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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 1-353335

Groupon, Inc.
(Exact name of registrant as specified in its charter)

Delaware 27-0903295
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

600 West Chicago Avenue, Suite 620
Chicago, Illinois
(Address of principal executive offices) (Zip Code)

60654

312-676-5773
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes x No ™

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).
Yes x No ™

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ~ Accelerated filer
Non-accelerated filer x (Do not check if a smaller reporting company)  Smaller reporting company ~
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act)
Yes” Nox

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Class of Stock Outstanding at November 7, 2012
Class A Common Stock 653,316,120 shares
Class B Common Stock 2,399,976 shares
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FORWARD LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, including statements regarding our
future results of operations and financial position, business strategy and plans and our objectives for future operations.
The words “may,” “will,” “should,” “could,” “expect,” “anticipate,” “believe,” “estimate,” “intend,” “continue” and other simi
expressions are intended to identify forward-looking statements. We have based these forward-looking statements
largely on current expectations and projections about future events and financial trends that we believe may affect our
financial condition, results of operations, business strategy, short term and long-term business operations and
objectives, and financial needs. These forward-looking statements involve risks and uncertainties that could cause our
actual results to differ materially from those expressed or implied in our forward-looking statements. Such risks and
uncertainties include, among others, those discussed in “Item 1A: Risk Factors” of our Annual Report on Form 10-K
and Part II, Item 1A of this Quarterly Report on Form 10-Q, as well as in our condensed consolidated financial
statements, related notes, and the other financial information appearing elsewhere in this report and our other filings
with the Securities and Exchange Commission, or the SEC. Moreover, we operate in a very competitive and rapidly
changing environment. New risks emerge from time to time. It is not possible for our management to predict all risks,
nor can we assess the impact of all factors on our business or the extent to which any factor, or combination of factors,
may cause actual results to differ materially from those contained in any forward-looking statements we may make.
We do not intend, and undertake no obligation, to update any of our forward-looking statements after the date of this
report to reflect actual results or future events or circumstances. Given these risks and uncertainties, readers are
cautioned not to place undue reliance on such forward-looking statements.

99 ¢
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ITEM 1. FINANCIAL STATEMENTS

GROUPON, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

December 31, September 30,
2011 2012

(unaudited)
Assets
Current assets:
Cash and cash equivalents $1,122,935 $1,201,011
Accounts receivable, net 108,747 110,058
Prepaid expenses and other current assets 91,645 121,338
Total current assets 1,323,327 1,432,407
Property and eqqlpment, net of accumulated depreciation of $14,627 and 51.800 103.876
$37,564, respectively
Goodwill 166,903 196,978
Intangible assets, net 45,667 51,447
Investments in equity interests 50,604 131,039
Deferred income taxes, non-current 46,104 48,753
Other non-current assets 90,071 68,314
Total Assets $1,774,476 $2,032,814
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payable $40,918 $60,016
Accrued merchant payables 520,723 573,477
Accrued expenses 212,007 245,083
Deferred income taxes, current 76,841 75,203
Other current liabilities 144,673 171,422
Total current liabilities 995,162 1,125,201
Deferred income taxes, non-current 7,428 28,585
Other non-current liabilities 70,766 74,643
Total Liabilities 1,073,356 1,228,429
Commitments and contingencies (see Note 7)
Redeemable noncontrolling interests 1,653 7,190
Stockholders' Equity
Class A common stock, par value $0.0001 per share, 2,000,000,000 shares
authorized, 641,745,225 shares issued and outstanding at December 31, 2011; 65

2,000,000,000 shares authorized, 652,501,880 shares issued and outstanding at

September 30, 2012

Class B common stock, par value $0.0001 per share, 10,000,000 shares

authorized, 2,399,976 shares issued and outstanding at December 31, 2011 and— —
September 30, 2012

Common stock, par value $0.0001 per share, 2,010,000,000 shares authorized,

no shares issued and outstanding at December 31, 2011 and September 30, — —
2012
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Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income
Total Groupon, Inc. Stockholders' Equity
Noncontrolling interests

Total Equity

Total Liabilities and Equity

See Notes to unaudited Condensed Consolidated Financial Statements.
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GROUPON, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share amounts)

(unaudited)
Three Months Ended September Nine Months Ended September
30, 30,
2011 2012 2011 2012
Revenue:
Third party and other revenue $422,989 $423,564 $1,111,094 $1,466,602
Direct revenue 7,172 144,988 7,172 229,568
Total revenue 430,161 568,552 1,118,266 1,696,170
Cost of revenue:
Third party and other revenue 62,339 54,173 156,907 233,834
Direct revenue 5,707 127,613 5,707 202,634
Total cost of revenue 68,046 181,786 162,614 436,468
Operating expenses:
Marketing 170,349 70,919 613,173 275,941
Selling, general and administrative 196,798 287,978 565,686 871,455
Acquisition-related (benefit) expense, net (4,793 ) 2,431 (4,793 ) 744
Total operating expenses 362,354 361,328 1,174,066 1,148,140
(Loss) income from operations (239 ) 25,438 (218,414 ) 111,562
Interest and other income, net 8,269 617 9,808 54,445
Loss on equity method investees (11,211 ) (138 ) (19,974 ) (8,694 )
(Loss) income before provision for income taxes (3,181 ) 25,917 (228,580 ) 157,313
Provision for income taxes 11,235 26,857 9,503 128,297
Net (loss) income (14,416 ) (940 ) (238,083 ) 29,016
Less: Net lqss (.income) attributable to 3.843 (706 ) 23.602 (2,806 )
noncontrolling interests
Net (loss) income attributable to Groupon, Inc. (10,573 ) (1,646 ) (214,481 ) 26,210
Redemption of preferred stock in excess of o . (34,327 )y —
carrying value
Adjustment of redeemable noncontrolling (43,656 ) (1333 ) (59.307 ) (12,498 )

interests to redemption value
Net (loss) income attributable to common
stockholders $(54,229 ) $(2,979 ) $(308,115 ) $13,712

Net (loss) earnings per share

Basic $(0.18) $(0.00) $(1.01) $0.02
Diluted $(0.18) $(0.00) $(1.01) $0.02
Weighted average number of shares outstanding

Basic 307,605,060 653,223,610 305,288,502 648,021,943
Diluted 307,605,060 653,223,610 305,288,502 663,557,250

See Notes to unaudited Condensed Consolidated Financial Statements.
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GROUPON, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(in thousands)

(unaudited)
Three Months Ended Nine Months Ended September
September 30, 30,
2011 2012 2011 2012
Net (loss) income $(14,416 ) $(940 ) $(238,083 ) $29,016
Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments 81 (387 ) 3,649 (378 )
Other comprehensive income (loss) 81 (387 ) 3,649 (378 )
Comprehensive (loss) income (14,335 ) (1,327 ) (234,434 ) 28,638
Less: Comprehensive loss (income) attributable to 3.843 (1,300 ) 23.602 (3.400 )

the noncontrolling interests
Comprehensive (loss) income attributable to

Groupon, Tnc. $(10,492 ) $(2,627 ) $(210,832 ) $25,238

See Notes to unaudited Condensed Consolidated Financial Statements
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GROUPON, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)

Nine Months Ended September 30,

2011 2012
Operating activities
Net (loss) income $(238,083 ) $29,016
Adjustments to reconcile net (loss) income to net cash provided by operating
activities:
Depreciation and amortization 22,754 39,836
Stock-based compensation 60,922 77,706
Deferred income taxes 602 9,608
Excess tax benefits on stock-based compensation (11,323 ) (24,620
Loss on equity method investees 19,974 8,694
Acquisition-related (benefit) expense, net (4,793 ) 744
Gain on redemption of common stock (4,916 ) —
Gain on E-Commerce transaction — (56,032
Change in assets and liabilities, net of acquisitions:
Restricted cash (8,141 ) (1,855
Accounts receivable (69,690 ) (2,189
Prepaid expenses and other current assets (41,023 ) (24,937
Accounts payable (21,924 ) 13,174
Accrued merchant payables 314,872 53,889
Accrued expenses and other current liabilities 108,963 68,010
Other, net (6,824 ) 10,073
Net cash provided by operating activities 121,370 201,117
Investing activities
Purchases of property and equipment and software capitalization (29,825 ) (55,802
Acquisitions of businesses, net of acquired cash (12,553 ) (44,790
Purchases of intangible assets (15,072 ) (10
Purchases of additional interests in consolidated subsidiaries (34,887 ) (8,527
Purchases of cost and equity method investments (20,189 ) (33,097
Net cash used in investing activities (112,526 ) (142,226
Financing activities
Proceeds from issuance of stock, net of issuance costs 509,829 —
Excess tax benefit on stock-based compensation 11,323 24,620
Tax withholdings related to net share settlements of restricted stock units — (7,586
Payments of contingent acquisition liability — (4,250
Repayments of loans with related parties (14,358 ) —
Repurchase of common stock (353,550 ) —
Proceeds from exercise of stock options 2,269 8,868
Partnership distributions to noncontrolling interest holders — (3,062
Redemption of preferred stock (35,221 ) —
Net cash provided by financing activities 120,292 18,590
Effect of exchange rate changes on cash and cash equivalents (4,034 ) 595
Net increase in cash and cash equivalents 125,102 78,076
Cash and cash equivalents, beginning of the period 118,833 1,122,935

Cash and cash equivalents, end of the period $243,935 $1,201,011

— O N N N
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Supplemental disclosure of cash flow information
Non-cash investing activity

Issuance of common stock in connection with acquisitions $11,067
Contingent consideration in connection with acquisitions $17,755
Issuance of non-voting common stock in connection with investments in equity $45.218
interests ’
Stock issued in exchange for additional interests in consolidated subsidiaries $10,400
Contribution of investment in E-Commerce transaction $—

See Notes to unaudited Condensed Consolidated Financial Statements.
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CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
(in thousands, except share amounts)

(unaudited)

Balance at
December 31, 2011
Net income
Foreign currency
translation
Adjustment of
redeemable
noncontrolling
interests to
redemption value
Purchase of
additional interests
in consolidated
subsidiaries
Restricted stock
issued in connection
with business
combinations
Vesting of restricted
stock units

Tax withholding
related to net share
settlements of
restricted stock
units

Stock-based
compensation on
equity-classified
awards

Excess tax benefits
on stock-based
compensation
Exercise of stock
options

Partnership
distributions to
noncontrolling
interest holders
Balance at
September 30, 2012

Groupon, Inc. Stockholders' Equity
Common Stock

Shares

644,145,201

153,231

221,723

3,225,241

(1,177,671 )

8,334,131

654,901,856

.. Total

Ad.dltlonal AccumulatedA ccumulate&?oupon Inc. . Total

Paid-In .. Other Comg. gontrolling .
Amou&t . Deficit tockholdersI Equity

apital Income . nterests
Equity

$64 $1,388,253 $(698,704) $12,928 $702,541 $(3,074) $699,467
— — 26,210 — 26,210 2,706 (D 28,916
— — — 972 ) (972 ) 594 (378
— (12,498 ) — — (12,498 ) — (12,498
— (2,493 ) — — (2,493 ) 1,019 (1,474
— (12,980 ) — — (12,980 ) — (12,980
— 65,716 — — 65,716 — 65,716
— 24,620 — — 24,620 — 24,620
1 8,867 — — 8,868 — 8,868
- — — — (3,062 ) (3,062
$65 $1,459,485 $(672,494) $11,956 $799,012 $(1,817) $797,195

)

)

)

)

)

(€Y

11



Edgar Filing: Groupon, Inc. - Form 10-Q

1y Excludes $0.1 million attributable to redeemable noncontrolling interests, which are reported outside of permanent
equity in the consolidated balance sheets.

See Notes to unaudited Condensed Consolidated Financial Statements
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. FINANCIAL STATEMENT INFORMATION

Company Information

Groupon, Inc., together with the subsidiaries through which it conducts business (the "Company"), is a local
commerce marketplace (www.groupon.com) that connects merchants to consumers by offering goods and services at a
discount. The Company has organized its operations into two segments: North America and International. See Note 12
"Segment Information."

Basis of Presentation / Unaudited Interim Financial Information

The Company has prepared the accompanying condensed consolidated financial statements pursuant to the rules and
regulations of the Securities and Exchange Commission (the “SEC”) for interim financial reporting. These condensed
consolidated financial statements are unaudited and, in the Company's opinion, include all adjustments, consisting of
normal recurring adjustments and accruals, necessary for a fair presentation of the Company's condensed consolidated
balance sheets, and statements of operations, comprehensive income (loss), cash flows and stockholders' equity for the
periods presented. Operating results for the periods presented are not necessarily indicative of the results that may be
expected for the entire year ending December 31, 2012. Certain information and footnote disclosures normally
included in financial statements prepared in accordance with accounting principles generally accepted in the United
States (“U.S. GAAP”) have been omitted in accordance with the rules and regulations of the SEC. These condensed
consolidated financial statements should be read in conjunction with the audited condensed consolidated financial
statements and accompanying notes in Item 8 of Part II, “Financial Statements and Supplementary Data,” of the
Company's 2011 Annual Report on Form 10-K.

Principles of Consolidation

The condensed consolidated financial statements include the accounts of the Company and its subsidiaries. All
intercompany accounts and transactions have been eliminated in consolidation. The Company's condensed
consolidated financial statements were prepared in accordance with U.S. GAAP and include the assets, liabilities,
revenue and expenses of all wholly owned subsidiaries and majority owned subsidiaries over which the Company
exercises control and variable interest entities for which the Company has determined that it is the primary
beneficiary. Outside stockholders' interests in subsidiaries are shown in the condensed consolidated financial
statements as “Noncontrolling interests" and "Redeemable noncontrolling interests." Investments in entities in which
the Company does not have a controlling financial interest are accounted for under either the equity method or cost
method of accounting, as appropriate.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires estimates and assumptions that affect
the reported amounts and classifications of assets and liabilities, revenue and expenses, and the related disclosures of
contingent liabilities in the condensed consolidated financial statements and accompanying notes. Estimates are
utilized for, but not limited to, stock based compensation, income taxes, valuation of acquired goodwill and intangible
assets, investments in equity interests, customer refunds, contingent liabilities and the depreciable lives of property
and equipment. Actual results could differ materially from those estimates.

Significant Accounting Policies

Revenue

The Company recognizes revenue when the following criteria are met: persuasive evidence of an arrangement exists;
delivery has occurred; the selling price is fixed or determinable; and collection is reasonably assured.

9
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

Third party revenue recognition

The Company generates third party revenue, where it acts as a third party marketing agent, by offering goods and
services provided by third party merchant partners at a discount through its local commerce marketplace that connects
merchants to consumers. The Company's marketplace includes deals offered in a variety of categories including:
Local, National, Now!, Goods, Getaways and Live. Customers purchase Groupons from the Company and redeem
them with the Company's merchant partners.

The revenue recognition criteria are met when the number of customers who purchase a given deal exceeds the
predetermined threshold (where applicable), the Groupon has been electronically delivered to the purchaser and a
listing of Groupons sold has been made available to the merchant. At that time, the Company's obligations to the
merchant, for which it is serving as a marketing agent, are substantially complete. The Company's remaining
obligations, which are limited to remitting payment to the merchant and continuing to make available on the
Company's website the listing of Groupons sold that were previously provided to the merchant, are inconsequential or
perfunctory. The Company records as revenue the net amount it retains from the sale of Groupons after paying an
agreed upon percentage of the purchase price to the featured merchant, excluding any applicable taxes. Revenue is
recorded on a net basis because the Company is acting as a marketing agent of the merchant in the transaction.

For merchant payment arrangements that are structured under a redemption model, merchant partners are not paid
until the customer redeems the Groupon that has been purchased. If a customer does not redeem the Groupon under
this payment model, the Company retains all the gross billings. The Company recognizes revenue from unredeemed
Groupons and derecognizes the related accrued merchant payable when its legal obligation to the merchant expires,
which the Company believes is shortly after deal expiration in most jurisdictions that have payment arrangements
structured under a redemption model. However, the Company has historically concluded based on its interpretation of
applicable German law that its obligation to merchants in that jurisdiction extended for three years. Due to a recent
German tax ruling, which will require the Company to remit value-added taxes (VAT) earlier on unredeemed
Groupons, the Company began recognizing revenue from unredeemed Groupons in Germany shortly after deal
expiration during the quarter ended September 30, 2012, consistent with most other jurisdictions. As a result, the
quarter ended September 30, 2012 includes an $18.5 million one-time increase to third party revenue, which
represents the cumulative impact of deals in Germany for which, based on the recent tax ruling, the Company's
obligation to the merchant would have ended prior to the current quarterly period (i.e., prior to July 1, 2012).

Direct revenue recognition

The Company evaluates whether it is appropriate to record the gross amount of its sales and related costs by
considering a number of factors, including, among other things, whether the Company is the primary obligor under the
arrangement, has inventory risk and has latitude in establishing prices.

Direct revenue is derived primarily from selling products through the Company's Goods category where the Company
is the merchant of record. The Company is the primary obligor in these transactions, is subject to general inventory
risk and has latitude in establishing prices. Accordingly, direct revenue is recorded on a gross basis. Direct revenue,
including associated shipping revenue, is recorded when the products are shipped and title passes to customers. For
Goods transactions where the Company is performing a service by acting as a marketing agent of the merchant
responsible for fulfillment, revenue is recorded on a net basis and is presented within third party revenues.

Cost of revenue

Cost of revenue is comprised of direct and indirect costs incurred to generate revenue. For direct revenue transactions,
cost of revenue includes the purchase price of consumer products, warehousing, shipping costs and inventory
markdowns. For third party revenue transactions, cost of revenue includes estimated refunds that are not recoverable
from the merchant, for which the Company records a liability based upon the nature of the product or service and
historical experience. Other costs incurred to generate revenue, which include credit card processing fees, editorial
costs, certain technology costs, web hosting, and other processing fees, are allocated to cost of third party revenue,

14
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direct revenue and other revenue in proportion to relative gross billings during the period.
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

Technology costs in cost of revenue consist of a portion of the payroll and stock based compensation expense related
to the Company's technology support personnel who are responsible for operating and maintaining the infrastructure
of the Company's existing website. Such technology costs also include website hosting and email distribution costs.
Editorial costs consist of a portion of the payroll and stock based compensation expense related to the Company's
editorial personnel, as these staff members are primarily dedicated to drafting and promoting merchant deals.
Refunds

The Company estimates future refunds utilizing a statistical model that incorporates the following data inputs and
factors: historical refund experience developed from millions of deals featured on the Company's website, the relative
risk of refund based on expiration date, deal value, deal category and other qualitative factors that could impact the
level of future refunds, such as introductions of new deals, discontinuations of legacy deals and expected changes, if
any, in Company practices in response to refund experience or economic trends that might impact customer demand.
In early 2012, actual refund activity for deals featured late in 2011 was demonstrating a consistent trend that was
deviating from the modeled refund behavior, due in part to a shift in fourth quarter deal mix and higher price point
offers. Accordingly, the Company updated its refund model to better capture variations in trends in its business. By
continually refining the refund model to reflect such data inputs as discussed above, the Company believes its model
enables it to track and anticipate refund behavior.

The Company accrues costs associated with refunds in accrued expenses on the condensed consolidated balance
sheets. The cost of refunds for third party revenue where the amount payable to the merchant is recoverable and for all
direct revenue is presented in the condensed consolidated statements of operations as a reduction to revenue. The cost
of refunds for third party revenue when there is no amount recoverable from the merchant is presented as a cost of
revenue.

The Company assesses the trends that could affect its estimates and makes changes to the refund reserve quarterly
when it appears that refunds may differ from its original estimates. If actual results are not consistent with the
estimates or assumptions stated above, the Company may need to change its future estimates, and the effects could be
material to the condensed consolidated financial statements.

Cost method investments

Non-marketable equity investments for which the Company does not have the ability to exercise significant influence
are accounted for using the cost method of accounting and classified within investments in equity interests on the
condensed consolidated balance sheets. Under the cost method, investments are carried at cost and are adjusted only
for other-than-temporary declines in fair value, certain distributions and additional investments. The Company
evaluates the value of cost method investments for other-than-temporary impairment on a quarterly basis. See Note
10, "Fair Value Measurements" for information about the fair values and carrying amounts of cost method
investments.

11
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

2. ACQUISITIONS

During the nine months ended September 30, 2012, the Company acquired certain entities, and the results of each of
the entities have been included in the condensed consolidated financial statements beginning on the respective date of
acquisition. The primary purpose of these acquisitions was to enhance the Company's technology and marketing
services and to expand and advance product offerings. The aggregate acquisition-date fair value of the consideration
transferred for these acquisitions totaled $52.8 million, which consisted of the following (in thousands):

Fair Value of Consideration Transferred Fair Value
Cash $46,913
Purchase price obligations 3,364
Contingent consideration 2,521
Total $52,798

Liabilities for contingent consideration (i.e., earn-outs) are measured at fair value each reporting period, with the
acquisition-date fair value included as part of the consideration transferred and subsequent changes in fair value
recorded in earnings as acquisition-related expense (benefit), net. The Company determines the fair values of
contingent consideration liabilities based on the likelihood of contingent earn-out payments and stock issuances. See
Note 10 “Fair Value Measurements" for information about subsequent fair value measurements of contingent
consideration liabilities.

The following table summarizes the preliminary allocation of the fair value of consideration transferred as of the
acquisition date (in thousands):

Description Fair Value

Net working capital (including acquired cash of $2.1 million) $1,750

Property and equipment, net 165

Goodwill 32,557

Intangible assets(D:

Subscriber relationships 170

Merchant relationships 1,370

Developed technology 20,070

Deferred tax liability (3,284 )
Total Purchase Price $52,798

(1) Acquired intangible assets have estimated useful lives of 2 years.

The fair value of consideration transferred is being allocated to the tangible and intangible assets acquired and
liabilities assumed based on their estimated fair values on their corresponding acquisition date, with the remaining
unallocated amount recorded as goodwill. The purchase price allocations are preliminary as the Company is in the
process of finalizing the intangibles valuations. The goodwill of $32.6 million represents the premium the Company
paid over the fair value of the net tangible and intangible assets acquired. The Company paid this premium for a
number of reasons, including acquiring an experienced workforce. The goodwill is not deductible for tax purposes.
Pro forma results of operations have not been presented because the effects of these business combinations,
individually and in the aggregate, were not material to the Company's condensed consolidated results of operations.
Purchases of Additional Interests in Consolidated Subsidiaries

During the nine months ended September 30, 2012, the Company acquired additional shares in various majority-

12
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)

owned subsidiaries, including both shares owned by investors not employed by the Company, as well as subsidiary
stock-based compensation awards that were granted in conjunction with the original acquisitions. The acquired
subsidiary stock-based compensation awards were classified as liabilities mainly due to the existence of rights that
allow the holders to sell their shares back to the Company.

In February 2012, the Company acquired an additional interest in one majority-owned subsidiary for $2.5 million.
Additionally, in connection with this transaction, certain liability-classified subsidiary stock-based compensation
awards were settled in exchange for $2.5 million. Also in February 2012, the Company settled certain
liability-classified subsidiary stock-based compensation awards in exchange for $2.4 million of cash, $0.5 million of
Class A common stock and $1.7 million of deferred compensation that will be recognized as compensation expense
over a service period of two years and is payable in $1.3 million of cash and $0.4 million of Class A common stock.
In May 2012, the Company acquired additional interests of two majority-owned subsidiaries for an aggregate
purchase price of $6.6 million, including $6.0 million of cash and $0.6 million of Class A common stock.

3. GOODWILL AND OTHER INTANGIBLE ASSETS

The following table summarizes the Company's goodwill activity for the nine months ended September 30, 2012 (in
thousands):

North America International Consolidated
Balance as of December 31, 2011 $40,731 $126,172 $166,903
Goodwill related to acquisitions 32,557 — 32,557
Other adjustments) (1,254 ) (1,228 ) (2,482 )
Balance as of September 30, 2012 $72,034 $124,944 $196,978

(1)Includes changes in foreign exchange rates for goodwill and purchase accounting adjustments.
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The following table summarizes the Company's other intangible assets (in thousands):
As of December 31, 2011

Asset Category

Subscriber relationships
Merchant relationships

Trade names

Developed technology
Other intangible assets

Total

Asset Category

Subscriber relationships
Merchant relationships

Trade names

Developed technology
Other intangible assets

Total

Gross Carrying Accumulated
Value Amortization
$41,272 $12,882
6,600 6,600

5,801 5,801

5,583 2,151

15,420 1,575
$74,676 $29,009

As of September 30, 2012

Gross Carrying Accumulated
Value Amortization
$41,161 $18,853
7,920 6,550

5,751 5,751

25,422 9,432

15,469 3,690
$95,723 $44,276

Net Carrying
Value
$28,390

3,432
13,845
$45,667

Net Carrying
Value
$22,308
1,370

15,990
11,779
$51,447

Amortization expense for these intangible assets was $3.4 million and $5.6 million for the three months ended

September 30, 2011 and 2012, respectively, and $14.1 million and $15.6 million for the nine months ended September

30, 2011 and 2012, respectively.

As of September 30, 2012, the Company's estimated future amortization expense of these intangible assets was as
follows (in thousands):

Year Ending December 31, 2011

Remaining amounts in 2012 $6,199
2013 22,933
2014 13,703
2015 6,949
2016 1,663
Thereafter —

$51,447
14
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4. INVESTMENTS IN EQUITY INTERESTS
The following table summarizes the Company's investments in equity interests (dollars in thousands):

December 31, Percent . September 30, Percent Ownership
2011 Ownership of 2012 of Common and
Common Stock Preferred Stock
Cost method:
Life Media Limited $— — % $128,074 19 %
Equity method:
E-Commerce King Limited 49,395 49 % — — %
Other investments in equity interests 1,209 50 %or less 2,965 50 % or less
Total investments in equity interests $50,604 $131,039

Equity Method Investment in E-Commerce King Limited

In January 2011, the Company acquired 40% of the ordinary shares of E-Commerce King Limited (“E-Commerce”), a
company organized under the laws of the British Virgin Islands, in exchange for $4.0 million. The Company entered
into the joint venture along with Rocket Asia GmbH & Co. KG (“Rocket Asia”), an entity controlled by former
CityDeal shareholders Oliver Samwer, Marc Samwer and Alexander Samwer. Rocket Asia acquired 10% of the
ordinary shares in E-Commerce. E-Commerce subsequently established a wholly-owned foreign enterprise that
created a domestic operating company headquartered in Beijing, China.

On July 31, 2011, the Company entered into an agreement to purchase additional interests in E-Commerce from
Rocket Asia for a purchase price of $45.2 million, consisting of 2,908,856 shares of non-voting common stock. The
investment increased the Company's ownership from 40% to 49%.

Throughout 2011 and 2012, the Company made cash investments in E-commerce for an aggregate amount of $32.9
million. As of May 31, 2012, the Company's ownership in E-Commerce was 49.8%.

In June 2012, Life Media Limited (F-tuan), an exempted company incorporated under the laws of the Cayman Islands
with operations in China, acquired E-Commerce. In exchange for its 49.8% interest in E-Commerce and an additional
$25.0 million of cash consideration, the Company received a 19% interest in F-tuan in the form of common and Series
E preferred shares. The Company paid $5.0 million of the cash consideration on June 25, 2012 and the remaining
amount was paid on July 2, 2012.

The Company recognized a non-operating pre-tax gain of $56.0 million as a result of the transaction, which is
included in "Interest and other income, net" on the condensed consolidated statement of operations. The gain
represents the excess of the fair value of the Company's 19% investment in F-tuan over the carrying value of its
E-Commerce investment as of the date of the transaction and the $25.0 million of cash consideration for the Series E
preferred shares.

Cost Method Investment in Life Media Limited

The investment in Life Media Limited is accounted for using the cost method because the Company does not have the
ability to exercise significant influence. The total investment of $128.1 million, which represents the fair value on the
date the Company obtained this investment, is classified within "Investments in equity interests" on the condensed
consolidated balance sheet as of September 30, 2012. The investment will be adjusted only for other-than-temporary
declines in fair value, certain distributions and additional investments. The approximate fair value of the investment as
of September 30, 2012 was $124.9 million. As of September 30, 2012, the gross unrealized loss of the Company's
investment in Life Media was $3.2 million, which has been in an unrealized loss position for less than 12 months.
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5. VARIABLE INTEREST ENTITY
On May 9, 2011, the Company entered into a collaborative arrangement which was later amended on January 1, 2012
to create a jointly-owned sales category with a strategic partner ("Partner"), and a limited liability company ("LLC")
was established. The Company and its Partner each owns 50% of the LL.C, and income and cash flows of the LLC are
allocated based on agreed upon percentages between the Company and the Partner. The liabilities of the LL.C are
solely the LL.C's obligations and are not obligations of the Company or the Partner.
The Company's obligations associated with its interests in the LLC are primarily building, maintaining, customizing,
managing and operating the LLC website, contributing intellectual property, identifying deals and promoting the sale
of deal vouchers, coordinating the fulfillment of deal vouchers in certain instances and providing the record keeping.
Under the LLC agreement, the LLC shall be dissolved upon the occurrence of any of the following events: (1) either
party becoming a majority owner; (2) the third anniversary of the date of the LLC agreement; (3) certain elections of
the Company or the Partner based on the operational and financial performance of the LLC or other changes to certain
terms in the agreement; (4) election of either the Company or the Partner in the event of bankruptcy by the other party;
(5) sale of the LLC; or (6) a court's dissolution of the LLC.
Variable interest entities (VIEs) are entities that have either a total equity investment that is insufficient to permit the
entity to finance its activities without additional subordinated financial support, or whose equity investors lack the
characteristics of a controlling financial interest (i.e., the ability to make significant decisions through voting rights
and the right to receive the expected residual returns of the entity or the obligation to absorb the expected losses of the
entity). A variable interest holder that has both (a) the power to direct the activities of the VIE that most significantly
impact its economic performance and (b) either an obligation to absorb losses or a right to receive benefits that could
potentially be significant to the VIE is referred to as the primary beneficiary and must consolidate the VIE.
The Company has determined that the LLC is a VIE and the Company is its primary beneficiary. The Company
consolidates the LLC because it has the power to direct activities of the LLC that most significantly impact the LLC's
economic performance. In particular, the Company identifies and promotes the deal vouchers, provides all of the back
office support (i.e. website, contracts, personnel resources, accounting, etc.), presents the LLC's deals via email and
the Company's website and provides the editorial resources that create the verbiage included on the website with the
LLC's deal offer.
6. SUPPLEMENTAL CONSOLIDATED BALANCE SHEET INFORMATION
The following table summarizes the Company's accrued expenses (in thousands):

As of December 31,  As of September 30,

2011 2012

Refunds reserve $67,452 $69,826
Marketing 33,472 14,042
Payroll and benefits 36,404 57,665
Subscriber rewards and credits 36,144 61,438
Professional fees 18,656 15,690
Other 19,879 26,422
Total accrued expenses $212,007 $245,083

The following table summarizes the Company's other current liabilities (in thousands):
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As of December 31,  As of September 30,
2011 2012

Income taxes payable $70,861 $47.451

VAT and sales tax payable 50,554 63,745

Other 23,258 60,226

Total other current liabilities $144,673 $171,422

The following table summarizes the Company's other non-current liabilities (in thousands):
As of December 31,  As of September 30,
2011 2012

Long-term tax liabilities $55,127 $56,246

Other 15,639 18,397

Total other non-current liabilities $70,766 $74,643

7. COMMITMENTS AND CONTINGENCIES

The Company's commitments as of September 30, 2012 did not materially change from the amounts set forth in the
Company's 2011 Annual Report on Form 10-K.

Legal Matters

From time to time, the Company is party to various legal proceedings incident to the operation of its business. For
example, the Company is currently involved in proceedings by former employees, intellectual property infringement
suits (as discussed below) and suits by customers (individually or as class actions) alleging, among other things,
violation of the Credit Card Accountability, Responsibility and Disclosure Act and state laws governing gift cards,
stored value cards and coupons. The following is a brief description of the more significant legal proceedings.

On February 8, 2012, the Company issued a press release announcing its expected financial results for the fourth
quarter of 2012. After finalizing its year-end financial statements, the Company announced on March 30, 2012
revised financial results, as well as a material weakness related to deficiencies in its financial statement close process.
The revisions resulted in a reduction to fourth quarter 2011 revenue of $14.3 million. The revisions also resulted in an
increase to fourth quarter operating expenses that reduced operating income by $30.0 million, net income by $22.6
million and earnings per share by $0.04. Following this announcement, the Company and several of its current and
former directors and officers were named as parties to the following outstanding securities and stockholder derivative
lawsuits all arising out of the same alleged events and facts.

Five putative federal class action securities complaints have been filed against the Company, certain of its directors
and officers, and the underwriters that participated in the initial public offering of the Company's Class A common
stock. All five cases are currently pending before the United States District Court for the Northern District of Illinois:
Zhang v. Groupon, Inc., et al. was filed on April 3, 2012; Roselli v. Groupon, Inc., et al. was filed on April 3, 2012;
Einspahr v. Groupon, Inc., et al. was filed on April 6, 2012; Pedrow v. Groupon, Inc., et al. was filed on April 16,
2012; and Cottrell v. Groupon, Inc., et al. was filed on April 27, 2012. All five complaints assert claims pursuant to
Sections 11 and 15 of the Securities Act of 1933 and Sections 10(b) and 20(a) of the Securities Exchange Act of
1934. Two of the complaints additionally attempt to assert claims pursuant to Section 12(a)(2) of the Securities Act of
1933. Allegations in the complaints include that the Company and its officers and directors made untrue statements or
omissions of material fact by issuing inaccurate financial statements for the fiscal quarter and the fiscal year ending
December 31, 2011 and by failing to disclose information about the Company's financial controls in the registration
statement and prospectus for the Company's initial public offering of Class A common stock and in the Company's
subsequently-issued financial statements. The putative class action lawsuits seek an unspecified amount of monetary
damages, reimbursement for fees and costs incurred in connection with the actions, including attorneys' fees, and
various other forms of monetary and non-monetary relief. On June 8, 2012, the court entered an order consolidating
all five federal class actions under the caption In re Groupon, Inc. Securities Litigation, Master File No. 12- CV-2450.
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On August 28, 2012, the court issued an order appointing Michael Cohn as lead plaintiff and the law firm of
Pomerantz Haudek Grossman & Gross LLP as lead counsel. The lead plaintiff filed a consolidated complaint on
October 29, 2012. The defendants have until December 28, 2012 to file their responsive pleadings or motions.
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In addition, six federal and two state purported stockholder derivative lawsuits have been filed against certain of the
Company's current and former directors and officers. All six federal derivative cases are currently pending in the
United States District Court for the Northern District of Illinois: Monturano v. Lefkofsky, et al. was filed on April 5,
2012; Wong v. Mason, et al. was filed on April 12, 2012; Potter v. Mason, et al. was filed on April 30, 2012, Martin v.
Mason, et al. was filed on May 4, 2012; Lutz v. Mason, et al. was filed on May 14, 2012; and Tipnis v. Mason, et. al.
was filed on May 16, 2012. In the federal derivative complaints, plaintiffs assert claims for breach of fiduciary duty,
abuse of control and for unjust enrichment. The state derivative cases are currently pending before the Chancery
Division of the Circuit Court of Cook County, Illinois: Orrego v. Lefkofsky, et al., was filed on April 5, 2012; and
Kim v. Lefkofsky, et al., was filed on May 25, 2012. The derivative complaints generally allege that the defendants
breached their fiduciary duties by purportedly mismanaging the Company's business by, among other things, failing to
utilize proper accounting controls and, in the case of one of the state derivative lawsuits, by engaging in alleged
insider trading of the Company's Class A common stock and misappropriating information. In addition, one state
derivative case asserts a claim for unjust enrichment. The derivative lawsuits purport to seek to recoup for the
Company an unspecified amount of monetary damages allegedly sustained by the Company, restitution from
defendants, reimbursement for fees and costs incurred in connection with the actions, including attorneys' fees, and
various other forms of monetary and non-monetary relief. On May 30, 2012, the federal court entered an order
consolidating all six federal derivative actions and appointing lead plaintiff and co-lead counsel, and the consolidated
action was subsequently assigned the caption In re: Groupon Derivative Litigation, File No. 12-CV-5300. On June
20, 2012, the Company and the individual defendants filed a motion requesting that the court stay the federal
derivative actions pending resolution of the Federal Class Actions. On July 31, 2012, the court granted defendants'
motion in part, and stayed the Federal derivative actions pending a separate resolution of upcoming motions to dismiss
in the federal class actions. On June 15, 2012, the state plaintiffs filed a motion to consolidate the state derivative
actions, which was granted on July 2, 2012, and on July 5, 2012, the plaintiffs filed a motion for appointment of
co-lead plaintiffs and co-lead counsel, which was granted on July 27, 2012.

On September 14, 2012, the court granted a motion filed by the parties requesting that the court stay the state
derivative actions pending the federal court's resolution of anticipated motions to dismiss in the federal class actions.
The Company intends to defend all of the securities and shareholder derivative lawsuits vigorously.

In June 2012, the Company was sued for breach of contract in Berlin, Germany by Fast Group S.A. (“Airfast”). Airfast
sold vouchers for air travel to a subsidiary of the Company for resale by the Company to its customers under two
similar agreements. On June 5, 2012, Fast Group filed a lawsuit against the Company alleging that the Company
failed to make payments due to Fast Group. This case is pending before the District Court (Landgericht) Berlin under
case number 19 O 344/12. On August 2, 2012, Fast Group expanded its claim to increase the amounts alleged to be
due. The Company has filed an Answer and a Counterclaim on September 13, 2012. An oral hearing is scheduled

for December 14, 2012. On August 27, 2012 and September 4, 2012, Fast Group filed additional lawsuits with respect
to a similar agreement. The cases are pending before the District Court (Landgericht) Berlin under case numbers 19 O
447/12 and 7 O 343/12, respectively. The Company has filed an answer on October 10, 2012 with respect to the
August 27, 2012 suit and intends to file an answer shortly with respect to September 4, 2012 suit. The District Court
has not scheduled hearing dates yet. The Company believes it has meritorious defenses to the lawsuit and does not
expect any resolution of the lawsuit to be material to its results of operations.

In addition, third parties have from time to time claimed, and others may claim in the future, that the Company has
infringed their intellectual property rights. The Company is subject to intellectual property disputes, and expects that it
will increasingly be subject to intellectual property infringement claims as its services expand in scope and
complexity. The Company has in the past been forced to litigate such claims, and several of these claims are currently
pending. The Company may also become more vulnerable to third-party claims as laws such as the Digital
Millennium Copyright Act are interpreted by the courts, and as the Company becomes subject to laws in jurisdictions
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where the underlying laws with respect to the potential liability of online intermediaries are either unclear or less
favorable. The Company believes that additional lawsuits alleging that it has violated patent, copyright or trademark
laws will be filed against it. Intellectual property claims, whether meritorious or not, are time consuming and costly to
resolve, could require expensive changes in the Company's methods of doing business, or could require it to enter into
costly royalty or licensing agreements.

The Company is also subject to, or in the future may become subject to, a variety of regulatory inquiries across the
jurisdictions where the Company conducts its business, including for example consumer protection, marketing
practices, tax and privacy rules and regulations. Any regulatory actions against the Company, whether meritorious or
not, could be time consuming, result in costly litigation, damage awards, injunctive relief or increased costs of doing
business through adverse judgment or
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settlement, require the Company to change its business practices in expensive ways, require significant amounts of
management time, result in the diversion of significant operational resources or otherwise harm the Company's
business.

The Company assesses the likelihood of any adverse judgments or outcomes with respect to these matters and
determines loss contingency assessments on a gross basis after assessing the probability of incurrence of a loss and
whether a loss is reasonably estimable. In addition, the Company considers other relevant factors that could impact its
ability to reasonably estimate a loss. A determination of the amount of reserves required, if any, for these
contingencies is made after analyzing each matter. The Company's reserves may change in the future due to new
developments or changes in strategy in handling these matters.

Although the results of litigation and claims cannot be determined, based on the information currently available the
Company currently believes that the final outcome of these matters will not have a material adverse effect on its
business, consolidated financial position, results of operations, or cash flows. Regardless of the outcome, litigation can
have an adverse impact on the Company because of defense and settlement costs, diversion of management resources
and other factors.

Indemnifications

In the normal course of business to facilitate transactions related to its operations, the Company indemnifies certain
parties, including lessors and from time to time merchants with respect to certain matters. The Company has agreed to
hold certain parties harmless against losses arising from a breach of representations or covenants, or other claims
made against certain parties. These agreements may limit the time within which an indemnification claim can be made
and the amount of the claim. In addition, the Company has entered into indemnification agreements with its officers
and directors, and the Company's bylaws contain similar indemnification obligations to agents.

It is not possible to determine the maximum potential amount under these indemnification agreements due to the
limited history of prior indemnification claims and the unique facts and circumstances involved in each particular
agreement. Historically, the payments that the Company has made under these agreements have not had a material
impact on the operating results, financial position, or cash flows of the Company.

8. STOCKHOLDERS' EQUITY AND STOCK-BASED COMPENSATION

Common Stock

The Board of Directors of the Company (the Board) has authorized three classes of common stock: Class A common
stock, Class B common stock and common stock. No shares of common stock will be issued or outstanding until
November 5, 2016, at which time all outstanding shares of Class A common stock and Class B common stock will
automatically convert into shares of common stock. In addition, the Board authorized shares of undesignated preferred
stock, the rights, preferences and privileges of which may be designated from time to time by the Board.

The Company's authorized common stock has a par value of $0.0001 per share, and consists of 2,000,000,000 shares
designated as Class A common stock, 10,000,000 shares designated as Class B common stock and 2,010,000,000
shares designated as common stock. As of September 30, 2012, there were 652,501,880 shares of Class A common
stock and 2,399,976 shares of Class B common stock outstanding.

Groupon, Inc. Stock Plans

The Groupon, Inc. Stock Plans (the "Plans") are administered by the Compensation Committee of the Board, which
determines the number of awards to be issued, the corresponding vesting schedule and the exercise price for options.
As of September 30, 2012, 30,857,092 shares were available for future issuance under the Plans.

The Company recognized stock-based compensation expense of $3.3 million and $22.6 million during the three
months ended September 30, 2011 and 2012, respectively, and $60.9 million and $77.7 million during the nine
months ended September 30, 2011 and 2012, respectively, related to stock awards issued under the Plans,
acquisition-related awards and subsidiary awards. The Company also capitalized $3.2 million and $5.6 million of
stock-based compensation during the three and nine months ended
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