CASE 11 Groupon, Inc. m

EXHIBIT 3
Size of sales Mar. 31, June 30, Sept.30, Dec.31, Mar. 31,  June 30, Sept. 30, Dec. 31,
force 2010 2010 2010 2010 2011 2011 2011 2011
North America 128 201 348 493 661 990 1,004 1,062
International — 1,080 1,224 2,080 2,895 3,860 3,849 4,134
Total 128 1,291 1,572 2,573 3,556 4,850 4,853 5,196

SOURCE: Groupon, Inc. 10-K (March 30, 2012), p. 8.

Agreements under which Oliver and Marc Samwer provided consulting services were set to
expire in October 2012 and October 2013, respectively.*

In January 2011, Groupon B.V., a subsidiary, entered into a joint venture along with
Rocket Asia GmbH & Co. KG, an entity controlled by the Samwers.*! Groupon B.V. became
part owner of GaoPeng.com, which operates a group buying site offering discounts for prod-
ucts and services to individual consumers and businesses via Internet websites and social
and interactive media.** GaoPeng.com began offering daily deals in Beijing and Shanghai
in March 2011 and subsequently began offering daily deals in other major cities in China.™

Such acquisitions and joint ventures were an important part of Groupon’s growth strategy.
Groupon acquired eight firms in 2010, another nine in 2011, and an additional eight firms as
of May 2012.*

Finance

Exhibits 4 and 5 show Groupon’s consolidated statement of operations and consolidated bal-
ance sheet for the fiscal years ended 2008 through 2011.

For the years ended 2009, 2010, and 2011, Groupon reported revenue of US$14.5 mil-
lion, US$312.9 million, and US$1.6 billion, respectively. This represented an annual com-
pound growth rate of 380%. From 2010 to 2011 specifically, revenue increased by US$1.3
billion. The company attributed this growth mainly to expanding the scale of its business both
domestically and internationally through acquisitions, as well as by entering new markets.
Initiatives that contributed to this expansion included an increase in marketing expenditures,
as well as an increase in the company’s sales force. ™

Despite such significant revenue growth, operating income remained negative in 2011
(see Exhibit 4). Total operating expenses reached over US$1.8 billion in fiscal year 2011, an
increase of 151.4% from that of 2010. Groupon attributed this rise to an increase of US$216
million in the cost of revenue due to increases in credit card processing fees, refunds, and
editorial salary costs. Higher volumes of merchant partner transactions and a larger subscriber
base contributed to these costs.”’

The company’s greatest increases in operating expenses, however, were in marketing, sell-
ing, general, and administrative expenses. For the years ended December 31, 2009, 2010, and
2011, the company reported marketing expenses of US$5.1 million, US$290.6 million, and
US$768.5 million, respectively.* In its annual report, Groupon made it clear that such increases
in marketing expenses have been necessary, stating that “Since our inception, we have pri-
oritized growth, and investments in our marketing initiatives have contributed to our losses.
Management viewed investments in marketing as a necessary cost to acquire subscribers. When
compared to the profits generated from these subscribers over time, the cost to maintain a sub-
scriber was relatively inexpensive, as interaction was largely limited to e-mails and mobile ap-
plications. As its business continued to grow and became established in more markets, Groupon
expected that its marketing expense would decrease as a percentage of revenue.
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