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Groupon, Inc.
DAILY DEAL OR LASTING SUCCESS?
Nick Falcone, Eric Halbruner, Ellie A. Fogarty, and Joyce Vincelette

SECTION E |

General Issues in Strategic Management

Industry Two-—Entertainment and Leisure

Andrew Mason sat in his office in Chicago, Illinois, thinking about the city. His adult life
began there—he graduated from Northwestern jn 2003. His business originated there not
long after—Groupon began as a local Chicago discount service and became a global
phenomenon seemingly overnight. Mason knew that Groupon was a great idea. The
company was the first of its kind and changed the way consumers spend, shop, and think
about discounts. But how could Groupon, based in such innovation and having experi-
enced such exceptional growth, be in such a precarious position? A wave of competition
had swelled, including the likes of technology giants and both general and niche daily
deals services, all replicating Groupon’s business model. How could Groupon compete
against large companies and their expansive resources? Would consumers and merchant
partners flock to other services that better suited their needs? Mason worried about the in-
creasingly downward trajectory of Groupon’s stock price since the company’s initial public
offering. The year 2012 had brought additional scrutiny of Groupon from the SEC, as well
as the unfortunate title of Worst CEO of 2012 for Mason.! He thought about the barrage of
competition facing his firm and the related questions regarding the sustainability of its busi-
ness model. Groupon was a star as it grew from its Illinois roots, but it now had problems on
a global scale. Mason looked out his window over the city where it all started, nostalgic for a
time when business was easier and wondered what to do.

In 2006, three years after graduating from Northwestern University with a degree in Music,
Andrew Mason became frustrated when trying to cancel a cell phone contract. He thought
about the likely large group of people in similar circumstances and figured “if {he and they}]
were united in some way, they] could leverage [their] collective power.”’* He began devel-

oping a Web platform based on the “tipping point” principle (the number at which an ides (AN

or cause reaches critical mass, popularized by Malcolm Gladwell) that would utilize social
media to organize collective action.® The company he created was aptly named ThePoint
and was designed to be a tool for raising money for various causes. The “tipping point” for
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credit cards were not charged unless and unil the threshold was met and the cause “tipped.”
But ThePoint lacked the focus necessary 1o survive on its own, “The big problem, .
Mason said, “is that it’s this huge, abstract ides. You can use this platform to do anything from

headquarters.”
From there, the compan

layed its 5000-person Chicago e-

and Washington, DC. Groupon’

America, 100 markets in Europe, Asia, and South America, and
istered users.® Forbes magazine declared Groupon to be the “fastest growing company ever”!°
in August 2010 and Groupon rejected a US$6 billion acquisition offer from technology piant
Google in December of the same year,!!

In November 2011, the company raised US$700 million in its initial publjc offering, the
largest IPO by a United States Internet company since Google’s USS$1.7 billion in 2004 2
But the growth seen in the company’s infancy had been largely elusive since its IPO. In the
10 subsequent months, Groupon’s stock fell 84 from US$26.11 to close at US34.15 on
August 31, 2012.

Groupon described itself ag “a local commerce marketplace that connects merchants to con-
sumers by offering goods and services at a discount”'® The company saw opportunity in
bringing the brick-and-mortar world of local commerce onto the Internet, which it said was
Creating a new way for local merchant partners to attract customers.'* The “Groupon Promise”
was core to the company’s customer-service philesophy:

We’'re confident in the businesses we feature on Groupon and back them with the Groupon
Promise. If the experience using your Groupon ever lets you down, we’ll make it right or return
your purchase. Simple as that, 15

Groupon followed specific processes in dealings with consumers and merchants to keep its
promise. The company used its technology and scale to target relevant deals based on indi-
vidual customer preferences. !5 Deals were disseminated primarily via e-mail; consumers sub-
s mailing list, chose their locations, and were sent information on deals in

and potential customers based o1l proximity to the sponsoring merchant partner,!” Customers
purchased coupons online, which became active only when a deal reached its predetermined
critical number of purchases. The coupons had expiration dates.
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Merchants wishing to partner with Groupon and feature their products or services in deals
were vetted by the company. Only one in eight applicants was accepted, Winning merchants
had to be receiving praise on review sites like Yelp, CitySearch, and TripAdvisor, and their
Groupon deals had to offer a substantial discount from normal prices and not be similar to
other promotions regularly offered by the vendor.'® A merchant partner signed a contract that
specified the percentage of revenue Groupon would collect from a deal (typically 50%) and
the number of coupons that would have to be purchased for a deal to “tip” and for the discount
to become active. Groupon collected revenue from the deals immediately and made payments
to merchants over a 60-day period.'?

Merchants were not completely at ease with the general model, now utilized by other deal
providers, citing the heavy discounts required and low repeat rates from customers as their two
biggest concerns.” Twenty-three percent of respondents to a merchant survey on daily deals
companies said that the discounts were their biggest concern, but 45% said they acquired more
customers as a resuit of offering the promotions.?* Eighty percent were satisfied with daily-deal
companies. Merchant satisfaction and retention were critical to Groupon’s strategy for success.

| Mission and Strategy

CEO Andrew Mason explained his vision for Groupon in a 2011 Letter to Stockholders,
Upon the shoulders of its business model, he wrote, Groupon was setting out to reinvent the
multitrillion-doltar local commerce ecosystem. “Today, Groupon is a marketing tool that con-
nects consumers and merchants. Tomorrow, we aim to move upstream and serve as the entry
point for local transactions”” Groupon’s mission, according to Mason, was “to become the
operating system for local commerce."?

Groupon’s ohjective was to become an essential part of everyday local commerce for

consumers and merchants. Key elements of its strategy included the following:”

# Grow subscriber and customer base. Groupon made significant investments to acquire
subscribers through online marketing initiatives, such as search engine marketing, dis-
play advertisements, referral programs, and aftiliate marketing. In addition, Groupon’s
subscriber base increased by word of mouth. The company intended to continue to invest
in acquiring subseribers; however, it continued to shift its efforts toward converting sub-
scribers into customers who purchase Groupons. Groupon’s investment in the growth
of its subscriber base and achieving optimal subscriber levels was directly linked to the
breadth and location of its merchant partners. As such, while the number of total sub-
scribers was a key metric to measure Groupon’s progression over the long term, it was
not a key operational metric in the same manner as was the active customer base.

= Grow the number of merchant partners. Groupon expanded the number of ways in
which consumers could discover deals through its marketplace. The company made sig-
nificant investments in its sales force, which built merchant partner relationships and
local expertise. Merchant partner retention efforts were focused on providing merchant
partners with a positive experience by offering targeted placement of their deals to the
subscriber base, high-quality customer service, and tools to manage deals more effec-
tively. Groupon routinely solicited feedback from merchant partners to ensure their
objectives were met and they were satisfied with its services. Based on this feedback,
Groupon believed that merchant partners considered the profitability of the immediate
deal, potential revenue generated by repeat customers, and increased brand awareness for
the merchant partner and the resulting revenue stream that brand awareness might gener-
ate over time. Some merchant partners viewed deals as a marketing expense and might
be willing to offer deals with little or no immediate profitability in an effort to gain future
customers and increased brand awareness.




to drive, these changes. The
through acquisitions,

Increase the number and variet
a variety of

development partnerships, Historically, the
tons were local management teams and small
which the company then applies its expertise,

»

ners {6 expand its international presence.
companies such as eBay, Microsoft, Yahoo, and Zynga, that allowed these partners to

display, promote, and distribute Groupon’s deals to their users in exchange for a share of
the revenue the deals generate,

Board of Directors.®* The biographies of the eight members of the Board of Directors are
as follows: '

Eric Lefkofsky, 42, is a co-founder and the Executive Chairman of Groupon. He is also a founder
and director of severa] firms, including InnerWorkings, Inc., a global provider of managed

i : o Global Logistics, Inc., a technology-enabled trans-
portation and logistics outsourcing firm; MediaBank, LLC, a leading provider of integrated

media procurement technology; and LightBank, a venture fund focused on helping disrup-
tive technology businesses, Eric

Michigan and a Juris Doctor from the University of Michigan Law School.

Peter Barris, 59, joined New Enterprise Associates {NEA) in 1992 and has served as Managing

General Partner since 1999, Since joining NEA, Peter has ied investments in over 20 infor-
mation technology companies that have completed public
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Chief Operating Officer of Legent Corporation (LGNT) and Senior Vice President of the
Systems Software Division of UCCEL Corporation (UCE). Both companies were ultimately
acquired at valuations that were record breaking for their time. Earlier, Peter spent almost a
decade at General Electric Company in a variety of management positions, inchuding Vice
President and General Manager at GE Information Services. Outside interests include serving
on the Northwestern University Board of Trustees and the Dartmouth Tuck School Board of
Overseers. Peter previously served on the Executive Committee of the Board of the National
Venture Capital Association and was also a founding member of Venture Philanthropy Part-
ners, a philanthropic organization in the Washington, DC, area. He has a BS degree in Electri-
cal Engineering from Northwestern and an MBA from Dartmouth. Mr, Baris is the chair of
s thiough its the Compensation Committee and a member of the Nominating and Governance Committee.

consumers Mellody Hobson, 42, is president of Ariel Investments, a Chicago-based money nanagement
: firm serving institutional clients and individual investors; she also serves as chairman of
the board of trustees for Ariel’s no-load mutual funds. Beyond her work at Ariel, Mellody
has become a nationally recognized voice on financial literacy and investor education.
Specifically, she is a regular financial contributor on Good Morning America, the fea-
tured consumer finance expert on Tom Joyner’s Money Mondays radio program, and a
regular columnist for Black Enterprise. Mellody is a director of three public companies:
DreamWorks Animation SKG, Inc., The Estée Lauder Companies Inc., and Starbucks
Corporation. In addition, she serves on the boards of various civic organizations includ-
ing The Field Museum, The Chicago Public Education Fund, and the Sundance Institute.
Mellody is a graduate of Princeton University wiere she received her AB degree from the
Woodrow Wilson School of Public and International Affairs. She is a member of both the
Compensation Committee and the Nominating and Governance Committee.

Brad Keywell, 42, is a founder of MediaBank LLC, Echo Global Logistics, Inc., Groupon
Inc., Starbelly, and several other companies. He has served on the Board since Groupon’s
inception. He is on the Board of the Zell-Lurie Entrepreneurship Institute at the University
of Michigan, Big Communications, Warrior Productions, and University of Michigan
Hillel Foundation. He was formerly on the Board of Columbia College, as well as the
Advisory Committee of the University of Chicago Graduate School of Business Direc-
tors” College. Mr. Keywell is a member of the Compensation Committee and the chair of
the Nominating and Governance Committee,

Ted Leonsis, 55, is Vice Chairman Emeritus of AOL LLC with more than a decade of experience
in global Internet services and media at AOL, where he also served as Vice Chairman and
President of several business units. In addition to his work at AOL, Leonsis is the majority
owner of the National Hockey League’s Washington Capitals and the Women’s National
Basketball Association’s Washington Mystics. He is also the producer of “Nanking,” a docu-
mentary film that made its premiere at the 2007 Sundance Film Festival. Mr. Leonsis is the
chair of the Audit Committee and a member of the Compensation Committee.

Andrew Mason, 31, is a founder of Groupon and has served as its Chief Executive Offi-
cer since its inception in November 2008. Prior to co-founding Groupon and ThePoint,
Andrew worked as a software developer with Innerworkings, Inc. Andrew received his
Bachelor of Arts in Music from Northwestern University.

Daniel Henry, 62, has been the Chief Financial Officer of American Express Company since
October 2007. Henry is responsible for leading American Express Company’s finance
organization and representing American Express to investors, lenders, and rating agen-
cies. He also served as Executive Vice President and Chief Financial Officer of U.S.
Consumer, Small Business and Merchant Services and joined American Express as
Comptroller in 1990. Prior to joining American Express, Henry was a partner with Emst &
Young. Mr. Henry is a member of the Audit Committee.
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Robert Bass, 62, served as a Vice Chairman of Deloitte LLP from 2006 through June 2012, and -
was a partner in Deloitte from 1982 through June 2012, Mr. Bass specializes in e-commerce,
mergers and acquisitions, and SEC filings. At Deloitte, Mr. Bass was responsible for all’
services provided to Forstmann Little and its portfolio companies and is the advisory partner -
for Blackstone, DIRECTV, McKesson, MG, and CSC. He has also previously been the
advisory partner for priceline.com, RR Donnelley, Automatic Data Processing, Community 3
Health Systerns, and Avis Budget. He is a member of the American Institute of Certified
Public Accountants and the New York and Connecticut State Societies of Certified Public
Accountants, Mr. Bass is a member of the Audit Comumittee.

Daniel Henry and Robert Bass joined the Board on April 26 and June 19, 2012, respec-
tively, in a move to bring more accounting and financial expertise to the Board. Mr. Henry

replaced Howard Schultz, CEO of Starbucks. Mr. Bass replaced Kevin Efrusy, a partmer at the
venture-capital firm Accel Partners.?®

Top Management.”® The biographical sketches for Groupon’s top management team are as
follows:

Andrew D. Mason, 31, is a co-founder of Groupon and has served as its Chief Executive
Officer and a director since its inception. In 2007, Mr. Mason co-founded ThePoint, a
Web platform that enables users to promote collective action to support social, educa-
tional, and civic causes, from which Groupoen evolved. Prior to co-founding ThePoint,
Mr. Mason worked as a computer programmer with InnerWorkings, Inc. Mr. Mason
received his Bachelor of Arts from Northwestern University. Mr. Mason brings to the
Board the perspective and experience as one of Groupon’s founders and as Chief Exccu-
tive Officer. Mr. Mason was elected to the Board pursuant to voting rights granted to
the former holders of Groupon’s common stock and preferred stock under Groupon’s
voting agreement, which terminated as a result of the company’s initial public offering.

Jason E. Child, 43, has served as Chief Financial Officer since December 2010. From March
1999 through December 2010, Mr. Child held several positions with Amazon.com, Inc.,
including Vice President of Finance, International from April 2007 to December 2010,
Vice President of Finance, Asia from July 2006 to J uly 2007, Director of Finance, Amazon
Germany from April 2004 to July 2006, Director of Investor Relations from April 2003 to
April 2004, Director of Finance, Worldwide Application Software from November 2001
to April 2003, Director of Finance, Marketing and Business Development from November
2000 to November 2001, and Glebal Controller from October 1999 to November 2000,
Prior to joining Amazon.com, M. Child spent more than seven years as a C.P.A. and a
consulting manager at Arthur Andersen. Mr. Child received his Bachelor of Arts from the
Foster School of Business at the University of Washington.

Joseph M. Del Preto 11, 36, has served as Chief Accounting Officer since April 2011, From
January 2011 to April 2011, Mr. Del Preto served as Groupon’s Global Controller. Prior
to joining Groupon, Mr. Del Preto served as Controller and Vice President, Finance of
Echo Global Logistics, Inc. from April 2009 to December 2010. From January 2006 to
March 2009, Mr. Del Preto served as Controller of InperWorkings, Inc. Mr. Del Preto
began his career at PricewaterhouseCoopers LLP. Mr. Del Preto received his Bachelor of _
Science degree from Indiana University.

Jason D. Harinstein, 36, has served as Senior Vice President-Corporate Development
since March 2011. From June 2005 to February 2011, Mr. Harinstein served in several
capacities at Google, Inc,, including most recently as Director of Corporate Develop-
ment. From July 2003 to June 2005, Mr. Harinstein worked as an Equity Research As-
sociate at Deutsche Bank Securities, Inc. where he covered Internet advertising, online




