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PART I. Financial Information

FORWARD -LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forwiamking statements within the meaning of SectioA 2T the Securities Act of 19:
and Section 21E of the Securities Exchange Act3#41 including statements regarding our future Iltesof operations and financial positi
business strategy and plans and our objectivefufare operations. The words “may,” “will,” “shoyld“could,” “expect,” “anticipate,” “believe,”
“estimate,” “intend,” “continue” and other simil@xpressions are intended to identify forwérdking statements. We have based these fol
looking statements largely on current expectatiamd projections about future events and financalds that we believe may affect our finar
condition, results of operations, business stratsggrt term and long-term business operationsadnetctives, and financial needs. These forward-
looking statements involve risks and uncertaintiest could cause our actual results to differ nallgrfrom those expressed or implied in
forward-looking statements. Such risks and unaetits include, among others, those discussed émt‘ltA: Risk Factorsdf our 2012 Annual Repc
on Form 10-K and Part Il, Item 1A of this QuarteRgport on Form 1@, as well as in our condensed consolidated firdustatements, related no
and the other financial information appearing elsese in this report and our other filings with ®ecurities and Exchange Commission, or the
Moreover, we operate in a very competitive and digpchanging environment. New risks emerge frometito time. It is not possible for ¢
management to predict all risks, nor can we agbessnpact of all factors on our business or thierbto which any factor, or combination of fact
may cause actual results to differ materially fritvose contained in any forwaloeking statements we may make. We do not intend,adertak
no obligation, to update any of our forwdobking statements after the date of this reporeftect actual results or future events or circtanses
Given these risks and uncertainties, readers aittooad not to place undue reliance on such forv@olling statements.

” o, " ou

As used herein, “Groupon,” “we,” “our,” and similearms include Groupon, Inc. and its subsidiatiedess the context indicates otherwise.




ITEM 1. FINANCIAL STATEMENTS

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

June 30, 2013 December 31, 2012
(unaudited)
Assets
Current assets:
Cash and cash equivalents $ 1,182,01. $ 1,209,28
Accounts receivable, net 96,80¢ 96,71
Deferred income taxes 30,63¢ 31,21:
Prepaid expenses and other current assets 127,49¢ 150,57.
Total current assets 1,436,95 1,487,78
Property, equipment and software, net of accumdldépreciation and amortization of $75,210 and
$46,236, respectively 125,86( 121,07
Goodwill 206,68 206,68:-
Intangible assets, net 33,18¢ 42,597
Investments 97,32: 84,20¢
Deferred income taxes, non-current 28,831 29,91¢
Other non-current assets 47,83( 59,21(
Total Assets $ 1,976,66: $ 2,031,47.
Liabilities and Equity
Current liabilities:
Accounts payable $ 35,49¢ $ 59,86!
Accrued merchant and supplier payables 616,60! 671,30!
Accrued expenses 226,84¢ 246,92:
Deferred income taxes 51,19: 53,70(
Other current liabilities 134,80! 136,64
Total current liabilities 1,064,941 1,168,44
Deferred income taxes, non-current 20,387 20,86(
Other non-current liabilities 100,90° 100,07:
Total Liabilities 1,186,241 1,289,37:

Commitments and contingencies (see Note 6)

Stockholders' Equity

Class A common stock, par value $0.0001 per sR2a060,000,000 shares authorized, 661,630,188 and
654,523,706 shares issued and outstanding at lyr2®383 and December 31, 2012, respectively 66 65

Class B common stock, par value $0.0001 per sh@r800,000 shares authorized, 2,399,976 share
issued and outstanding at June 30, 2013 and Dece&hp2012 — —

Common stock, par value $0.0001 per share, 2,00M00 shares authorized, no shares issued and
outstanding at June 30, 2013 and December 31, 2012 — —

Additional paid-in capital 1,532,69! 1,485,00
Accumulated deficit (765,04 (753,47)
Accumulated other comprehensive income 24,77¢ 12,44¢
Total Groupon, Inc. Stockholders' Equity 792,49¢ 744,04(
Noncontrolling interests (2,06¢) (2,939
Total Equity 790,42¢ 742,10:
Total Liabilities and Equity $ 1,976,661 $ 2,031,47.

See Notes to unaudited Condensed Consolidated dtai&tatements.




GROUPON, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share amounts)

(unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
Revenue:
Third party and other $ 418,87 $ 502,98" $ 857,97¢ $ 1,043,03:
Direct 189,87¢ 65,35( 352,17( 84,58(
Total revenue 608,74 568,33! 1,210,14! 1,127,611
Cost of revenue:
Third party and other 55,507 77,03: 125,52¢ 179,66:
Direct 168,54t 58,15: 320,92 75,02:
Total cost of revenue 224,05: 135,18« 446,44¢ 254,68:
Gross profit 384,69: 433,15: 763,70: 872,93t
Operating expenses:
Marketing 55,497 88,40° 105,05« 205,02:
Selling, general and administrative 302,60( 299,89 610,80t 583,47"
Acquisition-related benefit, net (815) (1,63%) (747) (1,687
Total operating expenses 357,28: 386,66t 715,11 786,81:
Income from operations 27,41: 46,48" 48,59( 86,12«
Loss on equity method investments (24) (3,42¢) 33 (8,55¢€)
Other (expense) income, net (5,56¢%) 57,36 (10,629 53,82¢
Income before provision for income taxes 21,83¢ 100,42« 37,92¢ 131,39¢
Provision for income taxes 27,38¢ 66,87 46,72 101,44(
Net (loss) income (5,55)) 33,54¢ (8,799 29,95¢
Net income attributable to noncontrolling interests (2,029 (1,220 2,779 (2,100
Net (loss) income attributable to Groupon, Inc. (7,579 32,32¢ (11,56¢) 27,85¢
Adjustment of redeemable noncontrolling interesteedemption value — (3,947 — (11,16%
Net (loss) income attributable to common stockholds $ (7,579 $ 28,38t $ (11,566 $ 16,69
Net (loss) earnings per share
Basic $ 0.0) s 00 0.0 $ 0.02
Diluted $ (0.00) $ 00/ % (0.0 $ 0.0¢
Weighted average number of shares outstanding
Basic 662,361,43 647,149,53 660,580,92 645,073,58
Diluted 662,361,43 663,122,70 660,580,92 663,230,55

See Notes to unaudited Condensed Consolidated dfah&@tatements.




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

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012

Net (loss) income $ (555) $ 33,54¢ % (8,799 $ 29,95¢
Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments 10,34¢ (1,257 12,48¢ 9

Unrealized (loss) gain on available-for-sale delzusity (67) — 90 —
Other comprehensive income (loss) 10,27¢ (1,257 12,57¢ 9
Comprehensive income 4,727 32,29: 3,78¢ 29,96
Comprehensive income attributable to noncontroliirtgrests (2,319 (1,220 (3,029 (2,200
Comprehensive income attributable to Groupon, Inc. $ 2418 § 31,07: 76z $ 27,86¢

See Notes to unaudited Condensed Consolidated dtai&tatements.




GROUPON, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

Operating activities
Net (loss) income
Adjustments to reconcile net (loss) income to rehcprovided by operating activities:
Depreciation and amortization
Stock-based compensation
Deferred income taxes
Excess tax benefits on stock-based compensation
Loss on equity method investments
Acquisition-related benefit, net
Gain on E-Commerce transaction
Change in assets and liabilities, net of acquisitio
Restricted cash
Accounts receivable
Prepaid expenses and other current assets
Accounts payable
Accrued merchant and supplier payables
Accrued expenses and other current liabilities
Other, net
Net cash provided by operating activities
Investing activities
Purchases of property and equipment and capitatiaédare
Acquisitions of businesses, net of acquired cash
Purchases of investments
Settlement of liability related to purchase of aiddial interest in consolidated subsidiary
Purchases of additional interests in consolidatésigiaries
Purchases of intangible assets
Net cash used in investing activities
Financing activities
Excess tax benefits on stock-based compensation
Taxes paid related to net share settlements ok4tased compensation awards
Payments of contingent consideration from acqoisti
Settlements of purchase price obligations reladeattuisitions
Proceeds from stock option exercises and empldge& purchase plan
Partnership distributions to noncontrolling intéreslders
Payments of capital lease obligations
Net cash (used in) provided by financing activities
Effect of exchange rate changes on cash and cashueglents
Net (decrease) increase in cash and cash equivakent
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Non-cash investing and financing activities
Contingent consideration liabilities incurred imeection with acquisitions
Equipment acquired under capital lease obligations

Shares issued to settle liability-classified awards

Accounts payable and accrued expenses relatedtbgres of property and equipment and capitaliaéid/iare

Contribution of investment in E-Commerce transactio

Liability incurred in E-Commerce transaction

See Notes to unaudited Condensed Consolidated dtat&Statements.

Six Months Ended June 30,

2013 2012
$ (8,799 $ 29,95¢
42,16¢ 24,52¢
62,35 55,08:
(56€) 12,99;
(3,769 (21,750
33 8,55¢
(747) (1,687
— (56,039
3,267 (2,829
(2,949 8,08¢
15,99: (21,749
(22,83) 18,26¢
(37,979 32,02:
(7,237 63,07
13,10; 10,49¢
52,06: 159,02
(28,510 (39,799
(1,469 (40,277
(13,089 (13,097
(1,959 —
— (13,42)
(1,520 (10
(46,54)) (106,59)
3,76¢ 21,75(
(16,019 (5,669
(30) (4,250
(5,000 —
3,01¢ 5,657
(2,815 (1,606
(208) =
(17,289 15,88
(15,51¢) (5,45
(27,279 62,86
1,209,28! 1,122,93!
$ 1,182,001  $ 1,185,79
$ 36 % 421
$ 6,48. $ —
$ 2,26: $ —
$ 1,66( $ 6,55¢€
$ — 47,04:
$ — 3 20,00(






GROUPON, INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' E QUITY
(in thousands, except share amounts)
(unaudited)

Groupon, Inc. Stockholders' Equity

Total
Common Stock Additional Accumulated  Groupon Inc. Non-
Paid-In Accumulated Other Comp. Stockholder's  controlling Total
Shares Amount Capital Deficit Income Equity Interests Equity
Balance at December 31, 2012 656,923,68 $ 6E  $1,485000 $ (753,47) $ 1244 $ 744,040 $ (1,939 $742,10:
Net loss — — — (11,56¢) — (11,56€) 2,77: (8,799
Foreign currency translation — — — — 12,23¢ 12,23¢ 25C 12,48¢
Unrealized gain on available-for-sale debt secunigt
of tax — — — — 9C 90 — 90
Shares issued to settle liability-classified awards 478,30: — 2,26° — — 2,26° — 2,26°
Exercise of stock options 1,884,541 — 1,89« — — 1,89« — 1,89
Vesting of restricted stock units 7,057,421 1 () — — — — —
Shares issued under employee stock purchase plan 271,40: — 1,121 — — 1,121 — 1,121
Tax withholdings related to net share settlemefts o
stock-based compensation awards (2,585,19) — (15,77¢) — — (25,77¢) — (15,77¢)
Stock-based compensation on equity-classified asvard — — 62,11¢ — — 62,11¢ — 62,11¢
Tax shortfalls, net of excess tax benefits, onkstuased
compensation awards — — (3,927 — — (3,929 — (3,929
Partnership distributions to noncontrolling intéres
holders — — — — — — (3,152 (3,157)
Balance at June 30, 2013 664,030,16 $ 6€ $1,532,69° $ (765,04) $ 2477: $ 792,49t $ (2,06¢) $790,42¢

See Notes to unaudited Condensed Consolidated dtai&tatements.




GROUPON, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENATION

Company Information

Groupon, Inc. and subsidiaries (the "Company") liscal commerce marketplace (www.groupon.com) tioainects merchants to consun
by offering goods and services at a discount. Tom@any also offers deals on products for whictcis @s the merchant of record. The Comg
which commenced operations in October 2008, semdsl€to its subscribers each day with discounféet®for goods and services that are tarc
by location and personal preferences. Consumersaatsess deals directly through the Company's weesd mobile application.

The Company's operations are organized into thrieeipal segments: North America, EMEA, which isygwrised of Europe, Middle E:
and Africa, and the remainder of the Company'siiratiéonal operations ("Rest of World"). During tbecond quarter of 2013, the Company cha
the composition of its operating segments to sepdta former International segment between EMEA &est of World. See Note I'Begmer
Information"for further information.

Unaudited Interim Financial Information

The Company has prepared the accompanying condeselidated financial statements pursuant torthes and regulations of t
Securities and Exchange Commission ("SEC") forrimtdinancial reporting. These condensed consdididinancial statements are unaudited ar
the Company's opinion, include all adjustments,sisiimg of normal recurring adjustments and acsruakcessary for a fair presentation of
Company's condensed consolidated balance sheatsments of operations, comprehensive income, flasls and stockholders' equity for
periods presented. Operating results for the perjmeésented are not necessarily indicative of dselts to be expected for the full year en
December 31, 2013. Certain information and discksunormally included in financial statements predain accordance with U.S. gener
accepted accounting principles ("U.S. GAAP") hawerb omitted in accordance with the rules and réiguls of the SEC. These conder
consolidated financial statements should be readmjunction with the audited consolidated finahstatements and accompanying notes includ
the Company's Annual Report on Form 10-K for tharyended December 31, 2012, as filed with the SiEEebruary 27, 2013.

Principles of Consolidation

The condensed consolidated financial statementsdadhe accounts of the Company and its subsadiaAll intercompany accounts ¢
transactions have been eliminated in consolidafidre Company's condensed consolidated financig¢raents were prepared in accordance
U.S. GAAP and include the assets, liabilities, remeand expenses of all whellywned subsidiaries and majoritywned subsidiaries over which
Company exercises control and variable interestiemfor which the Company has determined thit fhe primary beneficiary. Outside stockholc
interests in subsidiaries are shown on the condecsesolidated financial statements &bticontrolling interests" and "Redeemable noncdlivig
interests." Equity investments in entities in whible Company does not have a controlling finanai&rest are accounted for under either the e
method or cost method of accounting, as appropriate

Use of Estimates

The preparation of consolidated financial statesiéntconformity with U.S. GAAP requires estimatasd aassumptions that affect
reported amounts and classifications of assets liabdities, revenue and expenses, and the reldisdlosures of contingent liabilities in -
condensed consolidated financial statements arahgmmying notes. Estimates are utilized for, butlinuted to, stockbased compensation, inco
taxes, valuation of acquired goodwill and intangilissets, investments, customer refunds, contididiilities and the useful lives of propel
equipment and software and intangible assets. Amsalts could differ materially from those estiesgm




GROUPON, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

2. BUSINESS COMBINATIONS

The Company acquired thréesinesses during the six months ended June 38, Ztese business combinations were accounteasfog
the acquisition method, and the results of eactha$e acquired businesses have been included icotidensed consolidated financial staten
beginning on the respective acquisition dates. fEirevalue of consideration transferred in businesmbinations is allocated to the tangible
intangible assets acquired and liabilities assuatdte acquisition date, with the remaining unalted amount recorded as goodwill. The alloca
of the purchase price for these acquisitions haentprepared on a preliminary basis, and changé#isose allocations may occur as additi
information becomes available. Acquired goodwilhnesents the premium the Company paid over thevédire of the net tangible and intang
assets acquired. The Company paid this premiuna fuumber of reasons, including acquiring an expeegd workforce. The goodwill is gener:
not deductible for tax purposes.

Liabilities for contingent consideration (i.e., Bauts) are measured at fair value each reportargg, with the acquisitiodtate fair valu
included as part of the consideration transfermdi subsequent changes in fair value recorded wéhmings as "Acquisitiorelated benefit, net
See Note 9 Fair Value Measurementsfor information about fair value measurementsaftingent consideration liabilities.

The primary purpose of the Company's theequisitions during the six months ended June @03 2vas to acquire an experienced workf
and to expand and advance product offerings. Theeggte acquisitiodate fair value of the consideration transferredtfiese acquisitions total
$1.5 million , which consisted of the following (ihousands):

Fair Value of Consideration Transferred Fair Value

Cash $ 1,47(C
Contingent consideration 30
Total $ 1,50C

The following table summarizes the allocation @& #ygregate purchase price of acquisitions fosithenonths ended June 30, 2013 (in
thousands):

Net working capital (including acquired cash ofsléisan $0.1 million) $ 38
Goodwill 1,241
Intangible assets?
Developed technology 171
Other intangible assets 5C
Total purchase price $ 1,50(
1) Acquired intangible assets have estimatedulitigés of between 1 andyears

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

3. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill is tested for impairment at the reportimgit level. Previously, the Company's faeporting units were North America, EME
Asia Pacific ("APAC") and Latin America ("LATAM")As discussed in Note 11Segment Informatiori the Company changed the compositio
its operating segments during the three monthsceddee 30, 2013 to separate its former Interndtisegment between EMEA and Rest of Wt
As a result of this change in operating segmehesClompany's former EMEA reporting unit has beesagljregated into fourew reporting units fc
goodwill impairment testing purposes: Southern EMBEM¥estern EMEA, Northern EMEA and Eastern/CentrisIHA. Goodwill from the forme
EMEA reporting unit was reallocated to the four nEMEA reporting units based on their relative fatues.

10




GROUPON, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)

(unaudited)

Due to the establishment of the fauew reporting units in the current period, the Camp performed an interim goodwill impairm
evaluation for those reporting units as of June281,3. For the Southern EMEA and Northern EMEA répg units, there was no impairmen
goodwill because the fair values of those reportinigs exceeded their carrying values. As of theeJ80, 2013 testing date, liabilities exceededts
for the Western EMEA and Eastern/Central EMEA répgrunits. For reporting units with a negative koalue (i.e., excess of liabilities o
assets), qualitative factors are evaluated to ohéter whether it is necessary to perform the sesbe of the goodwill impairment test. Based on
evaluation, which included consideration of thengigant growth of the businesses and improvemerheir operating performance since they \
acquired in May 2010, the Company determined thatikelihood of a goodwill impairment for the tweporting units with negative book values
not reach the more-likely-thamst threshold specified in U.S. GAAP. Accordingliye Company concluded that the goodwill relatinghi® Wester
EMEA and Eastern/Central EMEA reporting units wasimpaired as of June 30, 2013 and step two oftuelwill impairment test was not requi
to be performed. The Company also tested the foEMEA reporting unit for goodwill impairment immedely prior to the establishment of thoair
new reporting units and there was no impairmemgaafdwill because its fair value exceeded its cagyialue.

The following table summarizes the Company's gotidwtivity by segment for the six months endedel80, 2013 (in thousands):

North America International EMEA Rest of World Consolidated
Balance as of December 31, 2012 79,27¢ $ 127,40¢ $ — — 206,68
Goodwill related to acquisitions 1,241 — — 1,24
Other adjustment® 1,39¢ — — (1,24.
Reallocation to new segments — (224,77() 105,34 19,42 —
Balance as of June 30, 2013 81,91: $ $ 105,34 $ 19,42 $ 206,68
(1) Includes changes in foreign exchange rates forwdloahd purchase accounting adjustme

The following tables summarize the Company's oitfiangible assets (in thousands):

Asset Category
Subscriber relationships

Merchant relationships
Trade names

Developed technology
Other intangible assets

Total

Asset Category
Subscriber relationships

Merchant relationships
Trade names

Developed technology
Other intangible assets

Total

As of June 30, 2013

Gross Carrying Accumulated Net Carrying
Value Amortization Value
$ 41,60: $ 2522° $ 16,37¢
8,07t 7,117 95€
6,41¢ 6,12¢ 29¢
20,02« 15,21: 4,81
16,83: 6,087 10,74¢
$ 92,95. $ 59,76¢ $ 33,18¢
As of December 31, 2012
Gross Carrying Accumulated Net Carrying
Value Amortization Value
$ 42,07t $ 21,35t $ 20,71¢
8,187 6,87: 1,314
6,49( 5,90( 59C
20,00( 10,99 9,00¢
15,60: 4,63: 10,96¢
$ 92,35: $ 49,75¢ $ 42,59°

11




GROUPON, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

Amortization of intangible assets is computed ushmgstraight-line method over their estimated wisiéfes, which range from 1 toears
Amortization expense for these intangible assets $&2 million and $5.5 million for the three maon#nded June 30, 2013 and 2Q%&spectively
and $10.8 million and $10.0 million for the six ntlbs ended June 30, 2013 and 2012, respectivelpf Asne 30, 2013 the Company's estima
future amortization expense for these intangibsetssis as follows (in thousands):

Remaining amounts in 2013 $ 9,99¢
2014 13,61
2015 7,28:
2016 1,96¢
2017 32t
Thereafter —

$ 33,18¢

4. INVESTMENTS

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

Percent Ownership of Percent Ownership of
Common and Preferred Common and Preferred
June 30, 2013 Stock December 31, 201 Stock
Cost method investments:
Life Media Limited (F-tuan) $ 77,52: 1¢% $ 77,52: 19%
Other cost method investments 14,86¢ 6% to 17% 1,867 6% to 1%
Total cost method investments 92,38 79,38¢
Equity method investments 1,701 21% to 5C% 1,73¢ 21% to 50%
Total investments in equity interests $ 94,08¢ $ 81,12:
Available-for-sale debt security 3,23¢ 3,087
Total investments $ 97,32 $ 84,20¢

Cost Method Investments

In February 2013, the Company acquired a 10.3% oshife interest in a non-U.S.-based payment procef&s0$13.1 million. This
investment is accounted for using the cost metii@toounting because the Company does not havabiligy to exercise significant influence o
the operating and financial policies of the invest&ccordingly, the investment is adjusted onlydtrer-thartemporary declines in fair value, cert
distributions and additional investments.

In June 2012, Life Media Limited ("Rran"), an exempted company incorporated undetative of the Cayman Islands with operation
China, acquired the Company's 49.8% interest inoBxw@erce King Limited ("E-Commerce"). In exchange ifs interest in EEommerce and
additional $25.0 million of cash consideration, @@mpany received a 19.1% interest ituBn in the form of common and Series E preferhedes
The Company paid $5.0 millioof the cash consideration on June 25, 2012 andetimaining amount was paid on July 2, 2012. The Gony
recognized a non-operating gain of $56.0 millem a result of the transaction, which is includdthiw "Other (expense) income, net" on
consolidated statement of operations. The gairesgmts the excess of the fair value of the Compd®/1% investment in &n over the carryir
value of its E-Commerce investment as of the datéhe transaction and the $25.0 million of cashsideration. The investment in than i
accounted for using the cost method of accountagabse the Company does not have the ability tisresignificant influence over the opera
and financial policies of the investee. Accordindhe investment is adjusted only for other-thamporary declines in fair value, certain distribog
and additional investments.

12




GROUPON, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

Available-for-Sale Debt Security

In November 2012, the Company purchased a conledigbt security issued by a nonpublic entity f8r0$million and has classified t
security as available-for-sale. As of June 30, 20tt® amortized cost, gross unrealized gain aimdsédue of this security were $3.0 milliors0.z
million and $3.2 million , respectively. As of Denber 31, 2012 , the amortized cost, gross unrehtizén and fair value of this security wea.(
million , $0.1 million and $3.1 million , respectily. The contractual maturity date of the secustilovember 1, 2015.

Other-Than-Temporary Impairment

An unrealized loss exists when the current faiugadf an investment is less than its amortized basts. The Company conducts perii
reviews of all of its investments with unrealizegdes to evaluate whether those impairments agr-tithntemporary. This evaluation, which
performed at the individual investment level, cetsiof several qualitative and quantitative factaegarding the severity and duration of
unrealized loss, as well as the Company's intedtadnility to hold the investment for a period ahé that is sufficient to allow for an anticipa
recovery in value. Evidence considered in this @atidn includes the amount of the impairment, #mgth of time that the investment has t
impaired, the factors contributing to the impairmyethe financial condition and neterm prospects of the investee, recent operatieigds an
forecasted performance of the investee, marketitonsd in the geographic area or industry in whtble investee operates, and the Comp.
strategic plans for holding the investment in ielatto the period of time expected for an antici#glatecovery in value. Additionally, the Comp
considers whether it intends to sell the investnoenthether it is more likely than not that it wile required to sell the investment before recooé
its amortized cost basis. Investments with unredlipsses that are determined to be other-thanporary are written down to fair value with a i
to earnings. Unrealized losses that are determinede temporary in nature are not recorded for costhod investments and equity met
investments, while such losses are recorded, naxpfn accumulated other comprehensive incomevailable-for-sale securities.

The Company previously concluded that its cost wetihvestment in F-tuan was other-th@mporarily impaired as of December 31, 2
and the investment was written down to its faineabf $77.5 millionat that time. For purposes of measuring the fduevaf this investment as
June 30, 2013, the Company applied a discounted flms method, which is an income approach, andréselting value was corroborated k
market approach. The Company used a discount faBl% , compared to a discount rate of 30%ed in the December 31, 2012 fair vi
measurement, and the Company used the investaalscial projections for the remainder of the yeadieg December 31, 2013. However,
Company applied downward adjustments to the ine&sfanancial projections for future years in thed 30, 2013 fair value measurement base
our expectations for the investee's future performeaand related market conditions. The resultigvilue measurement of the investment itu&r
as of June 30, 2013 was $69.1 million , an $8.4anidecrease from the $77.5 million fair value sw&ment as of December 31, 2012.

The other-than-temporary impairment recorded atebdser 31, 2012 established a new cost basis fanttestment in Ruan. The facto
that the Company considered in evaluating whether $8.4 million unrealized loss as of June 30, 26&fstituted an other-thaemporar
impairment included the severity of the impairmérg., an unrealized loss equal to 10.8%the investment's amortized cost), the duratibthe
impairment of less than six months since the ctirest basis was established and the Companytst itcténold the investment for a sufficient pel
of time to allow for a recovery in fair value. Bdsen this assessment, which also considered otlaitative factors, the Company concluded tha
investment was not other-thaemporarily impaired as of June 30, 2013. Howevkithe operating performance of the investee detateé:
significantly in future periods or if the investebtains additional funding at a substantially loweluation, it may be necessary to recognize aaroth
than-temporary impairment charge in earnings dtttime.
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5. SUPPLEMENTAL CONSOLIDATED BALANCE SHEET AND STAT EMENT OF OPERATIONS INFORMATION

The following table summarizes the Company's ofbgpense) income, net for the three and six moatited June 30, 2013 and 201z
thousands):

Three Months Ended June 30, Six Months Ended June 30,

2013 2012 2013 2012
Interest income $ 441 % 82t $ 87C $ 1,40¢
Interest expense (207 — (15¢) —
Gain on E-Commerce transaction — 56,03: — 56,03:
Foreign exchange and other (5,90%) 507 (11,34) (3,610
Other (expense) income, net $ (5,565 $ 57,360 $ (10,629 $ 53,82¢

The following table summarizes the Company's pepapenses and other current assets as of JuB@B®and December 31, 2012 (in
thousands):

June 30, 2013 December 31, 2012
Current portion of unamortized tax effects on intenpany transactions $ 32,67C $ 37,58¢
Finished goods inventories 18,71 39,73
Prepaid expenses 21,94« 20,96:
Restricted cash 13,26: 16,507
VAT and other taxes receivable 15,35: 16,43¢
Prepaid marketing’ 19,05: —
Prepayments of inventory purchases and dther 6,501 19,34:
Total prepaid expenses and other current assets $ 127,49t § 150,57:
1) The Company previously remitted prepaymentarioonline travel company in connection with a tyear agreement to offer discounted airline tickeald. Thes

prepayments were recorded within "Prepayments weéritory purchases and other." In June 2013, thdepaentered into an amended agreement wherelt
Company's prepayments were applied as consider&dionertificates that can be used to obtain dist®wn the purchase of air travel through the entirave
company's website. The Company intends to peritidicsue these certificates to customers in cotioeavith its marketing activities. The cost of tbertificates i
recorded as "Prepaid marketing" as of June 30, , 20i8@marketing expense will be recognized in fiperiods as the certificates are issued to custome

The following table summarizes the Company's actaxpenses as of June 30, 2013 and December 3 (iGhousands):

June 30, 2013 December 31, 2012
Marketing $ 14,04: $ 11,237
Refunds reserve 43,85: 69,20¢
Payroll and benefits 59,77: 61,55
Subscriber credits 51,57: 58,97°
Professional fees 16,87: 16,93¢
Other 40,73¢ 29,00¢
Total accrued expenses $ 226,84t § 246,92
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The following table summarizes the Company's otleerent liabilities as of June 30, 2013 and Decertie 2012 (in thousands):

June 30, 2013 December 31, 2012
Income taxes payable $ 43,17 $ 33,881
VAT and sales tax payable 41,20¢ 55,72¢
Deferred revenue 31,61¢ 25,78(
Other 18,80" 21,25:
Total other current liabilities $ 134,80 $ 136,64

The following table summarizes the Company's otizer-current liabilities as of June 30, 2013 anddd&lger 31, 2012 (in thousands):

June 30, 2013 December 31, 2012
Long-term tax liabilities $ 79,18 $ 77,55
Deferred rent 8,99( 9,16:
Other 12,73 13,357
Total other non-current liabilities $ 100,90° § 100,07

The following table summarizes the components ofiawlated other comprehensive income as of Jun2(®(@® and December 31, 20012
thousands):

June 30, 2013 December 31, 2012
Foreign currency translation adjustments $ 24,63. $ 12,39:
Unrealized gain on available-for-sale debt secpunigt of tax 142 53
Accumulated other comprehensive income $ 24,77 $ 12,44¢

6. COMMITMENTS AND CONTINGENCIES

The Company's commitments as of June 30, 2d 8ot materially change from the amounts sehfortthe Company's 2012 Annual Re|
on Form 10-K.

Legal Matters

From time to time, the Company is party to varitegal proceedings incident to the operation obiisiness. For example, the Compar
currently involved in proceedings by stockholddosmer employees, intellectual property infringemesuits and suits by customers (individuall
as class actions) alleging, among other thingdatian of the Credit Card Accountability, Respoiili§pand Disclosure Act, and state laws goveri
gift cards, stored value cards and coupons. Addillg, the Company is subject to general custommnpiaints seeking monetary dama
particularly in its Rest of World segment. The doling is a brief description of the more signifitéegal proceedings.

On February 8, 2012, the Company issued a presaselannouncing its expected financial resultgtferfourth quarter of 2012. Aft
finalizing its yearend financial statements, the Company announcédasnh 30, 2012 revised financial results, as welhanaterial weakness in
internal control over financial reporting relateddeficiencies in its financial statement closecpss. The revisions resulted in a reduction totff
quarter 2011 revenue of $14.3 millioThe revisions also resulted in an increase totfioguarter operating expenses that reduced opgratcomi
by $30.0 million , net income by $22.6 million aedrnings per share by $0.04ollowing this announcement, the Company aneswf its currer
and former directors and officers were named asgsato the following outstanding securities armtkholder derivative lawsuits all arising out oé
same alleged events and facts.

15




GROUPON, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Continued)
(unaudited)

The Company is currently a defendant in a procepgiarsuant to which, on October 29, 2012, a codatdd amended class ac
complaint was filed against the Company, certaiitflirectors and officers, and the underwritéiet participated in the initial public offering tife
Company's Class A common stock. Originally filed April 2012, the case is currently pending beftire United States District Court for -
Northern District of lllinois:In re Groupon, Inc. Securities LitigatianThe complaint asserts claims pursuant to Sectidnand 15 of the Securit
Act of 1933 and Sections 10(b) and 20(a) of theuBies Exchange Act of 1934. Allegations in theasolidated amended complaint include tha
Company and its officers and directors made unstagements or omissions of material fact by issuiegcurate financial statements for the fi
quarter and the fiscal year ending December 311 20 by failing to disclose information about tbempany's financial controls in the registra
statement and prospectus for the Company's imptiélic offering of Class A common stock and in Bempany's subsequentiysued financi:
statements. The putative class action lawsuit se&k unspecified amount of monetary damages, resament for fees and costs incurre:
connection with the actions, including attorneggd, and various other forms of monetary andmonetary relief. The defendants filed a motic
dismiss the consolidated amended complaint on dari®da 2013. The motion to dismiss is fully briefedid the Company awaits the court's ruling.

In addition, federal and state purported stockhottiivative lawsuits have been filed against ¢ertd the Company's current and fort
directors and officers. The federal purported Idtotder derivative lawsuit was originally filed iApril 2012 and a consolidated stockho
derivative complaint, filed on July 30, 2012, isremtly pending in the United States District Cdartthe Northern District of lllinoistn re Groupol
Derivative Litigation. Plaintiffs assert claims for breach of fiduciayty and abuse of control. The state derivatiwesare currently pending bef
the Chancery Division of the Circuit Court of CoBGkunty, lllinois:Orrego v. Lefkofsky, et al.was filed on April 5, 2012; andim v. Lefkofsky,
al. , was filed on May 25, 2012. The state derivativenplaints generally allege that the defendantsdbed their fiduciary duties by purporte
mismanaging the Company's business by, among titimgss, failing to utilize proper accounting consrand, in the case of one of the state deriv
lawsuits, by engaging in alleged insider tradinghef Company's Class A common stock and misapm@iipgi information. In addition, one st
derivative case asserts a claim for unjust enriciim&he derivative lawsuits purport to seek toorgefrom the Company an unspecified amou
monetary damages allegedly sustained by the Compestjtution from defendants, reimbursement fesfand costs incurred in connection witr
actions, including attorneys' fees, and variougotorms of monetary and nonenetary relief. On June 20, 2012, the Companythedndividua
defendants filed a motion requesting that the cetay the federal derivative actions pending regmiuof the Federal Class Actions. On July
2012, the court granted defendants' motion in @artl stayed the Federal derivative actions pendisgparate resolution of upcoming motior
dismiss in the federal class actions. On June€Q52, the state plaintiffs filed a motion to condate the state derivative actions, which was gt
on July 2, 2012, and on July 5, 2012, the plafited a motion for appointment of co-lead pldistiand colead counsel, which was granted on
27, 2012. No consolidated complaint has been fitethe state derivative action. On September 1422€he court granted a motion filed by
parties requesting that the court stay the statealizve actions pending the federal court's resofuof anticipated motions to dismiss in the fed
class actions. On April 18, 2013, the court entenearder appointing a lead plaintiff and approvitsgselection of lead counsel and local counsk
the purported class.

On July 1, 2013, a putative class action captiongber v. Groupon Inc. pending in the United States District Cofant the Norther
District of lllinois was voluntarily dismissed witlit prejudice by the lead plaintiff. The putativass action was originally filed as two fed:
putative class action securities complaivi#eber v. Groupon, Inc., et filed on December 21, 2012) algrley v. Groupon, Inc. et al(filed or
January 22, 2013), consolidatedvésber v. Groupon, Inc., et alThe actions asserted claims pursuant to Secti6(ty) and 20(a) of the Securit
Exchange Act of 1934 and the allegations included the Company and its officers and directors madeue statements or omissions of mat
fact, including with respect to the Company's rexegrowth and revenue mix. The putative clasoadwsuit sought an unspecified amour
monetary damages, reimbursement for fees and oustsed in connection with the actions, includiaigorneys' fees, and various other form
monetary and non-monetary relief.

Two additional state stockholder detiivecomplaints were filed in January 2013, in @leancery Division of the Circuit of Court of Cc
County, Illinois:Charles v. Mason, et alvas filed on January 24, 2013, awwhlish v. Mason, et alvas filed on January 31, 2013. T@karlesanc
Walshcomplaints generally allege that the defendantadbred their fiduciary duties through a series afeshents about the Company's finar
health and business prospects beginning on Magd#, through November 2012 related to the Comparyenue and customer base, and al
claims for breach of fiduciary duty, waste of caigge assets, and unjust enrichment. Both complaie¢k to recoup an unspecified amour
monetary damages allegedly sustained by the Compestjtution from defendants, reimbursements éassfand costs incurred in connection witt
actions, including attorneys' fees, and variougotbrms of non-monetary relief. On March 19, 20th@ court ordered theharlesandWalsh
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actions to be consolidated. On May 13, 2013, thetcentered a stipulation and order granting piffisrequest to appoint lead counsel and lia
counsel, and to stay the cases pending the Coestdution of an anticipated motion to dismisdNeber v. Groupon, IncAs discussed above, 1
lead plaintiff inWebersubsequently voluntarily dismissed the case witlppejudice. Pursuant to the May 13, 2013 stipafatind order, the parti
conferred following dismissal &/eber, and the Company is awaiting a decision as to keraqilaintiff intends to proceed further.

The Company intends to defend all of the securéigs$ stockholder derivative lawsuits vigorously.

The Company was named as a defendant in a ser@assfactions that came to be consolidated isiagle case in the U.S. District Cc
for the Southern District of California. The colidated case is referred to ksre Groupon Marketing and Sales Practices Litigat. The Compan
denies liability, but the parties agreed to setikelitigation for $8.5 milliorbefore any determination had been made on the sr@riwvith respect
class certification. Because the case had beed dit a class action, the parties were requirgdodde proper notice and obtain court approvs
the settlement. During that process, certain imligls asserted various objections to the settleniem parties to the case opposed the objectiod
on December 14, 2012, the district court approtedsettiement over the various objections.

Subsequent to the entry of the order approvindesa¢int, certain of the objectors filed a noticeappeal, contesting the settlement
appealing the matter to the Ninth Circuit of th&sUCourt of Appeals, where the case remains pendiing Company believes that the settleme
valid and intends to oppose the appeal. Plairai$e maintain that the settlement is valid and &l opposing the appeal. The settlement, how
is not effective during the pendency of the app8dle Company does not know when the appeal witleselved. Depending on the outcome o
appeal, it is possible that the settlement willrejected, or that there will be further proceedimgshe appellate court or district court, or thiad
settlement will be enforced at that time withoutffier objections or proceedings.

In addition, third parties have from time to tinlaimed, and others may claim in the future, that@ompany has infringed their intellect
property rights. The Company is subject to intéllat property disputes, and expects that it wilr@asingly be subject to intellectual prop
infringement claims as its services expand in samke complexity. The Company has in the past bessed to litigate such claims, and sever:
these claims are currently pending. The Company aisy become more vulnerable to third party claamdaws such as the Digital Millennii
Copyright Act are interpreted by the courts, anthasCompany becomes subject to laws in jurisdistiwhere the underlying laws with respect tc
potential liability of online intermediaries aretter unclear or less favorable. The Company bedighat additional lawsuits alleging that it
violated patent, copyright or trademark laws w#l tiled against it. Intellectual property claimshether meritorious or not, are time consuming
costly to resolve, could require expensive charigeghe Company's methods of doing business, ordcoedjuire it to enter into costly royalty
licensing agreements.

The Company is also subject to, or in the future td@come subject to, a variety of regulatory inigsiracross the jurisdictions where
Company conducts its business, including, for examponsumer protection, marketing practices, tad arivacy rules and regulations. #
regulatory actions against the Company, whetheitomigus or not, could be time consuming, resultastly litigation, damage awards, injunc
relief or increased costs of doing business thradjerse judgment or settlement, require the Cognpaichange its business practices in expe
ways, require significant amounts of managemeng tirasult in the diversion of significant operatibnesources or otherwise harm the Compi
business.

The Company establishes an accrued liability fes lcontingencies related to legal and regulatoryersawhen the loss is both probable
estimable. In such cases, there may be an exptsioss in excess of the amounts accrued. Becdube inherent uncertainty related to the ma
described above, including the early stage and tdcépecific damage claims in many of them, we @mable to estimate a range of reasor
possible losses in excess of the amounts accrlieshyi Although the future results of litigationdalaims cannot be determined, based ol
information currently available the Company belgeeat the final outcome of these matters will hate a material adverse effect on its busii
consolidated financial position, results of openasi, or cash flows. The Company's accrued liadgdifior loss contingencies related to legal
regulatory matters may change in the future dueetw developments or changes in strategy in handliege matters. Regardless of the outc
litigation can have an adverse impact on the Compacause of defense and settlement costs, dimes§imanagement resources and other factors.
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Indemnifications

In the normal course of business to facilitate seamions related to its operations, the Compangnmdfies certain parties, including less
and merchants, with respect to various matters. Chmpany has agreed to hold certain parties hasndgainst losses arising from a breac
representations or covenants, or other claims ragdast those parties. These agreements may himitirne within which an indemnification cla
can be made and the amount of the claim. The Conaalso subject to increased exposure to var@asns as a result of its acquisitic
particularly in cases where the Company is enterntg new businesses in connection with such adéprns. The Company may also become r
vulnerable to claims as it expands the range aofesof its services and is subject to laws in glicisons where the underlying laws with resper
potential liability are either unclear or less fealole. In addition, the Company has entered intemmnification agreements with its officers
directors, and the Company's bylaws contain sinmildemnification obligations to agents.

It is not possible to determine the maximum po&rdimount under these indemnification agreemenéstduhe limited history of prit
indemnification claims and the unigue facts anduwinstances involved in each particular agreemdntokically, the payments that the Company
made under these agreements have not had a matgy&dt on the operating results, financial positior cash flows of the Company.

7. STOCKHOLDERS' EQUITY AND STOCK-BASED COMPENSATIO N

Common Stock

The Company's Board of Directors ("Board") has arifled threeclasses of common stock: Class A common stock,s@asommon stoc
and common stock. No shares of common stock wilsbaed or outstanding until November 5, 2016, ittwvtime all outstanding shares of Clas
common stock and Class B common stock will autoradii convert into shares of common stock. In addijtthe Board has authorized share
undesignated preferred stock, the rights, prefe®aad privileges of which may be designated fiiame to time by the Board.

Groupon, Inc. Stock Plans

The Groupon, Inc. Stock Plans (the "Plans") areiadtered by the Compensation Committee of the 8oahich determines the numbe
awards to be issued, the corresponding vestingdséhand the exercise price for options. As of 3Me2013 , 7,044,358hares were available
future issuance under the Plans.

The Company recognized stock-based compensaticensgpof $32.4 million and $27.1 millidor the three months ended June 30, !
and 2012, respectively, and $62.4 million and $56illion for the six months ended June 30, 2013 and 20%pentively, related to stock awa
issued under the Plans, acquisition-related awandssubsidiary awards. The Company also capitatiZetl million and $1.2 million of stockase!
compensation for the three months ended June 3@ &6d 2012 , respectively, and $4.7 million anc$8illion for the six months ended June
2013 and 2012, respectively, in connection witkrinally-developed software.

Employee Stock Purchase Plan
The Company is authorized to grant up to 10 milltrares of common stock under the ESPP. For thensinths ended June 30, 2C

271,402 shares of common stock were issued unddESPP. Nshares of common stock were issued under the E&RRef six months ended Jt
30, 2012.
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Stock Options

The table below summarizes the stock option agtilitring the six months ended June 30, 2013:

Weighted-
Average Exercise Aggregate Intrinsic Value
Options Price (in thousands)®

Outstanding at December 31, 2012 7,71342 % 1.0¢ $ 29,06:
Exercised (1,884,54) $ 1.01
Forfeited (203,259 $ 1.07
Expired (11,109 $ 2.08

Outstanding at June 30, 2013 561451 $ 111 $ 41,75¢

Exercisable at June 30, 2013 4,320,38 g 0.9C $ 33,06:

(1) The aggregate intrinsic value of options outstagp@ind exercisable represents the total pretaxnsitrivalue (the difference between the fair valtithe Company
stock on the last day of each period and the esenuiice, multiplied by the number of options whire exercise price exceeds the fair value) thatldvbave bee
received by the option holders had all option hrddexercised their options as of June 30, 2013swedmber 31, 2012 , respectively.

Restricted Stock Units

The table below summarizes activity regarding utecsestricted stock units under the Plans dutiegstx months ended June 30, 2013:

Weighted- Average Grant Date

Restricted Stock Units Fair Value (per share)
Unvested at December 31, 2012 29,699,34 $ 9.31
Granted 26,871,714 % 6.1z
Vested (7,057,42) $ 9.04
Forfeited (4,650,35) $ 9.2C
Unvested at June 30, 2013 44,863,31 g 7.4¢

Restricted Stock Awards

The Company has granted restricted stock awardsrimection with prior period business combinatidbsmpensation expense on tr
awards is recognized on a straight-line basis theerequisite service period.

The table below summarizes activity regarding uteasestricted stock during the six months endee B0, 2013:

Weighted- Average Grant Date

Restricted Stock Fair Value (per share)
Unvested at December 31, 2012 577,04¢ $ 10.31
Vested (333,489 $ 8.2%
Unvested at June 30, 2013 243,56: g 13.1¢
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8. (LOSS) EARNINGS PER SHARE OF CLASS A AND CLASS BCOMMON STOCK

The Company computes (loss) earnings per sharéasé @ and Class B common stock using the tlass method. Basic (loss) earnings
share is computed using the weightedrage number of common shares outstanding dtivengeriod. Diluted (loss) earnings per share immpmaec
using the weightedverage number of common shares and the effeadtehpally dilutive equity awards outstanding dugrithe period. Potential
dilutive securities consist of stock options, riestid stock units, unvested restricted stock awardsESPP shares. The dilutive effect of thesety
awards are reflected in diluted (loss) earningsshare by application of the treasury stock metide: computation of the diluted (loss) earnings
share of Class A common stock assumes the conues$i€lass B common stock, while the diluted (losajnings per share of Class B comi
stock does not assume the conversion of thoseshare

The rights, including the liquidation and dividerights, of the holders of Class A and Class B comrmatwck are identical, except w
respect to voting. As a result, the undistributathings for each period are allocated based omrdhtractual participation rights of the Class A
Class B common shares as if the earnings for thedgéad been distributed. As the liquidation amddénd rights are identical, the undistribt
earnings are allocated on a proportionate basishém as the Company assumes the conversion e @aommon stock in the computation of
diluted (loss) earnings per share of Class A comatock, the undistributed earnings are equal tenmoetme for that computation.
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The following tables set forth the computation abiz and diluted (loss) earnings per share of (Aaasd Class B common stock for
three and six months ended June 30, 2013 and 201(sands, except share amounts and per shawenésiht

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
Class A Class B Class A Class B Class A Class B Class A Cle
Basic (loss) earnings per share:
Numerator
Allocation of net (loss) income  $ (5,530 $ 21) % 3342t  $ 124  $ (8,767 $ B2 % 29,84 %

Less: Allocation of adjustment ¢
redeemable noncontrolling
interests to redemption value — — 3,92¢ il — — 11,12¢

Less: Allocation of net income
attributable to noncontrolling
interests 2,01¢ 7 1,21t 5 2,762 10 2,09:

Allocation of net (loss) income

attributable to common

stockholders $ (7,54¢) $ 28) $ 28,28: $ 104 $ (11,529 $ 42 $ 16,63( $
Denominator

Weighted-average common
shares outstanding 659,961,46 2,399,971 644,749,56 2,399,97 658,180,95 2,399,971 642,673,60 2,

Basic (loss) earnings per share $ 0.0y $ (0.0) $ 0.04 $ 0.0¢ $ 0.0 $ 0.0 $ 0.0: $

Diluted (loss) earnings per share:

Numerator

Allocation of net (loss) income
attributable to common
stockholders $ (7,54¢) % 28 $ 28,28: % 104 $ (11,529 $ 42 $ 16,63( $

Reallocation of net income

attributable to common

stockholders as a result of

conversion of Class B — — 104 — — — 61

Allocation of net (loss) income
attributable to common
stockholders $ (7,54¢) $ 28) $ 28,38¢ $ 104 $ (11,529 $ 42 $ 16,69 $

Denominator

Weighted-average common
shares outstanding used in basic

computation 659,961,46 2,399,971 644,749,56 2,399,97 658,180,95 2,399,97 642,673,60 2,

Conversion of Class B — — 2,399,971 — — — 2,399,97

Employee stock optior8 — — 11,794,67 — — — 12,971,50

Restricted shares and RSUs = = 4,178,49: — — — 5,185,47

Weighted-average diluted shares

outstanding” 659,961,46 2,399,971 663,122,70 2,399,97 658,180,95 2,399,971 663,230,55 2,
Diluted (loss) earnings per share  $ 0.0) $ 0.0 $ 0.04 $ 0.0 $ 0.02 $ 0.09 $ 0.0z $

1) Conversion of Class B shares into Class A shardsoatstanding equity awards have not been refleicteéte diluted loss per share calculation for tiee and si
months ended June 30, 2013 because the effect Wwewddtidilutive.
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The following outstanding equity awards are notuded in the diluted (loss) earnings per shareutaiion above because they would
had an antidilutive effect:

Three Months Ended June 30, Six Months Ended June 30,

2013 2012 2013 2012
Stock options 6,268,70: 81¢€ 6,851,76! 81¢€
Restricted stock units 42.601,42 7,909,05! 37,075,54 2,499,13!
Restricted stock 302,71! — 427,50t —
ESPP shares 550,16! — 559,17( —
Total 49,723,01 7,909,87. 44,913,99 2,499,94i

9. FAIR VALUE MEASUREMENTS

Fair value is defined under U.S. GAAP as the ptleat would be received to sell an asset or paittansfer a liability in an order
transaction between market participants at the mmeasent date. As such, fair value is a mabieeted measurement that should be determined
on assumptions that market participants would mg®icing an asset or a liability.

To increase the comparability of fair value measutbe following hierarchy prioritizes the inputs valuation methodologies usec
measure fair value:

Level 1-Observable inputs that reflect quoted wigenadjusted) for identical assets or liabiliiiesctive markets.
Level 2-Include other inputs that are directly miirectly observable in the marketplace.

Level 3Valuations derived from valuation techniques in ebhone or more significant inputs or significantueadrivers are unobserval
These fair value measurements require signifiazdgrent.

In determining fair value, the Company uses varivakiation approaches within the fair value meanemt framework. The valuati

methodologies used for the Company's assets apitltiess measured at fair value and their clasatiwn in the valuation hierarchy are summar
below:

Cash equivalents Cash equivalents primarily consist of AAAted money market funds with overnight liquiditydano stated maturitie
The Company classified cash equivalents as Lewelelto the shorierm nature of these instruments and measuredathedlue based ¢
quoted prices in active markets for identical asset

Available-for-sale debt securityThe Company has an investment in a convertible sietirity issued by a nonpublic entity. This aJaéa
for-sale debt security is measured at fair value eapbrting period, with unrealized gains and losssonmded in other comprehens
income. The Company measures its fair value usinim@me approach that incorporates probabilisighted outcomes. The Company
classified this investment as Level 3 due to thek laf observable market data over fair value inpsiish as the fair value of
nonmarketable equity shares underlying the conwersption. Increases in the estimated fair valuehef nonmarketable equity she
underlying the conversion option contribute to @ases in the fair value of the available-4afte debt security and decreases in the estil
fair value of the underlying shares contribute ¢ézréases in its fair value. Additionally, increaseshe assessed likelihood of a defaul
the convertible debt issuer contribute to decreasebe fair value of the available-feale debt security and decreases in the as:
likelihood of a default contribute to increasesténfair value.

Contingent consideration The Company has contingent obligations to transésh payments and equity shares to the former rewn
conjunction with certain acquisitions if specifiederational objectives and financial results ar¢ aver future reporting periods. Liabiliti
for contingent consideration (i.e., earn-outs) raeasured at fair value each reporting period, thiéhacquisitiordate fair value included
part of the consideration transferred and subseaieamges in fair value recorded in earnings asiaitipn-related benefit, net.

The Company uses an income approach to value gemtirconsideration liabilities, which is determir@sed on the
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present value of probability-weighted future caskwg using internal model$-or contingent consideration to be settled in datde numbe
of shares of common stock, the Company used th¢ macsnt Groupon stock price as reported on the DG to determine the fair val
of the shares potentially issuable as of June 8032and December 31, 2012The Company has generally classified the contit
consideration liabilities as Level 3 due to thekla€ relevant observable market data over fair gahputs such as probabilityeighting fo
payment outcomes. Increases in the assessed didlibf a higher payout under a contingent consiierearrangement contribute
increases in the fair value of the related liapiliConversely, decreases in the assessed likelibb@d higher payout under a conting
consideration arrangement contribute to decreaséifair value of the related liability. Changesassumptions could have an impac
the payout of contingent consideration arrangemeittsa maximum payout of $14.8 million cash antl Gillion shares of the Compan
common stock as of June 30, 2013 .

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

Fair Value Measurement at Reporting Date Using

Quoted Prices in Active Significant Other Significant
Markets for Observable Unobservable
As of June 30, Identical Assets Inputs Inputs
Description 2013 (Level 1) (Level 2) (Level 3)
Assets:
Cash equivalents $ 585,46¢ $ 585,46¢ $ — 3 —
Available-for-sale debt security $ 3,23 $ — % — % 3,23¢
Liabilities:
Contingent consideration $ 6,85 $ — 3 — 3 6,854
Fair Value Measurement at Reporting Date Using
Quoted Prices in Active Significant Other Significant
Markets for Observable Unobservable
As of December Identical Assets Inputs Inputs
Description 31, 2012 (Level 1) (Level 2) (Level 3)
Assets:
Cash equivalents $ 585,39. $ 585,39. $ — 3 —
Available-for-sale debt security $ 3,087 $ — % — % 3,087
Liabilities:
Contingent consideration $ 7601 $ — % — % 7,601
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The following table provides a rolbrward of the fair value of recurring Level 3 faialue measurements for the three and six montthsc
June 30, 2013 and 2012 (in thousands):

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
Assets
Available-for-Sale Debt Security:
Beginning Balance $ 3,341 $ —  $ 3,081 $ =
Total (losses) gains included in other comprehensicome (10¢) — 14¢€ —
Ending Balance $ 323 % — 3 3,23: % —
Unrealized losses (gains) still héld $ 106 $ —  $ (146) $ —
Liabilities
Contingent Consideration:
Beginning Balance $ 7,69¢ $ 7,031 $ 7,601 $ 11,23(
Issuance of contingent consideration in connectih
acquisitions — — 30 —
Total gains included in earnings (815) (950) (747) (899)
Settlements of contingent consideration liabilities (30 — (30 (4,250
Ending Balance $ 6,85 $ 6,081 $ 6,85¢ $ 6,081
Unrealized gains still held $ (819 $ (950 $ (747 $ (950)
1) Represents the unrealized (losses) gains recondearnings or other comprehensive income duringén®d for assets and liabilities classified agdled that are sti
held (or outstanding) at the end of the period.
2) Changes in the fair value of contingent coesition liabilities are classified as "Acquisitioglated benefit, net" on the condensed consolidatattments

operations.
Assets and Liabilities Measured at Fair Value on &onrecurring Basis
Certain assets and liabilities are measured avédire on a nonrecurring basis, including assetsdte written down to fair value as a re

of an impairment. The Company did not record angrecurring fair value measurements after initimognition during the three and six mor
ended June 30, 2013 and 2012.
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Estimated Fair Value of Financial Assets and Liabities Not Measured at Fair Value

The following table presents the carrying amoumid fir values of financial instruments that ar¢ carried at fair value in the conden
consolidated financial statements (in thousands):

As of June 30, 2013 As of December 31, 2012
Carrying Amount Fair Value Carrying Amount Fair Value
Cost method investments:
)
Life Media Limited (F-tuan) $ 77,52 $ 69,14¢ $ 77,52: ¢ $ 77,52
Other cost method investments $ 14,86¢ $ 15,25. $ 1,86 $ 2,26(

(1) The Company's cost method investment in F-tuas determined to be other-than-temporarily ingghsind was written down to its fair value of $7m#lion as of Decemb:
31, 2012.

See Note 4 'Investments for further information regarding the Companyauation methodology for its investment inté&n. The fa
values of the Company's other cost method invedsnemrre determined using the market approach oint@me approach, depending on
availability of fair value inputs such as financgojections for the investees and market multiftescomparable companies. The Company
classified the fair value measurements of its costhod investments as Level 3 measurements witlgirfetir value hierarchy because they inv
significant unobservable inputs.

The Company's other financial instruments not edreit fair value consist primarily of short termtifieates of deposit, accounts receiva
restricted cash, accounts payable, accrued merelmahsupplier payables and accrued expenses. Thangavalues of these assets and liabil
approximate their respective fair values as of Bhe2013 and December 31, 2012 due to their $bort nature.

10. INCOME TAXES

The Company's tax provision for interim perioddétermined using an estimate of its annual effedt rate, adjusted for discrete items.

For the three months ended June 30, 2013 , the @wymecorded income tax expense of $27.4 milliop@tax income of $21.8 million
for an effective tax rate of 125.4% . For the thmeenths ended June 30, 2012 , the Company recardeche tax expense of $66.9 million on pag-
income of $100.4 million , for an effective taxeatf 66.6% .

For the six months ended June 30, 2013, the Comgayded income tax expense of $46.7 million artax income of $37.9 milliopfor
an effective tax rate of 123.2% . For the six merghded June 30, 2012, the Company recorded intammexpense of $101.4 million on phae¢
income of $131.4 million , for an effective taxeatf 77.2% .

The Company's U.S. statutory rate is 35%he most significant factors impacting the effiexttax rate for the three and six months el
June 30, 2013 and 2012 were losses in jurisdictibasthe Company is not able to benefit due toetmainty as to the realization of those los
amortization of the tax effects of intercompanyesabf intellectual property and nondeductible stbaked compensation expense. The effectiv
rates for the three and six months ended June(@ @ere also negatively impacted by the tax edfetthe gain on the Eemmerce transaction,
described in Note 4nvestments."

As of June 30, 2013, the unamortized tax effeciatefcompany transactions of $31.0 million and.$3hillion are included withinPrepai
expenses and other current assets” and “Other noertt assets,fespectively, on the condensed consolidated balaheet. As of December .
2012, unamortized tax effects of intercompany watisns of $37.6 million and $46.3 million are indéd within ‘Prepaid expenses and other cui
assets” and “Other non-current asset&Spectively, on the condensed consolidated balaheet. As of June 30, 2013, the estimated f
amortization of the tax effects of intercompanyngactions to income tax expense is $17.2 milliartlie remainder of 2013, $26.5 millidor 201«
and $18.9 milliorfor 2015. These amounts exclude the benefits,yif fom tax deductions in other jurisdictions thia¢ tCompany may be entitled tc
a result of the related intercompany transactions.
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11. SEGMENT INFORMATION

The Company previously organized its operations imo principal segments: North America, which represehts United States a
Canada, and Internationabhich represented the rest of the Company's glopatations. On February 28, 2013, the CompanyledpICEO wa
terminated by the Board of Directors and a newdeffof the Chief Executive was established to séreefunctions of the CEO. The Office of
Chief Executive was comprised of two members of Board of Directors, Eric Lefkofsky and Ted Leonsigho collectively functioned as t
Company's chief operating decisioraker ("CODM"). Beginning in June 2013, the finaldnformation reported to the CODM, which is use
making resource allocation decisions and assesgiamting performance, separated the Company'sfdmternational segment between EMEA
Rest of World. As a result of this change in theaficial information reported to the CODM, the Compéas updated its segment disclosurt
separately report thremegments: North America, EMEA and Rest of WorldoPperiod segment information has been retrospelgtiadjusted t
reflect this change.

In August 2013, the Board of Directors appointed Mafkofsky as CEO. Mr. Lefkofsky was previouslyreember of the Office of the Ch
Executive and will continue to be the Company's GOD
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Revenue for each segment is based on the geograparket where the sales are completed. Revenuepiadfitl or loss information k
reportable segment reconciled to consolidated lees) income for the three and six months ende@ Bl 2013 and 2012 were as follows

thousands):

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
North America
Revenug? $ 377,18. $ 260,18. $ 716,73t $ 498,74t
Segment cost of revenue and operating expéfises 328,67: 216,75: 626,86: 415,14
Segment operating incorfte 48,50¢ 43,42¢ 89,87 83,60:
EMEA
Revenue 159,96: 211,55! 343,76( 441,91:
Segment cost of revenue and operating expéfises 135,25 179,76: 284,87t 373,78¢
Segment operating incorfie 24,70¢ 31,79 58,88 68,12:
Rest of World
Revenue 71,60: 96,59¢ 149,65: 186,96:
Segment cost of revenue and operating expeéfises 85,77¢ 99,88¢ 188,21! 199,16(
Segment operating lo€s (14,179 (3,28¢) (38,56:) (12,199
Consolidated
Revenue 608,74 568,33! 1,210,14 1,127,61
Segment cost of revenue and operating expéfises 549,70: 496,40: 1,099,95. 988,09:
Segment operating incornfié 59,04 71,93¢ 110,19¢ 139,52:
Stock-based compensation 32,44¢ 27,08¢ 62,35 55,081
Acquisition-related benefit, net (81%) (1,635 (747) (1,687
Loss on equity method investments 14 3,42¢ 33 8,55¢
Other expense (income), net 5,56¢ (57,367 10,62¢ (53,829
Income before provision for income taxes 21,83: 100,42 37,92¢ 131,39¢
Provision for income taxes 27,38¢ 66,87¢ 46,72: 101,441
Net (loss) income $ (5,550 $ 33,54¢ $ (8,799 $ 29,95¢

()

@

North America contains revenue from the United &taif$363.8 million and $243.1 million for the three ntlwm ended June 30, 2013 and 2Q18spectively, ar
$690.6 million and $468.3 million for the six moatanded June 30, 2013 and 2012, respectively.

Segment cost of revenue and operating expemsgssegment operating income (loss) exclude dbasked compensation and acquisitielated benefit, net. Tt
presentation corresponds to the measure of segm@fittor loss that the Company's chief operatiegision maker uses in assessing segment perfornaaacmakin
resource allocation decisions. For the three moatfged June 30, 2013 and 2012 , stock-based coatfEnexpense was approximately $25.6 million §i6.¢
million , respectively, for the North America segmeapproximately $3.3 million and $3.4 million espectively, for the EMEA segment and approximagsye
million and $6.8 million , respectively, for the &eof World segment. For the three months ende@ B 2013 and 2012, acquisiticelated benefit, net w
approximately $0.5 million and $0.9 million , restieely, for the North America segment and apprcadiety $0.3 million and $0.7 millionrespectively, for the EME
segment. For the six months ended June 30, 2012Gk®] stock-based compensation expense was ap@atty $48.4 million and $35.1 milliorrespectively, for th
North America segment, approximate$6.5 million and $6.6 million , respectively, fdnet EMEA segment and approximately $7.5 million &1®.4 million,
respectively, for the Rest of World segment. Fer$bx months ended June 30, 2013 and 2012, adqoisélated benefit, net was approximately $0.4ianland$1.1
million , respectively, for the North America segmend approximately $0.4 million and $0.6 milliprespectively, for the EMEA segment. Acquisitiaatec
benefit, net for the North America segment inclugams and losses relating to contingent consiteratbligations incurred by U.S. legal entitiesatelg to purchas:
of businesses that became part of the EMEA and &&¥orld segments, which is consistent with theilaition used for internal reporting purposes.
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The following table summarizes the Company's tasakts by reportable segment as of June 30, 2@lBegember 31, 201(h thousands!

June 30, 2013 December 31, 2012
North America® $ 1,213,66: $ 1,177,31
EMEA 598,41( 649,97¢
Rest of World 164,59! 204,18:
Consolidated total assets $ 1,976,66. $ 2,031,47.

(1) North America contains assets from the United Staf$1,120.2 million and $1,112.6 million at June 3012 and December 31, 201Bspectively. There were
other individual countries located outside of theteld States that represented more than 10% obtidated total assets as of June 30, 2013 or DeeeB1h 2012 .

Category Information

The Company offers goods and services through thriegary categories: Local Deals ("Local"), GroupBoods ("Goods") and Group

Getaways ("Travel"). The following table summarizhe Company's third party and other and direcemere by category for its threeportabls
segments for the three months ended June 30, 2@130.2 (in thousands):

North America EMEA Rest of World Consolidated
Three Months Ended June 3C Three Months Ended June 3C Three Months Ended June 3C Three Months Ended June 3C
2013 2012 2013 2012 2013 2012 2013 2012
Local ®:
Third party $ 174117 $ 184,18 $ 109,48. $ 134,060 $ 43327  $ 59,79: $ 326,92 $ 378,05
Direct 698 28¢ — — — — 693 28¢
Total revenue 174,81( 184,47 109,48: 134,06¢ 43,32 59,79: 327,61 378,33t
Goods:
Third party 4,651 10,38 32,93¢ 46,09: 14,98t 21,77: 52,57: 78,25
Direct 181,37 52,77¢ 2,181 10,58¢ 5,62¢ 1,69¢ 189,18: 65,06:
Total revenue 186,02¢ 63,16 35,11¢ 56,68: 20,61( 23,47 241,75 143,31:
Travel and other:
Third party and other 16,34« 12,54 15,36: 20,80t 7,67C 13,33¢ 39,37¢ 46,68«
Direct = = = = = = = =
Total revenue 16,34+ 12,54 15,36: 20,80 7,67(C 13,33¢ 39,37¢ 46,68¢
Total revenue $ 37718 $ 260,18 $ 159,96 $ 21155 $ 71,600 $ 96,59¢ $ 608,74 $ 568,33

(1) Includes revenue from deals with local merdbainom deals with national merchants, and throleghl events (i.e GrouponLivedeals)
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The following table summarizes the Company's tpiady and other and direct revenue by categoryt$athreereportable segments for
six months ended June 30, 2013 and 2012 (in thols¥an

North America EMEA Rest of World Consolidated
Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012 2013 2012 2013 2012
Local ®:
Third party $ 34571 $ 37531 $ 220,19t $ 289,60: $ 88,40¢ $ 117,42t $ 65431 $ 782,34
Direct 698 5,581 — — — — 69¢ 5,581
Total revenue 346,40! 380,90 220,19¢ 289,60: 88,40¢ 117,42¢ 655,00 787,93:
Goods:
Third party 7,79 35,32 78,81 87,67¢ 33,04; 40,55¢ 119,65! 163,55
Direct 329,44 55,05¢ 9,63: 17,49¢ 12,40:¢ 2,191 351,47 74,74(
Total revenue 337,23 90,38¢ 88,44! 105,16¢ 45,45( 42,74, 471,13: 238,29
Travel and other:
Third party and other 33,09¢ 27,45¢ 35,11¢ 42,89 15,79t 26,78¢ 84,01( 97,13°
Direct = = = 4,25: — — — 4,25
Total revenue 33,09¢ 27,45¢ 35,11¢ 47,14« 15,79 26,78¢ 84,01( 101,39(
Total revenue $ 71673« $ 498,74 $ 343,760 $ 44191 $ 14965 $ 186,96, $ 1,210,14 $ 1,127,61

(1) Includes revenue from deals with local merdbaiiom deals with national merchants, and throoghl events (i.e GrouponLivedeals)
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The following table summarizes the Company's gpoefit by category for its threeeportable segments for the three months ended3
2013 and 2012 (in thousands):

North America EMEA Rest of World Consolidated
Three Months Ended June 3C Three Months Ended June 3C Three Months Ended June 3C Three Months Ended June 3(
2013 2012 2013 2012 2013 2012 2013 2012
Local ®:
Third party $ 154,29¢ $ 148,47 $ 98,58: $ 122,40. $ 3536, $ 47,29¢ ¢ 288,24 $ 318,17¢
Direct 57 54 = = = = 57 54
Total gross profit 154,35¢ 148,53: 98,58! 122,40: 35,36 47,29¢ 288,30( 318,23:
Goods:
Third party 4,12¢ 8,37:¢ 28,23! 42,08( 9,41¢ 17,32t 41,77¢ 67,77¢
Direct 22,84¢ 6,84¢ (1,125 (5) (450 30C 21,27 7,144
Total gross profit 26,977 15,22 27,10¢ 42,07¢ 8,96¢ 17,62¢ 63,05: 74,92:
Travel and other:
Third party and other 13,25: 10,11: 13,84( 18,99t 6,25( 10,89( 33,34 39,997
Direct = = = = = = = =
Total gross profit 13,25: 10,11: 13,84( 18,99t 6,25( 10,89( 33,34 39,997
Total gross profit $ 19458 $ 17386 $ 139,53 $ 18347 $ 50577 $  7581L $ 384,69 $ 43315

(1) Includes gross profit from deals with localrofeants, from deals with national merchants, anolidph local events (i.eGrouponLivedeals)
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The following table summarizes the Company's gséit by category for its threeeportable segments for the six months ended JQ)
2013 and 2012 (in thousands):

North America EMEA Rest of World Consolidated
Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012 2013 2012 2013 2012
Local ®:
Third party $ 29997 ¢ 287,82 $ 19510t $ 262,827 $ 7452 % 92,41¢ $ 569,60t $ 643,06¢
Direct 57 69C — — — — 57 69C
Total gross profit 300,03« 288,51! 195,10¢ 262,82 74,52¢ 92,41¢ 569,66 643,75!
Goods:
Third party 6,79¢ 26,557 68,22¢ 79,62: 15,977 32,32¢ 91,00¢ 138,50!
Direct 32,63t 7,12 (1,14¢) 974 (299) 24¢ 31,19( 8,34(
Total gross profit 39,43¢ 33,68( 67,08: 80,59¢ 15,67¢ 32,56¢ 122,19: 146,84!
Travel and other:
Third party and other 27,47t 20,98¢ 31,06 38,93¢ 13,30¢ 21,88: 71,84 81,80
Direct — = = 52¢ — — — 52¢
Total gross profit 27,47 20,98¢ 31,06¢ 39,46¢ 13,30¢ 21,88: 71,84° 82,33
Total gross profit $ 36694 $ 34318 $ 29325 $ 382,88 $ 10350¢ $ 14686 $ 763,70 $ 872,93

(1) Includes gross profit from deals with localnsfeants, from deals with national merchants, anoluph local events (i.eGrouponLivedeals)

12. RELATED PARTIES
Marketing Services

During 2011, the Company engaged InnerWorkings, (HonerWorkings") to provide marketing servic&sic Lefkofsky, the Company
Executive Chairman and a member of the Office ef @hief Executive until being named CEO in Augu8l2, is a significant stockholder ¢
former director of InnerwWorkings. The Company ratdagd less than $0.1 million and $0.5 milliohexpense for the three months ended Jun
2013 and 2012, respectively, and less than $0Jioménd $0.7 milliorof expense under its agreement with InnerWorkimggHe six months end
June 30, 2013 and 2012, respectively.

Logistics Services

In connection with the Company's expansion of Goaffisrings during 2012, the Company entered inteaasportation and supply ch
management agreement with Echo Global Logistias, (fEcho"). Eric Lefkofsky and two of the Compangther directors, Peter Barris and Bra
Keywell, either are currently or were previouslyeditors of Echo and have direct and/or indirect enship interests in Echo. Pursuant to
agreement, Echo provided services either relatehtoer rate negotiation and management, shippifgin and destination coordination, invent
facility set-up and management and supply chairt analysis. Echo received payments of approximab@ly million for its services under t
agreement for both the three and six months ended 30, 2012, respectively, which were expensethéyCompany through "Cost of revenue'
the condensed consolidated statements of operafibesCompany terminated its arrangement with Etivong 2012.
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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 firahcondition and results of operations should ad together with our conden:
consolidated financial statements and related natekided under Part I, Item 1 of this Quarterlyd®et on Form 10Q. This discussion contai
forward-looking statements about our business and operaitiGnir actual results may differ materially fronosie we currently anticipate as a re:
of many factors, including those we describe uriBdésk Factors" and elsewhere in this Quarterly Repo

Overview

Our mission is to be the world's commerce operasiygiem, increasing consumer buying power whileimgi more business to merche
through price and discovery. As part of that visisre act as a local commerce marketplace that atsimeerchants to consumers by offering g
and services at a discount. Traditionally, locakehants have tried to reach consumers and gensaie through a variety of methods, inclu
online advertising, the yellow pages, direct magwspaper, radio, television, and promotions. Byding the brick and mortar world of lo
commerce onto the Internet, Groupon is helpingllotarchants to attract customers and sell goodssamdces. In our Goods category, thrc
which we offer deals on merchandise, we often adha merchant of record, particularly on dealdlorth America. We provide consumers v
savings and help them discover what to do, eat mgeand where to travel.

Current and potential customers are able to aangsdeals through email, our websites and mobifiegtions, where we offer discounts
goods, services, travel and events that are taftdstéocation, purchase history and personal peefegs. Our revenue from deals where we act
third party marketing agent is the purchase priid py the customer for a Groupon voucher ("GrolUptass an agreed upon portion of the purc
price paid to the featured merchants, excluding applicable taxes and net of estimated refundsvfich the merchant's share is recoverable.
direct revenue from deals where we act as the raatdf record is the purchase price paid by théoousr for the Groupon excluding any applic:
taxes and net of estimated refunds. We generateshue of $608.7 million during the three monthsezhdune 30, 2013, as compareds5®8.:
million during the three months ended June 30, 2042 generated revenue of $1,210.1 millduring the six months ended June 30, 201
compared to $1,127.6 million during the six morghsled June 30, 2012.

Our operations are organized into three principghsents: North America, EMEA, which is comprisedeoirope, Middle East and Afric
and the remainder of the Company's internation@ratons ("Rest of World"). During the second gemamf 2013, the Company changed
composition of its operating segments to sepatatdormer International segment between EMEA andtRé World. See Note 11 Segmer
Information” for further information. For the three months eddlune 30, 2013, we derived 62.6%@ur revenue from our North America segm
26.3% of our revenue from our EMEA segment and %107 our revenue from our Rest of World segment. thersix months ended June 30, 2
we derived 59.2% of our revenue from our North Aiceesegment, 28.4% of our revenue from our EMEAnssg and 12.4%f our revenue frol
our Rest of World segment.

We have an accumulated deficit of $765.0 millioroasune 30, 2013 Since our inception, we have driven our growttotigh substanti
investments in infrastructure and marketing toeéase customer acquisition. In particular, our $iggmt net losses in previous years were drive
part by the rapid expansion of our EMEA and RedMofld segments, which involved investing heavilyupfront marketing, sales and infrastruc
related to the build out of our operations in eathge countries.

How We Measure Our Business

We measure our business with several financial gretating metrics. We use these metrics to askesprogress of our business,
decisions on where to allocate capital, time amthnelogy investments and assess the dtemgn performance of our marketplace. Certain o
financial metrics are reported in accordance witls.Wenerally accepted accounting principles ("UGBAP") and certain of these metrics
considered noiGAAP financial measures. As our business evolvesmay make changes to our key financial and opgratietrics used to meas
our business in future periods. For further infotioraand a reconciliation to the most applicableficial measure under U.S. GAAP, refer to
discussion under Non-GAAP Financial Measures in'tResults of Operatiorissection.

Financial Metrics

» Gross billings.This metric represents the total dollar value aftomer purchases of goods and services, exclugiplicable taxes ar
net of estimated refunds. For third party revenessl gross billings differs from third party
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revenue reported in our condensed consolidateelnséatts of operations, which is presented net ofrtichant's share of the transac
price. For direct revenue deals, gross billings egaivalent to direct revenue reported in our cosed consolidated statement:
operations. We consider this metric to be an ingsdrindicator of our growth and business perforreaag it is a proxy for the dol
volume of transactions generated through our mplkes. Tracking gross billings on third party reverdeals also allows us to tri
changes in the percentage of gross billings thaaineeable to retain after payments to our merchants

« RevenueWe believe revenue is an important indicator farlmusiness. Our third party revenue is derived fd&als where we act as
marketing agent and is the purchase price paidhéygtistomer for the Groupon less an agreed updioparf the purchase price paic
the featured merchant, excluding any applicablesaand net of estimated refunds for which the naeith share is recoverable. Dil
revenue, when the Company is selling the produt¢h@snerchant of record, is the purchase price pgithe customer, excluding ¢
applicable taxes and net of estimated refunds.

e Gross profit. Gross profit reflects the net margin earned afieducting our cost of revenue from our revenuee Buthe lack ¢
comparability between third party revenue, whiclpigsented net of the merchant's share of thedctioa price, and direct reven
which is reported on a gross basis, we believe ¢hass profit has become an increasingly importaeisure for evaluating ¢
performance.

e Operating income excluding stock-based compensatiah acquisition-related benefit, nédperating income excluding stoblase:
compensation and acquisition-related benefit, et nonGAAP financial measure that comprises the constdili#otal of the segme
operating income (loss) of our three segments, Nérerica, EMEA and Rest of World. Stedkased compensation expense
acquisitior-related benefit, net are excluded from segmentatipgr income (loss) that we report under U.S. GAAPour segment
Stock-based compensation expense is primarily acash item. Acquisitiomelated benefit, net represents the change inaihedlue o
contingent consideration arrangements related sinbas combinations. We use consolidated operatoame excluding stockase:
compensation and acquisitioaelated benefit, net to allocate resources anduat@lperformance internally. For further informatend
reconciliation to the most applicable financial s@& under U.S. GAAP, refer to our discussion umttar-GAAP Financial Measur:
in the "Results of Operatiorissection.

e Free cash flowFree cash flow is a noBAAP financial measure that comprises net cashigeolvby operating activities less purch:
of property and equipment and capitalized softwde.use free cash flow, and ratios based on itptaluct and evaluate our busir
because, although it is similar to cash flow froperations, we believe that it typically represemtsiore useful measure of cash fli
because purchases of fixed assets, software dekefop internalise and website development costs are necessapooemnts of ot
ongoing operations. Free cash flow is not intertde@present the total increase or decrease ingdrosi cash balance for the applici
period. For further information and a reconciliatito the most applicable financial measure und&. GAAP, refer to our discussi
under Non-GAAP Financial Measures in thRésults of Operatiorissection.

The following table presents the above Financialride for the three and six months ended June @03 2and 2012:

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
(in thousands)

Gross billings® $ 1,413,800 $ 1,286,671 $ 2,821,570 % 2,641,471
Revenue 608,74 568,33! 1,210,14 1,127,61:
Gross profit 384,69« 433,15! 763,70: 872,931
Operating income excluding stock-based compensation
acquisition-related benefit, net 59,04 71,93 110,19t 139,52
Free cash flow 29,26( 48,60t 23,55: 119,23
1) Reflects the total dollar value of customer purelsasf goods and services, excluding applicablestare net of estimated refur

Operating Metrics

* Active customersWe define active customers as unique user accolatdhave purchased Groupons during the trailirgjuevmonths
We consider this metric to be an important indicatioour business performance as it helps
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us to understand how the number of customers &ingchasing Groupons is trending.

e Gross billings per average active customEhnis metric represents the trailing twelve monthssg billings generated per average a
customer. This metric is calculated as the totakgillings generated in the trailing twelve maenttiivided by the average numbe
active customers in such time period. Although wedielve total gross billings, not trailing twelve nths gross billings per avere
active customer, is a better indication of the allegrowth of our marketplace over time, trailingelve months gross billings
average active customer provides an opportunitgvaduate whether our growth is primarily driven dnypwth in total customers or
spend per customer in any given period.

e Units . This metric represents the number of vouchers amdlucts purchased from us by our customers, befefunds ar
cancellations. We consider unit growth to be andrtgnt indicator of the total volume of businesadiacted through our marketplace.

Our Active customers and Gross billings per averagiére customer for the trailing twelve months TM") ended June 3
2013 and 2012 were as follows:

Trailing twelve months ended June 30,
2013 2012
TTM Active customers (in thousands) 42,56 38,04¢

TTM Gross billings per average active customer $ 1378 § 164.6¢

Our Units for the three and six months ended Jn2B313 and 2012 were as follows:

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
Units (in thousands) 46,38¢ 40,17: 91,57: 83,53!

Factors Affecting Our Performance

Deal sourcing and qualityWWe consider our merchant relationships to be d piéat of our business model and have made sigmi
investments in order to expand the variety of tdloé we can provide to our merchants. We depenoluombility to attract and retain merchants
are prepared to offer products or services on cimgaerms, particularly as we attempt to expand product and service offerings in order to cr
a more complete online marketplace for local conmmen North America and certain foreign markets, affer deals in which the merchant hi
continuous presence on our websites and mobilecapiphs by offering vouchers on a rolling basis ém extended period of time. Currentl
majority of our merchants in North America electafifer deals in this manner. These marketplacebleraistomers to search for specific type
deals (e.g., steakhouse, pizza, massage, nail, ggdfilessons, yoga) on our websites and mobifdiegtions. However, merchants have the abili
withdraw their extended deal offerings and we gealhyedo not have noncancelable lotegm arrangements to guarantee availability ofsidalorde
to attract merchants that may not have run dealsusrplatform or would have run deals on a comgeptatform, we are periodically willing
accept lower deal margins across all three of egrments. This has contributed to lower deal mardingg the three and six months ended Jun
2013, as compared to the prior year periods. If megvchants do not find our marketing and promoli@®avices effective, or if our existi
merchants do not believe that utilizing our sersipeovides them with a longrm increase in customers, revenue or profit, ti@y stop makin
offers through our marketplace.

International operationsOur international operations are critical to ourereue growth and our ability to achieve and mampabfitability.
For the three months ended June 30, 2013 and 2®12% and 37.2%f our revenue was generated from our EMEA segnrespectively, ar
11.7% and 17.0%f our revenue was generated from our Rest of Wselgiment, respectively. For the six months endee 30, 2013 and 201
28.4% and 39.2% of our revenue was generated fronEBIEA segment, respectively, and 12.4% and 166%ur revenue was generated from
Rest of World segment, respectively. Operatingab@l business requires management attention andrees and requires us to localize our ser
to conform to a wide variety of local cultures, imess practices, laws and regulations. The diftetemmercial and regulatory environments in ¢
countries may make it more difficult for us to sessfully operate our business. In addition, manthefautomation tools that we have impleme
in our North America segment are close to beinty fulhplemented in most EMEA countries but have yet been substantially rolled out to
countries in our Rest of World segment. Revenudirdet in our EMEA and Rest of World segments fog three and six months ended Jung
2013, as compared to the prior year periods, wbictiributed to the reductions in
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the percentage of our total revenue generated dsetsegments. Additionally, the increase in diregenue transactions from our Groupon Gi
business in North America contributed to the insecen North America revenue as a percentage ofatal revenue during the three and six ma
ended June 30, 2013, as compared to the priompgeards, as direct revenue is presented on a gemss in our condensed consolidated stateme
operations.

Marketing activitiesWe must continue to acquire and retain customers pdrchase Groupons in order to increase revendeaehiev:
profitability. If consumers do not perceive our Gpon offerings to be attractive, or if we fail tdrioduce new or more relevant deals, we may n
able to acquire or retain customers. As discusseier’ Components of Results of Operatighsve consider reducing margins on our deals t@a
marketingrelated activity, even though it is not presente@ anarketing expense in our consolidated statenuértperations. We have, and expe
continue to, reduce our deal margins when we belibat by doing so we can offer our customers dywrbor service from a merchant who might
have otherwise been willing to conduct businessufh our marketplace. We use this as a marketiolghiecause we believe that in some insta
this is an effective means of retaining or activgta customer, as compared to other methods afti@teor activation, such as traditional adverty
or discounts.

Investment in growthWe have aggressively invested, and intend to coetito invest, in our products and infrastructurestipport ot
growth. For example, we are developing a suite efamant products, such as payment processing aind @osale, which require substan
investment, and these products do not currentheigea a significant amount of revenue. We antieiphat we will make substantial investment
the foreseeable future as we continue to incréesaumber and variety of deals we offer each daygden our customer base, expand our mark
channels, expand our operations, hire additiongleyees and develop our technology. We believedhaefforts to automate our internal proce
through these investments should allow us to img@ronr cost structure over time, as we are abledrerafficiently run our business and minin
manual processes.

Competitive pressuréd substantial number of companies that attempefdicate our business model have emerged aroundidhd. In
addition to such competitors, we expect to increglgi compete against other large Internet and w@olgy-based businesses that have laun
initiatives which are directly competitive to ouore business as well as our other categories anduie of merchant products, such as pay
processing and point of sale. We also expect topedenagainst other Internet sites that are focosedpecific communities or interests and ¢
coupons or discount arrangements related to sutimcmities or interests. The margins on deals inLemgal category, measured as the percents
billings that we retain after deducting the merdisashare, improved sequentially in each of ouedtsegments during the three months endec
30, 2013, as compared to the three months endedh\gdr, 2013. However, increased competition inftiiére may cause us to lower our margin
Local deals.

Components of Results of Operations

Third Party and Other Revenue

Third party revenue arises from transactions inclvhive are acting as a third party marketing agedtamnsists of the net amount we re
from the sale of Groupons after paying an agreeshygortion of the purchase price to the featuredchant, excluding any applicable taxes anc
of estimated refunds for which the merchant's sksarecoverable. Other revenue primarily consi$@dvertising revenue.

Direct Revenue

Direct revenue arises from transactions, primarilpur Goods category, in which we are the mercladmecord and consists of the gr
amount we receive from the customer, excludingapplicable taxes and net of estimated refunds.

Cost of Revenue

Cost of revenue is comprised of direct and ceiitadirect costs incurred to generate revenue. Fectlrevenue transactions, cost of revt
includes the cost of inventory, shipping and flifiént costs and inventory markdowns. For thirdypegtzenue transactions, cost of revenue incl
estimated refunds that are not recoverable frommbechant. Other costs incurred to generate reyemhbieh include credit card processing fi
editorial costs, certain technology costs, webihgstand other processing fees, are allocated $b afothird party revenue, direct revenue and t
revenue in proportion to relative gross billingsidg the period.

Technology costs included in cost of revenue condia portion of the payroll and stodkased compensation expense
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related to the Company's technology support peedomho are responsible for operating and maintaittie infrastructure of the Company's exis
website. Technology costs also include a portioramiortization expense from internze software, primarily related to website develept
Remaining technology costs included within cost@fenue include email distribution costs. Editodabts included in cost of revenue consit
payroll and stockbased compensation expense related to the Comptitgsial personnel, as these staff members ameapity dedicated to draftir
and promoting deals.

Marketing

Marketing expense consists primarily of targeteinenmarketing costs, such as sponsored searclertiging on social networking sit
email marketing campaigns, affiliate programs dod lesser extent, offline marketing costs suctelevision, radio and print advertising. Marke
payroll and stockbased compensation expense are also classifiedkgtiing expense. We record these costs within Kstarg" on the condens
consolidated statements of operations when incufed subscriber acquisition and activation margtctivities also include elements that are
presented as "Marketing" on our condensed congelidstatements of operations, such as order disgofrae shipping on merchandise sales
accepting lower margins on our deals. Marketinthés primary method by which we acquire customend, @& such, is a critical part of our gro
strategy.

Selling, General and Administrative

Selling expenses reported within "Selling, genenradl administrative” on the condensed consolidatatreents of operations consis
payroll, stockbased compensation expense and sales commissiomssitle and outside sales representatives, as ageliosts associated w
supporting the sales function such as technolaggcommunications and travel. General and admatigér expenses consist of payroll and stock-
based compensation expense for employees involvegneral corporate functions, including accountiimgance, tax, legal and human resoul
among others. Additional costs included in genara administrative include customer service andaifwms, depreciation and amortization expe
rent, professional fees, litigation costs, traved &ntertainment, charitable contributions, reargit office supplies, maintenance and other ge
corporate costs.

Acquisition-Related

Acquisition+elated benefit, net represents the change in dire vilue of contingent consideration arrangemeetated to busine
combinations. See Note Fair Value Measurements.

Other (Expense) Income, Net
Other (expense) income, net, includes interestniec@n our cash and cash equivalents, interest egpen capital leases and fore
currency transaction gains and losses, primarisplteng from intercompany balances related to aueifjn subsidiaries that are denominate

currencies other than their functional currend&sring the three and six months ended June 30,,28h&r income, net also included a gain of $
million resulting from the E-Commerce transactiajch is described in Note 4iivestments’
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Results of Operations

Comparison of the Three Months Ended June 30, 2GiI®1 2012:

Three Months Ended June 30,

2013 2012

(in thousands)

Revenue:
Third party and other $ 41887, $ 502,98!
Direct 189,87t 65,35(
Total revenue 608,74 568,33!
Cost of revenue:
Third party and other 55,507 77,032
Direct 168,54t 58,15:
Total cost of revenue 224,05: 135,18
Gross profit 384,69: 433,15
Operating expenses:
Marketing 55,497 88,407
Selling, general and administrative 302,60( 299,89:
Acquisition-related benefit, net (815) (1,635
Total operating expenses 357,28: 386,66t
Income from operations 27,41 46,48¢
Loss on equity method investments (19 (3,429
Other (expense) income, net (5,56%) 57,367
Income before provision for income taxes 21,83 100,42«
Provision for income taxes 27,38¢ 66,87¢
Net (loss) income (5,557) 33,54¢
Net income attributable to noncontrolling interests (2,027) (2,220
Net (loss) income attributable to Groupon, Inc. (7,579 32,32¢
Adjustment of redeemable noncontrolling interesteetlemption value = (3,949
Net (loss) income attributable to common stockholds $ (7.57) $ 28,38t
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Classification of stock-based compensation withiost of revenue and operating expenses

Cost of revenue and operating expenses includé-s@ased compensation as follows:

Three Months Ended June 30,

2013 2012
Stock-based Stock-based
Statement of compensation Statement of compensation
Operations line included in line Operations line included in line
item item item item

(in thousands)
Total cost of revenue $ 224,05. $ [SH R 135,18 $ 1,01t

Operating expenses:

Marketing $ 55,497 $ 2,23t $ 88,407 $ 64¢€
Selling, general and administrative 302,60( 29,69 299,89: 25,42
Acquisition-related benefit, net (81%) — (1,639 —

Total operating expenses $ 357,28: $ 31,93: $ 386,66¢ $ 26,06¢

Foreign exchange rate neutral operating results

The effect on our condensed consolidated statentgntperations for the three months ended June2@03 and 2012rom changes i
exchange rates versus the U.S. dollar was as fsilow

Three Months Ended June 30,

2013 2012

At Avg. Exchange At Avg. Exchange

Q22012 Rate As Q22011 Rate As

Rates @ Effect @ Reported Rates @ Effect @ Reported

(in thousands)
Gross billings $ 1,423,41. $ (9,60¢) $ 1,413,800 $ 1,361,74.  $ (75,06) $ 1,286,67!
Revenue $ 612,17. $ (3,425 $ 608,74 $ 600,76: $ (32,429 $ 568,33!
Cost of revenue and operating
expenses 581,78¢ (454) 581,33! 554,07¢ (32,22¢) 521,85(
Income from operations $ 30,38: $ (2,97) $ 27,41 % 46,68¢ $ (209 ¢ 46,48¢
1) Represents the financial statement balances thatdwave resulted had exchange rates in the regopgriod been the same as those in effect indh®parable pric
year period

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

Gross Billings

Gross billings represents the total dollar valuewstomer purchases of goods and services, exglagiplicable taxes and net of estimi
refunds. For third party revenue deals, grossnigidlidiffers from third party revenue reported im candensed consolidated statements of opere
which is presented net of the merchant's sharkeofransaction price. For direct revenue dealsgbilings are equivalent to direct revenue regn
in our condensed consolidated statements of opagmtFor the three months ended June 30, 2013G&”1,Dur gross billings wefkl,413.8 millio
and $1,286.7 million , reflecting a growth rate9®% . The increase in our gross billings was casegrof a $144.7 milliofincrease in our Goo
category and a $12.1 million increase in our Trareal other category, partially offset by a $29.7iam decrease in our Local category, which
driven by declines in our EMEA and Rest of Worldysents. The increase in gross billings was drivemib increase in active customers anc
volume of transactions. The unfavorable impact msg billings from year-overear changes in foreign exchange rates for thee threnths ende
June 30, 2013 was $9.6 million .
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Gross Billings by segment for the three months dnllme 30, 2013 and 2012 were as follows:

Three Months Ended June 30,
2013 % of total 2012 % of total

(dollars in thousands)

Gross billings:
North America $ 712,20 50.4% $ 548,27! 42.%
EMEA 482,25( 34.1 462,37¢ AE
Rest of World 219,35: 15t 276,02: 21.t
Total gross billings $ 1,413,801 100.00 $ 1,286,67 100.(%

We offer goods and services through three primatggories: Local Deals ("Local"), Groupon Goodsqt@s") and Groupon Getaways
("Travel"). Gross billings by category and segmienthe three months ended June 30, 2013 and 2@t as follows (in thousands):

North America EMEA Rest of World Consolidated
Three Months Ended June 30, Three Months Ended June 30, Three Months Ended June 30, Three Months Ended June =
2013 2012 2013 2012 2013 2012 2013 2012
Local ¥
Third party $ 449,77¢ $ 41234t $ 241,106 $ 270,95 $ 11463 $ 152,35¢ $ 80550t $ 835,66
Direct 697 28¢ — — — — 692 28¢
Total gross billings 450,46: 412,63t 241,10t 270,95« 114,63 152,35¢ 806,20: 835,94!
Goods:
Third party 15,50: 40,17 165,41: 113,25: 66,77+ 73,64¢ 247,68t 227,07:
Direct 181,37 52,77 2,181 10,58¢ 5,62¢ 1,69¢ 189,18: 65,06:
Total gross billings 196,87¢ 92,94¢ 167,59: 123,84: 72,39¢ 75,34« 436,87: 292,13
Travel and other:
Third party and other 64,86 42,69: 73,54¢ 67,58 32,32. 48,31¢ 170,73« 158,59
Direct = = = = = = = =
Total gross billings 64,86 42,69: 73,54¢ 67,58 32,32. 48,31¢ 170,73« 158,59
Total gross billings $ 712,200 $ 548,27¢ $ 48225( $ 46237¢ $ 219,350 $ 276,020 $ 1,41380r $ 1,286,67

(1) Includes gross billings from deals with looarchants, from deals with national merchants,taraligh local events (i.eGrouponLivedeals)
North America

North America segment gross billings increased 1§3% million to $712.2 million for the three mostended June 30, 2013s compare
to $548.3 million for the three months ended Jube2®12 . The increase in gross billings was cosegriof a $103.9 millioimcrease in our Goo
category, a $37.8 million increase in our Locakgary and a $22.2 milliomcrease in our Travel and other category. Theeimee in gross billings
the North America segment resulted from higher gtulings per average active customer and an aserén active customers for the three mc
ended June 30, 2013, as compared to the priorpezayd. We believe that increases in transactigivigcon mobile devices and in the numbe
deals that we offered contributed to the growthillings for our North America segment. In additjeme target customers through our daily email
sending them deals for specific locations and pextspreferences, which we believe contributed &ltitlings growth.

EMEA
EMEA segment gross billings increased by $19.9iomilto $482.3 million for the three months endedel80, 2013, as comparedf462.-
million for the three months ended June 30, 20 ificrease in gross billings was comprised of&a&#illionincrease in our Goods category a

$6.0 million increase in our Travel and other catggpartially offset by a $29.8 milliodecrease in our Local category. The net increagsgas:
billings in the EMEA segment resulted from highevss billings
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per average active customer for the three monttiecedune 30, 2013, as compared to the three mentiesl June 30, 2012.

Rest of World

Rest of World segment gross billings decreaseddsy@million to $219.4 million for the three monthsded June 30, 201&s compared
$276.0 million for the three months ended June281,2 . The decrease in gross billings was comprigeal $37.7 milliondecrease in our Loc
category, a $16.0 million decrease in our Travel ather category and a $2.9 millidecrease in our Goods category. The decrease $s diltings
in the Rest of World segment resulted from lowersgrbillings per average active customer and lawérsales for the three months ended Jun
2013, as compared to the prior year period, asagetiverall weakness in some of our markets.

Revenue

We generate revenue from third party revenue ddabsct revenue deals and other transactiBesenue for the three months ended Jun

2013 and 2012 was as follows:

Three Months Ended June 30,

2013 2012
(in thousands)
Revenue:
Third party $ 415,03( $ 496,67"
Direct 189,87t 65,35(
Other 3,841 6,30¢
Total revenue $ 608,74° $ 568,33!

Revenue increased by $40.4 million to $608.7 millior the three months ended June 30, 2013 , apa@u to $568.3 million for thihiree
months ended June 30, 2012 . The primary drivéhisfincrease was the $124.5 milliocrease in direct revenue from transactions, pilyne our
Goods category, where we are the merchant of remmmldor which revenue is reported on a gross bakis increase in direct revenue was part
offset by a $81.6 milliordecrease in third party revenue. The net increagevenue was attributable to the increase in aativsstomers and un
purchased for the three months ended June 30, 281&mpared to the three months ended June 30, RO&ddition, through our daily emails
target customers by sending them deals for speldifiations and personal preferences, which we \l@mntributed to revenue growth. We
increased the number of merchant relationshipslEgolume of deals we offer on a daily basis toaustomers. The unfavorable impact on rev:
from year-over-year changes in foreign exchangesrfur the three months ended June 30, 2013 was#ition .

Third Party Revenue

Third party revenue decreased by $81.6 million4@550 million for the three months ended June 8032 as compared ®4196.7 millior
for the three months ended June 30, 2012 . Thesdserin third party revenue was primarily due &4.1 milliondecrease in our Local categc
which resulted from a $30.2 millioshecrease in gross billings and a reduction in #regntage of gross billings that we retained afestucting th
merchant's share to 40.6% for the three monthsdeddee 30, 2013, as compared to 45iR%he prior year period. The decrease in thirdy
revenue was also due to a $25.7 milldecrease in our Goods category, which resulted fiamduction in the percentage of gross billings the
retained after deducting the merchant's share .@21or the three months ended June 30, 2013,rapa@d to 34.5% in the prior year period.

Direct Revenue

Direct revenue inc reased by $124.5 million to $2848illion for the three months ended June 30, 20ds8compared to $65.4 millidor the
three months ended June 30, 20M2e are often the merchant of record for traneastin the Goods category, particularly in North éina, suc
that the resulting revenue is reported on a grasssbwithin direct revenue. Direct revenue dealgeheontinued to grow, both overall and ¢
percentage of our revenue, through the continuedtr of our Goods category, and we expect thatttencontinue for the foreseeable future
addition, we expect that any growth in direct rexemvill result in a smaller increase in income froperations than growth in third party reve
because direct revenue includes the entire amdugross billings, before deducting the cost of tbkated inventory, while third party revenue is
of the merchant's share of the transaction pricalittonally, our Goods category has lower marghentour Local category, primarily as a resu
shipping and fulfillment costs related to directgrue transactions. We believe that direct revéramesactions in our Goods
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category will increase in the future in the EMEAddRest of World segments as we build out our glsbably chain infrastructure.

Other Revenue

Other revenue decreased by $2.5 million to $3.8aniffor the three months ended June 30, 201pawared to $6.3 million for thiree
months ended June 30, 2012 , primarily due to aedse in nommerchant advertising. Other revenue also includest pf sale and payme
processing revenue, which we launched in the tpir@tter of 2012. Point of sale revenue and paymerttessing revenue were not significant fol
three months ended June 30, 2013, and we do netktteem to be significant in the near term.

Revenue by Segment

Revenue by segment for the three months ended3Dyrg913 and 2012 was as follows:

Three Months Ended June 30,

2013 % of total 2012 % of total

(dollars in thousands)

North America:

Third party and other $ 195,11. 32.1% $ 207,11¢ 36.%
Direct 182,07( 29.¢ 53,06: 9.4
Total segment revenue 377,18: 62.C 260,18: 45.¢
EMEA:
Third party and other 157,78: 25.¢ 200,96¢ 35.4
Direct 2,181 0.4 10,58¢ 1.€
Total segment revenue 159,96: 26.2 211,55! 37.2
Rest of World:
Third party and other 65,97¢ 10.€ 94,90( 16.7
Direct 5,62¢ 0.¢ 1,69¢ 0.8
Total segment revenue 71,60 11.7 96,59¢ 17.C
Total revenue $ 608,74 100.(% $ 568,33! 100.(%
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Revenue by category and segment for the three memitied June 30, 2013 and 2012 was as followbdirsands):

North America EMEA Rest of World Consolidated
Three Months Ended June 30, Three Months Ended June 30, Three Months Ended June 30, Three Months Ended June 30,
2013 2012 2013 2012 2013 2012 2013 2012
Local @:
Third party $ 174,11 $ 184,18¢ $ 109,48. $ 134,06¢ $ 43,320 $ 59,79: $ 326,92. % 378,05(
Direct 69¢ 28¢ — — — — 69¢ 28¢
Total revenue 174,81( 184,47 109,48: 134,06¢ 43,32 59,79: 327,61 378,33t
Goods:
Third party 4,651 10,38 32,93¢ 46,09: 14,98t 21,77: 52,57« 78,25
Direct 181,37 52,77« 2,181 10,58¢ 5,62¢ 1,69¢ 189,18! 65,06:
Total revenue 186,02¢ 63,16: 35,11¢ 56,68 20,61( 23,47: 241,75 143,31:
Travel and other:
Third party and other 16,34« 12,54! 15,36: 20,80¢ 7,67C 13,33¢ 39,37¢ 46,68«
Direct = = = = = = = =
Total revenue 16,34« 12,54! 15,36: 20,80: 7,67C 13,33¢ 39,37¢ 46,68«
Total revenue $ 377,18. $ 260,18: $ 159,96: $ 211,55! $ 71,600 $ 96,59¢ $ 608,74 $ 568,33!

(1) Includes revenue from deals with local merdbafiom deals with national merchants, and throoghl events (i.e GrouponLivedeals)

North America

North America segment revenue increased by $111l@mto $377.2 million for the three months endéuhe 30, 2013 as compared
$260.2 million for the three months ended June2BQ2 . The increase in revenue primarily resultechfa $128.6 milliorincrease in direct reven
from our Goods category and an increase in actistomers. Direct revenue, which is recorded onoagybasis, is derived primarily from sell
products through our Goods category where we aarmtbrchant of record. The increase in direct resemnas partially offset by §10.1 millior
decrease in third party revenue in our Local catggmrimarily due to lower margins on deals durthg current period, and a $5.7 millidecrease
third party revenue in our Goods category, as &etisns in that category were predominantly diregenue transactions for the three months €
June 30, 2013. The margins in our Local categaryhiod party revenue decreased to 38fo¥the three months ended June 30, 2013, as cewnhjx
44.7%for the three months ended June 30, 2012, whichlavgely a result of the expansion of our marketpla recent periods as we were wil
to accept lower margins in order to increase theber of active deals offered to customers. We belihat increases in transaction activity
mobile devices and in the number of deals that ffered contributed to the growth in revenue for blarth America segment. In addition, we ta
customers through our daily emails by sending tideals for specific locations and personal prefezsnwhich we believe contributed to the reve
growth.

EMEA

EMEA segment revenue decreased by $51.6 millio$180.0 million for the three months ended June280,3, as compared H211.¢
million for the three months ended June 30, 201% decrease was primarily due to a $24.6 milidecrease in revenue from our Local cate(
which resulted from a $29.8 millioshecrease in gross billings and a reduction in #regntage of gross billings that we retained afestucting th
merchant's share to 45.4% for the three monthsdedidiee 30, 2013, as compared to 49i6%e prior year period. The decrease in reveou®d
EMEA segment was also due to a $21.6 millitercrease in revenue from our Goods category. Adtha@uross billings on third party revenue dea
our Goods category increased by $52.2 million enesxe on third party deals in our Goods categoryedeed by $13.2 millionwhich resulted from
reduction in the percentage of gross billings thatretained after deducting the merchant's shat® @%for the three months ended June 30, 2
as compared to 40.7%r the three months ended June 30, 2012. Thoseatss in the percentage of gross billings thateteéned during the thr
months ended June 30, 2013 reflect an increasqumbgiion of lower margin deals in our Goods categasycompared to the prior year period.
were willing to accept lower deal margins, as coragato the prior year period, in order to increéts® number of active deals offered to
customers by offering more attractive terms toraerchants. The favorable impact on revenue from-gearyear changes in foreign exchange r
for the three months ended June 30, 2013 was
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$1.0 million .

In our EMEA segment, revenue from transactionsun®oods category are primarily presented on dasis within third party revenue,
we have not typically been the merchant of recordtose transactions outside of the United States.

Rest of World

Rest of World segment revenue decreased by $23i0mtb $71.6 million for the three months endenhd 30, 2013 , as comparedb@t. €
million for the three months ended June 30, 20TBe decrease was primarily due to a $16.5 mildecrease in revenue from our Local categ
which resulted from a $37.7 millictecrease in gross billings and a reduction in #regntage of gross billings that we retained aftstucting th
merchant's share to 37.8% for the three monthsdedaiee 30, 2013, as compared to 39i@%e prior year period. The decrease in reveou®
Rest of World segment was also due to a $6.8 millecrease in third party revenue from our Goodsgoay, which resulted from $6.9 millior
decrease in gross billings and a reduction in #regntage of gross billings that we retained afestucting the merchant's share to 22fd#4he thre
months ended June 30, 2013, as compared to 2@6ite prior year period. The decrease in revdoueur Rest of World segment was also due
$5.7 million decrease in revenue from our Travel ather category, which resulted from a $16.0 onilliecrease in gross billings and a reductic
the percentage of gross billings that we retairfeat deducting the merchant's share to 23f@fthe three months ended June 30, 2013, as cet
to 27.6%for the prior year period. Those decreases in #iegmtage of gross billings that we retained dutfirggthree months ended June 30, 201
compared to the prior year period, reflects theraVeesults of individual deal-bgeal negotiations between our sales personnel andherchant
and can vary significantly from period-period. We were willing to accept lower deal masgias compared to the prior year period, in ord
increase the number of active deals offered tocastomers by offering more attractive terms to merchants. The unfavorable impact on rewv
from year-over-year changes in foreign exchangesrfur the three months ended June 30, 2013 wés#idion .

In our Rest of World segment, revenue from tranieastin our Goods category are primarily presertedh net basis within third pa
revenue, as we have not typically been the merabfareicord for those transactions outside of théddnStates.

Cost of Revenue
Cost of revenue on third party, other and direeeneie deals for the three months ended June 38,&#12012 was as follows:

Three Months Ended June 30,
2013 2012

(in thousands)

Cost of revenue:

Third party $ 54,297 $ 76,99(
Direct 168,54¢ 58,15:
Other 1,21(C 42

Total cost of revenue $ 224,05 $ 135,18

Cost of revenue is comprised of direct and ceiitadirect costs incurred to generate revenue. Fectrevenue transactions, cost of revenue
includes the cost of inventory, shipping and flifiént costs and inventory markdowns. For thirdypegtzenue transactions, cost of revenue incl
estimated refunds for which the merchant's shareigecoverable. Other costs incurred to genemtenue, which include credit card proces
fees, editorial costs, certain technology costd) tvesting and other processing fees, are allodatedst of third party revenue, direct revenue,
other revenue in proportion to relative gross g during the period. As a result of the significgrowth we have experienced from direct rev
transactions relative to our total gross billings the three months ended June 30, 2013, as cothpatbe three months ended June 30, 201
increased share of those allocable costs has fleeatad to cost of direct revenue in our condersmtsolidated statement of operations forttiree
months ended June 30, 2013 .

Cost of revenue increased by $88.9 million to $2Million for the three months ended June 30, 2048 compared to $135.2 millidar
the three months ended June 30, 20¥¢hich was attributable to the growth in directeBue from our Goods category. The increase in af
revenue was primarily driven by cost of inventondahe related shipping and fulfillment costs oredi revenue deals, which were not as signif
during the three months ended June 30, 2042 currently outsource most of our inventoryifinifent activities to third party logistics provide We
expect to reduce our usage of those third panties i
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future periods by transitioning a portion of invent fulfillment work in the United States to intednresources, which we believe will ultimat
reduce our fulfilment costs. However, we may incwreased fulfillment costs in the near term asbwiéd our internal processes, lease waretr
space and transition the fulfillment work from tedhird parties.

Cost of Revenue by Segment

Cost of revenue by segment for the three monthecddne 30, 2013 and 2012 was as follows:

Three Months Ended June 30,
2013 % of total 2012 % of total

(dollars in thousands)

North America:

Third party and other $ 23,43: 105% $ 40,15¢ 29.7%
Direct 159,16! 71.C 46,15¢ 34.1
Total segment cost of revenue 182,59¢ 81.t 86,31« 63.€
EMEA:
Third party and other 17,12¢ 7.€ 17,49( 12.¢
Direct 3,30¢ iLE 10,59« 7.8
Total segment cost of revenue 20,43: 9.1 28,08¢ 20.¢
Rest of World:
Third party and other 14,95: 6.7 19,387 14.:
Direct 6,07t 2.7 1,39¢ 11
Total segment cost of revenue 21,02¢ 9.4 20,78¢ 15.4
Total cost of revenue $ 224,05! 100.(% $ 135,18 100.%

Cost of revenue by category and segment for theethronths ended June 30, 2013 and 2012 was asddjio thousands):

North America EMEA Rest of World Consolidated
Three Months Ended June 30 Three Months Ended June 30 Three Months Ended June 30, Three Months Ended June 3(
2013 2012 2013 2012 2013 2012 2013 2012
Local ®:
Third party $ 19,816  $ 3571 $ 10,89¢ $ 11,66¢ $ 7,96: $ 12,49 $ 38,67¢ % 59,87:
Direct 63€ 234 — — — — 63¢€ 234
Total cost of revenue 20,45« 35,94« 10,89¢ 11,66¢ 7,962 12,49 39,31« 60,10¢
Goods:
Third party 522 2,01¢ 4,70 4,017 5,56¢ 4,44, 10,79¢ 10,47
Direct 158,52¢ 45,92¢ 3,30¢ 10,59« 6,07t 1,39¢ 167,91( 57,91¢
Total cost of revenue 159,05: 47,93¢ 8,011 14,60¢ 11,64« 5,84¢ 178,70t 68,39:
Travel and other:
Third party and other 3,091 2,431 1,522 1,81( 1,42( 2,44¢ 6,03: 6,681
Direct = = = = = = = =
Total cost of revenue 3,091 2,431 1,52 1,81( 1,42( 2,44¢ 6,03 6,687
Total cost of revenue $ 18259% $ 8631« $ 2043 $ 2808 $ 2102 $ 20,78 $ 22405 $ 13518

(1) Includes cost of revenue from deals with lanarchants, from deals with national merchants,thrmligh local events (i.eGrouponLivedeals)
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North America

North America segment cost of revenue increase®dBy3 million to $182.6 million for the three mbaetended June 30, 2018s compare
to $86.3 million for the three months ended June2B02. The increase in cost of revenue was primarilyedriby the cost of inventory and shipy
and fulfillment costs related to direct revenuelsi@our Goods category, due to the growth of teé&gory as compared to the prior year period.

EMEA

EMEA segment cost of revenue decreased by $7.fomild $20.4 million for the three months endedelB0, 2013, as compared$28.1
million for the three months ended June 30, 2012. The agri@ cost of revenue was primarily driven by erelase in the cost of inventory
shipping and fulfillment costs related to directerue deals, driven by the decrease in direct reveeals in our Goods category for the three m:
ended June 30, 2013, as compared to the three snentled June 30, 2012.

Rest of World

Rest of World segment cost of revenue increase®iod million to $21.0 million for the three montésded June 30, 2012&s compared
$20.8 million for the three months ended June 8022 The increase in cost of revenue was primarilyairiby the cost of inventory and shipg
and fulfillment costs related to direct revenuelsléa our Goods category. This increase was pbrtadfset by reduced credit card processing
attributable to the decrease in billings, emaitriistion costs, primarily due to the migrationan internal email distribution platform, and ediat
costs.

Gross Profit

Gross profit for the three months ended June 303 20d 2012 was as follows:

Three Months Ended June 30,
2013 2012

(in thousands)

Gross profit:

Third party $ 360,73. $ 419,68"
Direct 21,33( 7,19¢
Other 2,631 6,26¢€

Total gross profit $ 384,69 §$ 433,15

Gross profit decreased by $48.5 million to $384illion for the three months ended June 30, 2018campared to $433.2 million for the
three months ended June 30, 2012 . This decreag®ss profit resulted from the $88.9 milliorcrease in cost of revenue during the three m:
ended June 30, 2013, partially offset by the $4@ilHon increase in revenue. Gross profit as a @etage of revenue decreased to 63.2% fotttrez
months ended June 30, 2013, as compared to 7@28tefthree months ended June 30, 20Mf2e decrease in gross profit as a percentagevehuu
during the three months ended June 30, 2013 asarechpo the three months ended June 30, 2012 wasdiy the increase in direct revenue. Di
revenue primarily relates to deals in our Goodegmaty that have lower margins than deals in ouaLoategory. Additionally, direct revenue and
related cost of revenue are presented on a grass ibaour condensed consolidated statements ghtipes, which contributes to lower gross pi
as a percentage of revenue.

Gross profit on third party revenue decreased [8/Gillion to $360.7 milliorfor the three months ended June 30, 2013, as cewhp
$419.7 million for the three months ended June2BA2. This decrease in gross profit resulted froen$81.6 milliondecrease in third party reven
partially offset by the $22.7 milliodecrease in the cost of third party revenue. Guosfit as a percentage of revenue on third pantgmae deals wi
86.9% for the three months ended June 30, 2018pmapared to 84.5%0r the three months ended June 30, 2012. Thedsera gross profit as
percentage of revenue dimird party revenue deals was attributable, in,gare lower proportion of the allocable costs withost of revenue bei
allocated to the cost of third party revenue far three months ended June 30, 2013, as compatbd tree months ended June 30, 2012. 1
allocable costs include credit card processing, fedisorial costs, certain technology costs, westihg and other processing fees. An increased
of those costs was allocated to the cost of dieatnue due to the increase in billings from diregenue transactions relative to total grossrigj#i
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Gross profit on direct revenue increased by $14lliomto $21.3 million for the three months endédne 30, 2013, as compared$n.z
million for the three months ended June 30, 201fs Thcrease in gross profit resulted from the $824illion increase in direct revenue $489.¢
million for the three months ended June 30, 20%3¢c@mpared to $65.4 milliofor the three months ended June 30, 2012, partidfset by th
$110.4 million increase in cost of revenue on direzenue deals to $168.5 million for the three therended June 30, 2013, as comparefb&:
million for the three months ended June 30, 201s6 profit as a percentage of revenue on direetniee deals was 11.2¢6r the three monti
ended June 30, 2013, as compared to 11.0% fohtee months ended June 30, 2012.

Gross profit on other revenue decreased by $3l&mio $2.6 million for the three months endede@0, 2013, as compared®6.3 millior
for the three months ended June 30, 2012. The @eelia gross profit was driven by the decreasehaeraevenue, which was primarily attributabl
the decrease in non-merchant advertising.

Gross Profit by Segment

Gross profit by segment for the three months edded 30, 2013 and 2012 was as follows:

Three Months Ended June 30,

2013 % of total 2012 % of total

(dollars in thousands)
North America:

Third party and other $ 171,68: 44€% $ 166,96« 38.5%
Direct 22,90t 6.C 6,90: 1.€
Total gross profit 194,58t 50.€ 173,86 40.1
EMEA:
Third party and other 140,65t 36.€ 183,47t 42.4
Direct (1,125 (0.9) (5) —
Total gross profit 139,53: 36.< 183,47: 42.L
Rest of World:
Third party and other 51,027 13.2 75,518 17.4
Direct (450) (0.2) 30C 0.1
Total gross profit 50,57° 13.1 75,81 17.t
Total gross profit $ 384,69: 100.(% $ 433,15! 100.0%
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Gross profit by category and segment for the thmeaths ended June 30, 2013 and 2012 was as followsousands):

Local @:
Third party
Direct

Total gross profit

Goods:
Third party
Direct

Total gross profit

Travel and other:
Third party and other
Direct

Total gross profit

Total gross profit

North America

EMEA

Rest of World

Consolidated

Three Months Ended June 30, Three Months Ended June 30, Three Months Ended June 30, Three Months Ended June =

2013 2012 2013 2012 2013 2012 2013 2012
$ 154290 $ 14847¢ $  9858! $  122,40: 3536 $  47,29¢ $ 288,24 $ 31817
57 54 = = = = 57 5¢
154,35 148,53 98,58: 122,40: 35,36 47,29¢ 288,30 318,23
4,12¢ 8,37¢ 28,23¢ 42,08( 9,41¢ 17,328 41,77¢ 67,771
22,84t 6,84¢ (1,129 (5) (450 30¢ 21,27 7,14
26,97 15,22: 27,10¢ 42,07t 8,96¢ 17,62 63,05 74,92;
13,25 10,11 13,84( 18,99 6,25( 10,89( 33,34: 39,99
13,25 10,11 13,84( 18,99 6,25( 10,89( 33,34: 39,99
$ 19458 $ 173,86 $ 139,53 $ 183,47 50,57, $ 7581 $ 384,69 $ 433,15

(1) Includes gross profit from deals with localnsfeants, from deals with national merchants, andluiph local events (i.eGrouponLivedeals)

North America

North America segment gross profit increased by. B2dllion to $194.6 milliorfor the three months ended June 30, 2013, as cewh
$173.9 million for the three months ended JuneZ,2. The increase in gross profit was comprisedrof11.8 millionincrease in the Goo
category, a $5.8 million increase in the Local gatg and a $3.1 million increase in the Travel atiter category.

EMEA

EMEA segment gross profit decreased by $43.9 miltm $139.5 million for the three months endedeJ&f, 2013, as compared$n83.:
million for the three months ended June 30, 201 @ecrease in gross profit was comprised of a8$2Mllion decrease in the Local categor
$15.0 million decrease in the Goods category a®fl.2 million decrease in the Travel and other aateg

Rest of World

Rest of World segment gross profit decreased by2$2fllion to $50.6 millionfor the three months ended June 30, 2013, as ceahjbe
$75.8 million for the three months ended June BQ22 The decrease in gross profit was compriseth@11.9 milliordecrease in the Local categc
an $8.7 million decrease in the Goods categoryaab4d.6 million decrease in the Travel and othezgaty.
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Marketing

For the three months ended June 30, 2013 and 2&iarketing expense was $55.5 million and $88.4imnill, respectivelyMarketing
expense by segment as a percentage of segmentecfegrthe three months ended June 30, 2013 ar2l\284 as follows:

Three Months Ended June 30,

% of Segment % of Segment
2013 Revenue 2012 Revenue
(dollars in thousands)
North America $ 29,01 7.7% $ 30,70¢ 11.8%
EMEA 17,55: 11.(% 37,86¢ 17.%
Rest of World 8,93¢ 12.5% 19,82¢ 20.5%
Marketing $ 55,497 9.1% $ 88,407 15.6%

We evaluate our marketing expense as a percenfageemue because it gives us an indication of iv@lv our marketing spend is driving
the volume of transactions. Marketing expense peraentage of revenue for the three months endeel 30, 2013 has decreased from ttree
months ended June 30, 201&hich we believe is due to efficiencies we haealized from building a subscriber base and sigifomr marketin
spend to customer activation. Additionally, we @ome to enhance our technology and methods formapitig marketing expenditures, which
believe has contributed to more efficient marketspgnding in recent periods. However, we curreatlficipate increasing our marketing spen
future periods for the North America, EMEA and RefstVorld segments in connection with our initi&svto grow our active customer base.

Marketing expense by segment as a percentageabitarketing expense for the three months endeel 3002013 and 2012 was as follo

Three Months Ended June 30,

2013 % of total 2012 % of total
(dollars in thousands)
North America $ 29,01 52.2% $ 30,70¢ 34.7%
EMEA 17,55 31.€ 37,86¢ 42.¢
Rest of World 8,93¢ 16.1 19,82¢ 22
Marketing $ 55,497 100.(% $ 88,40 100.(%

Our marketing expense decreased by $32.9 millidb&5 million for the three months ended June2BQ3 , as compared to $88.4 million
for the three months ended June 30, 20A2 our markets have developed throughout 2012rand2013, our marketing spend has continued it
from customer acquisition marketing to activatiamjch has contributed to lower marketing expensenduhe three months ended June 30, 20.
compared to the prior year period. Additionally, hveve enhanced our return on investment analysesddketing expenditures, which we beli
has resulted in more efficient marketing spendmgecent periods. However, we currently anticipateeasing our marketing spend in future pet
for the North America, EMEA and Rest of World segiseén connection with our initiatives to grow @gtive customer base.

Our subscriber acquisition and activation marketiegvities also include elements that are notgmesd as "Marketing” on our conden
consolidated statements of operations, such as alideounts, free shipping on merchandise sales amoepting lower margins on our de
Marketing is the primary method by which we acquisstomers, and as such, is a critical part ofgpowth strategy.

North America

North America segment marketing expense decreagefllly million to $29.0 million for the three mostlended June 30, 201 3as
compared to $30.7 million for the three months ehdlene 30, 2012 . For the three months ended Jun2033, marketing expense as a percen
of revenue for the North America segment was 7.#%compared to 11.8% for the three months endwsel 30, 2012 The decreases were prima
attributable to a decrease in online marketing dp&his reflects the continued shift in focus fromstomer acquisition marketing to activation, w|
has contributed to lower marketing expense dutiegttiree months ended June 30, 2013.
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EMEA

EMEA segment marketing expense decreased by $2illiBmto $17.6 millionfor the three months ended June 30, 2013, as cewhpe
$37.9 million for the three months ended June 8Q22For the three months ended June 30, 20i&rketing expense as a percentage of reven
the EMEA segment was 11.0% , as compared to 17d%hé three months ended June 30, 20TRe decreases were primarily attributable
decrease in online marketing spend. This refléwscontinued execution against our plan to move fcostomer acquisition marketing to activat
which has contributed to lower marketing expensindithe three months ended June 30, 2013.

Rest of World

Rest of World segment marketing expense decreas8&d@®m9 million to $8.9 million for the three mosthnded June 30, 2013as compare
to $19.8 million for the three months ended June2BA2 . For the three months ended June 30, 26%&8keting expense as a percentage of re»
for the Rest of World segment was 12.5% , as coetptr 20.5% for the three months ended June 3@ Z0le decreases were primarily attributi
to a decrease in online marketing spend. Thisa&flihe continued shift from customer acquisiticarketing to activation, which has contribute:
lower marketing expense during the three monthe@ddne 30, 2013.

Selling, General and Administrative

Selling, general and administrative expense inecdsy $2.7 million to $302.6 million for the threeonths ended June 30, 2013&:
compared to $299.9 million for the three monthseshdune 30, 2012The increase in selling, general and administeagxpense was primarily ¢
to increases in depreciation and amortization ex@egsystem maintenance expenses and &askd compensation, partially offset by decreas
consulting and professional fees. Depreciationandrtization recorded within selling, general addhaistrative expense increased 8.7 millior
for the three months ended June 30, 2013, primdué/to increased amortization expense relatechtgteer balance of internaligeveloped softwa
as compared to the prior year period. There was 2 ®illionincrease in system maintenance expenses for tee thonths ended June 30, 201
compared to the prior year period, as a resulbweéstments in technology and our corporate infuatiire. Stockbased compensation costs reco
within selling, general and administrative expemsgeased by $4.3 milliofor the three months ended June 30, 2013, as cewchgdarthe thre
months ended June 30, 2012. Consulting and profesisiees decreased by $6.4 millimn the three months ended June 30 2013, primeeigted ti
lower accounting and legal-related costs, partiaifget by higher consulting costs.

Selling, general and administrative expense asreeptage of revenue decreased to 49f@fihe three months ended June 30, 201
compared to 52.8% for the three months ended Jon2032. Although revenue increased $40.4 mildaning the three months ended June 30, :
as compared to the prior year period, selling, gdrend administrative expense remained relatigelysistent. We are continuing to refine our ¢
management and selling processes, including thrauggmation, as we endeavor to generate incregeadtong efficiencies.

Acquisition-Related Benefit, Net

For the three months ended June 30, 2013 and 2@l& incurred net acquisition-related benefits of8$illion and $1.6 million,
respectively, representing changes in the fair e#adfi contingent consideration liabilities from ess acquisitions. See Note air Value
Measurements"

Income from Operations

Income from operations decreased by $19.1 mill@$27.4 million for the three months ended June28d3 , as compared $26.5 millior
for the three months ended June 30, 2012 . Thesdeerin income from operations for the three moatited June 30, 2013as compared to t
three months ended June 30, 2012, was primarilytalike decrease in gross profit of $48.5 milligpartially offset by the decrease in marke
expense of $32.9 million . The unfavorable impattimcome from operations from year-owarar changes in foreign exchange rates for the
months ended June 30, 2013 was $3.0 million .

North America
Segment operating income in our North America segmehich excludes stock-based compensation andisitign-related benefit, ne
increased by $5.1 million to $48.5 million for ttieee months ended June 30, 2013 , as comparet81d Million for thethree months ended June

2012. The increase in segment operating income foriNArherica was primarily attributable to the increas gross profit, particularly from c
Goods category, partially offset by an increasgeigment operating
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expenses.
EMEA

Segment operating income in our EMEA segment, whidatiudes stock-based compensation and acquisiiated benefit, net, decrea
by $7.1 million to $24.7 million for the three mbstended June 30, 2013, as compared to $31.8 mifiicthe three months ended June 30, 2
The decrease in segment operating income for tiee timonths ended June 30, 2@k3ompared to the three months ended June 30,v28d Aue t
the decrease in gross profit, partially offset ljearease in segment operating expenses.

Rest of World

Segment operating loss in our Rest of World segmehich excludes stock-based compensation and sitiquirelated benefit, ne
increased by $10.9 million to a loss of $14.2 miilifor the three months ended June 30, 2013 , mpa@d to a loss of $3.3 million for thieree
months ended June 30, 2012 . The increased segperating loss for the three months ended Jun@@®Bas compared to the three months el
June 30, 2012 was due to the decrease in grosg peotially offset by a decrease in segment ojpegaexpenses.

Other (Expense) Income, Net

Other (expense) income, net includes interest ircom our cash and cash equivalents, interest expem®ur capital leases and fore
currency transaction gains and losses, primarisplteng from intercompany balances related to aueifjn subsidiaries that are denominate
currencies other than their functional currenci@ther (expense) income, net was an expense ofr#lién for the three months ended June
2013, as compared to income of $57.4 million Far three months ended June 30, 20DRring the three months ended June 30, 2012r atheme
net included a gain of $56.0 million resulting frdhe E-Commerce transaction, which is describeNate 4 "Investments" The change in oth
(expense) income, net was also due to increasejfocurrency transaction losses for the three hweabhded June 30, 2013, as compared to the
year period

Provision for Income Taxes
For the three months ended June 30, 2013 and 20&2¢gcorded income tax expense of $27.4 millicsh $66.9 million , respectively.

The effective tax rate was 125.4% for the three tiended June 30, 2013 , as compared to 66.6%hdahree months ended June
2012. The most significant factors impacting our effeettax rate for three months ended June 30, 26@2812 were losses in jurisdictions tha
are not able to benefit due to uncertainty as &r#alization of those losses, amortization of tlhe effects of intercompany sales of intellec
property and nondeductible stobksed compensation expense. The effective taXoatbe three months ended June 30, 2012 was &aigatimely
impacted by the tax effects of the gain on the Ea@@rce transaction, as described in Notkdestments."”

We expect that our consolidated effective tax natiiture periods will continue to differ signifinly from the U.S. federal income tax r
as a result of our tax obligations in jurisdictiomish profits and valuation allowances in jurisdicts with losses. Our consolidated effective tae e
future periods will also be adversely impacted by &mortization of the tax effects of intercomparmnsactions, including intercompany sale
intellectual property that we expect to undertakéhi future.
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Results of Operations

Comparison of the Six Months Ended June 30, 20132012:

Six Months Ended June 30,

2013 2012

(in thousands)

Revenue:
Third party and other $ 857,97¢ $ 1,043,03!
Direct 352,17( 84,58(
Total revenue 1,210,14 1,127,611
Cost of revenue:
Third party and other 125,52: 179,66:
Direct 320,92 75,022
Total cost of revenue 446,44t 254,68:
Gross profit 763,70! 872,93t
Operating expenses:
Marketing 105,05« 205,02:
Selling, general and administrative 610,80t 583,47"
Acquisition-related benefit, net (747) (1,687
Total operating expenses 715,11 786,81:
Income from operations 48,59( 86,12«
Loss on equity method investments 33 (8,55€)
Other (expense) income, net (10,629 53,82¢
Income before provision for income taxes 37,92¢ 131,39¢
Provision for income taxes 46,72: 101,44(
Net (loss) income (8,797 29,95¢
Net income attributable to noncontrolling interests (2,77%) (2,100
Net (loss) income attributable to Groupon, Inc. (11,56¢€) 27,85¢
Adjustment of redeemable noncontrolling interesteetlemption value = (11,16%)
Net (loss) income attributable to common stockholds $ (11,569 $ 16,69:
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Classification of stock-based compensation withiost of revenue and operating expenses

Cost of revenue and operating expenses includé-s@ased compensation as follows:

Six Months Ended June 30,

2013 2012
Stock-based Stock-based
Statement of compensation Statement of compensation
Operations line included in line Operations line included in line
item item item item

(in thousands)
Total cost of revenue $ 446,44t  $ 1,22¢  $ 254,68. $ 1,497

Operating expenses:

Marketing $ 105,05 $ 4,49¢ $ 205,02: $ 1,372
Selling, general and administrative 610,80t 56,62¢ 583,47 52,21¢
Acquisition-related benefit, net (747) — (1,687) —

Total operating expenses $ 715,110 $ 61,12¢ $ 786,81 $ 53,59(

Foreign exchange rate neutral operating results

The effect on our condensed consolidated statemaEntperations for the six months ended June 30328hd 2012 from changes
exchange rates versus the U.S. dollar was as fsilow

Six Months Ended June 30,

2013 2012
At Avg. Exchange At Avg. Exchange
As
Q22012 YTD Rate As Reported Q22011 YTD Rate Reported
Rates ® Effect @ Rates @ Effect @
(in thousands)
Gross billings $ 2,843,060 $ (21,48t $ 2,821,577 $ 2,78435 % (142,87) $ 2,641,47
Revenue $ 1,217,79:  $ (7,650 $ 1,210,14 $ 1,187,85. $ (60,23Y) $ 1,127,61
Cost of revenue and operating
expenses 1,167,85 (6,29¢) 1,161,55 1,100,48: (58,989 1,041,49.
Income from operations $ 49,94; $ (1,359 $ 48,59( $ 87,36¢ $ 1,249 $ 86,12¢
(1) Represents the financial statement balances thaldwave resulted had exchange rates in the regopgriod been the same as those in effect indheparable pric
year period

2) Represents the increase or decrease in reportegndsmesulting from changes in exchange rates frarse in effect in the comparable prior year pe
Gross Billings

Gross billings represents the total dollar valuewstomer purchases of goods and services, exglagiplicable taxes and net of estimi
refunds. For third party revenue deals, grossnigidlidiffers from third party revenue reported im candensed consolidated statements of opere
which is presented net of the merchant's sharkeofransaction price. For direct revenue dealsgbilings are equivalent to direct revenue regn
in our condensed consolidated statements of opemtFor the six months ended June 30, 2013 an@, 2t gross billings wer$2,821.6 millio
and $2,641.5 million , reflecting a growth rate6o8% . The increase in our gross billings was casegrof a $251.5 milliofincrease in our Goo
category and a $24.1 million increase in our Trarel other category, partially offset by a $95.8iam decrease in our Local category, which
driven by declines in our EMEA and Rest of Worldysents. The increase in gross billings was drivemib increase in active customers anc
volume of transactions. The unfavorable impact @sg billings from year-oveyear changes in foreign exchange rates for thensinths ended Ju
30, 2013 was $21.5 million .
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Gross billings by segment for the six months entigte 30, 2013 and 2012 were as follows:

Gross billings:
North America
EMEA
Rest of World

Total gross billings

Six Months Ended June 30,

2013 % of total 2012 % of total
(dollars in thousands)
$ 1,393,52. 49.% $ 1,101,83: 41.1%
974,56 34.t 999,94( 37.¢
453,48! 16.1 539,70« 20.4
$ 2,821,57! 100.% $ 2,641,47 100.(%

We offer goods and services through three primatggories: Local Deals ("Local"), Groupon Goodsqt@s") and Groupon Getaways

Local:
Third party
Direct

Total gross billings

Goods:
Third party
Direct

Total gross billings

Travel and other:
Third party and other
Direct

Total gross billings

Total gross billings

North America

EMEA

Rest of World

("Travel"). Gross billings by category and segmienthe six months ended June 30, 2013 and 2018 agfollows (in thousands):

Consolidated

Six Months Ended June 30,

Six Months Ended June 30,

Six Months Ended June 30,

Six Months Ended June

2013 2012 2013 2012 2013 2012 2013 2012
$ 89991 $ 83647 $ 50053 $ 591,200 $ 234620 $ 297,99 1,63506 $ 1,725
692 5,581 = = = = 692 5,
900,60: 842,05¢ 500,53: 591,20( 234,62 297,99 1,635,75. 1,731
32,79 116,08 307,15t 240,40¢ 137,76t 146,47¢ 477,714 502,
329,44; 55,05¢ 9,63: 17,49: 12,40 2,191 351,47 74,
362,23 171,13 316,78 257,90: 150,17 148,67( 829,19 577,
130,68 88,63 157,25( 146,58 68,69 93,04 356,62 328,

— — = 4,25¢ = = = 4,

130,68 88,63 157,25( 150,83 68,69 93,04: 356,62 332,

$ 1,39352 $ 110183 $ 97456( $ 999,94 $ 45348. $ 539,70 $ 2,821,577 $ 2,641

(1) Includes gross billings from deals with loocarchants, from deals with national merchants,taraligh local events (i.eGrouponLivedeals)

North America

North America segment gross billings increased 2917 million to $1,393.5 milliofior the six months ended June 30, 2013, as com

EMEA

to $1,101.8 million for the six months ended Jufig Z)12. The increase in gross billings was coregrisf a $191.1 milliorincrease in our Goo
category, a $58.5 million increase in our Locakgary and a $42.0 milliomcrease in our Travel and other category. Theeimee in gross billings
the North America segment resulted from higher gtutlings per average active customer and an @serén active customers for the six mo
ended June 30, 2013, as compared to the priorpezayd. We believe that increases in transactidgivigcon mobile devices and in the numbe
deals that we offered contributed to the growthillings for our North America segment. In additjeme target customers through our daily email
sending them deals for specific locations and pextspreferences, which we believe contributed &ltitlings growth.

EMEA segment gross billings decreased by $25.4ianillo $974.6 million for the six months ended J@0e 2013, as compared $899.¢
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million for the six months ended June 30, 2012. @kerease in gross hillings was comprised of a7&dllion decrease in our Local categc
partially offset by a $58.9 million increase in deoods category and a $6.4 million




increase in our Travel and other category. Thedeetease in gross billings in the EMEA segmentltedurom lower gross billings per aver:
active customer for the six months ended June @03,2as compared to the six months ended Juned3Q, 2

Rest of World

Rest of World segment gross billings decreased88;2bmillion to $453.5 milliorfor the six months ended June 30, 2013, as compe
$539.7 million for the six months ended June 30,20 he decrease in gross billings was comprised$63.4 milliondecrease in our Local categ
and a $24.4 million decrease in our Travel androtlagegory, partially offset by a $1.5 milliancrease in our Goods category. The net decre:i
gross bhillings in the Rest of World segment resufidm lower gross billings per average active cosr and lower unit sales for the six mol
ended June 30, 2013, as compared to the priompgeand, as well as overall weakness in some ohwankets.

Revenue

We generate revenue from third party revenue deaksct revenue deals and other transactiBesenue for the six months ends June
2013 and 2012 was as follows:

Six Months Ended June 30,

2013 2012
(in thousands)
Revenue:
Third party $ 852,23: % 1,031,92:
Direct 352,17 84,58(
Other 5,74¢ 11,11¢
Total revenue $ 1,210,14: $ 1,127,61:

Revenue increased by $82.5 million to $1,210.liomilfor the six months ended June 30, 2013, as aosdpto $1,127.6 milliofor the si
months ended June 30, 2012. The primary drivehisfincrease was the $267.6 millimtrease in direct revenue from transactions, milgnan our
Goods category, where we are the merchant of remuddor which revenue is reported on a gross bakis increase in direct revenue was part
offset by a $179.7 milliomlecrease in third party revenue. The net increasevenue was attributable to the increase in aatistomers and un
purchased for the six months ended June 30, 20&8mapared to the six months ended June 30, 20J&idition, through our daily emails, we tai
customers by sending them deals for specific lonatiand personal preferences, which we believeibated to revenue growth. We also incre:
the number of merchant relationships and the volomgeals we offer on a daily basis to our cust@n&he unfavorable impact on revenue f
yea-over-year changes in foreign exchange rates fsithmonths ended June 30, 2013 was $7.7 million .

Third Party Revenue

Third party revenue decreased by $179.7 millio8862.2 million for the six months ended June 3@,3G&s compared t1,031.9 millior
for the six months ended June 30, 2012. The deereathird party revenue was primarily due to a&02million decrease in our Local categc
which resulted from a $90.6 millictecrease in gross billings and a reduction in #regntage of gross billings that we retained aftstucting th
merchant's share to 40.0% for the six months edded 30, 2013, as compared to 45i8%he prior year period. The decrease in thirdypegvenu
was also due to a $43.9 million decrease in ourdsa@ategory, which resulted from a $25.3 milldecrease in gross billings and a reduction il
percentage of gross billings that we retained afestucting the merchant's share to 25f0%dhe six months ended June 30, 2013, as compea
32.5% in the prior year period.

Direct Revenue

Direct revenue increased by $267.6 million to $258illion for the six months ended June 30, 20E3;@mpared to $84.6 millidior the si
months ended June 30, 201%/e are often the merchant of record for traneastin the Goods category, particularly in North &ioa, such that tl
resulting revenue is reported on a gross basismitinect revenue. Direct revenue deals have coatrto grow, both overall and as a percenta
our revenue, through the continued growth of ouo@ocategory, and we expect that trend to contfoughe foreseeable future. In addition,
expect that any growth in direct revenue will résula smaller increase in income from operatidr@ntgrowth in third party revenue because ¢
revenue includes the entire amount of gross b#lingefore deducting the cost of the related inwgntahile third party revenue is net of
merchant's share of the transaction price. Addafignour Goods category has lower margins thanLogal category, primarily as a result of
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shipping and fulfillment costs related to directgrue transactions. We believe that direct revéramsactions in our Goods category will increa
the future in the EMEA and Rest of World segmestsva build out our global supply chain infrastruetu

Other Revenue

Other revenue decreased by $5.4 million to $5.Tianilfor the six months ended June 30, 2013, aspewed to $11.1 milliodior the si
months ended June 30, 2012, primarily due to aedser in nomerchant advertising. Other revenue also includdst of sale and payme
processing revenue, which we launched in the tpiratter of 2012. Point of sale revenue and paymertessing revenue were not significant fol
six months ended June 30, 2013, and we do not ekpero to be significant in the near term.

Revenue by Segment

Revenue by segment for the six months ended Jur203@ and 2012 was as follows:

Six Months Ended June 30,
2013 % of total 2012 % of total

(dollars in thousands)
North America:

Third party and other $ 386,60: 31.% $ 438,10: 38.%
Direct 330,13! 27.2 60,64 5.3
Total segment revenue 716,73t 59.2 498,74t 442
EMEA:
Third party and other 334,12¢ 27.€ 420,16! 37.2
Direct 9,63% 0.8 21,74¢ 1.¢
Total segment revenue 343,76( 28.4 441,91: 39.2
Rest of World:
Third party and other 137,25!( 11.z 184,77( 16.4
Direct 12,40¢ 11 2,191 0.2
Total segment revenue 149,65: 12.4 186,96 16.€
Total revenue $ 1,210,14 100.(% $ 1,127,61: 100.(%
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Revenue by category and segment for the six mattied June 30, 2013 and 2012 was as follows (ustmals):

North America EMEA Rest of World Consolidated
Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30, Six Months Ended Ju
2013 2012 2013 2012 2013 2012 2013 2C
Local ®:
Third party $ 34571 $ 37531 $ 220,19t $ 289,60: $ 88,40¢ $ 117,42t $ 65431+ $ 7
Direct revenue 698 5,581 — — — — 693
Total revenue 346,40! 380,90 220,19¢ 289,60: 88,40¢ 117,42¢ 655,00 7
Goods:
Third party 7,79¢ 35,32¢ 78,81! 87,67 33,041 40,55¢ 119,65! 1
Direct revenue 329,44 55,05¢ 9,632 17,49 12,402 2,191 351,47
Total revenue 337,23 90,38¢ 88,44: 105,16¢ 45,45( 42,74, 471,13: 2
Travel and other:
Third party and other revenue 33,09¢ 27,45¢ 35,11¢ 42,89: 15,79¢ 26,78¢ 84,01(
Direct revenue = = = 4,25 — — —
Total revenue 33,09¢ 27,45¢ 35,11¢ 47,14« 15,79¢ 26,78¢ 84,01( 1
Total revenue $ 716,73t $ 49874 $ 343,760 $ 441,910 $ 14965 $  186,96. $ 1,21014 $ 1,1

(1) Includes revenue from deals with local merdbainom deals with national merchants, and throlaghl events (i.e GrouponLivedeals)

North America

North America segment revenue increased by $218l®dmto $716.7 millionfor the six months ended June 30, 2013, as compa
$498.7 million for the six months ended June 30, 20rhe increase in revenue primarily resulted fi$274.4 millionincrease in direct reven
from our Goods category and an increase in actigtomers. Direct revenue, which is recorded onoagbasis, is derived primarily from sell
products through our Goods category where we aartbrchant of record. The increase in direct resemas partially offset by $29.6 millior
decrease in third party revenue in our Local catggarimarily due to lower margins on deals durthg current period, and a $27.5 millidacreas
in third party revenue in our Goods category, asdactions in that category were predominantlyctiirevenue transactions for the six months e
June 30, 2013. The margins in our Local categoryHiod party revenue decreased to 38 ##tthe six months ended June 30, 2013, as compie
44.9%for the six months ended June 30, 2012, which wagely a result of the expansion of our marketplaagecent periods as we were willing
accept lower margins in order to increase the nurabactive deals offered to customers. We belitaad increases in transaction activity on mc
devices and in the number of deals that we offe@utributed to the growth in revenue for our NoAtmerica segment. In addition, we tal
customers through our daily emails by sending tdeals for specific locations and personal prefezenwhich we believe contributed to the reve
growth.

EMEA

EMEA segment revenue decreased by $98.2 milligg848.8 million for the six months ended June 30,3&s compared $441.9 millior
for the six months ended June 30, 2012. The deereas primarily due to a $69.4 milliaecrease in revenue from our Local category, v
resulted from a $90.7 milliodecrease in gross billings and a reduction in tbegntage of gross billings that we retained afeducting th
merchant's share to 44.0% for the six months edded 30, 2013, as compared to 49i8%he prior year period. The decrease in revenu®
EMEA segment was also due to a $16.7 millifatrease in revenue from our Goods category. Aith@ross billings on third party revenue dea
our Goods category increased by $66.7 million enexe on third party deals in our Goods categoryedesed by $8.9 millionwhich resulted from
reduction in the percentage of gross billings thatretained after deducting the merchant's sha2s .ifor the six months ended June 30, 201
compared to 36.5%or the six months ended June 30, 2012. Those dsesan the percentage of gross billings that wared during the six mont
ended June 30, 2013 reflect an increased propoafidower margin deals in our Goods category aspamed to the prior year period. We w
willing to accept lower deal margins, as comparethe prior year period, in order to increase thmber of active deals offered to our customel
offering more attractive terms to our merchantse Téwvorable impact on revenue from year-oyear changes in foreign exchange rates for tr
months ended June 30, 2013 was $1.7 million .
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In our EMEA segment, revenue from transactionsun®oods category are primarily presented on dasis within third party revenue,
we have not typically been the merchant of recordtose transactions outside of the United States.

Rest of World

Rest of World segment revenue decreased by $37i8mtb $149.7 million for the six months endechéw30, 2013, as compared®b87.(
million for the six months ended June 30, 2012. dberease was primarily due to a $29.0 millilecrease in revenue from our Local category, v
resulted from a $63.4 milliodecrease in gross billings and a reduction in tbegntage of gross billings that we retained afeducting th
merchant's share to 37.7% for the six months eddad 30, 2013, as compared to 39id%he prior year period. The decrease in revepuetir Res
of World segment was also due to an $11.0 milliecrdase in revenue from our Travel and other cagegehich resulted from &24.4 millior
decrease in gross billings and a reduction in #regntage of gross billings that we retained afegtucting the merchant's share to 23fo%the sbi
months ended June 30, 2013, as compared to 28:8&te prior year period. We were willing to actéwer deal margins, as compared to the |
year period, in order to increase the number ofvaadeals offered to our customers by offering mattactive terms to our merchants.
unfavorable impact on revenue from year-over-yéanges in foreign exchange rates for the six mostlded June 30, 2013 was $9.2 million .

In our Rest of World segment, revenue from transastin our Goods category are primarily presemed net basis within third pa
revenue, as we have not typically been the merabfareicord for those transactions outside of théddnStates.

Cost of Revenue
Cost of revenue on third party, other and direceneie deals for the six months ended June 30, 20d2012 was as follows:

Six Months Ended June 30,
2013 2012

(in thousands)

Cost of revenue:

Third party $ 124,30 $ 179,56:
Direct 320,92: 75,02
Other 1,21¢ 10C

Total cost of revenue $ 446,440 $ 254,68

Cost of revenue is comprised of direct and ceiitadirect costs incurred to generate revenue. Fectlrevenue transactions, cost of revenue
includes the cost of inventory, shipping and flifiént costs and inventory markdowns. For thirdypegtzenue transactions, cost of revenue incl
estimated refunds for which the merchant's shar®isecoverable. Other costs incurred to genemtenue, which include credit card proces
fees, editorial costs, certain technology costd) tvesting and other processing fees, are allodatedst of third party revenue, direct revenue,
other revenue in proportion to relative gross g during the period. As a result of the significgrowth we have experienced from direct rev
transactions relative to our total gross billings the six months ended June 30, 2013, as comgeréte six months ended June 30, 201:
increased share of those allocable costs has teeatad to cost of direct revenue in our condermmusolidated statement of operations for th
months ended June 30, 2013.

Cost of revenue increased by $191.8 million to $44#illion for the six months ended June 30, 2GIs3compared to $254.7 millidar the
six months ended June 30, 2012, which was attfiteita the growth in direct revenue from our Goodtegory. The increase in cost of revenue
primarily driven by cost of inventory and the reldtshipping and fulfillment costs on direct revedeals, which were not as significant during thx
months ended June 30, 2012. We currently outsauos of our inventory fulfillment activities to tioi party logistics providers. We expect to rec
our usage of those third parties in future peribggransitioning a portion of inventory fulfilmentork in the United States to internal resour
which we believe will ultimately reduce our fulfilent costs. However, we may incur increased foiBt costs in the near term as we build
internal processes, lease warehouse space antiidrattse fulfillment work from those third parties
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Cost of Revenue by Segment

Cost of revenue by segment for the six months eddad 30, 2013 and 2012 was as follows:

Six Months Ended June 30,
2013 % of total 2012 % of total

dollars in thousands
North America:

Third party and other $ 52,35. 11.7% $ 102,73t 40.2%
Direct 297,44 66.7 52,83( 20.¢
Total segment cost of revenue 349,79: 78.4 155,56! 61.1
EMEA:
Third party and other 39,73( 8.9 38,78( 15.2
Direct 10,77¢ 2.4 20,24 8.C
Total segment cost of revenue 50,50¢ 11.c 59,02: 23.2
Rest of World:
Third party and other 33,44. 7.5 38,14¢ 15.C
Direct 12,70: 2.8 1,94¢ 0.7
Total segment cost of revenue 46,14« 10.5 40,09« 15.7
Total cost of revenue $ 446,441 100.(% $ 254,68 100.%

Cost of revenue by category and segment for thensixths ended June 30, 2013 and 2012 was as fofiowsousands):

North America EMEA Rest of World Consolidated
Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June
2013 2012 2013 2012 2013 2012 2013 2012
Local ®:
Third party $ 4573: % 87,49: $ 25,09C $ 26,77:  $ 13,88t $ 25,01 $ 84,70¢ $ 139,
Direct 63€ 4,891 — — — — 63€ 4.¢
Total cost of revenue 46,36¢ 92,38t 25,09( 26,77: 13,88t 25,01( 85,34« 144,
Goods:
Third party 997 8,771 10,58t 8,051 17,07( 8,23( 28,65: 25,(
Direct 296,80° 47,93 10,77¢ 16,51¢ 12,70: 1,94¢ 320,28 66,
Total cost of revenue 297,80« 56,70¢ 21,36 24,57( 29,77. 10,17¢ 348,93¢ 91,
Travel and other:
Third party and other 5,621 6,47: 4,05¢ 3,95¢ 2,487 4,90¢ 12,16 15,%
Direct — — — 3,72¢ — — — 3,1
Total cost of revenue 5,621 6,47 4,05¢ 7,67¢ 2,487 4,90¢ 12,16 19,(
Total cost of revenue $  349,79: $ 155,56! $ 50,50¢ % 59,02 $ 46,14 % 40,09¢ $ 446,44t $ 254.¢

(1) Includes cost of revenue from deals with looarchants, from deals with national merchants,tarmligh local events (i.eGrouponLivedeals)
North America

North America segment cost of revenue increasefilioy.2 million to $349.8 milliofior the six months ended June 30, 2013, as com

to $155.6 millionfor the six months ended June 30, 2012. The inergmasost of revenue was primarily driven by thetaaf inventory and shippil
and fulfillment costs related to direct revenuelsi@our Goods category, due to the growth of teé&gory as compared to the prior year period.
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EMEA

EMEA segment cost of revenue decreased by $8.5omilb $50.5 million for the six months ended J@&@ 2013, as compared $59.(
million for the six months ended June 30, 2012. The deziieasost of revenue was primarily driven by a dase in the cost of inventory relate
direct revenue deals, driven by the decrease @tdievenue deals in our Goods category for thensinths ended June 30, 2013, as compared
six months ended June 30, 2012.

Rest of World

Rest of World segment cost of revenue increasefiéby million to $46.1 milliorfor the six months ended June 30, 2013, as compe
$40.1 millionfor the six months ended June 30, 2012. The inergasost of revenue was primarily driven by thetaaf inventory and shipping a
fulfillment costs related to direct revenue dealsour Goods category. This increase was partidilyeb by reduced credit card processing
attributable to the decrease in billings, emaitriistion costs, primarily due to the migrationan internal email distribution platform, and ediat
costs.

Gross Profit
Gross profit for the six months ended June 30, 20182012 was as follows:
Six Months Ended June 30,

2013 2012

(in thousands)

Gross profit:

Third party $ 727,93 $ 852,36:
Direct 31,247 9,55¢
Other 4,52¢ 11,01

Total gross profit $ 763,700 $ 872,93

Gross profit decreased by $109.2 million to $768illion for the six months ended June 30, 2013;@mpared to $872.9 million for the six
months ended June 30, 2012. This decrease in grofisresulted from the $191.8 millioincrease in cost of revenue during the six montitee
June 30, 2013, partially offset by the $82.5 milliacrease in revenue. Gross profit as a percemtbga/enue decreased to 63.186the six month
ended June 30, 2013, as compared to 7Tot%he six months ended June 30, 2012. The deziieagoss profit as a percentage of revenue duiie
six months ended June 30, 2013, as compared tsixhmonths ended June 30, 2012, was primarilybattable to the increase in direct reve
Direct revenue primarily relates to deals in oun@® category that have lower margins than deabsiirLocal category. Additionally, direct rever
and the related cost of revenue are presentecdgoosa basis in our condensed consolidated stateroénperations, which contributes to lower g
profit as a percentage of revenue.

Gross profit on third party revenue decreased (B4®Lmillion to $727.9 milliorfor the six months ended June 30, 2013, as compe
$852.4 million for the six months ended June 3@,20his decrease in gross profit resulted from$%he9.7 milliondecrease in third party reven
partially offset by the $55.3 milliodecrease in the cost of third party revenue. Guosfit as a percentage of revenue on third pangmae deals wi
85.4% for the six months ended June 30, 2013, apared to 82.6%or the six months ended June 30, 2012. The inergagross profit as
percentage of revenue on third party revenue deadsattributable, in part, to a lower proportiontteé allocable costs within cost of revenue b
allocated to the cost of third party revenue fag #ix months ended June 30, 2013, as comparecetsithmonths ended June 30, 2012. T
allocable costs include credit card processing, fedisorial costs, certain technology costs, westihg and other processing fees. An increased
of those costs was allocated to the cost of dieatnue due to the increase in billings from diregenue transactions relative to total grossrigj#i

Gross profit on direct revenue increased by $21ilfom to $31.2 million for the six months endedndu30, 2013, as compared $8.€
million for the six months ended June 30, 2012 sTihcrease in gross profit resulted from the $26iilion increase in direct revenue $352.:
million for the six months ended June 30, 2013¢@wpared to $84.6 million for the six months endade 30, 2012, partially offset by t#245.¢
million increase in cost of revenue on direct raxedeals to $320.9 million for the six months endede 30, 2013, as compared to $75.0 mili@n
the six months ended June 30, 2012. Gross proéitcentage of revenue on direct revenue dea8\&sdfor the six months ended June 30, 2!
as compared to 11.3% for the six months ended 30n2012.
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Gross profit on other revenue decreased by $6.omio $4.5 million for the six months ended Ji@te 2013, as compared $4.1.0 millior
for the six months ended June 30, 2012. The deziiaagoss profit was driven by the decrease iemotbvenue, which was primarily attributable
decrease in non-merchant advertising.

Gross Profit by Segment

Gross profit by segment for the six months endee BD, 2013 and 2012 was as follows:

Six Months Ended June 30,
2013 % of total 2012 % of total

(dollars in thousands)
North America:

Third party and other $ 334,25( 43.6% $ 335,36¢ 38.4%
Direct 32,69: 4.2 7,81 0.¢
Total gross profit 366,94. 48.C 343,18: 39.2
EMEA:
Third party and other 294,39¢ 38.t 381,38! 43.7
Direct (1,146 (0.2) 1,50: 0.2
Total gross profit 293,25! 38.4 382,88t 43.¢
Rest of World:
Third party and other 103,80t 13.€ 146,62 16.€
Direct (299) — 243 —
Total gross profit 103,50¢ 13.€ 146,86° 16.€
Total gross profit $ 763,70: 100.C% $ 872,93t 100.%

Gross profit by category and segment for the sixtim®ended June 30, 2013 and 2012 was as folloviequsands):

North America EMEA Rest of World Consolidated
Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012 2013 2012 2013 2012
Local ®:
Third party $ 299,977 $ 287,828 $ 195,10¢ $ 262,827 % 74520 % 92,41¢ % 569,60t $ 643,06¢
Direct 57 69C — — — — 57 69C
Total gross profit 300,03 288,51! 195,10¢ 262,82 74,52% 92,41¢ 569,66: 643,75¢
Goods:
Third party 6,79¢ 26,557 68,22¢ 79,62: 15,977 32,32¢ 91,00: 138,50!
Direct 32,63t 7,128 (1,14¢) 974 (299) 24z 31,19( 8,34(
Total gross profit 39,43: 33,68( 67,08: 80,59¢ 15,67¢ 32,56¢ 122,19 146,84t
Travel and other:
Third party and
other 27,47t 20,98¢ 31,06« 38,93¢ 13,30¢ 21,88: 71,84 81,80
Direct = = = 52¢ — — — 52¢
Total gross profit 27,47¢ 20,98¢ 31,06¢ 39,46¢ 13,30¢ 21,88: 71,84% 82,33

Total gross profit $ 36694 $ 34318 $  29325. $ 382,88t $ 103,50 $ 14686 $ 76370 $  872,93(

(1) Includes gross profit from deals with localrofeants, from deals with national merchants, anolidph local events (i.eGrouponLivedeals)
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North America

North America segment gross profit increased by.&23illion to $366.9 millionfor the six months ended June 30, 2013, as compe
$343.2 million for the six months ended June 30,20 he increase in gross profit was comprisechddHL.5 millionincrease in the Local categon
$6.5 million increase in the Travel and other catggnd a $5.8 million increase in the Goods catggo

EMEA

EMEA segment gross profit decreased by $89.6 miltm $293.3 million for the six months ended JB80¢ 2013, as compared $382.¢
million for the six months ended June 30, 2012. dkerease in gross profit was comprised of a $8illlibn decrease in the Local category$ 3.t
million decrease in the Goods category and an ®8libn decrease in the Travel and other category.

Rest of World

Rest of World segment gross profit decreased by4$dsllion to $103.5 millionfor the six months ended June 30, 2013, as compe
$146.9 million for the six months ended June 30,20he decrease in gross profit was comprised¥if7a9 milliondecrease in the Local categor
$16.9 million decrease in the Goods category arbi8ad million decrease in the Travel and othergatg

Marketing

For the six months ended June 30, 2013 and 201&ketiray expense was $105.1 million and $205.0 arilli respectivelyMarketing

expense by segment as a percentage of segmentiesfizerthe six months ended June 30, 2013 and 2@%2as follows:

Six Months Ended June 30,

% of Segment % of Segment
2013 Revenue 2012 Revenue
(dollars in thousands)
North America $ 52,86: 74% $ 65,43 13.1%
EMEA 32,97¢ 9.€% 97,70 22.1%
Rest of World 19,211 12.&% 41,88¢ 22.%%
Marketing $ 105,05¢ 87% $ 205,02: 18.2%

We evaluate our marketing expense as a percenfageamue because it gives us an indication of iv@lv our marketing spend is driving
the volume of transactions. Marketing expense psreentage of revenue for the six months ended 3002013 has decreased from the six mc
ended June 30, 2012, which we believe is due ioie&fties we have realized from building a subsgribase and shifting our marketing sper
customer activation. Additionally, we continue tthance our technology and methods for optimizingketing expenditures, which we believe
contributed to more efficient marketing spendingeanent periods. However, we currently anticipataeasing our marketing spend in future pel
for the North America, EMEA and Rest of World segiseén connection with our initiatives to grow @gtive customer base.

Marketing expense by segment as a percentageabhtarketing expense for the six months ended 30n2013 and 2012 was as follows:

Six Months Ended June 30,

2013 % of total 2012 % of total
(dollars in thousands)
North America $ 52,86 50.5% $ 65,43: 31.%%
EMEA 32,97¢ 31.4 97,70 471
Rest of World 19,21% 18.2 41,88t¢ 204
Marketing $ 105,05: 100.(% $ 205,02: 100.%

Our marketing expense decreased by $100.0 miigk105.1 million for the the six months ended J80e2013, as
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compared to $205.0 milliofor the six months ended June 30, 2012. As our etarkave developed throughout 2012 and into 200Bnmarketin
spend has continued to shift from customer acdotisinarketing to activation, which has contributediower marketing expense during the
months ended June 30, 2013 as compared to theymaorperiod. Additionally, we have enhanced otmrreon investment analyses for marke
expenditures, which we believe has resulted in neffieient marketing spending in recent periodswideer, we currently anticipate increasing
marketing spend in future periods for the North Aicee EMEA and Rest of World segments in connectigiin our initiatives to grow our acti
customer base.

Our subscriber acquisition and activation marketiegvities also include elements that are notgmweesd as "Marketing” on our conden
consolidated statements of operations, such as alideounts, free shipping on merchandise sales amoepting lower margins on our de
Marketing is the primary method by which we acquisstomers, and as such, is a critical part ofgpowth strategy.

North America

North America segment marketing expense decreas&d 6 million to $52.9 milliorfor the six months ended June 30, 2013, as com
to $65.4 millionfor the six months ended June 30, 2012. For thensinths ended June 30, 2013, marketing expenseesentage of revenue for
North America segment we7.4% , as compared to 13.1f%r the six months ended June 30, 2012. The dexseasre primarily attributable tc
decrease in online marketing spend. This refléwscontinued shift in focus from customer acqusitinarketing to activation, which has contribi
to lower marketing expense during the six montrdednlune 30, 2013. The decrease in online marksgiagd was partially offset by an increas
marketing payroll, including related stock-basethpensation expense.

EMEA

EMEA segment marketing expense decreased by $64igmto $33.0 million for the six months endechau30, 2013, as compared®®7.i
million for the six months ended June 30, 2012. For thensinths ended June 30, 2013, marketing expenspasantage of revenue for the EM
segment was 9.6% , as compared to 22fd@the six months ended June 30, 2012. The dezseasre primarily attributable to a decrease irne
marketing spend. This reflects the continued execuagainst our plan to move from customer acqaisimarketing to activation, which
contributed to lower marketing expense during tker®onths ended June 30, 2013.

Rest of World

Rest of World segment marketing expense decreas&@7 million to $19.2 milliorfor the six months ended June 30, 2013, as com
to $41.9 millionfor the six months ended June 30, 2012. For thensinths ended June 30, 2013, marketing expenseeasentage of revenue for
Rest of World segment was 12.8% , as compared .#@2fr the six months ended June 30, 2012. The dezseasre primarily attributable tc
decrease in online marketing spend. This reflé@scontinued shift from customer acquisition marigeto activation, which has contributed to lo
marketing expense during the six months ended 30n2013.

Selling, General and Administrative

Selling, general and administrative expense ineeay $27.3 million to $610.8 milliofor the six months ended June 30, 2013, as com
to $583.5 millionfor the six months ended June 30, 2012. The inergaselling, general and administrative expense pvamarily due to increases
depreciation and amortization expense, wages anefibeand system maintenance expenses. Deprecitid amortization recorded within selli
general and administrative expense increased by3$hdlion for the six months ended June 30, 2013, primarilg tb increased amortizat
expense related to a higher balance of internalyetbped software as compared to the prior yedogheWages and benefits (excluding stdise:
compensation) within selling, general and admiatste expense increased by $9.0 millfonthe six months ended June 30, 2013, as we ashle
force, technology and administrative personnelfapsrt our business. There was an $8.8 millimnease in system maintenance expenses for t
months ended June 30, 2013, as compared to theypdo period, as a result of investments in tetldgyoand our corporate infrastructure.

Selling, general and administrative expense ageeptage of revenue was 50.586 the six months ended June 30, 2013, as compe
51.7%for the six months ended June 30, 2012, respeyti&dlling, general and administrative expense peraentage of revenue has rema
relatively consistent as compared to the prior y@aniod as the growth in those expenses was comureeswith our revenue growth. We
continuing to refine our sales management andngefirocesses, including through automation, as méeavor to generate increased opetr:
efficiencies.
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Acquisition-Related Benefit, Net

For the six months ended June 30, 2013 and 201Hauered net acquisition-related benefits of $@illion and $1.7 million, respectively
representing changes in the fair value of contibgensideration liabilities from business acquisis. See Note 9Fair Value Measurement$

Income from Operations

Income from operations decreased by $37.5 mill@#$48.6 million for the six months ended June 30,3 as compared to $86.1 millifor
the six months ended June 30, 2012. The decreasedme from operations for the six months endete R0, 2013 as compared to the six mc
ended June 30, 2012 was primarily due to the deerigagross profit of $109.2 millicend the increase in selling, general and admitigtr@xpens
of $27.3 million , partially offset by the decreasemarketing expense of $100.0 milliomhe unfavorable impact on income from operatifsam
yea-over-year changes in foreign exchange rates fsithmonths ended June 30, 2013 was $1.4 million .

North America

Segment operating income in our North America segmehich excludes stock-based compensation andisitign-related benefit, ne
increased by $6.3 million to $89.9 million for tkix months ended June 30, 2013, as compared té $&@8Bion for the six months ended June
2012. The increase in segment operating incomé&é&th America was primarily attributable to the riease in gross profit, partially offset by
increase in segment operating expenses.

EMEA

Segment operating income in our EMEA segment, whidatiudes stock-based compensation and acquisgiated benefit, net, decrea
by $9.2 million to $58.9 million for the six montlended June 30, 2013, as compared to $68.1 mfthiothe six months ended June 30, 2012.
decrease in segment operating income for the simtimsoended June 30, 2013 as compared to the sithmended June 30, 2012 was due t
decrease in gross profit, partially offset by ardase in segment operating expenses.

Rest of World

Segment operating loss in our Rest of World segmehich excludes stock-based compensation and sitiqonirelated benefit, ne
increased by $26.4 million to a loss of $38.6 millifor the six months ended June 30, 2013, as caupa a loss of $12.2 milliofor the six month
ended June 30, 2012. The increased segment opgela@mfor the six months ended June 30, 2013 mpared to the six months ended June 30,
was due to the decrease in gross profit, part@figet by a decrease in segment operating expenses.

Other (Expense) Income, Net

Other (expense) income, net includes interest ircomour cash and cash equivalents, interest egmsmesapital leases and foreign curre
transaction gains and losses, primarily resultirgnf intercompany balances related to our foreigmsiliaries that are denominated in currer
other than their functional currencies. Other (@M@ income, net was an expense, net of $10.6omfllir the six months ended June 30, 201
compared to income, net of $53.8 millifor the six months ended June 30, 2012. Duringsthemonths ended June 30, 2012, other incom
included a gain of $56.0 million resulting from tBeCommerce transaction, which is described in Nbtelnvestments" The change in oth
(expense) income, net was also due to increasetyfocurrency transaction losses for the six moetiged June 30, 2013, as compared to the
year period

Provision for Income Taxes

For the six months ended June 30, 2013 and 2012eceeded income tax expense of $46.7 million ab@l$4 million , respectively.

The effective tax rate was 123.2% for the six merghded June 30, 2013, as compared to 7702%he six months ended June 30, 2
The most significant factors impacting our effeetbax rate for the six months ended June 30, 26832812 were losses in jurisdictions that we
not able to benefit due to uncertainty as to ttadization of those losses, amortization of thea#rcts of intercompany sales of intellectual proy

and nondeductible stodkased compensation expense. The effective taXamthe six months ended June 30, 2012 was alsativety impacted b
the tax effects of the gain on the E-Commerce #retin, as described in Noté'lhvestments."
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We expect that our consolidated effective tax natiiture periods will continue to differ signifintly from the U.S. federal income tax r
as a result of our tax obligations in jurisdictiomish profits and valuation allowances in juriséicts with losses. Our consolidated effective tde ie
future periods will also be adversely impacted ty &mortization of the tax effects of intercomparansactions, including intercompany sale
intellectual property that we expect to undertakée future.
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Non-GAAP Financial Measures

In addition to financial results reported in acarde with U.S. GAAP, we have provided the followimgn-GAAP financial measure
operating income excluding stock-based compensatiwhacquisitiorrelated benefit, net, free cash flow and foreigohexge rate neutral operat
results. These noBAAP financial measures are used in addition to endonjunction with results presented in accoréaméth U.S. GAAF
However, these measures are not intended to bestitsite for those reported in accordance with . GBAP. These measures may be different 1
non-GAAP financial measures used by other compaaig=m when similar terms are used to identify suelasures.

Operating income excluding stock-based compenseadioth acquisition-related benefit, neDperating income excluding stotlase:
compensation and acquisition-related benefit, aed NnonGAAP financial measure that comprises the constdilaotal of the segment operal
income (loss) of our three segments, North AmeliddEA and Rest of World. Stoebased compensation expense and acquisitédated benefi
net are excluded from segment operating incomes)ltgat we report under U.S. GAAP for our segmeStseckbased compensation expens
primarily a non-cash item. Acquisitiaelated benefit, net represents the change inaies/dlue of contingent consideration arrangemesitted t
business combinations. We use consolidated opgraitome excluding stock-based compensation andisitignrelated benefit, net to alloci
resources and evaluate performance internally.

We consider operating income excluding stock-basmudpensation and acquisitioelated benefit, net to be an important measur
management to evaluate the performance of our éssias it excludes changes in the fair value ofirgent consideration related to busir
combinations and stock-based compensation expev&esbelieve it is important to view operating incoexcluding stoclkased compensation &
acquisitionrelated benefit, net as a complement to our eetresolidated statements of operations. When evatuaur performance, you shol
consider operating income excluding stock-basedpemsation and acquisiticelated benefit, net as a complement to other &izuperformanc
measures, including net (loss) income and our dth8r GAAP results.

The following is a reconciliation of Operating ime excluding stock-based compensation and acaquisitiated benefit, net to the m
comparable U.S. GAAP financial measure, “Incom@roperations,” for the three and six months endietk 30, 2013 and 2012.

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
(in thousands)

Income from operations $ 27,41: $ 46,48 $ 4859( $ 86,12/

Adjustments:

Stock-based compensatidh 32,44¢ 27,08« 62,35: 55,08’

Acquisition-related benefit, nét (81%) (1,63%) (747) (1,689)
Total adjustments 31,63: 25,44¢ 61,60¢ 53,40(
Operating income excluding stock-based compensation
acquisition-related benefit, net $ 59,04 $ 71,93: % 110,19¢ $ 139,52
1) Represents stodkased compensation expense recorded within "Setiegeral and administrative," "Cost of revenued &Marketing" on the condensed consolid.

statements of operations.

2) Represents changes in the fair value of contingemsideration related to acquisitions made by tbeg@any

Free cash flowFree cash flow is a noBAAP financial measure that comprises net cashigeovby operating activities less purchase
property and equipment and capitalized software udéefree cash flow, and ratios based on it, taleonand evaluate our business because, altl
it is similar to cash flow from operations, we leek that it typically represents a more useful measf cash flows because purchases of fixed g
software developed for internabe and website development costs are necessanyooemts of our ongoing operations. Free cash flowd
intended to represent the total increase or deeri@asur cash balance for the applicable period.

Free cash flow has limitations due to the fact thdbes not represent the residual cash flow alkel for discretionary expenditures.
example, free cash flow does not include the castments for business acquisitions. In additione ftash flow reflects the impact of the tirr
difference between when we are paid by custometssdien we pay merchants and suppliers. Therefaedyelieve it is important to view free ci
flow as a complement to our entire condensed cateteld statements of
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cash flows.

The following is a reconciliation of free cash fldw the most comparable U.S. GAAP financial measiiMet cash provided by operat
activities," for the three and six months endedeJ8®, 2013 and 2012:

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012
(in thousands)
Net cash provided by operating activities $ 43,30: $ 75,31 $ 52,06: $ 159,02¢
Purchases of property and equipment and capitalized
software (14,047 (26,709 (28,510 (39,799
Free cash flow $ 29,26( $ 48,60¢ $ 23,55: $ 119,23
Net cash used in investing activities $ (15,869 $ (60,159 $ (46,54) $ (106,597
Net cash (used in) provided by financing activities $ (7,94) $ 24,15¢  $ (17,289 $ 15,88

Foreign exchange rate neutral operating resuiisreign exchange rate neutral operating resulte slusrent period operating results as if
foreign currency exchange rates had remained the s& those in effect in the comparable prior peaiod. These measures are intended to fac
comparisons to our historical performance. Forcameiliation of foreign exchange rate neutral ofiagaresults to the most comparable U.S. G/
financial measure, seeResults of Operatiorisabove.

Liquidity and Capital Resources

As of June 30, 2013 , we had $1,182.0 million ishcandcash equivalents, which primarily consisted of ¢asbney market accounts ¢
overnight securities.

Since our inception, we have funded our workingitehpequirements and expansion primarily with cietvs from operations and throu
public and private sales of common and preferredkstwhich have yielded net proceeds of approxima#,857.1 million. We generated posil
cash flow from operations for the six months endade 30, 2013 and 2012, and we expect cash flom bperations to remain positive in
foreseeable future. We generally use this cash ftofund our operations, make additional acquisg&igourchase capital assets and meet our
cash operating needs. Cash flow from operations$sasl million and $159.0 million for the six mostanded June 30, 2013 and 2012, respectively.

We consider the undistributed earnings of our tpredubsidiaries as of June 30, 2@d e indefinitely reinvested and, accordingly,Uh&.
income taxes have been provided thereon. As of Bihe2013, the amount of cash and cash equivalents heldiieigh jurisdictions we
approximately $311.4 million We have not, nor do we anticipate the need tmtriate funds to the United States to satisfy dsimdiquidity need
arising in the ordinary course of business.

Although we can provide no assurances, we beliesedur available cash and cash equivalents balamde&ash generated from operat
should be sufficient to meet our working capitajuigements and other capital expenditures forastléhe next twelve months.

Anticipated Uses of Cash

Our priority in 2013 is to continue to aggressivelyest in the business by making additional inwvesits in technology and innovations
by continuing to shift our marketing spend from tomser acquisition to customer activation in our tioAmerica, EMEA and Rest of Wo
segments. In addition, we plan to continue to aegar make strategic minority investments in compatary businesses that add to our cust
base or provide incremental technology or taleriiath.

In order to support our overall global expansiore @xpect to continue to make significant investmant our corporate facilities a
technology development during 2013. During therabnths ended June 30, 2013, we acquired thuseesses for an aggregate purchase pr
$1.5 million , of which a majority was paid for @ash (net of cash acquired), and we expect toraomtio use cash to make strategic acquisitions.

We currently plan to fund these investments in Marth America, EMEA and Rest of World segments wdtlr available cash and ci
equivalents balance and cash flows generated fnemetspective operations. We do not intend to pagehds
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in the foreseeable future.

In August 2013, our Board of Directors authorizeshare repurchase program. Under the program revawghorized to repurchase uj
$300 million of our outstanding Class A common ktoeer the next 24 months. The timing and amotiging share repurchases will be determ
based on market conditions, share price and o#te¢orfs, and the program may be discontinued oreswlga at any time. The Company will fund
repurchases through cash on hand and future aash fRepurchases will be made in compliance witlC 3&es and other legal requirements
may be made in part under a Rule 10b5-1 plan, whérhits stock repurchases when the Company migktwise be precluded from doing so.

Cash Flow

Our net cash flow from operating, investing ana@ficing activities for the six months ended June2B@3 and 2012 were as follows:

Six Months Ended June 30,
2013 2012

(in thousands)

Cash provided by (used in):

Operating activities $ 52,06: $ 159,02¢
Investing activities (46,547) (106,59
Financing activities (17,287 15,88
Effect of changes in exchange rates on cash amdezpsvalents (15,51¢) (5,457)
Net (decrease) increase in cash and cash equisalent $ (27,279 $ 62,86:

Cash Provided By Operating Activities

Cash provided by operating activities primarily sists of our net (loss) income adjusted for ceriggms, including depreciation a
amortization, stockbased compensation, deferred income taxes andféut ef changes in working capital and other items

Our current merchant arrangements are structuredtees a redemption payment model or a fixed paymedel defined as follows:

Redemption payment modelnder our redemption merchant payment model, wkaopayments at the time our customers purc
Groupons and make payments to our merchants dseguent date. Using this payment model, merclzaataot paid until the customer redeem:
Groupon that has been purchased. If a customerrde®deem the Groupon under this payment modeletain all of the gross billings from
unredeemed Groupon. The redemption model generajpyoves our overall cash flow because we do ngt gaa merchants until the custor
redeems the Groupon. We typically pay our merchapdés redemption for the majority of deals in oMEA and Rest of World markets.

Fixed payment modelUnder our fixed merchant payment model, we gehlepaly our merchants in installments over a peabdixty day:
for third party revenue deals. However, for thimtg revenue deals in which the merchant has areanis presence on our websites and m
applications by offering vouchers on a rolling safsir an extended period of time, we generally tggayments to the merchant on an ongoing
throughout the term of the offering. For directerue deals in our Goods category, payment terntisawmit suppliers typically range from net 30 ¢
to net 60 days. Under the fixed payment model, heerts are paid regardless of whether the Groupoedisemed. We typically pay our merch.
under the fixed payment model for the majority ef$ in North America.

We experience swings in accrued merchant and srppdiyables associated with our normal revegermerating activities, including bc
third party and direct revenue sales transactitreg, can cause volatility in working capital levalsd impact cash balances more or less tha
operating income or loss would indicate. In reqeertiods, we have offered certain merchants morerédble and accelerated payment terms, v
has reduced our overall cash flow benefits fromttheng differences between when we receive casimfcustomers and remit payments to
merchants. We expect this trend to continue irfuhee.
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We believe that seasonal fluctuations will contibmémpact our cash flows, particularly as a restithe growth of our Goods category. |
operating cash flows were adversely impacted byG8&8llion from the decrease in accrued merchant and supmigables during the six mon
ended June 30, 2013, which was primarily due totifmng of payments to suppliers of merchandiseirduthe first quarter of 2013 after -
seasonally high levels of Goods transactions ie B212. In contrast, our operating cash flows htgteby a $32.0 milliorincrease in accrus
merchant and supplier payables during the six nwoetided June 30, 2012, as we were experiencing favoeable growth rates in our Lo
category at that time and our Goods category washnsmaller in late 2011. The cash flow impact o&rges in accrued merchant and sup
payables during the six months ended June 30, 26832012 was a primary driver of the $107.0 millfeduction in cash provided by opera
activities between those periods.

For the six months ended June 30, 2013, our nétmawvided by operating activities was $52.1 milliowhich consisted of $99.5 millior
net increase for certain non-cash items, partiaffget by a $38.6 milliomet decrease related to changes in working capitdl other assets &
liabilities and a $8.8 million net loss. The nejustiments for non-cash items include $62.4 millidrstock-based compensation expense ¥tz
million of depreciation and amortization expense. The @serén cash resulting from changes in working ehpittivities primarily consisted of
$38.0 million decrease in accrued merchant andlsungmayables and a $22.8 million decrease in attsopayable, partially offset by$i6.0 millior
decrease in prepaid expenses and other currens.aSke $38.0 milliordecrease in accrued merchant and supplier payableprimarily attributab
to payments to suppliers of merchandise in early32@lated to Goods transactions from Novemberemember of 2012.

For the six months ended June 30, 2012, our nét pesvided by operating activities was $159.0 wiili, which consisted of $107.¢
million net increase related to changes in worldagital and other assets, $30.0 million of netine@nd a $21.7 million net increase for certain-non
cash items. The net adjustments for non-cash itechsde $55.1 million of stockbased compensation expense and $24.5 mififatepreciation ar
amortization expense, partially offset by $56.0liomil for the gain recognized on the@mmerce transaction. The increase in cash reguftim
changes in working capital activities primarily ststed of a $63.1 million increase in accrued espsrand other current liabilities$82.0 millior
increase in accrued merchant and supplier payabiesto growth in the daily deals business, and&3bmillion increase in accounts payal
partially offset by a $21.7 milliomcrease in prepaid expenses and other currentsaasse result of business growth. Accrued expeasdsthe
current liabilities include liabilities related tmstomer refunds, online marketing costs, paysalyscriber credits and income taxes. $68.1 millior
increase in accrued expenses and other currerilitiéeb primarily reflected the significant increasn the number of employees, vendors,
customers resulting from the growth of the busirtesing the six months ended June 30, 2012.

Cash Used In Investing Activities

Cash used in investing activities primarily corssist capital expenditures, additional investmentstbsidiaries, minority investments
acquisitions of businesses.

For the six months ended June 30, 2013, our nét gssd in investing activities of $46.5 million parily consisted of $28.5 milliom
capital expenditures, including capitalized inténunse software, $13.1 million invested in subsigiarand cost method investmer$2.0 millior
related to the settlement of the liability relatedthe purchase of additional interests in a codatdd subsidiary, $1.5 milliofor purchases 1
intangible assets and $1.5 million in net cash faidhusiness acquisitions.

For the six months ended June 30, 2012, our nétwsed in investing activities of $106.6 milliorirparily consisted of $40.3 milliom ne!
cash paid for business acquisitions, $39.8 milliorapital expenditures, including capitalized intd-use software, and $26.5 milliamvested il
subsidiaries and equity method investments.

Cash (Used in) Provided by Financing Activities

For the six months ended June 30, 2013, our nétwesad in financing activities of $17.3 milliovas driven primarily by taxes paid rela
to net share settlements of stock-based compensatiards of $16.0 million , settlements of purchaisee obligations related to acquisitions$af.C
million and partnership distributions to noncorifrg interest holders of $2.8 million , partiallyfget by $3.8 millionof excess tax benefits relatec
stock-based compensation and $3.0 million of prdséem stock option exercises and our employeekgtarchase plan.

For the six months ended June 30, 2012, our nét pas/ided by financing activities of $15.9 millievas driven primarily by excess -
benefits on stock-based compensation of $21.8amillind proceeds from the exercise of stock optdr&5.7 million, partially offset by taxes pe
related to net share settlements of stock-basegensation awards of $5.7 milliand cash paid out for contingent considerationilitas initially
recognized in purchase accounting of $4.3 million .
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Contractual Obligations and Commitments

Our contractual obligations and commitments asuoeJ30, 2013lid not materially change from the amounts sehfartour 2012 Annui
Report on Form 10-K.

Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangenzents June 30, 2013 .

Critical Accounting Policies and Estimates

Management's Discussion and Analysis of Financaldition and Results of Operations is based upeorcondensed consolidated finan
statements, which have been prepared in accordaiticd).S. generally accepted accounting princiglésS. GAAP”). Our significant accountir
policies are discussed in Note'ummary of Significant Accounting Policide"the notes to the consolidated financial statémercluded in ot
2012 Annual Report on Form 10-K for the year enBedember 31, 2012, as filed with the U.S. Securitied Exchange Commission (“SE@)
February 27, 2013.

The preparation of consolidated financial stests requires management to make estimates amohissns that affect the reported amounts
classifications of assets and liabilities, revermme expense, and related disclosure of contingebilifies. Management bases its estimate
historical experience and on various other assumgtthat are believed to be reasonable under tbencstances, the results of which form the t
for making judgments about the carrying valuesssiets and liabilities that are not readily appafiemh other sources. Actual results may differ f
these estimates under different assumptions orittomsl If actual amounts are ultimately differérm previous estimates, the revisions are incl
in our results of operations for the period in whibe actual amounts become known.

An accounting policy is deemed to be critical iféiquires an accounting estimate to be made basedsumptions about matters thai
highly uncertain at the time the estimate is maw] if different estimates that reasonably couldehbeen used, or changes in the accou
estimates that are reasonably likely to occur pigeadly, could materially impact the financial gatents. Management believes its critical accou
policies that reflect its more significant estingatnd assumptions are policies related to reveseagnition, refunds, goodwill and lotiged asset:
income taxes and other-than-temporary impairment.

Revenue Recognition

We recognize revenue when the following criteria aret: persuasive evidence of an arrangement egislisery has occurred; the sell
price is fixed or determinable; and collectabilgyeasonably assured.

Third party revenue recognition

We generate third party revenue, where we act @shind party marketing agent, by offering goodsl aervices provided by third pa
merchants at a discount through our local commereeketplace that connects merchants to consumensnfarketplace includes deals offe
through a variety of categories including: Locahd@s and Travel. Customers purchase the discowtthess ("Groupons”) from us and redeem t
with our merchants.

The revenue recognition criteria are met when tieamer purchases a deal, the Groupon has bedrpaleally delivered to the purcha
and a listing of Groupons sold has been made dlaita the merchant. At that time, our obligatid@@gshe merchant, for which we are serving
marketing agent, are substantially complete. Onoraiging obligations, which are limited to remittipgyment to the merchant and continuin
make available on our website information aboutupams sold that was previously provided to the tmamt, are inconsequential or perfunctory.
record as revenue the net amount we retain fronsaleof Groupons after deducting the portion efphirchase price that is payable to the fea
merchant, excluding any applicable taxes and netstimated refunds for which the merchant's sharedoverable. Revenue is recorded on
basis because we are acting as a marketing agtdm oferchant in the transaction.

For merchant payment arrangements that are stactwmder a redemption model, merchants are notp#ibithe customer redeems
Groupon that has been purchased. If a customermmiegdeem the Groupon under this payment modeketain all the gross billings. We rec
revenue from unredeemed Groupons and derecogrezeldited accrued merchant payable when our ldgdiglation to the merchant expires, wk
we believe is shortly after deal expiration in mjosisdictions that have payment arrangements stred under a redemption model.
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Direct revenue recognition

We evaluate whether it is appropriate to recordgttesss amount of our sales and related costs bsidening a number of factors, includi
among other things, whether we are the primarygoblunder the arrangement, have inventory risk,renet latitude in establishing prices.

Direct revenue is derived primarily from sellingoducts through our Goods category where we aremiehant of record. We are
primary obligor in these transactions, are subfjeayeneral inventory risk and have latitude in lelishing prices. Accordingly, direct revenue
recorded on a gross basis, excluding any applidakiks and net of estimated refunds. For purposegabuating whether product revenue shoul
recognized on a gross basis, unmitigated generahtory risk is a strong indicator of whether desethas the risks and rewards of a principal tc
sale transaction. U.S. GAAP specifies that genierantory risk exists if a seller either takesetitb a product before that product is ordered
customer (that is, maintains the product in inventor will take title to the product if it is retimed by the customer (that is, baskd inventory risk
and the customer has a right of return. We haveitigated general inventory risk on all of our direevenue. Currently, that general inventory rg
primarily in the form of baclend inventory risk, as the amount of inventory thatmaintain on hand has not been significantlgtign to the amou
of our direct revenue. However, we had $18.7 miltid finished goods inventory on hand at June 3032@hd in future periods we may increase
levels of inventory on hand for our Goods categ&iyr. Goods transactions where we are performingnéace by acting as a marketing agent ot
merchant, revenue is recorded on a net basis grdsented within third party revenue.

Direct revenue, including associated shipping reeeis recorded when the products are shippedidgmpasses to customers.
Discounts

We provide discount offers to encourage purchasegods and services through our marketplace. @d frarty revenue transactio
discounts provided to purchasers of Groupons rethe@et amount that we retain after paying a portf the purchase price to the merchant
record discounts as a reduction of revenue.

Refunds

We estimate future refunds utilizing a statistioaddel that incorporates the following data inputsl actors: historical refund experiel
developed from millions of deals featured on oubsite, the relative risk of refunds based on exipinadate, deal value, deal category and «
qualitative factors that could impact the levelfature refunds, such as introductions of new degils;ontinuations of legacy deals, and expe
changes, if any, in our practices in response ftsnteexperience or economic trends that might irhpastomer demand. By continually refining
refund model to reflect such data inputs, we beli#hat our model enables us to track and anticigdtend behavior. The portion of customer reft
for which the merchant's share is not recoverahléhord party revenue deals is estimated basedendfunds that are expected to be issued
expiration of the related vouchers, the refunds @na expected to be issued due to merchant batckrop poor customer experience, and whethe
payment terms of the related merchant contractstanetured using a redemption payment model otea fpayment model.

We accrue costs associated with refunds within 'ded expenses" on the condensed consolidated katdmeets. The cost of refunds
third party revenue where the amounts payabledarterchant are recoverable and for all direct regas presented on the condensed consoli
statements of operations as a reduction to reverhe.cost of refunds for third party revenue forichhthe merchant's share is not recoverat
presented as a cost of revenue.

We assess the trends that could affect our estinuatean ongoing basis and make adjustments tethed reserve calculations if it appe
that changes in circumstances, including changdiset@ompany's refund policies, may cause futuitends to differ from our original estimates
actual results are not consistent with the estimmateassumptions stated above, we may need to efmnduture estimates, and the effects cou
material to the condensed consolidated financééstents.

Impairment Assessments of Goodwill and Long-Livedsits
A component of our growth strategy has been to iseqnd integrate businesses that complement astirex operations. We account
business combinations using the acquisition metii@tcounting and allocate the purchase price gfiaed companies to the tangible and intang

assets acquired and liabilities assumed based tigimestimated fair values at the purchase ddte.difference between the purchase price ar
fair value of the net assets acquired is recordegbadwill.
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In determining the fair value of assets acquiredi l@bilities assumed in business combinationsfandetermining fair values in impairm
tests, we use one of the following recognized wadnamethods: the income approach (including disted cash flows), the market approach ani
cost approach. Our significant estimates in thesevialue measurements include identifying busidastors such as size, growth, profitability,
and return on investment and assessing comparai@@ue and operating income multiples. Further,n,wheasuring fair value based on discou
cash flows, we make assumptions about agjssted discount rates, future price levels, raféacrease in revenue, cost of revenue, and tipg
expenses, weighted average cost of capital, rdtesngterm growth, and income tax rates. Valuations aréopmed by management or indepen
valuation specialists under management's supervisibere appropriate. We believe that the estimtied/alues assigned to the assets acquire
liabilities assumed and for determining fair valnéusiness combinations and impairment tests asedon reasonable assumptions that marke
participants would use. However, such assumptiomgnherently uncertain and actual results coutiédfrom those estimates.

Goodwill is allocated to our reporting units at iti@e the goodwill is initially recorded. Once guadltihas been allocated to the repor
units, it no longer retains its identification wighparticular acquisition and becomes identifiethwhe reporting unit in its entirety. Accordinglyne
fair value of the reporting unit as a whole is #afale to support the recoverability of its goodwill

We evaluate goodwill for impairment annually on @wr 1 or more frequently when an event occursroumstances change that indici
the carrying value may not be recoverable. We atalthe recoverability of goodwill using a twtep impairment test. In the first step, the failue
of the reporting unit is compared to its book valeuding goodwill. If the fair value of the regorg unit is in excess of its book value, the ret
goodwill is not impaired and no further analysisécessary. If the fair value of the reporting ismitess than its book value, there is an indicatit
potential impairment and a second step is perforiéten required, the second step of testing inwbadculating the implied fair value of good
for the reporting unit. The implied fair value add@pwill is determined in the same manner as goddedbgnized in a business combination, whit
the excess of the fair value of the reporting deitermined in step one over the fair value of ésassets and identifiable intangible assets t&
reporting unit had been acquired. If the carryiadue of the reporting unit's goodwill exceeds tmplied fair value of that goodwill, an impairm
loss is recognized in an amount equal to that exdes reporting units with a negative book value. (excess of liabilities over assets), we eva
qualitative factors to determine whether it is resagy to perform the second step of the goodwitlainment test. As of June 30, 2013, our mz
capitalization of $5.7 billion substantially exceeldour consolidated net book value of $790.4 nmillio

Goodwill is tested for impairment at the reportungjt level. Previously, our four reporting units sweNorth America, EMEA, Asia Paci
("APAC") and Latin America ("LATAM"). As discusseid Note 11 "Segment Informatior! we changed the composition of our operating syt
during the three months ended June 30, 2013 taatepaur former International segment between EMIBA Rest of World. As a result of t
change in operating segments, our former EMEA tampunit has been disaggregated into four newntempunits for goodwill impairment testi
purposes: Southern EMEA, Western EMEA, Northern BVidhd Eastern/Central EMEA. Goodwill from the fomtEMEA reporting unit we
reallocated to the four new EMEA reporting unitsédon their relative fair values.

Due to the establishment of the four new reportinds in the current period, we performed an imtegoodwill impairment evaluation f
those reporting units as of June 30, 2013. FoSthehern EMEA and Northern EMEA reporting unitgréhwas no impairment of goodwill beca
the fair value of those reporting units exceedeir tbarrying values. As of the June 30, 2013 tgstiate, liabilities exceeded assets for the We
EMEA and Eastern/Central EMEA reporting units. Feporting units with a negative book value (i.e¢ess of liabilities over assets), qualita
factors are evaluated to determine whether it éesgary to perform the second step of the goodwidhirment test. Based on that evaluation, w
included consideration of the significant growthtioé businesses and improvement in their opergtarfprmance since they were acquired in
2010, we determined that the likelihood of a godidwipairment for the two reporting units with neiye book values did not reach the more-likely-
thannot threshold specified in U.S. GAAP. Accordinglye concluded that the goodwill relating to the VestEMEA and Eastern/Central EMI
reporting units was not impaired as of June 3032@hd step two of the goodwill impairment test was required to be performed. We also te
the former EMEA reporting unit for goodwill impaient immediately prior to the establishment of tharfnew reporting units and there was
impairment of goodwill because its fair value exdegbits carrying value.

Long-lived assets, such as property, equipment and amdtwet and intangible assets, net, are revieoritnpairment whenever events
changes in circumstances indicate that the carrgimpunt of an asset or asset group may not be eemlole. If circumstances require th:
long-lived asset or asset group be tested for possiipairment, we first compare the undiscounted clstsfexpected to be generated by that long-
lived asset or asset group to its carrying amaddithe carrying amount of the lortived asset or asset group is not recoverable omndiscounte
cash flow basis, an impairment is recognized tcetttent that the carrying amount exceeds its faine.
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Future changes in our assumptions or the intemelstip of those assumptions may negatively imdatire valuations. In futu
measurements of fair value, adverse changes immgmsguns could result in an impairment of goodwilllong-lived assets that would require a non-
cash charge to the condensed consolidated statewferperations and may have a material effectusrfioancial condition and operating results.

Income Taxes

We account for income taxes using the asset ahilitjamethod, under which deferred income tax &ssad liabilities are recognized ba
upon anticipated future tax consequences attrileitib differences between financial statement dagrywalues of assets and liabilities and t
respective tax bases. We regularly review defetagdassets to assess whether it is more likely twdrihat the deferred tax assets will be rea
and, if necessary, establish a valuation allowdacportions of such assets to reduce the carryaige.

For purposes of assessing whether it is more likedyn not that our deferred tax assets will beized] we consider the following fc
sources of taxable income for each tax jurisdicti@) future reversals of existing taxable temppwdifferences, (b) projected future earnings
taxable income in carryback years, to the exteat tarrybacks are permitted under the tax law$efapplicable jurisdiction, and (d) tax planr
strategies, which represent prudent and feasililerscthat a company ordinarily might not take, tmauld take to prevent an operating loss ol
credit carryforward from expiring unused. To theesx that evidence about one or more of these sswttaxable income is sufficient to suppc
conclusion that a valuation allowance is not neamgs®ther sources need not be considered. Otherevgdence about each of the sources of ta
income is considered in arriving at a conclusioawlthe need for and amount of a valuation allowai¢e have incurred significant losses in re
years and had accumulated deficit$765.0 million and $753.5 million at June 30, 2@t® December 31, 201 2espectively. A cumulative loss
the most recent thregear period is a significant piece of negative ewitk that is difficult to overcome when assesdieg¢alizability of deferred ti
assets. Consequently, we have only recognizedraefégix assets to the extent that they will beizable either through future reversals of exis
taxable temporary differences or through taxabteine in carryback years for the applicable juridits. Due to our cumulative losses, we |
recognized valuation allowances against deferredhsaets that are not supported by those objestiveces of taxable income. As &fne 30, 201
and December 31, 201,2we have not recognized deferred tax assets withowaluation allowance when the only sources rélite income al
projected future earnings or tax planning stratedi®r certain jurisdictions where applicable taw limposes limitations that may prevent us 1
realizing our deferred tax assets through the sadeddeversal of taxable temporary differences haee recorded valuation allowances in exce
the net deferred tax asset balances. A changesingbumptions used to assess the realizabilityofleferred tax assets could cause an increi
decrease to the valuation allowance and, consdguent effective tax rate, which could materiaitiypact our results of operations.

As of June 30, 2013, the total valuation allowaagainst our deferred tax assets in the United Stass approximately $21 millionWe
currently expect that by the end of 2013, the WhiBates may no longer have a cumulative lossenribst recent thregear period. Based on |
relevant facts and circumstances at that timeudinb our projected future earnings and applicdds carryforward limitations, we may concli
that it is appropriate to release a portion ofwhkiation allowance for that jurisdiction.

We are subject to taxation in the United Statesipua state and foreign jurisdictions. Significguigment is required in determining
worldwide provision for income taxes and recordthg related income tax assets and liabilities. muthe ordinary course of business, there
many transactions and calculations for which thémalte tax determination is uncertain. For exampler, effective tax rate could be adver:
affected by earnings being lower than anticipatedduntries where we have lower statutory rateshagider than anticipated in countries where
have higher statutory rates, by changes in foreignency exchange rates, by changes in the valuafiour deferred tax assets and liabilities, ¢
changes in the relevant tax, accounting and othes,| regulations, principles and interpretationsr @ractice for accounting for uncertainty
income taxes is to recognize the financial stateérbenefit of a tax position only after determinitgit the relevant tax authority would more lik
than not sustain the position following an auditr Fax positions meeting the more-likely-thaot criteria, the amount recognized in the finak
statements is the largest benefit that has a grerete 50 percent likelihood of being realized updtimate settlement with the relevant tax autlyorit

We are subject to audit in various jurisdictionsd auch jurisdictions may assess additional inctareagainst us. Although we believe

tax estimates are reasonable, the final determimati any tax audits and any related litigationlddae materially different from income tax provia
accruals and, therefore, could materially affectaperating results or cash flows in the period{syhich that determination is made.

72




Other-Than-Temporary Impairment of Investments

An unrealized loss exists when the current faingalf an investment is less than its amortized lsasis. We conduct periodic reviews o
of our investments with unrealized losses to evaluéghether those impairments are other-tteanporary. This evaluation, which is performedh&
individual investment level, consists of severadlifative and quantitative factors regarding theesity and duration of the unrealized loss, as \at
our intent and ability to hold the investment fopexiod of time that is sufficient to allow for anticipated recovery in value. Evidence considén
this evaluation includes the amount of the impairin¢he length of time that the investment has biegpaired, the factors contributing to
impairment, the financial condition and neéarm prospects of the investee, recent operatergly and forecasted performance of the investedet
conditions in the geographic area or industry inclhhe investee operates, and our strategic gtartsolding the investment in relation to the pd
of time expected for an anticipated recovery irugalAdditionally, we consider whether we intendsédl the investment or whether it is more lik
than not that we will be required to sell the inwesnt before recovery of its amortized cost balsigestments with unrealized losses that
determined to be other-thaemporary are written down to fair value with aigeato earnings. Unrealized losses that are detedhtio be tempora
in nature are not recorded for cost method investsnand equity method investments, while such base recorded, net of tax, in accumulated
comprehensive income for available-for-sale seiesrit

We previously concluded that our cost method inwestt in F-tuan was other-tha@mporarily impaired as of December 31, 2012, 4
investment was written down to its fair value of7$& million at that time. For purposes of measuring the fduevaf this investment as of June
2013, we applied a discounted cash flow method¢chvig an income approach, and the resulting valag eorroborated by a market approach
used a discount rate of 31% , compared to a disqatm of 30%wused in the December 31, 2012 fair value measurgraed we used the investe
financial projections for the remainder of the yeading December 31, 2013. However, we applied deawd adjustments to the investee's finat
projections for future years in the June 30, 2(HiB falue measurement based on our expectatiorthdoinvestee's future performance and re
market conditions. The resulting fair value measwaet of the investment in F-tuan as of June 30320@4s $69.1 million , an $8.4 milliaskecreas
from the $77.5 million fair value measurement aBetember 31, 2012.

The other-than-temporary impairment recorded atebDexer 31, 2012 established a new cost basis fantestment in Ruan. The facto
that we considered in evaluating whether the $8lHomunrealized loss as of June 30, 2013 constitian other-thatemporary impairment includ
the severity of the impairment (i.e., an unrealilest equal to 10.8%f the investment's amortized cost), the duratibthe impairment of less th
six months since the current cost basis was estaduliand our intent to hold the investment forféicsent period of time to allow for a recovery
fair value. Based on this assessment, which alssidered other qualitative factors, we concluded the investment was not other-th@amporarily
impaired as of June 30, 2013. However, if the dpagaperformance of the investee deteriorates Bagmitly in future periods or if the inves
obtains additional funding at a substantially lowaluation, it may be necessary to recognize aargthantemporary impairment charge in earni
at that time.

Recently Issued Accounting Standards

There are no accounting standards that have beaadsbut not yet adopted that we believe will hawaaterial impact on our financ
position or results of operations.

ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

We have operations both within the United Stated iaternationally, and we are exposed to markédsris the ordinary course of ¢
business, including the effect of foreign curreflagtuations, interest rate changes and inflatloformation relating to quantitative and qualita
disclosures about these market risks is set fartbvi

Foreign Currency Exchange Risk

We transact business in various foreign currenaiber than the U.S. dollar, principally the EuraitiBh pound sterling, Japanese yen
Brazilian real, which exposes us to foreign curyerisk. For the three months ended June 30, 20&3devived approximately 26.3% and 11.8%
our revenue from our EMEA and Rest of World segmemspectively. For the six months ended Jun@@03, we derived approximately 28.4#c
12.4%of our revenue from our EMEA and Rest of World segts, respectively. Revenue and related expensesaed from our internatior
operations are generally denominated in the loaaleacies of the corresponding countries. The fanet currency of our subsidiaries that ei
operate or support these markets is generally #mesas the corresponding local currency. The mesafltoperations of, and certain of
intercompany balances associated with, our intemmalt operations are exposed to foreign exchange ftactuations. Upon consolidation,
exchange
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rates vary, our revenue and other operating remdig differ materially from expectations, and weymeacord significant gains or losses on the re-
measurement of intercompany balances.

We assess our foreign currency exchange risk baségpothetical changes in rates utilizing a serisitanalysis that measures the potel
impact on working capital based on a 10% changadase and decrease) in currency rates. We usgentmarket pricing model to assess
changes in the value of the U.S. dollar on foraigrrency denominated monetary assets and liakilifiee primary assumption used in these m
is a hypothetical 10% weakening or strengtheninthefU.S. dollar against all our currency exposasesf June 30, 2013 and December 31, 2012.

As of June 30, 2013 our net working capital deficit (defined as cutrassets less current liabilities) from subsidisurthat are subject
foreign currency translation risk was $175.2 millicThe potential increase in this working capitdicefrom a hypothetical 10% adverse chang
quoted foreign currency exchange rates would be.5¥illion . This compares to a $197.3 millimorking capital deficit subject to foreign curre
exposure at December 31, 2012, for which a 10%radvehange would have resulted in a potential asaren this working capital deficit &19.7
million . The primary difference between foreignrieuncy exposure from December 31, 2012 to Jun€803is due to fluctuations in forei
currencies against the U.S. Dollar during 2013 iamgtovements in the working capital deficit throoglthe year.

Interest Rate Risk

Our cash and cash equivalents primarily consistash and money market funds. We currently do aeé hongterm borrowings except f
$4.6 million of longterm capital lease obligations, which do not exposéo significant interest rate risk. Our exposorenarket risk for changes
interest rates is limited because nearly all of cash and cash equivalents have a dieont- maturity and are used primarily for workingpital
purposes. In November 2012, we purchased a cobledebt security issued by a nonpublic entity$8r0 million, and have classified the secu
as available-for-sale. The interest rate risk ég $kcurity is not significant.

Impact of Inflation

We believe that our results of operations are natenmlly impacted by moderate changes in thetiofiarate. Inflation and changing prit
did not have a material effect on our businessyfiial condition or results of operations for theee and six months ended June 30, 2013 and 2012.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedur

Our management, with the participationoair Chief Executive Officer and our Chief Finand@fficer, has evaluated the effectiveness o
design and operation of our disclosure controls @odedures pursuant to Rule 13a-15(e) and1Egd) under the Securities Exchange Act of 1
as amended (the Exchange Act), as of the end qfetied covered by this Quarterly Report on ForrQL0

Based on this evaluation, our management concltidgdas of June 30, 2013, our disclosure con&metsprocedures are effective to pro
reasonable assurance that information we are edjtir disclose in reports that we file or submitlemthe Exchange Act is recorded, proce:
summarized, and reported within the time periodsigd in the Securities and Exchange Commissiatés and forms, and that such informatic
accumulated and communicated to our managemehiding our Chief Executive Officer and Chief Fin&@ldOfficer, as appropriate, to allow tim:
decisions regarding required disclosure.

Changes in Internal Control over Financial Reportm

There was no change in our internal control ovearitial reporting identified in connection with teealuation required by Rule 13&{(d
and 15d-15(d) of the Exchange Act that occurrednduthe period covered by this Quarterly ReportFanm 109 that has materially affected, o
reasonably likely to materially affect, our intekeantrol over financial reporting.
Limitations on Effectiveness of Controls and Proagés

In designing and evaluating the disclosure contold procedures, management recognizes that amgplsoand procedures, no matter t

well designed and operated, can provide only retdenassurance of achieving the desired contr@atibes. In addition, the design of disclos
controls and procedures must reflect the factttiere are resource constraints
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and that management is required to apply its juddrnmeevaluating the benefits of possible conteoid procedures relative to their costs.
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PART Il. OTHER INFORMATION

ITEM 1: LEGAL PROCEEDINGS

For a description of our material pending legalceexdings, please see Noté¢‘@mmitments and Contingenciesif the Notes to tt
accompanying unaudited Condensed Consolidated EaleBtatements included in Part I, Item 1 of Qisarterly Report on Form 10-Q.

ITEM 1A: RISK FACTORS

Our business, prospects, financial condition, opiagaresults and the trading price of our Class émnon stock could be materi
adversely affected by any of these risks, as wgedttler risks not currently known to us or thatauerently consider immaterial.

Risks Related to Our Business
Our revenue and operating results may continue ®\wlatile.

Our revenue and operating results will continugary from quarter to quarter due to the rapidlylevy nature of our business. We believe
our revenue growth and ability to achieve and na@inprofitability will depend, among other factoosy our ability to:

. acquire new customers and retain existing custg

. attract new merchants and retain existing merchahtswish to offer deals through the sale of Grag:

. effectively address and respond to challengest@rnational market

. expand the number, variety and relevance of predantl deals we offer, particularly as we attempbudd a more complete loc

marketplace;

. increase the awareness of our brand domesticallyraernationally

. provide a superior customer service experiencedioicustomers and mercha

. respond to changes in consumer and merchant accasd use of the Internet and mobile dev
. effectively utilize Internet search engines to gatetraffic to our website

. react to challenges from existing and new comprstitanc

. respond to seasonal changes in supply and de

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

One of our key objectives is to expand upon ouditi@nal daily deals business by building out a en@xtensive local commel
marketplace. This strategy has required us to designificant resources to attracting and retaimmgrchants who are willing to run deals ¢
continuous basis with us in order to build a siigaifit inventory for our customers, as well as caritig management focus and attention. We
accepted, and expect to continue to accept, a lpaentage of the gross billings from some ofraerchants as we expand our marketplace.
are not successful in pursuing this objective,lmsiness, financial position and results of opereticould be harmed.

If we are unable to successfully respond to changethe market, our business could be harme
Our business grew rapidly in prior periods as manth and consumers have increasingly used our tpéake. However, this is a new mai
which we created in late 2008 and which lbpgrated at a substantial scale for only a limjgtedod of time. Given the limited history, we

constantly evolving our strategy and may not alwagsuccessful in doing so. For example, we expeeig a decline in revenue from our EMEA
Rest of World segments during the three monthseéddee 30, 2013, as
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compared to the three months ended June 30, 20&2xpkct that the market will evolve in ways whichy be difficult to predict. For example,
believe that in some of our markets, including Rdkinerica, investments in new customer acquisitiom less productive and the continued gr
of our revenue will require more focus on incregsim maintaining the rate at which our existingtoosers purchase Groupons and our abili
expand the number and variety of deals that wer.offés also possible that merchants or custonserdd broadly determine that they no lor
believe in the value of our current services orkatplace. In the event of these or any other chatméhe market, our continued success will de
on our ability to successfully adjust our strategymeet the changing market dynamics. If we areblento successfully adapt to changes in
markets, our business, financial condition andltesi operations could suffer a material negaiiapact.

Our international operations are subject to increas challenges, and our inability to adapt to therieal commercial and regulatory landscapes
our international markets may adversely affect obusiness.

Our ability to grow our business in our internaibmarkets requires management attention and rese@nd requires us to localize our sen
to conform to a wide variety of local cultures, imess practices, laws and policies. The differerhmercial and Internet infrastructure in o
countries may make it more difficult for us to riepte our business model. In many countries, wepstenwith local companies that understanc
local market better than we do, and we may not fiteftem first-to-market advantages. We are subject to risks of dbirginess international
including the following:

. our ability to maintain merchant and customer &atison such that our marketplace will continuatwact high quality merchan

. our ability to successfully respond to macroecomoafiallenges, including by optimizing our deal rtixtake into account consur
preferences at a particular point in time;

. strong local competitors, many of whom have beehémmarket longer than 1
. different regulatory requirements, including regigla of gift cards and coupon terms, Internet smyj professional selling, dista

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

. difficulties in integrating with local payment priders, including banks, credit and debit card nekaaand electronic funds trans
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 productduding offering customers the ability to translagsiness in the local currency;

. differing intellectual property law

We are subject to complex foreign and U.S. laws ragdlations that apply to our international opera, including data privacy and protec!
requirements, the Foreign Corrupt Practices Aet,UK Anti-Bribery Act and similar local laws prohibiting cai payments to government offici:
banking and payment processing regulations, ariecantpetition regulations, among others. The cosbafiplying with these various and someti
conflicting laws and regulations is substantial. Wave implemented policies and procedures to ernsamgliance with these laws and regulati
however, we cannot assure you that our employeedractors, or agents will not violate our polici€hanging laws, regulations and enforcer
actions in the U.S. and the rest of the world cdwddm 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.
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Our financial results will be adversely affectedwfe are unable to execute on our marketing strategy

We have historically focused our marketing spend@wstomer acquisition, and we have recently beguaiso focus on activating new custon
and retaining existing customers. While our mariggxpense declined during the three months endesl30, 2013, as compared to the three m
ended June 30, 2012, we expect to increase ouretirggkspend in future periods as we attempt toicoaetto grow our customer base. If
assumptions regarding our marketing efforts andtesgies prove incorrect, our ability to generatefity from our investments in new custol
acquisitions may be less than we have assumedicin case, we may need to increase expenses owtbalter our strategy and our result
operations could be negatively impacted.

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

We must continue to retain and acquire customextspihrchase Groupons in order to increase revemdi@ehieve consistent profitability. As
customer base continues to evolve, it is possh#ethe composition of our customers may changeriranner that makes it more difficult to gene
revenue to offset the loss of existing customers the costs associated with acquiring and retaigingfomers. If customers do not perceive
Groupon offers to be attractive or if we fail tdroduce new and more relevant deals, we may natbte to retain or acquire customers at le
necessary to grow our business and profitabilftyd are unable to acquire new customers who psefoupons in numbers sufficient to grow
business and offset the number of existing actissamers that cease to purchase Groupons, theuevesgenerate may decrease and our ope
results will be adversely affected.

Our future success depends upon our ability to fietand add high quality merchants.

We depend on our ability to attract and retain mants that are prepared to offer products or sesvian compelling terms through
marketplace and provide our customers with a gegperience. We do not have lotegm arrangements to guarantee the availabilitdezfls the
offer attractive quality, value and variety to @mers or favorable payment terms to us. In addiifoe are unsuccessful in our efforts to introe
services to merchants as part of our local commepegating system, we will not experience a cowagmg growth in our merchant pool suffici
to offset the cost of these initiatives. We musitowe to attract and retain merchants in ordentoease revenue and profitability. If new merchk
do not find our marketing and promotional servieffective, or if existing merchants do not beligkiat utilizing our services provides them wi
longterm increase in customers, revenue or profity; thay stop making offers through our marketplaneaddition, we may experience attritior
our merchants in the ordinary course of businesslting from several factors, including losses ampetitors and merchant closures or bankrup
If we are unable to attract new merchants in nussefficient to grow our business, or if too mangramants are unwilling to offer products
services with compelling terms through our markaatplor offer favorable payment terms to us, we sedlyfewer Groupons and our operating re:
will be adversely affected.

If our efforts to market, advertise and promotedpics and services from our existing merchantatesuccessful, or if our existing merch:
do not believe that utilizing our services provideem with a longerm increase in customers, revenue or profitsmag not be able to retain
attract merchants in sufficient numbers to growlmusiness or we may be required to incur signifigamnigher marketing expenses or reduce ma
in order to attract new merchants. A significardr@ase in merchant attrition or decrease in metaawth would have an adverse effect on
business, financial condition and results of openat

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

We had an accumulated deficit of $765.0 millionoAslune 30, 2013 We anticipate that our profitability will be imgd as we continue
invest in our growth, through increased spendingadme areas and through accepting a lower percemithe proceeds from our deals, as
attempt to add more merchants to our marketplabesd efforts may prove more difficult than we cotlseanticipate, and we may not succee
realizing the benefits of these efforts in a slione frame, or at all. Many of our efforts to gesterrevenue from our business are new and unpi
and any failure to increase our revenue could preus from attaining or increasing our profitalyilitWe cannot be certain that we will be abl
attain or increase profitability on a quarterlyasmual basis. If we are unable to effectively manidugse risks and difficulties as we encounter {
our business, financial condition and results afrafions may suffer.

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 particlargontinue to increase. A substantial numberrofig buying
sites that attempt to replicate our business mioaled emerged around the world. In addition to suachpetitors,
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we expect to increasingly compete against othgeléusinesses who offer deals similar to ours adden to their core business. We also expe
compete against other Internet sites that serveenmsarkets and interests. In some of our categmigh as goods, travel and entertainmen
compete against much larger companies who have resrmirces and significantly larger scale. In addjtwe compete with traditional offli
coupon and discount services, as well as newspapergazines and other traditional media companies provide coupons and discounts
products and services.

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

. the size and composition of our customer base l@dumber of merchants we feat

. the timing and market acceptance of deals we oiffietuding the developments and enhancements etheals offered by us or
competitors;

. customer and merchant service and support el

. selling and marketing effor

. ease of use, performance, price and reliabilityesfiices offered either by us or our competi

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

. our ability to coseffectively manage our operations; .

. our reputation and brand strength relative to amnpetitors

Many of our current and potential competitors hboreer operating histories, significantly greatieahcial, marketing and other resources
larger customer bases than we do. These factorsath@y our competitors to benefit from their exgfi customer base with lower custo
acquisition costs or to respond more quickly thano&n to new or emerging technologies and chamgesrisumer habits. These competitors
engage in more extensive research and developrffentse undertake more faeaching marketing campaigns and adopt more aggeepscing
policies, which may allow them to build larger auser bases or generate revenue from their custbames more effectively than we do.
competitors may offer deals that are similar todkeals we offer or that achieve greater market@aoee than the deals we offer. This could at
customers away from our websites and applicatimdiice our market share and adversely impact mgssgnargin. We also have seen that
competitors will accept lower margins, or negatimargins, to attract attention and acquire new eusts. If competitors engage in group bu
initiatives in which merchants receive a highercpatage of the revenue than we currently offerpvagy be forced to pay a higher percentage ¢
gross proceeds from each Groupon sold than wertiyreffer, which may reduce our revenue. In additiwve are dependent on some of our exi
or potential competitors for banner advertisemeamis other marketing initiatives to acquire new costrs. Our ability to utilize their platforms
acquire new customers may be adversely affectibeyf choose to compete more directly with us ovenéus from using their services.

If we are unable to maintain favorable terms withuomerchants, our revenue may be adversely affec

The success of our business depends in part oalility to retain and increase the number of memthaho use our service, particularly as
continue to grow our marketplace. Currently, whemexchant works with us to offer a deal for itsqurots or services, it receives an agrapdr
percentage of the total proceeds from each Grosplth and we retain the rest. If merchants dedide utilizing our services no longer provide:
effective means of attracting new customers oingetheir goods and services, they may demand lzehigercentage of the total proceeds from
Groupon sold. In addition, as part of our stratemgrow our merchant base, we have been acceptiogyex percentage of the total proceeds f
each Groupon sold in some instances. This couldradiy affect our revenue and gross profit.

In addition, we expect to face increased compaetifimm other Internet and technologgsed businesses. We also have seen that
competitors will accept lower margins, or negatimargins, to attract attention and acquire new custs. If competitors engage in group bu
initiatives in which merchants receive a highercpatage of the revenue than we currently offeif we target merchants who will only agree to
deals if they receive a higher percentage of tbeg®ds, we may be forced to take a lower percemtftlpe gross billings.
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Our operating cash flow and results of operationsutd be adversely impacted if we change our merchpayment terms or our revenue does
continue to grow.

Our merchant payment terms and revenue growth hiaverically provided us with operating cash flosvftind our working capital needs. (
merchant arrangements are generally structuredthattwe collect cash up front when our customershm|se Groupons and make payments t
merchants at a subsequent date, either on a foteedale or upon redemption by customers. We cuyrgraty our merchants upon redemptiol
many deals in our International markets, but we m@ytinue to move toward offering payments on adischedule in those markets. Addition:i
payment arrangements in our Goods category geyeesult in us paying merchants on a more accelérasis than payment arrangements it
Local category.

Our accrued merchant and supplier payable balaaceedsed from $671.3 million as of December 312201$616.6 million as odune 3(
2013, due primarily to our seasonally strong Goods ress in the fourth quarter of 2012, which resultethcreased payments to merchants
suppliers during the first quarter of 2013 and aesponding decline in our cash flows from operaidOur operating cash flows have been adve
impacted by lower growth in our Local category@ésent periods. We have used the operating cashpitowided by our merchant payment terms
revenue growth to fund our working capital neeflsve offer our merchants more favorable or accédelgpayment terms or our revenue doe:
continue to grow in the future, our operating cllefv and results of operations could be adverselpacted and we may have to seek altern
financing to fund our working capital needs.

Our success is dependent upon our ability to pravid superior mobile experience for our customersdaour customers' continued ability
access our offerings through mobile devices.

In North America, nearly 50% of all transactionsgg&eompleted on mobile devices during June 2018pawared to about 30% during J
2012. In order to continue to grow our mobile tami®ns, it is critical that our applications wasell with a range of mobile technologies, syste
networks and standards. Our business may be ativaféected if our customers choose not to accessofferings on their mobile devices or
mobile devices that do not offer access to our feapplications.

Our business depends on our ability to maintain aschle the network infrastructure necessary to serd ensure deliverability of our emails a
operate our websites, mobile applications and tracison processing systems, and any significant digfon in service on our email infrastructur
websites, mobile applications or transaction prosieg systems could result in a loss of subscribexsstomers or merchants.

Subscribers access our deals through our websitemabile applications, as well as via daily em#ilst are often targeted by location, purcl
history and personal preferences. Our reputatichadaility to acquire, retain and serve our cur@rgtomers and potential customers are depe
upon the reliable performance of our websites, teofpplications, email delivery and transactioncpssing systems and the underlying net
infrastructure. As our subscriber base and the amofiinformation shared on our websites and apfibns continue to grow, we will need
increasing amount of network capacity and computioger. We have spent and expect to continue todspebstantial amounts on data center:
equipment and related network infrastructure todtethe traffic on our websites and applicationise Dperation of these systems is expensivi
complex and could result in operational failurestie event that our subscriber base or the ammfutnaffic and transactions on our websites
applications grows more quickly than anticipated, may be required to incur significant additionasts. Interruptions in these systems, whethe
to system failures, computer viruses, physicallecteonic breakns or otherwise (including spam filters preventergails from reaching subscribe
could affect the security or availability of our bgites and applications, and prevent our subserifopem accessing our services. A substantial pu
of our network infrastructure is hosted by thirdtpgroviders. Any disruption in these servicesany failure of these providers to handle existir
increased traffic and transactions could signifiggharm our business. Any financial or other diffities these providers face may adversely ¢
our business, and we exercise little control okesé providers, which increases our vulnerabititproblems with the services they provide. If wi
not maintain or expand our network infrastructurecessfully or if we experience operational faituree could lose current and potential subscr
and merchants, which could harm our operating tesuid financial condition.

In addition, we are heavily dependent upon ourarusts' response to the emails we send them. lémails are not delivered and accepte
email providers, or are routed by email providera less favorable way than other emails, our lessimay be substantially harmed.

We purchase and sell some products from indiregbgliers, which increases our risk of litigation andther losses.
We source merchandise both directly from brand osva@d indirectly from retailers and third partgtdbutors, and we often take title to

goods before we offer them for sale to our custeméiurther, some brand owners, retailers and tartly distributors may be unwilling to of
products for sale on the Internet or through Graouipgparticular, which could have an
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adverse impact on our ability to source and offgoysar products. By selling merchandise sourcethfparties other than the brand owners, wi
subject to an increased risk that the merchandeg Ime damaged or nauthentic, which could result in potential liahilitnder applicable law
regulations, agreements and orders, and increasantount of returned merchandise. In addition, drawners may take legal action agains
which even if we prevail could result in costlyigation, generate bad publicity for us, and haweagerial adverse impact on our business, fina
condition and results of operations.

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

We purchase much of the merchandise that we offesdle to our customers. The demand for produmtschange for a variety of reasc
including customer preference, quality, seasonadityl the perceived value from customers of puinbabe product through us. In addition, this
new business for us, and therefore we have a lihtitetorical basis upon which to predict customemend for the products. If we are unabl
adequately predict customer demand and efficiantipage our inventory, we could either have an exoes shortage of inventory, either of wt
would have a material adverse effect on our busines

Purchasing the goods ourselves prior to the saterakans that we will be required to fulfill orders an efficient and costffective basis. Mar
other online retailers have significantly largeveéntory balances and therefore are able to relgast experience and economies of scale to opt
their order fulfillment. Delays or inefficiencies bur processes could subject us to additionakcastwell as customer dissatisfaction, which w
adversely affect our business.

The integration of our international operations witour North American technology platform may restitt business interruptions.

We currently use a common technology platform in arth America segment to operate our businessaa@dn the process of migrating
operations in our EMEA and Rest of World segmeatthe same platform. Such changes to our techngdtagform and related software carry ri
such as cost overruns, project delays and busingssuptions and delays. If we experience a maltérisiness interruption as a result of this prs,
it could have a material adverse effect on ourrmss, financial position and results of operatiand could cause the market value of our conr
stock to decline.

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

We are involved in litigation regarding, among atheatters, patent, consumer, securities and emm@ayissues. Litigation can be expens
time-consuming and disruptive to normal business oparatiThe results of complex legal proceedings fiemancertain and difficult to predict. .
unfavorable outcome with respect to any of thesesldts could have a material adverse effect onbusginess, financial condition, results
operations or cash flows. For additional informatiegarding these and other lawsuits in which weiavolved, see Note 8Commitments ar
Contingenciesto our condensed consolidated financial statements.

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

Customers have the ability to receive a refundchefrtpurchase price upon the occurrence of specéients. As we increase our revenue
expand our product offerings, our refund rates mayeed our historical levels. For example, as altres a shift in our deal mix and higher pr
point offers that began in the fourth quarter of20our refund rates became higher than histolésals. A downturn in general economic condit
may also increase our refund rates. An increaserimefund rates could significantly reduce ouuidgity and profitability.

Because we do not have control over our merchamistlde quality of products or services they deliwvee rely on a statistical model t
incorporates the following data inputs and factorsstimate future refunds: historical refund eigreze developed from millions of deals feature
the Company's website, the relative risk of refubdsed on expiration date, deal value, deal cafemyod other qualitative factors that could im|
the level of future refunds, such as introductiofisiew deals, discontinuations of legacy deals expkected changes, if any, in our practice
response to refund experience or economic treradsrfght impact customer demand. Our actual lef/e¢foind claims could prove to be greater 1
the level of refund claims we estimate. If our refueserves are not adequate to cover future reflaichs, this inadequacy could have a mat
adverse effect on our liquidity and profitability.

Our standard agreements with our merchants gepdirait the time period during which we may seeknrbursement for customer refunds

claims. Our customers may make claims for refunils respect to which we are unable to seek reindmaent from our merchants. Our inability
seek reimbursement from our merchants for refuating could have an adverse effect on our liquiditgt profitability.
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The loss of one or more key members of our manageimieam, or our failure to attract, integrate ancetain other highly qualified personnel
the future could harm our business.

In order to be successful, we must attract, redaich motivate executives and other key employeetjding those in managerial, technical
sales positions. Hiring and retaining qualified @xéses, engineers and qualified sales represgatatire critical to our success, and competitio
experienced and well qualified employees can bensg. In order to attract and retain executives athér key employees in a competi
marketplace, we must provide a competitive comp@rspackage, including cash and share-based casafien. Our primary form of shatmse:
incentive award is restricted stock units. If theti@pated value of such share-based incentive dsvdioes not materialize, if our shdrase:
compensation otherwise ceases to be viewed asiablalbenefit, or if our total compensation packiag®ot viewed as being competitive, our ab
to attract, retain, and motivate executives andewaployees could be weakened. The failure to ssfdshire executives and key employees ol
loss of any executives and key employees could haignificant impact on our operations.

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

Certain factors may cause our international cobtdoing business to exceed our comparable cost$onth America. For example, in so
countries, expansion of our business may requitkose commercial relationship with one or more ldznks, a shared ownership interest wi
local entity or registration as a bank under Idaal. Such requirements may reduce our revenuegaserour costs or limit the scope of our acti
in particular countries.

Further, because our international revenue is déraied in foreign currencies, we could become sulije increased difficulties in collecti
accounts receivable and repatriating money withexdierse tax consequences and increased risksngelati foreign currency exchange |
fluctuations. Further, we could be subject to thpligation of U.S. tax rules to acquired internatiboperations and local taxation of our fees «
transactions on our websites.

We conduct portions of certain functions, includipgduct development, customer support and otherabjpns, in regions outside of Nc
America. Any factors which reduce the anticipateshdfits, including cost efficiencies and produdiivimprovements, associated with provic
these functions outside of North America, includingreased regulatory costs associated with oernational operations, could adversely affec
business.

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

The application of certain laws and regulation§&toupons, as a new product category, is uncerféase include laws and regulations suc
the CARD Act, and, in certain instances, potentialhclaimed and abandoned property laws. In addifi@m time to time, we may be notified
additional laws and regulations which governmeatghnizations or others may claim should be applécto our business. If we are required to
our business practices as a result of any lawsegations, our revenue could decrease, our cosisl increase and our business could otherwi
harmed. In addition, the costs and expenses assdaidth defending any actions related to suchtaadil laws and regulations and any paymen
related penalties, judgments or settlements caiNéraely impact our profitability. As we expanddmtew lines of business and new geographie
will become subject to additional laws and regolasi

We may have exposure to greater than anticipatediabilities.

Our income tax obligations are based on our cotpooperating structure, including the manner inolhive develop, value, and use
intellectual property and the scope of our intdoretl operations. The tax laws applicable to otermational business activities, including the |af
the United States and other jurisdictions, areexttip interpretation. The taxing authorities a jarisdictions in which we operate may challenge
methodologies for valuing developed technologyntericompany arrangements, which could increasevoddwide effective tax rate and harm
financial position and results of operations. Imli&idn, our future income taxes could be adversdfgcted by greater earnings in jurisdictions
have higher statutory tax rates, by changes invlleation of our deferred tax assets and liabdlitier by changes in tax laws, regulations
accounting principles. We are subject to regularere and audit by both U.S. federal and state ameign tax authorities. Any adverse outcom
such a review or audit could have a negative effacbur financial position and results of operadiom addition, the determination of our worldw
provision for income taxes and other tax liabiitiequires significant judgment by management,thate are many transactions where the ulti
tax determination is uncertain. Although we beliévat our estimates are reasonable, the ultimateutcome may differ from the amounts recol
in our financial statements and may materially @ffeur financial results in the period or periodsWhich such determination is made.
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The enactment of legislation implementing changesthe U.S. taxation of international business adties or the adoption of other tax refor
policies could materially affect our financial poson and results of operations

The current administration has made public statésnedicating that it has made international teema a priority, and key members of the L
Congress have conducted hearings and proposedeavaiéety of potential changes. Certain changed.g& tax laws, including limitations on f
ability to defer U.S. taxation on earnings outsidehe United States until those earnings are rigteatl to the United States, could affect the
treatment of our foreign earnings, as well as @ashcash equivalent balances we currently maiataiside of the United States. Due to the large
expanding scale of our international business #ietsy any changes in the U.S. taxation of suciviies may increase our worldwide effective
rate and harm our financial position and resultspErations.

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

It is not clear at this time, but Groupons may besidered gift cards, gift certificates, storedueatards or prepaid cards and therefore gov
by, among other laws, the CARD Act, and state lgagerning gift cards, stored value cards and cosip@ther foreign jurisdictions have sim
laws in place, in particular European jurisdictiomBere the European Boney Directive regulates the business of electranoney institution:
Many of these laws contain provisions governing tise of gift cards, gift certificates, stored valeerds or prepaid cards, including spe
disclosure requirements and prohibitions or lintitas on the use of expiration dates and the imjoosdf certain fees. For example, if Groupons
subject to the CARD Act and are not included in ékemption for promotional programs, it is possithiat the purchase value, which is the am
equal to the price paid for the Groupon, or thexmtional value, which is the adit value of the Groupon in excess of the price ,paidoth, ma
not expire before the later of (i) five years aftee date on which the Groupon was issued or tkee @awhich the customer last loaded funds o
Groupon if the Groupon has a reloadable featuieth@ Groupon's stated expiration date (if any)(iid a later date provided by applicable state.
We and several merchants are currently defendarmsirported class action litigation that has bekad fin federal and state court claiming -
Groupons are subject to the CARD Act and varioagestaws governing gift cards and that the defetsdaave violated these laws by isst
Groupons with expiration dates and other restmstidn the event that it is determined that Grogpare subject to the CARD Act or any similar ¢
or foreign law or regulation, and are not withirrisas exemptions that may be available to Groupodeu the CARD Act or under some of
various state or foreign jurisdictions, our liatids with respect to unredeemed Groupons may berfally higher than the amounts shown in
financial statements and we may be subject to iaddit fines and penalties. In addition, if fedevaktate laws require that the face value of Gros
have a minimum expiration period beyond the pededired by a merchant for its promotional programno expiration period, this may affect
willingness of merchants to issue Groupons in glicisons where these laws apply.

If we are required to materially increase the estted liability recorded in our financial statementsith respect to unredeemed Groupons,
results from operations could be materially and @isely affected.

In certain states and foreign jurisdictions, Graupmay be considered a gift card. Some of thesesséad foreign jurisdictions include gift ce
under their unclaimed and abandoned property lalishwequire companies to remit to the governmeetvalue of the unredeemed balance o
gift cards after a specified period of time (gefigrbetween one and five years) and impose cergorting and recorlleeping obligations. We |
not remit any amounts relating to unredeemed Gnosii@sed on our assessment of applicable lawsafidlgsis of the potential application of
unclaimed and abandoned property laws to Grouprsmplex, involving an analysis of constitutioaald statutory provisions and factual iss
including our relationship with customers and mardk and our role as it relates to the issuancedalidery of a Groupon. In the event that on
more states or foreign jurisdictions successfufiglienges our position on the application of itslaimed and abandoned property laws to Grou,
or if the estimates that we use in projecting tikelihood of Groupons being redeemed prove to ledarate, our liabilities with respect
unredeemed Groupons may be materially higher theratmounts shown in our financial statements. Ifane required to materially increase
estimated liability recorded in our financial statnts with respect to unredeemed gift cards, otrine®me could be materially and adver:
affected. Moreover, a successful challenge to @gitipn could subject us to penalties or interesuareported and unremitted sums, and any
penalties or interest would have a further matexilerse impact on our net income.

Government regulation of the Internet and @mmerce is evolving, and unfavorable changes oituiee by us to comply with these regulatic
could substantially harm our business and resultsoperations.

We are subject to general business regulationslamsl as well as regulations and laws specificattyegning the Internet and e@mmerce
Existing and future regulations and laws could idgé¢he growth of the Internet or other online seasi These regulations and laws may inv
taxation, tariffs, subscriber privacy, aspam, data protection, content, copyrights, distiim, electronic contracts and other communicat
consumer protection, the provision of online paytmsgrvices and the characteristics and qualityesfises. It is not clear how existing le
governing issues such as property ownership, sales
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other taxes, libel and personal privacy apply @ liiternet as the vast majority of these laws veel@pted prior to the advent of the Internet an
not contemplate or address the unique issues rhis#te Internet or eemmerce. In addition, it is possible that governta®f one or more countri
may seek to censor content available on our webaitel applications or may even attempt to compldtieick our emails or access to our webs
Adverse legal or regulatory developments could sudtiglly harm our business. In particular, in gwent that we are restricted, in whole or in |
from operating in one or more countries, our abili retain or increase our customer base may kersely affected and we may not be abl
maintain or grow our revenue as anticipated.

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

Due to the global nature of the Internet, it isgiole that various states or foreign countries matempt to regulate our transmissions or
sales, income or other taxes relating to our awmivi Tax authorities at the international, fedesthte and local levels are currently reviewine
appropriate treatment of companies engaged inrieaterommerce. New or revised international, fedestate or local tax regulations may subjet
or our customers to additional sales, income ahdrdbxes. We cannot predict the effect of curatt@mpts to impose sales, income or other tax
commerce over the Internet. New or revised taxel amparticular, sales taxes, VAT and similar &xeould likely increase the cost of do
business online and decrease the attractivenemdveftising and selling goods and services ovetrtteznet. New taxes could also create signifi
increases in internal costs necessary to captuee aad collect and remit taxes. Any of these esseatild have an adverse effect on our busines
results of operations.

Failure to comply with federal, state and internatial privacy laws and regulations, or the expansiohcurrent or the enactment of new priva
laws or regulations, could adversely affect our lnesss.

A variety of federal, state and international laavel regulations govern the collection, use, redentsharing and security of consumer data.
existing privacyrelated laws and regulations are evolving and stiltfe potentially differing interpretations. In atidn, various federal, state €
foreign legislative and regulatory bodies may exbaarrent or enact new laws regarding privacy mattEor example, recently there have t
Congressional hearings and increased attentidmetgdpture and use of locatibased information relating to users of smartpha@mesother mobil
devices. We have posted privacy policies and presticoncerning the collection, use and disclosdreubscriber data on our websites
applications. Several Internet companies have iedusubstantial penalties for failing to abide bg tepresentations made in their privacy pol
and practices. In addition, several states havetaddegislation that requires businesses to imptgrand maintain reasonable security proce:
and practices to protect sensitive personal inftionaand to provide notice to consumers in the eeém security breach. Any failure, or percei
failure, by us to comply with our posted privacylipies or with any dataelated consent orders, Federal Trade Commissauriregnents or orders
other federal, state or international privacy onsuamer protection-related laws, regulations or stiuselfregulatory principles could result
claims, proceedings or actions against us by gowental entities or others or other liabilities, eihicould adversely affect our business. In add
a failure or perceived failure to comply with inthysstandards or with our own privacy policies gmectices could result in a loss of subscribe
merchants and adversely affect our business. Hedt¢age and international governmental authoritiestinue to evaluate the privacy implicati
inherent in the use of third party web "cookiesl Eehavioral advertising. The regulation of thesekies and other current online adverti
practices could adversely affect our business.

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

We may be, and in certain cases have been, suedefamation, civil rights infringement, negligengeatent, copyright or tradem:
infringement, invasion of privacy, personal injuproduct liability, breach of contract, unfair coetition, discrimination, antitrust or other le
claims relating to information that is publishedmade available on our websites or service offaring make available (including provision of
application programming interface platform for thpparties to access our website, mobile deviceiEnand geolocation applications). This ris
enhanced in certain jurisdictions outside the UhiBates, where our liability for such third padgtions may be less clear and we may be
protected. In addition, we could incur significaosts in investigating and defending such claimenef we ultimately are not found liable. If an§
these events occurs, our net income could be raliyesind adversely affected.

We are subject to risks associated with informati@seminated through our websites and applicatimctuding consumer data, content thi

produced by our editorial staff and errors or oiniss related to our product offerings. Such infatiorg whether accurate or inaccurate, may res
our being sued by our merchants, subscribers it ffairties and as a result our revenue and goodatild be materially and adversely affected.
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We may be subject to breaches of our informatiochrology systems, which could harm our relationskigvith our customers and merchan
subject us to negative publicity and litigation, drcause substantial harm to our busine:

In operating a global online business, we mainsénificant proprietary information and manage é&egnounts of personal data and confide
information about our employees, customers and Inagits. Because of our high profile and the nunob&ustomer records we maintain, we ai
an increased risk of attacks on our systems.

Our risk and exposure to these matters remain$itegigd because of, among other things, the evohétigre of these threats, our prominent
and scale, our plans to implement our entrance tiidomobile payments space, our expanded geogrépbiiorint and international presence,
outsourcing of some of our business operationsiamdts of cybeattacks. Although cybersecurity and the contindedelopment and enhancen
of our controls, processes and practices designedotect our systems, computers, software, datanatworks from attack, damage or unauthoi
access are a high priority for us, this may notessfully protect our systems against all vulnditéds, including technologies developed to by
our security measures. In addition, outside partiay attempt to fraudulently induce employees,cimants or customers to disclose sens
information in order to gain access to our secysgesns and networks. For example, in May 2013, ckdraaccessed a database of our Ta
subscribers containing usernames and passwords.

As cyber threats continue to evolve, we may beireduo expend significant additional resourcesdntinue to modify or enhance our protec
measures or to investigate and remediate any irftiom security vulnerabilities. Further, becausetechniques used to gain access to, or sab
systems often are not recognized until launcheihaga target, we may be unable to anticipate thieect methods necessary to defend against
types of attacks. Any actual breach, the perceitieght of a breach or a perceived breach, couldecaur customers and merchants to cease
business with us, subject us to lawsuits, reguaiioes or other action or liability, which wouldalm our business, financial condition and resul
operations.

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

We regard our subscriber list, trademarks, sermeeks, copyrights, patents, trade dress, tradeetsequroprietary technology, merchant |
subscriber lists, sales methodology and similalliettual property as critical to our success, &aedely on trademark, copyright and patent landd
secret protection and confidentiality and/or liceagreements with our employees and others toqgirote proprietary rights. Effective intellect
property protection may not be available in eveoyrtdry in which our deals are made available. Wé® @hay not be able to acquire or mair
appropriate domain names or trademarks in all e@min which we do business. Furthermore, reguiatigoverning domain names may not prt
our trademarks and similar proprietary rights. Wayrbe unable to prevent third parties from acqgiamd using domain names that are simile
infringe upon or diminish the value of our tradeksaand other proprietary rights. We may be unablg@revent third parties from using ¢
registering our trademarks, or trademarks thas@ndar to, or diminish the value of, our trademarlsome countries.

We may not be able to discover or determine thergxif any unauthorized use of our proprietarytggfhird parties that license our intellec
property rights also may take actions that dimirtsd value of our proprietary rights or reputatidhe protection of our intellectual property r
require the expenditure of significant financéadd managerial resources. Moreover, the steps keettaprotect our intellectual property may
adequately protect our rights or prevent third iparfrom infringing or misappropriating our progeey rights. We are currently subject to mult
lawsuits and disputes related to our intellectuapprty and service offerings. We may in the futbheesubject to additional litigation and dispt
The costs of engaging in such litigation and dispwre considerable, and there can be no assuthatésvorable outcomes will be obtained.

We are currently subject to third party claims tatinfringe their proprietary rights or trademagksl expect to be subject to additional clain
the future. Such claims, whether or not meritorjonay result in the expenditure of significant fioal and managerial resources, injunctions ac
us or the payment of damages by us. We may ne&lt&in licenses from third parties who allege thathave infringed their rights, but such licer
may not be available on terms acceptable to us @t & hese risks have been amplified by the iaseein third parties whose sole or primary bus
is to assert such claims.

Our business depends on a strong brand, and if we aot able to maintain and enhance our brand, dnwe receive unfavorable media covera
our ability to expand our base of customers and wteants will be impaired and our business and opéngtresults will be harmed.

We believe that the brand identity that we haveettped has significantly contributed to the sucaafssur business. We also believe
maintaining and enhancing the "Groupon" brand iicaf to expanding our base of customers and naish Maintaining and enhancing our bt
may require us to make substantial investmentslagk investments may not be successful. If wedgkomote and maintain the "Groupon” bri
or if we incur excessive expenses in this effaut, lsusiness, operating
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results and financial condition will be materialnd adversely affected. We anticipate that, as market becomes increasingly competit
maintaining and enhancing our brand may becomeasangly difficult and expensive. Maintaining anthancing our brand will depend largely
our ability to be a group buying leader and to taré to provide reliable, trustworthy and high dyadleals, which we may not do successfully.

We receive a high degree of media coverage aron@dvorld. Unfavorable publicity or consumer peraaptof our websites, applicatiol
practices or service offerings, or the offeringof merchants, could adversely affect our reportatiesulting in difficulties in recruiting, decrea
revenue and a negative impact on the number oflraats we feature and the size of our customer lasdoyalty of our customers and the nun
and variety of deals we offer each day. As a result business, financial condition and resultopérations could be materially and adver
affected.

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

We have in the past acquired a number of compaWiesexpect to continue to evaluate, consider aridnpally consummate a wide array
potential strategic transactions, including acqiaiss and dispositions of businesses, joint vestutechnologies, services, products and others
and minority investments. We may not realize thiécgrated benefits of any or all of our acquisisoand investments, or we may not realize the
the time frame expected. In addition, the integratf an acquisition could divert management's tamd the company's resources. If we pay fc
acquisition or a minority investment in cash, itudreduce our cash available for operations oseaus to incur debt, and if we pay with our std
could be dilutive to our stockholders. Additionallye do not have the ability to exert control ower joint ventures and minority investments,
therefore we are dependent on others in orderal@eetheir potential benefits.

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

Our business, like that of our merchants, may bBesti to some degree of sales seasonality. As tthetly of our business stabilizes, th
seasonal fluctuations may become more evident.oBality may cause our working capital cash flowuiegments to vary from quarter to qua
depending on the variability in the volume and tighof sales. For example, we experienced a $38li@mdecline in operating cash flows during
six months ended June 30, 2013 as the result efceedse in accrued merchant and supplier paygiiesarily due to the timing of payments
suppliers of merchandise after the seasonally leigéls of Goods transactions in late 2012. Thestifs, among other things, make forecasting |
difficult and may adversely affect our ability tcamage working capital and to predict financial lssaccurately, which could adversely affect
market price of our common stock.

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

Groupons are issued in the form of redeemable amipdth unique identifiers. It is possible that somers or other third parties will seel
create counterfeit Groupons in order to fraudujeptirchase discounted goods and services from euchrants. While we use advanced diratisc
technologies, it is possible that technically knedgeable criminals will attempt to circumvent ontidraud systems using increasingly sophistic
methods. In addition, our service could be subjecemployee fraud or other internal security breschand we may be required to reimb
customers and/or merchants for any funds stoleevanue lost as a result of such breaches. Ourhaets could also request reimbursement, or
using Groupon, if they are affected by buyer fraudther types of fraud.

We may incur significant losses from fraud and ¢etfeit Groupons. We may incur losses from claitregt the customer did not authorize
purchase, from merchant fraud, from erroneous tnésons, and from customers who have closed baoduats or have insufficient funds in th
to satisfy payments. In addition to the direct sast such losses, if they are related to creditl ¢ceansactions and become excessive, they
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 eaug business to suffer. While we have taken nreado detect and reduce the risk of fraud,
measures need to be continually improved and maype@ffective against new and continually evolviogns of fraud or in connection with n
product offerings. If these measures do not sucaaadousiness will suffer.

We are subject to payments-related risks.

We accept payments using a variety of methodsudlig credit card, debit card and gift certificatds we offer new payment options
customers, we may be subject to additional reguiaticompliance requirements and fraud. For cepayment
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methods, including credit and debit cards, we pégrchange and other fees, which may increasetouerand raise our operating costs and l¢
profitability. We rely on third parties to provigeyment processing services, including the prongssf credit cards and debit cards and it ¢
disrupt our business if these companies becomellimyvor unable to provide these services to us. ke also subject to payment card associ
operating rules, certification requirements an@swgoverning electronic funds transfers, which @¢allange or be reinterpreted to make it difficu
impossible for us to comply. If we fail to complyitivthese rules or requirements, we may be sulgefibes and higher transaction fees and los
ability to accept credit and debit card paymentsnfrcustomers or facilitate other types of onlingmpants, and our business and operating re
could be adversely affected.

We are also subject to or voluntarily comply witmamber of other laws and regulations relating wnay laundering, international mor
transfers, privacy and information security anctetmic fund transfers. If we were found to be iolation of applicable laws or regulations, we d
be subject to civil and criminal penalties or fatd® cease our payments services business. Ini@dddvents affecting our third party paymr
processors, including cybattacks, Internet or other infrastructure or comitations impairment or other events that could ringet the norme
operation of our payment processors, could havatanmal adverse effect on our business.

Federal laws and regulations, such as the Bank Ssxy 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 regafes, such as the European Direc
on the prevention of the use of the financial syster the purpose of money laundering and terrdinstncing, impose certain amioney launderin
requirements on companies that are financial itstits or that provide financial products and segsi For these purposes, financial institution
broadly defined to include money services busireesseh as money transmitters, check cashers dedssal issuers of stored value cards. Exan
of anti-money laundering requirements imposed on finano#ltutions include subscriber identification avetification programs, record retent
policies and procedures and transaction reporthg.do not believe that we are a financial institatsubject to these laws and regulations bas
part, upon the characteristics of Groupons androler with respect to the distribution of Grouponsstibscribers. However, the Financial Cri
Enforcement Network, a division of the U.S. TregsDepartment tasked with implementing the requinetmef the Bank Secrecy Act, recel
proposed amendments to the scope and requirenwmsrtties involved in stored value or prepaid asceards, including a proposed expansic
financial institutions to include sellers or isssi@f prepaid access cards. In the event that tioigosal is adopted as proposed, it is possiblea
Groupon could be considered a financial productthatiwe could be a financial institution. In theegt that we become subject to the requiren
of the Bank Secrecy Act or any other amibney laundering law or regulation imposing obligias on us as a money services business, our tegy
compliance costs to meet these obligations woldelyliincrease which could reduce our net income.

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

Many states and certain foreign jurisdictions imgéisense and registration obligations on thosepauores engaged in the business of m
transmission, with varying definitions of what ctihges money transmission. We do not currentlydyel we are a money transmitter given our
and the product terms of Groupons. However, a ssfakchallenge to our position or expansion ofesta foreign laws could subject us to incre:
compliance costs and delay our ability to offer @rons in certain jurisdictions pending receipt o aecessary licenses or registrations.

We will continue to incur significant costs as agelt of being a public company.

We face increased legal, accounting, administrative other costs and expenses as a public compahwé did not incur as a private compi
The Sarbane®xley Act of 2002, including the requirements ottan 404, as well as new rules and regulationseglently implemented by 1
Securities and Exchange Commission, or the SECRtittic Company Accounting Oversight Board andrttegketplace rules of the NASDAQ st
market, impose additional reporting and other al@ns on public companies. Compliance with thagaip company requirements has increase!
costs and made some activities more tooasuming. In connection with the preparation af fimancial statements for the year ended Decer8i,
2011, our independent registered accounting firemtified a material weakness in the design andatimgy effectiveness of our internal control ¢
financial reporting, and as a result we incurreditimhal costs remediating this material weaknéssaddition, the existence of this issue ct
adversely affect us, our reputation or investoceptions of us. It also may be more difficult far to attract and retain qualified persons to sen
our board of directors or as executive officersvéahcy efforts by stockholders and thpdrties may also prompt even more changes in catq
governance and reporting requirements. The additi@porting and other obligations imposed on ushiege rules and regulations has increase
legal and financial compliance costs and the cobtzur related legal, accounting and administratieévities significantly. These increased ¢
require us to divert a significant amount of motteat we could otherwise use to expand our busiaedsachieve our strategic objectives.
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Our ability to raise capital in the future may béiited, and our failure to raise capital when needleould prevent us from growing.

We may in the future be required to raise capitedigh public or private financing or other arramgats. Such financing may not be avail
on acceptable terms, or at all, and our failureatse capital when needed could harm our busidelditional equity financing may dilute the inters
of our common stockholders, and debt financingyviilable, may involve restrictive covenants andldéoeduce our profitability. If we cannot ra
funds on acceptable terms, we may not be abledw gur business or respond to competitive pressures

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

Our Class A common stock began trading on the NAQDB®Robal Select Market on November 4, 2011 andesthat date has fluctuated fror
high of $31.14 per share to a low of $2&F share. We expect that the trading price ofstark will continue to be volatile due to variatoim ou
operating results and also may change in responsthér factors, including factors specific to tealogy companies, many of which are beyonc

control. Among the factors that could affect ourc&tprice are:

. our earnings announcements, including any finarmiejections that we may choose to provide to thblip, any changes in the
projections or our failure for any reason to méese projections or projections made by researalysts;

. the amount of shares of our Class A common stogkate available for sa
. the relative success of competitive products orises
. the public's response to press releases or othiglicpannouncements by us or others, including alingé with the SEC ar

announcements relating to litigation;

. speculation about our business in the press dntlestment communit

. future sales of our Class A common stock by oumiigant stockholders, officers and direct
. announcements about our share repurchase progsabes under the progre

. changes in our capital structure, such as futwaisces of debt or equity securit

. our entry into new marke

. regulatory developments in the United States aifpr countries

. strategic actions by us or our competitors, suchcgsisitions, joint ventures or restructuring;
. changes in accounting principl

We expect the stock price volatility to continue floe foreseeable as a result of these and othen$a

The concentration of our capital stock ownership ttviour founders, executive officers, employees adicectors and their affiliates will limi
stockholders' ability to influence corporate matte|

Our Class B common stock has 150 votes per shat@anClass A common stock has one vote per sihaaf July 31, 2013, our founde
Eric Lefkofsky, Bradley Keywell and Andrew Masonntm! 100%o0f our outstanding Class B common stock and, baseidformation available
us, approximately 29.4% of our outstanding Clasofmon stock, representing approximately 54.4%mefvioting power of our outstanding caf
stock. Messrs. Lefkofsky, Keywell and Mason wiletbfore have significant influence over managenagwk affairs and over all matters requi
stockholder approval, including the election ofediors and significant corporate transactions, sisch merger or other sale of our company
assets, for the foreseeable future. This concemtradntrol will limit stockholders' ability to infence corporate matters and, as a result, we rke
actions that our stockholders do not view as beizfiAs a result, the market price of our Classofnmon stock could be adversely affected.
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We do not intend to pay dividends for the foreseledhture.

We intend to retain all of our earnings for theefmeable future to finance the operation and eipamd our business and do not anticij
paying cash dividends. As a result, stockholderseogect to receive a return on their investmerdun Class A common stock only if the ma
price of the stock increases.

Provisions in our charter documents and under Delare law could discourage a takeover that stockhokimay consider favorable

Provisions in our certificate of incorporation abglaws, as amended and restated upon the closirgiofffering, may have the effect
delaying or preventing a change of control or clegrig our management. These provisions includéotteving:

. Our certificate of incorporation provides for a tHokass common stock structure. As a result of giacture, our founders will ha
significant influence over all matters requiringpckholder approval, including the election of dimes and significant corpor:
transactions, such as a merger or other sale af@upany or its assets. This concentrated contndtodiscourage others from initiati
any potential merger, takeover or other changenofrol transaction that other stockholders may véasvbeneficial.

. Our board of directors has the right to elect doex to fill a vacancy created by the expansionth&f board of directors or t
resignation, death or removal of a director, wipovents stockholders from being able to fill vazias on our board of directors.

. Special meetings of our stockholders may be calfég by our Executive Chairman of the Board, oure€Executive Officer, our boa
of directors or holders of not less than the majoof our issued and outstanding capital stock.sTlhhits the ability of minorit
stockholders to take certain actions without aruahmeeting of stockholders.

. Our stockholders may not act by written consentessilthe action to be effected and the taking o sation by written consent
approved in advance by our board of directors. Agslt, a holder, or holders, controlling a majowf our capital stock wou
generally not be able to take certain actions witthwmlding a stockholders' meeting.

. Our certificate of incorporation prohibits cumulegivoting in the election of directors. This limitee ability of minority stockholders
elect director candidates.

. Stockholders must provide timely notice to nominatgividuals for election to the board of directarsto propose matters that car
acted upon an annual meeting of stockholders. Tipeseisions may discourage or deter a potentialuimeg from conducting
solicitation of proxies to elect the acquiror's osate of directors or otherwise attempting to obtantrol of our company.

. Our board of directors may issue, without stockboldpproval, shares of undesignated preferred stdbk ability to authoriz

undesignated preferred stock makes it possibleotor board of directors to issue preferred stockhwibting or other rights
preferences that could impede the success of &&wpt to acquire us.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

During the three months ended June 30, 2013, weds$91,389 shares of Class A common stock teesedttain liability-classified
subsidiary stock-based compensation awards.

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

Pursuant to the requirements of Section 13 or 1&f{(t)e Securities Exchange Act of 1934, the regigthas duly caused this report to be signed on
its behalf by the undersigned, thereunto duly aigkd on this 7th day of August 2013.

GROUPON, INC.

By: /sl Jason E. Child
Name: Jason E. Child
Title: Chief Financial Officer

91




EXHIBITS

Exhibit Number Description

Certification o f Chief Executive Officer pursu antExchange Act Rules 13a-14(a) and 15d-14(agdapted pursuant to
31.1 Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant Exchange Act Rules 13a-14(a) and 15d-14(a), agtad pursuant to
31.2 Section 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
32.1 to Section 906 of the Sarbanes-Oxley Act of 2002

101 Interactive data file
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Exhibit 31.1
CERTIFICATION
I, Eric P. Lefkofsky, certify that:
1. I have reviewed this Quarterly Report on FormQ0f Groupon, Inc.;
2. Based on my knowledge, this report does notagor@iny untrue statement of a material fact or aongitate a material

fact necessary to make the statement made, indighe circumstances under which such statemeetts made, not misleading, with
respect to the period covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thégport, fairly represent
in all material respects the financial conditicesults of operations and cash flows of the regista of, and for, the periods presented in
report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and

procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over finaheporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

@ Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitee
designed under our supervision, to ensure thatriabileformation relating to the registrant, incing its consolidated subsidiaries,
is made known to us by others within those entifi@sticularly during the period in which this repis being prepared;

(b) Designed such internal control over financedarting, or caused such internal control overrfaial reporting
to be designed under our supervision, to providearable assurance regarding the reliability @frfaial reporting and the
preparation of financial statements for externappaes in accordance with generally accepted atioouprinciples;

(c) Evaluated the effectiveness of the registratitslosure controls and procedures and presenttsi report
our conclusions about the effectiveness of thel@isece controls and procedures, as of the endeoéhniod covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thesgnt's internal control over financial reportthgt occurred
during the registrant's most recent fiscal qudtter registrant's fourth fiscal quarter in the cakan annual report) that has
materially affected, or is reasonably likely to arally affect, the registrant's internal contrgko financial reporting; and

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

@ All significant deficiencies and material weakses in the design or operation of internal cbotrer financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize and report financial
information; and

(b) Any fraud, whether or not material, that inedvmanagement or other employees who have a sigmifiole
in the registrant's internal control over financigborting.

Date: August 7, 2013 /s/ Erid Bfkofsky

Eric P. Lefkofsky
Chief Executive Officer
(Principal Executive Officer)



Exhibit 31.2
CERTIFICATION
I, Jason E. Child, certify that:
1. I have reviewed this Quarterly Report on FormQ0f Groupon, Inc.;
2. Based on my knowledge, this report does notagor@iny untrue statement of a material fact or aongitate a material

fact necessary to make the statement made, indighe circumstances under which such statemeetts made, not misleading, with
respect to the period covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thégport, fairly represent
in all material respects the financial conditicesults of operations and cash flows of the regista of, and for, the periods presented in
report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and

procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over finaheporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

@ Designed such disclosure controls and procsdorecaused such disclosure controls and procedaoitee
designed under our supervision, to ensure thatriabileformation relating to the registrant, incing its consolidated subsidiaries,
is made known to us by others within those entifi@sticularly during the period in which this repis being prepared;

(b) Designed such internal control over financedarting, or caused such internal control overrfaial reporting
to be designed under our supervision, to providearable assurance regarding the reliability @frfaial reporting and the
preparation of financial statements for externappaes in accordance with generally accepted atioouprinciples;

(c) Evaluated the effectiveness of the registratitslosure controls and procedures and presenttsi report
our conclusions about the effectiveness of thel@isece controls and procedures, as of the endeoéhniod covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thesgnt's internal control over financial reportthgt occurred
during the registrant's most recent fiscal qudtter registrant's fourth fiscal quarter in the cakan annual report) that has
materially affected, or is reasonably likely to arally affect, the registrant's internal contrgko financial reporting; and

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

@ All significant deficiencies and material weakses in the design or operation of internal cbotrer financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize and report financial
information; and

(b) Any fraud, whether or not material, that inedvmanagement or other employees who have a sigmifiole
in the registrant's internal control over financigborting.

Date: August 7, 2013 /sl JaBofhild
Jason E. Child
Chief Financial Officer
(Principal 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 Grouplnt. (the “Company”) on Form 10-Q for the periatlang June
30, 2013, as filed with the Securities and Excha@gmmission on the date hereof (the “Repolit’Eric P. Lefkofsky, Chie
Executive Officer of the Company, and Jason E.&i@hief Financial Officer of the Company, certipyrsuant to 18
U.S.C. Section 1350, as adopted pursuant to Se2fiérof the Sarbanes-Oxley Act of 2002, to our kieolge, that:
(1) The Report fully complies with the requirementsSetction 13(a) or 15(d) of the Securities Exchangeoh 1934
as amended; and
(2) The information contained in the Report fairly mets, in all material respects, the financial cbadiand results
of operations of the Company.

By: /sl Eric P. Lefkofsky
Eric P. Lefkofsky
Chief Executive Officer

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

Date: August 7, 2013



