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FORWARD -LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forwimaking statements within the meaning of Secti@A »f the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 198luding statements regarding our future resefitsperations and financial position, business
strategy and plans and our objectives for futurratons. The words “may,” “will,” “should,” “could “expect,” “anticipate,” “believe,” “estimate,”
“intend,” “continue” and other similar expressicar® intended to identify forward-looking statemeft® have based these forward-looking statements
largely on current expectations and projectionsudbgture events and financial trends that we belimay affect our financial condition, results of
operations, business strategy, short term and temg-business operations and objectives, and fiabneeds. These forward-looking statements involve
risks and uncertainties that could cause our acasailts to differ materially from those expressedmplied in our forward-looking statements. Such
risks and uncertainties include, among others dliiscussed in “Item 1A: Risk Factors” of our AnhRaport on Form 10-K and Part Il, Item 1A of this
Quarterly Report on Form 10-Q, as well as in ourdemsed consolidated financial statements, relatésts, and the other financial information
appearing elsewhere in this report and our ottiegé with the Securities and Exchange Commissioithe SEC. Moreover, we operate in a very
competitive and rapidly changing environment. N&ks emerge from time to time. It is not possildedur management to predict all risks, nor can we
assess the impact of all factors on our businefiseoextent to which any factor, or combinatiorfauftors, may cause actual results to differ matgria
from those contained in any forward-looking statetaeve may make. We do not intend, and undertakabfigation, to update any of our forward-
looking statements after the date of this reporeftect actual results or future events or circtamses. Given these risks and uncertainties, reader
cautioned not to place undue reliance on such fahhaoking statements.




ITEM 1.

FINANCIAL STATEMENTS
GROUPON, INC.

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

December 31, 2011

September 30, 2012

(unaudited)
Assets
Current assets:
Cash and cash equivalents $ 1,122,993 $ 1,201,01
Accounts receivable, net 108,74" 110,05!¢
Prepaid expenses and other current assets 91,64¢ 121,33
Total current assets 1,323,32 1,432,40
Property and equipment, net of accumulated depitesiaf $14,627 and $37,564, respectively 51,80( 103,871
Goodwill 166,90¢ 196,97t
Intangible assets, net 45,667 51,44
Investments in equity interests 50,60¢ 131,03¢
Deferred income taxes, non-current 46,10« 48,75
Other non-current assets 90,071 68,31«
Total Assets $ 1,774,477 $ 2,032,81
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payable $ 40,91¢ $ 60,01¢
Accrued merchant payables 520,72¢ 573,47
Accrued expenses 212,00 245,08:
Deferred income taxes, current 76,841 75,20:
Other current liabilities 144,67 171,42:
Total current liabilities 995,16: 1,125,20
Deferred income taxes, non-current 7,42¢ 28,58!
Other non-current liabilities 70,76¢ 74,64
Total Liabilities 1,073,35! 1,228,42
Commitments and contingencies (see Note 7)
Redeemable noncontrolling interests 1,65¢ 7,19(
Stockholders' Equity
Class A common stock, par value $0.0001 per si22060,000,000 shares authorized, 641,745,225 stsstesd and
outstanding at December 31, 2011; 2,000,000,00@&slzauthorized, 652,501,880 shares issued andindisy at
September 30, 2012 64 65
Class B common stock, par value $0.0001 per sk@r800,000 shares authorized, 2,399,976 sharesdisswd
outstanding at December 31, 2011 and Septemb@03@, — —
Common stock, par value $0.0001 per share, 2,00@00 shares authorized, no shares issued andmditsg at
December 31, 2011 and September 30, 2012 — —
Additional paid-in capital 1,388,25: 1,459,48!
Accumulated deficit (698,709 (672,49,
Accumulated other comprehensive income 12,92¢ 11,95¢
Total Groupon, Inc. Stockholders' Equity 702,54 799,01:
Noncontrolling interests (3,079 (1,819
Total Equity 699,46 797,19
Total Liabilities and Equity $ 1,774,47  $ 2,032,81.

See Notes to unaudited Condensed Consolidated dgtih@tatements.
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share amounts)

Revenue:
Third party and other revenue
Direct revenue
Total revenue
Cost of revenue:
Third party and other revenue
Direct revenue
Total cost of revenue
Operating expenses:
Marketing
Selling, general and administrative
Acquisition-related (benefit) expense, net
Total operating expenses
(Loss) income from operations
Interest and other income, net
Loss on equity method investees
(Loss) income before provision for income taxes
Provision for income taxes
Net (loss) income
Less: Net loss (income) attributable to nonconirglinterests
Net (loss) income attributable to Groupon, Inc.
Redemption of preferred stock in excess of carrymge
Adjustment of redeemable noncontrolling interesteedlemption value
Net (loss) income attributable to common stockholds

Net (loss) earnings per share
Basic
Diluted

Weighted average number of shares outstanding
Basic
Diluted

See Notes to unaudited Condensed Consolidated ¢gtah@tatements.

GROUPON, INC.

(unaudited)

Three Months Ended September 30,

Nine Months Ended September 30,

5

2011 2012 2011 2012

$ 422,98 423,56 1,111,09. $ 1,466,60,
7,17: 144,98 7,17: 229,561

430,16: 568,55: 1,118,261 1,696,17!

62,33¢ 54,17 156,90 233,83

5,701 127,61 5,701 202,63«

68,04¢ 181,78 162,61 436,46

170,34¢ 70,91¢ 613,17 275,94:

196,79 287,97t 565,68 871,45!

(4,799 2,431 (4,799 744

362,35 361,321 1,174,061 1,148,14

(239 25,43¢ (218,41) 111,56

8,26¢ 617 9,80¢ 54,448

(11,21) (139) (19,979 (8,699

(3.18) 25,91 (228,58() 157,31

11,23 26,85 9,50: 128,29

(14,416 (940) (238,08) 29,01¢

3,84¢ (706) 23,60: (2,809

(10,579 (1,646 (214,48) 26,21

— — (34,32) —

(43,650 (1,339 (59,30) (12,499

$ (54,229 (2,979 (308,119 $ 13,71
$(0.18) $(0.00) $(1.01) $0.02
$(0.18) $(0.00) $(1.01) $0.02

307,605,06 653,223,61 305,288,50 648,021,94

307,605,06 653,223,61 305,288,50 663,557,25




Net (loss) income

Comprehensive (loss) income

GROUPON, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(in thousands)

Other comprehensive income (loss), net of tax:

(unaudited)
Three Months Ended September 30, Nine Months Ended September 30,
2011 2012 2011 2012
$ (14,416 $ 940 $ (238,08) 29,01¢
Foreign currency translation adjustments 81 (387) 3,64¢ (37¢)
Other comprehensive income (loss) 81 (387) 3,64¢ (37¢)
(14,33%) (1,327) (234,439 28,63¢
Less: Comprehensive loss (income) attributabl@éanoncontrolling interests 3,84 (1,300 23,60z (3,400
Comprehensive (loss) income attributable to Grouponinc. $ (1049) 8 (2627) $ (210,83) 25,23¢

See Notes to unaudited Condensed Consolidated dctah@tatements
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GROUPON, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Operating activities
Net (loss) income

Adjustments to reconcile net (loss) income to mshcprovided by operating activities:

Depreciation and amortization
Stock-based compensation
Deferred income taxes
Excess tax benefits on stock-based compensation
Loss on equity method investees
Acquisition-related (benefit) expense, net
Gain on redemption of common stock
Gain on E-Commerce transaction
Change in assets and liabilities, net of acquisiio
Restricted cash
Accounts receivable
Prepaid expenses and other current assets
Accounts payable
Accrued merchant payables
Accrued expenses and other current liabilities
Other, net
Net cash provided by operating activities
Investing activities
Purchases of property and equipment and softwanieatiaation
Acquisitions of businesses, net of acquired cash
Purchases of intangible assets
Purchases of additional interests in consolidatibdigiaries
Purchases of cost and equity method investments
Net cash used in investing activities
Financing activities
Proceeds from issuance of stock, net of issuansts co
Excess tax benefit on stock-based compensation
Tax withholdings related to net share settlemehtesiricted stock units
Payments of contingent acquisition liability
Repayments of loans with related parties
Repurchase of common stock
Proceeds from exercise of stock options
Partnership distributions to noncontrolling interesiders
Redemption of preferred stock
Net cash provided by financing activities
Effect of exchange rate changes on cash and cashup@glents
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of the period
Cash and cash equivalents, end of the period
Supplemental disclosure of cash flow information
Non-cash investing activity
Issuance of common stock in connection with actjors
Contingent consideration in connection with acdiges

Issuance of non-voting common stock in connecti@h imvestments in equity interests

(unaudited)

Stock issued in exchange for additional interestonsolidated subsidiaries

Contribution of investment in E-Commerce transactio

Nine Months Ended September 30,

2011 2012
$ (238,08) $ 29,01¢
22,75¢ 39,83¢
60,92: 77,70¢
602 9,60¢
(11,329 (24,620)
19,97¢ 8,69¢
(4,799 744
(4,916 —
— (56,039
(8,149 (1,859
(69,690 (2,189
(41,029 (24,93)
(21,929 13,17¢
314,87 53,88¢
108,96: 68,01(
(6,829 10,07¢
121,37( 201,11°
(29,829 (55,802
(12,559 (44,790
(15,079 (10
(34,88) (8,527
(20,189 (33,09)
(112,520) (142,220)
509,82 —
11,32: 24,62(
— (7,586
— (4,250
(14,359 —
(353,55() —
2,26¢ 8,86¢
— (3,062
(35,22) —
120,29: 18,59(
(4,039 592
125,10: 78,07¢
118,83 1,122,93!
$ 243,93 $ 1,201,01
$ 11,060 $ —
$ 17,758 $ 2,521
$ 4521¢  $ —
$ 10,400 $ 527
$ — 3 47,04:



See Notes to unaudited Condensed Consolidated ¢grad@tatements.
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CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' E QUITY

GROUPON, INC.

(in thousands, except share amounts)

(unaudited)

Groupon, Inc. Stockholders' Equity

Total
Common Stock Groupon Inc.
Additional  Accumulated = Accumulated  Stockholders' Non-
Paid-In Other Comp. controlling Total
Shares Amount Capital Deficit Income Equity Interests Equity
Balance at December 31, 2011 644,14520 $ 64 $1,388,25: $ (698,700 $ 12,92¢ $ 70254. $ (3,079 $ 699,46
Net income — — — 26,21( — 26,21( 2,70¢ @ 28,91¢ @
Foreign currency translation — — — — (972) (972) 594 (379)
Adjustment of redeemable noncontrolling
interests to redemption value — — (12,49% — — (12,499 — (12,499
Purchase of additional interests in
consolidated subsidiaries 153,23: — (2,497 — — (2,497 1,01¢ (1,472
Restricted stock issued in connection with
business combinations 221,72 — — — — — — —
Vesting of restricted stock units 3,225,24 — — — — — — —
Tax withholding related to net share
settlements of restricted stock units (1,177,67) — (12,98() — — (12,980() — (12,980()
Stock-based compensation on equityssified
awards — — 65,71¢ — — 65,71¢ — 65,71¢
Excess tax benefits on stock-based
compensation — — 24,62( — — 24,62( — 24,62(
Exercise of stock options 8,334,13. 1 8,861 — — 8,86¢ — 8,86¢
Partnership distributions to noncontrolling
interest holders — — — — — — (3,067) (3,062)
Balance at September 30, 2012 654,901,85 $ 65 $1,45948 $ (672,49) $ 11,95¢ $ 799,01: $ (1,81) $ 797,19

@

Excludes $0.1 milliorattributable to redeemable noncontrolling interestsich are reported outside of permanent equithénconsolidated balance she

See Notes to unaudited Condensed Consolidated dgtah@tatements
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

1. FINANCIAL STATEMENT INFORMATION

Company Information

Groupon, Inc., together with the subsidiaries tlgtouwvhich it conducts business (the "Company"), idoeal commerce marketple
(www.groupon.com) that connects merchants to coessifoy offering goods and services at a discoumt. Company has organized its operations
two segments: North America and International. Sete 12 "Segment Informatiori.

Basis of Presentation / Unaudited Interim Financidhformation

The Company has prepared the accompanying condensedlidated financial statements pursuant toulkes and regulations of the Securi
and Exchange Commission (the “SEGYy interim financial reporting. These condensedsmidated financial statements are unaudited anthe
Company's opinion, include all adjustments, coimgjsof normal recurring adjustments and accruadsessary for a fair presentation of the Compi
condensed consolidated balance sheets, and stateofayperations, comprehensive income (loss), dasvs and stockholders' equity for the peri
presented. Operating results for the periods ptedeare not necessarily indicative of the resuitst tmay be expected for the entire year er
December 31, 2012 Certain information and footnote disclosures raltynincluded in financial statements prepared @eoaadance with accounti
principles generally accepted in the United StgtelsS. GAAP”) have been omitted in accordance with the rulesragdlations of the SEC. The
condensed consolidated financial statements shbeldread in conjunction with the audited condensedsalidated financial statements
accompanying notes in Item 8 of Part I, “FinanSthtements and Supplementary Data,” of the Conip@®11 Annual Report on Form 10-K.

Principles of Consolidation

The condensed consolidated financial statementsdacthe accounts of the Company and its subs&diarhll intercompany accounts ¢
transactions have been eliminated in consolidafitre Company's condensed consolidated financitdraents were prepared in accordance with
GAAP and include the assets, liabilities, revenund axpenses of all wholypwned subsidiaries and majortywned subsidiaries over which
Company exercises control and variable interestientfor which the Company has determined thé the primary beneficiary. Outside stockholc
interests in subsidiaries are shown in the condbrsasolidated financial statements &oficontrolling interests" and "Redeemable noncdiimr
interests." Investments in entities in which ther(any does not have a controlling financial inteeee accounted for under either the equity methr
cost method of accounting, as appropriate.

Use of Estimates

The preparation of financial statements in conftymiith U.S. GAAP requires estimates and assumptibat affect the reported amounts
classifications of assets and liabilities, reveand expenses, and the related disclosures of gemtiriabilities in the condensed consolidatedrfaial
statements and accompanying notes. Estimates #imeditfor, but not limited to, stoclbased compensation, income taxes, valuation of ieed
goodwill and intangible assets, investments in yquiterests, customer refunds, contingent liabgitand the depreciable lives of property
equipment. Actual results could differ materialtgrh those estimates.

Significant Accounting Policies

Revenue

The Company recognizes revenue when the followiitgr@a are met: persuasive evidence of an arraegérxists; delivery has occurred;
selling price is fixed or determinable; and collextis reasonably assured.




GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

Third party revenue recognition

The Company generates third party revenue, whegietdt as a third party marketing agent, by offeigogds and services provided by tl
party merchant partners at a discount throughatsll commerce marketplace that connects merchant®risumers. The Company's markety
includes deals offered in a variety of categorieduding: Local, National, Now!, Goods, Getawaysl d&iive. Customers purchase Groupons fron
Company and redeem them with the Company's mergzatters.

The revenue recognition criteria are met when tmalver of customers who purchase a given deal exabedoredetermined threshold (wt
applicable), the Groupon has been electronicalliveled to the purchaser and a listing of Groupsolsl has been made available to the merchal
that time, the Company's obligations to the merthan which it is serving as a marketing agené substantially complete. The Company's rema
obligations, which are limited to remitting paymeatthe merchant and continuing to make availabl¢he Company's website the listing of Groug
sold that were previously provided to the mercharg,inconsequential or perfunctory. The Compalpnds as revenue the net amount it retains
the sale of Groupons after paying an agreed upoceptage of the purchase price to the featured matcexcluding any applicable taxes. Reven
recorded on a net basis because the Company g astia marketing agent of the merchant in thesaration.

For merchant payment arrangements that are stad:turder a redemption model, merchant partnersarpaid until the customer redeems
Groupon that has been purchased. If a customerrdgagdeem the Groupon under this payment maddelCompany retains all the gross billings.
Company recognizes revenue from unredeemed Groupodsderecognizes the related accrued merchanblgayéhen its legal obligation to t
merchant expires, which the Company believes istishafter deal expiration in most jurisdictionsathhave payment arrangements structured ur
redemption model. However, the Company has histllyiconcluded based on its interpretation of aggille German law that its obligation to merch
in that jurisdiction extended for three years. Bwua recent German tax ruling, which will requine tCompany to remit valugdded taxes (VAT) earli
on unredeemed Groupons, the Company began recognigvenue from unredeemed Groupons in Germanythgtadter deal expiration during t
quarter ended September 30, 2012, consistent wot other jurisdictions. As a result, the quartederl September 30, 2012 includes an $18.5 m
onetime increase to third party revenue, which repress¢he cumulative impact of deals in Germany fdiicl, based on the recent tax ruling,
Company's obligation to the merchant would havesdrgtior to the current quarterly period (i.e.optio July 1, 2012).

Direct revenue recognition

The Company evaluates whether it is appropriatee¢ord the gross amount of its sales and relatsts diy considering a number of fact
including, among other things, whether the Companthe primary obligor under the arrangement, Inaeritory risk and has latitude in establist
prices.

Direct revenue is derived primarily from sellingpducts through the Company's Goods category wher€bmpany is the merchant of rec
The Company is the primary obligor in these tratisas, is subject to general inventory risk and lagéisude in establishing prices. Accordingly, di
revenue is recorded on a gross basis. Direct reyéncluding associated shipping revenue, is ressbmdhen the products are shipped and title pas
customers. For Goods transactions where the Compgmgrforming a service by acting as a marketiggna of the merchant responsible for fulfillm:
revenue is recorded on a net basis and is preseiitteid third party revenues.

Cost of revenue

Cost of revenue is comprised of direct and indiedts incurred to generate revenue. For direeme transactions, cost of revenue incl
the purchase price of consumer products, warehgustmpping costs and inventory markdowns. Fordtipiarty revenue transactions, cost of revi
includes estimated refunds that are not recoverfabe the merchant, for which the Company recordiakility based upon the nature of the produt
service and historical experience. Other costsrieduto generate revenue, which include credit gaodessing fees, editorial costs, certain tectgy
costs, web hosting, and other processing feesallreated to cost of third party revenue, direseraie and other revenue in proportion to relatingess
billings during the period.
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

Technology costs in cost of revenue consist of igro of the payroll and stoelbased compensation expense related to the Com
technology support personnel who are responsiil@ferating and maintaining the infrastructurehd Company's existing website. Such technc
costs also include website hosting and email distion costs. Editorial costs consist of a portidrihe payroll and stockbased compensation expe
related to the Company's editorial personnel, asdlstaff members are primarily dedicated to dmaftind promoting merchant deals.

Refunds

The Company estimates future refunds utilizing atistical model that incorporates the following al&puts and factors: historical reft
experience developed from millions of deals featune the Company's website, the relative risk &lind based on expiration date, deal value,
category and other qualitative factors that couigact the level of future refunds, such as intréidas of new deals, discontinuations of legacy €
and expected changes, if any, in Company praditicessponse to refund experience or economic trératamnight impact customer demand.

In early 2012, actual refund activity for dealstéead late in 201l was demonstrating a consistemmtdt that was deviating from the mode
refund behavior, due in part to a shift in fourthager deal mix and higher price point offers. Actingly, the Company updated its refund modt
better capture variations in trends in its busin&sscontinually refining the refund model to reflesuch data inputs as discussed above, the Cot
believes its model enables it to track and antteipafund behavior.

The Company accrues costs associated with refundsdrued expenses on the condensed consoliddattéasheets. The cost of refunds
third party revenue where the amount payable tontieechant is recoverable and for all direct reveisupresented in the condensed consolic
statements of operations as a reduction to reverhee cost of refunds for third party revenue whegre is no amount recoverable from the merchi
presented as a cost of revenue.

The Company assesses the trends that could affeestimates and makes changes to the refund esqaarterly when it appears that reft
may differ from its original estimates. If actuabults are not consistent with the estimates amaggons stated above, the Company may need tae
its future estimates, and the effects could be ri@@t® the condensed consolidated financial statems

Cost method investments

Non-marketable equity investments for which the Compaoss not have the ability to exercise signifidafitence are accounted for using
cost method of accounting and classified withinestments in equity interests on the condensed tidassd balance sheets. Under the cost me
investments are carried at cost and are adjustiydf@mnother-thantemporary declines in fair value, certain distribns and additional investments. -
Company evaluates the value of cost method invegsnfor other-than-temporary impairment on a qubrtbasis. See Note 10Fair Value
Measurementsfor information about the fair values and carryargounts of cost method investments.
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

2.ACQUISITIONS

During the nine months ended September 30, 20h2 Company acquired certain entities, and tsalt® of each of the entities have k
included in the condensed consolidated financetestents beginning on the respective date of aitignisThe primary purpose of these acquisit
was to enhance the Company's technology and magksgirvices and to expand and advance producirgferThe aggregate acquisitidate fair valu
of the consideration transferred for these acqarssttotaled $52.8 million , which consisted of fbBowing (in thousands):

Fair Value of Consideration Transferred Fair Value

Cash $ 46,91:
Purchase price obligations 3,36¢
Contingent consideration 2,521
Total $ 52,79¢

Liabilities for contingent consideration (i.e., payuts) are measured at fair value each reporeénigg, with the acquisition-date fair value
included as part of the consideration transfermd subsequent changes in fair value recorded miregs as acquisitiorelated expense (benefit), r
The Company determines the fair values of contingemsideration liabilities based on the likelihoofl contingent earmut payments and stc
issuances. See Note 1Gair Value Measurements$br information about subsequent fair value measergs of contingent consideration liabilities.

The following table summarizes the preliminary afition of the fair value of consideration transéeras of the acquisition date (in thousands):

Description Fair Value
Net working capital (including acquired cash of gillion) $ 1,75C
Property and equipment, net 16&
Goodwill 32,557
Intangible asset®:
Subscriber relationships 17C
Merchant relationships 1,37(C
Developed technology 20,07(
Deferred tax liability (3,289
Total Purchase Price $ 52,79t

(1) Acquired intangible assets have estimatedulifigés of 2years

The fair value of consideration transferred is gealocated to the tangible and intangible assegsiiged and liabilities assumed based on
estimated fair values on their corresponding adtimisdate, with the remaining unallocated amowaiorded as goodwill. The purchase price alloca
are preliminary as the Company is in the procesfinalizing the intangibles valuations. The goodvaf $32.6 million represents the premium

Company paid over the fair value of the net targgohd intangible assets acquired. The Companytpaigremium for a number of reasons, inclu
acquiring an experienced workforce. The goodwitiag deductible for tax purposes.

Pro forma results of operations have not been ptedebecause the effects of these business conarisatndividually and in the aggrege
were not material to the Company's condensed ciolaset! results of operations.

Purchases of Additional Interests in Consolidated @bsidiaries

During the nine months ended September 30, 2022Cdmpany acquired additional shares in variousritgj
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

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

In February 2012, the Company acquired an additioberest in one majority-owned subsidiary forS#illion . Additionally, in connection
with this transaction, certain liability-classifisdbsidiary stock-based compensation awards wéttedsen exchange for $2.5 million . Also in Febrya
2012, the Company settled certain liability-classifsubsidiary stock-based compensation awardscinaege for $2.4 million of cash, $0.5 million of
Class A common stock and $1.7 million of deferrethpensation that will be recognized as compensatipense over a service period of tyears an
is payable in $1.3 million of cash and $0.4 milli@ihClass A common stock.

In May 2012, the Company acquired additional irgeseof two majority-owned subsidiaries for an aggte purchase price of $6.6 million
including $6.0 million of cash and $0.6 million Gfass A common stock.

3. GOODWILL AND OTHER INTANGIBLE ASSETS

The following table summarizes the Company's gobaativity for the nine months ended SeptemberZI,2 (in thousands):

North America International Consolidated
Balance as of December 31, 2011 $ 40,73: $ 126,17: $ 166,90:
Gooduwill related to acquisitions 32,557 — 32,557
Other adjustment® (1,259 (1,22¢) (2,487)
Balance as of September 30, 2012 $ 72,03 $ 124,94:  § 196,97t
1) Includes changes in foreign exchange rates forwiloahd purchase accounting adjustme
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The following table summarizes the Company's oitangible assets (in thousands):

As of December 31, 2011

Asset Category Gross Carrying Value Accumulated Amortization Net Carrying Value

Subscriber relationships $ 41,27: $ 12,88: $ 28,39(
Merchant relationships 6,60( 6,60( —
Trade names 5,801 5,801 —
Developed technology 5,58¢ 2,151 3,43¢
Other intangible assets 15,42( 1,57¢ 13,84¢
Total $ 74,67¢ $ 29,00¢ $ 45,66

As of September 30, 2012

Asset Category Gross Carrying Value Accumulated Amortization Net Carrying Value
Subscriber relationships $ 41,16 $ 18,85 $ 22,30¢
Merchant relationships 7,92( 6,55( 1,37(C
Trade names 5,751 5,751 —
Developed technology 25,42 9,43: 15,99(
Other intangible assets 15,46¢ 3,69( 11,77¢
Total $ 95,72 $ 4427¢  $ 51,447

Amortization expense for these intangible assets$84 million and $5.6 million for the three masn#nded September 30, 2011 and 2012 ,
respectively, and $14.1 million and $15.6 milli@m the nine months ended September 30, 2011 ari®l 2@%pectively.

As of September 30, 2012 , the Company's estinfatade amortization expense of these intangibletassas as follows (in thousands):

Year Ending December 31, 2011

Remaining amounts in 2012 $ 6,19¢
2013 22,93
2014 13,70:
2015 6,94¢
2016 1,663
Thereafter —
$ 51,44
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4. INVESTMENTS IN EQUITY INTERESTS

The following table summarizes the Company's inmesits in equity interests (dollars in thousands):

Percent Ownership of

Percent Ownership of Common and Preferred
December 31, 2011 Common Stock September 30, 2012 Stock

Cost method:

Life Media Limited $ — —% $ 128,07- 19%
Equity method:

E-Commerce King Limited 49,39¢ 49% — —%

Other investments in equity interests 1,20¢ 50% or les! 2,96¢ 50% or les:
Total investments in equity interests $ 50,60¢ $ 131,03¢

Equity Method Investment in E-Commerce King Limited

In January 2011, the Company acquired 40% of thanary shares of E-Commerce King Limited (“E-Como&g), a company organized un
the laws of the British Virgin Islands, in excharfge$4.0 million. The Company entered into the joint venture alitg Rocket Asia GmbH & Co. K
(“Rocket Asia”), an entity controlled by former @ideal shareholders Oliver Samwer, Marc Samwer aedafhder Samwer. Rocket Asia acquife®t
of the ordinary shares in E-Commerce. E-Commerdseyuently established a whoblyvned foreign enterprise that created a domestérading
company headquartered in Beijing, China.

On July 31, 2011, the Company entered into an ageaeto purchase additional interests i€&nmerce from Rocket Asia for a purchase |
of $45.2 million , consisting of 2,908,856 shapvéson-voting common stock. The investment incrdabe Company's ownership from 40% to 49% .

Throughout 2011 and 2012, the Company made cagstiments in E-commerce for an aggregate amoun82®$million. As of May 31
2012, the Company's ownership in E-Commerce we&%49.

In June 2012, Life Media Limited (fran), an exempted company incorporated underatus bf the Cayman Islands with operations in C
acquired E-Commerce. In exchange for its 49.8%éisteén E-Commerce and an additional $25.0 milbdrcash consideration, the Company receiv
19% interest in F-tuan in the form of common ande3eE preferred shares. The Company paid $5.0omilf the cash consideration on June 25, !
and the remaining amount was paid on July 2, 2012.

The Company recognized a non-operating pre-tax gab6.0 millionas a result of the transaction, which is includedlnterest and oth
income, net" on the condensed consolidated stateofieperations. The gain represents the excetisedhir value of the Company's 198estment il
F-tuan over the carrying value of its E-Commercegiment as of the date of the transaction an&2Be0 millionof cash consideration for the Serie
preferred shares.

Cost Method Investment in Life Media Limited

The investment in Life Media Limited is accountext fising the cost method because the Company dmebhave the ability to exerci
significant influence. The total investment of $1R8&nillion , which represents the fair value on the date tben@ny obtained this investment
classified within "Investments in equity interestsi' the condensed consolidated balance sheetSeptémber 30, 2012The investment will be adjust
only for other-thartemporary declines in fair value, certain distribos and additional investments. The approximaitevislue of the investment as
September 30, 2012 was $124.9 million . As of Septr 30, 2012 , the gross unrealized loss of the@amy's investment in Life Media w&8.z
million , which has been in an unrealized loss fasifor less than 12 months.
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5. VARIABLE INTEREST ENTITY

On May 9, 2011, the Company entered into a collader arrangement which was later amended on Jardy&012 to create a jointigwnec
sales category with a strategic partner ("Partpariyl a limited liability company ("LLC") was estihed. The Company and its Partner each dvd¥
of the LLC, and income and cash flows of the LLE allocated based on agreed upon percentages Inetiee€ompany and the Partner. The liabil
of the LLC are solely the LLC's obligations and ao# obligations of the Company or the Partner.

The Company's obligations associated with its egtxin the LLC are primarily building, maintainjraustomizing, managing and operating
LLC website, contributing intellectual propertyeittifying deals and promoting the sale of deal \reus, coordinating the fulfilment of deal vouchat
certain instances and providing the record keeping.

Under the LLC agreement, the LLC shall be dissolupdn the occurrence of any of the following eve(it$ either party becoming a majol
owner; (2) the third anniversary of the date of theC agreement; (3) certain elections of the Comypanthe Partner based on the operationa
financial performance of the LLC or other changesértain terms in the agreement; (4) electionithiee the Company or the Partner in the eve
bankruptcy by the other party; (5) sale of the LIoE(6) a court's dissolution of the LLC.

Variable interest entities (VIES) are entities thave either a total equity investment that is ficient to permit the entity to finance its
activities without additional subordinated finan@apport, or whose equity investors lack the ctiargstics of a controlling financial interest (j.the
ability to make significant decisions through vagtirghts and the right to receive the expecteditegireturns of the entity or the obligation to aibsthe
expected losses of the entity). A variable intehedtler that has both (a) the power to direct ttavities of the VIE that most significantly impaits
economic performance and (b) either an obligatioaltsorb losses or a right to receive benefitsabald potentially be significant to the VIE is eefed
to as the primary beneficiary and must consolitlageVIE.

The Company has determined that the LLC is a VI&the Company is its primary beneficiary. The Comypeonsolidates the LLC becaus
has the power to direct activities of the LLC thaast significantly impact the LLC's economic penfiance. In particular, the Company identifies
promotes the deal vouchers, provides all of thé lodiice support (i.e. website, contracts, persémegources, accounting, etc.), presents the LHE:
via email and the Company's website and providetlitorial resources that create the verbiagedst on the website with the LLC's deal offer.

6. SUPPLEMENTAL CONSOLIDATED BALANCE SHEET INFORMAT ION

The following table summarizes the Company's actaxenses (in thousands):

As of December 31, 2011 As of September 30, 2012

Refunds reserve $ 67,45. $ 69,82¢
Marketing 33,47 14,04:
Payroll and benefits 36,40« 57,66¢
Subscriber rewards and credits 36,14« 61,43¢
Professional fees 18,65¢ 15,69(
Other 19,87¢ 26,42:
Total accrued expenses $ 212,000 $ 245,08:

The following table summarizes the Company's otiuerent liabilities (in thousands):
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As of December 31, 2011 As of September 30, 2012
Income taxes payable $ 70,86: $ 47,45
VAT and sales tax payable 50,55« 63,74¢
Other 23,25¢ 60,22¢
Total other current liabilities $ 144,67 $ 171,42

The following table summarizes the Company's ottegr-current liabilities (in thousands):

As of December 31, 2011 As of September 30, 2012

Long-term tax liabilities $ 55,127 $ 56,24¢
Other 15,63¢ 18,397
Total other non-current liabilities $ 70,76¢ $ 74,64:

7. COMMITMENTS AND CONTINGENCIES

The Company's commitments as of September 30, d@llAot materially change from the amounts sethfamtthe Company's 2011 Anni
Report on Form 10-K.

Legal Matters

From time to time, the Company is party to varitegal proceedings incident to the operation obitsiness. For example, the Compar
currently involved in proceedings by former empleggintellectual property infringement suits (ascdssed below) and suits by customers (individ
or as class actions) alleging, among other thinigéation of the Credit Card Accountability, Respdbility and Disclosure Act and state laws goveg
gift cards, stored value cards and coupons. Thewolg is a brief description of the more signifitdegal proceedings.

On February 8, 2012, the Company issued a presaselannouncing its expected financial resultstferfourth quarter of 2012. Afi
finalizing its yearend financial statements, the Company announceédasoh 30, 2012 revised financial results, as weldanaterial weakness relate
deficiencies in its financial statement close pssceThe revisions resulted in a reduction to foguarter 2011 revenue of $14.3 milliofhe revision
also resulted in an increase to fourth quarter atpey expenses that reduced operating income by0o®®dlion , net income by $22.6 millioanc
earnings per share by $0.04Following this announcement, the Company ancisé\of its current and former directors and officevere named
parties to the following outstanding securities atatkholder derivative lawsuits all arising outloé same alleged events and facts.

Five putative federal class action securities caimpd have been filed against the Company, ceudiits directors and officers, and
underwriters that participated in the initial pubbffering of the Company's Class A common stogH. five cases are currently pending before
United States District Court for the Northern Dicgttiof Illinois: Zhang v. Groupon, Inc., et akas filed on April 3, 2012Roselli v. Groupon, Inc., et .
was filed on April 3, 2012Einspahr v. Groupon, Inc., et akas filed on April 6, 2012Pedrow v. Groupon, Inc., et akas filed on April 16, 2012; a
Cottrell v. Groupon, Inc., et alas filed on April 27, 2012. All five complaintssert claims pursuant to Sections 11 and 15 db#uwairities Act of 195
and Sections 10(b) and 20(a) of the Securities &xgh Act of 1934. Two of the complaints additibyaktempt to assert claims pursuant to Section 1-
(a)(2) of the Securities Act of 1933. Allegatiomsthe complaints include that the Company andffiers and directors made untrue statemer
omissions of material fact by issuing inaccurataficial statements for the fiscal quarter and igeaf year ending December 31, 2011 and by faiia
disclose information about the Company's financaltrols in the registration statement and prosgefdr the Company's initial public offering of Gt
A common stock and in the Company's subsequésdlyed financial statements. The putative clas®radawsuits seek an unspecified amour
monetary damages, reimbursement for fees and awosisred in connection with the actions, includiatjorneys' fees, and various other form
monetary and non-monetary relief. On June 8, 2@i2,court entered an order consolidating all fiedefral class actions under the captinrre
Groupon, Inc. Securities LitigationMaster File No. 12- C\2450. On August 28, 2012, the court issued an cageointing Michael Cohn as le
plaintiff and the law firm of Pomerantz Haudek Gaosn & Gross LLP as lead counsel. The lead plé&iiiigd a consolidated complaint on October
2012. The defendants have until December 28, 20fiettheir responsive pleadings or motions.
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In addition, six federal and two state purporteackholder derivative lawsuits have been filed agiatertain of the Company's current
former directors and officers. All six federal t@tive cases are currently pending in the UnitedeS District Court for the Northern District diffiois:
Monturano v. Lefkofsky, et avas filed on April 5, 2012Wong v. Mason, et alvas filed on April 12, 2012 otter v. Mason, et alvas filed on April 3C
2012,Martin v. Mason, et alwas filed on May 4, 2012;utz v. Mason, et alvas filed on May 14, 2012; aridpnis v. Mason, et. alvas filed on May 1t
2012. In the federal derivative complaints, pliffistassert claims for breach of fiduciary dutyuab of control and for unjust enrichment. The :
derivative cases are currently pending before thenCery Division of the Circuit Court of Cook Cownlilinois: Orrego v. Lefkofsky, et alwas filed ol
April 5, 2012; andKim v. Lefkofsky, et al.was filed on May 25, 2012. The derivative commigigenerally allege that the defendants breadmeic
fiduciary duties by purportedly mismanaging the @amy's business by, among other things, failingtilize proper accounting controls and, in the
of one of the state derivative lawsuits, by engggimalleged insider trading of the Company's Clasommon stock and misappropriating informat
In addition, one state derivative case assertsaincfor unjust enrichment. The derivative lawsptaport to seek to recoup for the Compan
unspecified amount of monetary damages allegeditamed by the Company, restitution from defendaeisnbursement for fees and costs incurre
connection with the actions, including attorneg®d, and various other forms of monetary andmonetary relief. On May 30, 2012, the federal ¢
entered an order consolidating all six federal \dgive actions and appointing lead plaintiff andlead counsel, and the consolidated action
subsequently assigned the caption In re: Grouponv@teve Litigation, File No. 12-C\5300. On June 20, 2012, the Company and the oha
defendants filed a motion requesting that the csiay the federal derivative actions pending rasmiuof the Federal Class Actions. On July 31,2
the court granted defendants' motion in part, aagesl the Federal derivative actions pending aragpaesolution of upcoming motions to dismisshie
federal class actions. On June 15, 2012, the ptatetiffs filed a motion to consolidate the stalerivative actions, which was granted on July®,Z
and on July 5, 2012, the plaintiffs filed a motfon appointment of co-lead plaintiffs and co-leadissel, which was granted on July 27, 2012.

On September 14, 2012, the court granted a maitioh by the parties requesting that the court thaystate derivative actions pending the
federal court's resolution of anticipated motiomslismiss in the federal class actions. The Comjpateynds to defend all of the securities and
shareholder derivative lawsuits vigorously.

In June 2012, the Company was sued for breachrdfaxt in Berlin, Germany by Fast Group S.A. (“Ast”). Airfast sold vouchers for air
travel to a subsidiary of the Company for resaléhteyCompany to its customers under two similaeagrents. On June 5, 2012, Fast Group filed a
lawsuit against the Company alleging that the Camwdailed to make payments due to Fast Group. @&ée is pending before the District Court
(Landgericht) Berlin under case number 19 O 34402 August 2, 2012, Fast Group expanded its claiindrease the amounts alleged to be due. The
Company has filed an Answer and a Counterclaimepiednber 13, 2012. An oral hearing is schedule®®&rember 14, 2012. On August 27, 2012 and
September 4, 2012, Fast Group filed additional tatsswith respect to a similar agreement. The casepending before the District Court (Landgei
Berlin under case numbers 19 O 447/12 and 7 O 348&pectively. The Company has filed an answedatober 10, 2012 with respect to the August
27, 2012 suit and intends to file an answer shaviti respect to September 4, 2012 suit. The Ris€burt has not scheduled hearing dates yet. The
Company believes it has meritorious defenses tdatlisuit and does not expect any resolution ofdhesuit to be material to its results of operations

In addition, third parties have from time to timaimed, and others may claim in the future, that @ompany has infringed their intellect
property rights. The Company is subject to intellat property disputes, and expects that it witr@asingly be subject to intellectual prop
infringement claims as its services expand in s@pmkcomplexity. The Company has in the past beered to litigate such claims, and several of t
claims are currently pending. The Company may bé&mme more vulnerable to thipdirty claims as laws such as the Digital Millenni@apyright Ac
are interpreted by the courts, and as the Compeaagrbes subject to laws in jurisdictions where théeulying laws with respect to the potential lidip
of online intermediaries are either unclear or kes®rable. The Company believes that additionaklsts alleging that it has violated patent, cogi
or trademark laws will be filed against it. Intelleal property claims, whether meritorious or rag time consuming and costly to resolve, couldire
expensive changes in the Company's methods of dhisigess, or could require it to enter into costlyalty or licensing agreements.

The Company is also subject to, or in the futurey thacome subject to, a variety of regulatory inigsiracross the jurisdictions where
Company conducts its business, including for exangpinsumer protection, marketing practices, tax@mndcy rules and regulations. Any regula
actions against the Company, whether meritoriousiair could be time consuming, result in costljgéition, damage awards, injunctive reliel
increased costs of doing business through advedsgrjent or
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settlement, require the Company to change its kasipractices in expensive ways, require signifieemounts of management time, result in
diversion of significant operational resources treowise harm the Company's business.

The Company assesses the likelihood of any adyedggments or outcomes with respect to these mattedsdetermines loss continge
assessments on a gross basis after assessingbabifity of incurrence of a loss and whether & lssreasonably estimable. In addition, the Com
considers other relevant factors that could imjitacability to reasonably estimate a loss. A deteation of the amount of reserves required, if doy
these contingencies is made after analyzing eadtemd@he Company's reserves may change in theefuidue to new developments or change
strategy in handling these matters.

Although the results of litigation and claims cahbe determined, based on the information curremtlilable the Company currently belie
that the final outcome of these matters will notdha material adverse effect on its business, diolased financial position, results of operatioosgasl|
flows. Regardless of the outcome, litigation cawvehan adverse impact on the Company because ohsefand settlement costs, diversiol
management resources and other factors.

Indemnifications

In the normal course of business to facilitate seations related to its operations, the Compangrdfies certain parties, including lessors
from time to time merchants with respect to certaatters. The Company has agreed to hold certatiepdnarmless against losses arising from a b
of representations or covenants, or other claimdenz@ainst certain parties. These agreements miyttie time within which an indemnification cla
can be made and the amount of the claim. In adgittee Company has entered into indemnificatiore@grents with its officers and directors, anc
Company's bylaws contain similar indemnificationigédtions to agents.

It is not possible to determine the maximum potdntimount under these indemnification agreements tduthe limited history of pri
indemnification claims and the unique facts anduwinstances involved in each particular agreemeistokically, the payments that the Company
made under these agreements have not had a matgyadt on the operating results, financial positior cash flows of the Company.

8. STOCKHOLDERS' EQUITY AND STOCK-BASED COMPENSATIO N

Common Stock

The Board of Directors of the Company (the Boaiah Authorized three classes of common stock: @Glassnmon stock, Class B common
stock and common stock. No shares of common stdtbevissued or outstanding until November 5, 2(dt6rhich time all outstanding shares of Class
A common stock and Class B common stock will auticafly convert into shares of common stock. Initidd, the Board authorized shares of
undesignated preferred stock, the rights, preferand privileges of which may be designated fiiome to time by the Board.

The Company's authorized common stock has a paewafl $0.0001 per share, and consists of 2,00000&hares designated as Clas
common stock, 10,000,000 shares designated as Blassnmon stock and 2,010,000,000 shares desigrestedmmon stock. As @eptember 3
2012 , there were 652,501,880 shares of Class Armomstock and 2,399,976 shares of Class B comnoak sutstanding.

Groupon, Inc. Stock Plans

The Groupon, Inc. Stock Plans (the "Plans") areiadtered by the Compensation Committee of the Boahich determines the numbel
awards to be issued, the corresponding vestingdstd@nd the exercise price for options. As of Seyliier 30, 2012 , 30,857,08Rares were availat
for future issuance under the Plans.

The Company recognized stock-based compensatioensgpof $3.3 million and $22.6 million during ttheee months ended September
2011 and 2012 , respectively, and $60.9 million $Ad.7 million during the nine months ended Sepand®, 2011 and 2012respectively, related
stock awards issued under the Plans, acquisitiatedk awards and subsidiary awards. The Compamycalgitalized $3.2 million and $5.6 milliaf
stock-based compensation during the three andmaorehs ended
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September 30, 2012 , respectively, in connectiah imternally developed software. No amounts wexgitalized during théhree and nine months ent
September 30, 2011 .

As of September 30, 2012 , a total of $251.9 milladd unrecognized compensation costs related tested stock awards, unvested acquisition-
related awards and unvested subsidiary awardsxpezed to be recognized over the remaining wethhteerage period of two years.

Stock Award Activity

The table below summarizes the stock option agtiditring the nine months ended September 30, 2012 :

Weighted- Average
Weighted- Average  Remaining Contractual Aggregate Intrinsic Value

Options Exercise Price Term (in years) (in thousands) (1)
Outstanding at December 31, 2011 17,870,71 $1.12 8.06 $ 348,74:
Exercised (8,334,13) $1.06
Forfeited (657,33) $2.34
Expired (14,299 $1.78
Outstanding at September 30, 2012 8,864,95! $1.07 7.25 $ 32,75:
Exercisable at September 30, 2012 4,982,86 $0.82 6.93 $ 19,64¢

(1) The aggregate intrinsic value of options outstag@ind exercisable represents the total pretaxnsitrivalue (the difference between the fair valfithe Company's stor
on the last day of each period and the exercise pmultiplied by the number of options where tkereise price exceeds the fair value) that woukiehaeen received
the option holders had all option holders exerctbed options as of December 31, 2011 and SepteB8Hhe2012 , respectively.

The table below summarizes the restricted stockagtivity during the nine months ended Septemibe2812 :

Weighted- Average Grant Date Fair

Restricted Stock Units Value (per share)
Unvested at December 31, 2011 11,944,84 $ 12.2¢
Granted 22,75951 $ 9.8:
Vested (3,225,24) $ 10.6:
Forfeited (2,385,59) $ 15.3¢
Unvested at September 30, 2012 29,093,552 g 10.2¢
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9. EARNINGS (LOSS) PER SHARE OF CLASS A AND CLASS BCOMMON STOCK

The following tables set forth the computation afile and diluted net loss per share of common stockhe three and nine months ent
September 30, 2011 (in thousands, except sharerdasmand per share amounts):

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2011

Net loss $ (14,410 $ (238,08)
Redemption of preferred stock in excess of carryiage — (34,32)
Adjustment of redeemable noncontrolling interesteedemption value (43,65¢) (59,307
Less: Net loss attributable to noncontrolling ietts 3,84: 23,60:
Net loss attributable to common stockholders $ (54,229 $ (308,11Y
Net loss per share:

Weighted-average shares outstanding for basic duted net loss per shafé 307,605,06 305,288,50
Basic and diluted net loss per share $ (0.1 $ (1.0))
1) Stock options, restricted stock units, perfanee stock units and convertible preferred shaeeaat included in the calculation of diluted retd per share for thbree anc

nine months ended September 30, 2011 because thpady had a net loss for each period. Accordintlyinclusion of these equity awards would havedrad
antidilutive effect on the calculation of diluteakk per share.
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The following tables set forth the computation efic and diluted earnings per share of Class AGlags B common stock for the three and
nine months ended September 30, 2012 (in thousardspt share amounts and per share amounts):

Three Months Ended September 30, 2012 Nine Months Ended September &
Class A Class B Class A Clas:
Basic earnings per share:
Numerator
Allocation of net (loss) income $ 937 $ 3 9 28,90¢ $
Less: Allocation of adjustment of redeemable notraing
interests to redemption value 1,32¢ 5 12,45:
Less: Allocation of net income attributable to nontrolling
interests 703 3 2,79¢
Allocation of net (loss) income attributable to aon
stockholders (2,96¢) (12) 13,66(
Denominator
Weighted-average common shares outstanding 650,823,63 2,399,971 645,621,96 2,
Basic earnings per share $(0.00) $(0.00) $0.02
Diluted earnings per share:
Numerator
Allocation of net income attributable to commoncstoolders  $ (2,969 $ 11) ¢ 13,66( $
Reallocation of net income attributable to commimeisholders
as a result of conversion of Class B — — 52
Allocation of net income attributable to commoncstaolders (2,96¢) (12) 13,71:
Denominator
Weighted-average common shares outstanding udeasio
computation 650,823,63 2,399,97! 645,621,96 2,
Conversion of Class B — — 2,399,97
Employee stock options — — 10,909,74
Restricted shares and RSUs — — 4,625,55!
Weighted-average diluted shares outstanding 650,823,63 2,399,971 663,557,25 2,8
Diluted earnings per share $(0.00) $(0.00) $0.02
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The following outstanding equity awards are notuded in the diluted net (loss) earnings per sleafeulation above because they would |
had an antidilutive effect:

Three Months Ended September 30, Nine Months Ended September 30,
Antidilutive equity awards 2011 2012 2011 2012
Stock options 18,407,51 8,864,95I 18,407,51 9,01¢
Restricted stock units 10,575,10 29,093,522 10,575,10 7,249,43:
Restricted stock 86,75¢ 39,39( 86,75¢ —
Convertible preferred shares 293,309,71 — 293,309,71 —
Total 322,379,08 37,997,87 322,379,08 7,258,45I

10. FAIR VALUE MEASUREMENTS

Fair value is defined under GAAP as the price thatild be received to sell an asset or paid to fearssliability in an orderly transaction
between market participants at the measurement Alateuch, fair value is a market-based measurethahshould be determined based on assumption:
that market participants would use in pricing asea®r a liability.

To increase the comparability of fair value measutiee following hierarchy prioritizes the inputsvaluation methodologies used to mea
fair value:

Level 1-Observable inputs that reflect quoted @rigenadjusted) for identical assets or liabilifireactive markets.
Level 2-Include other inputs that are directly mdirectly observable in the marketplace.

Level 3Valuations derived from valuation techniques in evhbne or more significant inputs or significaniueadrivers are unobservalt
These fair value measurements require signifiaagmient.

In determining fair value, the Company uses variwakiation approaches within the fair value meawem framework. The valuati
methodologies used for the Company's assets abilities measured at fair value and their clasalfien in the valuation hierarchy are summar
below:

Cash equivalentsCash equivalents primarily consisted of A&&ted money market funds with overnight liquiditydano stated maturities. T
Company classified cash equivalents as Level 1tduke shorterm nature of these instruments and measuredathe@dlue based on quol
prices in active markets for identical assets.

Contingent consideration The Company has contingent obligations to transésh payments and equity shares to the former rswin
conjunction with certain acquisitions if specifiédture operational objectives and financial resate met over future reporting peric
Liabilities for contingent consideration (i.e., pauts) are measured at fair value each reportaripg, with the acquisitiodate fair valu
included as part of the consideration transferred subsequent changes in fair value recorded iniregg as acquisitiorelated expen:
(benefit), net.

The Company uses one of two approaches to valuedhéngent consideration liabilities. The firstds income approach that is prima
determined based on the present value of probahiliighted future cash flows using internal modelbe Tsecond is an option prici
methodology within a Black-Scholes framewoHfor contingent consideration to be settled in dade number of shares of common stock
Company used the most recent Groupon stock pricepasted on the NASDAQ to determine the fair vadfiehe shares potentially issuable
of December 31, 2011 and September 30, 202 Company has generally classified the contingensideration liabilities as Level 3 dut
the lack of relevant observable market data ovienviue inputs such as probabilityeighting for payment outcomes. Changes in assumg
could have an impact on the payout of contingensitieration with a maximum payout of $17.6 million
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

The following tables summarize the Company's assgddiabilities that are measured at fair valueagrcurring basis (in thousands):

Fair Value Measurement at
Reporting Date Using

Quoted Prices

in Active Significant
Markets for Other Significant
As of Identical Observable Unobservab
December 31, Assets Inputs Inputs
Description 2011 (Level 1) (Level 2) (Level 3)
Assets:
Cash equivalents $ 750,00: $ 750,000 $ — %
Liabilities:
Contingent consideration $ 13,21¢  $ —  $ 1,98 $ 11,
Fair Value Measurement at
Reporting Date Using
Quoted Prices
in Active Significant
Markets for Other Significant
As of Identical Observable Unobservab
September 30, Assets Inputs Inputs
Description 2012 (Level 1) (Level 2) (Level 3)
Assets:
Cash equivalents $ 585,33: $ 585,33. $ — %
Liabilities:
Contingent consideration $ 12,60 $ — $ — % 12,
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

The following table provides a roll-forward of tfeir value of the contingent consideration catexgtias Level 3 for thiaree and nine mont
ended September 30, 2011 and 2012 (in thousands):

Three Months Ended Nine Months Ended Septemk
September 30, 30,

2011 2012 2011 2012
Beginning balance $ 15,92( $ 6,081 $ —  $ 11,23(
Issuance of contingent consideration in conneatitth acquisitions 1,83k 2,10¢ 17,75¢ 2,10C
Payments made on contingent liabilities — — — (4,25(C
Change in fair value and oth@r (4,799 3,17¢ (4,799 2,271
Reclass of contingent consideration from Level Pdwel 3 = 1,244 = 1,24¢
Ending balance $ 1296 $ 12,60 $ 1296 $ 12,60
Unrealized (gains) losses still hétd $ (479 % 317¢ ' $§ (4799 $ 2,271
(1) Changes in the fair value of contingent coesation liabilities are classified as "acquisiti@lated expense (benefit), net" in the condenseddlwated statements

operations.

2) Represents the unrealized gains (losses) recondegirnings during the period for assets (and li&s) classified as Level 3 that are still held ¢otstanding) at the end
the period.

At December 31, 2011 and September 30, 2012 , neriakfair value adjustments were required for4fioancial assets and liabilities.
Estimated Fair Value of Financial Assets and Liabities Not Measured at Fair Value

The fair value and carrying amount of the Compaog&t method investment in F-tuan were $124.9 omiland $128.1 million respectively, ¢
of September 30, 2012The fair value of this nonmarketable equity inmesnt was determined using the income approachtentharket approach. T
income approach was primarily determined basedchemptesent value of the probabilityeighted future cash flows using internal modelse Tharke
approach was primarily determined based on a revemultiple using prior year reported results andent year projections. The Company believes
this combination is an appropriate indicator of itmestment's fair value in an orderly transactietween market participants. The Company clas:
the fair value measurement for this cost methodsiment as Level 3 because it involves significarobservable inputs.

The Company's other financial instruments not edrat fair value consist primarily of short termtifezates of deposit, accounts receiva
accounts payable, accrued merchant payables andedcexpenses. The carrying values of these assdtfiabilities approximate their respective
values as of December 31, 2011 and September 3Q,d¢e to their short term nature.

11. INCOME TAXES

The Company's tax provision for interim periodgésermined using an estimate of its annual effedix rate, adjusted for discrete items.
For the three months ended September 30, 2011 Cohgpany recorded an income tax expense of $11llbmbn a pre-tax loss d$3.2

million , for an effective tax rate of (353.2)% orFthe three months ended September 30, 2012 Cdingpany recorded income tax expensé&2B.¢
million on pre-tax income of $25.9 million , for @&ffective tax rate of 103.6% .

For the nine months ended September 30, 2011 Cdmepany recorded an income tax expense of $9.%omiin a pre-tax loss ¢§228.¢

million , for an effective tax rate of (4.2)% . Ftire nine months ended September 30, 2012 , thep@wynrecorded income tax expensebap8.:
million on pre-tax income of $157.3 million , fon &ffective tax rate of 81.6% .
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GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

The Company's U.S. statutory rate is 35%he Company's effective tax rates for the thmee ine months ended September 30, 2012 r
losses in certain jurisdictions, which the Compamas not able to benefit due to valuation allowareres the current year amortization expense of
paid from the 2011 taxable sale of certain intéllatproperty rights within the Company's interoasl structure.

The Company's reserve for unrecognized tax benefitdusive of interest and penalties, as of Sep&80, 2012 increased from the balar
as of December 31, 2011 , by $10.1 millimm a result of taxes attributable to current ygmarations. The total amount of unrecognized taebena
December 31, 2011 and September 30, 2012 thaaignized, would affect the effective tax rate€8e million and $24.8 million , respectively.

12. SEGMENT INFORMATION

The Company has organized its operations into tvicipal segments: North America, which represehes United States and Canada,
International, which represents the rest of the gamy's global operations. Segment operating reeeflisct earnings before stotlased compensatic
acquisition-related expense (benefit), net, inteegsl other income, net, loss on equitgthod investees and provision (benefit) for incoiaees
Segment information reported in the tables belopragents the operating segments of the Companytimh separate information is available anc
which segment results are evaluated regularly byGbmpany's chief operating decisimaker (i.e., chief executive officer) in assesgiegformanc
and allocating resources.
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GROUPON, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

Revenue for each segment is based on the geognahiet where the sales are completed. Revenuprafitlor loss information by reportal
segment reconciled to consolidated net (loss) irctonthe three and nine months ended Septemb@03Q, and 2012 were as follows (in thousands):

Three Months Ended September 30, Nine Months Ended September 30,
2011 2012 2011 2012

North America
Revenue? $ 161,52 $ 291,60! $ 455,34 $ 790,34¢
Segment cost of revenue and operating expefises 142,68 252,51( 468,78! 667,65!

Segment operating (loss) income 18,83¢ 39,09: (13,449 122,69:
International
Revenue 268,63t 276,94¢ 662,92: 905,82:
Segment cost of revenue and operating expéfises 289,16 265,55 811,76¢ 838,50:

Segment operating (loss) income (20,529 11,39¢ (148,847 67,31¢
Consolidated
Revenue 430,16: 568,55: 1,118,26! 1,696,171
Segment cost of revenue and operating expefses 431,85! 518,06 1,280,55. 1,506,15:
Segment operating (loss) income (1,692) 50,48¢ (162,28)) 190,01:
Stock-based compensation 3,34( 22,61¢ 60,92: 77,70¢
Acquisition-related (benefit) expense, net (4,799 2,431 (4,799 744
Interest and other income, net (8,26¢) (617) (9,80¢) (54,44%)
Loss on equity method investees 11,21 13¢€ 19,97« 8,69¢
(Loss) income before income taxes (3,187) 25,917 (228,58() 157,31
Provision for income taxes 11,23¢ 26,851 9,50¢ 128,29
Net (loss) income $ (14,416 $ 940 % (238,08) $ 29,01¢

1) North America contains revenue from the United &tatf$147.9 million and $278.5 million for the three rtemended September 30, 2011 and 2012 , respeggiarel
$420.1 million and $746.8 million for the nine mbstended September 30, 2011 and 2012 , respectively
2) Represents cost of revenue and operating sggeexcluding stock-based compensation and atiqoistlated (benefit) expense, net, which are not atled to segmen

The following table summarizes the Company's tasalets (in thousands):

As of December 31, 2011  As of September 30, 2012

North America®® $ 989,17( $ 1,135,77;
International®® 785,30t 897,04:
Consolidated total assets $ 1,77447 % 2,032,81.

(1) North America contains assets from the United Stef$981.0 million and $1,084.3 million at December 2011 and September 30, 202spectively

2) Total assets in the Netherlands representprbajmately 11.5% of consolidated total assetsegt@nber 30, 2012 . There were no other individoahtries located
outside of the United States that represented thare 10% of consolidated total assets at Decemhe2®L1 or September 30, 2012 .

3) The December 31, 201dtal asset amounts have been reclassified initioodure above to conform to the current presimtavhich excludes intercompany balan

27




GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

13. RELATED PARTIES

Marketing Services

During 2011, the Company engaged InnerWorkings, (thanerWorkings”)to provide marketing services. The Company's Exee@hairmar
Eric Lefkofsky, is a former director and signifi¢astockholder of InnerWorkings. Amounts paid in adee to InnerWorkings for services which hac
yet been rendered as of September 30, 2012 todl million and were recorded in “Prepaid expermed other current assetsh the condens:
consolidated balance sheet.

Logistics Services

In connection with the Company's expansion of Goofflerings during 2012, the Company entered intwaasportation and supply ch
management agreement with Echo Global Logistias, (fecho"). Three of the Company's directors, PBtaTis, Eric Lefkofsky and Bradley Keywse
either are currently or were previously in 2012dtors of Echo and have direct and/or indirect aginip interests in Echo. Pursuant to the agree!
Echo provided services either related to carriez reegotiation and management, shipping origin @estination coordination, inventory facility agt-
and management and supply chain cost analysis. Eedeived payments of approximately $1.9 millionits services under the agreement for rifree
months ended September 30, 2Q1®hich were expensed by the Company through "©bsevenue" on the condensed consolidated statent
operations. As the Goods category has expanded;ahgany has hired other outside vendors for lmgistervices and as of September 30, 201:
Company has terminated its arrangement with Echo.
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ITEM 2: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our finahcondition and results of operations should head together with our condens
consolidated financial statements and related natetuded under Item 1 of this Quarterly Report Borm 10-Q. This discussion contains forward-
looking statements about our business and opersiti®ur actual results may differ materially fronodle we currently anticipate as a result of
factors, including those we describe under "Risktbes" and elsewhere in this Quarterly Repi

Overview

Our vision is to be the operating system for laxahmerce. As part of that vision, we act as thalloommerce marketplace that connects
merchants to consumers by offering goods and ssdta discount. Traditionally, local merchantgehimied to reach consumers and generate sales
through a variety of methods, including telephoimealories, direct mail, newspaper, radio, telensand online advertisements and promotions. By
bringing the brick and mortar world of local commeonto the Internet, Groupon is creating a new feajocal merchant partners to attract customers
and sell goods and services. We provide consumiginssewings and help them discover what to do,ses, buy and where to travel. We also provide a
suite of other merchant-oriented products and sesvio consumers including a customer loyalty @wgrscheduler and payment processing.

Each day we email our subscribers discounted offergoods, services and travel that are targetdddayion, purchase history and personal
preferences. Current and potential customers alsesa our deals directly through our websites aollilemapplications. Our revenue from deals where
we act as the third party marketing agent is threlpse price paid by the customer for a Grouporeleu("Groupon”) less an agreed upon percenta
the purchase price paid to the featured merchaingya, excluding any applicable taxes and nestifrated refunds for which the merchant's share is
recoverable. Our direct revenue from deals wheraat@s the merchant of record is the purchase pa by the customer for the Groupon excluding
any applicable taxes and net of estimated refundse nine months ended September 30, 2011 , wergted revenue of $1,118.3 millipnompared t
$1,696.2 million in the nine months ended SeptendBe2012 . Revenue has increased as a resulpahding the scale of our business both
domestically and internationally and as a resuxgfanding our products and services.

We have organized our operations into two princgagments: North America, which represents theddritates and Canada, and
International, which represents the rest of oubgl@mperations. For the nine months ended SepteBthet012 , we derived 53.4% of our revenue from
our International segment, compared to 46.6% fromNorth America segment.

Primarily as a result of our net losses in pricange we have an accumulated deficit of $672.5 omilks of September 30, 2012 . Since our
inception, we have driven our growth through suttséhinvestments in infrastructure and marketiogncrease customer acquisition. In particular, our
net loss in previous years was driven primarilythy rapid expansion of our International segmehtchvinvolved investing heavily in upfront
marketing, sales and infrastructure related tdothilel out of our operations in early stage coustri#&/’e intend to continue to pursue a strategy of
significant investment in this segment and elsewtirethe future to support continued growth, caesiswith the strategy we previously employed in
North America and Europ:

How We Measure Our Business

We measure our business with several financial @petating metrics. We use these metrics to as$esprogress of our business,
decisions on where to allocate capital, time awctinelogy investments and assess the4tergn performance of our marketplace. The key meaie a
follows:

Financial Metrics

* RevenueWe believe revenue is an important indicator for business. Our third party revenue is derived fideals where we act as
marketing agent and is the purchase price paith&@ygtstomer for the Groupon less an agreed upaempge of the purchase price pai
the featured merchant partner, excluding any agplétaxes and net of estimated refunds for whiehnberchant's share is recovere
Direct revenue, when the Company is selling thedped as the merchant of record, is the purchase péid by the customer, exclud
any applicable taxes and net of estimated refunds.
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e Operating (loss) income excluding stock-based cogagon and acquisition-related expense (benefigt. Operating (loss) incon
excluding stock-based compensation and acquisittated expense (benefit), net is the consolidagetating (loss) income of our t
segments, North America and International, adjuste@xclude acquisition-related expense (benefi¢), of stockbased compensati
expense. Acquisitionelated expense (benefit), net represents the ehanthe fair value of contingent consideratioraagements relat
to business combinations. Stock-based compensatipense is primarily a notash item. As reported under U.S. GAAP, we dc
allocate stockbased compensation and acquisitimiated expense (benefit), net to our segments. Udée operating (loss) incol
excluding stock-based compensation and acquisitated expense (benefit) to allocate resourceseaatlate performance interna
Operating (loss) income excluding stock-based corsgiion and acquisition-related expense (benefig horGAAP financial measur
For further information and a reconciliation to tmest applicable financial measure under U.S. GA®Rer to our discussion under Non-
GAAP Financial Measures in theResults of Operatiorissection.

« Free cash flowFree cash flow is "Net cash provided by operatingiviies" less "Purchases of property and equipmaand softwar
capitalization." We use free cash flow, and ratiased on it, to conduct and evaluate our businesause, although it is similar to ¢
flow from operations, we believe it typically wiiresent a more appropriate measure of cash flovpsi@hases of fixed assets, softv
developed for internal use and website developroestis are a necessary component of ongoing opesaftwee cash flow is a n@GBAAP
financial measure. For further information and eoriliation to the most applicable financial measunder U.S. GAAP, refer to ¢
discussion under Non-GAAP Financial Measures in'tResults of Operatiorissection.

Operating Metrics

* Gross billings.This metric represents the total dollar value cftomer purchases of goods and services, exclugiplicable taxes and r
of estimated refunds. For third party revenue deatsss billings differs from third party revenueported in our consolidated statemen
operations, which are presented net of the merthsimare of the transaction price. For direct raeetteals, gross billings are equivaler
direct revenues reported in our condensed consetidgtatements of operations. We consider thisiecngibe an important indicator of ¢
growth and business performance as it is a prokyhfe dollar volume of transactions through our keglace, net of tax and refunds
which the merchant's share is recoverable. Traogings billings also allows us to track changethépercentage of gross billings that
are able to retain after payments to our mercharihgrs.

» Active customeriWe define active customers as unique user accthat$ave purchased Groupons during the trailirejwevmonths. W
consider this metric to be an important indicatbioor business performance as it helps us to utatetshow the number of custom
actively purchasing Groupons is trending.

e Gross billings per average active customéhis metric represents the trailing twelve monthssg billings generated per average a
customer. This metric is presented as the totaggbdlings generated in the trailing twelve monthisided by the average number of ac
customers in such time period. Although we beli¢etal gross billings, not trailing twelve monthsogs billings per average act
customer, is a better indication of the overallvgioof our marketplace over time, trailing twelvemihs gross billings per average ac
customer provides an opportunity to evaluate whetlie growth is primarily driven by growth in totelistomers or in spend per custo
in any given period.

« Revenue per average active custorThis metric represents the trailing twelve mon#ingenue generated per average active customel
metric is presented as the revenue generated imaiieg twelve months, divided by the average bemof active customers in such ti
period. We believe revenue, not trailing twelve thsnrevenue per average active customer, is arbettieation of the overall growth
our business. As third party revenue, which is reggbnet of amounts payable to the featured metgbentners, represents the majorit
our total revenue, trailing twelve month revenuegeerage active customer provides some indicatoto whether our average custom
purchasing deals with a higher or lower percentaiggross billings retained by Groupon. This amoaisb reflects, however, the dir
revenue from sales related to Groupon Goods reporiea gross basis.
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Trailing Twelve Months Ended September 30,

2011 2012
Operating Metrics:
Gross billings (in thousand$) $ 3,169,90. $ 5,090,601
TTM Active customers (in thousand$) 28,90¢ 39,52¢
TTM Gross billings per average active custoffler $ 188.5¢ $ 148.7¢
Revenue per average active custoffier $ 76.4¢ $ 63.9¢

1) Reflects the total dollar value of customer purelsasf goods and services, excluding applicablestare net of estimated refur
2) Reflects the total number of unique accounts thaehpurchased Groupons during the trailing tweloatims

3) Reflects the total gross billings generated intth#ing twelve months per average active custoiméhne applicable perio

4) Reflects the revenue generated in the trailinguevehonths per average active customer in the agipégerioc

Factors Affecting Our Performance

Deal sourcing and qualitWe consider our merchant partner relationshipset@ lvital part of our business model and have nségigfican
investments in order to expand the variety of smwithat we can provide to our merchant partners.dépend on our ability to attract and re
merchants that are prepared to offer products micgs on compelling terms, particularly as we rafte to expand our product and service offering
order to create a more complete online marketplacéocal commerce. We generally do not have Iterga arrangements to guarantee availabilit
deals that offer attractive quality, value and egrito consumers or favorable payment terms tdfusew merchants do not find our marketing
promotional services effective, or if our existimgrchants do not believe that utilizing our sersipeovides them with a longrm increase in custome
revenue or profit, they may stop making offers tigio our marketplace.

International operationsOur international operations are critical to owreneue growth and our ability to achieve and mampabfitability. Fol
the nine months ended September 30, 2011 and 2833% and 53.4% respectively, of our revenue was generated fromlisternational segmel
Expansion into and operations in international ratgkequires management attention and resourceequiles us to localize our services to confor
a wide variety of local cultures, business prastidaws and policies. International acquisitionsoaéxpose us to a variety of execution risks.
different commercial and Internet infrastructurether countries may make it more difficult fortogeplicate our current and future business model.

Marketing costsWe must continue to acquire and retain customers phirchase Groupons in order to increase revendeaghiev
profitability. If consumers do not perceive our Gpon offerings to be attractive, or if we fail tarioduce new or more relevant deals, we may neiblte
to acquire or retain customers. In our limited @pieg history, we have not incurred significant keting or other expense on initiatives designeceto
activate customers or increase the level of pueshéy our existing customers. As we incur such edjperes, our business and profitability coulc
adversely affected.

Investment in growthWe have been a higirowth company and have aggressively invested,iread to continue to invest, to support
growth. For example, we are developing a suite efamant products, such as payment processing, pbsgle, scheduling and rewards, which rec
substantial investment and these products do mo¢mtly generate a material amount of revenue. Assalt, we have incurred net losses in the mg
of quarters since our inception. We anticipate thatwill make substantial investments in the foesd®e future as we continue to increase the nt
and variety of deals we offer each day, broadencagtomer base, expand our marketing channelsnexpar operations, hire additional employees
develop our technology.

Competitive pressur®ur growth and geographical expansion have drasgigraficant amount of attention to our business atods a result,
substantial number of companies that attempt tbcegp our business model have emerged around dnkel M\WWe expect new competitors to emergt
addition to such competitors, we expect to increglgi compete against other large Internet and telogy-based businesses that have laun
initiatives which are directly competitive to ouore business as well as our other categories andwte of merchant products, such as pay
processing, point of sale and rewards. We also@xpecompete against other Internet sites thaf@esed on specific communities or interests
offer coupons or discount arrangements relatedd¢b sommunities or interests.
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Basis of Presentation

Our basis of presentation is discussed in "ltenM@nagement's Discussion and Analysis of Financ@idtion and Results of Operatiol
included in our Annual Report on Form 10-K for thear ended December 31, 2014s filed with the U.S. Securities and Exchangenfissior
("SEC”) on March 30, 2012. We updated our pres@madf cost of revenue in this Quarterly Reportkorm 10Q to present the costs separately
third party and direct revenue transactions. RéfeNote 1 of the condensed consolidated finandiiements where we discuss additional int
updates to the significant accounting policiestffier three and nine months ended September 30,&G12012 .

Results of Operations

Comparison of the nine months ended September 1,122and 2012 :

Nine Months Ended September 30,

2011 2012
(in thousands)
Revenue:
Third party and other revenue $ 1,111,09- $ 1,466,60:
Direct revenue 7,172 229,56¢
Total revenue 1,118,26! 1,696,171
Cost of revenue:
Third party and other revenue 156,90° 233,83
Direct revenue 5,707 202,63
Total cost of revenue 162,61« 436,46¢
Operating expenses:
Marketing 613,17: 275,94:
Selling, general and administrative 565,68t 871,45!
Acquisition-related (benefit) expense, net (4,799 744
Total operating expenses 1,174,06! 1,148,141
(Loss) income from operations (218,419 111,56:
Interest and other income, net 9,80¢ 54,44t
Loss on equity method investees (219,979 (8,699
(Loss) income before provision for income taxes (228,58() 157,31:
Provision for income taxes 9,50: 128,29
Net (loss) income (238,08 29,01¢
Less: Net loss (income) attributable to nonconitrglinterests 23,60z (2,806€)
Net (loss) income attributable to Groupon, Inc. (214,48) 26,21(
Redemption of preferred stock in excess of carryiage (34,32) —
Adjustment of redeemable noncontrolling interesteedemption value (59,307 (12,499
Net (loss) income attributable to common stockholds $ (308,11) $ 13,71%
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Impact of stock-based compensation on cost of rexeand operating expenses

Cost of revenue and operating expenses with arftbutitstock-based compensation are as follows:

Nine Months Ended September 30,

2011 2012
Stock-based Stock-based
As reported compensation Net As reported compensation
(in thousands)
Total cost of revenue $ 162,61 $ 480 $ 162,13 $ 436,46¢ $ (2,355 $
Operating expenses:
Marketing $ 61317 $ (1,039 $ 612,13« $ 27594 $ (2,110 $
Selling, general and administrative 565,68t (59,409 506,28 871,45! (73,24)
Acquisition-related (benefit) expense, net (4,799 — (4,799 744 —

$ 117406 $ (60447 $ 1,113,620 $ 1,14814 $  (7535) $ I

Total operating expenses

Foreign exchange rate neutral operating results

The effect on the Company's condensed consolidatéements of operations from changes in exchaatge versus the U.S. dollar was as
follows:

Nine Months Ended September 30, 2012

At Avg. Exchange
Q32011 YTD Rate As
Rates @ Effect @ Reported
(in thousands)
Revenue $ 1,765,471 $ (69,300 $ 1,696,17
Costs and expenses 1,654,70! (70,107 1,584,60:
110,76° $ 795 $ 111,56:

Income (loss) from operations $
1) Represents the outcome that would have resulte@xathnge rates in the reporting period been time se those in effect in the comparable prior peaiod

2) Represents the increase or decrease in reportegngsnesulting from changes in exchange rates fhmse in effect in the comparable prior year pe

Gross Billings

Gross billings increased to $3,859.7 million foe thine months ended September 30, 2012 from $&#6#lion for thenine months end:t
September 30, 2011 , reflecting a growth rate o1%0Q Gross billings have increased due to an increatige volume of transactions as we contint
grow our business. We have experienced growth iiriraditional local deals category in addition tor goods, travel and entertainment categories.
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Revenue

We generate revenue from third party revenue ddakst revenue deals and other transactions. Reviam each of the periods was as follows:

Nine Months Ended September 30,

2011 2012
(in thousands)
Revenue:
Third party revenue $ 1,109,10- $ 1,449,17.
Direct revenue 7,172 229,56¢
Other revenue 1,99( 17,43(
Total revenue $ 1,118,26! $ 1,696,17

Revenue increased by $577.9 million to $1,696#anifor the nine months ended September 30, 2Gi2compared to $1,118.3 million for
the nine months ended September 30, 20hladdition to expanding the scale of our busindsmestically and internationally, several otmatigtives
have driven revenue growth over the recent pefad. historical marketing spend, which focused oguiting customers through online channels,
as social networking websites and search engirescdntributed to our large revenue growth in teogl. In addition, through our daily emails we &
been increasingly targeting customers by sendiemttieals for specific locations and personal pegfegs. We also added substantially to our sales
in early 2012, allowing us to increase the numbenerchant partner relationships, the volume ofslee offer on a daily basis on our websites am
quality of deals we offer to our customers. Theawnofable impact on revenue from year-over-year gbain foreign exchange rates for tiiee month
ended September 30, 2012 was $69.3 million.

Third Party Revenue

Third party revenue increased by $340.1 millior$10449.2 million for the nine months ended Septem8®, 2012 , as compared$i,109.:
million for the nine months ended September 30,120h addition to expanding the scale of our busr@mestically and internationally, several o
initiatives have driven revenue growth during thésiod. We increased our total marketing spendifségntly in 2011, focusing on acquiring custorr
through online channels, such as social networkiagsites and search engines, which we believe ibated to the increase in revenue during riive
months ended September 30, 201¥e also added to our sales force in early 20l@ying us to increase the number of merchant gartalationship:
the volume of deals we offer on a daily basis onweebsites and the quality of deals we offer to customers.

Direct Revenue

Direct revenue was $229.6 million for the nine nienended September 30, 2012 , as compared to $lfiénnfor the nine months endt
September 30, 201due to the launch of Goods in the second half df12We expect direct revenue deals to continuerdav gboth overall and as
percentage of our revenues, through the continuedth of our Goods categorin addition, we expect that any growth in directereue will result in
smaller percentage increase in income from operatiban third party revenue because direct revémelades the entire amount of gross billir
excluding taxes and net of estimated refunds, vthitel party revenue is net of the merchant's shétke transaction price.

Other Revenue

Other revenue increased by $15.4 million to $17i#an for the nine months ended September 30, 2042compared to threne months end:t

September 30, 2011 . Other revenue is primarilyprisad of non-merchant advertising, which has iaseel with the growth of our business.
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Revenue by Segment

Revenue by segment for each of the periods wasllasvs:

Nine Months Ended September 30,

2011 % of total 2012 % of total
North America:
Third party and other revenue $ 455,34, 40.7% $ 596,64 35.2%
Direct revenue = — 193,70: 11.4
Total segment revenue $ 455,34, 40.7% $ 790,34¢ 46.€%
International:
Third party and other revenue $ 655,75: 58.€% $ 869,95¢ 51.2%
Direct revenue 7,172 0.7 35,86 2.1
Total segment revenue $ 662,92: 59.2% $ 905,82: 53.4%
Total revenue $ 1,118,26! 100.(% $ 1,696,17! 100.(%

North America

North America segment revenue increased by $38&illlon to $790.3 million for the nine months emd8eptember 30, 201,2s compared
the nine months ended September 30, 20MHe increase in revenue was largely attributé&dlen increase in active customers and strong grawoul
direct revenue. Direct revenue, which is recordedaagross basis, is derived primarily from sellprgducts through the Company's Goods cate
where the Company is the merchant of record.

International
International segment revenue increased by $24Rli@mto $905.8 million for the nine months end8dptember 30, 2012as compared to t
nine months ended September 30, 2011 hil®& we continued to grow our International revenwe have experienced slower growth than we
historically, particularly in our European marketgiich comprise a majority of the revenue from buernational segment .
Cost of Revenue
Cost of revenue on third party, other and direeeneie deals for the nine months ended Septemb&030,and 2012 was as follows:
Nine Months Ended September 30,

2011 2012

(in thousands)

Cost of revenue:

Third party revenue $ 156,82( $ 233,68
Direct revenue 5,707 202,63
Other revenue 87 15C

Total cost of revenue $ 162,61« $ 436,46t

Cost of revenue is comprised of direct and indioestts incurred to generate revenue. For direeme® transactions, cost of revenue includes
the purchase price of consumer products, warehgustmpping costs and inventory markdowns. Fordtipiarty revenue transactions, cost of rewvi
includes estimated refunds for which the merchasitare is not recoverable. Other costs incurredeioerate revenue, which include credit
processing fees, editorial costs, certain technpologsts, web hosting and other processing feesaldweated to cost of third party revenue, di
revenue, and other revenue in proportion to retagjross billings during the period. As a resulttef significant growth we have experienced in r¢
periods from direct revenue transactions relatoveur total gross billings, an increasing share¢hoe allocable costs have been allocated to d
direct revenue in our condensed consolidated s&teof operations.
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Cost of revenue increased by $273.9 million to $83fillion for the nine months ended September28d,2 , as compared to thane month
ended September 30, 20Land was directly related to the growth in reveriu® increase in cost of revenue was primarilyetriby cost of consum
products related to direct revenue deals, whichwaas significant cost during the nine months enfleptember 30, 20Ehd, to a lesser extent, refu
for which the merchant's share is not recoverablated to our third party revenue deals. In addjtibere was an increase in editorial salary ¢
shipping costs and processing fees. Increasesippisg costs and processing fees are driven byehnigherchant partner transaction volumes. Cc
revenue also increased due to increased emaibdistm costs as a result of our larger subsciiase.

Cost of Revenue by segment
Cost of revenue by segment for each of the periadsas follows:

Nine Months Ended September 30,
2011 % of total 2012 % of total

(dollars in thousands)
North America:

Cost of third party and other revenue $ 88,53¢ 54./% $ 118,21( 27.1%
Cost of direct revenue — — 168,39( 38.¢€
Total segment cost of revenue $ 88,53¢ 54./% $ 286,60( 65.7%
International:
Cost of third party and other revenue $ 68,37: 42.1% $ 115,62 26.5%
Cost of direct revenue 5,707 3.5 34,24« 7.8
Total segment cost of revenue $ 74,08( 45.6% $ 149,86¢ 34.2%
Total cost of revenue $ 162,61 100.% $ 436,46¢ 100.(%

North America

North America segment cost of revenue increase$ill®.1 million to $286.6 million for the nine mbstended September 30, 2012 , as
compared to the nine months ended September 3Q,. Z0te increase in cost of revenue was primarilyeiriby the cost of consumer products relate
direct revenue deals.

International

International segment cost of revenue increasedi7By8 million to $149.9 million for the nine monteaded September 30, 2018s compare
to the nine months ended September 30, 2042 have continued to grow our business relatdmbtb our third party and direct revenue dealsxisting
markets outside of North America. As a result @ tirowth, cost of revenue increased for the period

Marketing

Marketing expense was $275.9 million for the ninenths ended September 30, 2012 , as compared &82581llion for thenine months endt
September 30, 2011 . Marketing expense by segmnsemparcentage of segment revenue for each oftfieds was as follows:

Nine Months Ended September 30,

% of Segment % of Segment
2011 Revenue 2012 Revenue
(dollars in thousands)
North America $ 217,46: 47.8% $ 85,92 10.9%
International 395,71. 59.7% 190,01 21.(%
Marketing $ 613,17 54.8 $ 275,94 16.%%

We evaluate our marketing expense as a percentageamue because it gives us an indication of w@l our marketing spend is driving the
volume of transactions. We invested heavily in eosr acquisition in the nine months ended Septeribei2011, specifically in our Internation
segment. In 2010, we began our international expanand subsequently made significant marketingestments in our International segmer
accelerate growth and establish our presence innmankets. Therefore,
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marketing as a percentage of revenue for nine nscended September 30, 2G%higher than for the comparable period of 2012rkéting expense
a percentage of revenue for the nine months endpte@ber 30, 201Ras decreased due to efficiencies we have rediiaedbuilding a subscriber be
and shifting our marketing spend to customer atitiva

Marketing expense by segment for each of the penicak as follows:

Nine Months Ended September 30,

2011 % of total 2012 % of total
(dollars in thousands)
North America $ 217,46: 35.5% $ 85,92: 31.1%
International 395,71. 64.% 190,01¢ 68.¢
Marketing $ 613,17: 100.% $ 275,94: 100.%

Our marketing expense decreased by $337.2 milbdB2¥5.9 million for the nine months ended Septemn@®, 2012 , as compared to thire
months ended September 30, 2011 . For the ninehmarded September 30, 2014ubscriber acquisition still comprised the priynportion of ou
marketing spend. This was particularly true in thiernational markets as we were still in the egihases of building our customer base in t
markets. As those markets have developed oveastewelve months, we have begun to shift our niargespend from subscriber acquisition marke
to activation, and as a result, overall marketixgemnse decreased for the nine months ended Sept8Mmkz012 .

North America

North America segment marketing expense decreas$85.9 million for the nine months ended Septen8er2012 , as compared $217.¢
million for the nine months ended September 30,120The significant decrease was primarily attriblgab a decrease in online marketing spend.
reflects both the continued shift in focus from suriber acquisition marketing to activation and ioying efficiency in our core operations. For thine
months ended September 30, 2012 , marketing exganaeercentage of revenue for the North Amegganent was 10.9% , as compared to 47886
the nine months ended September 30, 20lle decrease in marketing expenses as a pereeoitagvenue is due to efficiencies we have semm the
investments we made in 2011 and 2012.

International

International segment marketing expense decre@s&d30.0 million for the nine months ended Septandfe 2012 , as compared $395.%
million the nine months ended September 30, 20The significant decrease was primarily attriblgaio a decrease in online marketing spend.
reflects both the continued execution against dan po move from subscriber acquisition marketiogattivation and our commitment to improv
efficiency in our core operations. For the nine therended September 30, 201@arketing expense as a percentage of revenutadointernation:
segment was 21.0% , as compared to 59.7% for the mionths ended September 30, 20The decrease in marketing expense as a perceof
revenue is due to efficiencies we have seen framrestments we made in 2011 and 2012.

Selling, General and Administrative

O ur selling general and administrative expense $&&L.5 million for the nine months ended Septen8:r2012 , as compared $565.1
million for the nine months ended September 30,120Lhe increases in selling, general and adminiggaxpense were primarily related to the k
out of our global sales force, investments in tetbgy and investments in our corporate infrastrietuecessary to support our current and anticil
growth. For the nine months ended September 3@ 26&lling, general and administrative expense psrcentage of revenue was 51.486 compare
to 50.6% for the nine months ended September 301 28elling, general and administrative expense psreentage of revenue has increased fror
comparative period of the prior year as we built our sales force through 2011 due to large grawtthe period. We continue to refine our s
management and selling processes and additionalane introducing new products and services tditiaei deeper customer and merchant pa
engagement.

For the nine months ended September 30, 2012 sadlimg, general and administrative expense ineedy $305.8 million to $871.5nillion,
an increase of 54.1% from the comparable periati@fprior year. The increase in selling, generdl atministrative expense for thene months endt
September 30, 2012 , as compared to the nine menthesd September 30, 20WAs due to increases in wages and benefits, consalhd profession
fees, depreciation, rent expense and system maimten
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expenses. Additionally, selling, general and adstiative expenses as a percentage of revenue fdntinational segment were significantly hic
than for our North America segment. This was pritya result of the build out of our internationgperations, including our sales force, to sug
anticipated future revenue growth.

Wages and benefits (excluding steblased compensation) within selling, general andimidtrative expenses increased by $17m8lion to
$482.1 million for the nine months ended Septen8fer2012, as we continued to add sales force and admitiigrataff to support our busine
Stock-based compensation costs within selling, genemhlagiministrative expenses increased to $73.2 anifior thenine months ended September
2012 from $59.4 million for the nine months en@®=ptember 30, 20110ur consulting and professional fees increaseHterfirst nine months of 20
primarily related to higher legal and accountingtsoDepreciation and rent expense increased $3i0i@n for the period primarily due to our expans
during 2011 and the first nine months of 2012. €heas a $27.3 millioincrease in system maintenance in the first ninathwof 2012 as a result
investments in technology and our corporate infuastire.

Acquisition-Related (Benefit) Expense, Net

For the nine months ended September 30, 2012 newered net acquisition-related expenses of $0llfomi, representing changes in the
value of contingent consideration liabilities frdmsiness acquisitions. See Note Tafr Value Measurements.

(Loss) Income from Operations

We earned $111.6 million of income from operatifarshe nine months ended September 30, 2012grapared to $218.#illion of loss fron
operations for the nine months ended Septembe2@®,. The change to income from operations from losmfoperations in the comparable perio
the prior year is primarily due to increased reveaund reduced marketing expenses. We recognizethinérom operations for th@ine months endt
September 30, 201&s the Company was able to continue to generaemuevfrom subscribers and customers acquired dan periods from marketin
sales and infrastructure investments. The favoriam@ct on income from operations from year-ovearyehanges in foreign exchange rates fomihe
months ended September 30, 2012 was $0.8 million .

North America

Segment operating income in our North America sednrereased by $136.1 million to $122rillion of segment operating income for
nine months ended September 30, 2012 , as compa&tB3.4 million of segment operating loss for tiiee months ended September 30, 20The
increase in the segment operating income was pityratributable to our expansion within North Anear and increased performance from our G
category. We invested heavily in marketing, saled iaafrastructure in prior periods related to theld out of our operations. These investments
contributed to our segment operating income repdrtehe current period.

International

Segment operating income in our International segrmereased by $216.1 million to $67.3 millionsE#gment operating income for thime
months ended September 30, 2012 , as compared4®8nillion of segment operating loss for the nmenths ended September 30, 201The
International segment operating loss in the ninetmoended September 30, 2@14s driven by our rapid expansion in the segmerihduhat year. |
the nine months ended September 30, 2012 , wedenarated income as result of efficiencies we Is@em from the investments we made in 2011.

Interest and Other Income, net

Interest and other income, net, consists of foreigmency transaction gains or losses, interesteghon cash and cash equivalents and
non-operational gains and losses.

Our interest and other income, net was $54.4 milfar the nine months ended September 30, 201Zompared to $9.8 million for thaine
months ended September 30, 2011 . The increasidoperiod was primarily due to the $56.0 millioreftax gain recognized as a result of the E-
Commerce transaction. See Notel#vestments in Equity InterestsThe increase was partially offset by foreign eay losses incurred.

Provision for Income Taxes

We recorded income tax expense of $128.3 milliortfie nine months ended September 30, 2012 , aparedhto $9.5
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million for the nine months ended September 30,1201

The effective tax rate was 81.6% for the nine memthded September 30, 2012 , as compared to (4a2)¥te nine months ended September
30, 2011 . The effective tax rates for the nine theended September 30, 2Gi#) 2011 reflect foreign losses in certain jurigdits, which we were n
able to benefit due to the valuation allowancestaecamortization expense of taxes paid from tHel2@xable sale of certain intellectual properghts
within the Company's international structure.

Our estimated annual effective tax rate is reviggaterly and is based upon a number of signifieatitnates and judgments, including the
Company's forecasted annual income (loss) befa@me taxes in each tax jurisdiction in which werape Our effective tax rate could vary
significantly between quarters and could be adWeiféected if actual results vary from forecastedults. This could occur if we have greater eg®in
in countries with higher statutory rates or if wavh additional losses in countries where we careusuignize a tax benefit.

We periodically assess the assumptions used inngabur deferred tax assets. Changes in these atisms as well as changes in the relevant
tax laws, regulations, or accounting principles alo cause variability in our effective tax rate.
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Results of Operations

Comparison of the three months ended September28d,1 and 2012 :

Three Months Ended September 30,

2011 2012
(in thousands)
Revenue:
Third party and other revenue $ 422,98¢ $ 423,56:
Direct revenue 7,172 144,98t
Total revenue 430,16: 568,55:
Cost of revenue:
Third party and other revenue 62,33¢ 54,17:
Direct revenue 5,707 127,61:
Total cost of revenue 68,04¢ 181,78t
Operating expenses:
Marketing 170,34¢ 70,91¢
Selling, general and administrative 196,79¢ 287,97¢
Acquisition-related (benefit) expense, net (4,799 2,431
Total operating expenses 362,35¢ 361,32¢
(Loss) income from operations (239) 25,43¢
Interest and other income, net 8,26¢ 617
Loss on equity method investees (11,219 (13¢)
(Loss) income before provision for income taxes (3,18)) 25,917
Provision for income taxes 11,23¢ 26,85
Net loss (14,41¢) (940
Less: Net loss (income) attributable to nonconitrglinterests 3,84: (70€)
Net loss attributable to Groupon, Inc. (20,579 (1,64¢
Adjustment of redeemable noncontrolling interesteedemption value (43,65¢) (2,339
Net loss attributable to common stockholders $ (54,229 $ (2,979
Impact of stock-based compensation on cost of rexeand operating expenses
Cost of revenue and operating expenses with arftbutitstock-based compensation are follows:
Three Months Ended September 30,
2011 2012
Stock-based Stock-based
As reported compensation Net As reported compensation Ne
(in thousands)
Total cost of revenue $ 68,04¢ $ (56 $ 67,99 $ 181,78t $ (85€) 1
Operating expenses:
Marketing $ 170,348 $ 53 $ 170,29t  $ 70,91¢  $ (739
Selling, general and administrative 196,79¢ (3,23) 193,56 287,97¢ (21,029 2
Acquisition-related (benefit) expense, net (4,799 — (4,799 2,431 —
Total operating expenses $ 362,35 $ (3.28) $ 359,07  $ 361,32¢ $ (21,767) 3
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Foreign exchange rate neutral operating results

The effect on the Company's condensed consolidatéements of operations from changes in exchaatge versus the U.S. dollar was as

follows:

Three Months Ended September 30,

At Avg. Exchange
Q32011 Rate As
Rates® Effect @ Reported
(in thousands)
Revenue $ 594,55 $ (25,999 $ 568,55:.
Costs and expenses 571,96: (28,849 543,11

Income from operations $ 22,58¢ $ 2,84¢ $ 25,43t

(1) Represents the outcome that would have resulte@éxathnge rates in the reporting period been time s those in effect in the comparable prior peaioc
2) Represents the increase or decrease in reportegngsnesulting from changes in exchange rates fhmse in effect in the comparable prior year pe

Gross Billings

Gross billings increased to $1,218.3 million foe tthiree months ended September 30, 2012 from $2,18illion for thethree months end

September 30, 2011 , reflecting a growth rate 8#6. Our gross billings increased during this perigdaaresult of the continued expansion of
business, including in particular our Goods catggas well as our traditional local deals, trawadl @ntertainment categories, partially offset lmeeline

in gross billings in our European operations.

Revenue

We generate revenue from third party revenue ddaksct revenue deals and other transactions. Revim each of the periods was as follows:

Three Months Ended September 30,
2011 2012

(in thousands)

Revenue:
Third party revenue $ 422.12: $ 417,24¢
Direct revenue 7,172 144,98t
Other revenue 86¢€ 6,31¢
Total revenue $ 430,16: $ 568,55!

Revenue increased by $138.4 million to $568.6iamilfor the three months ended September 30, 28$Zompared to the three months ended
September 30, 2011 . The unfavorable impact ome&om year-over-year changes in foreign exchaatgs for the three months ended September

30, 2012 was $26.0 million.

Third Party Revenue

Third party revenue decreased by $4.9 million ta72 million for the three months ended Septemlfgr2012 , as compared to tHeee
months ended September 30, 20IMhe decrease in third party revenue is due tdrtbeeased focus on promoting deals in our Goots saategon

which are primarily classified within direct revenu

We recognized a one-time increase of $18.5 mili@mthird party revenue from unredeemed Grouportsph&pplicable taxes and customer
refunds, during the three months ended Septemh@03@. This one-time increase represents the atimealimpact of deals in Germany for which,
based on a recent tax ruling, our obligation torttegchant would have ended prior to the beginnirte current quarter. For merchant payment
arrangements that are structured under a redemigment model, we retain all of the gross billifigen unredeemed Groupons. We record revenue
from unredeemed Groupons and derecognize the dedatzrued merchant payable when our legal obligatdhe merchant expires, which we believ
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shortly after deal expiration in most jurisdictidios which use a pay on redemption model. Howewerhave historically concluded based on our
interpretation of applicable German law that ouigation to merchants in that jurisdiction extendedthree years. Due to the German tax ruling,civhi
will require us to remit value-added taxes (VAT}liest on unredeemed Groupons, we began recognizvgnue from unredeemed Groupons in
Germany shortly after deal expiration in the curmgariod, consistent with most other jurisdictiamsvhich we pay on redemption.

Direct Revenue

Direct revenue was $145.0 million for the three therended September 30, 2012 , as compared tondilfi@n for the three months end
September 30, 2011due to the launch of Goods in the second hafdfl. We expect direct revenue deals to continugraw, both overall and as
percentage of total revenue, through the contirgredth of our Goods categorin addition, we expect that any growth in directaeue will result in
smaller percentage increase in income from operatiban third party revenue because direct revémelades the entire amount of gross billir
excluding taxes and net of estimated refunds, vthitel party revenue, which is net of the merctsasitare of the transaction price.

Other Revenue

Other revenue increased by $5.4 million to $6.3iomilfor the three months ended September 30, 2@s2ompared to ththree months end
September 30, 2011 . O ther revenue is primaritgarised of non-merchant advertising, which hasdased with growth of the business.

Revenue by Segment
Revenue by segment for each of the periods wasllasvs:

Three Months Ended September 30,
2011 % of total 2012 % of total

(dollars in thousands)
North America:

Third party and other revenue $ 161,52! 37.5% $ 158,54! 27.%
Direct revenue = = 133,05¢ 23.4
Total segment revenue $ 161,52! 37.5% $ 291,60: 51.2%
International:
Third party and other revenue $ 261,46: 60.6% $ 265,01¢ 46.€%
Direct revenue 7,172 1.7 11,93( 2.1
Total segment revenue $ 268,63t 62.5% $ 276,94¢ 48.7%
Total revenue $ 430,16: 100.(% $ 568,55: 100.(%

North America

North America segment revenue increased by $130libmto $291.6 million for the three months edd@eptember 30, 2012 , as compared to
the three months ended September 30, 2011 . Theaise in revenue is reflective of strong growtbun direct revenue. Direct revenue, which is
recorded on a gross basis, is derived primarilynfeelling products through the Company's Goodggoayewhere the Company is the merchant of
record.

International

International segment revenue increased by $818mio $276.9 million for the three months endegp@mber 30, 2012 , as compared to the
three months ended September 30, 2011 . In the thomths ended September 30, 2012, for the fir& tve recognized revenue from unredeemed
Groupons in Germany, including the $18.5 millioredgime increase, which contributed to our revermeevth during this period. The International
segment was adversely affected by weakness inahg@ny's European operations, which we believendigperform as well as our North American
operations due in part to weakness in the Europeanomy and to slower adoption of technology, sagteal personalization, in our European mar
which comprise a majority of our International segm
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Cost of Revenue
Cost of revenue on third party, other and direeeneie deals was as follows:
Three Months Ended September 30,

2011 2012

(in thousands)

Cost of revenue:

Third party revenue $ 62,30 $ 54,12
Direct revenue 5,707 127,61
Other revenue 38 5C

Total cost of revenue $ 68,04¢ $ 181,78!

Cost of revenue is comprised of direct and indioastts incurred to generate revenue. For dire@me® transactions, cost of revenue includes
the purchase price of consumer products, warehgushriipping costs, and inventory markdowns. Fadtpiarty revenue transactions, cost of revi
includes estimated refunds for which the merchasitare is not recoverable. Other costs incurredetoerate revenue, which include credit
processing fees, editorial costs, certain technologsts, web hosting, and other processing feesabwcated to cost of third party revenue, d
revenue, and other revenue in proportion to retagjkoss billings during the period. As a resulthe significant growth we have experienced in ré¢
periods from direct revenue transactions relativedr total gross billings, an increasing sharéhoke allocable costs have been allocated to ¢
direct revenue in our condensed consolidated stieof operations.

Cost of revenue increased by $113.7 million to $88iillion for the three months ended September2BQ?2 , as compared to ttiewee month
ended September 30, 2014nd was primarily related to the growth in direstenue. The increase in cost of revenue was pitintaiven by the cost «
consumer products and associated shipping costtedeio direct revenue deals, which were not siganit during thehree months ended Septembet
2011, partially offset by a decrease in refundsafbich the merchant's share is not recoverabgaélto our third party revenue deals.

Cost of revenue by segment

Cost of revenue by segment for each of the penriadsas follows:

Three Months Ended September 30,
2011 % of total 2012 % of total

(dollars in thousands)
North America:

Cost of third party and other revenue $ 31,31¢ 46.(% $ 15,47¢ 8.5%
Cost of direct revenue = — 115,56( 63.€
Total segment cost of revenue $ 31,31¢ 46.(% $ 131,03! 72.1%
International:
Cost of third party and other revenue $ 31,02: 45.6% $ 38,69¢ 21.2%
Cost of direct revenue 5,707 8.4 12,05: 6.€
Total segment cost of revenue $ 36,73( 54.(% $ 50,751 27.%
Total cost of revenue $ 68,04¢ 100.% $ 181,78 100.(%

North America
North America segment cost of revenue increase$d8y7 million to $131.0 million for the three mbatended September 30, 2012, as

compared to the three months ended September 30,.Zthe increase was primarily driven by the adstonsumer products related to direct revenue
deals, partially offset by a decrease in refundsvioich the merchant's share is not recoverabégeadlto our third party revenue deals.
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International

International segment cost of revenue increasedlidy0 million to $50.8 million for the three montasded September 30, 2018s compare
to the three months ended September 30, 204/8 have continued to grow our business relatedoth our third party and direct revenue dea
existing markets outside of North America. As autesf this growth, cost of revenue increased Far period.

Marketing

Marketing expense was $70.9 million for the thremnths ended September 30, 2012 , as compared @3$difllion for thethree months end
September 30, 2011 . Marketing expense by segnsemparcentage of segment revenue for each oftfieds was as follows:

Three Months Ended September 30,

% of Segment % of Segment
2011 Revenue 2012 Revenue
(dollars in thousands)
North America $ 55,87: 34.6% $ 20,49: 7.C%
International 114,47¢ 42.% 50,42¢ 18.2%
Marketing $ 170,34¢ 39.6% $ 70,91¢ 12.5%

We evaluate our marketing expense as a percenfageamue because it gives us an indication of fv@l our marketing spend is driving the
volume of transactions. We invested heavily in oostr acquisition in the three months ended Septe®®e2011, specifically in our Internation
segment. In 2010, we began our international expanand subsequently made significant marketingestments in our International segmer
accelerate growth and establish our presence innmaskets. Therefore, marketing as a percentagevehue fothree months ended September 30, :
is higher than the comparable period in 2012. Migmgeexpense as a percentage of revenue for the thonths ended September 30, 2842 decreas:
due to efficiencies we have realized from succdlgsfwilding a subscriber base. We have begun iiv sir marketing spend from subscriber acquis
marketing to activation, and as a result, overalthmating expense decreased for the three monthele®eptember 30, 2012.

Marketing expense by segment for each of the penicak as follows:

Three Months Ended September 30,

2011 % of total 2012 % of total
(dollars in thousands)
North America $ 55,87: 32.8% $ 20,49 28.%
International 114,47¢ 67.2 50,42¢ 71.1
Marketing $ 170,34¢ 100.% $ 70,91¢ 100.(%

Our marketing expense decreased by $99.4 millicki7tx9 million for the three months ended Septen3ife 2012 , as compared to tineee
months ended September 30, 2011 . For the thre¢hsmemded September 30, 201dubscriber acquisition still comprised the prignportion of ou
marketing spend. This was particularly true in thiernational markets as we were still in the eaihases of building our customer base in t
markets. As those markets have developed oveathdéwelve months, we have begun to shift our margespend from subscriber acquisition marke
to activation, and as a result, overall marketixgense decreased for the three months ended Semt8mi2012 .
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North America

North America segment marketing expense decreas&@a.5 million for the three months ended Septer3Be 2012 , as compared $85.¢
million the three months ended September 30, 20IHe significant decrease was primarily attriblgaio a decrease in online marketing spend.
reflects both the shift in focus from subscribequisition marketing to activation and improvingiei#ncy in our core operations. Ftrree month
ended September 30, 2012 , marketing expense exanpage of revenue for the North America segmest7.0% , as compared to 34.6% for ttiree
months ended September 30, 20The decrease in marketing expenses as a pereenitagvenue is due to results we have seen freninthrestmeni
we made in 2011 and 2012.

International

International segment marketing expense decreas880.4 million for the three months ended Septen3@e 2012 , as compared $4.14.¢
million for the three months ended September 3Q,120 he significant decrease was primarily attribigeb a decrease in online marketing spend.
reflects both the move from subscriber acquisitisarketing to activation and improving efficiencyonr core operations. For thieree months end
September 30, 2012 , marketing expense as a pageeaf revenue for the International segment wag%8 as compared to 42.6% for theee month
ended September 30, 201The decrease in marketing expenses as a pereenftagvenue is due to efficiencies we have seam the investments \
made in 2011 and 2012.

Selling, General and Administrative

O ur selling, general and administrative expense $288.0 million for the three months ended Sep&n®0, 2012 , as compared $296.¢
million for the three months ended September 3@120'he increases in selling, general and adminis&a&xpense were principally related to the t
out of our global sales force, investments in tetbgy and investments in our corporate infrastrietuecessary to support our current and anticil
growth. For the three months ended September 3@ 26elling, general and administrative expensz percentage of revenue was 50,786 compare
to 45.7% for the three months ended September@®0l, .2Selling, general and administrative expense pareentage of revenue has increased frot
comparative period of the prior year as we built our sales force through 2011 due to large grawtthe period. We continue to refine our s
management and selling processes and additiona&lane introducing new products and services inromldacilitate deeper customer and merc
partner engagement. Over time, as our operatiomsla in a greater percentage of our markets, vpeexthat our selling, general and administr:
expense will decrease as a percentage of revenue.

For the three months ended September 30, 2012selling, general and administrative expense irsgreédy $91.2 million to $288.0 million
an increase of 46.3% from the same period of ther gear. The increase in selling, general and a@trative expense for thiaree months end
September 30, 2012 , as compared to the three sientted September 30, 204&as primarily due to increases in wages and benefitnsulting ar
professional fees, depreciation and system maintenaxpenses. Additionally, selling, general anchiatstrative expenses as a percentage of re
for our International segment were significanthgher than for our North America segment. This wamarily a result of the build out of ¢
international operations, including our sales fotoesupport anticipated future revenue growth.

Wages and benefits (excluding steblased compensation) within selling, general andigidtrative expenses increased by $33nllion to
$157.9 million for the three months ended Septen3fe 2012as we continued to add sales force and adminigtratiaff to support our busine
Stock-based compensation costs within selling, genemlaaiministrative expense increased to $21.0 millgy thethree months ended Septembel
2012 from $3.2 million for the three months en@=ptember 30, 20110ur consulting and professional fees increasetthénthird quarter of 20:
primarily related to higher accounting costs. Defaion and rent expense increased $9.1 milfmmnthe period primarily due to our expansion dg
2011 and the three months ended September 30, 20h2re was a $13.2 milliomcrease in system maintenance for the third quate012 a
compared to the prior period as a result of invesits1in technology and our corporate infrastructure

Acquisition-Related (Benefit) Expense, Net

For the three months ended September 30, 2012inavered net acquisition-related expenses of $2lHom , representing changes in the
value of contingent consideration liabilities frdmsiness acquisitions. See Note Tafr Value Measurements.

45




(Loss) Income from Operations

We earned $25.4 million of income from operatioosthe three months ended September 30, 2012qmapared to $0.#illion of loss fron
operations for the three months ended Septembé&03d,. The change to income from operations from lossfoperations for the comparable perio
the prior year is primarily due to increased reveeand decreased marketing expenses. We recognizethé from operations for thileree months end
September 30, 201&s the Company was able to continue to generatmuevfrom subscribers and customers acquired @m periods from marketin
sales and infrastructure investments. In additiwe, recognized incremental revenue of $18.5 milliorthe period from unredeemed Groupon
Germany. The favorable impact on operating incoramfoperations from year-over-year changes in foreixchange rates for tiferee months end
September 30, 2012 was $2.8 million.

North America

Segment operating income in our North America segrimereased by $20.3 million to $39.1 million thethree months ended Septembel
2012 , as compared to $18.8 million for the thremths ended September 30, 20The increase in segment operating income wasapilyrattributabli
to our expansion within North America and increapedormance of our Goods category. We investedilyem marketing, sales and infrastructure
prior periods related to the build out of our opiers., and these investments have contributeditcsegment operating income reported in the ctL
period.

International

Segment operating income in our International segrimereased by $31.9 million to $11.4 million sfgment operating income for ttieee
months ended September 30, 2012 , as compared0td ##llion of segment operating loss for the threenths ended September 30, 201The
International segment operating loss in the threathrs ended September 30, 2011 was driven by @it expansion throughout 2011. In ttieee
months ended September 30, 2022e have generated income as a result of thei@ffies we have seen from the investments we ma@@11. It
addition, we recognized revenue from unredeemed@@nas in Germany for the first time during the ghmonths ended September 30, 2012, inclt
the $18.5 million one-time increase.

Interest and Other Income, net

Interest and other income, net, consists of foreigmency transaction gains or losses, interesteghon cash and cash equivalents and
non-operational gains and losses.

Our interest and other income, net, was $0.6 milfar the three months ended September 30, 208Zompared to $8.3 million for thiree
months ended September 30, 2011 .

Provision for Income Taxes

We recorded income tax expense of $26.9 milliontlier three months ended September 30, 2012 , agazethto $11.2 million for ththree
months ended September 30, 2011 .

The effective tax rate was 103.6% for the three ti®rended September 30, 2012 , as compared to2§363or thethree months end
September 30, 2011 . The effective tax rates feithihee months ended September 30, 20122011 reflect foreign losses in certain jurigdits, whict
we were not able to benefit due to the valuatidomadnces, and the current year amortization expehsexes paid from the 2011 taxable sale of ce
intellectual property rights within the Companyigeirnational structure.

Our estimated annual effective tax rate is revigedrterly and is based upon a number of signifiemtimates and judgments, including
Company's forecasted annual income (loss) beforenie taxes in each tax jurisdiction in which we rape Our effective tax rate could v
significantly between quarters and could be ad¥gsiected if actual results vary from forecastedults. This could occur if we have greater ea
in countries with higher statutory rates or if wavh additional losses in countries where we carguuignize a tax benefit.

We periodically assess the assumptions used inngathe Company's deferred tax assets. Changégege tassumptions as well as chang
the relevant tax laws, regulations, or accountiriggiples can also cause variability in our effeettax rate.
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Non-GAAP Financial Measures

We use operating (loss) income excluding stock-thasenpensation and acquisition-related expenseefiteand free cash flow as key non-
GAAP financial measures. Operating (loss) incomewading stock-based compensation and acquisititeted expense (benefit) and free cash flov
used in addition to and in conjunction with respitssented in accordance with U.S. GAAP and shoatde relied upon to the exclusion of U.S. G/
financial measures.

Operating (loss) income excluding stock-based cowggéon and acquisition-related expense (bene@perating (loss) income excludi
stock-based compensation and acquisitelated expense (benefit) is the consolidated dipgréloss) income of our two segments, North Aro@ran:
International, excluding acquisition-related experibenefit), net and stock-based compensation eepehcquisitionrelated expense (benefit), r
which represents changes in the fair value of ogetit consideration obligations relating to acdiss, are excluded because the timing and natff
these amounts is unpredictable and we believeittihot meaningful to our core operating resuitockbased compensation is excluded becaus:
primarily a non-cash item. We use operating (losspme excluding stock-based compensation and sitiguirelated expense (benefit) to alloc
resources and evaluate performance internally.

We consider operating (loss) income excluding stoeged compensation and acquisitiefated expense (benefit) to be an important me
for management to evaluate the performance of oginbss as it excludes changes in the fair valueonfingent consideration related to busi
combinations and stock compensation expenses. \li&/det is important to view operating (loss) imee excluding stockased compensation &
acquisitionrelated expense (benefit) as a complement to dineezondensed consolidated statements of operatidtmen evaluating our performar
you should consider operating (loss) income exdgditock-based compensation and acquisitidated expense (benefit) as a complement to
financial performance measures, including varicaghdlow metrics, net income (loss) and our oth&..GAAP results.

The following is a reconciliation of operating (8)sncome excluding stock-based compensation agdisiion+elated expense (benefit) to
most comparable U.S. GAAP measure, “(Loss) incdrom operations,” for the three and nine monthdezhSeptember 30, 2011 and 2012 .

Three Months Ended September 30, Nine Months Ended Septembe
2011 2012 2011 201
(in thousands) (in thousands)
(Loss) income from operations $ (239) $ 25,43¢ $ (218,41 $
Adjustments:
Stock-based compensatiéh 3,34( 22,61¢ 60,92:
Acquisition-related (benefit) expense, et (4,799 2,431 (4,799
Total adjustments (1,459 25,05( 56,12¢
Operating (loss) income excluding stock-based ¢ gon and
acpquisitiogngrela'zed expense (ben(gfit) TS $ (1,69) $ 50,48t  $ (162,28Y) $
@ Represents stodkased compensation expense recorded within sefjamggral and administrative expense, cost of revand marketing expen
@ Represents changes in the fair value of contingensideration related to acquisitions made by then@ny

Free cash flow.Free cash flow is "Net cash provided by operaticgvities” less "Purchases of property and equipmemd softwar
capitalization." We use free cash flow, and rati@sed on it, to conduct and evaluate our businesause, although it is similar to cash flow fi
operations, we believe it typically will presentn@asure of cash flows more aligned with an analyfsisigoing business operations as purchasesed
assets, software developed for internal use andiveetbevelopment costs are a necessary componengofng operations.

Free cash flow has limitations due to the fact ihatoes not represent the residual cash flow alll for discretionary expenditures.
example, free cash flow does not include the casjments for business acquisitions. In additione feash flow reflects the impact of the tinm
difference between when we are paid by custometsadnen we pay merchant partners. Therefore, wewlii is important to view free cash flow &
complement to our entire condensed consolidatedmnstnts of cash flows.

The following is a reconciliation of free cash flaerthe most comparable GAAP measure, "Net cashigied by operating activities," for t
nine months ended September 30, 2011 and 2012 :
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Nine Months Ended September 30,

2011 2012
(in thousands)
Net cash provided by operating activities $ 121,37( $ 201,11°
Purchases of property and equipment and softwanitatiaation (29,82%) (55,807
Free cash flow $ 91,54¢ $ 145,31}
Net cash used in investing activities $ (112,526 $ (142,22¢)
Net cash provided in financing activities $ 120,29: $ 18,59(

Liquidity and Capital Resources

As of September 30, 2012 , we had $1,20ildon in cash and cash equivalents, which prityasonsisted of cash and money market acco

Since our inception, we have funded our workingiteapequirements and expansion primarily with célslvs from operations and throu
public and private sales of common and preferredkstwhich have yielded net proceeds of approxitpai#,857.1million. We generated positive ci
flow from operations for the nine months ended Seyter 30, 2011 and 2012and we expect cash flow from operations to renpasitive in th
foreseeable future. We generally use this cash fiofund our operations, make additional acquisg&igurchase capital expenditures and meet our
cash operating needs. Cash flow from operations $24.4 million and $201.1 million for the nineonths ended September 30, 2011 and 2012
respectively.

Although we can provide no assurances, we belieae dur available cash and cash equivalents balandecash generated from operat
should be sufficient to meet our working capitajuigements and other capital expenditures for the twelve months.

Anticipated Uses of Cash

Our priority in 2012 is to continue to aggressiviglyest in the business by making additional inwesits in technology and innovations ani
shifting our marketing spend from subscriber adtjois to customer activation in both our North Anearand International segments. In addition
may expand our sales force and plan to contineedmire or make strategic investments in compleargriusinesses that add to our customer be
provide incremental technology or talent or both.

In order to support our overall global expansiore expect to make significant investments in ourpomate facilities and technolo
development during 2012. Through the date of tiiisgf we acquired ten businesses for an aggregatehase price of $52.8 million , of whid4.¢
million , net of cash acquired, was paid for intcaand we expect to continue to use cash to make=gtc acquisitions.

We currently plan to fund these investments in North America and International segments with owsilable cash and cash equival
balance and cash flows generated from the resgesgigrations during this year. We do not intenpatp dividends in the foreseeable future.
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Cash Flow
Our net cash flow from operating, investing andwficing activities for the periods below were atofes:
Nine Months Ended September 30,

2011 2012

(in thousands)

Cash provided by (used in):

Operating activities $ 121,37 $ 201,11
Investing activities (112,52¢) (142,22)
Financing activities 120,29:. 18,59(
Effect of changes in exchange rates on cash ardezasvalents (4,039 59t
Net increase in cash and cash equivalents $ 125,10 ¢ 78,07¢

Cash Provided By Operating Activities

Cash provided by operating activities primarily sists of our net (loss) income adjusted for ceriééms, including depreciation a
amortization, gain on E-Commerce transaction, stbaked compensation, deferred income taxes andféwet ef changes in working capital and ol
items.

Our current merchant partner arrangements aretstagtas either a redemption payment model oreafpayment model defined as follows:

Redemption payment moddlnder our redemption merchant partner paymentehaeeke collect payments at the time our customarshase
Groupons and make payments to our merchant parharsubsequent date. Using this payment modethaet partners are not paid until the customer
redeems the Groupon that has been purchasedusitancer does not redeem the Groupon under this gratymodel, we retain all of the gross billings
from the unredeemed Groupon. The redemption maetedrally improves our overall cash flow becauselwaot pay our merchant partners until the
customer redeems the Groupon.

Fixed payment modelUnder our fixed merchant partner payment modelpay our merchant partners in installments oyeeraod of
generally thirty days for direct revenue deals sinty days for third party revenue deals. Undes ffayment model, merchant partners are paid
regardless of whether the Groupon is redeemed.

As a result of these payment models, we experiewiggs in merchant payables associated with ounabrevenue-generating activities,
including both third party and direct revenue sélassactions, that can cause volatility in workaagital levels and impact cash balances moressr le
than our operating income or loss would indicatethe current period we have offered our merchartners more favorable and accelerated payment
terms, which has reduced our overall cash flow fiesieom the timing differences between when weeiee cash from customers and remit paymer
our merchant partners. We expect that trend tammoatn the future.

For the nine months ended September 30, 2012naiwash provided by operating activities was $R@iillion, which consisted of $29.0
million of net income, a $116.2 million net incsearelated to changes in working capital and adseets and liabilities and a $55.9 million
net increase for certain non-cash items and itésatsdo not relate to our operating activities. Tieeadjustments for non-cash and non-operatingsitem
include $77.7 million of stock-based compensatiod $39.8 million of depreciation and amortizatiopense, less $56.0 million for the gain recognized
on the E-Commerce transaction.

The increase in cash resulting from changes in ingr&apital activities primarily consisted of a $&&nillion change in accrued expenses and
other current liabilities and a $53.9 million charig our merchant payables, due to the continuedtlrin the business. Costs included in accrued
expenses and other current liabilities are primaniline marketing costs incurred to acquire andinecustomers, operating expenses such as payrw
benefits and costs associated with customer loyaityreward programs. Changes in accrued expendestlzer current liabilities primarily reflect the
significant increase in the number of employeesgdees, and customers resulting from our internalgn and global expansion through recent
acquisitions. In addition, there was an increaseash related to changes in accounts payable o2 $iilion due to general business growth. The
increase in cash flows were offset by $24.9 millielated to the changes in prepaid expenses aed oth
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assets as a result of business growth and a climmageounts receivable of $2.2 million .
Cash Used In Investing Activities
Cash used in investing activities primarily corsist capital expenditures and acquisitions of besses.

For the nine months ended September 30, 2012 neturash used in investing activities of $142.2iamlprimarily consisted 0$41.6 millior
invested in subsidiaries, equity method and coshatkinvestments, $55.8 million in capital expeundis and capitalized internal use software $dwi ¢
million in net cash paid in business acquisitions.

Cash Used in Financing Activities

For the nine months ended September 30, 2012 neucash provided by financing activities of $1&8lion was driven primarily by tr
excess tax benefit on stock-based compensatioB463nillion .

Contractual Obligations and Commitments

We have recorded $0 and $10.2 million of curreabilities for unrecognized tax benefits and $55.illion and $56.2 millionof noncurrer
liabilities for unrecognized tax benefits as of Peber 31, 2011 and September 30, 20i&spectively. We cannot make a reasonable estiofathe
period of cash settlement for the tax positionssifeed as noncurrent liabilities. Our other comments as of September 30, 20did not materiall
change from the amounts set forth in our 2011 AhRegort on Form 10-K.

Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangensnts September 30, 2012 .

Critical Accounting Policies and Estimates

Management's Discussion and Analysis of Financtaddtion and Results of Operations is based uporCondensed Consolidated Financial
Statements, which have been prepared using acagymiinciples generally accepted in the Unitedestatf America. Our significant accounting polic
are discussed in Note 'lSummary of Significant Accounting Policies'the Notes to Consolidated Financial Statemerdksided in our Annual Report
on Form 10-K for the year ended December 31, 2@klfijed with the U.S. Securities and Exchange @asion (“SEC”) on March 30, 2012. In Note 1
to the accompanying unaudited Condensed Consdlidétmancial Statements in Item 1 of this Quart®&gport on Form 10-Q, we have identified all
updated accounting policy disclosures for the mkrio

The preparation of these financial statemesgsires management to make estimates and assusfitedraffect the reported amounts of assets,
liabilities, revenue and expenses, and relatedadisee of contingent assets and liabilities. Mamagret bases its estimates on historical experiende a
on various other assumptions that are believe@ t@asonable under the circumstances, the regultisich form the basis for making judgments about
the carrying values of assets and liabilities #ratnot readily apparent from other sources. Aaesllts may differ from these estimates undeedsffit
assumptions or conditions. If actual amounts dimately different from previous estimates, theis@ns are included in our results of operationgliie
period in which the actual amounts become known.

An accounting policy is deemed to be critical iféfuires an accounting estimate to be made basadsumptions about matters that are highly
uncertain at the time the estimate is made, adifférent estimates that reasonably could have lised, or changes in the accounting estimatesitbat
reasonably likely to occur periodically, could nréa#y impact the financial statements. Managentmieves its critical accounting policies that eef
its more significant estimates and assumptiongalieies related to revenue recognition, refundsdyvill and income taxes.

Revenue

The Company recognizes revenue when the followiitgria are met: persuasive evidence of an arraegeexists; delivery has occurred; the

selling price is fixed or determinable; and colédility is reasonably assured.
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Third party and other revenue recognition

The Company generates third party revenue, wherestas the third party marketing agent, by aifiegoods and services provided by third
party merchant partners at a discount througlo@allcommerce marketplace that connects merchactaisumers. The Company's marketplace
includes deals offered through a variety of categsrincluding: Local, Deals, National, Now!, Gop@gtaways and Live. Customers purchase
Groupons from the Company and redeem them witlCthapany's merchant partners.

The revenue recognition criteria are met when tmalver of customers who purchase a given deal exdbedpredetermined threshold (where
applicable), the Groupon has been electronicalliveieed to the purchaser and a listing of Groupswid has been made available to the merchant. At
that time, the Company's obligations to the mergHanwhich it is serving as a marketing ageng, smbstantially complete. The Company's remaining
obligations, which are limited to remitting payméathe merchant and continuing to make availahléhe Company's website the listing of Groupons
sold previously provided to the merchant, are iseguential or perfunctory. The Company recordeesrue the net amount it retains from the sale of
Groupons after paying an agreed upon percentathes gfurchase price to the featured merchant, exaughy applicable taxes and net of estimated
refunds for which the merchant's share is recover&evenue is recorded on a net basis becaugeotnpany is acting as a marketing agent of the
merchant in the transaction.

For merchant payment arrangements that are stagcturder a redemption model, merchant partnersairgaid until the customer redeems
Groupon that has been purchased. If a customerrdiesdeem the Groupon under this payment modeletain all the gross billings. We record
revenue from unredeemed Groupons and derecograzeltited accrued merchant payable when our lddiglation to the merchant expires, which we
believe is shortly after deal expiration in mosigdictions that have payment arrangements stredtunder a redemption model. However, we have
historically concluded based on our interpretatbapplicable German law that our obligation to aents in that jurisdiction extended for three gear
Due to a recent German tax ruling, which will requis to remit value-added taxes (VAT) earlier aredeemed Groupons, we began recognizing
revenue from unredeemed Groupons in Germany staftdy deal expiration during the quarter ended&eper 30, 2012, consistent with most other
jurisdictions. As a result, the quarter ended Saptr 30, 2012 includes an $18.5 million -time increase to third party revenue, which repnés the
cumulative impact of deals in Germany for whichsdxhon the recent tax ruling, the Company's olitigab the merchant would have ended prior to the
current quarterly period (i.e., prior to July 1,]120).

Direct revenue recognition

The Company evaluates whether it is appropriate¢ord the gross amount of its sales and relatsts try considering a number of factors,
including, among other things, whether the Compiarilie primary obligor under the arrangement, hasritory risk, and has latitude in establishing
prices.

Direct revenue is derived primarily from sellingogucts through the Company's Goods category wher€bmpany is the merchant of record.
The Company is the primary obligor in these tratisas, is subject to inventory risk and has latiud establishing prices. Accordingly, direct reveric
recorded on a gross basis. For purposes of evadpatiether product revenue should be recognizeslgnoss basis, unmitigated general inventory risk
is a strong indicator of whether a seller has tblesrand rewards of a principal to the sale tratimacU.S. GAAP specifies that general inventoskri
exists if a seller either takes title to a prodoetore that product is ordered by a customer {fhahaintains the product in inventory) or will &atitle to
the product if it is returned by the customer (tsaback-end inventory risk) and the customeréeght of return. We have unmitigated general
inventory risk on all of our direct revenue. Cuttgnthat general inventory risk is primarily ingtiorm of back-end inventory risk, as the amount of
inventory that we maintain on hand has been imriztétowever, in future periods we may begin tor@ase the levels of inventory on hand for our
Goods category. For Goods transactions where thep@ny is performing a service by acting as a margetgent of the merchant responsible for
fulfillment, revenue is recorded on a net basis.

Direct revenue, including associated shipping reeeis recorded when the products are shippedigagasses to customers.
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Refunds

The Company estimates future refunds utilizingadistical model that incorporates the followingalatputs and factors: historical refund
experience developed from millions of deals featume the Company's website, the relative risk bifrré based on expiration date, deal value, deal
category and other qualitative factors that comgact the level of future refunds, such as intréidas of new deals, discontinuations of legacy sleal
and expected changes, if any, in Company praditicessponse to refund experience or economic trératanight impact customer demand.

In early 2012, actual refund activity for dealstéead late in 201l was demonstrating a consistenict that was deviating from the modeled
refund behavior, due in part to a shift in fourtracter deal mix and higher price point offers. Arliogly, the Company updated its refund model to
better capture variations in trends in its businBgscontinually refining the refund model to reftesuch data inputs as discussed above, the Company
believes its model enables it to track and antteipafund behavior.

The Company accrues costs associated with refunascrued expenses on the condensed consoliddeettéaheets. The cost of refunds for
third party revenue where the amount payable torterechant is recoverable and for all direct revesy®esented in the condensed consolidated
statements of operations as a reduction to revérheecost of refunds for third party revenue wheare is no amount recoverable from the merchant is
presented as a cost of revenue.

The Company assesses the trends that could afexdtimates and makes changes to the refund eegearterly when it appears refunds may
differ from our original estimates. If actual retsudre not consistent with the estimates or assompstated above, the Company may need to chége i
future estimates and the effects could be materidle condensed consolidated financial statements.

Acquisitions and the Recoverability of Goodwill aleng-Lived Intangible Assets

A component of our growth strategy has been to iae@und integrate businesses that complement astirex operations. We account for
business combinations using the acquisition meti@tcounting and allocate the purchase price gfiaed companies to the tangible and intangible
assets acquired and liabilities assumed based thearestimated fair value at the purchase date.difierence between the purchase price and the fai
value of the net assets acquired is recorded adwgtho

In determining the fair value of assets acquired la@bilities assumed in business combinationsfandetermining fair values in impairment
tests, we use one of the following recognized widnamethods: the income approach (including disted cash flows), the market approach and the
cost approach. Our significant estimates in thagevhlue measurements include identifying busitfiastors such as size, growth, profitability, raskd
return on investment and assessing comparable weweard operating income multiples. Further, wheasugeng fair value based on discounted cash
flows, we make assumptions about rekusted discount rates, future price levels, ratéscrease in revenues, cost of revenues, anchpg expense
weighted average cost of capital, rates of longytgrowth, and income tax rates. Valuations aregueréd by management or independent valuation
specialists under management's supervision, whgme@griate. We believe that the estimated fair @alassigned to the assets acquired and liabilities
assumed and for determining fair value in impairtriests are based on reasonable assumptions thiettplace participants would use. However, such
assumptions are inherently uncertain and actualteesould differ from those estimates.

Goodwill is allocated to our four reporting unitlerth America, EMEA, APAC and LATAM, at the dateetgoodwill is initially recorded.
Once goodwill has been allocated to the reportimigsuit no longer retains its identification wighparticular acquisition and becomes identifiechwlite
reporting unit in its entirety. Accordingly, theifaalue of the reporting unit as a whole is aual#ato support the recoverability of its goodwill.

We evaluate goodwill for impairment annually on @m#r 1 or more frequently when an event occursronmstances change that indicates the
carrying value may not be recoverable. We evalthreeecoverability of goodwill using a two-step iamment test. In the first step, the fair valueted
reporting unit is compared to its book value inahgdgoodwill. If the fair value of the reporting itiis in excess of its book value, the related gaitids
not impaired and no further analysis is necesshtiye fair value of the reporting unit is less thiss book value, there is an indication of potainti
impairment and a second step is performed. Wheuinezt) the second step of testing involves caltudathe implied fair value of goodwill for the
reporting unit. The implied fair value of goodwi#l determined in the same manner as goodwill reizedrin a business combination, which is the ex
of the fair value of the reporting unit determiriecstep one over the fair value of its net assetsidentifiable intangible assets as if the reportinit
had been acquired. If the carrying value of thergpg unit's goodwill exceeds the implied fair walof that goodwill, an impairment loss is recoguiz
in an amount
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equal to that excess.

For reporting units with a negative book value.{iexcess of liabilities over assets), we evalgagitative factors to determine whether it is
necessary to perform the second step of the gobiduwghirment test. As of October 1, 2012, liabdgiexceeded assets for our EMEA and LATAM
reporting units. Due to the significant declineinr overall market capitalization, the challengégzpnomic conditions in Europe (applicable to our
EMEA reporting unit), and other qualitative factonse have determined that the second step shoyseitiermed in connection with the October 1, 2012
goodwill impairment tests for our EMEA and LATAMperting units. The goodwill allocated to our EMEAcLATAM reporting units was $104.4
million and $11.2 million , respectively, as of ttesting date. The goodwill allocated to the EMEefarting unit primarily arose from our May 2010
acquisition of CityDeal Europe GmbH (CityDeal), véieocollective buying business had been launchddnmary 2010. We are currently in the process
of finalizing our October 1, 2012 annual goodwifipairment test but we do not currently anticipatg goodwill impairment will be recognized for any
of our reporting units in connection with that te%ss$ of October 1, 2012, our market capitalizawi$3.0 billion substantially exceeded our consatid
net book value of $0.8 billion .

Accounting guidance for the impairment or dispafdbng-lived assets, other than goodwill, alsouiegs that intangible assets with finite lives
be amortized over their respective estimated udiefed and reviewed for impairment whenever eventshanges in circumstances indicate that the
carrying amount of the assets might not be recdler&onditions that would necessitate an impaitraseessment include a significant decline in the
observable market value of an asset, a significhabhge in the extent or manner in which an assetdd, or any other significant adverse change that
would indicate that the carrying amount of an aesgroup of assets may not be recoverable. Anaiitin is computed using the straight-line method
over the estimated useful lives of the respectitangible assets, generally from one to five years.

Future changes in our assumptions or the inteioelsttip of those assumptions may negatively imf#are valuations. In future measureme
of fair value, adverse changes in assumptions aasidlt in an impairment of goodwill or intangilaesets that would require a non-cash charge to the
condensed consolidated statements of operationmagdave a material effect on our financial canditand operating results.

Income Taxes

We are subject to income taxes in the U.S. and nouseforeign jurisdictions. Significant judgmentégjuired in evaluating our tax positions
and determining our provision for income taxes.iBgithe ordinary course of business, there are nramgactions and calculations for which the
ultimate tax determination is uncertain. For examnplr effective tax rate could be adversely affeédiy earnings being lower than anticipated in
countries where we have lower statutory rates agitein than anticipated in countries where we haghédr statutory rates, by changes in foreign
currency exchange rates, by changes in the vatuafiour deferred tax assets and liabilities, ochgnges in the relevant tax, accounting and déves,
regulations, principles and interpretations.

We are subject to audit in various jurisdictionsgd auch jurisdictions may assess additional incamegainst us. Although we believe our tax
estimates are reasonable, the final determinafiamyptax audits and any related litigation couddrbaterially different from income tax provision
accruals and, therefore, could materially affecta@perating results or cash flows in the periofigs)vhich that determination is made.

We account for income taxes using the asset ahiityamethod, under which deferred income tax &sas@d liabilities are recognized based
upon anticipated future tax consequences attriteitatdifferences between financial statement éagryalues of assets and liabilities and their
respective tax bases. We regularly review defaiarassets to assess whether it is more likely ioathat the deferred tax assets will be realeedi, if
necessary, establish a valuation allowance foigustof such assets to reduce the carrying value.

For purposes of assessing whether it is more littedy not that our deferred tax assets will bezed] U.S. GAAP requires that we consider
following four sources of taxable income for eazk jurisdiction: (a) future reversals of existirxable temporary differences, (b) projected future
earnings, (c) taxable income in carryback yearthecextent that carrybacks are permitted undetathéaws of the applicable jurisdiction, and (ab t
planning strategies, which represent prudent aasiliée actions that a company ordinarily mighttage, but would take to prevent an operating loss o
tax credit carryforward from expiring unused. Te #xtent that evidence about one or more of theseess of taxable income is sufficient to support a
conclusion that a valuation allowance is not nemgs®ther sources need not be considered. Otherevsdence about each of the sources of taxable
income is considered in arriving at a conclusioawlthe need for and amount of a valuation allowai¢e have incurred significant losses in recent
years and had accumulated deficits of $698.7 miltind $672.5 million at December 31, 2011 and $epte 30, 2012 , respectively. A cumulative loss
in the most recent three-year period is a signitigaece of negative evidence that is difficuloieercome when assessing the realizability of detetax
assets.
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Consequently, we have only recognized deferre@ssrts to the extent that they will be realizaliteethrough future reversals of existing taxable
temporary differences or through taxable incomeairryback years for the applicable jurisdictionse@o our cumulative losses, we have recognized
valuation allowances against deferred tax assatsatie not supported by those objective sourcémxable income. As of December 31, 2011 and
September 30, 2012 , we have not recognized ddftareassets without a valuation allowance wherotig sources of taxable income are projected
future earnings or tax planning strategies. Foragejurisdictions where applicable tax law impoBestations that may prevent us from realizing our
deferred tax assets through the scheduled rewvafrsmtable temporary differences, we have recok@ddation allowances in excess of the net deferred
tax asset balances. A change in the assumptiodstoaisessess the realizability of our deferred &sets could cause an increase or decrease to the
valuation allowance and, consequently, the Comgagfiéctive tax rate, which could materially impaat results of operations.
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ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK

We have operations both within the United Statesiaternationally, and we are exposed to markésris the ordinary course of our busin
including the effect of foreign currency fluctuai® interest rate changes and inflation. Infornmatielating to quantitative and qualitative discles
about these market risks is set forth below.

Foreign Currency Exchange Risk

We transact business in various foreign currenotéer than the U.S. dollar, principally the euraitiBh pound sterling, Japanese yen
Brazilian real, which exposes us to foreign curyerisk. For the nine months ended September 302 204e derived approximately 53.46% out
revenue from international customers, and we exibecpercentage of revenue derived from outsiddJtieed States to increase in future periods &
continue to expand globally. Revenue and relatgeleses generated from our international operatiomslenominated in the functional currencies ¢
corresponding country. The functional currency of subsidiaries that either operate or supportetimearkets is generally the same as the correspg
local currency. The results of operations of, aedain of our intecompany balances associated with, our internatiopatations are exposed to fore
exchange rate fluctuations. Upon consolidatiorexahange rates vary, our revenue and other opgragsults may differ materially from expectatic
and we may record significant gains or losses erréhmeasurement of inter-company balances.

We assess our market risk based on changes igfioceirency exchange rates utilizing a sensitigitplysis that measures the potential im
on working capital based on a hypothetical 10% gkafincrease and decrease) in currency rates. \&ea wsirrent market pricing model to asses
changes in the value of the U.S. dollar on foreigmency denominated monetary assets and liabilifiee primary assumption used in these model
hypothetical 10% weakening or strengthening ofub®. dollar against all our currency exposuresfd3egember 31, 2011 and September 30, 2012 .

As of September 30, 20120ur working capital deficit (defined as curressets less current liabilities) subject to foresgmrency translatic
risk was $208.7 million The potential decrease in net current assets &rdnypothetical 10% adverse change in quoted foreigrency exchange ra
would be $20.9 million . This compares to $328illiom of working capital deficit subject to foreign cuney exposure at December 31, 2011, w
would have resulted in a decrease of net curresgta®f $32.8 million . The primary difference beem foreign currency exposure fradecember 3:
2011 to September 30, 2012 is due to fluctuation®iieign currencies against the U.S. Dollar sibezember 31, 2014nd improvements in workil
capital deficit over the period.

Interest Rate Risk

Our cash and cash equivalents primarily consistsash and money market funds. We currently do meetany longerm borrowings. Ot
exposure to market risk for changes in interegtsréd limited because nearly all of our cash arsth emuivalents have a shéerm maturity and are us
primarily for working capital purposes.

Impact of Inflation

We believe that our results of operations are natenelly impacted by moderate changes in theftiofterate. Inflation and changing prices
not have a material effect on our business, firero@ndition or results of operations in 2011 a tinst nine months of 2012.

ITEM 4. CONTROLS AND PROCEDURES

Our management, with the participation of our CligEcutive Officer and our Chief Financial Offickigs evaluated the effectiveness of
disclosure controls and procedures as of the entthefperiod covered by this Quarterly Report onn-di0-Q. The term disclosure controls ai
procedures,” as defined in Rules 13a-15(e) and1B§d) under the Securities Exchange Act of 1934 nasnded (the “Exchange Actijieans contro
and other procedures of a company that are designeaisure that information required to be disaldsg a company in the reports that it files or sitk
under the Exchange Act is recorded, processed, swized and reported, within the time periods spetifin the SEC's rules and forms. Disclo:
controls and procedures include, without limitatioantrols and procedures designed to ensurerif@tmation required to be disclosed by a compa
the reports that it files or submits under the Exae Act is accumulated and communicated to thepeogis management, including its princ
executive and principal financial officers, as aypiate to allow timely decisions regarding regdidésclosure. Management recognizes that any ds
and procedures, no matter how well designed andatgmt can provide only reasonable assurance daéwnp their objectives and managen
necessarily applies its judgment in evaluating d¢bst benefit relationship of possible controls @ndcedures. Based on this evaluation, manage
concluded that our
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disclosure controls and procedures were not effecit the reasonable assurance level due to aialaterakness in our internal control over finan
reporting, which is described below.

In connection with the preparation of our finanatdtements for the year ended December 31, 28&Iconcluded there was a material
weakness in the design and operating effectivenfessr internal control over financial reportingdafined in SEC Regulation %-A material weakne:
is a deficiency, or a combination of deficienci@sinternal control over financial reporting suttat there is a reasonable possibility that a nelteri
misstatement of the annual or interim financiatesteents will not be prevented or detected on alyilasis. The primary factors contributing to the
material weakness, which relates to our finandtkesnent close process, were:

* We did not maintain financial close process andcpdures that were adequately designed, documentkdyxecuted to support the accurate
and timely reporting of our financial result&s a result, we made a number of manual post-@dgestments necessary in order to prepare the
financial statements included in our Annual Reporform 10-K for the year ended December 31, 2011 .

¢ We did not maintain effective controls to providasonable assurance that accounts were completaendate and agreed to detailed
support, and that account reconciliations were @y performed, reviewed and approv&dhile these activities should be performed in the
ordinary course of our preparing our financial eta¢nts, we instead needed to undertake signifeféorts to complete reconciliations and
investigate items identified in those reconciliagaluring the course of our financial statemenftaud

* We did not have adequate policies and procedurgdaice to ensure the timely, effective review tfreges, assumptions and related
reconciliations and analyses, including those rethto customer refund reservés. noted previously, our original estimate disctbea
February 8, 2012 of the reserve for customer refynrdved to be inadequate after we performed adhditianalysis.

With the oversight of senior management and ouit@oethmittee, we have taken steps and plan to adkitional measures to remediate the
underlying causes of the material weakness, priyntmiough the development and implementation ofrf@ policies, improved processes and
documented procedures, as well as the hiring otiaddl finance personnel.

As part of these ongoing efforts, we have docunteatel are in the process of testing our internatrobover financial reporting in order to
report on the effectiveness of our internal comstas of December 31, 2012 , as required followungimitial public offering in 2011. We have contia
to expend significant internal and external resesitia this effort. In particular, we have contindedvork with another global accounting firm in
preparation for reporting on the effectivenessuwfiaternal controls, and we have expanded this'§iengagement scope to address the underlying
of the material weakness. However, we can provaagsurance at this time that management will betatreport that our internal control over
financial reporting is effective as of December 3012 , or that our registered independent pulgiéoanting firm will be able to attest that sucremial
controls are effective.

Notwithstanding the identified material weaknesanagement believes the condensed consolidateccial@atements included in this
Quarterly Report on Form 10-Q fairly representlimaaterial respects our financial condition, réswf operations and cash flows at and for theopleri
presented in accordance with U.S. GAAP.

Changes in Internal Control over Financial Reportm
Other than as described above, there was no chiar@e internal control over financial reportingeiatified in connection with the evaluat

required by Rule 13a-15(d) and 15d-15(d) of theHaxge Act that occurred during the three monthseéreptember 30, 20%Bat has material
affected, or is reasonably likely to materiallyead, our internal control over financial reporting.

56




PART Il - OTHER INFORMATION

ITEM 1: LEGAL PROCEEDINGS

For a description of our material pending legalcgexings, please see Not&gCommitments and Contingencies—Legal Matteo§'the Notes
to the accompanying unaudited Condensed Consdlidateancial Statements in Iltem 1 of this Quart®gport on Form 10-Q.
ITEM 1A: RISK FACTORS

Our business, prospects, financial condition, ofiegaresults and the trading price of our Class @unon stock could be materially adver
affected by any of these risks, as well as othsksrinot currently known to us or that we currentipsider immaterial.

Risks Related to Our Business
Our revenue and operating results may continue ®\mlatile.
Although our revenue has increased substantiafigesinception, our revenue and operating resullsvwary from quarter to quarter due to

rapidly evolving nature of our business. We beli@vat our revenue growth and ability to achieve arantain profitability will depend, among otl
factors, on our ability to:

. acquire new customers and retain existing custg

. attract new merchant partners and retain existiagchant partners who wish to offer deals throughstéie of Groupon
. effectively address and respond to challengestérnational markets, particularly in Eura

. expand the number, variety and relevance of pradamatl deals we offe

. increase the awareness of our brand domesticatlyra@rnationally

. provide a superior customer service experiencetdorcustomers and merchant partr

. respond to changes in consumer and merchant accard use of the Internet and mobile devices

. react to challenges from existing and new comprst

Our strategy to become a complete local commerceketplace may not be successful and may exposewltitional risks.

One of our key objectives is to expand upon ouditi@hal daily deals business by building out a enextensive local commerce platform
consumers and merchants. This strategy will requsreo devote significant resources, includingttime and efforts of management and our engine
team, to developing, implementing and maintainingdpcts that are new to us, our customers and euchant partners. In addition, we anticipate
we will continue to acquire businesses and techgylo order to implement this strategy. Even if are successful in developing these products
success is dependent upon their perceived valumibgurrent customers and merchant partners, dsaw@ther consumers and merchants who d
yet engage in business through our marketplaceelfare not successful in pursuing this objectivgr, lousiness, financial position and result
operations could be harmed.

We cannot assure you that we will be able to man#gegrowth of our organization effectively.

We have experienced rapid growth in demand forsewvices since our inception. Our employee headcansh number of customers have incre
significantly since our inception. The growth angb@nsion of our business and service offeringsgaaignificant demands on our management ar
operational and financial resources. We are requisemanage multiple relations with various merdhaeartners, customers, technology licensors
other third parties. In the event of further growfhour operations or in the number of our thi@ity relationships, our information technologyteys:
or our internal controls and procedures may nadexjuate to support our operations. To effectiveypage our growth, we must continue to implement
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operational plans and strategies, improve and ekpaninfrastructure of people and information eys$, and train and manage our employee base.

Our international operations are subject to incread challenges, and our inability to adapt to theried commercial and regulatory landscapes of (
international markets may adversely affect our bossgs.

Our ability to grow our business in our internaibmarkets requires management attention and reseand requires us to localize our servic
conform to a wide variety of local cultures, busiagractices, laws and policies. The different cemuial and Internet infrastructure in other cowat
may make it more difficult for us to replicate dursiness model, as we have experienced in our Earomarkets in particular. In many countries
compete with local companies that understand thal Imarket better than we do, and we may not befrefin first-to-market advantages. And e
where we compete successfully with other providess,are still dependent upon our ability to optienaur deal mix, provide a superior customer
merchant experience, and leverage our technologywé continue to expand internationally, we areeasingly subject to risks of doing busir
internationally, including the following:

. our ability to successfully respond to macroexuit challenges, including by optimizing our deakito take into account consumer
preferences at a particular point in time;

. strong local competitors, many of whom have beghénmarket longer than 1|
. different regulatory requirements, includingukgion of gift cards and coupon terms, Internetises, professional selling, distance

selling, bulk emailing, privacy and data protectibanking and money transmitting, that may limipoevent the offering of our services in
some jurisdictions or limit our ability to enforcentractual obligations;

. difficulties in integrating with local paymentqviders, including banks, credit and debit cartiwoeks and electronic funds transfer
systems;

. different employee/employer relationships and tkistence of workers' councils and labor uni

. shorter payment cycles, different accounting pcastiand greater problems in collecting accountsivable

. higher Internet service provider co

. seasonal reductions in business acti

. expenses associated with localizing our produetiduding offering customers the ability to translagsiness in the local currency; i

. differing intellectual property law

We are subject to complex foreign and U.S. laws @gdilations that apply to our international opera, including data privacy and proteci
requirements, the Foreign Corrupt Practices Act sindlar local laws prohibiting certain payments government officials, banking and payrr
processing regulations, and aotimpetition regulations, among others. The costavfiplying with these various and sometimes coiirfigciaws an
regulations is substantial. We have implementeitigsl and procedures to ensure compliance withetteags and regulations, however, we cannot a
you that our employees, contractors, or agentsnaillviolate our policies. Changing laws, regulatiand enforcement actions in the U.S. and theof
the world could harm our business.

If, as we continue to expand internationally, we anable to successfully replicate our businesseindde to these and other commercial
regulatory constraints in our international markets business may be adversely affected.

We experienced rapid growth over a short periodsimew market that we created and we do not know tiveethis market will continue to develop
whether it can be maintained. If we are unable tocgessfully respond to changes in the market, ousimess could be harmed.

Our business grew rapidly as merchants and consuh@are increasingly used our marketplace. Howetwés,is a new market which we ol

created in late 2008 and which has operated abstantial scale for only a limited period of tin@iven the limited history, it is difficult to prect
whether this market will continue to grow or whetftecan be maintained. For example, as a result
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of our limited operating history in a new industityjs difficult to discern meaningful or estableshtrends with respect to the purchase activitplo
subscribers or customers. We expect that the mariketvolve in ways which may be difficult to prietl For example, we believe that in some of
markets, including North America, investments invneustomer acquisition are less productive andcthrinued growth of our revenue will requ
more focus on increasing the rate at which ourtiegjscustomers purchase Groupons and our abiligxfmand the number and variety of deals the
offer. It is also possible that merchant partnersustomers could broadly determine that they myéo believe in the value of our current service
marketplace. In the event of these or any othengbsto the market, our continued success will niéma our ability to successfully adjust our stgg
to meet the changing market dynamics. If we arélentp successfully adapt to changes in our marketsbusiness, financial condition and resul
operations could suffer a material negative impact.

We base our decisions regarding investments in oogtr acquisition primarily on our analysis of thergfits generated from customers that
acquired in prior periods. If the estimates and assptions we use are inaccurate, we may not be dbleecover our customer acquisition costs ¢
our growth rate and financial results will be adveely affected.

Our decisions regarding investments in customeuiaitipn substantially depend upon our analysighef profits generated from customers
acquired in earlier periods. Our analysis inclusiageral assumptions, including:

. Because the costs of offering or distributingldeo existing customers are not significant, analysis focuses on the online marketing
costs incurred during the quarter in which the engrs are originally acquired and makes variousrapions with respect to the level of
additional marketing or other expenses necessanaintain customer loyalty and generate purchagetgdn subsequent periods. If our
assumptions regarding such expenses in subsegeodpare incorrect, our results could be lessrihle than we had anticipated.

. We conduct surveys of merchant partner and oustsatisfaction, and we also engage third patdiesnduct these surveys for us. Results
of these surveys inherently reflect a distinct grofi merchant partners, customers and geographitemay not be representative of our
current or future composite group of merchant gagncustomers and geographies.

If our assumptions relating to the effectivenes®wf marketing spend prove incorrect, our abildygenerate profits from our investments in
customer acquisitions may be less than we haverestun such case, we may need to increase expenedterwise alter our strategy and our resul
operations could be negatively impacted.

We may incur losses in the future as we expand business.

We had an accumulated deficit of $672.5 millioroaSeptember 30, 2012We anticipate that our operating expenses wilidase substantially
the foreseeable future as we continue to invesdeease our customer base, increase the numbevaaiety of deals we offer each day, expand
marketing channels, expand our operations, hir&iaddl employees and develop our technology ptatfolrhese efforts may prove more expensive
we currently anticipate, and we may not succeeiddreasing our revenue sufficiently to offset thaggher expenses. Many of our efforts to genu
revenue from our business are new and unprovenaaydailure to increase our revenue could preusrfrom attaining or increasing our profitabil
We cannot be certain that we will be able to at@inncrease profitability on a quarterly or annbaskis. If we are unable to effectively managed
risks and difficulties as we encounter them, ouwsithess, financial condition and results of operatimay suffer.

If we fail to retain our existing customers or acire new customers, our revenue and business wilhaemed.

We incurred $613.2 million of expenses on marketmtatives during the nine months ended Septen3ier2011 and $275.9 millioduring the
nine months ended September 30, 2@h#@ expect to continue to spend significant amotmtacquire additional customers. We have decreast
marketing costs over the past year because wengeidelieve that we need to spend as much todinte potential customers to our business thr
our daily emails. However, converting these subbses to customers that purchase Groupons, and airaing existing customers, may be difficult
may require additional marketing expenditures. Westntontinue to retain and acquire customers thathase Groupons in order to increase rev
and achieve profitability. As our customer baseticmres to evolve, it is possible that the compositdf our customers may change in a manne
makes it more difficult to generate revenue toetfthe costs associated with acquiring new custeniiecustomers do not perceive our Groupon o
to be attractive or if we fail to introduce new amdre relevant deals, we may not be able to acquiretain customers. If we are unable to acquins
customers who purchase Groupons in numbers suffitiegrow our business, or if customers ceasaitohmse Groupons, the revenue we generatt
decrease and our operating results will be advweefédcted.

We believe that many of our new customers origifieden word-of-mouth and other nguaid referrals from existing customers, and theeefoe
must ensure that our existing customers remain toyaur service in order to continue receivingsboeferrals.
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If our efforts to satisfy our existing customers aot successful, we may not be able to acquirequstomers in sufficient numbers to continue tox
our business or we may be required to incur sigaifily higher marketing expenses in order to aequew customers. Further, we believe thai
success is influenced by the level of communicatiod sharing among customers. If the level of usggeur customer base declines or does not gr
expected, we may suffer a decline in customer drawtrevenue. A significant decrease in the levelsage or customer growth would have an ad'
effect on our business, financial condition andiltssof operations.

Our future success depends upon our ability to lietaxisting merchant partners and add new merchamartners.

We depend on our ability to attract and retain inant partners that are prepared to offer productseovices on compelling terms through
marketplace. We do not have lotegm arrangements to guarantee the availabilityeafls that offer attractive quality, value and egrito customers
favorable payment terms to us. In addition, if we ansuccessful in our efforts to introduce product merchants as part of our local comm
operating system, we will not experience a corradpa growth in our merchant pool sufficient tos#f the cost of these initiatives. We must con
to attract and retain merchant partners in ordémdease revenue and maintain profitability. ivmerchants do not find our marketing and promati
services effective, or if existing merchant parsnéo not believe that utilizing our products pr@ddhem with a longerm increase in customers, reve
or profits, they may stop making offers through marketplace. In addition, we may experience aitritn our merchant partners in the ordinary co
of business resulting from several factors, inalgdiosses to competitors and merchant partner idesor bankruptcies. If we are unable to attraet
merchant partners in numbers sufficient to growlmisiness, or if too many merchant partners ardllimgvto offer products or services with comped
terms through our marketplace or offer favorablgnpent terms to us, we may sell fewer Groupons amperating results will be adversely affected.

If our efforts to market, advertise and promotedaicis and services from our existing merchant pastmre not successful, or if our exis
merchant partners do not believe that utilizing senvices provides them with a lotgrm increase in customers, revenue or profitsmag not be ab
to retain or attract merchant partners in sufficimmmbers to grow our business or we may be rediwiréncur significantly higher marketing expense
accept lower margins in order to attract new marntpartners. A significant increase in merchantrngrattrition or decrease in merchant partner gn
would have an adverse effect on our business, dinhoondition and results of operation.

We operate in a highly competitive industry withlagvely low barriers to entry, and must competecsassfully in order to grow our business.

We expect competition in @mmerce generally, and group buying in particutaicontinue to increase. A substantial numberrofig buying site
that attempt to replicate our business model haverged around the world. In addition to such coibqrst we expect to increasingly compete ag
other large businesses who offer deals similauts as an addn to their core business. We also expect to comnpgdinst other Internet sites that s
niche markets and interests. In some of our cakegjosuch as goods, travel and entertainment, wepete against much larger companies who
more resources and significantly larger scale. dditeon, we compete with traditional offline coupamd discount services, as well as newspe
magazines and other traditional media companiespatieide coupons and discounts on products andcestv

We believe that our ability to compete successfdépends upon many factors both within and beyamaontrol, including the following:

. the size and composition of our customer base lemdumber of merchant partners we fea

. the timing and market acceptance of deals wer pifficluding the developments and enhancemeritete deals offered by us or our
competitors;

. customer and merchant service and support ef

. selling and marketing effor

. ease of use, performance, price and reliabilityavi’ices offered either by us or our competi

. our ability to generate large volumes of salestigpaarly with respect to goods and travel de

. our ability to coseffectively manage our operations;

. our reputation and brand strength relative to aumgetitors
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Many of our current and potential competitors h&weger operating histories, significantly greatgrahcial, marketing and other resources
larger customer bases than we do. These factorsaittay our competitors to benefit from their exigticustomer base with lower customer acquis
costs or to respond more quickly than we can to aeemerging technologies and changes in consuatgtsh These competitors may engage in |
extensive research and development efforts, urdert@ore farreaching marketing campaigns and adopt more aggeegscing policies, which me
allow them to build larger customer bases or geaaevenue from their customer bases more effdgtiban we do. Our competitors may offer d:
that are similar to the deals we offer or that achigreater market acceptance than the deals we dtfis could attract customers away from
websites and applications, reduce our market shyadeadversely impact our gross margin. We also saea that some competitors will accept Ic
margins, or negative margins, to attract attendind acquire new customers. If competitors engagednp buying initiatives in which merchants re@
a higher percentage of the revenue than we cuyreffeér, we may be forced to pay a higher percemtafgthe gross proceeds from each Groupon
than we currently offer, which may reduce our rexenin addition, we are dependent on some of oistieg or potential competitors for ban
advertisements and other marketing initiativesdguére new customers. Our ability to utilize thgiatforms to acquire new customers may be adve
affected if they choose to compete more directiywis.

If we are unable to maintain favorable terms withuomerchant partners, our revenue may be advers#ffiected.

The success of our business depends in part oability to retain and increase the number of memtipartners who use our service, particularl
we continue to grow our marketplace. Currently, whemerchant partner works with us to offer a dealts products or services, it receives an agreed
upon percentage of the total proceeds from eachifgérm sold, and we retain the rest. If merchantngast decide that utilizing our services no loi
provides an effective means of attracting new gusts or selling their goods and services, they deyand a higher percentage of the total proc
from each Groupon sold. This could adversely affectrevenue.

In addition, we expect to face increased competifiom other Internet and technologgsed businesses. We also have seen that sometitors
will accept lower margins, or negative marginsatiwact attention and acquire new customers. Ifpetitors engage in group buying initiatives in wi
merchants receive a higher percentage of the revilran we currently offer, or if we target merclsawho will only agree to run deals if they recea
higher percentage of the proceeds, we may be faoctke a lower percentage of the gross billimgsch may reduce our revenue.

Our operating cash flow and results of operationeutd be adversely impacted if we change our merchpayment terms or our revenue does
continue to grow.

Our merchant payment terms and revenue growth paxéded us with operating cash flow to fund ourkiog capital needs. Our merchant par
arrangements are generally structured such thatolect cash up front when our customers purchaseii®ns and make payments to our merc
partners at a subsequent date, either on a fixeetste or upon redemption by customers. Our acamgthant payable balance increased f&&20."
million as of December 31, 2011 to $573.5 millicnad September 30, 2012Ve use the operating cash flow provided by ourciment payment terr
and revenue growth to fund our working capital redfiwe offer our merchant partners more favorableccelerated payment terms or our rev
does not continue to grow in the future, our opegatash flow and results of operations could beeeskly impacted and we may have to :
alternative financing to fund our working capit&iaus.

Our business relies heavily on email and other naggisg services, and any restrictions on the sendiofgemails or messages or a decreas
subscriber willingness to receive messages couldeasely affect our revenue and business.

Our business is highly dependent upon email andratiessaging services. Deals offered through eraaidsother messages sent by us, or o
behalf by our affiliates, generate a substantialipo of our revenue. Because of the importancenoéil and other messaging services to our busis,
if we are unable to successfully deliver emailst@ssages to our subscribers or potential subssriberif subscribers decline to open our emai
messages, our revenue and profitability would beeesly affected. Actions by third parties to blpgkpose restrictions on, or charge for the deli
of, emails or other messages could also materéaily adversely impact our business. From time te,timternet service providers block bulk er
transmissions or otherwise experience technicéicdifies that result in our inability to succed$fudeliver emails or other messageshad parties. i
addition, our use of email and other messagingieesvwo send communications about our website leeranatters may result in legal claims agains
which if successful might limit or prohibit our dibj to send emails or other messages. Any disouptir restriction on the distribution of emailsathe!
messages or any increase in the associated cosltd materially and adversely affect our revenue arditability.
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We have a rapidly evolving business model and oewrproduct and service offerings could fail to &ttt or retain customers or generate revenue.

We have a rapidly evolving business model and egalarly exploring entry into new market segmemtd the introduction of new products :
features with respect to which we may have limgggderience. In addition, our customers may notaredgavorably to our new products and serv
These products and services may present new aniicagt technology challenges, and we may be stitife claims if customers of these offeri
experience service disruptions or failures or otpeality issues. If products or services we int@usuch as changes to our websites and applis:
the introduction of social networking and locatioased marketing elements to our websites, or §ntiew lines of business that we may pursue, @
engage customers or merchant partners, we matpfaidquire or retain customers or generate suffigievenue or other value to justify our investry
and our business may be materially and adversédgtafl. Our ability to retain or increase our custo base and revenue will depend heavily or
ability to innovate and to create successful nemdpcts and services. In addition, the relativeipabflity, if any, of our new activities may be lewthar
that of our historical activities, and we may nengrate sufficient revenue from new activitiesgooup our investments in them. If any of this we
occur, it could damage our reputation, limit ounwgth and negatively affect our operating results.

We purchase and sell some products from indirecpgliers, which increases our risk of litigation andther losses.

We source merchandise both directly from brand egviaed indirectly from retailers and third partgtdbutors, and we typically take title to
goods before we offer them for sale to our custsmé@y selling merchandise sourced from partiegemthan the brand owners, we are subject
increased risk that the merchandise may be damagetwnauthentic, which could result in potential liakiliunder applicable laws, regulatio
agreements and orders, and increase the amouetushed merchandise. In addition, brand owners takg legal action against us, which even i
prevail could result in costly litigation, generdigd publicity for us, and have a material advérggact on our business, financial condition andiltesof
operations.

We are subject to inventory management and orddfilfment risk as a result of our Goods category.

We purchase most of the merchandise that we affesdle to our customers. The demand for prodwaiscbange for a variety of reasons, inclu
customer preference, quality, seasonality, angéhneeived value from customers of purchasing tieymet through us. In addition, this is a new buss
for us, and therefore we have a limited historlzasis upon which to predict customer demand fomptioelucts. If we are unable to adequately pr
customer demand and efficiently manage our invgntee could either have an excess or a shortagevehtory, either of which would have a mate
adverse effect on our business.

Purchasing the goods ourselves prior to the sale rakeans that we will be required to fulfill ordens an efficient and cogtffective basis. Mar
other online retailers have significantly largeventories and therefore are able to rely on pgst®ence and economies of scale to optimize threliel
fulfillment. Delays or inefficiencies in our proces could subject us to additional costs, as watlstomer dissatisfaction, which would advers#isct
our business.

To date, the amount of inventory that we maintairhand has been immaterial. However, in futureoglsrive may begin to increase the leve
inventory on hand for our Goods category.

The loss of certain individuals involved in the apgions of our International segment may cause oimternational expansion to suffer.

Our international expansion has been rapid andmernational business has been critical to thevgran our business. For thene months endt
September 30, 2011 and 2012 , 59.3% and 53 #Xpectively, of our revenue was generated frammternational segment. We began our internat
operations in May 2010 with the acquisition of ©igal Europe GmbH, or CityDeal, which was founded @iyver Samwer and Marc Samw
Historically, Messrs. Samwer have served as caastgitand been extensively involved in the developiraad operations of our International segn
However, in recent months, as we have restructauedsenior leadership, Messrs. Samwer have bepsitiming out of their roles and have form
terminated their consulting agreements with us.dAf® make no assurances that the loss of Messrav&anservices will not disrupt our internatic
operations or have an adverse effect on our albdigrow our international business.

The integration of our international operations witour North American technology platform may resuf business interruptions.
We currently use a common technology platform im North America segment to operate our businessaamadn the process of migrating

operations in our International segment to the saplagform. Such changes to our technology platfemd related software carry risks such as
overruns, project delays and business interruptomasdelays. If we experience a material business
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interruption as a result of this process, it cdud@e a material adverse effect on our businessnéial position and results of operations and ccalds
the market value of our common stock to decline.

An increase in the costs associated with maintaigiour international operations could adversely afteour results of operations

Certain factors may cause our international co$tdoing business to exceed our comparable costdoirth America. For example, in so
countries, expansion of our business may requalese commercial relationship with one or more ldwanks, a shared ownership interest with a
entity or registration as a bank under local lawctsrequirements may reduce our revenue, increaseasts or limit the scope of our activities
particular countries.

Further, as we expand our international operatan have additional portions of our internatiorelanue denominated in foreign currencies
could become subject to increased difficulties dfiecting accounts receivable and repatriating momithout adverse tax consequences and incr
risks relating to foreign currency exchange ratetfiations. Further, we could be subject to thdiegon of U.S. tax rules to acquired internatik
operations and local taxation of our fees or afigections on our websites.

We conduct certain functions, including product @lepment, customer support and other operationsedions outside of North America. A
factors which reduce the anticipated benefitsuidiclg cost efficiencies and productivity improvernsmssociated with providing these functions ole
of North America, including increased regulatorgtsoassociated with our international operatioos|dadversely affect our business.

We are involved in pending litigation and an adversesolution of such litigation may adversely affeaur business, financial condition, results
operations and cash flows.

Subsequent to our revised earnings announcemeiaoch 30, 2012, several lawsuits were filed agairssand our current and former officers
directors alleging violations of the Federal setiesilaws. Litigation can be expensive, tie@asuming and disruptive to normal business opeTatiT hi
results of complex legal proceedings are often tareand difficult to predict. An unfavorable oatoe with respect to any of these lawsuits coulde
a material adverse effect on our business, finamoiadition, results of operations or cash flowser Bdditional information regarding these and ¢
lawsuits in which we are involved, see Not&Commitments and Contingencids"our condensed consolidated financial statements.

An increase in our refund rates could reduce ouqtiidity and profitability.

Our Groupon Promise states that we will provide @wtomers with a refund of the purchase price@f@upon if they believe that we have let tt
down. As we increase our revenue and expand odluptmfferings, our refund rates may exceed ouptital levels. For example, as a result of a
in our deal mix and higher price point offers thagan in the fourth quarter of 2011, our refundsdtave been higher than historical levels. A dam
in general economic conditions may also increase refund rates. An increase in our refund rateslccaignificantly reduce our liquidity ai
profitability.

Because we do not have control over our merchanihgrs and the quality of products or services ttelwver, we rely on a combination of «
historical experience with each merchant partner @mine and offline research of customer reviefsnerchant partners for the development of
estimate for refund claims. Our actual level otiref claims could prove to be greater than the lefeéfund claims we estimate. If our refund rese
are not adequate to cover future refund claims,ittdidequacy could have a material adverse effeouo liquidity and profitability.

Our standard agreements with our merchant pargemerally limit the time period during which we msgek reimbursement for customer reft
or claims. Our customers may make claims for re$uwith respect to which we are unable to seek reisgment from our merchant partners.
inability to seek reimbursement from our merchaartiers for refund claims could have an adversecefin our liquidity and profitability.

If our merchant partners do not meet the needs apectations of our customers, our business coulffes.

Our business depends on our reputation for progidiigh-quality deals, and our brand and reputation maydened by actions taken
merchant partners that are outside our control. gtmyrtcomings of one or more of our merchant pastrgarticularly with respect to an issue affec
the quality of the deal offered or the productsenvices sold, may be attributed by our customeisst thus damaging our reputation, brand value
potentially affecting our results of operations.dddition, negative publicity and customer sentitrggnerated as a result of fraudulent or dece
conduct by our merchant partners could damageepurtation, reduce our ability to attract new custmsyor retain our current customers, and dim
the value of our brand.
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The loss of one or more key members of our manageitieam, or our failure to attract, integrate andetain other highly qualified personnel in tt
future, could harm our business

We currently depend on the continued services anfbpnance of the key members of our managememi,teeluding Andrew Mason, our Ch
Executive Officer, and Jason Child, our Chief FiciahOfficer. Mr. Mason is one of our founders drid leadership has played an integral role ir
growth. The loss of key personnel, including keymbers of management as well as our marketing, ,splesluct development and technol
personnel, could disrupt our operations and havadaerse effect on our ability to grow our busin@dsreover, many members of our managemer
new to our team or have been recently promotea@vonoles.

Eric Lefkofsky is one of our founders and has séras the Executive Chairman of our Board of Direstsince our inception. Although N
Lefkofsky historically has devoted a significant@mt of his time to Groupon, he is under no contralcor other obligation to do so. It is expectbdi
the amount of time devoted by Mr. Lefkofsky to @empany will diminish substantially during 2012 aimdthe future. Mr. Lefkofsky dedicates
considerable portion of his time and financial tgses in a variety of other businesses, includifghtbank LLC, a private investment firm that |
Lefkofsky cofounded with Bradley A. Keywell. Such investmentayrbe in areas that present conflicts with, or imedbusinesses related to,
operations. There can be no assurance that ourdssswill not be adversely affected as Mr. Lefkgfdkvotes less time to our business in the future.

As we become a more mature company, we may findreznuiting and retention efforts more challengiiige are seeking to hire a signific
number of personnel in 2012, including certain kegnagement personnel. If we do not succeed inctitiga hiring and integrating excellent person
or retaining and motivating existing personnel,may be unable to grow effectively.

In our Payments business, we may be subject to gebaack liability if our merchants refuse or canneéimburse chargebacks resolved in favor
their customers.

We have recently announced the laufi¢dragments, under which we provide payment proogssir merchants. If we process a payment that is
successfully disputed by the customer at a later, dlae transaction is normally “charged back’e merchant and the purchase price is credited or
otherwise refunded to the cardholder. If we ordaaring bank is unable to collect such amountsfiee merchant's account, or if the merchant refuse
or is unable, due to closure, bankruptcy or otkasons, to reimburse us for the chargeback, wethedoss for the amount of the refund paid to the
cardholder. Any chargebacks not paid by our menshaay adversely affect our financial conditionl aesults of operations. In addition, if our clegri
bank terminates our relationship with them and veeumable to secure a relationship with anothearisig bank, we would be unable to process
payments.

We may be subject to additional unexpected regwiativhich could increase our costs or otherwise haour business.

The application of certain laws and regulation&toupons, as a new product category, is uncertdiase include laws and regulations such a
CARD Act, and, in certain instances, potentiallglaimed and abandoned property laws. In additimmftime to time, we may be notified of additic
laws and regulations which governmental organinatior others may claim should be applicable tobmsiness. If we are required to alter our busi
practices as a result of any laws and regulations,revenue could decrease, our costs could ineread our business could otherwise be harme
addition, the costs and expenses associated widndieg any actions related to such additional |lamd regulations and any payments of rel
penalties, judgments or settlements could adversabact our profitability. As we expand into newds of business and new geographies, we
become subject to additional laws and regulations.

We have identified a material weakness in our intaf control over financial reporting which could, fi not remediated, result in materi
misstatements in our financial statements.

In connection with the audit of our financial staents as of and for the year ended December 31, ,20& concluded there is a material weak
in internal control over financial reporting reldtéo deficiencies in the financial statement clpsecess. Under standards established by the |
Company Accounting Oversight Board, a material weak is a deficiency, or combination of deficieacie internal control over financial reporti
such that there is a reasonable possibility thaagerial misstatement of our annual or interimfficial statements will not be prevented or deteeten
corrected on a timely basis. SeBdrt |, ltem 4. Controls and Procedurés.

We are working to remediate the material weakn®éss.have taken steps to remediate the underlyingesaaf the material weakness, prime
through the continued development and implementatibformal policies, improved processes and docuete procedures, as well as the contit
hiring of additional finance personnel. The actidhat we are taking are subject to ongoing senianagement review, as well as audit comm
oversight. Although we plan to complete this reraédn process
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as quickly as possible, we cannot at this timereste how long it will take, and our initiatives magt prove to be successful in remediating thisemial
weakness. If our remedial measures are insuffidierstddress the material weakness, or if additiomatlerial weaknesses or significant deficiencie
our internal control over financial reporting arisabvered or occur in the future, our condensedalittated financial statements may contain ma
misstatements and we could be required to restatérancial results. In addition, if we are unabdesuccessfully remediate this material weaknes
if we are unable to produce accurate and timelgrfoial statements, our stock price may be advems#écted and we may be unable to mair
compliance with applicable stock exchange listiaguirements.

We are not currently required to comply with SewtiD4 of the Sarban&3xley Act of 2002, and are therefore not curreméiguired to make
assessment of the effectiveness of our internaralsn However, we will need to evaluate our intdroontrols over financial reporting in connec
with Section 404 of the Sarbanes Oxley Act for year ending December 31, 201and our auditors will be required to attest to imternal control
over financial reporting starting with our annueport for the year ending December 31, 20This assessment will need to include disclostdirang
material weaknesses in our internal control ovearicial reporting identified by our managementyell as our auditors' attestation report on ougrima
controls over financial reporting. We may not béealo complete our evaluation, testing and any irequremediation in a timely fashion. During
evaluation and testing processes, if we identifg on more material weaknesses in our internal obwitrer financial reporting, we will be unable
assert that our internal control over financialawing is effective. If we are unable to assert thar internal control over financial reportingeffective
or if our auditors are unable to express an opioiorthe effectiveness of our internal control ofieancial reporting, we could lose investor confide
in the accuracy and completeness of our finanejabnts, which could have a material adverse etieche price of our Class A common stock.

We may have exposure to greater than anticipated |tabilities.

Our income tax obligations are based on our cotpooperating structure, including the manner inohwe develop, value, and use
intellectual property and the scope of our inteore! operations. The tax laws applicable to oterimational business activities, including the laf/ghe
United States and other jurisdictions, are subjednterpretation. The taxing authorities of theigdictions in which we operate may challenge
methodologies for valuing developed technologyrdgericompany arrangements, which could increasenauidwide effective tax rate and harm
financial position and results of operations. Inliidn, our future income taxes could be adverséigcted by greater earnings in jurisdictions theate
higher statutory tax rates, by changes in the V@anaf our deferred tax assets and liabilities bgrchanges in tax laws, regulations, or accou
principles. We are subject to regular review anditdoy both U.S. federal and state and foreignamathorities. Any adverse outcome of such a revie
audit could have a negative effect on our finanpaaition and results of operations. In addititre tetermination of our worldwide provision for @me
taxes and other tax liabilities requires significjrdgment by management, and there are many tdosa where the ultimate tax determinatio
uncertain. Although we believe that our estimates r@asonable, the ultimate tax outcome may diifem the amounts recorded in our finan
statements and may materially affect our finan@aults in the period or periods for which sucledwination is made.

The enactment of legislation implementing changesthe U.S. taxation of international business adties or the adoption of other tax reform polici
could materially affect our financial position andesults of operations.

The current administration has made public statésniewlicating that it has made international tafom@a a priority, and key members of the L
Congress have conducted hearings and proposedeavaiitety of potential changes. Certain changds. & tax laws, including limitations on the abi
to defer U.S. taxation on earnings outside of thiéed States until those earnings are repatriatelet United States, could affect the tax treatroéioun
foreign earnings, as well as cash and cash equivh#ances we currently maintain outside of th&ddhStates. Due to the large and expanding sé
our international business activities, any changethe U.S. taxation of such activities may inceeasir worldwide effective tax rate and harm
financial position and results of operations.

The implementation of the CARD Act and similar staénd foreign laws may harm our business and resuif operations.

Groupons may be considered gift cards, gift cestts, stored value cards or prepaid cards andftinergoverned by, among other laws, the C:
Act, and state laws governing gift cards, storediewaards and coupons. Other foreign jurisdictibage similar laws in place, in particular Eurog
jurisdictions where the Europear-Money Directive regulates the business of electronbney institutions. Many of these laws contaipvigion:
governing the use of gift cards, gift certificatasored value cards or prepaid cards, includingifipedisclosure requirements and prohibition:
limitations on the use of expiration dates anditimgosition of certain fees. For example, if Groupaine subject to the CARD Act and are not incluid
the exemption for promotional programs, it is pbksithat the purchase value, which is the amountletp the price paid for the Groupon, or
promotional value, which is the addh value of the Groupon in excess of the price paidoth, may not expire before the later of iiefyears after tt
date on which the Groupon was issued or the datehich the customer last loaded funds on the
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Groupon if the Groupon has a reloadable featuieth@ Groupon's stated expiration date (if any)iid a later date provided by applicable stater] We
and several merchant partners with whom we haviagrad are currently defendants in 16 purportesscéetions that have been filed in federal ane
court claiming that Groupons are subject to the OARt and various state laws governing gift cardd that the defendants have violated these la
issuing Groupons with expiration dates and othstrictions. We are also the defendant to a purdatass action in the Canadian province of Ontia
which similar violations of provincial legislatiagpverning gift cards are alleged. In the event ithiatdetermined that Groupons are subject taQA&D
Act or any similar state or foreign law or reguteitj and are not within various exemptions that rayavailable to Groupon under the CARD Ac
under some of the various state or foreign jurisoiis, our liabilities with respect to unredeemew@ons may be materially higher than the amc
shown in our financial statements and we may bgstto additional fines and penalties. In additibfiederal or state laws require that the fackieat
Groupons have a minimum expiration period beyomdpériod desired by a merchant partner for its tonal program, or no expiration period,
may affect the willingness of merchant partners$oie Groupons in jurisdictions where these lavdyap

If we are required to materially increase the estited liability recorded in our financial statementsith respect to unredeemed Groupons, our
income could be materially and adversely affected.

In certain states and foreign jurisdictions, Graupmay be considered a gift card. Some of thesesstand foreign jurisdictions include gift ce
under their unclaimed and abandoned property lalishwequire companies to remit to the governmeatvalue of the unredeemed balance on th
cards after a specified period of time (generafiiween one and five years) and impose certain tiagand recordeeping obligations. We do not re
any amounts relating to unredeemed Groupons basedroassessment of applicable laws. The analysieeqgotential application of the unclaimed
abandoned property laws to Groupons is complexphitivg an analysis of constitutional and statutprgvisions and factual issues, including
relationship with customers and merchant partnedsaar role as it relates to the issuance and elgliof a Groupon. In the event that one or mortes
or foreign jurisdictions successfully challenges position on the application of its unclaimed aatzhndoned property laws to Groupons, or i
estimates that we use in projecting the likelihob&roupons being redeemed prove to be inaccuratdjabilities with respect to unredeemed Grou)
may be materially higher than the amounts showouinfinancial statements. If we are required toarially increase the estimated liability recorde
our financial statements with respect to unredeengiéidcards, our net income could be materially atVversely affected. Moreover, a succe:
challenge to our position could subject us to p@slor interest on unreported and unremitted swand,any such penalties or interest would he
further material adverse impact on our net income.

Government regulation of the Internet and @mmerce is evolving, and unfavorable changes dfuie by us to comply with these regulations co
substantially harm our business and results of opgons.

We are subject to general business regulationgaavelas well as regulations and laws specificatlyggning the Internet andasmmerce. Existir
and future regulations and laws could impede tlogvtr of the Internet or other online services. Ehesgulations and laws may involve taxation, ta|
subscriber privacy, anipam, data protection, content, copyrights, distidm, electronic contracts and other communicati@onsumer protection, 1
provision of online payment services and the chargstics and quality of services. It is not cléaw existing laws governing issues such as pro
ownership, sales and other taxes, libel and pelsoivacy apply to the Internet as the vast mayjooit these laws were adopted prior to the advernie
Internet and do not contemplate or address theuenigsues raised by the Internet arosamerce. In addition, it is possible that governtaef one ¢
more countries may seek to censor content availableur websites and applications or may even aitémcompletely block access to our webs
Adverse legal or regulatory developments could wutiiglly harm our business. In particular, in &went that we are restricted, in whole or in plaotn
operating in one or more countries, our abilityetain or increase our customer base may be adyexected and we may not be able to mainta
grow our revenue as anticipated.

New tax treatment of companies engaged in Internemmerce may adversely affect the commercial usewfservices and our financial result:

Due to the global nature of the Internet, it isgible that various states or foreign countries majtempt to regulate our transmissions or leves
income or other taxes relating to our activitieax Buthorities at the international, federal, statd local levels are currently reviewing the ajppiate
treatment of companies engaged in Internet commBlee or revised international, federal, stateooal tax regulations may subject us or our custs
to additional sales, income and other taxes. Weadagapredict the effect of current attempts to imgeales, income or other taxes on commerce ov
Internet. New or revised taxes and, in particudates taxes, VAT and similar taxes would likelyrease the cost of doing business online and des
the attractiveness of advertising and selling goaad services over the Internet. New taxes cowdd ateate significant increases in internal ¢
necessary to capture data, and collect and rerastaAny of these events could have an adverseteffeour business and results of operations.
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Failure to comply with federal, state and internatial privacy laws and regulations, or the expansiohcurrent or the enactment of new privacy la
or regulations, could adversely affect our business

A variety of federal, state and international laavel regulations govern the collection, use, retentsharing and security of consumer data.
existing privacyrelated laws and regulations are evolving and stlbjepotentially differing interpretations. In atidn, various federal, state and fore
legislative and regulatory bodies may expand ctiroerenact new laws regarding privacy matters. é&s@mple, recently there have been Congress
hearings and increased attention to the capturais@af locatiorbased information relating to users of smartph@mesother mobile devices. We h.
posted privacy policies and practices concernirgdbllection, use and disclosure of subscriber dataur websites and applications. Several Int
companies have incurred penalties for failing tmlelby the representations made in their privadicigs and practices. In addition, several states
adopted legislation that requires businesses tdeimgnt and maintain reasonable security procedarsk practices to protect sensitive pers
information and to provide notice to consumersha event of a security breach. Any failure, or pared failure, by us to comply with our pos
privacy policies or with any datelated consent orders, Federal Trade Commisstireanents or orders or other federal, state @rittional privac
or consumer protection-related laws, regulationgndustry selfregulatory principles could result in claims, predimgs or actions against us
governmental entities or others or other liabiitivhich could adversely affect our business. Iditazh, a failure or perceived failure to complyth
industry standards or with our own privacy policesd practices could result in a loss of subscsilwer merchant partners and adversely affec
business. Federal, state and international govartahauthorities continue to evaluate the privaoplications inherent in the use of thiparty wel
"cookies" for behavioral advertising. The regulataf these cookies and other current online adsiagipractices could adversely affect our business.

We may suffer liability as a result of informatioretrieved from or transmitted over the Internet amthims related to our service offerings.

We may be, and in certain cases have been, suetbfamation, civil rights infringement, negligenpatent, copyright or trademark infringem
invasion of privacy, personal injury, product liédyi breach of contract, unfair competition, disgination, antitrust or other legal claims relatita
information that is published or made available @ur websites or service offerings we make availalmbeluding provision of an applicati
programming interface platform for third partiesaocess our website, mobile device services antbecgion applications). This risk is enhance
certain jurisdictions outside the United Stateserghour liability for such thirgharty actions may be less clear and we may beplegscted. In additio
we could incur significant costs in investigatingdadefending such claims, even if we ultimately moé found liable. If any of these events occurs
net income could be materially and adversely adfect

We are subject to risks associated with informatilsseminated through our websites and applicatimeéuding consumer data, content the
produced by our editorial staff and errors or oioiss related to our product offerings. Such infotiorg whether accurate or inaccurate, may resi
our being sued by our merchant partners, subseritrethird parties and as a result our revenuegaodwill could be materially and adversely affected

Our business depends on our ability to maintain asdale the network infrastructure necessary to ogter our websites and mobile applications, i
any significant disruption in service on our websi or applications could result in a loss of subibers, customers or merchant partners.

Subscribers access our deals through our websitemabile applications. Our reputation and abilityacquire, retain and serve our subscriber:
customers are dependent upon the reliable perfarenah our websites and mobile applications and uhéderlying network infrastructure. As «
subscriber base and the amount of information shaneour websites and applications continue to greevwill need an increasing amount of netv
capacity and computing power. We have spent andaxp continue to spend substantial amounts oa datters and equipment and related net
infrastructure to handle the traffic on our websitnd applications. The operation of these systienexpensive and complex and could resu
operational failures. In the event that our sulesrbase or the amount of traffic on our websites$ @pplications grows more quickly than anticipz
we may be required to incur significant additionakts. Interruptions in these systems, whethertosystem failures, computer viruses or physic
electronic breakns, could affect the security or availability afrovebsites and applications, and prevent our sildess from accessing our services
substantial portion of our network infrastructusehiosted by thirgbarty providers. Any disruption in these servicesoy failure of these providers
handle existing or increased traffic could sigrafidy harm our business. Any financial or othefidifities these providers face may adversely affen
business, and we exercise little control over ttgseiders, which increases our vulnerability tolgems with the services they provide. If we do
maintain or expand our network infrastructure sastdly or if we experience operational failures would lose current and potential subscribers
merchant partners, which could harm our operatsglts and financial condition.
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We may be subject to breaches of our informatiorchaology systems, which could harm our relationshkipvith our customers and merche
partners, subject us to negative publicity anddgition, and cause substantial harm to our busine

Our business model requires us to obtain confidemtformation about our customers and merchartnpss, including names, email addresses
credit card and other payment account informatigecause of our high profile and the amount of austoinformation that we store, we may be &
increased risk of attacks on our system, notwitiditey the fact that we have invested heavily ineys to protect such information.

We, like other eeommerce businesses, use encryption and authémtidathnology to help provide the security andchantication to effective
secure transmission of confidential informatiorgluing credit card numbers. While these technicureseffective in maintaining confidentiality,
cannot guarantee that this will prevent all potntireaches of our system, including by means difrtelogies developed to bypass these sect
measures. In addition, outside parties may attempraudulently induce employees, merchant partpersustomers to disclose sensitive informatic
order to gain access to our information or our mant partners’ or customers’ information.

Because the techniques used to gain access tapotage, systems often are not recognized untilicleed against a target, we may be unat
anticipate the correct methods necessary to dedgaihst these types of attacks. Any breach, orptreeived threat of a breach, could cause
customers and merchant partners to cease doingdsssivith us, subject us to lawsuits, regulatargdior other action or liability, which would haour
business, financial condition and results of openst

Any reduction in the availability of Internet accasincluding through the use of mobile devices, tdbadversely affect our busines

The success of our services will depend largelgufficient network availability for us, our custoreseand our merchant partners. The Interne
experienced, and is likely to continue to experigrsignificant growth in the number of users andant of traffic, including a significant increast
bandwidth demands as a result of the use of snmargshand other mobile devices. The Internet imuatitre may be unable to support such deman
addition, increasing numbers of users, increasemgdividth requirements or problems caused by viiusesms, malware and similar programs |
harm the performance of the Internet. The backlmmmeputers of the Internet have been the targestidfi programs. These outages and delays
reduce the level of Internet usage generally asagethe level of usage of our services, which @d@dversely impact our business.

We may not be able to adequately protect our irtetlial property rights or may be accused of infring intellectual property rights of third parties.

We regard our subscriber list, trademarks, sermaeks, copyrights, patents, trade dress, tradeetseqgproprietary technology, merchant |i
subscriber lists, sales methodology and similaglliectual property as critical to our success, wedrely on trademark, copyright and patent lawgd
secret protection and confidentiality and/or liceragreements with our employees and others toqirote proprietary rights. Effective intellect
property protection may not be available in eveoyrdry in which our deals are made available. W&» ahay not be able to acquire or mair
appropriate domain names or trademarks in all c@mmin which we do business. Furthermore, regutatigoverning domain names may not protec
trademarks and similar proprietary rights. We mayubable to prevent third parties from acquirind asing domain names that are similar to, infr
upon or diminish the value of our trademarks artteoproprietary rights. We may be unable to prevhint parties from using and registering
trademarks, or trademarks that are similar to,imirdsh the value of, our trademark in some cowstri

We may not be able to discover or determine thergxf any unauthorized use of our proprietary tagithird parties that license our proprie
rights also may take actions that diminish the &abdfi our proprietary rights or reputation. The potton of our intellectual property may require
expenditure of significant financial and managerésources. Moreover, the steps we take to protacintellectual property may not adequately prt
our rights or prevent third parties from infringing misappropriating our proprietary rights. We averently subject to multiple litigations and dises
related to our intellectual property and servickemfigs. We may in the future be subject to addaiditigation and disputes. The costs of suppgrsoct
litigation and disputes are considerable, and tharebe no assurances that favorable outcomebeavilbtained.

We are currently subject to thipghrty claims that we infringe their proprietarylrig or trademarks and expect to be subject toiadditclaims i
the future. Such claims, whether or not meritorjouay result in the expenditure of significant fica&l and managerial resources, injunctions agait
or the payment of damages by us. We may need #rolitenses from third parties who allege thathage infringed their rights, but such licenses
not be available on terms acceptable to us orl.atla¢se risks have been amplified by the incréaghird parties whose sole or primary busines®
assert such claims.
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Our business depends on a strong brand, and if we ot able to maintain and enhance our brand, dnwe receive unfavorable media coverage,
ability to expand our base of customers and merchpartners will be impaired and our business andewgating results will be harmed.

We believe that the brand identity that we haveettgyed has significantly contributed to the sucoes®ur business. We also believe
maintaining and enhancing the "Groupon" brand iticaf to expanding our base of customers and narcpartners. Maintaining and enhancing
brand may require us to make substantial investsnand these investments may not be successfuke flaiwto promote and maintain the "Group
brand, or if we incur excessive expenses in tHigrgfour business, operating results and finarmdaldition will be materially and adversely affest:t&Ve
anticipate that, as our market becomes increasicgtypetitive, maintaining and enhancing our braray tsecome increasingly difficult and expens
Maintaining and enhancing our brand will dependiédy on our ability to be a group buying leader amdontinue to provide reliable, trustworthy
high quality deals, which we may not do succesgfull

We receive a high degree of media coverage ardunavorld. Unfavorable publicity or consumer peraapof our websites, applications, pract
or service offerings, or the offerings of our mexsh partners, could adversely affect our reputatiesulting in difficulties in recruiting, decrea
revenue and a negative impact on the number of maatgartners we feature and the size of our custdrase, the loyalty of our customers anc
number and variety of deals we offer each day. Assalt, our business, financial condition and ltesof operations could be materially and advel
affected.

Acquisitions, joint ventures and strategic investnig could result in operating difficulties, dilutio and other harmful consequence

We have in the past acquired a number of compakliEsexpect to continue to evaluate, consider artdnpi@lly consummate a wide array
potential strategic transactions, including acdiaiss and dispositions of businesses, joint vestuiechnologies, services, products and othersase
strategic investments. We may not realize the gatied benefits of any or all of our acquisitiooswe may not realize them in the time frame exgpe
In addition, the integration of an acquisition abdlivert management's time and the company's ressulf we pay for an acquisition in cash, it wc
reduce our cash available for operations or casge incur debt, and if we pay with our stock itlwbbe dilutive to our stockholders.

Our business may be subject to seasonal sales dltdns which could result in volatility or have aadverse effect on the market price of «
common stock.

Our business, like that of our merchant partnei@y e subject to some degree of sales seasorfditthe growth of our business stabilizes, tl
seasonal fluctuations may become more evident.oBaliy may cause our working capital cash flowuiegments to vary from quarter to qua
depending on the variability in the volume and tihiof sales. These factors, among other thingsenfialecasting more difficult and may adver:
affect our ability to manage working capital andptedict financial results accurately, which coaldversely affect the market price of our com
stock.

We depend on the continued growth of online commeerc

The business of selling goods and services ovetritegnet, particularly through coupons, is dynamd relatively new. Concerns about fre
privacy and other problems may discourage additiooasumers and merchants from adopting the Intere@ medium of commerce. In countries
as the U.S., Germany, the United Kingdom, FranceJapan, where our services and online commercergignhave been available for some time
the level of market penetration of our servicekigh, acquiring new customers for our services toaynore difficult and costly than it has been ie
past. In order to expand our customer base, we aptal to and acquire customers who historicallyehused traditional means of commerc
purchase goods and services and may prefer Intanaddgues to our offerings, such as the retaitevis website. If these customers prove to be
active than our earlier customers, or we are un@b¢min efficiencies in our operating costs, inlihg our cost of acquiring new customers, our bes
could be adversely impacted.

Our business is subject to interruptions, delaysfailures resulting from earthquakes, other naturalatastrophic events or terrorism.

Our services, operations and the data centers fWhith we provide our services are vulnerable to aigenor interruption from earthquakes, fi
floods, power losses, telecommunications failuresprist attacks, acts of war, human errors, biaakand similar events. A significant natural disa
such as an earthquake, fire or flood, could hareterial adverse impact on our business, finarciatition and results of operations and our inste
coverage may be insufficient to compensate usdesds that may occur. Acts of terrorism could caliseiptions to the Internet, our business o
economy as a whole. We may not have sufficientgat@in or recovery plans in certain circumstansesh as natural disasters affecting areas v
data centers
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upon which we rely are located, and our busine&srimption insurance may be insufficient to compeéasis for losses that may occur. Such disrug
could negatively impact our ability to run our wies, which could harm our business.

Our results of operations may be negatively impathy investments we make as we enter new produdtsavice categories.

We have offered Groupons in over 190 different sypEbusinesses, services and activities thatrfadl six broad categories. We intend to cont
to invest in the development of our existing categoand to expand into new categories. We may raakstantial investments in such new categori
anticipation of future revenue. We may also faasaggr competition in specific categories from Inétrsites that are more focused on such categdh
the launch of a new category requires investmergatgr than we expect, if we are unable to genstdfiient merchant partner offers which are af
quality, value and variety or if the revenue getetdfrom a new category grows more slowly or predulower revenue than we expect, our resu
operations could be adversely impacted.

Failure to deal effectively with fraudulent trans@ions and customer disputes would increase our los® and harm our business.

Groupons are issued in the form of redeemable cmupdth unique identifiers. It is possible that samers or other third parties will seek to cr
counterfeit Groupons in order to fraudulently pa® discounted goods and services from our mergiatriers. While we use advanced drgiic
technologies, it is possible that technically knesideable criminals will attempt to circumvent ouatidraud systems using increasingly sophistic
methods. In addition, our service could be subfie@mployee fraud or other internal security bresctand we may be required to reimburse custc
and/or merchant partners for any funds stolen wemee lost as a result of such breaches. Our mergaatners could also request reimbursemel
stop using Groupon, if they are affected by buyaud or other types of fraud.

We may incur significant losses from fraud and detfeit Groupons. We may incur losses from claifmst the customer did not authorize
purchase, from merchant partner fraud, from erraag¢mansmissions, and from customers who have @&lbaak accounts or have insufficient fund
them to satisfy payments. In addition to the dimasts of such losses, if they are related to tiedid transactions and become excessive, theyl
potentially result in our losing the right to actepedit cards for payment. If we were unable toept credit cards for payment, we would st
substantial reductions in revenue, which would eamsr business to suffer. While we have taken nreaso detect and reduce the risk of fraud, 1
measures need to be continually improved and mayacffective against new and continually evolvibgns of fraud or in connection with n
product offerings. If these measures do not sucaaatbusiness will suffer.

We are subject to payments-related risks.

We accept payments using a variety of methodsydhiey credit card, debit card and gift certificatés we offer new payment options to custorn
we may be subject to additional regulations, coamge requirements and fraud. For certain paymetttods, including credit and debit cards, we
interchange and other fees, which may increase tiwer and raise our operating costs and lower fadofity. We rely on third parties to provi
payment processing services, including the prongsef credit cards and debit cards and it couldugis our business if these companies bec
unwilling or unable to provide these services toWe are also subject to payment card associafienating rules, certification requirements ands
governing electronic funds transfers, which codildroge or be reinterpreted to make it difficult mpbssible for us to comply. If we fail to complytta
these rules or requirements, we may be subjedhés fand higher transaction fees and lose ourtwahdiaccept credit and debit card payments
customers or facilitate other types of online pagtsgand our business and operating results caubltibersely affected.

We are also subject to or voluntarily comply withamber of other laws and regulations relating tmay laundering, international money trans
privacy and information security and electronicduransfers. If we were found to be in violationagiplicable laws or regulations, we could be suti
civil and criminal penalties or forced to cease payments services business.

Federal laws and regulations, such as the Bank Smmyr Act and the USA PATRIOT Act and similar foreigaws, could be expanded to inclu
Groupons.

Various federal laws, such as the Bank SecrecyaAdtthe USA PATRIOT Act and foreign laws and retjalss, such as the European Directivt
the prevention of the use of the financial systemthe purpose of money laundering and terrorisariting, impose certain amtioney launderin
requirements on companies that are financial irntftits or that provide financial products and seasi For these purposes, financial institution:
broadly defined to include money services busiresseh as money transmitters, check cashers dedssal issuers of stored value cards. Exampl
anti-money laundering requirements imposed
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on financial institutions include subscriber idén&tion and verification programs, record retentlicies and procedures and transaction reporiig
do not believe that we are a financial institutiuiject to these laws and regulations based, inygaon the characteristics of Groupons and owr woth
respect to the distribution of Groupons to subsggebHowever, the Financial Crimes Enforcement detwa division of the U.S. Treasury Departn
tasked with implementing the requirements of thalB8ecrecy Act, recently proposed amendments tedbpe and requirements for parties involve
stored value or prepaid access cards, includingppoged expansion of financial institutions to irt® sellers or issuers of prepaid access cardhe
event that this proposal is adopted as proposes,pbssible that a Groupon could be considereidan€ial product and that we could be a finar
institution. In the event that we become subjectht® requirements of the Bank Secrecy Act or amemantimoney laundering law or regulati
imposing obligations on us as a money servicesnlssj our regulatory compliance costs to meet thbbgations would likely increase which co
reduce our net income.

State and foreign laws regulating money transmigsicould be expanded to include Groupor

Many states and certain foreign jurisdictions ingdisense and registration obligations on those pamies engaged in the business of m
transmission, with varying definitions of what ctihges money transmission. We do not currentlyevel we are a money transmitter given our role
the product terms of Groupons. However, a succkssfilenge to our position or expansion of statdaseign laws could subject us to incree
compliance costs and delay our ability to offer @yons in certain jurisdictions pending receipt 1§ aecessary licenses or registrations.

Current uncertainty in global economic condition®ald adversely affect our revenue and business.

Our operations and performance depend on worlde@@omic conditions, which deteriorated signifitaim the United States and other count
in late 2008 and through 2009. The current econa@nigronment continues to be uncertain. These tiondi may make it difficult for our merchs
partners to accurately forecast and plan futurénless activities, and could cause our merchanhpestto terminate their relationships with us auld
cause our customers to slow or reduce their spgnéiarthermore, during challenging economic tinmsg, merchant partners may face issues ga
timely access to sufficient credit, which coulduiéén their unwillingness to continue with our giee or impair their ability to make timely paymerit
us. If that were to occur, we may experience desg@aevenue, be required to increase our allow#orcdoubtful accounts and our days receive
outstanding would be negatively impacted. If we @amable to finance our operations on acceptabtagers a result of renewed tightening in the c
markets, we may experience increased costs or wenotebe able to effectively manage our business.cahnot predict the timing, strength or dure
of any economic slowdown or subsequent economivery, worldwide, in the United States or in ouwdustry. These and other economic factors ¢
have a material adverse effect on our financiatlt@n and operating results.

Our management team has a limited history of worgitogether and may not be able to execute our basmplan.

Our management team has worked together for ofityited period of time and has a limited track netof executing our business plan as a t
We have recently filled a number of positions im eanior management and finance and accountinfy Atafordingly, certain key personnel have ¢
recently assumed the duties and responsibilitieg #me now performing. In addition, certain of executives have limited experience managing a
global business operation. Accordingly, it is diffit to predict whether our management team, indigily and collectively, will be effective in opeireg
our business.

Our management team has limited experience managingublic company, and regulatory compliance mayelit its attention from the day-tday
management of our business.

The individuals who now constitute our managemeafrt have limited experience managing a publidged company and limited experie
complying with the increasingly complex laws pamtag to public companies. Our management team nedysuccessfully or efficiently manage
transition to being a public company that will hébject to significant regulatory oversight and nejmg obligations under the federal securities lakm
particular, these new obligations will require sabsial attention from our senior management anddcdivert their attention away from the dayeay
management of our business, which could materaaity adversely impact our business operations.

We will continue to incur increased costs as a riésaf being a public company.

We face increased legal, accounting, administradivé other costs and expenses as a public compahyve did not incur as a private compi
The Sarbane®xley Act of 2002, including the requirements ofcen 404, as well as new rules and regulationsegbently implemented by 1
Securities and Exchange Commission, or the SECPth#ic Company Accounting Oversight Board andékehange on which our Class A comr
stock is listed, impose additional reporting antheot obligations on public companies. We expect tmnhpliance with these public compi
requirements will increase our costs and make some
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activities more timesonsuming. A number of those requirements will fegjus to carry out activities we have not donevjmesly. For example, we w
adopt new internal controls and disclosure contasld procedures. In addition, we will incur additib expenses associated with our SEC repc
requirements. For example, under Section 404 ofSdmanes-Oxley Act, for our annual report on Faf¥K for our fiscal year endinecember 3:
2012, we will need to document and test our internaited procedures, our management will need to asaed report on our internal control ¢
financial reporting and our independent registepedlic accounting firm will need to issue an opimion the effectiveness of those controls
connection with the preparation of our financiatstments for the year ended December 31, 2@Lt independent registered accounting firm idi
a material weakness in the design and operatimgt@feness of our internal control over financegporting, and as a result we expect to incur aaltii
costs remediating this material weakness. In amdithe existence of this issue could adverselgcafiis, our reputation or investor perceptionsofit
also may be more difficult for us to attract anthire qualified persons to serve on our board ofalors or as executive officers. Advocacy effort
stockholders and thirgarties may also prompt even more changes in cat@a@overnance and reporting requirements. We éxpatthe addition:
reporting and other obligations imposed on us Bg¢hrules and regulations will increase our legdl financial compliance costs and the costs o
related legal, accounting and administrative ati¢igisignificantly. These increased costs will iegus to divert a significant amount of money th&
could otherwise use to expand our business anéwazloiur strategic objectives.

Our ability to raise capital in the future may bénited, and our failure to raise capital when needleould prevent us from growing.

We may in the future be required to raise caphtedigh public or private financing or other arramgats. Such financing may not be availabl
acceptable terms, or at all, and our failure tegaiapital when needed could harm our businessitidwia equity financing may dilute the interest
our common stockholders, and debt financing, ifilatée, may involve restrictive covenants and caduce our profitability. If we cannot raise fu
on acceptable terms, we may not be able to grovibosiness or respond to competitive pressures.

Risks Related to Ownership of Our Class A Common 8tk
The trading price of our Class A common stock igjhly volatile

Our Class A common stock began trading on the NAQD®B{obal Select Market on November 4, 2011 andesthat date has fluctuated from a f
of $31.14per share to a low of $3.68 per share. We expettlhie trading price of our stock will continuelte volatile due to variations in our opera
results and also may change in response to otletoréa including factors specific to technology gamies, many of which are beyond our con

Among the factors that could affect our stock pece:

. our earnings announcements, including any firupcojections that we may choose to provide ®ghblic, any changes in these
projections or our failure for any reason to méese projections or projections made by researalysts;

. the amount of shares of our Class A common stoakéte available for sa
. the relative success of competitive products orices
. the public's response to press releases or ptli#ic announcements by us or others, includingfiings with the SEC and announcements

relating to litigation;

. speculation about our business in the press dnttestment communit

. future sales of our Class A common stock by ounifitant stockholders, officers and direct
. changes in our capital structure, such as futweaisces of debt or equity securit

. our entry into new marke

. regulatory developments in the United States azifpr countries

. strategic actions by us or our competitors, suchcgsiisitions, joint ventures or restructuring;
. changes in accounting principl
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We expect the stock price volatility to continue floe foreseeable as a result of these and otberéa

The concentration of our capital stock ownership tviour founders, executive officers, employees adidectors and their affiliates will limi
stockholders' ability to influence corporate matter

Our Class B common stock has 150 votes per shareanClass A common stock has one vote per sharef September 30, 2012ur founder:
Eric Lefkofsky, Bradley Keywell and Andrew Masonntml 100% of our outstanding Class B common stackl approximately 29.6%f out
outstanding Class A common stock, representingcequpiately 55.4%of the voting power of our outstanding capital &tddessrs. Lefkofsky, Keywe
and Mason will therefore have significant influenmeer management and affairs and over all mattegsiring stockholder approval, including
election of directors and significant corporatens@ctions, such as a merger or other sale of aupany or its assets, for the foreseeable futurés
concentrated control will limit stockholders' atyilio influence corporate matters and, as a resdtmay take actions that our stockholders do ew
as beneficial. As a result, the market price of Glasss A common stock could be adversely affected.

We do not intend to pay dividends for the foreselediture.

We intend to retain all of our earnings for theekmeable future to finance the operation and exgans$ our business and do not anticipate pe
cash dividends. As a result, stockholders can éxpe®ceive a return on their investment in ouasSIA common stock only if the market price of
stock increases.

Provisions in our charter documents and under Delase law could discourage a takeover that stockhatdmay consider favorable

Provisions in our certificate of incorporation doyglaws, as amended and restated upon the clositigsobffering, may have the effect of delay
or preventing a change of control or changes innsamagement. These provisions include the following

. Our certificate of incorporation provides fodaal class common stock structure. As a resuhisfdtructure, our founders will have
significant influence over all matters requiringatholder approval, including the election of dires and significant corporate
transactions, such as a merger or other sale afauapany or its assets. This concentrated contnadadiscourage others from initiating
any potential merger, takeover or other changenfrol transaction that other stockholders may véesvbeneficial.

. Our board of directors has the right to electctors to fill a vacancy created by the expansiotiie board of directors or the resignation,
death or removal of a director, which preventsldtotders from being able to fill vacancies on oaatd of directors.

. Special meetings of our stockholders may beedadinly by our Executive Chairman of the Board, @hief Executive Officer, our board of
directors or holders of not less than the majarftgpur issued and outstanding capital stock. Tim#s the ability of minority stockholders
to take certain actions without an annual meetingtackholders.

. Our stockholders may not act by written consenéssithe action to be effected and the taking di siwtion by written consent is appro\
in advance by our board of directors. As a resuftolder, or holders, controlling a majority of @apital stock would generally not be able
to take certain actions without holding a stockleadtimeeting.

. Our certificate of incorporation prohibits curative voting in the election of directors. This lisithe ability of minority stockholders to
elect director candidates.

. Stockholders must provide timely notice to noaténindividuals for election to the board of diggstor to propose matters that can be acted

upon an annual meeting of stockholders. These ginng may discourage or deter a potential acqfrioon conducting a solicitation of
proxies to elect the acquiror's own slate of doesbr otherwise attempting to obtain control of company.

. Our board of directors may issue, without stad#lar approval, shares of undesignated prefermakstThe ability to authorize

undesignated preferred stock makes it possibledoboard of directors to issue preferred stockwdting or other rights or preferences
that could impede the success of any attempt toigegs.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

On May 4, 2012, we issued 51,000 shares of Glassmmon stock as partial consideration in connaatith our acquisition of additional
interests in two majority-owned subsidiaries. Oly b, 2012, we issued 25,609 shares of Class Anoomstock to settle certain liability-classified
subsidiary stock-based compensation awards. Wedreh Section 4(2) of the Securities Act of 1933amended, for an exemption from registration of

these shares.

ITEM 6. EXHIBITS
See the Exhibit Index immediately following thersagure page of this 10-Q.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the regigthas duly caused this report to be signedson it
behalf by the undersigned, thereunto duly authdraethis 8th day of November 2012.

GROUPON, INC.

By: /sl ANDREW D. MASON
Name: Andrew D. Mason
Title: Chief Executive Officer
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EXHIBITS

Exhibit
Number Description

Certification of Chief Executive Officer pursuantExchange Act Rules 13a-14(a) and 15d-14(a), agtad pursuant to Section
31.1 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuawt Exchange Act Rules 13a-14(a) and 15d-14(a), agtad pursuant to Section
31.z 302 of the Sarbanes-Oxley Act of 2002

Certifications of Chief Executive Officer and Chighancial Officer pursuant to 18 U.S.C. Sectiob@,3as adopted pursuant to
32.1 Section 906 of the Sarbanes-Oxley Act of 2002

101 Interactive data file
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Exhibit 31.1

CERTIFICATION

I, Andrew D. Mason, certify that:

1. I have reviewed this Quarterly Report on Fa8sQ of Groupon, Inc.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact or donéttate a material fact
necessary to make the statement made, in ligliteofitcumstances under which such statements wade mot misleading, with respect to the
period covered by this report;

3. Based on my knowledge, the financial statemenis,other financial information included in théport, fairly represent in
all material respects the financial condition, fesaf operations and cash flows of the registeenof, and for, the periods presented in this
report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a)}Hhd 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and proesdar caused such disclosure controls and proesdore designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us
others within those entities, particularly durimg tperiod in which this report is being prepared,;

(b) [Omitted pursuant to Exchange Act Rules 13aal4(d 15d-15(a).]

(c) Evaluated the effectiveness of the registralitslosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguures, as of the end of the period coveredibyé¢port based on such evaluation; and

(d) Disclosed in this report any change in thesignt's internal control over financial reportihgt occurred during the registrant's
most recent fiscal quarter (the registrant's fofisibal quarter in the case of an annual reposy tas materially affected, or is reasonably likely
to materially affect, the registrant's internal wohover financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant's auditomsl he audit committee of the registrant's boardikgctors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céootrer financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refpwancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@mifiole in the registrant's
internal control over financial reporting.

Date: November 8, 2012 /s/ AavdiD. Mason

Andrew D. Mason
Chief Executive Officer



Exhibit 31.2

CERTIFICATION

I, Jason E. Child, certify that:

1. I have reviewed this Quarterly Report on ForrQL6f Groupon, Inc.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact or don#ttate a material fact
necessary to make the statement made, in ligliteofitcumstances under which such statements wade mot misleading, with respect to the
period covered by this report;

3. Based on my knowledge, the financial statemenig,other financial information included in théport, fairly represent in
all material respects the financial condition, fesaf operations and cash flows of the registeenof, and for, the periods presented in this
report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and
procedures (as defined in Exchange Act Rules 13a)}Hhd 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and proesdar caused such disclosure controls and proesdorhe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us
others within those entities, particularly durimg tperiod in which this report is being prepared,;

(b) [Omitted pursuant to Exchange Act Rules 13aal4(d 15d-15(a).]

(c) Evaluated the effectiveness of the registrali$slosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguaures, as of the end of the period coveredibyé¢port based on such evaluation; and

(d) Disclosed in this report any change in thesignt's internal control over financial reportihgt occurred during the registrant's
most recent fiscal quarter (the registrant's fofisibal quarter in the case of an annual reposy tas materially affected, or is reasonably likely
to materially affect, the registrant's internal wohover financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant's auditomsl ghe audit committee of the registrant's boardikctors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refpwancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@mifiole in the registrant's
internal control over financial reporting.

Date: November 8, 2012 /s/ ddsoChild

Jason E. Child
Chief Financial Officer



Exhibit 32.1
Certifications Pursuant to
18 U.S.C. Section 1350
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of Groupb. (the “Company”) on Form 10-Q for the periatang
September 30, 2012, as filed with the SecuritiesEExchange Commission on the date hereof (the “Rgpwe Andrew D.
Mason, Chief Executive Officer of the Company, dadon E. Child, Chief Financial Officer of the Canp, certify, pursuant
to 18 U.S.C. Section 1350, as adopted pursuardédtid® 906 of the Sarbanes-Oxley Act of 2002, tokmowledge, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities ExchangeoA1934, a

amended; and

(2) The information contained in the Report fairly @ets, in all material respects, the financial cbadiand results of

operations of the Company.

By: /s/ Andrew D. Mason
Andrew D. Mason
Chief Executive Officer

By: [/s/Jason E. Child
Jason E. Child
Chief Financial Officer

Date: November 8, 2012



