
11 DU ODINON

— We have not obramed all the infarmation anc explanatiors we
require for cur audt, or

— Adegrate accodnung recores Fave not been kept by the
compary of returns edecuate for our audit F ave not been
recened Tom brencnes nor visited py Us, or

— Certan disclosures of D rectors rerrunerauo specifiec by lew
are nat made; or

— The company Fnanca statements and the part of the Directors’
Remunerat on Repori 10 be gud ted are rot n agreement witk
the zLooanung receres ard rergms

We have no exceplions 10 report ar sirg from this responsibiling.
g 3

Appointment

Foilowing the recommendstion of the Audit Cormitiee, we were
aopainted by the members on 6 Februery 1956 to audit the firancal
staiements for tne yezr erded 21 December 1856 ard subseguent
financ &l periods. The penoc of totel uninterrupted engzgement 1s 26
years, covering the yesrs ended 21 Decerrber “996 o

37 Decenber 2027

Other matters

N due course, as requairec by the Finaraial Conducs Authorny
Mesclosure Guidance are Transparency Rule 4 1 14R, these finangial
staternents will form part of the ESEF-prepsred annual finane al
report iled ori the Natcna' Storage Mecharmism of the Fingnaal
Corduct Authority in accordance vath the ESEF RegLlatory Technical
Standarc (‘ESEF RTS™ Th s audrors' report provides ro assdraiice
over whemer the annua! finznaal repart will be orepared using the
single electromic formar spec fed in the ZS5EF 375

Giles Hannam (Serior Statutory Auditor)
for ang o bekalf of PricewaternouseCcopers LLF
Chaneres ALcoamiants end Statetory Audioes

'ondon
& March 2022



Financial statements

Consolidated income statement

Year ended 31 December 2021

Allfigeres £ rilbons
Continuing operations

Sales

Cost of goods sold

Gross profit

Operatng expenses

Cther net gains and fosses

Share of results of joiNT ventures and associates
Operating profit

Finance costs

Finance mcome

Profit before tax

Income tax

Profit for the year

Attributable to:
Equity nolders of the company
Non-conzroling interest

Earnings per share attributable to equity holders of the company during the year

{expressed in ponce per share)
- basic
- dilured

=N

Pt

oY M ka2

183
(68)

42

157

160

159

21.1p
20.9p

N
N
Pt

3,397
(1.767)
1,630
{1,452}

178

5
411
{107)
50
354
(44}
310

£1Cp
21 0p
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Consolidated statement

of comprehensive income

Year ended 31 December 2021

Alfgires mz milons
Profit for the year
ltems that may be reclassified to the income statement
Net exchange differences on translation of foreign cperations
Currency translation agjusiment chsposed

Auributabie tax

Items that are not reciassified to the income statement
Fair value gain on other financial assets

Alrbutable tax

Remeasurement of retirement benefit obligations
Auributable tax

Other comprehensive income/(expense) for the year
Tatal comprehensive income for the year

Attributable to:

Lquity holders of the company
Non-conualing interest.

2021 ZLI0

NQ[;E‘S
160 310
(&) (109)
4 (70}
7 10 (13)
24 14
7 (3) (&)
25 149 (23)
7 (61 2
29 117 (205)
277 105
276 105
1 -
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Financial statements

Consolidated balance sheet

As at 31 December 2027

Al hgeres 1 £ millgns

Assets

Non-current assets

Property, plant and equipment

InfAangihle assets

Investments 1n jont ventures and associates
Deferred income tax assets

Financial assets - dervative finanaal instruments
Retirement berefit assets

Cther financal assets

IrCome tax assets

Trade and other recewvables

Current assets

Intangible assets - product development
Inventories

Trade and other recevables

Financial assets - dervative financial instrurmnents
Inceme tax assets

Cash and cash ecuivalents (excluding overdrafts)

Assets classified as held for sale

Total assets

Liabilities

Non-current liabilities

Financial kabilities - borrowings

Financiat habilities - dervative financial Instruments
Deferred income tax habilines

Retirement benefit obligations

Provisions for other liabilities and charges

Qther labilities

holes

10
1
13
16
25
15

32

18
16
13
25
23

2021

366
2,769
24

57

30
537
113
97
129
4,122

894
98
1,257

26
937
3,214

7,343

(1.245)
{30)
(40)
(66)

7
(95)
(1.483)

2420

515
2,742
3

32

45
410
138

223
4111

905
129
1178
8

1,097
3767

73
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Consolidated balance sheet continued

As gt 31 December 2021

Al e f : -‘\.'r;v,;:. 2021 202G,
Current liabilities
Trade and other lLabilives P (1,256) (1,196)
Financal liebilities - borrowirgs "8 {155) (254)
Financal hanihties - oerivative financis! instruments 6 [4) [}
Income tax habilives (125) 84y
Frovsians for other labilities ana charges ) 23 (40) 7(25}
{1,580) (1,571)
Liabilities classified as held for sate 32 - {74y
Total liabilities {3,063) (3.377)
Net assets 4,280 4,134
Equity
Share capital P 189 58
Share premuum 27 2,626 2620
Treas.ary shares 28 (12) (7}
Capual rederrption reserve 18 18
Fair value reserve 33 53
Transiglion reserve 386 3ge
Retainea earn.ngs 1,030 - BeS
Total equity attributable to equity holders of the company 4,270 4125
Nor-cortroling nreres: 10 e}
Total equity 4,280 4,134

These finangial staterments have been approvec for issue oy the Bozrd of Direclors on 8 March 2022 and signed an its behalf oy

g‘%w
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 2021

Capital

Equity attributable to equity helders of the company

Non-
Share Share Treasury redemption  Fairvalue Translation Retained controlling Total
All figures in £ millions capital  premium shares reserve reserve reserve earnings Total interest equity
ALT January 2021 188 2,620 ()} 18 53 388 865 4,125 9 4,134
Profit for the year - - - - - - 159 159 1 160
Crher comprehensive
ncame/{expense) - - - - 24 (2) 95 117 - 117
Total comprehensive
income/(expense) - - - - 24 2) 254 276 1 277
Equity-settled transzcuons - - - - - - 28 28 - 28
Issue of ordinary shares under
share option schermes 1 6 (1) - - - - 6 - 6
Buyback of equiry - - - - - - - - - -
Purchase of treasury shares - - (16} - - - - {16) - (16)
release of treasury shares - - 12 - B - (12) - - -
Transfer of gain on disposal of
FVGC) Iinvestment - - - - (44} - 44 - - -
Drvdends - - - - - - (149) (149) - {149}
At 31 December 2021 189 2,626 (12} 18 33 386 1,030 4,270 10 4,280
B T - - _ Foi, anr buiable 0 eouny hdd;;‘:?:;ﬂr'-p_amy -
Capiral Mo
Shzre skare Treas iy redempuon Far velue  Trarslator Awemanen co~rollng ToLal
All figoresim L rulbons capial pres _m wlar U [y rageTyE resene EarNIngs Tael rterest 2quiy
AL T January 2020 185 2614 (24) 11 39 567 911 4313 10 4,323
Profit for the year - - - - - - 310 310 - 310
Cther comprehenswve
ncome/{expense) - - - B 14 (179 4 (205) - (205)
Total comprehensive
income/{expense) - - - - 14 {179) 270 105 - 105
Equity-settled transactons - - - - - - 29 28 - 29
lesue of ordinary shares under
share option schernes - 6 - - - - - 6 - 6
Suyback of equity {7) - - 7 - - [176) (176) - (176)
Purchase of treasury shares - - (&) - - - - (6} - (6)
Relcase of treasury shares - - 23 - B B 23 - - -
Dividends - - - - - - {14186 {(146) (i (147
At 31 December 2020 188 2,620 (7 18 53 338 865 4,125 9 1,134

The capital redemprion reserve reftects the norminal value of shares cancelled in the Group's share buyback programme, The farr value

reserve arises on revaluation of other financial assets. The translation reserve includes exchange differences anising from the transiation of
the netnvestment in foreign operations and of borrowings and other currency Instruments designated as hedges of such investrments.
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Consolidated cash flow statement

vYear ended 31 [2ecember 2027

allfigures - £ milons Nztay 2021 2020

Cash flows from operating activities

Net cash generated from aperatons 33 570 150

Interest paid (6 63)
Tax {(paidyrecered (177) 2

Net cash generated from operating activities 326 389

Cash flows from investing activities

Acquistion of subsidiaries, net of cash acquired 20 (55) (6)
Acquisition of associates 12 {10) -

Purchase of Investments (4) {e)
Furchase of property, plant and equipment {64) (53)
Purchase of intangible assets {112) 81N
Disposal of subsidiaries, net of cash disposed 31 83 100

Froceeds from sale of jont ventures and associates 31 - 537

Proceeds from sale of iInvestments 48

Lease recenaples repaid incluaing disposals 21 A1

Loans repaid by related parues - 48

Interest reccived 13 13

Divclends from jomt veniures and associzles B
Net cash (used in)/generated from investing activities (80) 591
Cash flows from financing activities

Proceeds from issue of ordinary shares 27 6 ]
Buyback of equity 27 - (176)
Purchase of treasury shares 28 {16) ()]
Proceeds from borrowings ~ 346
Repaymen of borrowings (167) (230)
Repayment of lease habilues (88) (92}
Dividends paid to company’s sharchalders 9 (149) (146)
Dividends paid 10 non-controlling interest - "y
Net cash used in financing activities (414) (299)
Effects of exchange rate changes on cash and rash egquivalents (8) (2)
Net (decrease)/increase in cash and cash equivalents (176) 579
Cash and cash equivalents at beginning of year 1,113 434
Cash and cash equivalents at end of year ) ‘ ) ) 17 937 113
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Financial statements

Notes to the consolidated

financial statements

General information

Fearson plc (the company), its subsidianes and associates
{together the Group? are international busmesses covering
educalional courseware, assessments and services.

The company is a public Imited company incorporated and
domiciied in the Unired Kingdom, The sddress of its registered
office 13 802 Strand, London WC2R ORL

The campany Nas Its primary listng on the Longon Stock Fxchange
and s also listed on the New York Stock Exchange.

These consolidated financisl statements were approved for 1ssue
by the Board of Directors on 8 March 2022

1a. Accounting policies
The principal accounting policies applied in the preparation of tnese
consolidated financial statements are set our pelow,

Basis of preparation

These consolidated financiat statements, and the ccmpany financial
starements, have beer prepared cn the gong concern bas's

{see note 1b) and ir accordance with Lthe Disclosure and
Transparency Rules of the Financial Conduct Autharity and in
accordance with UK-adopted Internaucnal Accounung Standards
and with the reguiremenis of the Companies Act 2006. Gn 31
December 2020, IFRS as adopted by the Eurcpean Union at that
date was brought into JK law and became UK-adopted
International Accounung Standards (IASs), with future changes
being subject to endorsemens by the JK Endorsement Board The
Group and company transiticned to UK-adopted 'ASs on 1 January
2021, This change constitutes a change N accountng framework.
However, there 1s N0 Impact on recagniuion, measJremeant or
disclosure in the periad reported as @ result of the change in
framework. The corsolidated and company financial statements
have also been prepared In accordance with IFRSs as 1ssued by the
International Accounting Standards Board (1ASB) In respect of
accountng standards applicable ta the Group, there 15 no
difference between UK-adopted 1ASs and 1FRSs as issued by the
IASE.

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
liabilues (induding denivative financial instruments) at fair value.

These accounting policies have been cansistently applied 1o all
years presented, unfess otherwise stated.

1. Interpretations and amendments to published standards
effective 2021 - No new standards were adopted in 2021

'Interest Rate Benchmark Reform - Phase 2 (Amendments to IFRS 9,
IAS 39, IFRS 7, IFRS 4 and IFRS 16} 15 effective from 1 January 2021
{see note 19) and In addition, the Group has early adopted the
amendment t¢ IFRS 16 COVID-19 related rent concessions beyand
30 fune 2027 Ihe amendments do not have 3 material iImpact on
the consahdated financial statements, ar the company finanaal
statements

The Group has also considered the IFRIC agenoa deasion on
‘Configuration and Customisation £osts In a Cloud Computing
Arrangement, and concluded that it does not have a material
impact on the consahdated or company financial statements.
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2. Standards, interpretations and amendments to published
standards that are not yet effective - The following new
accounting standards and amendments Lo new accounung
standards have peen issued burt are not yet effectve and have not
yel been endarsed by the UK Endorsement Board

- IFR5 17 'Insurance contracts;

- Amendmenits to IFRS 3 'Reference (o the conceptual frarmework’

- Amengments ta lAS 1 Disclosure of accounting polices)

- Amendments to IAS 1 Classification of labihities as current or
non-current’,

- Amendments 1o IAS 8 Defimtien of accounting estimates’;

- Amendments 10 1AS 12 ‘Deferred tax related (o assets and
habilities aasing from a single transaction

- Amendments to 1AS 16 'Proceeds before intended use’;

- Amendments to 1A5 37 'Onerous contracts - costs of fulfilling a
contract; and

- Annual improvements tc IFRS 2018-2020,

The Group is currently assessing the impact of the abaove changes,
but they are not expected tc have a material impact The Group has
not adopted any other standard, amendment or interpretation that
has been issued bur 1s not yet effecive

3. Critical accounting assumptions and judgements - The
preparation of inancal statements 1IN conformity with IFRS requires
the use of certain critical accounung assumpuions and esumates. it
also reguires management (o exercise I1s judgement in the process
of applying the Group's accountng policies.

All assumptions and estmates constitute management's best
Judgement at the date of the financial statements, however, In the
future, actuzl expenence may dewaate from these estimates

and assumptions.

The areas requiring a h:gher degree of jJudgement or complexiiy,
or areas where assumptions and estimates are significant to the
consolidated financial statements are:

- intangible assets Goodwill

- Taxation

- Revenue Prowisions for returns

- Employee benelits' Pensions

- Property, plant and equipment: Right-of-use assets

The recoverability of product development assets and in parucular,
the assessment of the useful economic lives of the product
development assets, 1s no longer consicered to be a key area of
estimarion uncertainty as the impact of COVID-19 on the business,
and n parucular, on future sales, has lessened and therefore its
no longer considered that there 1s a significant risk of a material
adjustment 10 the carrying value of the product development assets
within the next year.

The key Judgements and key areas of estmation are set out below,
as well as in the relevant accountung tolicies and in the notes © the
accounts where appropriate,



B Key judgemenis

The application of tax legislaton in relation 10 provisions
for uncertain 1ax postions (see notes 7 angd 34)

- The allocauon of goodwill to the cash-generating unis
anc groups of cash-generating units (see rote 11)

-~ Whether the Group will be ehgible 1o receive the surpius
associates with the UK Group Pension Plan in recognising
& persion asset {see note 25)

Key areas of estimauon

- The recoverability of goodwill balances. Key assumptions
used In geodwillimpairrment (esting are g'scount rates,
perpetully growlh rates, Torecast sales growth rates and
forecsst operaung profits. See note 11 fer further detalls.

- The level of provisions required 1n relaton to uncertain
tax positons 1s complex and each matter 1$ separately
assessec The esumation of future settlement amounis is
based on a rumber of factors mcluding the status of the
uriresolved matter, clanty of legislation, range of possible
outcomes and the statute of Imitatons, See notes 7 and
34 for further detatls

- The level of provisions required for antcipated returns s
estumated based on historical experience, customer
buying patterns and retailer behaviours mcluding stock
levels See note 3 for further detalls

- The determinztion of the pension cost and detined?
benefit obligation of the Group's defined benefit pensicn
schemes depends on the selecuon of certain
assumptions, which include the discount rate, Inflation
rate, salary grawih and longevity. See note 25 for further
oetanls.

- The recoverabilty of rght-of-use assets and in particular
assumptions related to the ability to sublease vacant
leased assets in the future. See note 10 for further details,

The Group has assessed the impact of the uncertainty presented
by the continued COVID-19 pandernic on the financial statements.
specfically considening the impact on key judgerments and
stgruficant estimates along with other areas of increased rsk

as follows:

- Recoverable value of right-of-Lse assets and investment in
finarice lease recevable balances;

- Rinancial instruments 1n particular counterparty risk ana
hedge effectiveriess;

- Waorking capial provis.ons INcluding expected credit {osses on
trade and other debrors and inventory obsolescence; and

- The assessment of the useful economic lives of product
development gssets.

No material accounting Impacts relating to the areas assesseq
above were recognised inthe year. The Group wll conunde to
monitor these areas of increased judgement, estimaticn and risk,

Consolidation
1. Business combinations - The acquisition method of accounung
s usea to account for business combinations.

The corsideration transferred for the acquisition of a subsidiary 1s
the fair valie of the assets transferred. the liabilties incurred and
the equity interest 1ssued by the Group. The consideraton
transferred includes the fair value of any asset or habibty resuliing
from a conumngent consideration arrangement. Acquision-relared
costs are expensed as incurred in the operaung expenses line of
the income staternent idenufiable sssets acquired and 1dentfiable
liabilities and conungent liabilities assumed in 2 busmess
combination are measured inwially at their fair values at the
acnquisition daie The delerminauon of fair values ofien requires
significant judgements and the use of estumares, and, for marerial
3cquisitions, the fair value of the acquired intang:ble assets is
determined by an independent valuer The excess of the
consideration transferren, the amount of ary non-controfing
nteres: 10 the acquiree and the acquisinion date farr value of any
previous egquity Interest m the acquiree over the fair value of the
identflable net assets acquired is recorded as goodwaill {sec

note 30;,

See the ‘Intangible assets’ policy for the acccurung policy on
goodwill 1l this 15 jess than the fair value of the net assets of the
subsidiary scquired. in the ¢ase of a bargain purchase, the
difference 1s recognised direclly in the income statement

On gn acouisition-by-acquisition bas's, the Group recagnises
any non-controlling interest 1N the acquiree errher at fair value
or at the non-controlling Interest’s proport.onate snare of the
acquiree’s net assers.

IFRS 3 'Busness Combinations' has not been appled retrospectively
10 business combinations before the date of rransition  IFRS

Management exercises judgement in determining the classification
of Its iInvestments n 1ts businesses, in line with the following:

2. Subsidiaries - Subsidiaries are entities over which the Group has
control The Group controls an entiy when the Group 1s exposed
W, Of hias MIENTS 1o, vanable returns from s involvernent wirh the
entity and kas the ability to affect those returns through its power
over the enuity, Subsid.anes are fully consolidated from the dare on
which cartrol s transfer-ed o the Group They are decorsolidated
from the date that control ceases

3. Transactions with non-controlling interests - Transactors
with non-contralling interests that do not result in doss of control
are accounted for &s equity transactions, that 15, as Lransacuons
with the owners in their capacity as owners Any surplus ar deficit
ansing from disposals 1o & non-controling interest 1s recorded in
equity For purchases from g non-controlling interest, the difference
between considerauor paid end the relevan: share acgurred of the
carrying value of the subsidiary 1s recorded in equity

4, Joint ventures and associates - Joint ventures are entimes in
whichi the Group holds an intgrest on g long-term basis and nas
rgnts to the net assers through cortractuslly agreed shanrg of
control. Associates are enunies over which the Group has signficant
influence but rioi the power to controi the financial and operaung
pohcies, gererally accompanying a shareholding of between 20%
and 50% of the voting nights. Ownership percentage is likely to be
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Financial statements

Notes to the consolidated financial statements continued

1a. Accounting policies continued

Consolidation continued

the key .rdicator of Invesiment classification. however, other
factors, such as Board representation, may also affect the
accounting classificauon, Judgernent is required Lo assess all of the
Gguahtatve and guantitative factors which may mdicate that the
Group does, or does nol, have significant influence over an
investment. Investments In joint ventures and associates are
accounted for by the equity method and are imitially recognised at
the fair value of consideranon trensferred

The Group's share of 1ts joint ventures' and assoniates’ post-
acquisition profits or Iosses Is recognised in the income statement
and its share of posi-acquisiion movements In reserves |s
recognisec in reserves,

The Group's share of its joint ventures’ and associares’ results is
recognised as a compenent of cperating profit as these operations
form part of the core publishing business of the Group and are an
imegrsl part of exisung wholly-owned businesses The cumulative
post-acguisition movemenis are adjusted against the carrving
amount of the investment. When the Group’s share of losses ina
joirtventure or assaclate equals or exceeds qs mterestin the jomt
veniure or associate, the Group does not recogrise further losses
unjess the Group has mcurred obligations or rmade payments on
behall of the joint venture or associate.

Unrealised gains and losses on transactions betweer: the Group
and its ;oint ventures and associates are elminated o the extent of
the Group's INnterestin these entiues.

5. Contribution of a subsidiary to an associate or joint venture
- The gain or loss resulung from the contribution or sale of a
subsidiary to an assocdate or @ jont venture 1S recognised in full.
Where such transactions do not invoive cash considerauon,
significant Judgemenrs and estimates are used in determiming the
fair values of the consideration received

Foreign currency translation

1. Functional and presentation currency - ltems included in the
financial statements of each of the Group's entities are measured
using the currency of the primary economic environment in which
the entity operates (the functional currency) The consclidated
financial staternents are presented in sterling, which Is the
comparry's functional and presentation currency.

2. Transacttons and balances - Foreign currency transactians are
trenslated into the functcnal currency using the exchange rates
prevaling at the dates of the transactors, Foreign exchange gains
and losses resulung from the setilement of such transacuons and
from the translaton at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in
the income statement, except when deferred in equity as qualifiing
nel investment hedges.
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3. Group companies - The results and financisl posiucn of all
Group companies that have a funcuonal currency ditferent from the
presentalion currency are ranslated nlo the presentation currency
as follows:

a. Assetsand liabilues are translated at the closing rate ai the daie
of the balance shest

b. Income and expenses are translated at average exchange raies

¢ Allresulung cxchange differences are recognised as o separate
compenent of equity.

Op consoldation, exchange differences ansing fram the translaton
of the net investrment in foreign entiues, and of borrowings and
other currency Insiruments designated as hedges of such
investments, are laken Lo shareholders’ eguity The Group treats
speafic inter-company loan balances, which are not intended to be
repaid In the foreseeable future. as part of its net Investment When
a foreign operation is scld, such exchange differences are
recognised in the income statement as part of the gain or loss on
sale.

The principal overseas currency for the Group is the LS dollar.
The average rate for the year against sterling was $7 38 (2020
$1 28y and the year-end rate was $1 35 (2020 $1.37).

Property, plant and equipment

Property, plant and equipment are stated at historical cost less
depreciation Cost incluges the original purchase price of the asset
and the costs attributable to bringing the asset to its working
condition for intended use. Land 1s not depreciated. Depreciation
on other assets is calculated using the straight-line method to
allocate their cost less their residual values over their estmated
useful lives as follows:

Builldings (freeholdy
Buldings ({leasehoid).

20-50 years
over the period cf the lease

Plant and equipment: 3-10 years

The assets residual vslues and useful Ives are reviewed, and
adjusted if appropnate, at each balance sheet date

The carrying value of an asset is written down 1o its recoverable
amount if the carrying value of the asset Is grearer than its
estmated recoverable amount.

Intangibie assets

1. Goodwill - For the acguisiion of subsidianes made on or after

1 fanuary 2010, goodwill represen:s the excess of the consideration
transferred, the amount of any non-controlling interest in the
acquitee and the acquisition date fair value of any previous equity
interest In the acquiree over the far value of the identifiable net
assets acquired. For the acquisition of subsidiaries made from the
gate of transition to IFRS 1o 31 December 2009, goodwill represents
the excess of the cost of an acguisition over the fair value of the
Graup's share of the net identifiable assets acquired. Goodwill on
acquisitions of subsidiaries s included in intangible assets. Goodwill
on acquisition of associatas and joint vertures represents the
excess of the cost of an acguisition over the fair value of the
Group's share of the net identfiable asscts acquired.



Goodwill or acquisitions of associates and joint ventures 1s included
IN INvestments 1N associates and jomt ventures

Goodwill is tested st least annually for impairment and carried at
cost less accumulared imparment losses, Animpairment loss 1s
recognised o the extent that the carrying value of goodwill exceeds
the recoveranle amount The recoverable amount 15 the higher of
{air value less costs of disposal and value in use These calculatons
require the use of esumates in respect of forecast cash flows and
discount rates and significant management judgement in respect
of cash-generatung umi ({CGU) and cost allocation, iImparment is a
key source of estimation uncertainty and has a significant risk o*
resuliing in a material adjustment to the carnyng amount of
relevan; assets within the next financial year. A summary of these
assets by CGU snd 2 descripvon of the key assumptions and
sensitvities 15 ncluded in note 11

Goadwalt is allocated to aggregated CGUs for the purpose of
impairment testng The allocation 1s made to thosc aggregated
CGUs that are expected to benefit from the bus ness combination
in whick the goodwill arose. Where there are changes to CGUs,
goodwill s reallocated to the new CGUs and aggregation of CGUs
using 4 relative value methad.

Gains anc lesses on the disposal of an enuty nclude the carryirg
amount of goodwill relating to the entity sold

2, Acquired software - Software separately acquired for internal
use Is capitalised at cost, Software acquired in material pusiness
combinauons s capitalised at its fair value as determines by an
Indepenaent valuer Acquirea software 15 amorused on a straight-
line basis over its estimared useful life of between three and e ght
years

3. Internally developed software - internal and cxternal cosfs
incurred guring the preliminary stage of developing computer
software for internal use are expensed es incurred. Internal and
external costs incdrred to develop computer sotware for internal
use during the application development stage are capitalised if the
Greup expects econcmic benelits from the development.
Capalisaton in the application developrment stage begins once the
Group can reliably measure the expenditure attnbuiable to the
software development and has demonstraied its intenton to
complete and use the software. Internally developed sofiware 1s
amortised an a straight-line bas's over s estmared usefu! life of
between (three and ten years

4. Acquired intangible assets - Acquired intangible assets include
customer lists, contracts and relaucnships, trademarks anc branas,
publishing nghts. content, technology and software rights These
assets are capitalised on acguisiion at cost and included in
intangible assers. ntangible assets acquired in materfal business
combrhauons are capralised at their fair value as determined by ar
ndependent valuer. Intang ble assets are amornsed over tneir
esumated useful lives of between two and 20 years, usirg ar
amortsauon method that reflects the pattern of thetr consumpuon

5. Prodiuct development assets - Product development assers
represent direct costs incurred in the development of educational
programmes and titles pror to their publicauor These costs are
recognised as current intangible assets where the utle will generate
probable future economic benefits and costs can be measured
reliably

Product cevelopment asse(s relating to content are amortised
upon pubhcation of the utle over esamated economic ives of seven
years or less, being an esumate of the expected operaung lifecycle
of the title, with a higher propornon of the amortisanion taken 1n the
earlier years Proguct developmeni assets relaling 1o product
platforms arc amortisec over 10 years or less, being an estimate of
the expected useful Ife

The assessment of the useful economic ife and the recoverability
of product development assets involves judgement and 15 based on
historical trends and management estumaton of future potenual
sales.

Product development assels are assessed for impairment triggers
on an annual basis or when triggenng events occur. The carrying
amount of product development assets 1s set outin note 20

The investment in product developmaent assets has been disclosed
as part of cash generated from operations in the cash flow
stgtement (see note 33).

Other financial assets
Other firannial assels are non-dervative financial assets classdied
and measdred at estmated fair value

Marketazle securities and cash deposits with maturstics of grearer
than three months are classified and subsequently measured at fair
value through profit and loss (FVTPL). They are remeasured at each
balance sheet date by using market data and the use of established
valuztion techmigues. Any movement in the fair value 1s immediately
recogrised in finance income or finance costs N the income
statement

Investments N the equity Nstruments of other ertites are
classified and subseguently measured at fair value through other
comprenensive iIncome (FVOCI. Changes in fair value are recorded
In eguity in the fair value reserve via other comprehensive Income
Or subseguent disposal of the asset, the net farr value gains or
losses are reclassified from the fair value reserve (G retainec
earnings Any dividends recewed from equity investments classified
as FYOC are recognised in the income staternent unless they
represent a return of capital

Inventories

Inventones are stated &t the lower of cost and net realisable value
Costis determined using the wesgnted average metnod of ar
approx mat:ion thereo®, suctr as the first in first out (FIFO) metkod
The cost of firished goods and wark in progress comprises raw
materals. direct labour, other drect costs and related progauction
overheads Net realsanle value is the esumated seling price in the
ordinary course of business, less estmated cosis necessary o
make the sale Provisiors are made for slow-movirg and obaolete
stock

Royalty advances

Advances of royalues to authaors sre included within trade and
ather rece vables when the advance is paid less any provision:
required 1o adjust the advance 1o 1ts net realisable value. The
realisable value of royaky advances relies on a degree of
management estimalion in determining the profitability of nardual
author contracts. if the esumated realisable value of author
contracis 1s overstated, this will have an adverse effect on operating
profits as these excess amounts wAll be wriren off
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Financial statements

Notes to the consolidated financial statements continued

1a. Accounting policies continued

Royalty advances continued

Tne recoverability of royalty advances 15 based upon an annual
detalled management review of the sge of the advance, the future
sales prgjectors for new authors and prior sales history of repeat
authors.

The rovalty adgvance 1s expenser ar the contracted or effective
revelty rate as the related revenues are earned. Royalty advences
which will be consumed within one year are held in current assets.
Rovaity advances which will be consumed after ane year are held in
nON-CUrrent 3Ssers.

Cash and cash equivalents

Casr and cash equivalents in the cash flow statement include cash
in hand. deposits held on call with barks, ather short-term hughly
hquid mvestments with onginal maturites of three months or less,
and bank overdrafts, Bank overdrafts are includec in borrowings in
current liakilimes in the balance sheet.

Short-term deposits and marketable secuniiies with maturities of
grealer than three monihs do not qualify as cash and cash
cguivalenis and are reported as finarcial assets. Movernerts on
these financial assets are classified as cash flows from financing
acrivities In the cash flow statement where these amounts are used
10 offsetthe borrowings of the Group or &5 cash flows from
irvesting activities wnere these amounts are held ta generare ar
Investment relurn

Share capital
Ordinary shares are classified as equity

Incremental costs directly attributable 1o the 1ssue of new
shares or options are shown in equity as @ deduction, net of tax,
from the proceeds

Where any Group company purchases Lthe company’s equity share
capital {treasury shares), the consideration paid, incluging any
directly attributable incremental costs, net of income taxes, is
deducted from equity attributable ta the company's equity holders
until the shares are cancelled, reissued or disposed of. Where such
shares are subsequently sold or rerssued, any consideration
received, net of any directly attnbutable transacuon costs and the
related income tax effects, 15 included in equity attributable (o the
company’s eguity holders

Crdinary shares purchased under a buyback programme are
cancelled and the nominal value of the shares is transferred 1o a
capital redempuion reserve

Borrowings

Borrowings are recognised tmiuially at farr value, which 1s proceeds
received net of transaction costs Incurred. Borrowings are
subsequently stated at amorused cost with any difference between
the proceeds (net of transaction costs) and the redempuon value
being recognised in the Income statement over the period of the
borrowings using the effective interest method. Accrued interest is
included as part of borrowings

Where a debtinstrument 1sin a fair value hedging relationship,
an adjustment 1s made to its carrying value in the iIncome staterment
ta reflect the hedged nsi.

Where & debt instrument 1s In a net investment hedge relationship,
gains and losses on the effective portion of the hedge are
recogmsed N other EDmpTEhEHSNE ncome
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Derivative financial instruments
Dervatives are recognised at farr value and remeasured at eack
balance sheet date. The fair value of dervatrzes 1s determined by
using market data and Lhe use of esiablished esumauon technigues
such as discounted cash flow and option valuation models.

For dervarves In a heage relationship, the currency besis soread
s excluded from the designation as a Fedging instrurient

Changes In the fair value of derivatives are recognised immediately
in finance income or Costs. However, denvalves relaung ic

borrowings and certain foreign exchange contracts are oesigrated
as part of 8 hedging transaction

The accounting treatment s summarnised as follows.

Typical reason
for designation

Net investment hedge

The derivative creates a
fareign currency lability

which 1s used to hedge

changes in the value of

a subsidiary which
ransacts n that
currency.

Fair value hedges
The derivative

transforms the interest

prefile an debt from
ftxed rate to floating
rate Changes inthe
value of the debt as a
result of changes in
interest rates and
foreign exchange ratcs
are offset hy equal and
opposite changes in
the value of the
dervative. When the
Group's debt is
swapped to fioatung
rates, the contracts

used are designated as

fair value hedges.

Reporting of gains
and losses on
effective portion
of the hedge

Recogn sed in other
comprehensive
income.

Gains ana lnsses

on the derwvative

arc reported in
finance income ar
finance costs.
Fowever, an equal
and opposite change
1S made 1o

the carrying value of
the debt (o fair value
adjusrment) with the
bermefit/cost repeorted
N finance Income or
finance caosts. The
net result should be
azerp chargeona
perfecily effective
hedge.

Non-hedge accounted contracts

These are not
designated as hedging
instruments. Typically,
these are short-term
contracts to convert

debt back to fixed rates

or foreign exchange
contracts where a
natural offset exists.

Recognised in the
INCOMMe statement.
Mo hedge accocunting
applies

Reporting of gains
and losses on
disposal

On the disposal
of foreign
operations or
subsidianies, the
accumulated
value of gains
and losses
reported in other
comprehensive
INCOME 15
transferred to
the income
statement

If the debt and
derivative are
disposed of, the
value of the
dernative and
Lhe debt
(ncluding the fair
value
adjustment) are
resetto 7ero
Any resultant
gainorlossis
recognised in
finance income
or finance cosis



Taxation

Current tax 1s recogrised al the amounts expecied to be paid or
recovered under the tax rates and laws that have been enacted or
substaruvely enacted at the balance sheet date

Deferred income tax s provded, using the balance sheet hability
method, on temporary differences ans.ng between the tax bases of
assets and hapilives and their carryng amounts. Delerred income
tax 15 determined using tax rates and laws that have been enacted
or substantvely enacted by the balance sneet date and are
expected to apply when the related deferred tax asset Is realsed or
the deferred income tax liabiliny 15 settled.

Deferred (ax assets are recognised (o the extent that 111 probable
tnat future taxable grofit will be available against which the
temporary differences can be utiised

Deferred 'ncome tax s provided 10 respect of the undistribured
2arnings of subsicdharies, associates and joint ventures ather than
wnere 1115 intended that those undistributed earmngs wall not be
remitted Ir the foreseeable future.

Current and deferred tax are recognised ir the income statement,
excepl when the (ax relates Lo items chargea ar credited directly 1o
equity or other comprehensive ncome, 10 which case the 1ax 1s 3lso
recognised in equity or other comprehensive ncome

The Group Is subyect 1o Income taxes in numerous jurisdictions
Signihicant judgement is required in determining the esnmates i
relation to the worldwide prowvision for income tsxes. There are
many transactions and calculetions for which the ulumate tax
determingtion Is unceriain during the grdinary caurse of business.
The Group recagnises tax prowisions whnen It is considered probable
that thee will be a future outflow of furds 1o a tax authority The
provisions are based on management's best judgement af the
applicauon of tax legislation and best estmates of fJuture settlement
3mounts (see note 7). Where the final tax outcome of these matters
15 different from the amounts that were iritally recorded, such
differences will impact the Income tax and deferred tax provisions
N the pericd in which such determination 15 made

Deferred rax assets and habiities require management judgerment
and estimation 1N determining the amounts to be recognised. In
parucular, whert assessing the extent ta which deferred rax assets
should be recogrised, significant jJudgement s used when
considening the urming of the recognition and esimavon 1s used Lo
ceterming the level of future taxatile income together with any
future tax planning strategles (see note 131

Employee benefits

1. Pensions - The reuremenit henefit asset and obligation
recognised 11 the balance sreet represent the net of the presert
value of the defined benefit obligation and the fair value of plan
assets at the balance sheet date The defined benefit obligation 1s
calculated annually by ndependent actuaries using the projected
unit credit method. The present vatue of the defined benefic
obliganion is derermined by discounting estrnsled future cash flows
using yields on high-quality corporate bonds which have terms to
matunty approximatng the terms of the related hability,

When the calculation results in a potenual assel. the recogniuon

of thar asset s imited to the asser celling - that is the present value
of any econormic benefits available in the form of refunds from the
plan or a reduction n future contnbunions. Management uses
Judgement (o determine the level of refuncs avaiiable from the
plan in recogrising an asset.

Tne determinzuan of the pensicn cost and defined benefit
obhgauon of the Group’s defined beneft pension schemes depends
an the selection of certain assumpuons, which include the discount
rate, inflauion rate, salary growth and langevity (see note 25)

Actuanal gans and losses arsing from expenence sdjustrments and
changes in actwaral assumghons are charged or credued to equity
In other comprehensive income in the period inwhich they arise
The service cost, representing benefits accruing over the year, 1s
rcluded in the Income statement as ar operaling cost. Net interest
15 calculated by applying the discount rate to the net defined benefit
obligaton and is presented as finance costs or finance Income

Oohgat ons for contriputons to defined contribution pension plans
are recognised as an uperating expense In the :thcome statemant
as incurred

2. Cther post-retirement obligations - The expected costs of
post-retirement medical and hife assurance benefits are accrued
over the period of ermployment, using 2 similsr accountng
methodology as for defined benefit pension cioligations. The
habiues and costs relaung to significant other post-retirement
obligations are assessed annually by independent qualified
actuarmes,

3. Share-based payments - The far value cf opt:ons or shares
granted under the Group's share and option plans 1s recognised as
an employee expense after taxing INte accouns the Group's best
esumate of the number of awsrds expected 1o vest Farr value is
measured at the date of grant and s spread over the vesung period
cfthe cotion or share The far value of the options granted 1s
measured using an oprion model that 1s most zppropriate to the
awarc The fair value of shares awarded 1s measured using the
share price at the date of grant unless another method s more
appropriste Any proceeds recerved are credited 1o share capial
and share premium when the options are exercised
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Financial statements

Notes to the consolidated financial statements continued

1a. Accounting policies continued

Provisions

Provisions are recogrised if the Group has a present legal or
constructive obligation as a result of past events: it 1s more likely
than not that an outflow of resources will be required to settle the
obligation and the amount can be reliably estimated Provisions are
discounted (o presentvaiue where the effect s matenal

Revenue recognition

The Group's revenue strearns are courseware, dssessments and
services. Courseware includes curriculum materials provided in
book form and/or via access to digital content. Assessments
includes test development, processing and scoring services
provided to governments, educational iInsttutions, corporations
and professional bodies, Services includes the operation of schools,
colleges anc universities, inciuding sistemas in Brazil. as well as the
provision of online learning services In partnership with uriversities
and ather acadernic msnrut:ons

Revenue is recognised in order to depict the transfer of control of
promised goods and senices to customers in an amount that
reflects the consideration to which we expect to be enritled In
exchange for those gooas and services This process begins with
the identification af our contract wath a customer, which is generally
throJgh a master services agreement, customer purchase order, or
a combination thereof, Within esch coniract. jJudgement is appled
to determine the extent ta whrch actvities within the contracc
represent distinct performance obligations to be delivered and the
total amount of transaction price 1o which we expect to be enutled

The transaction price determined 1s net of sales taxes, rebates and
discounts, and after eliminaung sales within the Group Where a
contract contains multipie performance obligations such as the
provisior of supplementary materials or online access with
texthooks, revenue is allocaren on the hasis of relative standalone
seling prices. Where a contract contains variable considerauon,
significant estimation 1s required to determine the amount to which
the Group is expected to be entitled.

Revenue 1s recognised on contracts with custormers when or 8§
perfarmance obligations are sausfied, which is the period or the
point in ume where control of goods or services transfers to the
customer. Judgement is apphed to determine first whether control
passes over time and if not, then the point in tme at which contral
passes. Where revenue s recogrnised over ume, judgement 1s used
to determine the method which best depicts the transfer of contral.
Where an input method 1s used, significant estimation Is required to
determine the progress towsrds delwvering the performance
obligation

Revenue from the sale of bociks 1s recognised net of 3 provision for
anticipated returns. This provision Is based primarily on historical
return rates, customer buying pattems and retaller behawiours
Including stack levels (see note 24). If these estimates de not reflect
actual returns in future periods then revenues could be
understated or overstated for a particular period. When the
provision for returns 1s remeasured at each reporting date 1o reflect
changes In estimates, a corresponding adjustment :s also recorded
to revenue.
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The Group may enter into contracts wath ancther party in addition
to our customer. In making the determinaton as o whether
reveniue should be recognised on a gross or net basis, the contract
veth the customer 1s analysed 1o understand which party controls
‘he relevant good or service prior to transferring to the customer
This judgement 1s mformed by facts and wrcumstances of the
contract in determining whether the Group Ras promised 1o
provwade the specfied good or service or whicther e Group 1s
arrarging far the trarsfer of the specified good crservice, Including
which party 1s responsinle for fulfilment, has aiscretion ro set the
price 1o the customer and 1s responsible for inventory nisik, On
certain contracts, where the Group acts as an agent, only
commussions and fees receivable for services rendered are
recognised as “evenue Any thirc-party costs ircurred on behalf of
the principal that are rechargeable under the contractual
arrangement are notincuded in revenue.

Income from recharges of freight and ather acuvities which are
incidental to the normal revenue-generaung activites is included in
olher income

Addtional detalls oni the Graup's revenue streams are also included
nnote 3.

Leases

The Group as a lessee

The Group assesses whether ¢ contract s or contams & lease at the
inception of the contract A contractis, or contains a lease. If the
contract conveys the nght to control the use of anidentified asset
for a period of tme 1N exchange for consideration. The Group
recognises a nghr-of-use asset and a lease lability at the lease
commencement date with respect to slllease arrangements except
for short-term leases (leases with a lease term of 12 months or less)
and leases of low-value assels. For inese leases, the lease payments
are recognisco as an operating expensc on a straight-lne basis
over the term of the Jease

The nght-of-use asset 1s initally measdred at cost, comprising the
initial amount of the lease liability plus any inual direct costs
ircurred and an estimate of costs (o restore the underlying asset,
less any lease incentives receved. The right-of-use asset s
subsequently depreciated using the straight-hne method from the
commencement date 1o the earier ¢ the end of the useful life of
the asset or the end of the lease term. The Group apples 1AS 36 10
determine whether a right-of-use asset s impaired The lease
habiliy 1s inizlly measured at the present value of the lease
payments that are not paid at the commencement date, discounted
using the interest rate implict in the lease or, if that rate cannot be
readily determined, \he incremental borrowing rate. The {ease
hability is measured at amerbised cost using the effecuve interest
method. It 1s remeasured when there is a change in future fease
payments arising from a change In an index or a rate or & change in
the Group's assessment of whether L will exercise an extension

ur termination opuan When the lease liability is remeasured,

a corresponding adjustment 1s made to the right-af-use asset.

Management uses judgement to determine the lease term where
extension and termination options are available wirhin the lease.



The Group as a lessor

when the Group 1s an intermediate lesser, the head lease and
sublease are accounted for as two separate contracts. The nead
lease 15 accounted for as per the lessee policy above The sublease
s classified as a finance lease or operating lease by reference to the
right-of-use asset ansing from the head lease. Where the lease
transfers substantially all the nsks and rewards of ownership to the
lesses, the contract 15 classified as a finance lease: all other leases
are classified as operaung leases Rentalincorne from operating
leases is recognised on a straight-ine basis over the term of the
relevant lease, Amounts due from lessees under finance subleases
are recognised as receivables at the amount of the Group's net
investment in the leases discounted using the interest rate implicit
i the lease or, If that rate cannot be readily determined, the
discount rate used in the head (ease,

Dividends

Final gividends are recorded in the Group's financial statements in
the period inwhich they are approved ty the company's
sharehoiders. Interim dividends are recorded when pand.

Discontinued operations

A disconunued operation s a comperient of the Group's business
that represents a separate mzjor line of business or gengraphical
area of operauons that has been disposea of or meets the critena
1 be classified gs teld for sale

When applicable, discontinued operations are presented in the
Income statement as a separate line ancd are shown net of tax

Assets and liabilities held for sale

Assets and liabilues are classified 2s held for sale and statec at the
lower of carrying amount and faw value less costs to sellif s highly
probable that the carmyeng amount will be recovered principally
through a sale transaction rather than through continuing use

No deprecation 1s charged in respect af non-current assets
classified as held for sale Amounts relating o non-current asscts
and liabiites held for sale are classified as discontinueg cperations
N the iIncome statement where appropriate.

Trade receivables

Trade recervables are stated at fair value after provision for bad and
rdoubtful debrs Prowsions for bad and doubiful debts are based on
the expected credi loss model. The 'simplified approach’ is used
with the expecten loss allowance measured at an amaunt equal fo
the lifeure expected credit losses A provision for antcipated
future sales returns s included within trade and other Labilities
(also see Revenue recogniuon policy).

1b. Going concern

In assessing the Group's abllity to continue as a going concern for
the period ¢ 30 June 2023, the Board analysed a varety of
downside scenanos including a severe but pfausible scenario where
the Group s impacted by a combinaton of all principat nisks from
2022 as well as reverse stress tesung to identify what woullg be
required 1o either breach covenants or run out of higuidity The
severa but plausible scenario modelled a severe reduction in
revenue, profit and operaung cash fiow fram rigks which in
aggregate were significantly greater than seenin 2021 continuing
throughout 2622 1o 2023,

At 31 Decernber 20271, the Group had avallable liquidity of £ 6bn,
comprising central cash balances and 15 undrawn $1.190n
Revalung Credit Facility (RCF) In February 2022, the Group
renegotiated 11s revolving credn faciity, extending the matunity of
$1bn of the facility by one year to February 2026, Even under a
severe downside ¢ase, (Me Group would maintain comfortable
kquidity headroomi and sufficient ncadroom aganst covenant
reguirements during the period under assessment even before
modelling the miugzting effect of actions that managerment would
take in the event that these downside risks were 1o crystallise.

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 expectauan that the Group has
adequate resources 10 conuinue in operational existence for a
minimurn of the next 12 months,

1c. Climate change

The Groaug has assessed the impacts of cimate change on the
Graup's fnancigl statements of our camimitment to achiewing net
zero by 2030, and the actions the Group intends 1o take Lo achieve
those targets The assessment did not Idenufy any matenal impact
on the Group’s sgnificart judgements or esimates at 31 December
2021, or the assessment of gong concern for the period to June
2023 and the Group's viability over the next five years Specifically,
we have (onsidered the following areas:

- The physical and transition risks associated with cimate change.
and

- The actions the Group is taking Lo meet 1ts ¢arbon reguction and
net zerp 1argets

As 3 result, the Group has assessec the impacts of climate (hange
on the finanoal statements, and in parbicular, on the lollowing
areas:

- The mpact an the Group's futare cash flows, and the resulting
Impact that such agustments 1o our future cash flows would
have an the outcome of the annual impasrment tesung of our
goaawli balances (see nate 11 for further details], the
recognition of geferred tax assets and our assessment of going
concern:

- The carrying value of the Group's assets. In particular the
recaverable smounrs of inventones, product development
assets, intangible assets and property. plant and equipment; ard

- Any changes tc our estimates of the useful economic fives of
product development assets, IMtangible 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 annaJnced a new strategy, which included a new management structure and operating model As a result, the
primary operating segments reported 10 the Group's chief operating decision-maker, the Pearson Executive Management tearn, have
rhanged from 1 July 2027 ta reflect the new Group structure. There are now five main global business disions, which are each corsidered
separate operating segments for management and reporing purposes These fue divisions are Assessment & Qualifications, Virtual Learning,
Englisn Languege Learning, Higher Education and Workforce Skills. In addimon, the Internanional Courseware Incal publish:ng businesses are
uncer strategic review and during this Ume are being managed as a separale OsIon, kKNown as Stategic Rewview, For the comparative period,

figures for 2020 have been restated 1o reflect the new segments.
The follow.ng describes the principal activities of the five main operating segments

- Assessment & Quakficauons - Pearson VUE, US Student Assessment, Clinical Assessment, UK GCSE and A Levels and International
academic quabhfications.

- WirtualLearning - Virtual Schools and Online Program Management

- Englsh Language Learning - Pearson Test of English, institutional Courseware and Englsh Online Solunions

- Higher Education - US, Canadian and Internatonal Higher Education Courseware businesses.

- Warkforce Skills - BTEC, GED, TalentLens, Faethm, Pearson College and Apprenticeships

For more detaill on the services and products included in each operating segment, refer Lo the strategc report.

L 2021
English Penguin
Assessment & Virtuaf Language Workforce Higher Strategic Random

All figures in £ millions Notes Quallfications Learmng Learning Skills Education Review House Group
Sales 3 1,204 713 238 172 849 252 - 3,428
Agcjusted operaung prefit 216 32 15 27 73 22 - 385
Cost of major restructuring (48) (48) 27) (28) (63) - - (214)
Intangible charges (13) (25) (3) (7} (2) (1) - (51)
Other net gains and losses - - - (2) - 65 - 63
Operating profit/{loss) 155 (41) {15) (10) g 26 - 183
Finarce costs o (68)
Finance income <] 42
Profit before tax 157
Income tax 7 3
Profit for the year 160
Other segment items
Share of results of joint ventures
and associates 12 - M 3 (1) - - - 1
Depreciation and impairment 10 92 48 i4 9 63 15 - 241
Amorusation and impairment 11,20 129 67 34 25 165 26 - 446
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2020

Vel

All T gures in 2 mulwors earng
Sales 6532
Adjusted operating profit 147 29

Cost of major restructuring - -
Intangible charges (2% (30
Other net gains and losses - -

Operating profit/(loss} 118 (1
Finarice costs 5
Finarice income 3]

Profit hefore tax
Income tax 7
Profit for the year

Other segrnent items
Share of results of jorrt ventures

and assoaates i2 - -
Deprecation and irmnpairment 0 53 21
Amartisation and impairment 11,20 148 o4

Work'oree Fgher Siraleg: ;Zifr;:’:

ieerTng Skillg FRa Ul (vig Rev ew o e Jrolp

218 163 956 286 - 3397

1 26 93 16 1 313
() (8 3 (3) - (89)

- - - 2) 180 178

(6) 8 50 i1 181 411
(167

50

354
44)

310

4 - - - i 5

7 5 28 i1 - 125

34 24 167 25 - 4 7?

There were no matenial inter-segment sales in ether 2021 or 2020

Corporate cosls are allocated to business segments on an
appropriate bas.s cepending on the nature of the cost and
therefore the total segment result s equal to the Group operatng
profic.

For aaditional derailed informatian on the calculstion of adjusted
cperating profit as shown in the abhove tables, see pages 224-228
(Financial key performance indicators),

Adjusted operating profit is shown in the above @ables as i11s

the key financial measure used by management 10 evaluate the
performance of the Group. The measure also enables invesiors to
more easily, and consistently, track the underlying operanonal
performance of the Group and ILs business segrments over Lme by
separat'ng out those rterms of Income and expenditure relating 1o
acquisition and disposal transactians, majar restructuring
programimes and certain other Items that are also not
representative of underlyng perfermance. which are explained
below and reconciled in note 8.

Cost of major restructunng - In Marckh 2021, the Group announced
3 restracturing programme, 1o run primarily in 2921, The
programme Incluaes the recrgarisation of tne Grodp inte fe
global business dvsions and the simplfication of the Group's
property portfolio. The restructuning costs in 2027 of £214m mainfy
relate tc the impairment of nght-cf-use property assers, the
write-down of product development assets and staff redungancies
The casts of this restructuring orogramme are significant enough 1o
exclude from the adjusted cperatng profic measure so as 10 hetter
nighlight the underlying performance {see note 4)

ntangible charges - Tnese represent charges relating to intangibles
accuired through business combinauons and intangibles relaung 1o
assotlares. These cnarges sre excluded as they reflect past
acgquIsiion actiily ano do not recessarily reflect the current year
performanre of the Group. Intangible amartsation: ¢harges in 2021
were £57m, which included no impairment charges. In 2020,
ntangiole charges were £80m including impairment charges of
£12m.

Other net gains and losses - These represent profics and losses on
tne sale of subsidiaries, joINt ventures, associates and otner
financial assets and are excduded from adjusted operaung profic as
they distort the perfarmance of the Group as reported on a
statutory basis. Qther net gains and losses also ncludes cosis
related 1o business ciosures and acquisitions. Other net gains in
2021 largely relate tc gains from the disposal of PIHE and the K12
Sisternas business i Brazil offser by costs related o the acquisiian
of Faethmm and the wind-cown of certain strategic review
businesses, Ir 2020, they largely relate (o the sale of the remaining
interestin Perguin Random House (£180m gain).

Annual repert and accourts 2021 | Pearson plc | 161



Financial statements

Notes to the consolidated financial statements continued

2. Segment information continued
The Group operates in the following main geographic areas

o - o Seles o 7}9(\-:.‘"01! =500
Allhgres g reill ons 2021 2025 2021 ) 2328
UK 355 319 582 669
Drher European countries 24D 216 123 129
s 2,182 2335 2,146 2,362
Canada 111 91 225 147
Asia Pacific 359 251 192 49
Cther countries 172 185 20 30
Total - 3,428 3,397 3288 3486

Sales are allocared based on the country in which the customer 1s located This does not differ matenizlly from the locaton where the order 1s
receved. The geographical split of non-current assets is based on the subsidiary's counury of comicile. This 1s not matenially different 1o the
locztion of the assets. Nor-current assets comprise property, plant and equipment, Intangible assets, Investmenits in |omnt ventures and
associates and trade and other recevables.

3. Revenue from contracts with customers

The following tables analyse the Group's revenue streams. Courseware includes curriculum matenials provided in baok form andf/or via access
Lo dignal content Assessments includes integraled Lest develgpment, processing and sconng services provided 1o governments, educational
institutions, corporatons end professional bodres, Services includes the operation of schools, colleges and universities, Including sistemas in
Brazl, as welf as the provision of online learning services In partnership with universites and other academic instiuuons Comparative figures
for 2020 have been restated to refloct the new segments.

The Group derved revenue from the transfer of goods and senvces over ume and ar a paint in time in the following major product ines:

2021
English
Assessment B Yirtual Ltanguage Workforce Higher Strategic
All figures In £ millions Qualifications Learning Learning Skills Educaticn Review Total
Courseware
Products transferred at a pointin ime 44 - 109 - 283 198 634
Products and services transferred over ume 14 - 26 - 558 33 631
58 - 135 - 841 231 1,265
Assessments
Products transferred at a pointin time 173 - 6 16 - - 195
Products and services transferred over time 973 - 72 119 - - 1,164
1,146 - 78 135 - - 1,359
Services
Products transferred at a pant in ime - - 22 - - 14 36
Products and services transferred over time - 713 3 37 8 7 768
- 713 25 37 8 21 804
Total 1,204 713 238 172 849 252 3,428
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Assossmer L&

AllT gures = £ milicrs al Frang:s

Courseware

Producis transferred al a point i ume 43

Products and services transferred over ume 14

57

Assessments

Products transferred at a point in time 138

Froducts and services transferred over nme 887
1,025

Services

Products transferred at a point in time -

Products and services transferred over time -

Total 1,082

a. Nature of goods and services

The following 1s a description of the nature of the Group's
performance cbligations within contracts with customers broken
down by revenue stream, along with sigrificant judgements and
estimates made within each of those revenue sireams.

Courseware

Key areas of estimanion

The level of provisions required for anticipated returns is
estimated based on historical experience, customer buying
patterns and retailer behaviours including stock levels.

Revenue Is generated from customers through the sales of print
and digital courseware materials to schocls, bockstores anc direct
te individual learners. Goods and services may be sold separately
or purchased together in bundled packages. The goods and
services Included in bundled arrangements are considered distinct
performance obligations, except for where Pearson provides both a
icence of imellectual property and an ongoing hosung service

As the icence of ntellectual property 1s only availlabie with the
concurrent hosting service, the licence 1s not treated as & cisunct
performance otligation separate from the hostirg senvice

The transaction price 1s allocated between distinct performance
obligations on the basis of their relative standalone selling prices

In determining the transaction price, varabie consideration cxists
in the form of discounts and anucpated returns Discounts reguce
the transaction price on a gien transacton A pFDV‘S\Oﬁ for
anticipated returns is made based primarnly on historical return
rates. customer buying patterns and retailer behaviours including
siock levels {see note Z4). If these esumates do rot reflect actual
returns in futdre periods ther revenues could be understated or

Zoghsn

Wiredzl Larguage Yeorkioree Higrer Strategd

valnng -eaInTg Salls Coueat on Genaew Tctal
- 106 - 313 208 670

- 24 - 630 28 696

- 130 - 943 2306 1366

- 3 7 - - 148

- 61 123 - - 1,071

- 64 130 - - 1,219

- 22 - - 27 A4
697 p) 33 13 28 768
692 24 33 13 50 812
692 218 163 256 286 3397

overstated for a particular peried. Varigble tonsideratian as
describec above is determined using the expected value approach
The sales return laoility at the end of 2021 was £83m (2020: £86m)
{(see note 24), This represents = 3% of courseware sales transferred
at e panoin tme

While payment for these gocds ana services generally occurs al the
start of these arrangements, the length of tme between payment
and dehvery of the performance abliganons 1= generally short-term
N rature or the ressen far early payment relates 1o reasons other
than financing, Including customers securing a vendaor in s
longer-term arrangement or the ransfer of goods ar services Is at
the discreton of the customer Far these reasons and the use of
the practcal expedient on short-term financing, sgnificant financing
componerits are nat recognised within Courseware transactions.

Revenue from the sale of physical books 1s recognised at a pointin
time when control passes. Thes is generally at the point of shipment
when ttle passes to the customer, when the Group has a present
right ta payment ang the sigrificant risks and rewards of awnership
have passed 1o the customer. Revenue from physical books sold
thraugh the direct print rental methoc 15 recognised over the rental
period, s the customer 1s smultarecysly receving and consuming
the benefus of this rertal service through the passage of nme

Revenue from the sale of digital courseware products 15 recognised
on a straight-ine pasis over the subscription penicd, unless hosted
by a third-party or representatve of a downloadable product, in
which case Pearson nas no ongoing obligation and recogrises
revenue when controf transfers as the customer 1s granted access
to the digrial produc

Revenue from the sale of ‘off-the-shelf software 1s recognised on
delivery or on installauon of the scfiware where that :s a condition
of the contract. In certain circumstances, where installaton s
complex, revenue Is recognised when the custormer has completed
their acceptance procedures
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3. Revenue from contracts with customers
continued

Assessments

Revenue s pnimarily generated from multi-year contractual
arrangements related 1o large-scale assessment delivery, such as
ToNtracis to process qualfying tests for indiwvidual professions and
government departments, antd < reragnised as performance
occurs Under these arrangements, while the agreement spans
multiple years, the contract duration hias been cetermined to be
each testing cycle based on contract structure, inclugding clauses
regarding termination.

While in some cases Lhe customer may have the alulity to terminace
during the term: for convenicnce, significant financial or qualtsuve
barriers exist imiting the potenual for such termimations in Lthe
middlc of a testing cycle.

Wirhin each testing cycle, a variety of service activities are
performed such as test adm-nistration, delvery, sconng, reporing.
item development, cperational services and programme
management These services are not treated as disunct in the
context of the customer contract as Pearson provides an integrated
managed service offering and these activities are accounted for
together as one comprehensive perfarmance obligation.

Withir each testing cycle, the transacuan price may contan both
fixed and variable amounts Variable consideration wiehin these
transacuans primarily relales to expected testing volumes 1o be
delivered in the cycle. The assumpticns, risks and uncertainties
inherent to long-lerm contract accounting ¢an affect the amounts
and timing of revenue ang related expenses reported. Vanable
consideration 1s measured using the expecled value method,
cxcep!t where amounts are confingent upon & future event's
occurrence, such as performance bonuses Such event-driven
contingency payments are measured using the most likely amaount
aoproach Inestumating and constraining variable consideration,
hustorical expernience, current trends and focal market conditions
are considered. To the extent that a higher cegree of uncertaimty
exists regarding varable tonsideration, these amounts arc
excluded from the transacuon price and recognised when the
uncertainty 1s reagscnably removed.

Customer payments are generally defined in the contract through a
payment schedule, which may require customer acceptance for
senvices renderea 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 withir 12 months and the Group has elected to use the
pracucal expedient available in IFRS 15 ‘Revenue from Conrtracls
with Customers’ and not identify a significant financing component
on these transaclicns

Revenue 15 recognised for Assessment contracts over ime as the
customer 15 benefiing as performance takes place through a
continuous transfer of control to the customer. This continuous
transfer ot control to the customer 1s supported by clauses in the
contracts which may allow the customer to terminate for
convenience, compensate us far work pertormed to date, and take
possessior of work In process

164 | Pearson plc | Annual report and accounts 2021

As control rans’ers over time, revenue 15 recognised based ¢n the
extent of progress tawards cormpletion of the performance
obhgation The selection of the methoc Lo measure progress
towards completion requires Judgement and is based on the nature
of the senvices provided. Revenue 1s recognised on a percentage of
1088 basis, calculated using the proportion of the total estimared
costs incurred to date. From 2021, the proporuon of estimated
cosls incurred to date is pnimarily based on historical cost analysis
for similar groups of contracts, with regular true-ups to contract
costs throughout the contract period. Previously, the proportion of
esumated £osts incured to date was based on individual contract
anatysis. The change in input methodology has not resulted in a
material impact on revenue recognition, Percentage of completion
15 used ta recogrise the transfer of cantrol of services provided as
these services are not prowded evenly throughout the testing cycle
ang invelve varying degrees of offort during the contract terrm.

Losses on contracts are recognised in the period in which the loss
first becomes foreseeable. Contract lesses are determined tc be
the amount oy which esumated total costs of the contract exceed
the estumated total revenues that will be generated.

In Assessments contracts drven primarly Dy transactions directly 1o
end users, Pearson’s main obligatcn tc the customer :nvalves test
defivery and scorng Test delivery and scoring are defined as a
single performance obhgation delivered aver time whether the test
15 subseguently manually scored or cigrally scored on the day of
the assessmenrt. Customers may also purchase print and digral
supplemental materafs. Print products in this revenue stream are
recognisec at @ pontin tme when control passes to the customer
upon shipment. Recogniton of digital revenue will cccur based on
the extent of Pearson’'s angomng hosting obligation.

Services

Revenie 1s primarily generated from multi-year contractual
arrangements related 1o large-scale educational service delivery

1o academic Institutions, such as schools and higher education
universites Under these arrangements, while an agreerment may
span multiple years. the contract duration has been determined to
be each academic period based on the structure of contracts,
including clauses regarding terminatior, White in some cases the
customer may have the ability to terminate during the term for
convenience, significant financal ar gualitative barriers exist Imiting
the potential for such terminations i the middle of an academic
pericd The acaderic period for this customer base s narmally ar
academic year for schools and a semester for higher education
universities.

Within each academic period, a variety of services are provided
such as programme development, student acquisition, edugation
lechnoiogy and student support services. These services are not
distinct 1n the context of the customer contract as Pearson prowvdes
an integrated managed service offering and these activities are
accounted for together as a cemprehensive performance
oblgation.



Where Services are provided Lo university customers, volume and
transaction price are fixed at the start of the serrester Where
Sendces are provided Lo school customers, the ransacuan price
may contaln both fixed and varigble amceunis which require
esumation durng the academic perrod Estimation is reguired
where consideration 1s based Lpon average enrolments o< other
metrics which are not known at the start of the academic year
Variable consigeration is measured using the cxpected value
method, Historical experience, current trends, local circumstances
and customer-specfic funding formules are considerad in
estmating and constraming vanable constderation. To the extent
that a higher degree of uncertanty cxists regarding variable
consideranon, these amounts are excluded from the transaction
price and recognised whern the uncertamiy 1s reasonably remaved.

Customer paymenis are generally defined in the cantract as
occurring shortly after mveicing. Where there 1s a longer payment
term offered 1o a customer through a payment schedule, payment
terms are withm 12 months and the Group Fas elected to use the
practical expedient avallable .n IFRS 15 and notidenufy a significant
fmancmg component on these transactions

Revenue Is recognised for Serv ce contracts over ime as the
customer s benefiung as performance takes place through a
continuaus Transfer af control to the customer This contircus
transfer of control 1o tre customer 1s supported by clauses In the
contracts which may allow the customer to terminate for
convenience, compensate for work perfarmed to date, and ake
possession of work mn process,

As cantral transfers over ume, revenue is reccgnised based on
the extent of progress towards completior: of the performance
obligation. The selecuion of the method to measure progress
towsrds completion requires judgement and 1s based on the
nature of the products or servces provided, Wthin the
comprehensive service obligation, the im.ng of services cecurs
relatively evenly over each acacemic period and, &s such, time
clepsec s uscd o recognisc the transfer of cortroi to the
customer on a straight-line basis,

Losses on contracts are recognised In the period N whick the loss
first becames foreseeable. Contract losses are determined o be
the amount by which estmated total costs of the contract exceed
the estmated tolal revenues that will be generated

Im cases of optional or add-on purchases, insututions may purchase
physical goods priced at their standalone value, which are
accounted for separately and recognised at the point in time when
control passes (o the custormer upon shipment.

b. Disaggregation of revenue

The tables 1IN notes 2 and 3 show revenue from contracts with
custamers disaggregated by operating segmert, geography and
reveniue stream, These disaggregation Calegories are sppropriate
as they represert the key groumngs used in managing ard
evaluaung underlying performance of each of the businesses Tre
categaries alsc reflect groups of similar types of ransactional
charactenstics, among similar customers, with similar accouning
conclusions

¢. Contract balances

Transacuons within the Courseware revenue stream generally eniall
customer ihngs at or near the contract's McepLon and accordingly
Courseware deferrec income balances are primarily related to
subseripuon performance obligations to be delivered over time

Transactons within the Assessments and Services revenue streams
generally entail customer billings over ume based on penodic
ntervals, progress towards milestones or enolment census dates,
45 the performance obligations within these arrangements are
delivered over tirne, the extent of accrued ncome or deferred
income w il ulurmately depend upon the difference between
revenue recognised and billings to darte.

Refer 10 note 22 *cr apening and closing balances of accrued
ncome Refer to note 24 for gpening and ¢losing balances of
defer-ed incorme Revenue recagnised during the period from
changes In deferrec ncome was driven primarily by the release cf
revenue over time from digital subscr.ptions.

d. Contract costs

The Group capitglises incremental costs (o ¢btain contracts with
customers where 11§ expected these costs will be recoverable
Incremental costs 10 cotain contracts with customers are
ccensidered thase which would nat have been incurred if the
cortract had not been obtaines. For the Group, these costs relate
primarily 1o sales commussicns. The Croup has elected (o use the
pract:cal expedient as allowable by IFRS 15 whereby such costs will
be expensed as incurred where \Ne expecied amorisauon per.od is
one year or less. Where the amortisation perios 1s greater than ane
year, hese costs are amortised over the contract Lerm on a
systematic basis consistent with the transfer of the underlying
2oods and services within the contract (o which these costs relate,
which will generally be on a rateable basrs

The Group coes not recognise ary material costs to fulfil cortracts
with costomers as these types of activities are governed by other
accounting standards.

There were no deferred contract costs ir 2027 or 2020

€. Rermaining transaction price

The below table depicts the remaining transaction price an
unsaushed or partzlly unsausfied performance obligaucns fram
contracts with costomers
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3. Revenue from contracts with customers continued

. 2021
Total
remaining
Deferred Committed transaction 2024
AllngLresin L milions Sales income sales price 2022 2023 and iater
Courseware
Producis transferred at a point in time 634 1 - 1 1 - -
Products and services transferred cver tme 631 93 - 93 60 11 22
Assessments
Procucts transferrec at a point in time 195 - - - - - -
Products and services ransferred over time 1,164 255 442 697 503 191 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 ongoing perfarmance obligations 478 24 220 244 244 - -
Total - 3,428 386 672 1,058 831 202 25
- 7__ __ __77 B - plirid
Tetal
TR rg
Sefprreg Commied 1ransact or 2023
AlfiguresinZmilors Seles TLomE sales price | 2572 arid lzter
Courseware
Products transferred al a point in time 670 - - - - - -
Products and services transferred over time £9¢6 105 14 119 84 14 27
Assessments
Products transferred at a point in ume 148 1 - 1 1 - -
Products and services transferred over ume 1,071 217 413 630 476 203 1
Services
Products transferred at a point in tme 44 - - - - - -
Products and services transferred over ume -
subscriptions 323 18 10 28 27 1 -
Products and services transferred over ume -
ather ongoing performance obligations 445 18 195 213 213 - -
Total 3,387 359 632 981 751 218 22

Committed sales amounts are equal to the transaction price from contracts with customers, excluding those amounts previously recognised
as revenue and amounts currently recagnised in deferred income. The total of commitied sales and deferred income is equal to the
rematning transaction price. Time bands stated above represent the expected timing of when the remaining transaction price will be

recognised as revenue
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4. Operating expenses

Al “gurgs ir £ milior s

By function:

Cost of goods sold
Operating expenses
Distribution costs

Selling, marketing and product development costs

Adrmiristrative and ather expenses
Restrucluring costs

Other income

Total net operating expenses
Other net gains and losses

2021 F02C

1,747 1,767
62 59
521 572
802 816
214 -
37 (45
1,562 1,402
{63) (178)
3,246 2,991

Total

Other income includes freight income and subletincome. Included in aomimstrauve ang other expenses are research and efficacy costs of
£12m (2020: £7 1), Other ner gains and lossesw: 2021 largely relace 1o the sale of interests i PIHE i South Afnca 2nd the school business
in Brazil. In 2020, otner net gains and losses largely relste (o the sale of the remaining interest i Pearson Random House (£180m gainy.

InMarch 2021, the Graup announced 3 majar restructuring programme ta run in 2021, principally comprising the reorganesaton of the
Group inte five global business divisions and the simplfication of the Group's propery portfolio. The costs of this programime have been
excluded from adjusted operaung profic so as to better highlight the underlying performance (see note 8 An analysis of major restructuring

cnsts are as follows:

Al guresir ¢ mm.f_;m
By nature:
Product costs
Employee costs

Impairment of non-current assets
Property and feclives

Technology and communications
Professional anc outsourced services

Total restructuring — operating expenses

2021 2000

19 -
32 -
145 -
11 -

214 -
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4. Operating expenses continued

Al figsres it o llomy Neen 2029

2075
By nature:
Royalues expensed 185 191
Other product costs 353 348
Employee benefit expense 5 1,365 1.337
Contract labour 69 67
Emplovee-related expense 21 30
Promoticnal costs 239 233
Depreciation and impairment of property, plant and eguipment 10 241 125
Amorusation and impairment of Intangible assets - product develupment 20 279 280
Amortsation and imparrment of Intangible assets - software 11 117 112
Amorusaton and impairment of intangibie assets - other 1 50 80
Froperty and faclites 124 85
Technology and communicanons 215 216
Professional and outsourced services 477 498
Other general and administrative ¢osts 58 71
Casts capitalised (447) (450}
Other net gains and losses (63) (178}
Other income (37) (45]
Total 3,246 2,991
During the year the Group obtaned the following services from the Group's auditors, PwC:
Al figures in £ milkons T S 2021 2023
The sudit of parent company and consolidated financial statements 5 5
The audit of the company’s subsidiaries 2 2
Total audit fees 7 7
Audit-related and other assurance services - -
Other non-audit services - -
Total other services - -
Total non-audit services - -
Total 7 7
Reconaliation between audtt and non-audit service fees is shown below:
E;gurng 2 o T T T T 2021 2o
Group audit fees induding fees for attestation under section 404 of the Sarbanes-Oxley Act 7 7
Non-audit fees - -
Total 7 7

Fees for attestation under section 404 of the Sarbanes-Oxley At are allocated between fees payable for the audits of consolidated and

subsidiary accounts
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5. Employee information

All figures o £ reliicrs MNotey 2021 2320

Employee benefit expense

Wages and salares (including terrmination costs) 1,180 1,152
Socal security costs 95 96
Share-based payment costs 26 28 29
Retrement benefits — defined contribution plans 25 37 47
Retirement benefits - defined benefit plans 25 25 13
Total 1,365 1,337

The detalls of the emolurments of the Rirectors of Pearson plc are shown i (he report on Direiorns remunerauon

AVETAZE N.AT DE” “'ﬂoln;ved

Employee numbers

UK 3,395 3.304

Other European COURTNES 878 836

us 11,757 11,432

Canzda 593 048

Asia Pacific 2,738 2,812

Qther countries 1,383 2,109

Total ) - _ 7 20,744 21,791
2020 employee numbers have been restatea (0 be on 3 compsrable basis to the current yesr.

6. Net finance costs

Al f:guyes‘{‘ fellors T T T T T e T e o an
Interest payable on financial habihues at armortsed cost and associated derivatves {41 {38!
Interest on lease habilities (27) (41
Net foreign exchange losses - 6)
Derwvatives not In & hedge relationship - {(22)
Finance costs (68) o
Interest recevable on finandial assets at amortised cost 5 9

Inzerest on lease recervables 6 9

Net finance Incorme 1n respect of retrement benefics 25 4 o

Fair value remeasurement of disposal proceeds 6 26

Net foreign cxchange gains 1 -

Derivatives notin s hedge relationship 20 -

Finance income 42 50

Net finance costs (26) (57)
Analysed as:

Net interest payable reflected in adjusted earmings (57) 61)
Crher rier finance income 31 4

Net finance costs (26) (57)

Net movementin the fair value of hedges is further explained in note 16. Dervatives not i a hedge relationship include fair value movements
In the interest rate and cross-currency interest rate swaps For further informatior on adjusted measures above, see note 8
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7. Income tax

Abhgores i millors

Current tax

Charge inrespect of current year
Adjustments in respect of prior years

Total current tax charge

Deferred tax

In respect of temporary cifferences

Other adjustments in respect of prior years
Total deferred tax credit/(charge)

Total tax credit/{charge)

MNe.es 2021 #0270

(96} (18)
{12) 4
(108} {14)
98 (28)
13 {2)
i3 111 (30)
3 (44)

The adjustments in respect of prior years in both 2021 and 2020 primarily arise from revising the previous year's reported tax provision to
reflect the tax returns subsequently filed. This results in a change between deferred and current tax as well as an absolute benefit to the total
tax charge. The lax on the Group's profit before tax differs from the theoretical amount that would arise using the UK tax rate as follows

W figures i 2 milhione

Profit before rax

Tax calculated st UK rate (2027153, 2020 19%)
Effect of overseas tax rates

Effect af UK rate change

Joint venture and associate income reparted net of tax
Intra-greup finanang berefit

Movernent in provisions for tax uncertaintes

Net expense not subject to tax

Gains and |osses on sale of businesses rot subject to tax
Unrecognised tax losses

Berefrt from changes in local tax law

Benefit from US accounting method changes
Adjustments in respect of prior years

Total tax credit/(charge)

UK

Overseas

Total tax credit/(charge)

Tax rate reflected in earnings

201 A
157 354
(30) {67)
(23) {6)
25 =)
- 1
7 14
- 24
9 7
4 21
6 1)
11 -
1 -
1 2
3 (44)
27 23
(24) 67
3 (44)

(1.8)% 12 5%

B Key judgements

The application of tax legislation in relation to provisions for

uncertain tax positions,

Key areas of estimation

The level of provisions required in relation to uncertain tax

pesitions is complex and each matter s separately assessed.

The estimation of future settlement amounts is based on a
number of factors including the status of the unresalved

matter, clarity of legislation, range of possible outcomes and

the statute of hmitations.
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Included n net expense not subject 1o tax are foreign taxes not
creditable, the tax impact of share-based payments and other
expenses not deductble,

Factors which may affect future tax charges include changes in tax
legislation, transfer pricing regulations, the level and mix of
profitzbifity in different countries, and settlements with tax
authoriies.

The movement in prowvisions for tax uncertainties primarily reflects
releases due (o the expiry of relevant statutes of mitation,
settlement of certain audits and the establishment of provisions far
new uncertain tax positions. The current tax liabilty of £125m
(2020, £84rm) ncludes £104m (2020: £104m) of prowisions for tax
uncertamties principally in respect of several matters in the US, the
UK and China. The matters provided for include the aliocaton
between ternitories of proceeds of historical business disposals and
the patential disallowance of intra-group recharges.



The Group 1s currently under audit In several countries, and the Urming of any resolution of these audits is uncertain, Of the balance of £104m,
£80m relates to 2017 and earlier. In most countries, tax years up to and including 2017 are now stature barred from exarmmarnon by tax
authorives Gf the remaining balance, £3m relaies to 2018, £13m 1o 2019, £6m 1o 2020 and £2mito 2021, Il relevant enguiry windows pass
with no audit, management believes it is reasonably possible that provision levels will reduce by an estimated £70m within the next 12
months However, the tax euthorities may take a different view from management and the final hability may be greater than provided.

Conungent liabilties relating to tax are disclosed 11 note 34.

The tax rate reflected in 3djusted earmings is calcalated as follows:

Al tiguresim £mllers 2021 2020

Profit before tax 157 354

Adjustments:

Cost of major restructurirg 214 -

Other net gains and losses (63) (178)
Intangible charges 51 80

Other net finance income (31) 4
Adjusted profit before tax 328 252

Total tax cred./(charge) 3 (44)
Adjustments:

Tax benelit on cost of rrajor restructuring {47) -

Tax charge on other net gairs and losses 14 3

Tax benefit onintangible charges (12) (22)
Tax charge on ather net finance costs 6 4

lax amornsauon benefit on goodwill and intangibles 3 24

Benefit rom changes In local tax law () -

Tax benefit o UK tax rate change {25) -

Adjusted tax charge (64) (35)
Tax rate reflecred in adjusted earnings 19.5% 12.7%

For further information on adjusted measures above, see note 8

The tax benefi{charge) recognised 0 other comprehensive income 15 as follows:

All*gures =z mllors 2021 il

Net exchange differences on translation of foreign operations 10 (13)
Fair value gain on other financial assets (3) (6]
Remeasurement of retirement benefit obhganons (61} 2

{54) 7
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8. Earnings per share

Basic

Basic earnings per share 1s calculated by dviding the profit or loss
attnbuiable to equity shareholders of the compazny (earmings) by
the weighted average number of ordinary shares in 1ssue guring the
year, excluding ordinary shares purcnased by the company and
held as treasury shares.

Diluted

Doluted earnings per share 1s calculated by adjusting the weignted
aierage number of ordinary shares to take account of all dilutve
potentat ordinary shares and adjusung the profit attributable,

if applicable, 1o account for eny 1ax consequences that might anse
fram conversian cf those shares A difution s not ralculatec for

3 loss

2021 2N20

Altigaresia L llons

Earnings for the year 160 310
Naon-controlling interest (&) -
Earnings attributable to equity shareholders 159 310
Weighted average number of shares (millions) 754.1 7554
Effect of diluuve share optons (milkons) 5.0 -
\Weignied average number of shares (millions) for ailuted earmings 759.1 7554
Earnings per share (in pence per share)

Basic 21.1p 41.0p
Diluted 205p  4%.0p
Adjusted Other net gains and losses - These represent profits and losses

For addiuonal detalled informauon on the calculation of adjusted
measures, sec pages 224-228 (Financial key performance
indicators) See note 2 for aetalls of specific items excluded from or
included in adiusted operating pro‘it in 2021 and 2020.

In order to show results from operaung actvilies on a consistent
basis, an adjusted earmings per share s presented. The Group's
gefinition of adiusted earnings per share may not be comparable
with ather similarly ttled measures reported by other companies.

Adjusted earmings s & non-GAAP (non-statutory) financial measure
and 1s included as it1s a key inancial measure used by
management to cvaluate the performance of the Group. The
measure also enables investors to maore easity, and consistently,
track the underlying operational performance of the Group and its
business segrments over ume by separaung out those items of
income and expenditure relating tc acquisiion and disposal
transactions, major restructuring programmes and certam other
items that are also not representative of urderlying performance.

Adjusted earnings per share 15 catculated as adjusted earnings
divided by the weighted average number of shares inissue on an
undiluted basis. The following sterms are excluded from or included
in adjusted earnings:

Cost of major restructunng - In March 2021, the Group announced
3 restructuring programme, to run primarily in 2021, The
programme includes the recrganisaton of the Group Nt five
global business divisions and the simplification of the Group's
property portfolio The restructunng castsin 2021 of £214m mainly
relate to the impairment of nght-of-use praperty assets, the
write-down of product development assets and staff redundancies.
The costs of this restructuring programme are significant enough to
exclude from the adjusted operating profit measure so as ta hetter
highlght the underfying performance (see note 4).
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on 1he sale of subsidiaries, joint ventures, ssociates and other
financial assets and are excluded from adjustec earnings as they
distort the performance of the Group as reparted on a statutory
basis. Other net gains and losses also includes costs related o
busimess closures and acquisitions. Other net gains in 2C2% largely
relate to gans from the dispesal of PIFE and the K12 Sistemnas
business n Brazl cffsel by costs related 1o the acquisiuon ¢f
Faethm and the wind-down of certain strategic review bDusiNesses.
In 2020, they largely relate tc the sale of the remaining interest in
Penguin Random House (£180m gair) The tax charge of £14m in
2027 (2020: £3m) relates (o other gains and losses.

intangible charges - These represent charges relating to intangibles
acquired through business combinations and intangibles relating (o
associates These charges are excluded as they reflect past
acquIsition activity and ao not necessarily reflect the current year
performance of the Group. Intangible amortisstion charges in 2021
were £57m, which included na impairment charges. in 2020,
intangible charges were £80m including impairment charges

of £12m.

Other net fimance income/costs - These include finance costs In
respect of retirement benefits, inance costs relaung to acquisition
and disposal transactions and foreign exchange and other net gains
and losses Net finance income relating to reurement benefits 1s
excluded as management does not believe that the conschdated
ncome statement presertation under 1AS 16 reflects the economic
substance of the underlying assels and habilues. Finance costs
associated with acquisition and dispasal transactions are excluded
as these relate 1o future earn-outs or acquisition expenses and are
not part of the underlying finanang. In 2021, and 2020, the farr
value remeasurement of disposal proceeds relates 1o the US K-12
disposal In 2019, Foreign exchange and other net gains and losses
are excluded as they represent short-term fluctuations in market
value and are subject tc significant volathty. Other net gains and
losses may not be realised in due course as it is normally the
intention fo hold the related instruments to maturity In 2027 and
2020, the foreign exchange gains and losses largely relste o foreign
exchange differences on unhedged intercompany loans and cash
and cash equivalents. Losses on derivalives nol in a hedge
relationship represent the unrealised mark to markert of long-term
interest rate hedges used (o fix the interest rate of borrowings,



Tax - Tax on the above ilems is excluded from agjusted earmings. Wiere relevant, the Group also excludes the benefit from recognising
previously unirecogrused pre-acquisiion and capral iosses. The tax benefit from tax deductible goodwill and mifangibles 1s aded to rhe
adjusted income 1ax charge as Lhis benefit more accurately aligns the adjusted ax charge with the expected rale of cash tax payments. In
addition, one off tems such as the impact of the UK tax rate change and changes i local tax law have been excluded.

Non-contrelling interest — Non-controlling interest for the abave items 1s excluded from adjusted earmngs

The following tables reconcile the statutory income statement 1o the adjusted income statement,

2021

- = Qther net -
Statutory Cast of Other net finance Change Benefit from Tax Adjusted
income majar gains and Intangible income/ in UK tax changein amortisation income
All figures in £ millions staternent restructuring losses charges costs rate  local tax law benefit  statement
Operaung profit 183 214 (63) 51 - - - - 385
net finance costs {26) - - - (31} - - - (57}
Profit before tax 157 214 (63) 51 (31} - - - 328
Income Lax 3 (47 14 {12} 6 (25) 1 8 (64)
Profit for the year 160 167 {49) 39 (25} {25) 1) 8 264
Non-controlling interest {1} - - - - - - - M
Earnings 159 167 {19} 39 (25) (25) 11 8 263
Weighted average nurnber
of shares (millions) 7541 754.1
Weighted average number of shares
{millior:s) for diluted earnings 759.1 759.1
Earnings per share (basic) 21.1p 34.9p
Earnings per share (diluted) 20.9p ) 34.6p
S 7777— T —: T zoan
el el
SrarLony 2ther nel e Crarge Tax st ed
ncarre gams anz 1 gibke oo of o JK e BTSN roorn
alkigures r = llons SIEleMerT el LLnng losses charges o343 L lacat ten law (AT stasernert,
Operatng profit A11 - 1178) 20 - - - - 313
Netfinance costs [87) - - - ] - - - (51}
Profit before tax 354 - (178) 8C 4y - - - 252
Income Lax {44) B 3 (22} 4 - - 24 (35}
Profit for the year 3.0 - (179) 58 - - - 24 217
Non-conirelling interest - - - - - , _ _ _
Earnings 310 - (v75) 58 - - - 24 217
Wewghted average number
of shares (millions} 7554 JEE 4
Weightec average number of shares
{milions] for dilured earnings 7554 7554
Earnings per share (basic) 41.0p 28.7p
Earnings per share (diluted) 41.0p 287p
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9. Dividends

Allfigrrzmimilos o 2021 oo
Final paic in respect of prior year 13.5p (2020, 13 5p) 102 ‘01
Interim paid in respect of current year 63p (2020 6 0p) 47 45

149 146

The Directars are proprsing 2 final amdend in respect of the finaiual year ended 31 Uecember 2021 of 14 2p per equity share which will
absorb an estimated £107m of shareholders' funds It will be paid on & May 2022 to shareholders who are on tne register of members on 25
Marck 2022 These iinancal statements do nat reflect this dwidend.

10. Property, plant and equipment

HEh-ofLse assens Darad aesers
ARSOTS T
Lang anz Zlar-ara land and Slartaro the course of
Al figuresin L mihons Loilzirgs eqrprrent Dot " gs equinTert consituchor laial
Cost
AT T January 2020 460 23 300 325 36 1,744
Exchange differences {11 2) 7) N (1) (32)
Additions 62 - 7 5 37 111
Disposals ard retrernents (13) 9 (23) (29) {1 (75)
Reclassifications and transfers - - 20 21 (50) 9
Transfer 1o assets classfied as held for sale (59} - (m (2 - (3]
At 31 December 2020 439 12 296 308 21 1.078
Exchange diffcrences - - 2 (3) - )]
Additions 32 - 8 17 39 26
Disposals and retirements {6) N (100) {72) - (185)
Reclassifications and transfers - - 35 - 31 4
Transfer 1o assets classified as held for sale - - (15} - - (15)
At 31 December 2021 } 465 5 226 250 29 975
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allfgures n £ millars

Depreciation and impairment
Ar 1 January 2020

Exchange differences

Charge for the year

Dispusals and retirements
Reclassifications and transfers
Impairment of assels to be dassified as held for sale
Transfer (o assets classified as held for sale

At 31 December 2020

Exchange differences

Charge for the year

Disposals and retirements

Reclassificanions and transfers

Imparrment

Transfer 10 assets classihiad as held for sale

At 31 December 2021

Carrying amounts

ALY January 2020

At 31 December 2020

At 31 December 2021 -

Key areas of estmation

The recaverability of right-of-use assets and in partcular
assumptions related to the ability 1o sublease vacant leased
assetsin the future.

Depreciauon expense of £40m (2020° £44m) has been ncluded in
the Income staternent 0 cost of goods sold ard £55m (2620: £81m)
In operating expenses The imparrment charge of £146m (2020
£nil) has been included within operaung cxperses within the
mcome statement.

Property, plant snd equipment assets are assessed far imparrment
triggers annually or when triggering events accur In 2021, as part
of & maror restructsring programme, the Groug simplified its
property portfalio. reducing the averall office space required. All
property related assets were assessed for imparment as & resuft af
this triggering event and impairment charges of £147m have been
recogmsed within costs of major restructunng (see note £ for
detals) The recoverability of certain of the Group's night-of-use
assets 1s now based on the Group's ability to suplease vacant space

SER of-lse asiens

(110)
{1
(46)

(119
(269)
402

329
196

2err At Lare and
faLIDMeT brnlangs
{16) 200}
1 3
(3 {25)
9 22
- (2)
(9 199
1 ()
3 (16)
6 99
- (5}
- 22}
- B
(5 (136}
7 100
3 97

- 90

Plan- and
E5.0D7T Bt

2523
9

(32)
29

5

(199)

Dhwnec assets

ASSers 1
TTECD.ISe ST
COrLIIUC ON

Tetal

(526
8

{125
61

4
15
(567)

(95)
183

{(146)
(609)
618

515
366

Thus invohes Lthe use of assumprions related o luture subleases
ncluding the achievable rent, lease start dates, lease incentives
sucr as rent free penods and the discount rate appled Should the
future sublease outcarmes be more or less favourable than the
assumipticns used by managermeant this could result in additional

mpairment charges or reversals of impairment charges

Where there 15 vacant space in the right-of-use-assets the Group
esumates that a 9% incregse/decrease in the ascount ralg used
would reduce/increase the recoverable value of the right-of-use
assets by £10m. In addwion, the Group estimates that a three
month reduction/increase in the net sublet iIncome (wrich could
arse from changes ta the achievable rent, lease incentives or sublet
start dates) would reducehncrease the recoverable value of the
nght-gf-use assets by £6m.
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11. Intangible assets

Acgrad

cus oTer lists, Acaured Acsred Ot er

cortracts and craaentacks ponhshirg rizar gibles
Al nguresinL millgns Guoowll So'Tyeare relanorships Ana WArdy gkl wr e Taul
Cost
At 1 fanuary 2620 2,139 1.039 793 238 179 q13 4.00°
Exchange d-fferences (45) (24) (25 (19 (2} (48} (163)
Addiuons - internal development - 20 - - - - 80
Additions - purchased - 1 - - - - 1
Disposals and retirements - &) (17 (213 (=20) (16} 140)
Transfers - 14 - - - - 14
At 31 December 2020 2,094 1,104 751 198 97 349 4,593
Exchange differences 8 5 4 {2} - {2) 13
Additions - internal development - 110 - - - - 110
Addit-ons - purchased - 2 - - - - 2
Disposals and retrements - (135) - (25) - {43) (203}
Acauisizion of subsidiary 43 - - - - 27 70
Disposal of subsidiary - - (14} (3) - (10) 27)
Transfers - 1 - - - - 1
At 31 December 2021 2,145 1,087 741 168 97 321 4,559

acqared

CASINMES bRLs, Arauared Araured Crner

conracty and Tradomarks publiskrg ITLang bles
Al fig ares in Z millions Gradw |l Softwa s relaiansrics ANZ Drangs g ELSaP o] Tousl
Amortisation and impairment
At 1 January 2020 - (588) (588) {178) {176) 371) (1,201
Exchange differences - 18 23 13 2 406 102
Cnarge for the year - (112) {44) (14) (2) &) (180)
Impairment charge - - (23 - - (10 "2y
Jisposéls - 5] i7 21 81 15 140
At 31 December 2020 - (676) (594) (158) (95) (328) (1.851)
Exchange differences - (5) (4) 1 {1 4 (5)
Charge for the year - (113} (34) [t:3] - (8) (163)
Impairment charge - 4} - - - - (4)
Disposals and retirements - 135 - 25 - 43 203
Disposal of subsidiary - - 12 2 - 10 24
Transfers - 6 - - - - 6
At 31 Decemnber 2021 - (657) (620) (138) (96) (279) (1,790}
Carrying amounts
AL january 2020 2139 451 205 &d 3 42 2,900
At 31 December 2020 2,094 428 157 40 2 21 2,742
At 31 December 2021 2,145 430 121 30 1 42 2,768
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Goodwill

The goodwill carrying value of £2.145m (2020 £2,094m} relates 1o
acquisiuons completed after 1 January 1988, Prigr to 1 January
1598, 3l goodwill was written off to resenves an the date of
acquisiton. For acaguisitions completed between 1 January 1958
and 31 Decernber 2002, no value was ascrnibed to intangibles other
than goodwill which was amortised over a perioo of up to 20 years
On adoption of IFRS an 1 January 2003, the Group chose not 19
restate the goodwifl balance and st that dare the balance was
frozen (.e. amorusation ceased). If goodwill had been restaled. then
a significant value would have been ascribed o other intangible
assets, which would be subject to amortisauon, and tha carrying
value of gaodwill would be significantly lower. For acquisitions
completed after 1 January 2003, value has been ascribed 19 cther
ntangible assets which are amorusec.

The range of useful economic lives for eack majar class of Intangble assel (excluding goodwill and software} 1s shown belaw:

Class of intangible asset

Acquired custcmer lists, contracts and relationships
Acquired trademarks and brands

Acquired publisning rights

Other intangibles acquired

Software and acquired intangible assets

Acguired Intangible assets are valued separately for each
acgursition and the pnmary method of valuation used 1s the
discounted cash flow method The majoriy of acquired intangibles
are amortised usirg an amortsavor profile based on the projected
cash flows underlying the acquisition date valuation of the
Intangible asset, which generally results in 3 larger proportion of
amaornsation being recognised in the early years of the assets life.
The Group keeps the expected pattern of consumption under
review. Other intangibles acquired includes technology

Amorusaton of £25m {2020 £22m) is ncluded in the income
staterment in cost of goods sold and £138m (2020. £158m) In
operating expenses Impairment charges of £4m (2020 £12m) are
mciuded in operating cxpenses within the ncome statement, of
which 4 (2020 £nil) relates o soltware, £ril (2020: £2m} relates
to custamer lists, contracts and relatyonships, and £mi (2020: £70m)
to other intargibles acquired

2021

Useful economic life

The expected amartisation profile of acquired intangible assets s shown nelow

Allfguies s £ milliors

Class of intangible asset

Acquired custcmer lists, contracts and relationships
Acquired rragdemarks and brands

Acquired publishing nghts

Other intangibles acguired

3-20 years

2-20years

5-20 years
i - 2-20years
T

T One to Six to

five years ten years Total

92 29 121

24 ] 30

1 - 1
7 15 a2
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11. Intangible assets continued

Impairment tests for cash-generating units (CGUs) containing goodwill

Imparment lests have been carried oul where appropriate as described below Gaodwill was allocated 1o CGUs, or an aggregation of CGUs,
where goodwill could not be reasonably alfocated to individual business unns CGUs have been revised in 2027, Impairment rovicws were
conducred on these revised CGUS as summansed below,

2021 CGUs

- 2021
Allfigresia i riliions Goodwill
Assessment & Qualifications 1,198
Virtual Learning 395
Englsh Language Learning 153
Workforce Skills 223
Higher Education 68
Strategic Review (includes the separate CGUs of China, India, South Africz, Canada and Other Strategic Review) 108
Total 2,145
2020 CGUs

) 203"
Altfig_rez in £ rrilbons Gocdw |l
North American Coursewsre -
OPM 18
virtual Schoels 374
ASSELEMEnts 1,002
Internatonal (includes the separate CGLs of 8razil, Ching, Ind.a and South Africa) 700
Total 2094

Goodwillis tested at least annuzlly for impairment The recoverable amount of each aggregated CGU i1s based on the higher of value ir use
and fair value less costs of disposal. The value in use was higher than the fair value less costs of disposal in each of the CGUs Other than
goodwill there are no intangble assels with indefinite iives. ho impairments of goodwill were recorded in 2021 ar 2020. In 2020, impairment
charges of £12mwere recognised in relation to acguired intangibles,
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B Keyjudgements

The allocation of goodwill to the cash-generating units and
groups of cash-generating units.

Key areas of esumation

The recoverability of goodwill balances. Key assumptions
used in goodwill iImpairment testing are discount rates,
perpetuty growth rates, forecast sales growth rates and
forecast operating prafits.

Determination of CGUs and reallocation of goodwill
Pearson igentifies its CGUs based on its operaung model and how
data 1s collected and reviewed for management reporting and
strategic planning purposes in accordance with 1AS 36 ‘Impairment
of Assers’. In 2021, the CGUs and aggregations of CGUs were
revised 10 take Nt account the announcement and
implementation of a rew strategy including five new business
divisions and a strategic review division. The newly created CGLs
and CGU aggreganons reflect the level at which goodwill1s
monitored by management

Goodwill has been reallocated 1o the new CGUs and aggregatons
of CGUs. The majorty of the goocdwill balances have been direcily
mapped fram one previcus CGU {or CGQU aggregation) to ane newly
created CGU (or CGU aggregation) Where it was not passible to
directly map the goodwill 1t has been reallocatec using a relative
value method. The key area where the relative value method has
been used 1s for the goodwill related to the previous internatsnal
CGU aggregauon which has been reallocated across the newly
created CGU aggregations where applicable

Key assumptions

For the purpose of esumating the value in use of the CGUs,
management has used an income approach based on present
value technigues. The calculations use cash flow projecuons
based on ‘nancial budgets approved by management covering a
five-year perad.

The key assumpuions used by mansgement i the value in use
calculations were

Discount rates — The discount rate I1s based on the nsk-free rate
for government bonds, adjusted for a rnisk premiam to reflect the
mcreased risk in nvestung in equities. The risk premium acjustment
15 assessed for each CGU. Where CGUs cover multiple territories,
btended iputs are used The average pre-tax discount rales range
from 8.5% 10 17 1% (2020: pre-tax 9 3% ro 17 2%; Discourt rates
are generally lower for those businesses which operaie N more
mature markets with low mflation and generally higher for these
operating in emerging markets with higher inflauor.

Perpetuity growth rates - The perpeturty growth rates are based
on nflauon trends A perpetuity growth rate of 2% (2020, 2%) was
used far cash flows subsequent to the approved budget penad for
CGlis operating pr.marily in mature markets, This perperulty growth
rale 15 a conservalive rate and 1s considered to be lower than the
long-term histencal growth rares of the underlying terntortes in
which the CGU operates and the long-term growth rale prospects
of the sectors in which the CGU operates. CGU growth rates
between 2.0% 1o 5.0% (2020 2 2% o 4.5%) were used for cash
flows supseguent to the approved budget period for CGUs
operating in emerging markets with hugher inflation These growth
rates arc atsc generally below the long-tern historical growth rates
in these markets

The key assumptions used by management in setting the financial
budgets were as lollows:

Forecast sales growth rates - Forecast sales growth rates are
hased on past expericnce adjusted for the strategic direction and
near-term investment priorities withun each CGU. Key assumptions
include rontinued growth in Virtual Learning, post COVID-19
recovery in Assessment & Qualfications and English Language
Learnirg, growth driven Dy recent acquisitions in Workforce Skills,
and ongoing pressures in Higher Educsuon parually offset by
recapture of the secondary market. The sales forecasls use average
nominal growth rates of low-mid single digits for mature businesses
in mature markers, mid-high single digits for emerging businesses
In mature markets, low-high single digits for mature businesses in
emerging markets, and low dauble digits for Workforce Skills where
there 15 significant organic investment and MGrganic Investment
relared ro the acquisition of Faethm,

Operating profits - Operating profits are forecast based on
historical experience of operating margins, adjusted for the impact
of changes te product costs, cornmiiied restructunng plans,
strategic developments and new business cases (o the extent they
have been formally 2approved pricr (o the balance sheel date
Management applies jJudgement in aliccanng corporste costs or 3
regsonable and consistent basis in order ¢ determine operating
profit ata CGU level. Forecasts generally assume a return to
normality from 2022 onwards followng the COVID-19 pandermic.
Management have considered the impact of cimate change risks
(ncluding physical and transition rnisks and the costs asscaared with
achieving the Group's net zera commutment) and are satsfied rhat
any related cosrs will not matenally impact the Group's profic
furecasts or impaimment judgements at 31 December 2021.
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11. Intangible assets continued
The table below shows the key assumpiions used by managemert in the value 1in use calculations.

RSN S
Assessment & Quahfications 11.2%
Virtual Learning 10.9%
Englsh Language Learming 9.1%
Workforce Skills 8.9%
H:gher Education 11.1%

Strategic Review

'-e'pe(;[;7
Erowin rale
2.0%
2.0%
3.0%
2.0%
2.0%

8.9-17.1% 2.0-5.0%

Sensitivities

Imparment testing for the year ended 31 December 2021 has shown none of the CGUs, or groups of CGUs, as being sensitive to reasonably

possible changes ir key assumptions, including those related to climate change

The assels held in the Strategic Review CGUs are subject 10 a possible disposal process Given the stage of the process the relaled assels

have not een classifice as held for sale at 31 December 2027 Valuauon estimates obtained as part of this process were used by

management to determ.ne a fair value less costs 1o dispose valuation This fair value less cosls Lo dispose valuaton results in a lower

headroom position than the value in use method, however, It does not ndicate IMpairment in ary of the Strategic Review CGLUs.

12. Investments in joint ventures and associates
The amourts recognised in the balance sheet are as follows:

£l figaresin L [hons 2021
AssoCigles 24
Total 24

The amounts recognised In the income staterment are as follows:

Al fig_resin £ rulhions 2021
Associates 1
Total 1

The Group has no material associales or joint ventures.

In 2021, the Group acquired two associates. The largest of these 1s @ 40% interest in the Academy of Pop (ADP) that was entered mto on 31
August 2021, and had a year end carrying amount of £10m, of which £7m was sull 1o be paid as al 31 December 2021 (see note 36} AOP 1s
incorporated in Detaware and 15 a Limited L ability Company. It was set up with XIX Entertainment 10 create 2 new entertainment driven

performing arts learming platform, which will offer coaching from renowned instruclors, with a combination of physical locations and online

fearning

The Group's 25% interest in Penguin Random House was disposed of in Aprl 2020 (see note 31). Funds loaned to Penguin Random Hause
were repaid at the point of disposal Prior to the completion of the sale of Penguin Random House, the Group received dividends of E1m

from Penguin Random House.

There were no other matenal transacuons with associates o joint ventures during 2021 or 2020.

180 | Pearson plc | Annual report and accounts 2021



13. Deferred income tax

All figures i £ ~ullicrs 2021 F0zC

Belerred income tax assets 57 32
Deferred ncome tax habilities (40) {62}
Net deferred income tax asset/(liability) 17 (30)

Substantially all of the deferred income tax assets are expected to be recovered after more than one yaar

Ceferred incorme tax assels and liabilites shall be offselt when there is a legaily enforceable night 1o offset current Income tax assets with
current incorne tax labilities and where the deferred income taxes relate to the same fiscal authority At 31 December 2027, the Group has
gross tax losses for which no deferred tax asset s recognised of L166m (2020 £166m; in respect of UK losses, £391m (2020 £365m)in
respeci of US losses and approximately £164m (2070 £300m)in respect of losses in other terrtories The UK losses are capital losses which
can be carned forward indefinitely. The US losses relate to federal and state taxes. Federal tax lasses can be carned forward indefinitely.
certair state tax losses may have cxpiry penods between one and 20 years.

In the UK March Budget 2021, the Governmrent announced that from 1 Apnil 2023 the UK corperation tax rate will increase 1o 25%, and this
was substantvely enacted or 24 May 2021 UK deferred tax balances have peen remeasurec 5t the enacteg rate The UK corporation tax
rate increase has resulted in an ncrease of £27m in the UK deferred tax lability associated with the UK Graup persion plan asset posrion,
which has been recognised in other comprehensive income The UK corporation tax rate change is beneficial 1o the Group's statutory tax rate
as It Increases the value of certain UK tax attributes of the Group, such as tax |osses

Other gross deducuble temporary differences for which no deferred tax asset 1s recogrised total £22m (2020: £56m}). The amount of
temporaty differences associated with sabsidizries for which no deferred tax has heen provided 1s not matenal '

Deferred income tax assets of £19m (2020 £20m) have heer recognised 1n countries that reparted a tax loss In either the current or
preceding year This primarily anses in Brazil in respect of tax oeductibte goodwill and tax losses, Itis considered more likely than nat that
there will be sufficient future taxable profits 1o rezlise these assets

The recogmiuon of the deferred Income tax assets s supporied by management's forecasts of the fuwre profitability of the relevant courtries .
In sorme cases deferred income tax assets are forecast o be recovered through taxable profits over a period that exceeds five years.

Management consider these forecasis are sufficiently reliable to support the recovery of the assels Where there are insuficient forecasis of

future profits, deferred income tax assets have not been recognised

The movement in deferred income tax assets and habilties during the year 1s as follcws:

Acoroals and Retiremane

Trac =g oker berefi Doterrea Goszwill ana Irferest
Allmaures ¢ L rulhons (RS- pr oS ang achgat ons resar Je ntang bles lmizztiens Oriee Tol
Deferred incorne tax assets/
{liabilities)
At 1 January 2020 89 34 (38 41 (199) 57 27 11
Exchange dfferences 2 3 (1 (2) 2 A (2 (3
Income staiement (charge)/berefit (44) 4 2 6 (12) 23 c {30}
Tax benefit/{charge) in other
comprehensive income - - 2 - - - (5) (3
At 31 December 2020 47 35 (49) 45 (209) 76 25 (30)
Exchange differences - (nm - - 2) - 2 M
Acquisiion of subs'diaries 1 - - - 4 - - 5
Income statement benefit/{charge) 34 30 2 7 29 {21) 30 111
Tax charge in ather
COMprenensve INcore - - {61) - - - (7} (68)
At 31 December 2021 82 64 {108) 52 (178) 55 50 17

Other deferred income rax items include tempaorary differences .n respect of share-based paymenss, deprecialion ann royalty advances
p pay ol yalty

As at 31 Decerrber 2021, ro deferred income tax assets or habilities were classified as held for sale (2020, £ai).
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14. Classification of financial instruments
The accounting dassification of each class of the Group's financ.al assets, and therr carrying values, 15 as follows:

2021 2020

Amortised
Fairvalue €ost o Fair value
Fairvalue  Fair value lervelle  “ervale
throdgh aother thigugh  Fair value Total throagn drtker throven Faryalue Tl

comprehensive  profitand - hedging Finanaial  carrying compichensve  pro'n Feagng =Tt &l TIYTE
all lig arog i £ pakhiors '\9(5_5______________igt_:gmt_a_____m_____Ipf_s____in;_t_r_t_:_r_r_n_e_l:l_t______________assets value nLere AL ent A58 S value
Investments i
unlisted securities 15 113 - - - 113 138 - - - 138
Cash and cash
equivalents 17 - 84 - 853 937 - 53 - 1,004 1,097
Derivauve financial
NSIruments 16 - - 32 - 32 - b 61 - 63
Trade recevables 22 - - - 854 854 - - - 803 803
Investment in finance
lease recevable 22 - - - 115 115 - - - “30 120
Other receivable - 87 - - 87 - 96 - - S6
Total financial
assets 113 171 32 1,822 2,138 138 191 81 1,937 2,327

The carrying value of the Group's financial assets 1s coual tc, or approximately equal to, the market value. The other recevable relates ta the
recervable which arose on the disposal of tne US K-12 business and 1s induded in current other recevables innote 22.

The accounting classification of each class of the Group's financial habilives, together with their carnang values and market values, 1s 25
follows

o 2021 - _ _ZE
Amortised Amorised
Fair value cost B Favalee  cont
Fair value Farval.e
through Farr value Other Total Total hrougn Sarvalue Ctrer Total Toul
profit and - hedging financial  carrying market DO dny -teogrg irarcsl Lainyng maret
Allfigores i ncllars Nutes loss instrument liabilities value value loss  msirarien lanil nes vale valae
Derwative financal
nstrurments 16 {12) (22) - (34) 34) (32 122} - (52) {52)
Trade payables 24 - - (351} {351) (351) - - [340) (340) 3400
Bank loans and
overdrafis 18 - - - - - - - (3 (3 {3)
Other borrowings due
within one year 18 - - (155} (155) {155) - - (250 (257} (249)
Borrowings due afler
mare than one year 18 - - {1,245} ({1,245} (1,276) - - 1,397 (1.397) (1,451}
Total financial
liabilities {12) (22) 7”(1,751} (1,785) {1.816) {(30) (22) {1,991) (2.043) (2,095)

The market value of leases has been stated st bock value.

Fair value measurement

As shown above, the Group's dervative assets and liabilities, unlisted securities and marketable securities are held at fair value. Financial
instruments that are measured subsequently 16 imtial recognition at fair value are grouped into levels 1 to 3, hased on the degree to which
the fair value 1s obiservable, as follows:

Level 1 fair value measurements are those derived from unadjusted guoted prices in active markets for identical assets or habilities.

Level 2 far value measurements are those derived from inputs, other than guoted prices ncluded within level 1, that are observable for the
asset or lahility, ether directly (as prices) or indirectly (derved from prices).

Level 3 fair value measurements are those derved from valuauon technigues that include inputs for the asset or lalility that are not based
on observable markert data (unobservable inputsy.
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The Group's bonds valued at £767m (2020: £965m) and maney market funds of £82m {2020 £93m) included withuin cash and cash
equivalents are classified as level 1 The Group's dervative asseis valued at £32m (2020, £63m; and dervative labiities valued at £34m (2020.
£52m) are classified as level 2. The Group's investments in unlisted cecurtes are valued at £113m (2020 £138m) and the other recewvable s
valued at £87m (2020 £86m}, bath are classified as level 3.

The following table analyses the movements . level 3 farr value remeasurements

2021 zoon
- lﬂVeS;;;r T 7
Gther in unlisted
All fgures + £ mllors receivable securities Tatal ol
At beginning of year 96 138 234 304
Ex¢hange differences 1 1 2 (7
Acnpuisition of investments and other recewvable - 4 4 13
Misposal of Investments and other payables {167 54) {70} {105}
Fair value movernents 8 24 30 40
At end of year 87 113 200 234

The fair value of the investments m unhisted securities 1s determined by reference o the finandial performance of the underhying asset,
recent funuing rounds and amounts realised on the sale of similar assets.

Onninial recognution, the far value of the other recersahle, which arose on the disposal of the US K-12 business, was determined using
present valye techniques whereby the expected value of future cash flows was discounied using a 1 ate whicn is represertative of the
creditwarthiness of tne US K-12 business, Duning the year, the Group recewved £16m as a partal repayment, with the remaiming amounts
rectassified as a current asset. The recewable was repaid in January 2022 (see nete 37)

15. Other financial assets

Al figures e Lol ors 2021 2000
AL beginning of year 138 122
Exchange differences 1 (4}
Acquisition of investments 4 6
sposal af investments (54) B
Fair value movements 24 14
At end of year ] ) 113 138

Other financial assets are unisted secunties of £113m (2020. £138rm) that are classited at fair value thraough other comprehensive income
(FvOCl). The assets, which are not held for trading, relate to the Group’s iInterasts in new and innovatve educational vemures across the
world These are strategic investments and the Group considers the classification as FVOCH Lo be more relevant None of the investments are
indrsdually significant to the finangial statements and therefore sersitr/tes have not been provided.

16. Derivative financial instruments and hedge accounting
The Group's appraach to the management of financial nsks is sef out in note 19. The Group's outstanding dervatrse financish instruments are
as follows

2021 Tuze
Gross notipnal T Cross ancra!l -
Al Lpures it el s amaounts Assets Liabilities = lnals T ] 235ers Liabiles
Interest rate oerwvatives - in 3 fair value hedge relavonship 168 5 - 354 12 -
Interest rate derwvatves - not 1N a hedge relationsh.p 217 - {(9) 550 - 27
Cross-currency rate dervatives - in @ hedge relationship 331 24 (21) 816 44 (20)
FX dervatves - :n a hedge relationship 237 3 &)} 93 5 (2}
FX gerriatives — not In a hedge relationship 193 - (3) 361 Z {3)
Total 1,146 32 (34) ©974 63 [52)
Analysed as expiring:
In less than one year 393 2 (4) 1,238 18 12)
Later than one year and not later than five years 679 30 (26) 563 45 32
Later than five years 74 - (4) 73 - @)
Total 1,146 32 (34) 1,974 63 (52)
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Notes to the consolidated financial statements continued

16, Derivative financial instruments and hedge

accounting continued

The Group's treasury polices only allow derwvarives 1o be Lraded
where the objeciive 1s nisk mitigation These are then designated for
hedge accountng using the following criteria.

- Whore interest rate and Cross-CLITeNrY NEeresT FATe SWaps are
used to convert fixed rate debt to floatng and we expect to
receive inflows equal to the fixed rate debtinterest, these are
classified as fair value necdges

- Where derivatives are used to create 3 future foreign carrency
liabrlty to provide prolection against Currency movements
affecting the valuation of an cverseas investment, these are
designaied as 2 net investment hedge

- Ifthe dervative and the underlying hedged exposure would
normally be revalued through the iIrcome statement and
valuarion changes are expected 1o be perfectly or ncar perfectly
equal and opposite, these will not be dassilied in a nedge
relationship.

The Group's fixed rate USD debt is held as fixed rate instruments at
amortsed Cost

Ar 31 Detember 2027, £173m of the Group's tixed rate euro debrt s
corverted Lo a lloaling rale exposure using nterest rate and
Cross-currency swaps The Group recerves Inferest under its euro
debt related swap coniracts to matcn the interest of 1.375% on its
euro 2025 notes gnd, in turn, pays a floaung USD LIBOR+ & spread
of 1.36%.

USD irterest rate swaps are subseguently used 1o fix an clement of
the interest charge. The all-in rates (ncluding the spread above
LIBOR] that the Group pays s arca 3 6%. In addizion to this, the
Group has executed addiuonal Interest rate swaps to offset the
fluating rate botrowings paying circa 2%. At 31 December 2027, the
Group had interest rate swap contracis ta fix £217m of debt and a
further £580m of outstanding fixed rate bonds, bringng the toral
fixed rate debt o £807m. These fixed interest rate dervatives are
nat designated in hedging relationships. Additionally, the Group
uses Fx derwatives incluaing forwards, collars and cross-currency
swaps Lo create synthetic USD debt as a hedge of its USD assets
and 1o achieve certainty of UsD currency conversion rates, in line
with the Group's FX hedging policy Outstanding contracts as at 213
December 2021 were held at an average GBRPUSD rate of 1 46. The
Group also uses FX derivatives to create synthetic BRE debt as a
hedge of BRL assets; these are held at an average GBP:BRL rate of
7.71. These derivatives are in designated netinvestment hedging
relationships The weighted average rate achieved for the bonds in
3 net Investrnent hedge relationship was GBP-USD 1.56 for the USD
tonds and EUR:GBP 0 86 for the euro bonds Qutstanding
contracts on the cross-currency swaps at 31 December 2627 were
held ar an average EUR'GBP rate of 0.72. These derivalives are in
designated farr value hedging relationships.
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The Group's portfolio of rate derivatives 1s diversified by maturiy,
caunterparty and type. Narural offseis between transactions
within the porifolio and the cesignation of certan dervatves as
hedges significantly reduce rhe risk of income staternent volatlity
The sensitvity of the portfolio to changes in market rates 1s set out
Innere 19

Fair value hedges
The Group uses INterest rale swaps and Cross-cUrrency swaps as
far value hedges of the Group’s euro issued cebt.

Interest vale exposure arises rom movemenis In the fair value of
the Group's euro debt attributable to movements ir eurg nterest
rates The hecged risk s the change in the euro bonds fair value
attributable 1o interest rate movements The hedged items are the
Group's eurc honds which are1ssued at a fixed rate. The hedging
nstruments are fixed to floating euro interest rate swaps where the
Group recerves lixed interest payments and pays three-mcnth
Furipor

As the critical terms of the interest rate swaps match the bonds,
there s an expectation that the value of the hedging instrument
and rhe value of the hedged tem will move in the opposite
direction as a resiht of movements in the zero coupon Eurbor
curve, The hedge ratio Is therefore expected to be 100% Potential
scurces of hedge ineffectiveness are a reauction or modification i
the hedged item or a material change in the cregit nisk of swap
counterparties,

Aforoign currency exposure arises from foreign exchange
fluctuavons on transtation of the Group's euro debtimtg GBP. The
hedged risk is the risk of changes i the GBPEUR spot rate that wili
result In changes in the value of the eure debt when translated into
GBP The hedged tems &re a portion of the Group's curo bonds
The hedging nstruments are floaung to floating cross currency
swaps which mimigates an exposure to the effect of euro
strengthening against GBP within the hedge item.

As the crinical terms of the cross-currency swap match the bonds,
there 1s an expectation that the value of the hedging instrument
and the vaiue of the hedged item move in the opposite direction

as a result of mavements in the EUR:GBP exchange rate. The hedge
ratio is 100% Potentia! sources of hedge ineffectiveness are a
reduction or medificaton in the hedged tem or a matenal change
In the credit nsk of swap counterparties

The Group held the following instruments to hedge exposures 1o
changes in Interest rates and foreign currency risk associated
with borrowings:



1500 1O CRIEMTICA ~onsl amourts or

Al fgares ~ £ mllons 7 jée refictlivensss NROEINE 1750 MErTS
Dervatve financial nstruments for interest rate nisk 5 (5) 168
Derwvatre financial instruments far currency risk 24 20 168

o0L

Crarpe indar vale of
hedgrg nsiromer:

Carmyirg amieyrt o L5800 0elerT Ne hemnal amourts of
Al lgures £ mllons NRCANE NEC LerTs hedge roffecivenoss redging NS merts
Derwative financial instruments for interest rate nsk 12 - 354
Dervative financial instruments far currency risk 44 19 354

The amounts &t the reporting date relating Lo tems designated as hedge items were as follows'

i 2021
“aralue hog, Crongen far «zlue of
ad sstmecss on the Ardger e used 1o Lime ter~ - prettar loss
Carmying 20 0ar-of - Fadgec ters rwladad in damermine nenge Fedge Traminclaces Fespe
Allf gures = L viliors Nidpes Ieme the care,irg ahoart rieflect Lonzss e erterEss meffort L2ness
interest rate risk
Financial kabihities - borrowings (173) (4) 5 - n/a
Currency risk
Financial habilines - borrowings (173) n/a 20 - n/a
2020
Acciralates arr o - o
ferualle neoge
ed S eris o Crange v fan abie o
the hedged or nedged rem usodra L ters i broiit o loss
UGG T LAy g decermine regge Fedg= SFurclicee neoge
Alltaures e 2 milhcrs amir nefelivansss nafiaCiv noss rotfechenass
Interest rate risk
Finanoal iabities - borrowings (367 ) - B n/a
Currency risk
Financial habilties - borrowings (367) n/a (19 B n/a

Hedge of net investment in a foreign operation

A fareign currency cxposure anses from the translation of the Group's net investments in s sabsidiaries which have USD, EUR and BRL
funcuonal currencies. The hadged nisk s the risk of changes in the GBPUSD, GEPEUR and GBPBRL spot rates that will result in changes in the
value of the Group's net Investment in ts WSO, EUR and BRL assets when translated inta GBP The hedged tems arc a pornon of the Group's
assets which are denominated in USD, EUR and BRL. The heoging instruments are oebt and derivative financial instrurments, including
Cross-currency swaps, FX forwards (Including non-deliverable forwards) and FX collars, which mitigates an exposure o the effect of
weakemng JSD, EUR or BRL on the hedged item agamst GBP.

t 1S expected that the change o value of each of these items will murrar ezch ather as there s a clear and direct ecangmic relationship
between the hedging instrurnent and the hedged item in the heoge relauonship

Hedge neffectiveness would arise if the value of the hedgec iters fell below the value of the heaging nstruments, however, this 1 unlikely
as the value of the Group's assets denominated In USD, EUR anc ERL is significantly greatcr thar: the proposed nel investment programme
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16. Derivative financial instruments and hedge accounting continued
The amounts related to 1lems des gnated as hedging instruments were as follows

02
Cnange n
Tarsng w3 o heazng ol Iedge
amaunt of estrumer L used w LA 1164 PEPE RS
hedarg, deterrm e ~edge Sthedgrg ltdnsen n
Al fig s ind rilhons 1S P neffectvenass IASTIU e T profLor loss
Derwvative financial instruments {19) (2) (400) {2} -
Finarcial lizbilmes - borrowings (240} 4 (240) 4 -

2en

Carmyng Nl fedar g biesge

arnawr tor CuTUeTIenNT Uaes T clMounls E,iwﬂ%‘('DbSGS: e TR L veness

redying SelErTIne recge o beggng  rerognsEG N rorognsed ir

Allhgures i 5 rallions ISTTUMEnts netecneress IS TTUMICTIS o1l profit o luss
Derrvative Tinancial instruments (17 3 (355) 3 -
Fnancial habities - borrowings (245} 1 (246) 1 -

In addition to the above, £8m (2020 £15m} of hedging gains were recogrised i QCHin relation to dervatve finanaal nstruments that
matured during the year. In 2020, L14m of losses accurnulated in the translaton reserve are reclassified 1o the income stalement as a result
of the disposal of Pengun Rendom House, Induded in the translation reserve 15 a cost of hedging reserve relatng to the ume value of Fx
collars which 1s not separalety disclosed due Lo materialty The value of that reserve will decrease over the life of the hedge transacuon The
balance as at # Japuary and 31 December 20217 was £1m.

Offsetting arrangements with derivative counterparties
All of the Group's aerwative fnancial nstruments are subject 1o enforceable netting arrangements with individual counterparties, allowing net
settlernent in the event of default of cither party. Derwvative financial assets and habilities supject to offsetting arrangerments are as follows:

B o 2021 ) - . __iic

Grass Gross  Net derivative Gross RO Derkaive

derivative derivative assets/ oerraine assalsd

Allfiguresia £ rbions assets liabilities liabilities | abilles haby es

Counterparties Ir an asset position 17 (12) 5 (13 25
Counterparties in a hakbility posiion 15 22) 7 28 (42} (T4}

Total as presented in the balance sheet 32 (34) {2) 63 (52} 1%

All of the Group's derivative financial instruments are subject to enforceable netting arrangements with individual counterparties, allowing net
settlement in the event of default of either party. Offset arrangements in respect of cash balances are described in note 17

Counterparty exposure from all dervatives 1s managed, together with that from deposits and bank account balarces, within credit fimits that
reflect published credit raungs and by reference to othar market measures (e.g market prices for credi defaull swaps) Lo ensure thal there Is
no significant exposure 1o ary one counterparty’s credit risk,

The Group has no matenal embedded denvatives that are required to be separately accounted for in accardance with [FRS 9 'Fnancial
Instruments’

17. Cash and cash equivalents (excluding overdrafts)

Allfigures 9 £ millons 2021 070

Cash at bank and in hand 660 599
Short-term bank deposits 277 4938
937 1,097

Shore-term bahk deposits are invested with banks and carninterest at the prevailing short-term deposit rates,

Atthe end of 2021, the currency spiit of cash and cash eguivalents was US dollar 37% {2020: 14%), sterling 24% (2020. 64%), and other 33%
(2020: 22%).

Cash and cash equivalents have fair values that approximate to their carrying value due to their short-term nature.
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Cash and cash eguivalents include the followirg for the purpose of the cash flow staternent:

Allfgures = £ milicrs 2021 2

Cash and cash equivalents 937 1,116

Bank averdrafts - (€3]
937 1,113

There 15 ng cash and cash eguwalents balance dassiied as held for sale 2020 £13m). The Group has certain cash pooling arrangemants in
US doilars, sterling and Canadian dollars where poth the company and the bank nave a legal night of offser Offsetung amounts are presented
gross «n the balance sheet Offset arrangements in respect of dervantives are shown in note 16

18. Financial liabilities - borrowings
The Group's current and non-current borrowings are as follows:

all figures n L mdlors 2021 wEC

Non-current

3.75% US dollar notes 2022 (ncmiral amount $117m) - &6
3.75% US dollar notes 2023 (nominal amount $54m) 70 6%
1 375% eyro notes 2025 (neminal amaunt €300m) 257 279
3.75% GRBP notes 2030 (nominal ameount £350m) 353 353
Lease lisbilties (see note 35) 565 610
1,245 1,397

Current {(due within one year or on demand}
Bank loans and overarafts - 3
1.875% euro notes 2021 (nominal amount €195m) - 178
2.75% US dollar nores 2022 (nominal amount $117m) 87 -
Lease habilities (see note 35) 68 73
155 254
Total borrowings 1,400 1.657

Included ir the non-current borrowings above 15 £70m of accrued interest (2020 £11m). Included in the current borrowings abave s £0.5m
of accrued interest (2020: £2m) tn addition to the ebove, there are no non-current porrowings (20207 £66m) or current borrowings
(2020: £3mj classified as held for sale The maturites of the Group's non-current bor-owings are as follows:

All figures i £ melhans 2021 £020

Bemween one and two years 140 160
Betweer two and five years 435 531
Cer five years ) 670 706

1,245 1.397

Trne carrying smounts and marker values of borrowings zre as follows.

2021

Effective Carrying Mark: Carmirg

all%gures = 7 ~illors interestrate value value vala®
Bark loans and overdrafts n/a - - 3 3
1.875% euro notes 2021 n/a - - 178 176
3.75% LS dollar notes 2022 3.94% 87 87 86 28
3.25% US dollar notes 2023 3.36% 70 71 9 i
1.375% eurg notes 2025 1.44% 257 260 279 278
3.75% GEP notes 2030 3.93% 353 380 2.593% 353 an4
767 798 968 1.020
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18. Financial liabilities - borrowings continued

The market values siated above are based or clean market prices at the year enc or, where these are not available, on the quoted markel
prices of comparable debt 1ssued by other companies The effective interest rates above relate to the underlying debt instruments

The carnypng smounts of the Group's burrowings before the effect of derivatives (see notes 16 and 19 for further nfarmation on the impscr of

cervauves) are denominaled in the following currencies:

allfigarez i £ millons
JS dotlar
Sterling

Euro

QOther

2021 3900
434 458
674 686
268 4732
24 35
1,400 1,651

The Group has $° 19bn (£0.9bn) of undrawn capacity on its commitied borrowing facililies 35 at 31 December 2027 (2020 $71 1Sbn (£0 9bn)
uncrawn). In add.ticn, there are a nurrber of short-term faalities that are utiised in the norral course of busimess, All of the Group's
borrowings are unsecured In respect of lease cbl.gations, the rights to the leased asset revert 1o the lessor in the event of default

19. Financial risk management

The Group's approach to the management of financial risks
rogether with sensitivity analyses of its financial instruments 1s set
out below.

Treasury policy

Pearson's treasury policies sct out the Group's principles for
adaressing key financ.al nsks including cepreal nsk, lgqudity risk,
foreign exchange risk and interest rate nsk, and sets out
measurable targets for each, The Audil Committlee receives
guarterly reparts incorporating compliance with measurable targets
and reviews and approves any changes (o treasury policies
annually

The treasury function 1s permitled (0 use dervatives where their
use reduces a nsk or allows a ransaction to be undertaken more
cost effectively. Dervatives permitted include swaps, forwards and
coliars to manage foreign exchange and interest rate risk, with
fareign exchange swap and forward contracts the most commaonly
executed, Speculative transactions are not permitted

Net debt
The Group's nel debt position 15 set out below:

Allfigures it mollors

Cash and cash equivalents

Dervative financial instruments

Banrk loans and overdrafts

Bonds

Investment N finance |ease recewable
Lease labilities

Net debt

Capital risk

The Group’s objectives when managing capital are:

- To maintain 5 strong balance sheet and a solid investment
grade raung,

- To continue tainvest in the business organically and
through acquisitions; and

- To have a sustainable and progressie dnadend policy

In September 2021, Standard & Poor's Financial Services LLC
withdrow its ratings at the request of the Group. Fitch Ratings
Limited assigned a first-ume Long-Term issuer Default Rating ("IDR")
of 'BBB-' {stanle outlook) to the Group The Group's bands are rated
Baa2 (stable outlook) ang BBB- (stable ocutlook) by Moody's
Investors Service and Nitch Ratungs Limited respectively.

2021 020
937 1116
2) i
- (3
(767} (965)
115 130
(633) (752)
(350} (463}

AL 31 December 2020, net debt presented above includes borrewings of £68m and cash and cash equivalents of £19m which are included in
assets and labilities held for sale There are no balances held for sale as at 31 December 20271,
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Interest and foreign exchange rate management

The Group's principal currency exposure 1s Lo the US dollar which represents more than 80% of the Group's sales

The Group's long-lerm debt s primarily held in US dollars to prowvide a natural hedge of this exposure, which s achieved through issued Us
dollar debt or converung euro debt te US dallars using cross-currency swaps, forwards and collars. As at 31 Decermber 2027 and 2020, the

Group's debt of £1.400m (2020, L1,651m) is all held at fixed rates.

See note 16 for detalls of the Group's hedging programme which addresses interest rate nisk and foreign currency nisk.

Gverseas profirs are converted to sterling to satisfy sterhrg cash ourflows such as dvdends at the prevailing spat rare at the ime of the
transaction, To the extent the Group has sufficient sterling, US dollars may be held as dollar cash to provide a nawral offset to the Group's

debt or to sausfy future US doliar cash outflows.

The Group does not have significant cross-border foreign exchange ransactional exposures,

Ag at 31 Decemnber 2021, the sensinvity of the carrying value of the Greup's financal Instruments 1o fluctuatons N interest rates and

exchange rates 1s as follows:

2021

Impactof 1% Impactof 1%  Impact of 10% Impact of 10%

Carrying increase in decreasein  strengthening  weakening in

Al fgures o L eilbans value interestrates interestrates in sterling sterling

Investments in unlisted securities 113 - - (9) 11
Other recerwvable 87 - - (8) 10
Cash and cash cguvalents 937 - - (43) 53

Cernvative financal nstruments (2) 6 (6) m 1
Bands (767) 5 (5) 37 [(45)
Orher borrowings (633) - - 57 (70)
Investment :n finance lease recerakle 115 - - {11) 13

Gther ret financial essert 503 - - 42) 51
Total 353 1 1n (20} 24
N I~inset 0f "k I”Wmt’r’ o 1% Impaciof 10% If'f‘[‘)af o 100

Larrars InCrESse I gecrease it srengthening wegher ngir

Al gures n 2 mllers value  rierestirates nierest rates neerl~g sierlng
Investments in unhsted securities 138 - - i 13

Qther recervable 56 - - 19) 11
Cash and cash eguvalents 1,097 - - {(55) 25

Derwalre firancial instruments 11 7 (19) 3 1
Bonds (265) 9 19 54 {67)
Other borrowings (686) - - 62 (76)
investment In finance lease recerable 130 - - (12) 14
Other net firancial assets 463 - - (44) 40
Total 284 26 (28) (12} (39

The 1able above shows the sensiuviues of the farr values of each
Class of financial instrument 1o an 1sclated change m either interest
rates or foreign exchange rates. Other net finanaal assets
comprises rrade receivables less trade payables. A sigruficant
proporuon of the movements shown sbove would impact equity
rather than the Income statement due to the loganon and
functional currency of the envues in which they aase and the
avarlanility of netinvestment hedging

The Group's income statement Is reported at average rates for the
year while the balance sheet 1s transiated at the year-end closing
rate. Differences belween these rates can distort raue calcelauons
sucr gs debt to EBITDA and mterest cover. Adjusted operating
profit translated at year-end dcsing rates would be £6m higher
(2020 £25m lower) than the reported figure of £285m (2020
£312m) at £391m (2020, £288m). Adyusied EBITDA rarslated at
year-end closing rates woulc be £8mr higher (2020. £38m lower)
than the reported figare of £558m (2020 £550m) at L606m {2020
£512m)
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19. Financial risk management continued
Liguidity and refinancing risk management

“he Group regularly reviews the level of cash and debt facilities
required 1o fund its actvities This iInvalves preparing a prudent
cash llow farecast for the next three to five years, determiring the
level of debt faclites required to fund the business, planning lor
shareholder returns ang repayments of maturing debt, and
identifing an appropriate amount of heagroorm to provide &
reserve aganst unexpected outflows.

At 31 December 2021, the Group had cash ¢f £0 9bn (2020

£1 7hn) and na cutstanding drawings (2020, Lnil) an the US dollar
denominated revobang credic facility due 2025 of $1.18brn (2020:
$1.19bn).

The $1.19bn facility contains interest cover and leverage covenants
which the Group has complied with for the year ended 31
Decemnber 2027 The maturity of the carnang values of the Group's
borrowings and trade paysbles are set out n notes 18 and 24
respeciively.

Arthe end of 2027, the currency sphit of the Group's trade payables
was US dollar £199m (2020 £195m), sterling £76m (2020: £76m)

Aralysen oy malLnity

Greate thar

and otner currencies £76m (2020 £69m} Trade payables are all
due within ane year (2020: all duc within one year).

The tatle below analyses the Group's bonds and dervative assets
and habilities Into relevant matur ity groupings based on the
remaining perod at the balance sheet date (o the comraciual
maturity date. Snort dated derwative instruments have not becn
included in this table The amounts disclosed in the 1able are the
contractual undiscounted cash flows (including interest) and as
such may differ from the amounts disclosed on the balance sheet.

Financial counterparty and credit risk management
Financial counterparty and credit nisk anses from cash and cash
equivalents, favourable derivative financial instruments and
depasits with banks and financial institutions, as well as credit
exposures 1o customers, including outstanding receivables.
Counterparty cred iimits, which take published credit rating and
other factors into account, are set 1o cover the Group's total
aggregate exposure to a singie financal Institution The imits
applicable to published credit ratung bands are approved by the
Chief Minancial Officer within guidelines approved by the Board.
Exposures and imits applicable to eacn finanaal insutution are
reviewed on a regutar bas's.

Analysed by cuTenoy

L atee thar
are mien Eng cre ved’
lessiban bu less thar Fre vears

Al figures im 2 millors oNE year frig yedrs S ore Total L30 C=8 Ofnier Taal
At 31 December 2021
Bonds 107 386 403 8596 162 468 266 896
Rate dervanves - inflows (2] (331) - (338) {9 {150) (179) (338)
Rate derwvatives — outflows 12 339 4 355 203 150 2 355
FX forwards — inflows (148) - - (148) - {148) - {148)
FX forwards - outflows 148 - - 148 20 - 58 148
Total 112 394 407 913 446 320 147 913
At 31 December 2020
Bonds 200 497 416 1113 166 £81 466 1,113
Rate dervatives — inflows 186) {350) D] {537) (12) (152} (373) (537
Rate dernatives — outflows 180 350 12 542 208 330 3 542
Fx forwards - inflows {68) - - (68) - (68} - (68)
FX farwards - outflows 63 - - 63 36 - 32 58
Total 184 497 427 1,118 359 591 128 1,118

Cash deposits and derivative transactions are made with approved
coJnterparties up to pre-agreed imits To manage counterparty
risk associated with cash and cash eguivalents, the Group uses 2
mixture of money market funds as well as bank deposits As at 31
December 2021, 81% (2020. 88%) of cash anc cash equivalents was
held with investment grade bank counterparties, 9% (2020: 9%)
with AAA money market funds and 10% (2020 3%} with non-
nvestment grade bank counterparties.

Faor trade receivables and contract assets, the Group’s exposure to
credit risk is influenced manly by the indvidual characteristics of
each customer However, risk associated with the ndustry and
country In which customers operate may also Influence the credit
nsk, The credit quality of customers is assessed by taking into
account financial position, past experience and other relevant
factors, Indwidual credit imits are set for each customer based on
nternal ratings. The compliance with credit livies 1s regularly
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monitored by the Group, A default on 2 trade receivable is when
the counterparty fails to make contractual payments within the
stated payment terms Trade recewables and contract assets are
written off when there I1s no reasonable expectation of recovery.
The carrying amounts of financial assets, trade recevables and
contract assets represent the maximum credit exposure.

Trade recervables and contract assets are subject to impairment
using the expected credit loss rmodel. The Group applies the IFRS 9
simplfied approach o measuring expected credit losses which
uses a lifetme expected credit loss allowance for all trade
recevables and contract assets. To measure the expected credit
losses, rade recenatiles 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
cebts.



Amendments to IFRS 9 and IFRS 7 Interest Rate Benchmark Reform

In August 2020, the jASE published ‘Interest Rate Benchmark Reform - Pnase 2 (Amendments (¢ IFRS 9, 1AS 35, IFRS 7, IFRS 4 and IFRS 16)
with amendments that address financal reporung after the reform of aninterest rate benchmark, including its replacerment with alternative
bencnmark rates The amendments were effective far annual periods beginming an or after 1 January 2021, with earher apphcation permitied.

The Group has limited exposure to changes in the IBOR benchmark. At 37 December 2027, the Graup helds interest rate and cross-currency
Interest rate swaps (£29m assets n fair value hedge relationships and £29m labiltes of which £21m are in net investment hedge
relationships). In addition, the Group has a revolving credit faality which was naot drawn on 31 December 2021, for which Lhe Lerms were
updated in the penod in accordance with industry standards. The Group has signed up to the ISDA protacol. For GBP exposures the Group
transivoned G8P LIBOR to SONIA The Group's risk management sirategy has nol changed as a result of IBOR reform and the Group
considers the impgct of IBOR reform to be immatenial to the financial statements.

20. Intangible assets - product development

Al Yzures o § mllions 2021 2020

Cost

ALT January 2,514 2275

Exchange d.fferences - (48}
Additions 287 323

Disposals and retirements (92) 3Mnm
Disposal of subsidiary (9) -

Transfers (2) {5)
At 31 December 2,698 2514

Amortisation

At 1 January (1,609) {1,405}
Exchange differences 3) 45

Charge for the year {260) (280}
Imparment {19) -

Disposals and retirements 92 21
Misposal of subsidiary 3 -

Transfers (8 -

At 31 December (1,804) 1,608)
Carrying amounts at 31 December 2021 o 894 905

Included i the above are product developrment gssets amountng to £601m {2020 £607m} which will be realised in rmore than ane year.
Amorusatuen 15 included in the income statement in cost of goods sold

Product developmien: assers are assessed for impairment triggers or an annual basis or when triggering events occur In 2621, of the £19m
impairment charges, £14m have been recognised as a result of asset write-offs related to the major restructunng programme. The full annual
impairment test showed that there 15 adequate headroom across all product development assets and accord:ngly no furtner impairment
charges were recagmised in 2021 {2020. £nil).

21. Inventories

Al igures - £ b 7 2021 paeyie
Raw materials 7 5
York i progress 2 2
Fnished goods 84 16
Rerurns asset 5 6

98 129

Tne cost of mventories recognised as an expense and included in the ncome staterrert in cost of goods sold amounted o £171m (2020
£299m)including £22m (2020: £41m) of inventory provisions. None of the inventory 15 pledged as security. Included within the inventory
balance 1s the estimanion of the right to recerwve goods from contracts with customers vig returns The value of the returns asset s measared
at the carrying amount of the assets at the ume of sale aligned ta the Group's normal imventory valuaus™ methodalogy less any expected
costs to recover the gsser and any expected reduction in value Imparrment charges against the inventory returrs asset are £rilin 2021
(2020 £nil) The rerurns asser all relates to firisned goods The cbsolescence provision (akes account of the Group's digial first strategy and
the increasing shifr towards print on demand. “he year-cr-year reduction in inventones 1s aue 16 Noréased provisions for obsolescence and
a reducuorin the producuion of iInventory due ¢ the Graup's digital first strategy and the increasing shuft towards print on demand
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22. Trade and other receivables

All figue s i £ evllions 2021

Current
Trade receivables 853
Royaky advances 2
Prepayments 198
Investment in tinance lease receivable 15
Accrued ncome 14
Other recevables 175
1,257
Non-current
Trade recelvables 1
Royalty advances >
Prepayments 10
Investmoent it finance |ease recenvable 100
Accrued Income 1
Interest recervable 8
Other recelvables 4
129

2372

795

189
18
12
102
1118

8

3
13
112
1
86
223

Accrued ncome represents contract assets whick are unbifled amounts generally resulting from assessments and sersces revenue streams
where revende 1o be recognised over ime has been recognised in excess of customer billings to date. Impairment charges on accrued
nccme assets sre £nil (2020: £ril}. The carrying value of the Group's trade and other receivables approximates .ts fair value. Trade recevables
are stzted net of provisions for oad and doubiful debts In addinan t the above, there are trade recewables of Lmil (2020, £6m) classified as

neld for sale {see note 32).

The movements in the provision for bad and doubtful debots are as follows:

Al figares in 2 milliors - 2021 2020
Al beginning of year (74) (32}
Fxchange differences - 6
INCome statemen: movernenis 15 (26}
Utilised 26 32
Disposal of subsidiary - 5
At end of year ] (63} (74}
Concentrauons of credit risk with respect to trade recervables are hmied due to the Group's large number af customers, who are
Iinternationally dispersed

The agemg of the Group's gross trade recewvables is as follows’

Allfig .res in £ muligns ’ S i ?2021 ?lﬁ)(‘:
within due date 766 687
Up to three months past due date 58 73
Three to six months past due date 20 12
Sk to nine months past due date 13 30
Nine to 12 months past due dare 5 18
Mare than 12 months past due date 55 57
Gross trade receivables ) 917 877

The Group reviews its bad debrt prowvision at least twice a year foliowing a detailed review of recevable balances and historical payment
profiles, and assessment of forward-looking risk factors including, where relevant, factors specfically related to COVID-19. Management

beheves all the remaining recevable balances are fully recoverable.

The increase in trade recevables held by the Group is driven by revenue growth which has increased debtors despite strong collections and
an aversll reduction in the bad debr provision. Other non-current receivables have decreased due to the receipt of deferred proceeds in
relation to the US K-12 disposal; this recevable 1s now classified as current. Prepayments have increased due to tming differences on certain

stgnificant payments and |ease receivables have decreased primarily due to payments received during the year.
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23. Provisions for other liabilities and charges

Al lgures e £ mllors roperiy and ¢ nee ausl
AUT January 2021 8 4 21 33
Exchange differences - - 2 2
Provisions made durmg the year 9 1 36 46
Provisions reversed during the year (2} - (2) 4)
Provisians used during the year - - 27 27)
Disposal of subsidiary - 3 - (3)
At 31 December 2021 ) 15 2 30 47
Analysis of provisions;
- ) i ) N 2521
Dnspesels _egal
Alfigures e mliars Arenery are flos.res and oner Ta.al
Current 11 2 27 40
Non-current 4 - 3 7
15 2 E 47
2c2s
Current 2 4 9 25
Non-current 6 - 2 8
. 8 4 21 33
Property provisions in 2021 relate ta the smphicstion of the Group's property portfolio (see note 4y and in 2020 relate primarily to
dilapidauons Disposals and closdres relate Lo the disposal of the Pearson Insutute of Higher Educauon
i.egal and other includes legal claims, contract disputes and potential contract losses with the provisions utiksed as the cases are settied
Also Included i legal and other are other restructunng provisions that are generally utilsed within one year.
The year on year increase in provisions Is mairly due to the new property provisions (see nole 10} and the 2021 major restruciuring
programme (see note 4},
24. Trade and other liabilities
Al pures r £ mihors o 7 . 2021 oozc
Trade payables 351 340
Sales return hability 83 86
Social secunty and other taxes 13 17
Accruals 317 290
Deferred income 386 35€
Interest payable 42 30
Other hagilities 159 157
1,351 1275
Less: non-current portion
Accruals 1 -
Deferred imcoeme 56 52
Other liabilities 38 28
95 80
Current portion 1,256 1,196

The carnypng value of the Group's trade and other latiliues approximates its far value The ceferred income belance compnises contrac
liabilities in respect of advance payments N assessment, testing anc franing businesses: subscription ncome n scnaol anc college
businesses, and obligatiohs to deliver digital content ir future periods In additor to the above, there are sccruals of £nil (2020 £2m) and
deferred income of £nl {202C. £3m) classified as held for sale (see note 32). The 1ncrease - trade and other labilues held oy the Group 1s
driven by timing differences which have increased deferred :income, an increase in accruals related 1o severance and the recogniuon of
deterred consideration in refanion to acquisitions made N 2027
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25. Retirement benefit and other post-retirement obligations
Background

The Group operates a number of defined henefit and defined contribunion retirement plans throughout the worlg

The largest plan 1s the Pearson Pension Plan {UK Group plan) in the UK, which s sectucnalised te provide both defined benefit and defined
contributicn pension benefits, The defined benefit secticn was largely closed 1o new members from T November 2006, The defined
contribution section, cpened in 2003, 1s open to new and exsting employees Finally, there 15 3 separate section within the JK Group plan set
up for auto-enrolment

The defined berefit sect-on of the UK Croup plan s a final salary pension plan which prowdes benefits to members in the form of a
guaranteed level of pension payable for life. The lcvel of benefits depends on the length of service and final pensionable pay.

The defined contnbution section of the UK Group plan operates a Reference Scheme Test (RST) pension underpin for sts members Where a
member's func 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 paension. In addiion, in recent years, the scheme rules were amended 1o enable rmembers who have suffricient funds o
purchase an RST pension the akxlity to convert ther fund value Into a pensior :n the LK Group plan as an atternative to purchasing an annuity
with an insurer. The Group recognises any assels and labilives relaung to these features of the defined contnbution section as pa<t of the
overall UK Group plan obligation. From 1 january 2021, the Group will also recognise the assets and liatiliues for all members of the defined
contrnbution sectuon of the UK Group plan, accounting for the whole defined coniribution secuon as 2 defined beneflit scheme under IAS 19
‘Employee Benefits' as tere 1s a sk the uncerpin wll regu.re the Group to pay further contributions to the scheme The net impact of this on
the bzalance sheet s £nil

The UK Group plan is funded with benefit payments from trustee-administered funds. The UK Group plan s admimstered in accordance wath
the Trast Decs ana Rules inthe interests of 1ts beneficaries by Pearson Group Pension Trustee Limited.

AL 31 December 2027, the UK Group plan had approxmately 26,500 members, analysed in the follow:ng table:

Allhg 1905 10 2 ACtnig Zeterred Lengigrens Total
Defined benefit - 18 33 51
Defined contribution 11 38 - 43
Total 11 56 33 100

The other major defined benefit plans are based in the US These

are also fnzl salary pension plans which provide benefits 1o

members n the form of a guaranteed pension payable for life, witn

the level of benefits dependent on length of service and final Whether the Group will be eiigible to recenve the surplus

pensionable pay. The majority of the US plans are fully funded associated with the UK Group Pension Plan in recognising a
pension asset.

B Keyjudgements

The Group also has several post-retrement medical benefit plans

(PRMBs), principally in the US. PRMBs are unfunded but are Key aress of estimation
accounted for and valued similarly 1o defined benefit pension plans. The determination of the pension cost and defined benefit

obhgation of the Group's defined benefit pension schemes
depends on the selection of certain assurnptions, which
include the discount rate, inflation rate, salary growth and
longevity.

The defined benefit schemes expose the Group to actuarial nsks,
such as life expectancy, inflation risks and invesument risk including
asset volauly and changes in ond yields The Group is not
exposed 1o any unusual. entity-specific or plan-specfic risks
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Assumptions
The principal assumplions used for the UK Group plan and the US PRMB are shown below. We:ghted average assumptions have been shown
for the other pians, which primartly relate (o US pension plans.

2024 Th2e

7UK_Gruup Ot-her - h UK Zrocn - Trrer T ,
Allfigures m b plan plans PRME oian wlans ARTE
Inflation 33 1.4 - 29 06 -
Rate Lsed to discount plar babiities 1.9 2.8 26 14 22 21 ‘
Expected rate of increase in salaries 3.8 27 - 3.4 22 -
Expecied rale of increase for pensions in payment and 2.35t0 2050
deferred pensions 5,10 - - 5.05 -
imitial rate of iIncrease in healthcare rate - - 6.3 - - 6.5
Ultimate rate of ncrease in healthcare rate ) - - 5.0 ~ -

The UK discount rate Is based on corporate band yislds adjusted to reflect the duration of liabihtes.

The mflation rate for the UK Group plan of 3 3% {2020: 2 8%) refiects the RPLrate, [ ine with changes te legislation in 2010, certam benefis
have been cajculated with reference to CP) as the Inflatonary measure and in these instances a rate of 2.6% (2020, 2.2%) has been used. The
CPI rate is determined as a weighted average deduction fram the RPI rate, and allows for the expected change to the formula for calculating
RPI to be in line wath CPIH from 2030 onwards.

The expected rate of increase in salares has been set at 3.8% for 2021 {2020 3 4%).

For the UK Group plan. the mortality base table assumptions have been updated and are derwved from the SAPS $3 for males and fernalcs,

adjusted to reflect the observed expenience of tne plan, with CMI model improvement factors. A 1 5% long-term rate improvemen: on the

CMI 2020 model 1s appled for both males and fernales. The analysis of experience, and standard tables, do not reflect the iImpact of

the ongoing COYID-19 panaemic, the ultmaie .mpact of which remains uncertain, !

For the US plans, the mortalty table (Pr - 201 2) and 2021 improvemeant scale (MP - 2021} with generational projection far male ana female
annutants has been adopted

Using the above tables, the remaining average Iife expectancy in years of a persioner reliring at age 65 on the balance sheet date for the
UK Group plan and US plans 1s as foilows:

X us .
Al gures ni yeas B 021 0 =zt
Male 22.6 24.0 205 204
Fermale 24.8 243 22.5 224

The remaining average life expectancy in years of & pensioner retiring at age 65, 20 years afier the balance sheer date, for the UK and US
Group piars is as follows:

UK 7 us
Allfizures ~ ears o 2021 . jl_ - 2021 2020
Male 24,2 25.6 22.0 21.9
Female 26.5 261 239 23.8

Althougn the Greup anuopaies that plan surpluses will be unhised during the life of the pian to address member benefits, tne Group
recogmses s pension surplas in full in respect of the UK Group plan on the basis that 1t 1s managerrent's judgement that tnere are no
substantive restrictions on the return of residual plan assess - the event of 3 winding Lp of the plan after all member oblgations have
been met
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information

The amoLnts recognised in the income statemerit are as follows

2021
T Defined ’ -
UK Group benefft Defined
APy m £ rulhiors plan other Sub-tatal  contribution PRMB Total
Carrent service Cost 17 2 19 37 - 56
Past service cost - - - - - -
Curtallments - - - - - -
Administration expenses 6 - 6 - - 6
Total operating expense 23 2 25 37 - 62
INteres: on plan assets (55) (2) (57) - - (57)
Interest on plan liabilities 49 3 52 - 1 53
Net finance (income)/expense {6) 1 (5) - 1 {4)
Net income statement charge _ 17 3 20 37 1 58
o 2770
i Defined
JRTroap nenett et ned
AllfgLrosind m llons plar crer Saretnal o arsn SRME Towst
Current service cost 6 2 8 47 - 55
Past service cost 1 - 1 - - 1
Curtadments - n () - - n
Administration experises 5 - 5 - - 5
Total operating expense 12 1 13 47 - 60
Interest on plan assets (66) 3 (69) - - (59
Interest on pian habilites 57 5 62 - 1 63
Net finance (income)/expense (9 2 (7 - 1 =)
Net income statement charge 3 3 5 47 1 54
The amounts recognised in the balance sheet are as follows
’ 0 2021 . o0
Other O e -
UK Group  Other funded unfunded U< Group Other funded urfu~ded
All figures i £ rullions plan plans plans Total plan Elans plans Toral
Fair value of plan assels 4,125 120 - 4,245 3,588 19 - 3,707
Present value of defined
benefit obhigation (3,588) {123} (20) (3.731) (3.178) {135} (21) (2.334)
Net pension asset/{liability) 537 (3) (20) 514 410 (16 (21) 373
Other post-retrement medical
benefit obligaucn (34) (39)
Other pension accruals (%) &)
Net retirement benefit asset 471 325
Analysed as:
Retirement benefit asscts 537 410
Retirement benefit obligations (66) (85}
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The following gains/Alosses) have been recognised in other comprehensive income:

MINELIES 1T £ mullicrs

2021 coie
Amounts recognised lor defined benefit plans 145 (24}
Amounts recogrised for post-retrement medical benefit plans 4 1
Total recognised in year ) 149 (23)
The farr value of plan assets comprises the following
o - 2021 ' 2020
__UK Group Other - Un Group - Crher
Allfignres Mgy plan  funded plans Tatal nlan “andec plans “atal
Insurance 35 - 35 42 - 42
Equities 7 12 1 1 2
Fixed Interest secarties 7 2 9 5 1
Property 5 - 5 5 -
Pooled asset invesiment funds 30 - 30 34 - 34
Other 9 - 9 I - At

The plan assets do not include any of the Group's own financial mstrurnents, ar any property cccupled oy the Group The table below further
disaggrepates ihe plan assets 1Mo those assets which have a quoted markel price 1N an active market anG those that de nov

2021 ol
- Quo;ed Na qume: ) Qw[egj Ne cuated
Al fgiresic g market price market price TSIREL ) 8 il ET 07 CF
Insurance 35 - 42 -
Equities 11 1 - 2
Fixed-interes; securiues 9 - 6 )
Property - 5 - 5
Pooled asset investment funds 30 - 34 -
Other _ B .
Total ) 85 15 52 18
The liguidity profile of the UK Group plan assets is as follows’
Al figures m g ' 2021 2020
Liquid - call <1 month 51 39
Less lguid - call 1-3 months - -
llhguid - call >3 months 49 61
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information continued

Changes in the values of plan assets and habilities of the rearement benefil plans are as follows

2021 2000
UK Group Other K Croun Other N

Al Ty, _res n s e hors, plan plans Total pler platis Tzl
Fair value of plan assets
Operning fair value of plan assets 3,588 119 3,707 3.34° 120 3,461
Recognion of Maney Purchase assets 513 - 513 - - -
Exchange differences - 2 2 - &) (3)
Interest on plan assers 55 2 57 a6 3 69
Return on plan assets excluding interest Fal 6 77 297 8 305
Contribuiions by employer 14 1 15 3 5 8
Bene‘its paid (123) (10} (133) (119} (i4) {133)
Contribuuons by empioyees 7 7 - - -
Closing fair value of plan assets 4,125 120 4,245 3.588 113 3,707
Present value of defined benefit obligation
Opening defined benefit abligation (3,178) (156) {3,334} (2912) (157} {3,069)
Recognit on of Money Purchase labilines {513) - (513) - - -
Exchange differences - (1) m - 3 3
Current service cost (17) 2} (19) (6) {2) (8)
Past service cost - - - (1) - (M
Curtaiments - - - - i 1
Acrinistration expenses (&) - (6) (5} - (S)
Interest en plan hisbilities (49) (3) (52) (57} (5) (62)
Actuarial {losses)/gains - experience {100) 3 (97) {18} (2) (20
Actuarial {losses)/gains - demographic (1 - (1) i 1 2
Actuarial gains/{losses) - financial 160 [} 166 {299) 11 (310
Contnbutons by employee 7 - {7) - 2 2
Benefits paid 123 10 133 118 14 133
Closing defined benefit obligation (3,588) (143) (3,731) (3,178) (156) (3,334}

From 1 January 2021, the Group has recogrised the assets and habilites for all members of the defined contribuuion secuon of tne UK Group
plan, accounting for the whole defined contnbution section as a defined benefit scheme under JAS 19 Employee Benefits’. The netimpact on
the balance sheet s £nil, however, the gross amounts of £513m can be seen in the table above. Subsequent movements to those assets angd
liabilities are included in the refevant lines in the table above.

The weighted average duration of the defined benefit obligation 's 16 years for the UK and seven years for the US,

Changes in the value of the US PRMB are as follows:

Albfigures e £ milhions

Opening defined benefit abhigaticn
Exchange differences

Interest on plan habilities

Actusrial gains - experience
Actuarial gains - demaographtc
Actuanal gains/{losses) - financial
Benefits pad

Closing defined henefit obligation

202
(39
m
m

(34)

2020
{43}
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Funding

The UK Group plan 1s self-adminisiered with the plan's assets being held irdependently of the Group in trust, The trustee of the UK Group
plan s required to act in the best interest of the plan’s beneficaries The mest recent triennial actuarial valuaton for funding purposes was
completed as at 1 January 2021 and this valuation revealed a technical provisions funding surplus of £160m The UK Group plan expects to
be able 1o provide benefits (in accordance wath the plan rulesywith a very low level of reliance on future funding from the Group

Assets of the UK Group plen are divided mto two elements matching sssets, which are assets that produce cash flows that can be expected
o match the cash flows for a propertion of the membership, and include a hability-driven investment mandate (UK bonds, Inierest rate/
INflanon swaps and orher dervative INSTrUMents), pensioner buy-in nsurance poboes, inflayosn-mked property and infrastructure, and
return-seeking assets, which are assels mvested with & longer-lerm honzon to generate the returns needed o provice the remairing
expected cash flows for the beneficiaries, and include diversified growth funds, property and alternative asset classes. The UK Group plan's
long-term investment strategy allocates 95% Lo maiching assels and 5% 1o return-seeking assets.

Foliowing the purchase aof buy-in policies with Legal & Generat and Aviva n 2017 and 2019, 95% of the U< Group plar's pensioner labilives
are now matched with buy-in policies These transfer signibicant longevity sk (o Avva and Legal & General, reducng the pension risks being
underwritten by the Group ang providing addtional securiy for members

Regular employer contributions to the UK Group plan in: respect of the defined benefit secuons are esnmated to be £3m for 2022

Sensitivities
The effect of 3 one percentage pointincrease and decrease in the d scount rate on Lne deflined benefit obhigauon and tne Lotal pension
expense 15 a5 follows:

2027

sl fgures s £ mullnes B % i =gse 1 Lr;-r:c:mas;
Effect:
{Decrease)/incregse in defined benefit obligator — UK Group plan {450) 616
{Decrease)increase in defined benefit obligator - US plan ) 9 11
The effect of members Irnang one year more or are year less on the defined benefit obligarion is as follows:
- 2521
e year
allngures = £ 7l prs apireass
Effect:
Increase/{cecrease) in defined penefit obligation - UK Group plan 107 (108)
Increase/{0ecrease) in <defmec‘ benefr: abligaton - US plan 4 {3)
The effect of g half percentage pomt increase and decrease in the inflation rate 15 as follows
i _ 2021
Allf gures - £ vl grs L% nor2age 059 gecrease
Effect:
Increase/{decrease) in defined benefit obligztior - UK Croup plan 142 (141)
Increasel{decrease) in defined benefit obligauor - US plan - -

The above sersitvity analyses are based on a change r an assumpuon while hold:ng all orher assurptions constant, although in practice ths
s urilikely [0 occur and charges in some assumplons may e correlates. When calculating these sensivities, the same methad has been
appled tc calculzte the defined benefit obligauon as has been applec when calcuiating the isbility recogrised in the balsnce sheet This
methodology is the same as prior periods.
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26. Share-based payments
The Group recognised tha ollowing charges in the income slatement in resper! of its equity-settled snare-based payment plans’

Aligsras i £ et ons 2021 2070

Pearson plans 28 29

The Greup operates the following equity-settlec employee optior and share plans

Worldwige Sgve for Shares Plar - Since 1994, the Group has operated a Save-As-You-Earn plan for UK ernployees. In 1998, the Group
ntroduced a Worldwide Save for Shares Plar Under these plans, employees can save a portion of their monthiy salary over periods of three
or five years At the end of this period, the employece has the option to purchase ordinary shares wirh the accumulated funds at a purchase
price equal 1o 804 of the market price prevailing at the ume of the commencement of the employee’s participation in the plan, Oplions that
are not exerused within six months of the end of the savings period lapse unconditionally.

Employee Stock Purchase Plan - 1= 2000, the Group established an Employee Stock Purchase Plan whnich allows all employees in the US to
save 3 portion of their monthly salary over six-month periods. At the end of the period, the employee has the option to purchase American
Depositary Receipts (ADRs) with their accumulated funds at 3 purchase price equal 12 85% of the lower of the marketl prices prevailing at the
beginmng ar end of the period.

Long-Term Incentive Plan — The plan was first intraducad in 2001 ana frem tire to nme the plan rules are renewed The plan consists of
restricted shares The vesting of restricted shares 1s normally dependent on conunuing service over a three to five-year period, and in the
case of Executive Directors and senior management upon the satsfaction of corporate perforrmance targets over a three-year period These
argets may be based on market and/or non-market performance criteria. Restricted shares awarded to Executive Directors in May 2021 and
May 2020 vest dependent on relative total shareholder returr, return on invested capital and adjusted earnings per share growth. These
awards are ir addiuon to the 2020 one-off co-investment award for the Chief Executive, vesting 'n three equal tranches based on market ard
non-market performance criteria. The applicable market condition for the vesiing of the finat tranche is on total shareholder return. Other
restrictec shares awarded 1in 2021 and 2020 generally vest depending on continuing service over periods of up to three years

Management Incentrze Plan - The plan was introduced 1in 2017 combining the Group's Annual Incentive Plan and Long-Term incentive Plan
for senior management The number of shares 1o be granted tc participants 1s depencent on Grougp performance in the calendar year
nreceding the date of grant {on the same hasis as the Anrual Incentive Plan) Subsequently, the shares vest dependent on continuing service
over a three-year pertod, and additionally, in the case of the Pearson Executive Management team, upon sausfaction of non-market based
performance trteria as determined by the Remuneration Comrmttee. Restricted shares awarded as part of the 2020 Management Incentive
Plar were granted in April 2021, In 2021 this scheme has been replaced by the Long-Term Incenuve Plan for semor management.

The following shares were granted under restricted share arrangements’

2021 222

Number of Weighted average “ymper of Welg el averdfie

shares fair value SRavES 31 value

000s £ s 3

Long-Term Incentive Plan 6,394 7.27 5598 494
Management Incentive Plan o 630 7.7 696 529

The fair value of shares granted under the Long-Term incentive Plan and the Management Incentive Plan that vest uncandmionaily 1s
determined using the share price at the date of grant. The number of shares expected (o vest is adjusted, based on historical experience,
o account for potential forfeirures. Parucipants under the plans are enttled to dividends during tme vesong penod and therefore the share
price 15 not discounted.

Restricted shares with a market performance condition were valued by an independent actuary using @ Monte Carlo model. Restricted
shares with a non-market performance conditon were fair valued based on the share price at the date of grant. Non-market performance
condiuons are takeninto consideratior by adiusung the number of shares expected to vest based on the most likely outcome of the relevant
performance crileria.
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27. Share capital and share premium

Number ot Srare Share

ECINTS “avital preTart

JCCs imr fro

At Jancary 2020 782,099 195 2614
Issue of ordinary shares - share option schermies 1236 - 6
Purchase of own shares (20.077) {7} -
At 31 Decernber 2020 753,258 138 2,620
Issue of ordinary shares - share option schemes 3.544 1 &
Purchase of own shares - - -
At 31 December 2021 756,802 189 2,626

The ordinary shares have a par value of 25p per share (2020: 25p per share). All 1ssued shares are fully paid. All sharehalders are enttled to
receve dvidends and vote at general meetings of the company All shares have the same rights

On 24 Tebruary 7022, the Board approved a £350m share buyback progiamme in order to retrn capital (o sharehelders The programme
will commence in 2022, The shares bought back will be cancelled ana the nominzl value of the shares will pe transferred to the capital
redemption reserve. In 2020, sppraximately 30m shares were bought back ard cancelled at g cost of £176m. The raminal value of those
shares, £7m was transferred (o (he capial redemption reserve.

The Group manages its capital tc ensure that entities in the Graup will be able 1o continue as a going concern while maximising the resurn
1o shareholders through the optimisation of the debt anc equity balance

The capital structure of the Group consists of debt (see ncte 18), cash and cash ecuvalents (see note 17) and equity atnbuiable to equity
holders of the parent, comprising issued caprtal, reserves and relainee earnings

The Group reviews its capital structure on a regular basis and will balance its overzli capital structure thraugh payments of dividends,
new share issues as well as the 1ssue of new gebt or the redemption of existing debt in Iine wath the finargial risk policies outlined in note 19

28. Treasury shares

i ber o
skarng
000s £
AU January 2020 3,258 24
Purchase of treasury shares 1,105 o
Release of treasury shares (2.460) (23}
At 31 December 2020 903 7
Purchase of treasury shares 2,158 16
Newly issued treasury shares 2,500 1
Release of treasury shares (3,990) (12)
At 31 December 2021 1,571 12

The Groug bolds Pearson plc shares in trust (o savsfy its obligauions under its restrnicted share plans {(see note 26} These shares. representing
0 2% (2020: C %} of callec-up share capital, are rreated 2s treasury shares for accounting purposes and have a par value of 25p per share

The nominal value of Pearsor pic treasury shares amourts to £0 4m {2020 £0 2m) Dridenes an freasury shares are waived.

AL 37 December 2021, the market value of Pearson plc treasdry shares was £10m (2020: £6m).
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29. Other comprehensive income

2021
Attr@l.!tabl.ewtﬂui;);_halders :ifth-a--com;{.al Non-
Fair value Translation Retained controlling
allfigyrosind o llors reserve reserve earnings Total interest Totat
ltems that may be reclassified to the income statement
Net exchange differences on translaticn of foreign operations - (6) - (6} - (6}
Currency translation adjustment disposed - 4 - 4 - 4
rtributable rax - - 10 10 - 10
Items that are not reclassified to the income statement
Falr value garn on other financial assets 24 - - 24 - 24
Attributable tax - - (3) 3 - (3)
Remeasurermnent of retirement bene’it cbiigations - - 148 149 - 149
Allributable Lax - - (61) (61) - 61
Other comprehensive income/{expense) for the year 24 {2 95 17 - 117
o 2020
- i 77 o JLanic EOUT nnldzrs ot e SEMpATY an -
Faial= or Retaned Consolir g
Al figaresin £ milhors ey TR0 vE £dr 18y Tatal et est Tatdd
Items that may be reclassified to the income statement
Net exchange diferences on translation of foreign operations - (109) - (109) - (iCY)
Currency translation adiustment disposed - {70) - (70} - (70)
Attributable tax _ _ (i3 E B (13)
Items that are not reclassified to the income statement
Fair value gain on other financal assets 14 - - 14 - 14
Attributable tax - - (6) (6) - (6)
Remeasurement of retirement benefit obligations - - (23) (23) - (23}
Attributable tax - - 2 2 - 2
Other comprehensive income/(expense) for the year 14 179} 4 (205) - {205)
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30. Business combinations

in Seprember 2021, Pearsan completed the acquisiion of 100% of the share capital of Feethm Holdings Pry Limited {Faethm), hawing already
held 5% of the share capital previously. Faethm uses artificial irtelligence and analytics services to help governments, companies and workers
understand the dynamic forces shaping the labour market Faethm will be part of the Workforce Skills division The total consideration for the
tranmsaction was £65m, whichincluged £10m of conungent consideraton which 1s paysble after two years, dependent upon meetng ¢ertan
earnings targets The conungent considerauon has been valued at the net present value of the Groug's best estimare of the amount that vall
be payable

In addimion, the Group made two addrional acguistions of subsidiaries for roral consideration of £1 1 In both cases, the Group acquired
100% cf the share capital of the respecuve entities. Opinion Interactive LLC (also known as Spodight Education) was acquired in February
2021, MZ Development Inc was acquired in July 2021, Both wili be part of the Assessment & Qualifications divisiorn.

The Group also made addiional investments In associates, which are detailed in nate 12, and are not included below.

Details of the fair values of the assets end hebilities recogmised at the acquisivon date and the related consideration is shown in the table
below. The fair values of Faethm's net assets are provisional at this stage as managerent are finalsing ther revew of the asset valuarions
The provisional goodwill arising from the acquismion of Faethm represents assets and benefits that cannor be separately recognised. The
goodwill 1s nar deductble for tax purposes and at the acgquisition date there were no matenal contngent liabilines.

There were no sigrificant acquisitions in 2020

2021 zox 2021 2oz

Al fgures ni mllors Faethm Other Tatal el
Intangible assets 21 6 27 -
Deferred tax asset 11 - 11 -
Trade and ather recervables 1 1 2 -
ash 4 - 4 -
Trade and other liabilties (4) m (5 -
Deferred tax habilives (8) - (6) -
Net assets acquired 27 6 33 -
Goodwill 38 5 43 -
Total ] 65 11 76 -
Satisfied by:

Cash consigeration 49 S 54 -
Conungent consideration 10 6 16 -
Fair value of cxisting investment 6 - 6 -
Total consideration 65 11 76 -

Fasthm generated revenues of £1m &nd a loss before tax of £1m for the perod from the acquisition date 1o 31 December 2021 If the
acquisiion had occurred on 1 January 2021, the Group's revenue and profir befare tax for the year ended 31 Decerrber 2021 would not have
been materially different Total acquisiticn-relatec costs relaling ta tne three transact ons of £2m were recognised within olner net gams and
losses, in the consclidated income statement, all of wh.ch was recognised in the year ended 31 December 2021, and are excluded from
adjustec operaung profit.

The net cash outflows related to the acgu sinons are set out 'n the table bejow 1N addition to the current year acquisitons, the cther net cash
cutflows on acquisition of subsidianes in 2021 &rd 2020 relate to deferrea payments for pror year acquisitons.

2071 2021 2021
Afl “igures w7 llons Faethm Other Total Tzl
Cash flow on acquisitions
Cash - current year acquisitions (49) (5) (54) -
Cash and cash eguivalenis accuired A - 4 -
Deferred payments for prior year acquisiions and other items - (4} (4} (6)
Acquisinon costs paid m - (1) -
Net cash cutflow (46) %) {55} €
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31. Disposals and business closures
The Group completec wwa significant disposals in 20271 and one in 2020. None o Lhe disposals met the criteria 1o be considered a
discontinued operation an the basis that they did not represent major lines of business or geographical areas of operations.

In February 2027, the Group completed the salc of its interests in the Pearson Institute of Higher Education (PIHE) in South Africa resulting in
a pre-tax loss of £5m

tn October 2021, the sale of the Group's mterests .1 K12 Sistermas in Brazil was also completed for considerannn of £108 million, resclung in a
gain on sale of £8411.

There were no other business disposals in 2021 and additional lesses of L14m relate 1o other disposal costs including costs refated o the
wind-down of certain businesses under strategic review

In Apri 2020, the Group completed the sale of the remain'ng 25% interest in Penguin Random House resulting in a pre-tax profit of £180m.
There were na other material disposals in 202C. Deferred proceeds relating 1o the K12 sale were receved in 2021 and 2020 (see note 74)

The table below shows a summary of the assets and liabilitics disposed of:

Allfigir2s S mihgrs Nrtas 2621 2020

Disposal of subsidiaries and associates

Intangible assets (3 -
Property, plant and egqupment {48) -
[Myestments In joint ventures a1d associates - 418)
Intangble assets - product development (6) -
Irventories (2) -
Trade and other recervatles (6) -
Cash and cash eguralents (exduding overdraits) (24) -
Prowisions for other habilities anc charges 3 -
Trade and other habilities 4 -
Financial habilines - borrowings 67 -
Curmnulative currency translation agjustment 29 (4) 70
Net assets disposed (19) (318)
Cash proceeds 108 531
Costs of disposal (24) 1
Gain on disposai 65 184
Alhguresiny mllions - T 2021 2000
Cash flow from disposals

Proceeds - current year disposals 108 531
Proceeds - prior year disposals 16 105
Cash and cash equ.valents disposed (24) E
Costs and other disposal lLabiliues paid (17} (5)
Net cash inflow 83 631
Analysed as:

Cash inflaw from sale of subsidiaries 83 100
Cash inflow from disposal of joint ventures and associates - 531
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32. Held for sale

Following the announcemeni of the sale of the Group's interests In K12 Sistemas (included wathin the Strateglc Review segment) i March
2021, the business was classified as held for sale unul the disposal campleted in October 2021 At 31 December 2021, only one property,
which 1s expected 1o be disposed of In 2022, was classified as held for sale The busingsses that are incluned in the Strategic Review segment
aid not meet the critaria for classification as held for sale as at 31 Decermber 2021 on the basis that the Group was not sufficiertly advanced
in the sales process as at 31 December 2021 far the sale 1o be considered highly probable.

The held for sale assets and liabilities in 2020 are the Group's interests in the Pearson Institute of Higher Education in South Africa, which was

completed on 5 February 20217,

The held for sale balances are analysed as follows:

Allfgures ni g rrulbors
Non-current assets

Property, plant and equinment
Current assets

Trade ard other recevables
Cash and cash cguivalents

Assets classified as held for sale

Non-current liabilities
Financial hiabilities - borrowings

Current liabilities
Trade and other liabliues

Finanaial liabiities - borrowings

Liabilities classified as held for sale

Net assets/(liabilities) classified as held for sale

Total Tatal
7 48
7 48
- &
- 19
- 25
7 73
- (66)
- (66}
- (5
- (3
- 18
- (74
7 {1
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33. Cash generated from operations

Alfrgures i Lol one

Profrt

Adjustments for;

income 1ax

Depreciauion and impairment of property, plant and equipment
Amearnsannn and impairment of acguired intangibles and goudwall
Amarusation and mparment of software

Net finance costs

Share of results of joirt ventures and associates

Profit on disposal of subsidiaries, assodiates, investments and fixed assets
Cther net gains and lasses

Net profit on disposal of right-of-use assets induding transfers to investment in finance lease
receivable

Net foreign exchange adjustment from transactions
Share-gased payment cosis

Product development assets

Inventories

Trade and other recewvables

Trade and other ligkilities

Retirement benefit obligations

Provisions for other liabilities and charges

Net cash generated from operations

Dividends from joint ventures and associstes

Purchase of property, plant and equipment

Addiuon of rew nght-of-use lease assets
Purchase of intangible assets

Net disposal of right-of-use lease assets including translers to/fram investmentin inance lease
recevable

Net costs paid for major restructuring

Operating cash flow

Cperatng tax pad

Net operating finance costs paid

Operating free cash flow

Non-operatng tax (paid)/receved

Net costs paid for major restructuring

Free cash flow

Dividends paid (including to non-contraling interests)

Net movement of funds from operations
Acguisitions and dispasals

Disposal of lease habilities

Loans repaid

New equity

Buyback of equity

Purchase of treasury shares

Other movernents on finanaal Instruments

Net movement of funds

Exchange movements on net gdebt

Movement in net debt

Opening net debt

Closing net debt

10
I
N

H

12

26

{1}
(61}

28
(6}

22
an

37

14
570

(64)
(30)
(112)

24
388
(60)
(54)
274
{117)
(24)
133
(149)
(16)
62
67

{16

20
123

(10)
113
(463)
(350)

2022
310

125

112

[0
b

@
L

315
{10
50

255
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Nel cash generated from operauons 1s transiatec at an exchange rate approximating the rate at the date of cash flow. The diffeence
berween this rate and the average rate used 10 Uansiate prefic gives risc o a currency adjustment in the reconaliation between net profit and
net cash generated from operations. This adjustment reflects the uming difference between recognition of profit and the refated cash

recelpts or payments.

Operating cash flow, operaung free cash llow and total free cash flow are non-GAAP (nor-statutory measures and have been disclosed and
reconaled in the above table as they are commonly used by investors to measure the cash performance of the Group In the cash flow

statement, proceeds from sale of property, plant and equipment comprise’

Al fgures = £ millions

Net book amount

Loss on sale of property, plant and equipment

Proceeds from sale of property, plant and equipment

Allfgures o F milhars 2020

Financial liabilities

Non-current borrowings 5458
Current borrowings 248
Total 1780

2021 2320
4 2
4 (Zt
wfer from - ; Far solag o
Snang hg €£2sn and rres
Ao TICHET SRS Z0E0
(36) (160) - 3 (20 1,245
[(}] 160 (255) 4) 9 157
37 I ) N ) ) 1,402

Non-current borrowings include bonds, derivative financal mstruments and leases. Current porrowings include loans repayable within one
year, dertvative finanaal mstruments and leases, but exclude overdrafis dassified vathin cash and Lash equivalents

34. Contingencies and commitments

B Key Judgements

- The application of tax legislation in relation 1o provisions
for uncertain tax positions.

Key areas of estimanon

- The level of provisions required in relation to uncertain
tax positions is complex and each matter s separately
assessed. The estimation of future settlement amounts I1s
based on a number of factors including the status of the
unresolved matter, clarity of legisiation, range of possible
outcomes and the statute of limitatons.

There are contingent Group habilines that anse in the normal
course of business in respect of Indemniues, warranties and
guarantees In relauon (o former subsidiaries and In respect of
guarantees in relat:on lo sutsidiaries, joint ventures and assoc'ales
in addiuon, there are conungent habilities of the Group in respect of
unsettied or disputed tax Labilities, legal claims, contract disputes
royalties, copynght fees, permissions and other rights None of
these clams are expected (o result in a matenal gain or loss 1o the
Graup

On 25 April 2019, the European Commission published! the full
decision that the United Kimgdom controlled foreign company
group financing partial exerption {FCPE} partally consttutes State
Aid The Group has lodged an appeal. The Group has benefited
from the FCPE 1n 2018 and prior years by approximately £*16m

{which does not include any addivonal interest that would be due if
the appeal Is lost. 1n February 2021, the Group receved Charging
Nouces requinng s payment on account of matenally all of the
alieged State Aid 1o be made Payments totalling £105m
{comprising tax and interest) were made durning 2021 and the
Group expects o recover the funds in due course The Group
contnues 1o be of the view thal no pravision is required 1IN respect
of this issue

The Group Is under assessment from the tax authorities in Brazil
challenging the deduction for tax purposes of goodwill amorusauon
for the years 2012 tc 2017 Similar assessments may be raised far
other years Potenual otal exposure {including possible interest
and penalties) could be up to 8RL 1.079m (£143m) up o 31
Decemter 2021, with additcnal potential exposure of BRL 98m
{£13m;) in relation ta deductions expected to be taken in future
periods. Such assessments are commor in Brazil. The Group
believes that the likelihood that the tax authorities will ulumarely
prevall's low and that the Group’s posimion 1s strang, AL present, the
Group believes o provision Is required

A the balance sheet date there were no commitments for capital

expenditure cantracied for but not yetincurred Commitments in
respect of leases are shown in note 35,
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35. Leases

The Group's lease portfolia consists of approximaiely 730 property leases, mainly offices and test centres, together with a number of vehicle
and eguipment leases. “he Group has elected not tc recognise right-of-use assets and lease labilizies 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 payrments assooated with these leases as an
expense on a straight-line basis over the lease term.

As 3 |essee:

Tne amoun;s recngniser in the inreme starement are as Tollows:

Alfgores g ir lors o o - Nore 021 000
Interest on lease habilties (27) 41
Expenses relatng to short-term leases - (m
Deprecation of right-of-use assets 10 (49) {68)
Impairment of nght-of-use assets o 10 {119) A

Lease labilities are included wirnin financiat labilites - borrowangs in the balance sheet, see note 18 The maturmes of the Group's lease
liabilities are as follows

All hguresinf mellors i 2021 2520
Less than one year 92 700
One to five years 318 333
More than five years 394 441
Total undiscounted lease liabilities 804 874
Lease liabilities included in the balance sheet €633 683
Analysed as

Current 68 73
Nan-current - 565 610

In addition 10 1he above, there are current lease habilities of £r (2020: £3m) anc non-current lease halhines of £nil (2020 £66m} classified as
held for sale (sec note 329.

The amounts recognised in the cash flow statement are as follows:

Al hgues i £ millio-s 2021 2523

Total cash outllow for leases as a lessee B 115 133

At the palance sheet date commitments for capital leases contracted for but not yet incurred were £3m (2020: £3m). Extension and
termination options and venable {ease paymenis are not significant within the lease portfolio, Short-ierm leases o which the Group 1s
committed at the balance sheet date are similar to the portfolio of short-term leases to which the short-term lease expense 1s disclosed
above.

As a lessor:
in the event that the Group has excess capacity in its leased offices and warehouses, the Group subleases some of its properties under

operatng and finance leases

The amounts recagnised in the income statement are as follows:

Al figares i £ mill ons 2021 2020
Interest on lease recevables 6 9
Income from subleasing right-of-use assets (within other mcome) 2

The amounts recogrnised in the cash flow statement are as follows:

All figures i £ rllinas 2021 2525

Total cash inflow for leases as a lessor 27 50
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The fallowing table sets out the maturity analys:s of lease payments receivable for subleases classifed as operating leases, showng the
undiscodnied lease payments 1o be recewved after the reparting date, and subleases classified as finance leases showing the undiscounted
lease payments to be receved after the repori:ng date and the net investment in the finance lease receivable. During the year the investment
m finance lease receivable decreased by £15m (2020 decreased £66m), prirarily due to payments receved.

Operating Finance 2021 iy

All igures ¢ [ enllars leases leases Total Tostal

Less than one year 1 20 21 24 '
One 1o two years - 18 18 24

Two ta three years 1 19 20 18

Three to four years 2 19 21 18 .
Four 1o five years 1 19 20 18

More than five years 2 39 M 56

Total undiscounted lease payments recevaple 7 134 141 158

Unearned finsnce income (19)

Net mvestment in firance lease recowable ) i 115

36. Related party transactions

Joint ventures and associates

In 2021, the Group acquircd a 40% interestin Academy of Pop and 1s accounting for the mvestment as an assocate. At 31 December 2021,
re Group had a current hanilty payable 16 Acacermy of Pop ot £7m which refaies 1o the Group's imitial capital contribution that has not yet
been paid This balance s expected to be paid in the first half of 2022.

I 2020, the Group disposed of its interests in Penguin Random House and therefare Penguin Random House 15 no longer o related party
Prigr to the completion of the sale of Penguin Random House, the Group recaved cividends of £1m and repaid ioans to Penguin Random
House at the point of disposal |

Key management personnel

Key management persannel are deermed 10 be the members of the Pearsan Executive Management team (see pages 80-81), It s this
commirtee which had responsibificy for planming, direcuing and controllng the act~ates of the Group in 2021, Key management personnel
compensation s disclosed below

Al faures r £ millors 2021 2.0
Short-term employee benefits 6 [
Retirement benefits 1 1
Share-based payment costs 8 6
Total A 15 13

There were no other material related party ransactions. No guarantees have been proviged to related parues.

37. Events after the balance sheet date

Or 28 January 2022, the Group acguired 100% of the share capital in Credly Inc, having prewmously held a 19.9% interest in the company.
Teotal consideration is ¢5200m compnsing upfront cash consideration of €3142m, Fearsan's existing interest valued at c$<2m and c¢$16m cf
oeferred consideration. Net assets accuired will mainly comprise of acguired intangible asseis The full accusition accourting disclosures
have not been provided as the valuaton of acquired intangibles has not yet been completed.

in January 2022, the Grouo recewed $117mn relauor 1o full and final payment of the rermairing recevable balance which arcse on the
disposal of the US K-12 business in 2049

In February 2022, the Group renegotiated s revolvng credit facility, extending the matunty of $18 of the facliy by ore year 1o 2026.

On 24 February 2022, the Board approved a £350m share buyback programme in order 1o return capital to sharenolders The programme
wall ¢ rmimence i 2022
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38. Accounts and audit exemptions

The Pearson plc subsidiary companies listed below are exempt from the requirements of the Companies Act 2006 relaling 1o the audit of

individual financial statements by virtue of secton 4 /94,

Aldwych Finance Limitec

Cdexcel Limned

Education Developmert International plc
Lorgman Group (Overseas Holdings) Limited
Major123 Limited

Fearson Australia Fnance Unhmited
Pearson Books Limited

Pearson Brazil Finance cimited

Pesrson Canada Fimance Unlimited
Pearson Deilar Finance plec

Pearson Dollar Finance Two Lim.ted
Pearsor Education Holdings Limited
Pearson cducation Investments Lirmited
Pearson Fducation ! imited

Pearson Funamg Four Limited

Pearson International Finance Limited
Pearson Loan Finance No. 3 Lirmired

Tom0any m.Lmrone

04720435
04406750
03914787
00690236
05333023
05578463
02512075
08548874
05578491
065711013
06507766
00270855
08£44933
00872828
075970204
02496206
05052661

Pearson _oar Finance No. 4 Limited
Pearson Loan Finance No 5 Lirnited
Pearson Lozn Finance Nao. 6 Limited
Pearson Loan Finance Unlimited

Pearson Management Serv.ices Limited
Pearson Overseas Hoidings Limited
Pearson Pension Trustee Services Limited
Pearscn Professional Assessmerts Limited
Pearson Strand Limited

Pearscr Real Estate Holdings Limized
Fearson Services Limited

Pearson Shared Services Limited
Pearson Strand Finance Lim ted

PYNT Lirmited

TQ Catalis Limited

TQ Clapharm Limitec

TQ Global Limited

Car pany nomoer
02635107
2017352
12030662
5144467
00096263
00145205
10803853
04904325
08561316
09768242
01341060
04623186
11091691
0B038068
07307943
07307925
07822458
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Company balance sheet

As at 3% December 2021

Al foures il mubho s

Assets

Non-current assets

Irvestments 1N subsidiaries

Amouets due from subsidianes

Deferred incorme tax assets

Financial assets - derwvative financal instruments

Current assets

Amounts due from subisidiaries

Current iNCoOmMe 1ax assets

Cash and cash eguivalents (excluding overdrafs)
Financial assets - genvative fimancal instruments

Other assets

Total assets

Liabilities

Non-current liabilities

Amaunts due to subsidianies

Financial labiines - gervative "nancial instruments

Current liabilities
Amounts due ro subsidiares
Othier habihtes

Firancial haoilties - derwvative fimanc.al instrumerts

Total liabilities

Net assets

Equity

Share capitsl

Share prermiumm

Treasury shares

Caprtal redemptior reserve

Special reserve

Retained earn ngs - including praofit for the year of £27m {2020 loss of £35rm)
Total equity attributable to equity holders of the company

[

2021

6,632
2,387
27
30
9,076

548

310

869
9,945

(3,605)
(30)
(3,635)

(1,853)
(1)
4)
(1,858)
{5,493)
4,452

189
2,626
(12)
18
447
1,184
4,452

5,619
2,164
i
45
8.839

676
18
541

£104)
(40)
{4.744)

1.290
£.556

These financial statements have beer approvec “or 1ssue by t1e Board of Directers on & March 2022 and signec on s bekal® by

Sally Johnson
Chief Financial Officer
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Financial statements

Company statement of changes in equity

Year ended 31 Decemnber 2021

Egury ainibuable so cgu ly hoiders of Lhe cempary

share =nare Mr:;,pwcr,: Sper el Reta ned
Altng .resin £ e llons Lan tal premrm Tredslty, shdres FesErve [ £aTIINES Tl
ALT January 2027 188 2,620 (7) 18 447 1,290 4,556
Profit for the year - - - - - 27 27
Equity-settled transacuons - - - - - 28 78
lssue of ordinary shares under share opt.on
schemes’ 1 6 n - - - 6
Purchase of ireasury shares - - (16) - - - (16)
Release ol treasury shares - - 12 - - (12) -
Divicends - - - - - (149) (149)
At 31 Decemnber 2021 189 2,626 {12) 18 447 1,184 4452
£qaty artabarable 0 eou Ty hoiders 271 the corapany
S pa N
Srare zna e reOerINGn Rela ned
Al figaresin £ m llors caoial oremum Treases, shares [Iatp CHTIIES T3zl
ALT January 2020 195 2614 21 h 1,656 4,844
Loss for the year - - - - - {95) {95)
Egquity-settled transactions - - - - - 29 24
Issue of ordinary shares under skare option
schemes’ - & - - - - &
Buyback of equity (7} E - 7 - (176) (176)
Purchase of treasury shares - - 6] - - - (&)
Release of treasury shares - - 73 - - 23 -
Transfer of contnbutions from subsidiaries - - {45) - - 45 -
Dwidends - - - - - (146) {(14g)
At 31 December 2020 88 2,620 (7) i8 A7 1,290 4,556

The capital redemption reserve reflects the nominal velue of shares cancellec in the Group's share buyback programme. The special reserve

represents the cumulative effect of cancellation of the company's share premium account.

. Full details of the share-based payment plans are disclosed 1 note 2€ 10 the consclicated * nancal siztements
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Company cash flow statement

Year ended 31 December 2021

AllT pures © £ = nors

Cash flows from operating activities

Net profit/lloss)

Adjustments for:

INcome tax

Net finance costs

Share-based payment costs

Amounts due loyrom subsicharies

Net cash {used in)/generated from operations
Interest paid

Tax receved

Net cash generated from/{used in) operating activities
Cash flows from investing activities

Loans repaid by related parues

Net cash generated from investing activities

Cash flows from financing activities

Proceeds fromssue of ordingry shares

Buyback of equity

Purckase of treasury shares

Repayment of borrowngs

Dividends paid to comgany's shareholders

MNet cash used in financing activities

Effects of exchange rate changes on cash and cash ecurvalents
Net (decrease)/increase in cash and cash equivalents
Cash and cash eguivalents at beginning of year

Cash and cash equivalents at end of year

Nates

2021

27

(9
41
28

(93)

(&

(66}

(72)

(1€}

(149)
(159)

(231)
541
310

(20
95
29
1,067
1.070
(56)
15
1029

48
48

(176
(63
(230)
(146
(552)
2,
523
18
541
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Financial statements

Notes to the company financial

statements

1. Accounting policies
The financial statements an pages 211-2271 comprise the separate
financial statements of Pearson plc

As permitted by section 408 of the Companies Act 2006, the
consolidated income slatement and statement of comprehensive
incorme have not been presented

The company has no employees (2020: nil}

Tke basis of preparation and accountng polices appled in the
preparaticn of these company financial staterents are the same
3z those set out In nole 13 Lo the consolidated financial statements
wirh the addit-on of the following:

Investments

Investiments N subsidiaries are stated al cost less provision for
impairment, with the exception of certain hedged investments thar
are held in a foreign currency ard revalued at each balance sheet
date.

2. Investments in subsidiaries

Lending wo/from subsidiaries 1s considered to be an operating
activity and eny movements are classified as rash flows from
operaung acuvities In the cash flow statement,

Amounts owed by subsidiaries

Amounts owed by subsidiaries gererally mature within frve years,
but can be called upon on short nouce, 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 non-current. The
company has assessed and concluded that these Inans will be futly
recovered Therefore credit losses are considered to be immaterial,

New accounting standards
No new standards were adopted in 2021,

A number of other new pronouncemerts are effecuve from 1

January 2021 but they do not have a material impact on the
company financial statements.

Alfizures in £ millans

At beginning of year
Currency revaluations
At end of year

2021 2025

6,619 €664
13 {(45)
6,632 6619

There were no impairments 1 2021 cr 2020.

The recoverability of investments s tested annually for impairment
in accordance with JAS 36 Impairment of Assets’ The carrying value
is compared 10 the assel’s recoverable amount which is generally
assessed on a vatue inuse basis. Significant estmaticn is required
to determine the recoverable ammount The value in use of the
assets Is calculated using a discounted cash flow methodology
using financial informauon related to the subsidiaries including cash
flow projectons in conjuncuon with the goodwill impairment
analysis performed by the Group. The key assumptions used in the
tash flow projecuons are discount rates, perpetuity growth rates,
forecast sales growth rates and forecast cperating profits. See

note 11 of the consolidated financial statements for further detalls,
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3. Financial risk management

The company’s financal instruments comprise amounts due 1o/
from subsidiary undertakings, cash and cash equivalents, dervative
financial instruments and current borrowings, Dervatve financal
nstruments are held at fair value, with all other inancial
instruments helg at smortised cost, wnich approximates fair value,
The rompanys approach 1o the management of financial risks s
consistent with the Group's treasury policy, as discussed 1IN note 19
to the consolidated financial staterments. The company believes the
value of its financial assets 1o be fully recoverable.

The carrying value of the company's financial Instruments s
exposed 10 movements in interest rates and loreign currency
exchange rates (primarnily US dollars). The company estimates that a
1% increase 1N interest rates would result in a £6m increase (2020:
£17m increase) in the carrying value of its financial instruments,
with 3 1% decrease ininterest rates resulling in a £6m decrease
{2020: £19m decrease) in therr carrying value The company also
estimates that a 10% strengthening in sterling would decrease the
cerrying value of its financial instruments by £117m (2020: £123m),
while 3 0% weakening in the value of sterling would increase the
carrying value by £139m (2020: £146m). These increases and
decreases In carrying value would be recorded through the income
starement. Sensitivties are calculated using estimation technigues
such as discounted cash flow and option valustion models, Where
maodelling an interest rate decrease of 1% led to negative interest
rates, these points on the yield curve were adjusted to 0%



The following table analyses the company's dervative assets and habilities inta relevant maturity groupings based on the remaining period
al the balance sheer date 1o the contractual metunty date. The amounts disclosed I the table are the contractual undiscounted cash flows

{including nterest} and as such may differ from the amounts disclosed on the balance sheet.

Analyses oy manar Ly

} Al Glyses oy norrency

Crearer Nan Larerthan
one manth amg year bus

ar.d lses than less 1han e yedrls
Al fgures n 2 milhons one L ear f e gpars or More Totzl Ush GEP Faer oA
At 31 December 2021
Rate dervatives - inflows (7) (331) o {338) )] (150} (179) (338)
Rate denvatives — outflows 12 339 4 355 203 150 2 3585
Fx forwards - inflows (148) - - {148) - [148) - (148)
FX forwards - outflows 148 - - 148 a0 - 58 148
Total 5 2 4 17 284 {148) (119) 17
Al 37 Decemnber 2020
Rate dervatives - infiows {186} {350 (1) {537, (12) [152) (373) {337)
Rate dervatives — outfiows 180 350 12 542 209 330 3 542
FX forwards - inflows 168) - - 68) - (68) B (68)
EX forwards - outflows £8 - - 68 26 - 32 68
Total (&) - i1 5 233 110 {338 5

All cash flow projections shown above are on an undiscounited
basis Any cash flows based on a floaung rate are calculated using
interest rales as sel at the date of the last rate reset. Where this is
not pessible, flosting rates are basec on interest rares prevalling at
31 December in the relevant year, All dervalve amounts are shown
gross, although the company et settles these amounts wherever
possible.

Fair value hedge accounting

A foreign currency expasure anses from foreign exchange
fluctuauons on translation of the company's tnvestments 1
subsidiaries denominated in USD .ntg GBP. The hedged risk is the
risk of changes in the GBP:USD spot rate that will result in changes
in the value of the USD investments when translated into GBP. The
hedged itemns are a portion of the compary's equity INvestment in
subsidianes denominsted in USD. The hedging instruments are a
portion of the company's iInfercompany ioans due from subsidiaries
which are denaminated n USD

it 15 expecred that the change tn value of cach of these tems will
mirror each other as there 15 a clear and direct economic

4. Cash and cash equivalents (excluding cverdrafts)

relationship between the hedge and the hedged rem in the hedge
relatonshp The hedge ratio 1s 100% Hedge ineffectiveness would
anise If the value of the hedged items fell betow the value af the
hedging instruments. however, this 1s unlikely as the value of the
company’s irvestments dencrminated in USD s sigmificantly greater
than the proposed fa'r value hedge programme

The value of the hedged items and the bedging Instruments s
£1.3bn (2020: £1.3bn) and the charge Invalue during tne year
which was used 1o assess hedge incffectiveness was £13m (2020
£45m) There was no hedge inelfectiveness.

Credit risk management

The cormpary’s main exposure to credi nisk ~elates o lending to
subsidianes Amounts oue from subsidianes are stated net of
provisions for bad ard doubtful debyts. The credit risk of cach
subsidiary 15 influenced by the Industry and country in which
they operate: nowever, the company considers the credit risk of
subsidiaries o be low as 1t has visibility of, and the ability to
influence, their cash flows.

Al “gures n £ mlhors

Cash at bank and in hand

2021 el
310 541
310 5471

Al the end of 2021, the currency spht of cash ana cash equivalents was US dollar 66% (2020 216), sterling 32% {2020. 76%) and other 2%

(2020 3%).

Cash and cash eguivalents have fair values that approximale therr carryng amounts gue 1o thelr short-tern rature Cash and cash

eguvalents include the following for the purpose of the cash flow statement

Alffguees = £ milans
Cash and césh equivalents

Bank overdrafts

i

2021
310 541
310 541
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Financial statements

Notes to the rompany financial statements continued

5. Derivative financial instruments
The company’s owrstanding dervalive financial instruments are as fallows

2021

Gr-o_s-s nEal

Al figures 1m 2 milhiors amounts Assels Liabilities
Interest rate dervatives 385 5 (9
Cross-currency rate dervatives 33 23 (21)
FX cerivatves 430 3 (4)
Total 1,146 32 (34)
Analysed as expiring:

In less than one year 393 2 4]
Later than one year and not later than five years 679 30 (26)
Later than five years 74 - (4)
Total 1,146 32 (34)

pAtE
’ Grosn mu:\o;".;l T

L LI AT Listr imen
504 12 27)
516 L2 (20)
554 7 5
1.97< 63 (52)
1,238 18 (12)
663 45 (32)
73 - (8
1974 63 (52)

The carrying value of the above dernivative financial instruments equals their fair value. Derwatives are categorised as level 2 on the fair value
hierarchy. Fair values are determined by usmg market data and the use of established esumation techrigues such as discoanted cash flow

and option valuation models.

6. Share capital and share premium

ALT Jgnuary 2020
Issue of ordinary shares - share option schemes
Purchase of own shares

At 31 December 2020

Issue of ordinary shares - share opt:on schemes
Purchase of own shares

At 31 December 2021

N.mper ot Shere Snare

saren " THE] Promiens
S0 =M L
782.09% 195 2,614
1,236 - 6}
(30,077 {7} -
753,258 188 2620
3,544 1 6
756,802 189 2,626

The ordinary shares have a par value of 25p per share (2020: 25p per share) All issued shares are fully paid Al shareholders are entitfed 1o
recerve cividends and vote at general meetings of the company. All shares have the same rights,

Or 24 February 2022, the Board approved a £350m share buyback programme in arder to return capital to shareholders The programme
will commence in 2022, The shares bought back will be cancelled and the nominal value of the shares will be transferred (o the capital
redemption reserve, In 2020, approximately 30m shares were bought back and cancelled at a cost of £176m The norminal value of these

shares, £/m was transferred 1o the capital redemption reserve,
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7. Treasury shares

ALY January 2020

Purchase of treasury shares

Release of treasury shares

Transfer of contributions from subsidianes
At 31 December 2020

Purchase of treasury shares

Newly 1ssued treasury shares

Release of treasury shares

At 31 December 2021

Samber o7

27

1,105 5
(3,260) (23)
- 45

503 7
2,158 16
2,500 1
(3,990) 12)
1571 12

The campany holds its own shares in trust to satisfy s obligations under ts resincred 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 sheres amounts to £0.4m (2020 £0.2m) Dvdends on tregsury shares are walved.

AT 21 December 2021, the market value of the company's treasury shares was £6m (2020, £6m). The gross book value of the shares at
31 December 2021 smounts 1o £12m (2020 £7m) In 2020, histonical contributions of £45m receed from cperating companies have been

transferred from the treasury shares reserve (o retained earnings

8. Contingencies

There arc contingent abilities that arisc in the normal course of
business in respect of Indernnities, warranties and guaraniees in
relation to former subsidiaries and in respect of guarantees in
relstion Lo subsidiaries. In addiucn, there are contingent habilives in
respect of legal claims None of these claims are expected To resul
N a material gain or loss to the company

9. Audit fees

Statutery audit fees relating to the cormpany were £35500
(2020: £35,000).

10. Related party transactions

Subsidiaries

The company transacts and has outstanding balances with its
supsidiaries Amounts due from subsidianes and amoents due to
subsidiares are disclosed on the face of the company balance
sheet

These loans arc generally unsecured and interest 1s calculated
Cased on market rates The compary has interest payable 1o
substdianes for the year of £91m (2020 £37m) and interest and
guarantee fees recevable from subsidizries for the year of £32m
(2020 £4bm) Management fees payable to subsidisrics in respect
of cerirally provided serices amounted to £11m (2020- L21m)
Management fees receivable fram subsidiaries inrespect of
centrally provided services amounted to £30m (2020, £37m)
Onagends receved from subsidianes were £72m (2020 £nil}

Associates

There were no related party ransactions with associates n 2021 In
April 2020, the amounts outstanding with Penguin Randorm: House,
a previous associate of the Group, were repaid at the point of
thsposal of our Investrment,

Key management personnel
Key management persornel sre deemed ¢ be the membpers of the
Pearson Dxecutive Management team.

15 this commiitee whnich Hiac resporsibibty for planning, directing
and controling the actr/tes of the company in 2021 Key
management perscnnel compensanon is disclosed 1In note 36 10
the consoldated fimanoal staterments.
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Financial statements

Notes to the company financial statements continued

11. Group companies

In accordance with sect:on 409 of the Companies Act 2006 a full st of subsidiaries, partnerships, associates, joint veniures and joint

arrargements, the country of Incorporatan, the registered address and the effectve percentage of equity owned, as at 31 December 2027,
s disclosed below. Unless otherwise stated, the shares are ail indirectly held by Pearson ple. Jnless oiherwise stated, all wholly-owned and

partly-owned subsidiar-es are ncluded i1 the consolidation and all associated undertakings are included in the Group's financial staterments
using the equiry method of accountmg, Prinapat Graup comparies are idenulied in bold.
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Financial statements

Notes to the company financial statements continued

11. Group companies continued
Subsidiary addresses

The following list includes all Pearson
registered offices worldwide.
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Other information

Five-year summary

Allhigares in £ rillons J0n7 201K 2004 2530 2021

Sales: By operating segment

Assessment & Qualifications 1,180 1,280 1,082 1,204

Virtual Learning 521 584 632 713

English Language Learning 310 320 218 238

Warkforce Skills 174 185 163 172

Higher Educauon 1,195 1,102 556 849

Strategic Review™® 739 398 286 252

Total sales 4513 4,129 3.869 3397 3,428

Adjusted operating profit: By operating segment

Assessment & Qualificanons 147 216

Virtual Learnimg 28 32

Englsh Language Learning 1 i5

Workforce Skills 26 27

Hrgher Education 93 73

Stralegic Review* 16 22

Penguin Random Hause 1 -

Total adjusted operating profit 576 546 587 313 385

:An fIgJ-'-{‘S n{ {.I{m; o S 7 7 o me e we cam 20

Operating margin - continuing 12.8% 13.2% 150% 9.2% 11.2%

Adjusted earnings

lotzl adjusted opereung profit 576 546 58" 313 385

Net finance costs (79 (24) 1) 161} {(57)
Income tax (55) 27 (89) 135) (64)
Non-controlling interest 2) ) (2) - (n
Adjusted earnings 440 547 449 217 263

Weighted average number of shares (millions) 313.4 7781 7770 7554 754.1

Adjusted earnings per share 54.1p 703p 578p 287p 34.9p

Prior periods have not been restated to reflect the adoption of iFRS 15 and IFRS 910 20108 and IFRS 1610 2019,

Sales for periods prior 1o 2018 and adjusted operating profit for periods prior to 2020 have not beer restated 1o reflect the new organisation
structure gven the passage of ume,

* Includes LS ~-12 coarseware in 2018 and 2079 up unt | date of cisposal
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Al fgures n £ it ors oy e 2510 2620 2021

Cash flow

Operating cash flow 569 513 418 3i5 388
QOperatng cash conversion i16% 54% 72% T01% 101%

Operating free cash flow 525 148 345 255 274
Operating free cash flow per share 64.5p 57.6p A44.4p 33.8p 36.3p

Free cash flow 27 £73 213 229 133

Free cash flow per share 27 9p 60.8p 27.4p 303p 17.6p

Net asseis 4,021 4,525 4323 4,134 4,280

Net debit 432 143 1016 463 350
Return on invested capital

Total adjusted operatng profit 576 54¢ 581 313 385
Operating 1ax pald {75) (43) (%) {10) (60)
Return 501 503 572 303 325

Gross basis:

Average invested capital 11,568 10,672 11,0596 10625 9,857

Return or mvested capital 4.3% 4.7% 52% 29% 3.3%

Net basis:

Average invested capital 8126 7,544 8,097 7,708 7,161

Return on invested capital 65 2% £7% 7 1% 3.9% 4.5%
Divdenc per share ) 17.0p 185p 195p 19.5p 20.5p
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Other information

Financial key performance indicators

The following tables and narrative provide furtner analysis af the finanaal key performance indicators which are described in the financial
review of the annual repart on pages 5h-59, shown varhin the key performance indicstors on page 27 of the annual report and shewn in
notes 2 and 8 of the notes Lo the consolidated financial statements.

Adjusted performance measures

The annual report and accounts reparts results and performance on a headline basis winch compares the reported results beth o a
statutory and on a non-GAAP {non-staturory} basis. The Group's adjusted performance measures are non-GAAF {nor-slatutory) linancial
meagsures and are also induded in the aniual tepert as they are key financial measures used by management Lo cvaluate performence, The
measures also enable nveslors Lo more easily, and consistently, track the underlying operauonal performance of the Group ana its business
segments by separating out those items of income and expenditure relaling to acauisinion and disposal Transactions, major restrucrJring
programmes and certan other items that are also not representative of underlying performance.

The Group's definition of adjusted performance measures may not be comparable to other similarly utied measures reported by ather
companies A recancliation of the adjusted measures to their corresponding stalutory measures is shown balowe,

Sales

Under kying safes movements excude the effect of exchange, the impact of portfolio changes ansing from acguistions and disposals and the
impact of adopting new accounting standargs that are not retrospectively applied. Portiolio changes are calculated by taking account of the
sdditional sales (at constant exchange rates) from acquisimions made in both the current year and the prior year For acguisitions made in the
prior year, lhe additional sales excluded 1s calculated as the sales made in the per-od of the current year that ccrresponds 1o the pre-
acquisiton period in the prior year. Sales made by businesses d'sposed in either the current year 67 the prior year are also exciuded.
Constant exchange rates are calculated by assuming the average exchange rates m the prior year prevaied throughout the current year
These non-GAAF measures enable management and INvestors to track more eastly, and consistently, the underlyirg sales performance af
the Group.

AsgrssTent & Vral Ldfgli “esorkforce Hgher Siraregic

All higoresin £ mill ons Cueli cat uns Learang Learnirg S lis Ldizeuan Reaew Toal

Statutory sales 2021 1,204 713 238 172 849 252 3,428

Statutory sales 2020 1,082 682 218 63 956 286 3,397

Statutory safes increase/(decrease) 122 21 20 9 {107} {34 31

Comprising:

Underlying increase/{decrease) 192 74 25 i0 {50) 2 264
Portfolia changes i - - 1 - 29 (27)
Exchange differences (71} (53) (16) (2) (57) (&) (206)
Statutory sales increase/(decrease) 122 21 20 9 {107) (34) 31

Statutory incresse/{decrease) T1% 3% 9% 5% (1129 (12)% 1%
Constant exchange rate ncreasef{decrease) 18% 17% 17% 7% 5% (9)% 7%
Underlying increase/(decrease) 18% 17% 17% 6% (5% 8% 8%
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Adjusted operating profit

Adjusted operating profit excludes the cost of major restructuring, other net gans and losses on the sale or closure of subsidianes, yain
ventures, associates and other financal assets; and intangible charges. Including impairment, relatng only to goodwill and intangible assets
acgiired through business combimauasns or relating (o assocgtes. Other net gains and losses also includes cosis related to business closures
and acguisinons. Further detalls are giver below under ‘Ad|usted earnings per share’. Underlying adjusied operating profit maovements
exclude the effect of exchange, the impact of portfolio changes ansing from acguistions and disposals and the impact of adopting new
accounuing standards that are not retrospectvely applied. Portfolic changes are calculated by taking account of the additonal contribution (at
constant exchange rates) from acquiskions made in both Lhe current year and the prior year.

For acquisitions made in the prior year the addiional contnibution excluded is calculated as the operating profit made in the perod of the
current year that corresponds to the pre-acquisimion period In the prior year. Operating profit made by businesses disposed in either the
current year or the prior year is alsn excluded. Constant exchange rates are calculated by assuming the average exchange raies in the prior
year prevailed throughout the current year. This non-GAAP measure enables management and nvestors to track more easily, and
consistently, the underlying operaung profit performance of the Group

Albtgires i [omllors 2021 PRl

Operating profit 183 A1

Cost of major restructuring 214 -

Other net gains and losses (63) (178)

Intangible charges 51 20

Adjusted operating profit o ] 385 313
- - - - T T = 72”5’1 o o T T :Gl‘gurl o

Assesemert & Wi ol Langoefe voorlda e gre Strateg. Parngor

all “zures n L milhons Qualt rar one Learmirg leareir g Swatlls, Fev v Hous Toed

Adjusted operating profit

increase/{decrease) 55 3 14 1 (20) & () 72

Comprising:

Underhang increese/{decrease) 87 8 6 2 {(14) 4 - 103

Portfelo changes 1) - - ] - 2 1) [4)]

Exchange differences 17 5) (2 - (6) - - (30)

Adjusted operating profit (70}

increase/f{decrease) 69 3 14 1 3] 48] 72

Constant exchange rate increase/

(decrease) 59% 28% 1,600% 4% (15}% 38% (100)% 33%

Unoerlying ncrease/{decrease) 59% 28% 1,600% 8% (15)% 27% - 33%

Adjusted earnings per share

Adjusted earmings includes adjusted operaung profit and adjusted finance and tax charges Adjusted earnings 1s included as a non-GAAP
measure as it s used by management to evaluate performance and by investors o more eastly, and cansistenty, track the underlying
operational performance of the Group over ime. Adjusted earnings per share s calculated gs adjusted earnings dvidea by the we:ghted
average number of shares inissue on an undiluted tiasis

The {ollowing items are excluded from adjusted earnings:

Cost of mayor restruciunng - In March 2027, the Group anrounced a restrucluning programme 1o run primarily in 2027 The programme
includes the reorganisation of the Group into five global business divisions and the simplification of the Graup's property portfolio 1o drive
significant cost savings The costs of this restructuning programme are significant enougn 1o exclsde rom the adiusted operaung profit
measure so as o better highlight the underlying performance (see note £).

Other net gains and losses - These represent profits and lasses on the sale of subsidigries, jont ventures, associates and otrer financial
assets and are excluoed from adjusied earnings as they diston the performance of the Group as eported On 2 stalutory basis.

Intangible charges - Tnese represent charges in respect of ntangible assets acquired through business combmations or relarng

assoriates. These charges are excluded as they refiect past acquisimon activity and oo not necessarily refect the current yesr perfarmance of
he Group
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Other information

Financial key performance indicators continued

Other net finance income/costs - These include finance costs inrespect of relirement benefits, inance costs of deferred consideration and
foretgn exchange and other gans and losscs Finance income relating to retirement benefits 1s exclugded as management does not Helieve
that the consolidated income statement presentation under 1AS 19 reflects the economic substance of the underiying assets anc labiliues.
Finance costs relating to acquisition transactions arc excluded as these relate to future earn-cuts ar acquisition expenses and arc not part of
the ungerlying financing Foreign exchange and other gains and losses are excluded s they represent short-term fluctuations in market value
and are supject to significant volanlity. Other gains and losses may not be realised in due course as 1t 1s normally the ntention to hold the
releted instruments 10 maturity.

Tax - Tax on the above items is excluded from adjusted earnings Where relevant the Group also excluges the benefit from recognising
previously unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwill and imangibles 1s added to the
adjusted income tax charge as this benefit more accurately aligns the sdiusied tax charge with the expected rate of cash tax payments,

In addition, one off items such as the impact of the LK tax rate change and changes in lacal rax law have heen excluded.

Mg aresn £ e llors 2021 2020
Profit for the year 160 310
Non-controlling interest (1 -
Cost of major restructuring 214 -
Other nel gains and losses (63) (- 78)
Intangible charges 51 80
Other net finance Incoine (31) (4}
Tax (67) 9
Adjusted earnings 263 217
Weighted average number of shares (millions) 7541 7554
Adjusted earnings per share 34.%p 28.7p

Return on invested capital

Return on investec capital (ROKC) 1s iIncluded as a non-GAAP measurc as v is used by management to holp inform capital allocation decisigns
within the business. ROIC is calculated as adjusted cperating profit less operating cash tax paid expressed as a percentage of average
invested capital Invested capital includes rhe onginal unamcised goodwill and intangibles. Aversge valucs for total invested capital are
calculated as the average monthly balance for the vear. ROIC s also presented on a net basis after removing impa‘red goodwilt from the
invested capital balance. The net approach assumcs that goodwill which has becn impaired s treated consistently tc goodwill disposed as it1s
no longer being used 1o generate returns.

2021 2020 2021 2020

Al figures n £ millans Gross Grass Net Ne
Adjusted operaung pralit 385 313 385 313
Operating tax paid (60) (107 (60) (10
Return 325 303 325 302
Average googwill 5,758 6,199 3,063 3,282
fwerage other non-current intangibles 1,970 2,186 1,970 2,186
Average intangible assets - product development 892 906 892 906
Average tangihle fixed assets and working capal 1,237 1,234 1,237 1,334
Average invested capital 9,857 10,625 7.162 7,708
Return on invested capital 3.3% 2 5% 4.5% 2.9%
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Return on capital

Relurn on capital (ROCY s ncluded as a non-GAAP measure of how efficiently we are generaung returns from our asset base. ROC 15
calculated as adjusted operating profit less adjusted mcome tax as a proportion of capital, where capital adjusts net statutary assets far net
dehr, relirement benefil assets, other past-reyrement medical obhgations and other Non-operaung items These a0Justments 1o net statuiory
assels have been made ta better reflect the asset base that generates returns

Allfgures = £ mllors 2021 o]

Ad|usted operating profit 385 313

Adjusted ncome tax charge (64) {35)
Return 321 278

Net statutory assets 4,280 4,134

Adjustments for:

Net debt 350 63

Retirement benefit assets (537) {(£10)
Other post-retirement medical benefit obligation 34 39

Orher non-operarng assets (41) (20
Capital 4,086 4,196

Return on capital _7.5% 66%

Dperating cash flow

Cperaung cash flow is calculated as net cash generated from operations before the impact of ems excluded from the adjusied income
statement plus dividends from joint ventures ang assoclates (Jess the re-capiraksanon dwvidends from Penguin Randam House), less capital
exgenditure on property, plant and equipment (including addivons to nght-of-use assets) and intangible software assets, plus proceeds from
e sale of property, plant and cquipment (Including the impacts of transfors to/from investment in finance lease recevable) and INtangivle
software assets; plus special pension contributions paid; and plus costs of major restructuring paid Operatng cash flow s included as a
nan-GAAP measure 1n order to align the cash flows with the corresponding adyusted operating profit measures

&l figures e L ilhans 2021 2020
|

Net cash generated from operatons 570 450

Dividends fram joint ventures and associates - 4

Purchase of praperty, plant and eguipment (64) (53
Addiian of new right-of-use lease assets (30) o1
Purchase of intangible software assets (112) 81
Net disposal of nght-of-use lease assets Including transfers w/from investment n inance lease recetvable - 18

Net casts paid for major restructuring 24 38

Operating cash flow 388 31

Cash conversion, calculated as operating cash flow as a percentage of adiusted operatng profit, 15 alsc shown as @ non-GAAP measure as this
15 used by management and investars to measure cash generauon by the Group

Allfigures v £ milors 2021 200

Adjusted operaung profit 385 313
Operaung cash flow 388 315
Cash conversion 101% 101%

Operating cash flow, cperatng free cash fiow ard total free tash flow, which sre non-GAAP measures, are disclosed and reconcled in
nole 33 of the notes 1o the conschdated financ al statements as they are commonly used Dy investors 10 measure [he cash performance
of the Group.
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Other information

Financial key performance indicators continued

Net debt and adjusted earnings before interest, tax, depreciation and amortisation (EBITDA)

Far information, the net debt/adjusted EBITDA ratio s shown as a non-GAAP measure as it 1s commonly used by investors 1o measure

balance sheat strength. Agjusted EBINDA 's calculated as adiusted operatng profit less depreciguion on praperty, plant and equipment, and

amarmisation on niangible software assets

all figuees 2 milhons
Adjusieo operating profit
Depreciation {excluding irems induded in ‘cost of major resrructuring’)

Amarnusanon an intanglble software assets (excluding tems included ir 'cost of major restructuning)
Adjusted EBITDA

Cash and cash equivalents
Investment in finance lease receveble
Denvative finanaiat instruments

Bank loans and overdrafts

Bonds

Lease hahilities

Net debt

Net debt/adjusted EBITDA ratio

(767}
(633)
(350)
0.6X

(3)
(965)
(752}
(463)
0.8x
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Shareholder Information

Pearson ordinacy shares are listed or the London Stack Exchange
and on the New York Stock Sxchange inthe form of Americar
Depositary Receiprs.

Corporate website

The investors' section of our corporate websie ple.pearsar com/
mvestors provides a wealth of infarmanion for shareholcers 1t1s also
possible 10 sign Jp 1o receive emal alerts for reports ard press
releases relaung to Pearsor at pearsanplo com.

Shareholder information onfine

Srarenclder nformation can be found on our website at plc pearson
COT/INVESTONS

Qur registrar, Fquinit, also provides a range of sharehalder
mlormanar onkne ¥ou car check your holding and finc

pracrical help o trarsferring shares or updating your details at
www shareview.co.uk For mor e infor-riation, please contact cur
registrar, bguimt, Aspect House, Spencer Roac, Lancirg, West Sussex,
BrGS 6024 Telephone 0371 384 2043% or, for those shareholders
with hearing difficutties, textphone number 0377 3842255*

Information about the Pearson share price

The compary's share prce can be faound on our webs e at ple
pearson com/nwestars/perfarmance/skhare-price-cradend It also
dppears i the fimanaal columns of the national préss

2021 dividends

“ayrien: ars APOUnT e share

Interim 20 September 2021 6.3 pence
Final ) 6 May 2022 14 2 pence

1 Sabec o approvel oy snarenalders gl the 222 Senal Gererat Wesing

2022 financial calendar -
Ex-dividend dare

24 March 2022
25 March 2022
4 Apnil 2022

Record date
Last date for dmdend reinvestment election

Annusgl General Meeting 29 April 2022
Payment date for dvidend and share
purchase date for dividend reinvestrment 6 May 2022

Payment of dividends to mandated accounts

Skould you elect 1o have your dividerds paic through BACS, this can

be done drectly imc & bank or bullding s0ciety acCount, with the Tax

voucher semit 1o the shareboider's registered eddress Eguinit car be
contacted forinformauor on 0371 384 2043*

Dividend reinvestment plan (DRIP)

The DRIP gives skarenolders e right to buy the compary's shares
on the Longor stock mmarkat with tner cash divicend. For further
nformanan, please contac: Eguinil or 03771 384 2268

Individual Savings Accounts (ISAs)

Eguin u offers ISAs in Pearsor skares For more information, piesse
20 1o www.shareview.co uk/dealng cr call customer serviCes on 0345
200 0430%*

* Lresgoer 8 9730 530 0T VOnIayto fnigay exris g Snublc holcs,s;

Share dealing facilities

Ccuinm ol%ers telephone end internet services for deaing ir Pearsor
shares For further rfarmanan, please contact their telephore
dezhng helpbre on 03456 037 037* or, for onne dealing, log on to
wiww shareview.co.uk/dealirg You will need your snareholder
reference dmber as showr onyaur share cerificate

A postal cealing service 1s 3lsc avallable tarodgh Equ.mn
Please telephone 0371 384 2248* for details or lag on to
wanw shareview co Jk 1o download a form,

ShareGift

Shareholders with smali holdings of shares, whose value makes ther
Jreconarmis to sell, may wish 1o dorate them to SnareGify, the snare
donatior chanty (megisiered charity numper 1052686).

Furtner information about ShareGift arc the thannes 1T has
supparted may be obtaincd from their website, wasw ShareGift org,
or by contacting tnem at ShareGift. PO Box 72253, Londor, SW1P 9L0Q

American Depositary Receipts (ADRs)

Pearsor's ADIRs are listed on the New York Slock Excharge and
rraded under the symbol PSQ Eack ADR renresents one ordinary
shgre. Far enquines regarding registered ADR holder eccounts and
div dends. please conlact Bank of New York Melion, Shareholder
Corresponderco {ADR), PO Box 505000, Louiswlle, KY 40233-500C.
telephore 1(865) 258 2289 (Lol free w thin the USyor 001 20" 680
6825 (oLtside the US) Alternatively, you mey emall shrrelations@
cpLskareownerservices.. om

voring r ghtes for registered ADR holders can be exercised through
Bank of New Yark Mellan, ard for benefical ADR aoiders {and/or
norinee atcounts) through your US brokerage insotenor Pearson
witl file waith the Secunties and Exchange Commssion a Form 20-F

Share register fraud: protecting your investment

Pearspn does rol contacl 1Ls shareholcers directy (o prowde
recommendatiors ar imestment advice and necher does it appoint
ihird parues to do so. As requ red oy law, our shercholoer register is
avalable for public mspection, but we canrat contral the use of
informavon obtzined uy persons Nspecong the register Please Treat
any aopreacnes purportng Lo originate from Pearson with caution.

For more information, please log on Lo our website at olc pearsan
com/er-GBAnvesTorsssnareholdersiskares-sharenoidmg

Tips on protecting your shares

— Keep ary docamentanor that Loria ns your shareholder
reference romoer In 2 sa'e place erd shred eny unwanted
documentanon

— inform our registrar, EGLINIG, promptly when you change address

— Be aware of dvidend payment dates end contact the regisiras if
yOu o mat recerve your dividend cnegae or. better soll, make
aTrargements 1o have the div gend pad directly into your oank
account

— Corsider holdirg vour shares electronically in a (REST account
via a rominee
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ESG Performance Data

Environment

Progress measures towards targets:
Net Carpon Zerg'

— By 2030, we wili recuce scape 1, 2 & 3 ermissions by 50% agairst 8 2018 baseline as approvec by the Science-3asec Targets Inrative
— Wewllberel zerg across scope 7, 2 & 3by 2030

Re-baseliring Followng Greenhouse Gas Protocol guidance, we are now retrospeciively excludea emissions frorn relevant cispesals 1 our nase year
and historical ycars This enaples meaningful comparsor: of erissians on a like-for-I ke bas s over a long period Soth recalculated and reported
emissiors are disclased on the table below

Methodalogy We nave repeted on all 07 the errission sodrces required under the Compan.es Act 2006 Tne method we have used to calculare GHG
emissions 1s tne GHG Protoca! Corporate Accounung and Reporting Standard (revised edition], using the Scope 2 dual reporting methodology,
together with the [atest emissior 1actors trom recogmised pubbc sources. including, but not Lmitec to, the UK Department for Business, Energy &
Industnial Strategy. the Internauonsl Ener gy Agency, the US Energy infarmgtion Adrmiristration, the US Frvronenral Protecuon Agency and the
Intergavernrental Panel on Cimate Crange, Energy use includes gas and elecincity consamption in MWh and vehicle fuef use corver.ed from milezge
inte Mwh Jsing BIES conversior factor

The date in the tsble below has been independently venifiec by Corpurate Ctzensh p an independent thirg party. The scope of the assurarce covers
Our snergy Consumpron, Scope 1, 2 and 3 GHG emissions and rerewable electmidity cla ms, See our assurance staiement here: NUps //plc pearson.

COMm/pUrposc/esg-reportngs

2CiB nroviously rcoasc?wsz‘g
Category Sub-categor, LenoITes figures A oC20 2021
Scope 1 Scope 1 - Natural Gas 3675 7522 3.601 5,116
Scope 1 Scope 1 - Fuel Ol 13.057 137 111 58 16
Scope 1 Scope 1 - Refrigerant Gas Loss o 544 78 - 77
Scope Scape 1 - Vehicles 7.854 4,789 2,875 3,187
Scope 2 - lecation bhased Scope 2 - location based 48,920 41,586 38298 28,385 23,333
Scope 2 - markel based Scope 2 - market based 4,583 7583 418 529 440
13 Purchased goods and services
{product) 1a - Manufaclured goods - Books 127550 89629 82101 48,789 34,012
Ta: Purchased poods and serwces
{product) Ta - non print manuiaciuring 21.571 14,284 13,329 18,409 20,552
“b. Purchased guods and services
{non-product) 1b - Non-product 212,403 183,665 193,580 157,739 175,913
2: Capital goods 2 - Capnal goods - - - - -
3:Fuel and energy related actvites 3 - Fuel related 3,704 2,270 2171 1,061 1,279
3 ruel and energy related activities 3 - Electrciny related 11,039 6361 3,365 6,116 7,238
4:Upstream transportation and 4 Upstream transportation and
dstribution thstnibution 53,727 12826 11,573 10,153 10,388
5. Waste generated in Operauons 5 - Waste generated in cperations 525 340 258 0 378
©. Business travel 6 - AIr 20,545 17369 9,487 3,705 1,403
5 Business travel 6 - Hotels 2,864 2,717 2,503 426 138
6: Business travel 6 - Rail 830 8385 568 96 10
& Business travel 6 -Hiredcars 1,486 1,400 1,811 1,000 1,000
6. Business travel 6-Taxis 27 27 45 14 2
7. Employee commuung 7 - Employee commuting 28948 25,505 27362 6,584 -
7b: Employees working from
home (WFH) 7b Employee WFH - - - 18,402 17,325
9: Downstream transportation and 9 Downstresm transportation and
distribution distributon 53727 12,926 11,573 10,153 10,388
11: Usc of sold products 11 - Third party test centres 5,415 6415 6415 £.415 6,461
i1 Use of sold produris i1 - Online testing 76 31 3 K 28
11: Use of sold products 11 - Online learning 5,393 2225 2,192 2167 3,531
12 End-of-life treatment of sold
products 12 - End of lIife 27,581 18,265 16,999 10,182 7,961
13 Downstream leased assets 13 - Downstream leased assets 14,825 14,825 14,825 9,588 9,517
14, Franchises 14 - Franchises 4,044 4,044 2,730 2,707 1,343
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2008 presously 2015 rebaselmied

sob-caregory reparted fgJres 01T ELP] 2021
Scope 1 13,057 12,209 12,500 5,534 8,396
Scope 2 (market based) 4,583 4,583 418 529 440
Stope 3 i 596,740 410,164 410,322 213738 308,866
Toral - Location based 559,717 463,959 461,120 348,657 340,595
Total - Market based B 674,380 426,556 473,235 320,801 317,703
- - ) . TZoe 20 8 220 2021

intensity ranos

tCOe per employee (scope 1, 2 market & 3) 7.6 18.6 15.0 14.9
tCO;elsales revenue (scope 1, 2 market & 3) “135 i114 95¢ 92.7
Ernvironmental reporung measures (Units) '

Netunternal areg of reporung offices {m?2) 684,712 ] 572,478 444,468 457 519
Energy consumption measure

b electricity from renewable sources 100% G6% 95% 99%
Total electricity consumiption from renewable sources only (Mwh) 38492 21,056 65574 57,120
Total electricity consumption from non-renewable sources only (Myh} 936 1103 794
On site generated electricity (MWh) 430 225 247 150
Tolal gas consumption (MR 20187 356,325 19,828 23,985
Total tuel oil consumption (MWh) 24 74 G4 48
Vehicles (MWh) 31115 18,113 13.822 10,437
Toral energy consumpnion (Mwh) ) 140,0-’1§ i 140,737 1 00,662 92,535

Resource Use

e 20 P 2021

Paper*

Paper used (1) 103,758 96,817 37569 29,056
% FSC o o EV) 29
% PEFC ~ 28
Waste '

Total Waste To land?ill (1) 547 469 276 648%*
Total Waste 7o landfill ((/FTE) 00225 00206 00129 0.0304
Water ’ i

Tutal Water consumpton (rm3) 520,682 374,008 238,27 152,702
Total Water consumpricn (m3/FTE) 2140 i 16.45 1117 715

LK 3cnps 1 &@ns 2 (Ioar or baseq) 3824100
ard Z{marke-tised, BAZT I e LK (gds, ¥

U2%) arn Zlnai Seone Coarc 2 acalor-pesen. 3./2900

T Sy 308 rarsporn AN © 17,4597 (7 3% Clonal \ges. sles

g UK Scops F ang 2 (markel-bases) " 252 1L v a0l Glena Sl
213 rarspo Ve 92538

ty

* Noore-basslres of e age S0t 8T e

** P2grsr &porLs es! west Talons ~ethoazlog, extenaen iNe SLLLE 275 1eanalare incl ines ¢ 2327 hgures
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ESG Performance Data continued

Social
Our Employees
T 2078 P 2020 2021
Total average number of employees 24,322 22,734 21,191 20,744
Empioyees by geography' as at 31 December
JS as of 31 Becember 11,242 11,670
UK as of 37 December 4,202 3.826
Rest of World as of 3t December 6,407 5,854
Total number of permanent, regular employees, as of 31 December 96% 95% 96% 97%
Male 38% 1% 1% 40%
Female 62% 586 59% 59%
Non-binary’ 0%
i Not disclosed (.03% 1%
Total number of temporary, limited term, employees, as of 31 December 4% 5.0% 4% 3%
Male 30% 36% 35% 32%
Femasle 68% 654% 654% 65%
Naon-binary 0%
Not disclosed 02% 3%
Total fuli-time, regular, employees 79% 79% 74% 75%
Male 47% 45% 44% 44%
Female 58% 55% 56% 55%
Nan-tinary 0% 0%
L ___Notdisclosed 1%
Total part-time, regular, employees 18% 21% 20% 21%
Male 249 25% 25% 27%
Female 76% /5% 75% 73%
MNon-binary 0% 0% 0% 0%
Not disclosed 1%
Employee gender diversity - All numbers as of 31 December
Toral male 38% 41% 0% 40%
Tozat female 62% 59% 60% 59%
Non-binary 0%
Mot disclosed 1%
Female leadership
Board positions held by women 30% 33% £5% 50%
Percentage of women on Pearson's executlive’ S% 1B% 31% 38%
Senjor leadership: 31% 34% 36% 37%
VP& Director - - 8% 47%
Manager 48% 50% S0% 50%
Percentage of women in technology roles
{IT/engincenng) 34% 35% 33% 29%
Fercentage of women employees in revenue-
producing roles 65% £2% 53% 63%
Percentage of promotions recewved by women 59% 56% 59% 60%
UK median gender pay sap 14% 12% 12% 10%

i Priorto 2019, our busiress was structured argung I geegraphies Nortr Amenca Growt (Ching India, Breail Sodth Afnica) end Core 1K anio vest cf werld)
We operec Lhis couon for enployee selfigeneficauon in 2520
Typ cally. up 1o two renom ng Iines frar the Crie’ Sxecutve the senior lezcership are the er-pioyee body veih resbonsioility for plannimg and directing tne active es cf the compary

Bowory

Erecuve Direciors are ncluded n Beard staustcs not Pearson Lxecut ve Maragemsn:
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Employee racial and ethnic diversity

30%{USH  31% (US)/

Total workforce (US and UK) o o 17% (UK) 19% (UK)
Diverse leadership ) B
Board postions (diverse) (#/%) 1710% 2/20%
Percentage of diversity on Pearson's
oxecutive team (#/%) 3/30% 2/25%
18% (US}/  20% (US) /
Senior leadership (US and UK) 8% (UK) 9% {UK)
' 15% (US) 17% {US)
VP and Director (US and UK) /10% (UK) /13% {UK)
21% (US) 23% {US)
Manager (US and UK) ] £17% (UK) /16% {(UK)
UsS diverse group breakdown
Asian
Manager and above 11% 11%
Al emplayees 9% 9%
Latinx
Manager ano above 4% 4%
All employees 8% 9%
Black
Manager and above 3% 4%
All employees 11% 10%
Other diverse
Manager and above ) 1% %
All employees 3% 3%
White
Manager and above 814 79%
All employees L o 70% 69%
UK diverse group breakdown
Asian
Manager and above 964 8%
All employees 0% 10%
Black
Manager and above 2% 2%
All emplayees A% 4%
Other diverse
Manager and above A8 5%
All employees ) ) A% 5%
White
Manager and above 79% 77%
All employees 72% 70%
Not Specified
'Manager and above 70 8%
All ermployees 0% 11%
Employee age representation, all as of 31 December
Under 30 years old 4,565/ 15% 149 4% 16%
30-50 years old T6.465 7/ 60% S58% 66% 35%
Over 50 years old 5890/ 25% 28% 20% 28%
Not disclosed 105/ 0.4% 0.5% 045 0.4%
Turnover
Turnaover rate, total average for the year “1.024/37% 8627/37% 5092/26% 7,232/33%
Voluntary turnaver 5701 /20% 4£95/20% 3.725/17% 5,062/23%
Involuntary wurnover 5923/17% 3932/17%  1.967/9% 2,170/ 10%
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ESG Performance Data continued

2008 ] 2020 pliral

Turnover by region

UK 4% 3% 6%
us 25% T6% 16%
Rest of world o 8% 7% 10%
Turnaver by gender »

Female 7201 /724% 5,447/23% 30605/16% 4,512/20%
Male 3711713% 3,168/ 14% 2087/10% 2,709/12%
Mot disclosed 112/ 0% 12/0%

Female (involuntary) B 1.195/5% 1,274 /6%
Male {inveluntary) 772004 B9 /4%
Turnover by age group- o o -
Under 30 vears old 2,943/ 10% % 1386/6% 2.019/9%
30-50 years old 5710/ °49% 19%  2501/11% 3,428/15%
QOver 50 years old 283/ 7% 1% 1744 /8% 1,764 /8%
Nat disclosed . 1787 % 0% 61 /0% 21 /0%
New hires

Total number and rate of new emplayee hires

{number of hires/average headcount) 7053 /726% 4326/21% 5488/250% 5,934/27%
Torgl number of new nires - female 4661/66% 2725/63% 3612/60% 3,528/ 60%
Total number of new hires - male 2,185/31% 1,601/37% 1.855/34% 2,261/38%
Total number of new hires - NA 7 207 /3% 21/1% 11 /<1% 145 /2%
New hires by region T

UK (2079 & 2020) P41 12% 15% 17%
US {2079 & 2020) 3,453/ 56% 65% 56%
Rest of World (2019 & 2020) 1.907/31% 19% 27%
New hires by age group

Under 30 years old 2,303/ 33% 33% 24% 40%
30-L0years ald 3,239/ 46% <7% 31% 42%
Over 50 years old 1,353/ 19% 5% 15% 17%
Not disclosed 158/ 2% 2% 30% 1%
Length of service

Average length of service for a Pearson employee 67 7.0 74 6.9
Average length of service - female 56 70 73 6.8
Average length of service — maie 7.0 71 7.0 71
Median length of servize - all employees r/a n/a n/a 4.3
Median length of senvice - female 38 46 50 4.2
Median length of service - male 39 50 5.0 4.7
Employee Benefits o

Health and wellness benefits

Percentage of cmployees participating in Pearsan 82% (LY / 829 (US}H/ 23% (USYF 73% (US)/
medical programs 5349 {UK) 535 (UK) 489 (UK) 49% {UK)
Average percentage of health insurance cosis 80% (US) / 79% (LIS)/ TO%{USY, T8% (US) /S
for employees paid by Pearson 2206 (UK} 52% (UK) 10085 {UK) 8595 {UK)
Average percentage of heafth insurance costs

for employees, spouses, and dependents paid 79% (US)/ 79% (US)/ 78% {US)/
by Pearsan B4% (UK) 82% (UK) 290% (UK) 89% (UK)
Financial benefits

Percentage of eligible employees parucipating in

Pearson’s 401{k) Plan ) 92% (US) 93% (US) 82% (US) 93% {US)
Percentage of employees participating in the

Employee Stock Purchase Plan 210 (US) 22% (US) 255% (US) 24% {(US)
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2020 2021
Fercentage of employees participating in the
Worldwide Save For Shares Plan - globally except
the US 18% 17% 10% 21%
Percentage of workforce below senior leadership
elgble for LTIPs 6% €% 4% 4%
Work/Life balance and lifestyle programs
Nurnber of employees using Pearsan's Employec 883 (US)/ 325(US)/ 393 (US)/
Assistance Plan 402 (LS] 217 (JK) 125 (UK} 271(UK)
Number of mteractions with Pearson’s hestyle
programs 11,482 (U5)  8,652{US) 7% (US) 10,080 {US}
Health and safety
Sescrionon - 2078 2019 2020 B 2021
Percentage of H&S stardards Primary metric for implementation of
wmplemented across all locations aur H&S management system 32% 944 948, 93%
Audits & advisory reviews conducted hy
Global Risk Management staff ta provide
Number of H&S audits assurance of local compliance with H&S
& adwisory reviews ) _law and policy 31 24 (A 2*
Percentage closure of open acton Percentage of Audit Acuons closed from
audit findings as of 1 January previous year's audits 91% 95% 5R% 100%
Total injuries requinng medheal
treatmert or last ume due to injury.
Number of Injunes Does not include minor/first aid cases 107 88 45 41
Includes musculoskeletal diserders,
work-related siress, and other iliness
Number of wark-related Hliness cases tases refated to work 70 121 71 37
Internal meiric defined as any work-
related injury or illness resulting in more
Number of serious indiderns than 3 days away from work 21 26 33 34
Number of work-refaled fatalities 0 1 0 0
Rate of sll incidents (including minor)
Total inadent rate per 100 employees  per 100 employees 087 0.21 072 0.55
Rate of injuries/iliness related to work,
Injury & iliness rate per 100 employees  notincluding minor/first aig incidents, C.29 028 51 0.35
Internal metric designed to measure
prevenucn of serious nadents and
Seripus incidert ratio active reporting of mieor incadents 7% 1% 24% 29%
Workplace inspectons reporied B4g*+ 44L _deb 333
4 Sohoguleo add Yasseranie prograr suspengec o 0208 20727 nLe o COVID "% relazes n™fice cdosgron pichally Hesoories reasgnec 1o suhpar SO0 Sy araganent

FH AP maPT nUmDoe of PIEVIDL L YEST IPEDeCICNS [3me M Yy

SIS I AL g wh L 3rE no lomger part of Pearsar
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ESG Performance Data continued

BTECs & SDG 4
20E 27y 2z 2021
Number of BTEC regisirations cutside the UK L - 33403 43906 31147 35,722
Governarnce
o Deseapiian 2018 2018 72@ o 2(7)517
Raising concerns
Total number of concerns raised
& invesogated i 135 100 110
Human Resources Matters 25 {21%) 430329 B82(829) 93 (B5%}
Financial irregulanties or vinlanans
o of our polcies 55 {65%) 92 (HEY) T8 (18%) 17 (15%)
Code of Conduct
Percentage of employees completing
code of conduct cerlficatian or
raining ) 100% 100% 100% 100%
Sustainability Accounting Standards Board (SASB) Index
Ton s - 7 Accounting detns SA5E Cooe Resporse
Risk pages 60-69
Governance pages 73-111
Pearson risk assess all new vendors and existng ones
Descripuon of approach to at least annually Qur risk assessment framework uses
icentifying and address.ng the latest internanicnal standards such as ISC/EC
data security ns«s, including 27001 2013, NIST, SOC2Z Type 2, Cyber Essennals;
use of third-party cyber TCIM-230a.2; as well as Dara Privacy standards such as GDPR
Data Security securty standards SV-ED-230a + and CCPA,
Descr.phion of policies and
pracuces relating (o
collectian, usage. and ;
retention of studernt Risk: pages 60-69
Data Security information SV-ED-230a.2 Governance: pages 73-1°1
Our Cede of Conduct and Business Partner Code of
Conduct clarfy Pearson's responsibilities and
expectations for ethical and responsible business
pracuces including Data Protection and Privacy
htps:/ple pearson.com/en-GB/corporate-
policies?lab=ardinary-skareholders. In addiwon, we
have in-depth internal policies and processes
regarding user privacy. As an education media
Description of polices and company, we do not use pracuces relatng o
Data Privacy, Adverusing practices relating 1o tbehavioural gdverusing on the internet Far g
Standards & Freedom of behavioral advertising and description of our content and editorial standards see.
Expression User privacy TC-IM-220a 1 https //plc pearson com/en-GB/corporate-polkcies,
Employee Recruitment, Employee engagement as a Pearson's Non-financial KPIs, Investng in Talent:
Inclusian & Performance percentage TC-IM-330a.2 pages 24-26
Percentage of gender and
racialfethric group
representation for (1)
management, (2} technical
Employee Recruitment, staff, and (3) all ather
Inctusion & Performance employees TC-IM-330a.3 ESG Performance Data: pages 232-233
1) Total water withdrawn, (2)
total water consumed,
percentage of each in
regions with High ar
Ervironmental Footprint of — Extremely High Baseline
Hardware Infrastructure Water Stress) TC-IM-1302.2 ESG Performance Data. page 231
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Global Reporting Initiative {GRI)

I7='|d cat-ar m A 2020 A 2CIn Ado uonatroies
GRI 101 and 102; General disclosures
Qrganisational profile
GRI 1021 Name of the arganisation Page 1 Page 1
Pages 2-3.
GRI102-2 Activities, brands, products, and servces  pages 16-20 Pages 2.3; pages 20-21
GRI 102-3 Location of headguarters Page 143 Page 152
Page 2:
GRI 102-4 Location of operations pages 206-209 Pages 218-219
GRI102-5 Ownersh p and legal form Page 188 Pages 132-135
Pages 150-152; Page 3, page 14
GRI102-6 Markets served pages 206-205 peges 160-161
Page 1, pages 2-5;
pages 16-20.
page 137, Page 3; pages 1060-161;
GRI102-7 Scale of the organisation pages 150-102 page 165
Page 13, page 28.
Informartion on employees and other pages 45-51,
GRIT02-8 warkers page 159 Page 169
Pages 16-18,
GRI"02-9 Supply chain Pege 29 pages 51-53  pages 40-54, page 124
Significant changes to the arganisation Page 2. pages 6-9,
GRITJZ-10  and 1ts supply chain Page 3; pages 1825 psges 10-12
GRI102-11  Precautionary Principle or approach Pages 46-47 Fages 52-53
GRIT02-12  Exrernal intiatives Page 55 Pege 43
GRI102-13  Membershup of assocations Page 55 Page 43 pages 40-54 _
Strategy 7 7
GRI102-14  Statement from senior decision-msker Page 1 Pages 6-9, pages 10-12
Page <; pages 20-21;
pages 40-54;
GRIT02-"5  Keympacls, risks, and opporiunites Pages 56-64 pages 70-72

Ethics and integrity

Values, principles, standards,

Page 13,

Campany pelices are postec
on the sustamability secton of
our wehsiie (hups.//plc

Page 1, pages £-5; pearson com/en-GE/

GRI'T02-16  and norms of behavior pages 74-75, page 77 pages 40-54 corporate-poiicies).
Mechanisms for adwvice and concerns Concerns can be raised on
GRI102-17  aboul ethics Page 53 Page £3 wwww PearsonELhics.com
Governance
GRI102-18  Gowvernance structure Pages 66-102 Pages 76-8"
Composition of the highest governance
GRI'102-22  body and its commuittees Page 69-7/ Pages /6-81
GRI"02-23  Charr of the highest governance bocy Page 66-69 Page 76
GRI102-25  Conflicts of interest Page 74 Page 77
Page 67/,
Role of highest governance body in pages 74-75: Bages 74-75;
GRI102-26  setung purpose, values. and strategy pages 88-82 peges 82-85
Identifying and managing cconomic,
GRIM02-29  enwronmental, and socal Impacis Pages 88-89 Pages 98-100
The Board's Reputation &
Responsibility committee
Highast governance bady's role in reviews the sustainability
GRITO2-32  sustainability reperting Pages 88-89 Pages 98-100 contentiri the Annual Report
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ESG Performance Data continued

Indalor

Dzscr.onns

Stakeholder engagement

GRI102-40

GRI102-41
GRI102-42
GRI102-43
GRI102-44

List of stakeholder grouns

Collective bargaining agrecments
ldentifying and selecung siakeholders
Approach to stakeholder engagement
Key topics anc concerns raised

Ar 2020 Arils

Pages 27-29 Pages 16-19

Pagc 49

Pages 27-29 Pages 16-19
FPages 27-29 Pages 16-19
Pages 27-29 _ Papes 16-19

Agamaral ncles

Pearson supports freedom of
asscciation and collective
bargaining Please see our
Code of Conduct, Business
Partner, Code of Conduct and
Fuman Righls Slalement on
our policies pages https //plc.
pearson com/en-GB/
corporate-policies).

Reporting practices

GRI102-45

GRIM02-46
GRi102-47
GRI 102-48
GRI 102-49
GRI102-50
GRI102-51
GRI'102-52

GRI102-53

GRI102-54
GRI'02-55

GRIMO2-56

Fruies included in the consolidated
financal statements

Defining report content and topic
houndaries

L'st of material top cs

Restatements of informauon
Changes in reportung

Reporung penod

Date of most recent report
Reporung cycle

Contact point for questions regarding
the report

Claims of reportng in accordance with
the GRI Standards

GRI content Index

External assurance

GRI 200: Economiic disclosures
GRI 20%: Economic performance

Explanation of the material topic and 1ts

Pages 1284136,

pages 150-152 Pages 218-219

Pages 40-43

Pages 40-43
Page 53

Pages 237-247

Rebaselining of Emissions data
NG changes

1Jan 2027 - 31 Dec 2021

18 March 2021

Annual

sustainability@pesrson.com
This report has been prepared
In accordance with the GRI

Standards: Core aption

Sce our external assurance
statement at: htlps:/ A,
pearscn.com/corporate/
sustainabslity/reporung-
policies/reparts-benchmarks.
[yidgall

GRI'%03-1 Boundaries Pages 14-27
The management approach and its Pages 14-25
GRI103-2 COMpPonents ) Pages 14-27
Pages 14-25
GRI103-3 Evaluation of the management approach Pages 14-27
Pages 4-5
Direct economic value generated and Fages 14-25
GRI 20141 distributed Pages 31-39 Pages 14-27
Financial implications and other risks
GRI201-2 and opportunities due to climate change  Pages 46-47 Pages 70-72
GRI 203: Indirect economic impacts
Explanauan of the rarerial topic and its
GRI 1031 Boundaries Pages 40-45 Pages 40-54
The management approach and i3
GRI103-2 components Pages 40-45 Pages 40-54
GRI103-3 Evaluation of the management approach  Pages 40-45 Pages 40-54
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Ird czlor

Ad3ionalnges

DC\(F‘DU\; Ar 2120 Ar 2Lz
GRI 300: Environmental disciosures
GRI 302: Energy
Explananon of the material topic and its Pages 40-45,
GR! 1031 Boundaries Fages 46-47 pages 52-54
The management approach and its Pages 40-45;
GRI 1032 components Pages 46-47 pages 52-54
Pages 40-45;
GRI1D3-2 Evaluation of the management approach  Pages 46-47 pages 52-54
Energy consumption within the
GRI 3021 arganisatian Pages 46-47 Page 231
GR| 302-3 Energy Intensity Pages 16-47 Page 231
GRI302-4  Reducton of energy consumption Pages 46-47 Page 231
GRI 305: Emissions
Explanalion of the matenal topic and its Pages 40-45,
GRI 1031 Boundaries Pages 46-47 pages 52-54
The management approach and its Pages 40-45;
GR] “03-2 components Pages 46-47 pages 52-54
Pages 40-45;
GRI103-2 Evaluation of the management approach  Pages 46-47 pages 52-54
lPzges 53,
GRI 3051 Direct {Scope 1) GHG emissions Fages 46-47 pages 231-232
Pages 53
GRI 305-2 Energy indirect (Scope 2) GHG emissicrs Pages 46-47 pages 231-232
Pages 53;
GRI 305-3 Other incirect (Scope 3) GHG emissions Pages 46-47 pages 231-232
Pages &3,
GRI 305-4 GHG emission Intensity Pages 46-47 pages 231-232
Pages 24-26. page 53,
GRI 305-5 Reduction of GHG ermissions  Pages 46-47 pages 231-232
GRI 400: Social disclosures
GRI 401: Employment
Explanation of the material topicand s Pege 27, Pages 4-5: pages 40-43;
GRI103-1 Boundaries pages 49-50; page 60 pages 48-51
The management approach ang s Page 27, Pages 4-5; pages 40-43;
GRI103-2 components pages 49-50, page 60 pages 48-51
Page 27, Pages 40-45,
GRI103-3 Evalusuion of the management approach  pages 49-50, page 60 pages 52-54
New employee hires and employec
GRI 407-1 turnover Pages 233-234
Benefits provided to fulltime employees
that are not provided 1c temporary or
GRI401-2 part-ume employees Page 49 Pages 234-235
GRI 403: Occupational health and safety
Explanaton of the matenal topic anc its Pages 4-5; pages 40-43,
GRI 031 Boundaries Page &1 pages 48-51
The management approach and its Pages 4-5; pages 40-43;
GRI103-2 components Fage €1 pages 48-51
Pages 4-5; pages 40-43;
GRI 1033 Evaluation of the management approach  Page 67 psges 48-57
Types of injury and raies of inury,
occupatonal diseases, lost days and
apsentegism, and number of wark-
GRI 403-2 related fatahues Page 235
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ESG Performance Data continued

Indiw(iamf Deseripaor
GRI 404: Training and education

Explanatior of tne material topic and its

2o

Page 46; page 49

Poges 4-5; pages 40-43;

Adolional notes

GRI103-1 Boundaries page 60 nages 48-51
The management approach and its Page 46, page 49. Pages 4-5, pages 40-43;
GRI103-2 comrponents page 60 pages 43-51
Page 46, page 49; Pages 4-5; pages 40-43;
GRI103-3 Lvaluauon of the management agproach  page 60 pages 48-51
We do not currently report the
average nours of rraining per
year per employee. We
inrraduced non-financial KPs
for the business including
indicarors for mvesting in
alent. Our non-financial KRIs
i this arca include:
percentage of employees
Aversge hours of traning per year per reskilling or upskilling and
GRI 40441 employee Pages 24-2G Employee NPS,
Programs for upgrading employee skills Pages 4-5; pages 40-13,
GR! 404.-2 and transition 3ssistance programs o pages 48-%1
GRI 405; Diversity and equal opportunity
Explanaucn of the matenal topic and 1ts Pages 4-5; pages 40-43;
GR) 1031 Boundaries Page 50 pages 18-51
The management approach and its Pages 4-5; pages 40-43;
GRI703-2 components Page 50 pages 48-51
Pages 4-5; pages 40-43,
GRIT03-3 Evaluation of the management approach  Page 50 pages 48-51
Owversity of governance bodies and
GRI 4051 employees Page 5, page 50 Pages 232-233
We report on significant
locations of operations In the
UK, for -nformation see
hetps //plc pearson com/sies/
pearson-corp/iles/pearson/
Rato of basic salary and remuneration pearson-gog-2020-aw-260321.
GRI 405-2 of women to men Page 5 Page 119; page 232 pdf o -
GRI 418; Customer privacy
Explanation of the matenal topic and 1ts Pages 60-6%;
GRI 103-1 Boundaries Page &2 pages 73-111
The management approach and its Pages 60-69;
GRI103-2 components Page 64 pages 73-111
Pages 60-69.
GRI 103-3 Evaluation of the management approach  Page &2 pages 73-17%
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UN Global Compact and UN Sustainable
Development Goals {SDGs)

We nave applied relevant nternational reporting standards arc
[rameworas, incuding the UN Global Compact {UNGC) Ten Princples,
ard the UN Sustaingble Developrrent Goals (S0Gs) This year, we are
partiapating in the Farly Adopter Programre of the LNGC
Commnanication on Progress {CoP) Our enhanced CoP will be
avallable nrhe LNGC d gite) platform in 2022

COMMUNKCATIOM
ol =] Tho Communication an Pragress
PRI 1arelon e B el
& &2 Unsted Natiens Globak Compact aro
z * SURPTT PG BrLaer WN g0A &
3 A
\\‘\ ) Wi wegome redhack v 1t SonTeT

Reliance on this document

The mtenuon of this documient 1o prowde In‘orraian 1o
shiareholders and s not des.ghicd to be relied upon by any other
party o for any atner purpose

Forward-iooking statements

This docurrent induGes forward-lgoking statements cancerming
Pearson's franc.al congition, DLsiness 3nd aperations and 1s
strategy, nlzns and objectives. In partcular, all staiements that
express forecasts, expectahions ard projeciions, nduding rrenos

In results of operations, margins, growth rates, overall mar<et rends,
the impact of Interes: or exchange rates, the avalanility of finanang,
anliopalegd cost savings and synergies and the execuuon af
Pearson’s strategy, are farward-looking statements By their rature,
forwerd-ooxing statements invalve known znd unknown 1 sks

31d Jncertainties because they relate to events and depend on
circumstances that may ocour in the futire They are based ar
nUMercUs expeciators. assdrpnons and beliefs regarding
Pearson's present ang future bus ness strateg es and the
cmaronment nowhich itwill operate 0 the future. There are various
factors which could cause Pearsgn's actual financal conoior,
resJlts and development to differ mater ally from the plans, gosls,
obiecuves and expeciat ons expressed or impl ed by these
forwzard-loowing staternents, mary of which are oLtside Pearsor’s
control. These irclude mternatonal, nanonal and loca! conditions.

as well as the impact of compettion They also include other risks
detziled o time tr time m Peasson's pubiichy-filed documents and,
in cariculan the nsk (actars set ouin this docLment, wh o yo. are
advisec o read Aty forward-icodng statements speak orly as of the
date they are made and, except as required by lawy, Pearson gives
na yndertaking 1o update any forward-looking statements n this
document whether as a result of row informar on, future
develapments, changes in is expecialions or athenvise

Readers are cauuonec not 1o place undue rellance on such
forwerd-loking staternerts

FSC
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MIX
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responsibie gources
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