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Overview 

Applicants for generic top-level domains (“gTLDs” or “domains”) have a shared interest in 

participating—in advance of the ICANN Last Resort auction—in an efficient auction to allocate each 

contested domain to one of multiple applicants for the particular domain.1 Cramton Associates, LLC 

(hereafter CA) has considerable expertise in designing and implementing auctions for many related 

items, including auctions where the auction proceeds are retained by the participants. This expertise is 

applicable to the development and conduct of an Applicant Auction to efficiently allocate contested 

domains. CA plans to conduct such an auction in early 2013 for the benefit of all applicants.  

In January 2013, once applicants have had an opportunity to review and comment on the approach, 

each applicant may commit to participate in the Applicant Auction. If all applicants for a particular 

domain participate in the Applicant Auction, the Applicant Auction will allocate the domain to one 

applicant and determine the amount the winning applicant (the buyer) pays to each of the losing 

applicants (the sellers). The procedure would resolve applicant conflict, efficiently allocate the contested 

domain, and retain auction proceeds to the applicants.2 

Key benefits of the Applicant Auction 
Relative to the ICANN Last Resort Auction, the Applicant Auction has many benefits. The applicant 

auction: 

 maximizes the value of the domains by putting them to their best use; 

 rapidly resolves contention leading to faster ICANN assignment; 

 allows the applicants retain the benefits of resolution, rather than sharing the benefits with 

ICANN; 

 lowers the price paid by the buyer—the applicant with the highest bid; and 

 compensates sellers—the applicants with lower bids—with a share of the buyer’s payment. 

More specifically: 

For an applicant who places a high value on domains: You are a likely buyer in the applicant auction. You 

will have an opportunity to “buy” the domains you value most and remain within budget and other 

portfolio constraints. In the Applicant Auction the winning bid amounts will be less than in the ICANN 

Last Resort Auction, because losing doesn’t carry the same financial penalty as does the ICANN 

Auction—the loser in the Applicant Auction gets a share of the winner’s payment; the loser in the ICANN 

                                                           
1
 An efficient allocation is one that maximizes gains from trade; that is, each gTLD is allocated to the applicant who 

values the particular gTLD the most.  
2
 In the event that most but not all of the contending applicants for a domain agree to participate in the Applicant 

Auction, there may still be a role for an auction to determine a winner among the participating applicants. 
However, this possibility may exacerbate the holdout problem discussed later in this document, and is a detail to 
be studied. Such a scenario is sometimes referred to as a knockout auction, since the auction is used to knock out 
all but one of the bidders. The ICANN Last Resort Auction would still be needed but it would not include bidders 
who were knocked out in the Applicant Auction. 
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Auction gets zero. The improved attractiveness of losing causes the winning bids to be lower in the 

Applicant Auction. 

For an applicant who places a high value on some domains but a low value on others: You are likely to be 

both a buyer and a seller. You will buy domains for which you have a relatively high value and “sell” 

domains for which you have a relatively low value. The Applicant Auctions enables you to buy the 

domains that you want the most and receive a competitive cash payment for domains you are less 

interested in. You will have the capability to manage your budget and portfolio as the auction unfolds. 

For an applicant who places a low value on domains: You are likely to be a seller of your interest in the 

domains. You will be paid in cash for selling your interest in the domain to the buyer. You will receive a 

share of the resulting competitive price.  

For ICANN and non-applicant stakeholders: The Applicant Auction has been specifically designed to 

support ICANN’s primary objective of efficiency—putting the domains in the hands of those who are 

able to create the most value from them. In addition, the Applicant Auction is highly transparent, simple, 

and fair. Non-applicant stakeholders, such as the general public, benefit from quickly getting the 

domains in the hands of those who can create the greatest value from their use.  

Project team 

Appendix 1 presents the considerable experience of CA on related projects. The CA team has designed 

and implemented innovative high-stakes auctions for assets valued at many tens of billions of dollars in 

many countries, such as the United States, the United Kingdom, Australia, and Canada.  

CA is especially well-suited for this project. CA principals conducted the seminal research understanding 

incentives in auction settings, such as this one, where auction participants may be either buyers or 

sellers.3 CA is uniquely poised to understand and address the incentive challenges that arise when 

winners (buyers) pay losers (sellers) in the auction—a critical element of the proposed auction. 

Peter Cramton will lead the CA project team as Project Director, a role he has held in many major 

auction projects throughout the world in many industries over the last fifteen years. For example, he has 

advised the governments of the United States, Canada, Mexico, the United Kingdom, Australia, and 

Singapore in major auctions of radio spectrum (2G, 3G, and 4G); he has led or co-led the design and 

implementation of multi-billion dollar auctions for electricity and gas products in the United States, 

France, Germany, and Colombia.  

In addition to his role as Chairman of CA and Market Design Inc. (MDI), Peter Cramton is a Professor of 

Economics at the University of Maryland. Since 1983, he has conducted widely-cited research on auction 

theory and practice. The main focus of his research and practice is the design of auctions for many 

related items. Applications include auctions for radio spectrum, electricity, financial securities, 

                                                           
3
 Cramton, Peter, Robert Gibbons, and Paul Klemperer, “Dissolving a Partnership Efficiently,” Econometrica, 55, 

615-632, 1987. 

http://www.cramton.umd.edu/papers1984-1989/87econ-dissolving-a-partnership-efficiently.pdf
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diamonds, and timber. He has introduced innovative market designs in many industries. He has advised 

numerous governments on market design and has advised dozens of bidders in major auction markets. 

Peter received his B.S. in Engineering from Cornell University and his Ph.D. in Business from Stanford 

University. 

Robert Wilson will serve as Senior Adviser to the project team. Robert Wilson is the Adams 

Distinguished Professor of Management, Emeritus, at the Stanford Business School, and Director of MDI. 

His research and teaching are on market design, pricing, negotiation, and related topics concerning 

industrial organization and information economics. He is among the leading world figures in auction 

theory and practice. He has advised several government agencies about auction designs, including the 

initial spectrum auction by the FCC, and contributed to market designs for diamonds, electricity, mineral 

exploration leases, and natural gas transmission. He is an elected member of the National Academy of 

Sciences and a Distinguished Fellow of the American Economic Association. 

Pacharasut (Pat) Sujarittanonta is Senior Analyst to the project team. He is an Affiliate at Cramton 

Associates LLC. His research focuses on auctions and market design. He has played a lead role in 

Thailand’s 3G spectrum auction, and he has worked on a variety of issues regarding auctions, including 

antitrust and merger and acquisition complexities in auction markets. He also has advised wireless 

companies and led the development of bidding tools for several spectrum auctions. He has extensive 

experience in analyzing bidding behavior and conducting simulations of auction-based markets such as 

wholesale electricity markets. Pat received his First Class Honor B.Eng. in Computer Engineering and his 

M.A. in International Economics and Finance from Chulalongkorn University, Thailand and is received his 

Ph.D. in Economics from the University of Maryland. 

The remainder of the project team includes a group of gifted programmers who specialize in auction 

software and have built the state-of-the-art auction platform to be used in the Applicant Auction. CA 

also has a considerable pool of experts to draw on (see www.cramton.net and www.marketdesign.com). 

The list of principals of MDI is a who’s who in the area of market design and economics more broadly.  

Auction objectives 

The design of the Applicant Auction will strive to satisfy four objectives: 

1. Efficiency. The auction design will seek to maximize gains from trade, allocating each domain to 

the applicant who values it the most. 

2. Fairness. The auction will be fair. Each participating applicant is treated the same way and no 

applicant or type of applicant is favored in any way. 

3. Transparency. The auction will have clear and unambiguous rules that determine the allocation 

and associated payments in a unique way based on the bids received. 

4. Simplicity. The auction will be as simple as possible to encourage broad participation and 

understanding.  

http://www.cramton.net/
http://www.marketdesign.com/
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These four objectives are not in conflict; it is possible to develop an auction design that does well with 

respect to all four objectives. The first step of this process is for CA to develop an auction design that 

best meets these four objectives.  

Prototype auction designs 

To help clarify how the Applicant Auction would work, we briefly outline two alternative auction designs 

to serve as prototypes from which improvements may be made. The chosen auction design will be the 

outcome of a consultative process with the applicants. The design will be established before the 

commitment date (the date each applicant decides whether to participate in the Applicant Auction). 

We recognize that some conflicts involve multiple similar domains—a contention set with multiple 

strings. The structure of the conflicts will be resolved by ICANN in advance of the Applicant Auction. In 

the simplest case, the conflict involves a single domain and its associated applications. In the second 

simple case, the conflict involves two or more domains, only one of which can be allocated, because the 

names are so similar. In this case, the applicants for each of the domains are in the same contention set 

and there will be a single winner among the applicants, just as if they involved the same domain. Nearly 

all of the domains for which there is conflict are likely to fall into one of these two simple cases with the 

vast majority in the first. For this reason we describe the auction in terms of the first case.  

In the general case, the conflicts are represented as a graph with particular properties. As an example, if 

we had three similar names, such as car, cars, and cat, ICANN may decide that car and cars are too 

similar to have both, car and cat are too similar to have both, but cars and cat are sufficiently different. 

Then car, cars, and cat are in the same contention set and the feasible allocations from the competition 

are {car} or {cars, cat}. The auction will handle this general case as needed, but these complex instances 

are apt to be too rare to be discussed here. 

Sequential first-price sealed-bid auction 
The first straw man is both extremely simple and effective. The contested domains are sorted in order of 

perceived value from highest to lowest. Each domain is then auctioned in sequence in a sealed-bid first-

price auction. The high bidder wins the domain and pays its bid to the losing bidders, with the total 

payment divided equally among them.4 After each auction, the auction system reports the high bid. The 

auction system also presents to each participant its own current winnings and its current settlement 

balance, which reflects payments for the domains it wins and receipts for domains it lost. The auction 

schedule is also displayed. 

                                                           
4
 Variations on the division of the payment are certainly possible and will be considered in our analysis. For 

example, a natural rule would be to divide the winner’s payment in proportion to the losing bids; thus, with n 

bidders and bids b1 > b2 > … > bn, the winning bidder 1 pays losing bidder i an amount b1  bi / (b2 + … + bn). The 
advantage of this approach is that it rewards those with higher values for the domain more. It, however, has a 
serious disadvantage: it creates an incentive for each bidder to bid more than its true value, and the incentive to 
bid more is largest for those with low values. This distortion causes the auction to be inefficient. In contrast, the 
equal-payment approach means that the payment to each loser does not depend on its bid. The outcome is fully 
efficient in the simplest case described later. 
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There are 230 contested domains. Thus, if we auctioned about 23 domains per day, the auction would 

complete in about 10 days. This would be a reasonable schedule given the high stakes and long-term 

decisions involved. One domain would be auctioned about every 20 minutes throughout the 8 hour 

auction day.  

The advantage of this sequential structure is that it gives participants an opportunity to condition bids in 

subsequent auctions on what occurred in early auctions. For example, a participant may desire a 

portfolio of domains, where some domains are substitutes and some are complements. The sequential 

structure would allow the bidder to include these preferences in at least a limited way through the 

bidder’s bidding strategy. As another example, a bidder may face certain budget constraints—the 

sequential structure lets the bidder manage these budget constraints, since the bidder always knows its 

current position going into each round. 

The auction system would include a proxy bidding facility that allows the bidder to bid for any domain it 

has applied for at any time after the auction start. These bids may then be changed until the point 

where the auction round closes for the particular domain. This allows the participant to bid early and 

less frequently depending on the bidder’s needs. Doing so does not disadvantage the bidder in any way, 

since the bidder can also go back to the auction system and revise its bids for any of its domains that 

have not yet closed. Submitted bids are held by the auction system and not disclosed to any party until 

the domain closes and the winning price is announced. 

This approach allows bidders with simple strategies to bid in simple ways. For example, consider a 

bidder bidding on six domains in day seven of the auction. Suppose the bidder does not have a budget 

constraint and views these six domains as unrelated. Then the bidder may enter all six bids at the 

beginning of the auction day and then return to the auction system at the end of the day to see what it 

won. 

The sequential first-price sealed-bid auction is a common method for auctioning multiple related items. 

It is used in many industries and settings and is well understood. 

Simultaneous ascending clock auction 
The second straw man is the simultaneous ascending clock auction. This format is the approach adopted 

by ICANN for its auction. It improves on the first straw man in two ways.  

First, all domains are auctioned simultaneously, which gives the bidders even richer possibilities for 

substituting among domains and bidding for complementary sets of domains. Second, the approach is 

an ascending price process that allows greater price and allocation discovery through the process. This 

provides more relevant information to bidders that the bidders can then use when placing subsequent 

bids. The approach is commonly used for spectrum auctions, but is also used in many other industries, 

such as diamonds, gas, and electricity. It is particularly applicable in this auction since there is significant 

uncertainty regarding the overall value of generic top level domains. 

The simultaneous ascending auction occurs over a sequence of rounds. All domains are auctioned 

simultaneously. Each has a price associated with it. Before each round, the auctioneer announces a start 
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of round price and an end of round price for each domain for which there is still competition. The end of 

round price is higher than the start of round price by the bid increment, which is set by the auctioneer in 

each round based on the level of competition. The bidder indicates “in” or “out” at the end of round 

price for each of the domains held by the applicant that are still under competition. In the event the 

bidder says “out,” the bidder then specifies a price between the start of round and end of round prices 

at which it prefers to drop out of the competition for that particular domain. The bidder can revise its 

bid throughout the bidding round, but once the round closes all bids are final. Once the auction has 

reached the bidder’s drop out price, the bidder may not bid again on the domain. After the round closes, 

the auction system identifies the domains that have closed; that is, domains with one or fewer bidders 

“in” at the end of round price. The winning price is reported for each closed domain. For the remaining 

domains, the auction system reports the demand—the number “in”—at the end of round price. This 

then becomes the start of round price for the next round and a new end of round price is set by the 

auctioneer. This process continues until all domains have closed. 

The highest bidder wins and pays the amount of the second-highest bid. The winner’s payment is split 

equally among the other applicants for the domain. Variations of this payment method, such as the 

proportionate rule, will also be considered. 

The simultaneous auction process is somewhat faster than the sequential approach—it would take 

about two weeks to conduct the auction. The auction would have about eight rounds per day and 80 

rounds in total. The auctioneer has the ability to control the pace of the auction with the size of the bid 

increments for each domain. The bid increments would be set according to best-practice methods. 

There is extensive experience with the simultaneous clock auction in many industries beginning in 2001. 

We have conducted the vast majority of high-stake auctions using the simultaneous clock format. The 

value of assets auctioned in this way is many tens of billions of dollars. 

Comparison of the two prototype auction designs 
Both auctions are easy to understand and highly efficient. Theoretical analysis shows that both the 

sequential sealed-bid and simultaneous ascending clock auctions yield highly efficient outcomes. The 

key difference between the two approaches is that the simultaneous ascending auction lets a bidder 

better manage substitutes and complements. In addition, the simultaneous auction allows bidders to 

adjust their bids as they learn more about the other bidder’s willingness to pay for domains. However, 

both auction designs require the bidder with budget constraints or portfolio constraints to engage in 

some amount of guesswork in deciding what portfolio of domains to continue to bid on. 

Both auctions are highly transparent and fair. The rules are unambiguous and easy to understand. The 

auctions are open processes although some information about who made particular bids is withheld as 

this information can be used as part of undesirable collusive strategies. However, all price and demand 

information is revealed after each round.  

The main difference between the two is with respect to the bidding incentives. Notice that with the 

sequential first-price sealed-bid design, the winner and the winner’s payment is entirely determined 

from the winner’s bid. This means that each bidder is unable to influence the payment it receives from 
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losing. This is desirable, especially in circumstances where the bidders are symmetric and the 

interactions among the domains are weak. In the extreme case of symmetric bidders and no interactions 

among the domains then the sequential first-price sealed-bid auction is fully efficient—all the gains from 

trade are realized. 5 The applicant with the highest value always wins. 

Moreover, the winner’s profit is equal to the profit that the winner would receive in an efficient ICANN 

Auction plus the amount that the winner pays to each of the others bidding in the auction. Thus, the 

mechanism is fair in the strong sense that each of the applicants—both the winner and the losers—

receive the same additional positive gain from the Applicant Auction relative to the profit they would 

earn in the efficient ICANN Auction. The size of the additional gain is the winner’s payment divided by 

the number of applications for the domain.  

In contrast to the sequential first-price sealed-bid auction, the simultaneous ascending clock auction 

does create incentives for bidders with low values, who are likely to lose, to favorably impact the 

payment they receive from the winner by bidding higher than they otherwise would. This incentive may 

compromise efficiency somewhat.  

Consider an extreme example with two applicants where it is known that one applicant’s value is zero 

and the other applicant’s value is between 0 and 100, with all values equally likely. Efficiency requires 

that the first applicant drop out at zero, so that the second applicant, who has a higher value, will win 

even in circumstances where that value is extremely low. However, were the first applicant to follow 

this strategy, it would receive a payment of zero from the winner. If instead it stayed in until the price 

reaches 25, then the weak applicant would lose money ¼ of the time (a loss of 12.5 on average) as a 

result of winning, but ¾ of the time it would lose and earn a profit of 25, which is clearly profitable.  

The optimal strategy for the weak applicant is to bid up to 50 (losing ½ of the time an amount of 25 on 

average), but making 50 one-half of the time, for an expected profit of ½ 50 – ¼ 25 = 12.5. In this case, 

the weak applicant has the same incentives as a seller in an auction with a single buyer and effectively 

sets the optimal reserve price at 50.  

Now consider the same example but with the first-price sealed-bid auction format. We actually get a 

similar result. The weak applicant submits a positive bid in order to induce the strong applicant to bid 

higher. The equilibrium is more complicated, but the outcome is quite similar in expectation. The strong 

bidder wins most of the time, but the weak bidder sometimes wins, especially when the strong applicant 

has a low value. The seeming advantage of the sequential first-price sealed-bid is reduced and perhaps 

eliminated when one recognizes the practical asymmetries that surely exist in this setting. We are 

exploring this issue both with equilibrium analysis and in the experimental lab. 

                                                           
5
 Symmetric bidders means that each bidder’s value is drawn from the same probability distribution. Thus, the 

bidders have different private values, but a neutral observer would not be able to say which bidder is more apt to 
have the highest value. In practice, the bidders are not symmetric—for example, it may be commonly known that a 
leader in the travel industry may have a higher value for .hotel than an applicant without a particular interest in 
the travel industry. Given that asymmetries are a practical reality, it is important to not put too much weight on 
the efficiency result of the sequential approach. 
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Identifying the best auction design for the setting will require more detailed analysis. The simultaneous 

clock auction would surely be best if the auction proceeds were retained by the auctioneer as in the 

ICANN Auction; however, in this setting with the auction proceeds being returned to the bidders, the 

sequential first-price sealed-bid auction has some incentive advantages that may lead it to perform 

better than the simultaneous ascending clock auction. Both auction designs deserve further study. 

Indicative schedule 

The development and execution of an efficient auction for contested domains involves many steps. We 

outline the steps below and indicate a rough schedule. The schedule can be sped up or slowed down or 

shifted earlier or later from what is shown below. The timing would be optimized to maximize the 

objectives of the auction.  

One relevant date is the posting of Initial Evaluation results. If the Applicant Auction completes before 

the posting of Initial Evaluation results, each losing applicant will receive a refund from ICANN of 70% of 

its gTLD Evaluation Fee ($130,000). This amount is in addition to its payment from the winner. Thus, 

there is a joint incentive for the Applicant Auction to conclude before the posting of the Initial 

Evaluation results. If the Applicant Auction concludes after the posting of the Initial Evaluation results 

each losing applicant will receive a refund from ICANN of 35% of its gTLD Evaluation Fee ($65,000). Were 

all applicants to participate in the Applicant Auction and the auction were held before the posting of the 

Initial Evaluation results, the additional savings from a 70% refund to losers, rather than a 35% refund, 

would be over $18 million ($65,000  (751 applications – 230 contested domains)).  

For clarity, we outline the process with specific dates. These are indicative dates and will be re-

optimized as uncertainty about related dates, such as the Initial Evaluation results is resolved. The 

process can be broken into three stages: 

 

Auction design 
(August to 

mid-December) 

•Development 

•Testing 

•Education 

Auction 
consultation 

(mid-December 
to mid-January) 

•Conference 

•Mock auction 

•Consultation 

•Commitment 

Applicant 
Auction 

(mid-late 
February) 

•Mock auction 

•Live auction 

•Settlement 
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The first stage is auction design. The auction design team has been engaged on this task since August 

2012 and is now well into the testing phase. CA has developed the lead candidate designs and is in the 

process of refining them through analysis, discussion with stakeholders, and experimental testing. 

Currently, CA is drafting educational materials to explain how the approach works and why it makes 

sense. The educational materials include an information memorandum that details the auction process 

including the qualification rules, the auction rules, and the settlement rules. 

The second stage is consultation on the auction design. The consultation begins with the circulation of 

the educational materials to potential Applicant Auction participants; that is, the applicants for 

contested applications. A one-day conference is held, tentatively scheduled for Wednesday, 11 

December 2012 at a convenient location—likely Washington DC, Chicago, Denver, or San Francisco. 

Webinars on 12 and 13 December 2012 will cover the same material for those who are unable to attend 

the conference on 11 December 2012.  

The purpose of the conference and webinars is to explain the Applicant Auction in detail. The 

conference includes a mock auction using an early version of the auction system that will be used in the 

actual auction. Participants are arranged in teams and provided with a list of contested domains the 

bidding team is competing for.  

The mock auction includes a smaller set of domains and bidders, but is otherwise quite similar to the 

real auction. Each bidding team is given (fictitious) values for each of its domains and is instructed to bid 

so as to maximize its (fictitious) profits. This kind of realistic role-playing exercise has proven extremely 

effective in educating participants in high-stake auctions, not only about how the auction works, but on 

bidding strategy in such an auction. Following the mock auction there is a discussion among participants, 

a debriefing of the mock auction results, and a forum for answering questions. 

Immediately after the auction conference, a formal consultation period begins. Participants have two 

weeks to draft a written comment on the auction process. Comments are due on Friday, 28 December 

2012. The written comments’ purpose is to voice support or criticism for the approach and to make 

suggestions for improvement. 

On Friday, 4 January 2013, CA posts a revised information memorandum. This is the final version. 

Potential participants have until Friday, 11 January 2013 to provide binding commitment to the 

Applicant Auction or not. This is the critical step in bidder qualification. Within one week of the formal 

commitment, Friday, 11 January 2013, CA will announce the set of Applicant Auction participants and 

the set of contested domains that will be auctioned in the Applicant Auction. 

The third and final stage of the auction process is the auction event. During the week before the real 

auction, a mock auction is held with the actual bidders (most likely Friday, 8 February 2012). The 

purpose of this mock auction is largely technical. Each bidding team will test-drive the final auction 

system and make sure the team knows how to use it. This is also a good opportunity for bidding teams 

to make a final check of their own internal bidding procedures. The actual auction event then takes 

place over a period of one to two weeks with many rounds conducted each day. Before the end of each 

day, a tentative schedule for the next day is posted. 
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Settlement follows the conclusion of the live auction. Net payments are received from each bidder with 

a positive net payment within five business days of the auction close to the settlement account via wire. 

Negative net payments are paid to bidders via wire from the settlement agent within eight business 

days of the close of the auction. All net payments are inclusive of the commission due to CA. 

Addressing the holdout problem 

One of the challenges of the approach is the need for unanimous participation of the applicants for a 

particular domain in order for that domain to avoid the ICANN Auction. The need for unanimity in the 

participation decision creates a classic holdout problem among the parties—the last applicant to agree 

to participate is at an advantage in that this last applicant is pivotal in creating the prize that results from 

unanimity. This creates incentives for holdout that must be overcome. Appendix 2 presents the 

contested domains and discusses the market structure. 

Fortunately, the CA process can be structured in a natural way to eliminate the holdout problem and 

thereby maximize the number of instances of unanimous participation. The key is to structure the 

process so that participation is as desirable as possible and so that non-participation is as undesirable as 

possible.  

An efficient auction that maximizes gains from trade among the participants makes the Applicant 

Auction as attractive as possible. But what prevents a holdout from negotiating a better deal once all of 

the others have agreed to participate? Two features of the process provide the answer.  

The first is that all potential participants in the Applicant Auction will decide to participate in a 

simultaneous decision at a particular point in the process, the commitment date. At this time each 

applicant that decides to participate files the necessary materials with the settlement agent by the 

commitment date. 

Domains for which there is unanimous participation are included in the Applicant Auction as described 

above. 

In the event one or more applicants do not agree to participate, the domain is excluded from the 

Applicant Auction. Further, applicants who do agree to participate in the Applicant Auction must also 

agree not to engage in further negotiations with the applicants for the particular domains that lack 

unanimous participation. Rather, applicants who agree to participate in the Applicant Auction, agree to 

wait until the ICANN Last Resort Auction to resolve contentions lacking unanimous participation in the 

Applicant Auction.6 

                                                           
6
 To further protect the interests of applicants and foster participation in the Applicant Auction, there may be an 

exception to the “no negotiation” policy as follows: in the event that fewer than 25% of the contested domains 
have unanimous participation in the Applicant Auction, then all applicants are free to negotiate in advance of the 
ICANN Auction for all domains that are not included in the Applicant Auction. This exception protects the 
applicants in the event that participation in the Applicant Auction is substantially less than expected. The exception 
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Thus, participants in the Applicant Auction are committing not only to participate in the Applicant 

Auction, but to participate in the ICANN Auction for domains for which unanimous participation is not 

achieved. This commitment to shift the competition to the ICANN Auction helps clarify an applicant’s 

decision to participate in the Applicant Auction. There are effectively two choices: 

1. Participate in the Applicant Auction: an efficient auction where the auction revenues are 

retained by the applicants. 

2. Participate in the ICANN Auction: an efficient auction where the auction revenues go to ICANN. 

The third option of holding out and then negotiating with the other applicants outside of the ICANN 

Auction is eliminated. The holdout immediately moves the process to the ICANN Auction. As a result, 

each applicant strictly benefits from participating in the Applicant Auction. We therefore should see a 

high level of participation. 

Furthermore, in the event that there are some domains without unanimous participation, the benefits 

of the Applicant Auction are not lost. The vast majority of the gains from trade are retained by the 

participants. The only loss is the ICANN Auction revenues for the non-unanimous domains. Finally, note 

that all applicants benefit from encouraging the participation of other applicants in the Applicant 

Auction. Doing so maximizes the gains from trade that are jointly shared among the participants. 

CA’s key responsibilities 

The responsibilities of CA are detailed below. 

 Auction design and testing  

o Develop an auction design for contested domains that is best suited to achieve the goals of 

efficiency, fairness, transparency, and simplicity.  

o Test the auction design through simulation and/or experimental methods.  

o Educate potential bidders on the proposed auction process and its merits. 

 Auction consultation and commitment  

o Organize and conduct an auction conference on contested domains.  

o Develop a state-of-the-art auction system that implements the proposed auction design.  

o Develop and conduct mock auctions that will make use of the auction system at the 

conference.  

o Organize and execute a consultation process, gathering comments from potential 

participants and then revise the proposed design to best address the comments in light of 

the auction objectives.  

o Take the lead role in drafting the information memorandum, which includes all the basic 

documents required for participants.  

o Facilitate the commitment process in coordination with the settlement agent. 

                                                                                                                                                                                           
would not apply in the event that the Applicant Auction is applied to non-unanimous cases as discussed in 
footnote 3. 
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 Auction execution  

o Organize and conduct a mock auction about one week in advance of the live auction.  

o Organize and conduct the live auction over a period of several weeks.  

o Provide the auction results to the settlement agent and provide a supporting rule in the 

settlement process. 

 Facilitate settlement.  

o CA will arrange for a settlement agent.   

o The settlement agent is the legal agent from a major international law firm who manages 

the escrow accounts containing bid deposits and then payments from the winners.  

o The escrow accounts are held at a major international bank like Citibank working in concert 

with the settlement agent. CA will have an oversight role in: 

 Drafting the legal documents included in the information memorandum on the 

settlement process, and 

 Executing the settlement based on the auction results, consistent with the 

settlement rules. 

The settlement is performed by the settlement agent. At no time does CA hold either the deposits or the 

buyer payments in its own accounts.  

CA compensation 

CA will be compensated by commission for successfully developing, organizing, and executing an 

efficient auction for contested domains. The commission is a percentage of the aggregate transaction 

volume, subject to a floor and ceiling. The transaction volume is the sum of the payments of all buyers 

(winners) in the Applicant Auction. The commission is subject to a floor of $1 million and a ceiling of $4 

million. However, for transaction volumes less than $25 million, the commission is capped at 20%. 

For transaction volumes above $25 million and below $100 CA earns a commission of 4%. For 

transaction volumes above $100 million, the commission is $4 million and the commission rate is the 

ratio of $4 million and the transaction volume. Thus, were the transaction volume to equal $400 million, 

CA would be paid a commission of 1% of the buyers’ payments. The sellers (losers) would receive the 

remaining 99%.  
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Appendix 1: Experience of Cramton Associates and Market Design Inc. 

Cramton Associates LLC, based in Bethesda, Maryland (USA), was founded in 1993 with the capability to 

provide a broad range of auction services. Market Design Inc., also based in Bethesda, Maryland, was 

founded in 1995 with the capability to offer auction design, auction software and auction management 

services, all under one roof. MDI is a leading international provider of expert auction services and web-

based auction software for high-stakes auctions. The assets of CA/MDI include an auction software 

platform used for high-stakes auctions in 11 countries, 17 US patents relating to auction technology, as 

well as on-going contracts for the provision of auction software and auction manager services. 

Over the past seventeen years, CA/MDI personnel have contributed many of the key methodological 

and practical advances in the design of high-stakes auctions. Our team’s accomplishments include: the 

implementation of the US Federal Communications Commission’s first spectrum auctions (1994), a 

design which was subsequently adopted by more than a dozen spectrum regulators worldwide; the first 

commercial implementation worldwide of a simultaneous clock auction (France, 2001), the world’s first 

auction for greenhouse gas emission reductions (UK, 2002), the invention of the Combinatorial Clock 

Auction (in an academic paper, written in 2003–2004), and the first application of modern auction 

designs to rough diamonds (for BHP Billiton in 2008). 

CA/MDI have built up an unparalleled track record in the implementation of high-stakes auctions in 

many sectors over the last decade. The highly-refined software platform has been used for the majority 

of high-stakes clock auctions conducted worldwide to date, many valued at more than $100 million, 

including the 150 auctions listed in Table 1 below. For Electricité de France, MDI implemented the first 

virtual power plant (VPP) auction in the world in September 2001 (and 41 additional quarterly auctions 

since then), accounting for over 8% of France’s electricity supply. The cumulative value that MDI has 

auctioned for EDF is almost $20 billion. MDI has subsequently implemented major virtual power plant 

auctions in Belgium, Spain and Germany. 

CA/MDI has also recently completed the sixth Forward Capacity Auction for ISO New England (the 

independent system operator); our series of auctions procured $7 billion in electricity generating 

capacity needed for reliability in the six-state New England region. In the gas sector, MDI has designed 

and implemented the majority of gas release programme auctions in Europe, including auctions in 

Germany, France, Hungary and Denmark for E.ON, GDF Suez and DONG Energy. In the environmental 

sector, the software platform was used to purchase greenhouse gas emission reductions totaling £215 

million in value for the UK government. 

Auctions have varied in their size and complexity, from one to over 100 products. Each auction design 

and implementation is customized to the particular setting to achieve its intended objective. The 

common theme to our auctions is that they all involve high stakes and use powerful but simple 

techniques to improve auction efficiency.  

Our team has executed all aspects of the auction process with the exception of settlement, which is 

done by a bank. Our typical assignment involves both market design consulting and software 

implementation. 
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The CA project team has implemented high stakes auctions in a variety of industries for multiple clients.  

For each of the cases outlined in Table 1, Applicant Auction team members were responsible for working 

with the regulator, seller, or buyer to implement auction rules to maximize auction efficiency and other 

objectives. 

Table 1. Auction preparation and implementation experience of CA/MDI team 
(highlights since 2001) 

Client Sector Performance or 
Contract Period 

# Auctions 
to Date 

Volume Transacted 

Industry Canada 
Telecom 

Spectrum 
2010-present 

Retained to design and implement the 
Canadian 700 MHz and 2.5 GHz auctions 

(Estimated value of at least $1 billion) 

Australian Communications and 
Media Authority 

Telecom 
Spectrum 

2011-present 
Retained to design and implement the 

Australian 700 MHz and 2.5 GHz auction 
(Estimated value of at least $1.5 billion) 

Federal Communications 
Commission (US) 

Telecom 
Spectrum 

2011-present 

Retained to design and implement the 
US incentive auction program for 

broadcast spectrum below 700 MHz 
(Estimated value of at least $18 billion) 

Telecommunications Authority of 
Trinidad and Tobago 

Telecom 
Spectrum 

2005 1 80 MHz of GSM spectrum 

BHP Billiton Diamonds (Belgium) Diamonds 2008-present 65 
6% of global rough 

diamond output 

ISO-New England Forward Capacity 
Auctions (US) 

Electricity 2008-present 6 
32.5 GW of capacity 

procured per auction 
($7 billion in value) 

Electricité de France VPP Auctions Electricity 2001-2011 42 
5.7 GW (Just under $20 

billion in value) 

Endesa-Iberdrola VPP Auctions 
(Spain) 

Electricity 2007-2009 7 1.8 GW 

E.ON VPP Auction (Germany) Electricity 2007 1 0.25 GW 

Electrabel VPP Auctions (Belgium) Electricity 2003-2005 7 1.2 GW 

Electricité de France Long-Term 
Contract Auctions 

Electricity 2008-2009 3 1.5 GW 

Cerro Matuso SA (Colombia) Electricity 2009 1 0.1 GW 

E.ON Ruhrgas (Germany) Gas 
2003-2008, 

2010 
7 

25.1 TWh energy 
($4 billion in value) 

E.ON Földgáz Trading (Hungary) Gas 2006-present 5 7.5 TWh energy ($1B) 

Danish Oil and Natural Gas Gas 2006-2011 6 2 TWh energy 

Gaz de France Gas 2004 1 6 TWh energy 

Total Gas and Power (France/UK) Gas 2004 1 0.5 TWh energy 

Gaz de France Storage Gas 2006 1 400 GWh capacity 

Greenhouse Gas Emissions 
Reduction auction (UK) 

Environmental 2002 1 
£215 million of emission 

reductions 

Federal Aviation Administration 
auction (US) 

Aviation 2008-2009 – 
Takeoff and landing slots 

at 3 New York City airports 
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Appendix 2: The gTLD applications and market structure 

One feature of this auction setting is that we know the set of potential bidders for each contested 

domain and the overall market structure. In this appendix we examine the applicants and contested 

domains to get a better understanding of what the Applicant Auction may look like.  

Summary numbers 

Total applications 1930 

Contested applications 755 

Contested domains 232 

Applicants 444 

Applicants holding a 
contested application 

145 

 

The above table shows a few of the most important numbers. Of the 1930 applications, 755 are 

applications for the 232 contested domains. Thus the average number of applications per contested 

domain is about three, but the distribution is highly skewed. The minimum equals the mode of two, the 

median is three, and the maximum is thirteen. Figure 1 shows a histogram of the number of applications 

per contested domain. This is the number of bidders in competing for each contested domain. 

 
Figure 1. Histogram of the number of applications per contested domain

 

Of the 444 applicants, only 145 applicants hold an application for a contested domain. This is the total 

pool of bidders in the Applicant Auction. The applicants come from all over the world although about 

one-half are from the United States. 
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Figure 2. Contested applications by location and applicant 

 

 

 
 

Figure 2 shows the number of contested applications from each country and region. Each applicant with 

three or more applications is indicated by color.  

Figure 3. Contested applications by applicant 

 

Figure 3 shows the number of contested applications for each applicant with six or more contested 

applications. The figure also shows the percentage of contested applications for each applicant and the 

percentage of the contested domains for which the applicant holds an application. Donuts is the largest 

participant in the market with 158 contested applications or 28.4% of the applications. Even more 

remarkable is that Donuts holds an application in 72.1% of the contested domains; thus, Donuts will 

participate in over two-thirds of the contests for particular domains. 
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Finally to get a detailed sense of who is competing with whom by domain, in Figures 4-7, we show each 

contested domain and its applicants. 

Figure 4. Contested domains with more than four applications 

 

Figure 5. Contested domains with four applications 
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Figure 6. Contested domains with three applications 
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Figure 7. Contested domains with two applications 
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Analysis of holdout problem 
An important challenge for the Applicant Auction to overcome is the holdout problem as discussed at 

the beginning of this document. To get a better sense of the problem, we ask the following questions: 

 If a particular set of applicants decides to participate in the Applicant Auction, what fraction of 

the domains will the Applicant Auction surely be able to allocate? 

 If a particular set of applicants decides not to participate in dispute resolution, what fraction of 

the domains will surely require the ICANN Auction to determine the allocation? 

The first question addresses the immunity of a particular set of applicants from the holdout problem. It 

determines the fraction of domains that the particular set of applicants can resolve without 

participation from any others. The second question shows the power of the particular set of applicants 

to force an ICANN Auction in the event the set does not participate in dispute resolution. Of course 

there are a vast number of possibilities. To make the questions manageable we focus on the largest 

applicants. 
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Figure 8. Fraction of domains that the Applicant Auction allocates with participation only from the 
top-N 

 

Figure 8 shows the fraction of domains that the Applicant Auction allocates when only the top-N largest 

applicants participate, where N = 1, 2,…, 20. The first bar (Top-1) indicates that if only Donuts 

participates in the Applicant Auction, then no domains are resolved by the Applicant Auction. However, 

if each of the Top-10 decide to participate in the Applicant Auction, then 28.9% of the domains can be 

allocated with the Applicant Auction; if each of the Top-20 decide to participate, the fraction of resolved 

domains increases to 41.8%.  
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The bottom line is that substantial participation from the smaller applicants is required to enable the 

Applicant Auction to resolve a majority of the domain conflicts. This fact is the primary reason why the 

proposal includes the requirement that those that do decide to participate in the Applicant Auction are 

committed to not negotiate with those who do not participate in the Applicant Auction. The implication 

of this commitment is to take away the opportunity to negotiate better deals, and thereby eliminate the 

holdout problem. 

Figure 9. Fraction of domains that surely go to the ICANN Auction absent dispute resolution of top-N 

 

Figure 9 shows the fraction of domains that surely go to the ICANN Auction if the top-N applicants agree 

not to engage in dispute resolution. For example, the first bar (Top-1) shows that if Donuts decides not 
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to engage in dispute resolution at least 30.6% of the domains will go to the ICANN Auction. Another way 

of stating this is that if Donuts decides to participate in the Applicant Auction, then that fact will 

guarantee that for over two-thirds of the domains the only possibility for resolving the conflict is the 

Applicant Auction. If the top-10 applications decide to participate in the Applicant Auction, then at least 

94.4% of the domains will be resolved in the Applicant Auction or not at all. The implication of this 

analysis is that holdout is ineffective if the largest applicants agree to participate in the Applicant 

Auction.  

Together the two figures demonstrate that:  

1. It is important to include the small applicants for the Applicant Auction to be successful. 

2. Large-applicant participation in the Applicant Auction is sufficient to foreclose successful 

holdout by others. 
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Appendix 3: Sample screen shots from the auction system [web version omits screen shots] 

The Applicant Auction is conducted with a state-of-the-art auction platform that has been used over the last ten years to auction assets valued at tens of billions 

of dollars. In the screen below, “Value” for each domain is set randomly for purposes of illustration. In a mock auction, the values are provided by the auction 

system. In a real auction, the values are set by the bidder and may be adjusted throughout the auction. The value of a domain is intended to represent the 

bidder’s maximum willingness to pay for the domain. Thus, a buyer’s profit is equal to the buyer’s value minus the price paid. 
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Appendix 4: Relevant excerpts from the Application Guide Book 

Excerpts from ICANN Application Guidebook, Module 4: String Contention, 4 June 2012. Italics are added 

for emphasis and not included in the original. Figures are taken directly from the ICANN document. 

[page 4-2] 

4.1 String Contention 
String contention occurs when either: 

1. Two or more applicants for an identical gTLD string successfully complete all previous stages of the 

evaluation and dispute resolution processes; or 

2. Two or more applicants for similar gTLD strings successfully complete all previous stages of the 

evaluation and dispute resolution processes, and the similarity of the strings is identified as creating 

a probability of user confusion if more than one of the strings is delegated. 

ICANN will not approve applications for proposed gTLD strings that are identical or that would result in 

user confusion, called contending strings. If either situation above occurs, such applications will proceed 

to contention resolution through either community priority evaluation, in certain cases, or through an 

auction. Both processes are described in this module. A group of applications for contending strings is 

referred to as a contention set. (In this Applicant Guidebook, “similar” means strings so similar that they 

create a probability of user confusion if more than one of the strings is delegated into the root zone.) 

4.1.1 Identification of Contention Sets 

Contention sets are groups of applications containing identical or similar applied-for gTLD strings. 

Contention sets are identified during Initial Evaluation, following review of all applied-for gTLD strings. 

ICANN will publish preliminary contention sets once the String Similarity review is completed, and will 

update the contention sets as necessary during the evaluation and dispute resolution stages. 

[page 4-3] 

Applications for identical gTLD strings will be automatically assigned to a contention set. …  

The String Similarity Panel will also review the entire pool of applied-for strings to determine whether 

the strings proposed in any two or more applications are so similar that they would create a probability 

of user confusion if allowed to coexist in the DNS. The panel will make such a determination for each 

pair of applied-for gTLD strings. The outcome of the String Similarity review described in Module 2 is the 

identification of contention sets among applications that have direct or indirect contention relationships 

with one another. 

Two strings are in direct contention if they are identical or similar to one another. …  

Two strings are in indirect contention if they are both in direct contention with a third string, but not 

with one another. …  
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[page 4-4] 

While preliminary contention sets are determined during Initial Evaluation, the final configuration of the 

contention sets can only be established once the evaluation and dispute resolution process stages have 

concluded. This is because any application excluded through those processes might modify a contention 

set identified earlier. 

A contention set may be augmented, split into two sets, or eliminated altogether as a result of an 

Extended Evaluation or dispute resolution proceeding. The composition of a contention set may also be 

modified as some applications may be voluntarily withdrawn throughout the process. …  

[page 4-5] 

The remaining contention cases must then be resolved through community priority evaluation or by 

other means, depending on the circumstances. In the string contention resolution stage, ICANN 

addresses each contention set to achieve an unambiguous resolution. 

As described elsewhere in this guidebook, cases of contention might be resolved by community priority 

evaluation or an agreement among the parties. Absent that, the last-resort contention resolution 

mechanism will be an auction. 

4.1.2 Impact of String Confusion Dispute Resolution 

Proceedings on Contention Sets 

If an applicant files a string confusion objection against another application (refer to Module 3), and the 

panel finds that user confusion is probable (that is, finds in favor of the objector), the two applications 

will be placed in direct contention with each other. Thus, the outcome of a dispute resolution 

proceeding based on a string confusion objection would be a new contention set structure for the 

relevant applications, augmenting the original contention set. 

If an applicant files a string confusion objection against another application, and the panel finds that 

string [page 4-6] confusion does not exist (that is, finds in favor of the responding applicant), the two 

applications will not be considered in direct contention with one another. 

A dispute resolution outcome in the case of a string confusion objection filed by another applicant will 

not result in removal of an application from a previously established contention set. 

4.1.3 Self-Resolution of String Contention 

Applicants that are identified as being in contention are encouraged to reach a settlement or agreement 

among themselves that resolves the contention. This may occur at any stage of the process, once ICANN 

publicly posts the applications received and the preliminary contention sets on its website. 

Applicants may resolve string contention in a manner whereby one or more applicants withdraw their 

applications. An applicant may not resolve string contention by selecting a new string or by replacing 

itself with a joint venture. It is understood that applicants may seek to establish joint ventures in their 

efforts to resolve string contention. However, material changes in applications (for example, 
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combinations of applicants to resolve contention) will require re-evaluation. This might require 

additional fees or evaluation in a subsequent application round. Applicants are encouraged to resolve 

contention by combining in a way that does not materially affect the remaining application. Accordingly, 

new joint ventures must take place in a manner that does not materially change the application, to 

avoid being subject to re-evaluation. 

4.1.4 Possible Contention Resolution Outcomes 

An application that has successfully completed all previous stages and is no longer part of a contention 

set due to changes in the composition of the contention set (as described in subsection 4.1.1) or self-

resolution by applicants in the contention set (as described in subsection 4.1.3) may proceed to the next 

stage. 

An application that prevails in a contention resolution procedure, either community priority evaluation 

or auction, may proceed to the next stage. 

[page 4-7] 

In some cases, an applicant who is not the outright winner of a string contention resolution process can 

still proceed. This situation is explained in the following paragraphs. 

If the strings within a given contention set are all identical, the applications are in direct contention with 

each other and there can only be one winner that proceeds to the next step. 

However, where there are both direct and indirect contention situations within a set, more than one 

string may survive the resolution. 

For example, consider a case where string A is in contention with B, and B is in contention with C, but C is 

not in contention with A. If A wins the contention resolution procedure, B is eliminated but C can proceed 

since C is not in direct contention with the winner and both strings can coexist in the DNS without risk for 

confusion. 

[page 4-19] 

4.3 Auction: Mechanism of Last Resort 
It is expected that most cases of contention will be resolved by the community priority evaluation, or 

through voluntary agreement among the involved applicants. Auction is a tie-breaker method for 

resolving string contention among the applications within a contention set, if the contention has not 

been resolved by other means. 

An auction will not take place to resolve contention in the case where the contending applications are 

for geographic names (as defined in Module 2). In this case, the applications will be suspended pending 

resolution by the applicants. 
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An auction will take place, where contention has not already been resolved, in the case where an 

application for a geographic name is in a contention set with applications for similar strings that have 

not been identified as geographic names. 

In practice, ICANN expects that most contention cases will be resolved through other means before 

reaching the auction stage. …  

4.3.1 Auction Procedures 

[page 4-20] 

An auction of two or more applications within a contention set is conducted as follows. The auctioneer 

successively increases the prices associated with applications within the contention set, and the 

respective applicants indicate their willingness to pay these prices. As the prices rise, applicants will 

successively choose to exit from the auction. When a sufficient number of applications have been 

eliminated so that no direct contentions remain (i.e., the remaining applications are no longer in 

contention with one another and all the relevant strings can be delegated as TLDs), the auction will be 

deemed to conclude. At the auction’s conclusion, the applicants with remaining applications will pay the 

resulting prices and proceed toward delegation. This procedure is referred to as an “ascending-clock 

auction.” 

This section provides applicants an informal introduction to the practicalities of participation in an 

ascending-clock auction. It is intended only as a general introduction and is only preliminary. The 

detailed set of Auction Rules will be available prior to the commencement of any auction proceedings. If 

any conflict arises between this module and the auction rules, the auction rules will prevail. 

For simplicity, this section will describe the situation where a contention set consists of two or more 

applications for identical strings. 

All auctions will be conducted over the Internet, with participants placing their bids remotely using a 

web-based software system designed especially for auction. The auction software system will be 

compatible with current versions of most prevalent browsers, and will not require the local installation 

of any additional software. 

Auction participants (“bidders”) will receive instructions for access to the online auction site. Access to 

the site will be password-protected and bids will be encrypted through SSL. If a bidder temporarily loses 

connection to the Internet, that bidder may be permitted to submit its bids in a given auction round by 

fax, according to procedures described [page 4-21] in the auction rules. The auctions will generally be 

conducted to conclude quickly, ideally in a single day. 

The auction will be carried out in a series of auction rounds, as illustrated in Figure 4-3. The sequence of 

events is as follows: 

1. For each auction round, the auctioneer will announce in advance: (1) the start-of-round price, (2) 

the end-of- round price, and (3) the starting and ending times of the auction round. In the first 
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auction round, the start- of-round price for all bidders in the auction will be USD 0. In later auction 

rounds, the start-of-round price will be its end-of-round price from the previous auction round. 

Figure 4-3 – Sequence of events during an ascending-clock auction. 

 

2. During each auction round, bidders will be required to submit a bid or bids representing their 

willingness to pay within the range of intermediate prices between the start-of-round and end-of-

round prices. In this way a bidder indicates its willingness to stay in the auction at all prices through 

and including the end-of-auction round price, or its wish to exit the auction at a price less than the 

end-of-auction round price, called the exit bid. 

3. Exit is irrevocable. If a bidder exited the auction in a previous auction round, the bidder is not 

permitted to re-enter in the current auction round. 

4. [page 4-22] Bidders may submit their bid or bids at any time during the auction round. 

5. Only bids that comply with all aspects of the auction rules will be considered valid. If more than one 

valid bid is submitted by a given bidder within the time limit of the auction round, the auctioneer 

will treat the last valid submitted bid as the actual bid. 

6. At the end of each auction round, bids become the bidders’ legally-binding offers to secure the 

relevant gTLD strings at prices up to the respective bid amounts, subject to closure of the auction in 

accordance with the auction rules. In later auction rounds, bids may be used to exit from the auction 

at subsequent higher prices. 

7. After each auction round, the auctioneer will disclose the aggregate number of bidders remaining in 

the auction at the end-of-round prices for the auction round, and will announce the prices and times 

for the next auction round. 

 Each bid should consist of a single price associated with the application, and such price must be 

greater than or equal to the start-of-round price. 
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 If the bid amount is strictly less than the end-of- round price, then the bid is treated as an exit 

bid at the specified amount, and it signifies the bidder’s binding commitment to pay up to the 

bid amount if its application is approved. 

 If the bid amount is greater than or equal to the end-of-round price, then the bid signifies that 

the bidder wishes to remain in the auction at all prices in the current auction round, and it 

signifies the bidder’s binding commitment to pay up to the end- of-round price if its application 

is approved. Following such bid, the application cannot be eliminated within the current auction 

round. 

 To the extent that the bid amount exceeds the end-of-round price, then the bid is also treated 

as a proxy bid to be carried forward to the next auction round. The bidder will be permitted to 

change the proxy bid amount in the next auction round, and the amount of the proxy bid will 

not constrain the bidder’s ability to submit any valid bid amount in the next auction round. 

 [page 4-23] No bidder is permitted to submit a bid for any application for which an exit bid was 

received in a prior auction round. That is, once an application has exited the auction, it may not 

return. 

 If no valid bid is submitted within a given auction round for an application that remains in the 

auction, then the bid amount is taken to be the amount of the proxy bid, if any, carried forward 

from the previous auction round or, if none, the bid is taken to be an exit bid at the start-of-

round price for the current auction round. 

8. This process continues, with the auctioneer increasing the price range for each given TLD string in 

each auction round, until there is one remaining bidder at the end-of-round price. After an auction 

round in which this condition is satisfied, the auction concludes and the auctioneer determines the 

clearing price. The last remaining application is deemed the successful application, and the 

associated bidder is obligated to pay the clearing price. 

Figure 4-4 illustrates how an auction for five contending applications might progress. 
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Figure 4-4 – Example of an auction for five mutually-contending applications. 

 

 [page 4-24] Before the first auction round, the auctioneer announces the end-of-round price P1. 

 During Auction round 1, a bid is submitted for each application. In Figure 4-4, all five bidders 

submit bids of at least P1. Since the aggregate demand exceeds one, the auction proceeds to 

Auction round 2. The auctioneer discloses that five contending applications remained at P1 and 

announces the end-of-round price P2. 

 During Auction round 2, a bid is submitted for each application. In Figure 4-4, all five bidders 

submit bids of at least P2. The auctioneer discloses that five contending applications remained 

at P2 and announces the end-of-round price P3. 

 During Auction round 3, one of the bidders submits an exit bid at slightly below P3, while the 

other four bidders submit bids of at least P3. The auctioneer discloses that four contending 

applications remained at P3 and announces the end-of-round price P4. 

 During Auction round 4, one of the bidders submits an exit bid midway between P3 and P4, 

while the other three remaining bidders submit bids of at least P4. The auctioneer discloses that 

three contending applications remained at P4 and announces the end-of-auction round price P5. 

 During Auction round 5, one of the bidders submits an exit bid at slightly above P4, and one of 

the bidders submits an exit bid at Pc midway between P4 and P5. The final bidder submits a bid 

greater than Pc. Since the aggregate demand at P5 does not exceed one, the auction concludes 

in Auction round 5. The application associated with the highest bid in Auction round 5 is deemed 

the successful application. The clearing price is Pc, as this is the lowest price at which aggregate 

demand can be met. 

To the extent possible, auctions to resolve multiple string contention situations will be conducted 

simultaneously. 
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4.3.1.1 Currency 

For bids to be comparable, all bids in the auction will be submitted in any integer (whole) number of US 

dollars. 

4.3.1.2 Fees 

[page 4-25] A bidding deposit will be required of applicants participating in the auction, in an amount to 

be determined. The bidding deposit must be transmitted by wire transfer to a specified bank account 

specified by ICANN or its auction provider at a major international bank, to be received in advance of the 

auction date. The amount of the deposit will determine a bidding limit for each bidder: the bidding 

deposit will equal 10% of the bidding limit; and the bidder will not be permitted to submit any bid in 

excess of its bidding limit. 

In order to avoid the need for bidders to pre-commit to a particular bidding limit, bidders may be given 

the option of making a specified deposit that will provide them with unlimited bidding authority for a 

given application. The amount of the deposit required for unlimited bidding authority will depend on the 

particular contention set and will be based on an assessment of the possible final prices within the 

auction. 

All deposits from non-defaulting losing bidders will be returned following the close of the auction. 

4.3.2 Winning Bid Payments 

Any applicant that participates in an auction will be required to sign a bidder agreement that 

acknowledges its rights and responsibilities in the auction, including that its bids are legally binding 

commitments to pay the amount bid if it wins (i.e., if its application is approved), and to enter into the 

prescribed registry agreement with ICANN— together with a specified penalty for defaulting on 

payment of its winning bid or failing to enter into the required registry agreement. 

The winning bidder in any auction will be required to pay the full amount of the final price within 20 

business days of the end of the auction. Payment is to be made by wire transfer to the same 

international bank account as the bidding deposit, and the applicant’s bidding deposit will be credited 

toward the final price. 

In the event that a bidder anticipates that it would require a longer payment period than 20 business 

days due to verifiable government-imposed currency restrictions, the bidder may advise ICANN well in 

advance of the auction and ICANN will consider applying a longer payment period to all bidders within 

the same contention set. 

[page 4-26] 

Any winning bidder for whom the full amount of the final price is not received within 20 business days of 

the end of an auction is subject to being declared in default. At their sole discretion, ICANN and its 

auction provider may delay the declaration of default for a brief period, but only if they are convinced 

that receipt of full payment is imminent. 
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Any winning bidder for whom the full amount of the final price is received within 20 business days of the 

end of an auction retains the obligation to execute the required registry agreement within 90 days of 

the end of auction. Such winning bidder who does not execute the agreement within 90 days of the end 

of the auction is subject to being declared in default. At their sole discretion, ICANN and its auction 

provider may delay the declaration of default for a brief period, but only if they are convinced that 

execution of the registry agreement is imminent. 

4.3.3 Post-Default Procedures 

Once declared in default, any winning bidder is subject to immediate forfeiture of its position in the 

auction and assessment of default penalties. After a winning bidder is declared in default, the remaining 

bidders will receive an offer to have their applications accepted, one at a time, in descending order of 

their exit bids. In this way, the next bidder would be declared the winner subject to payment of its last 

bid price. The same default procedures and penalties are in place for any runner-up bidder receiving 

such an offer. 

Each bidder that is offered the relevant gTLD will be given a specified period—typically, four business 

days—to respond as to whether it wants the gTLD. A bidder who responds in the affirmative will have 20 

business days to submit its full payment. A bidder who declines such an offer cannot revert on that 

statement, has no further obligations in this context and will not be considered in default. 

The penalty for defaulting on a winning bid will equal 10% of the defaulting bid.7 Default penalties will 

be charged against any defaulting applicant’s bidding deposit before the associated bidding deposit is 

returned. 

4.4 Contention Resolution and Contract 

Execution 

[page 4-27] 

An applicant that has been declared the winner of a contention resolution process will proceed by 

entering into the contract execution step. (Refer to section 5.1 of Module 5.) 

If a winner of the contention resolution procedure has not executed a contract within 90 calendar days 

of the decision, ICANN has the right to deny that application and extend an offer to the runner-up 

applicant, if any, to proceed with its application. For example, in an auction, another applicant who 

would be considered the runner-up applicant might proceed toward delegation. This offer is at ICANN’s 

option only. The runner-up applicant in a contention resolution process has no automatic right to an 

applied-for gTLD string if the first place winner does not execute a contract within a specified time. If the 

winning applicant can demonstrate that it is working diligently and in good faith toward successful 

                                                           
7
 If bidders were given the option of making a specified deposit that provided them with unlimited bidding 

authority for a given application and if the winning bidder utilized this option, then the penalty for defaulting on a 
winning bid will be the lesser of the following: (1) 10% of the defaulting bid, or (2) the specified deposit amount 
that provided the bidder with unlimited bidding authority. 
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completion of the steps necessary for entry into the registry agreement, ICANN may extend the 90-day 

period at its discretion. Runner-up applicants have no claim of priority over the winning application, 

even after what might be an extended period of negotiation.   
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Appendix 5: The Applicant Auction for Top-Level Domains— 

Resolving Conflicts Efficiently 

[To be completed. This appendix is a research paper that presents the design and incentive issues in an 

auction for which multiple gTLD applicants resolve the contention for a domain through competitive bid. 

The highest bidder becomes the buyer of the claim of other applicants for the particular domain. The 

high bidder’s payment is shared equally among the other applicants for the domain—the sellers. 

Preliminary experimental results are also presented.] 


