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The applicants (bidders)
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Summary numbers

Contestedapplications
Contesteddomains
Applicants

Applicants holding a
contested application

Total applications 1930

7955
232
444

145



No of applications

117

120 -
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Applicant Auction Plan

Auction design [y
(August to o¥esting
Decembey «Education

First auction o
- onference and
consultation mock auction (18

(Decembe,to Dec, Santa Monica)
wConsultation

gt

Fil‘St Applicant uFFirst commitment

) uMock auction
Auction olive auction

(late April) oSettlement

uSecond
commitment

) uMock auction
Auction (July) Iy

Thil’d Applicant wrhird commitment
. uMock auction
Auction alive auction
(September)  rtNt



Exam ple Before Initial

: Evaluation
Early domains Save $65k
.early

First Applicant First
Auction Commitment

Conference date
18 Dec 2012 17 Apr 2013

Later domains
late

First Applicant
Auction
29 Apr 2013

Third Applicant Third
Auction Commitment

Webinar date
14 Aug 2013 28 Aug 2013

Third Applicant
Auction
9 Sep 2013

After Initia
Evaluation
Resolve
uncertainty



Key benefits of applicant auctions

A Avoids delay and value loss from ICANN Last Resort
Auction

A Maximize valuef domains
(putsthem to their bestuse)

A Rapidly resolveontention leading to faster ICANN
assignment

A Allowthe applicants retaifenefitsof resolution, rather
than sharingpbenefitswith ICANN

A Lower pricepaid bybuyer (applicantvith highest bid)

A Compensate sellers (applicantith lower bids) witha
share ofco dze Pdyiemt




Auction objectives

A EfficiencyAuction maximizes applicant value

A FairnessAuction isfair. Eachapplicantis treated
same way, napplicantisfavored in anyway

A TransparencyAuction haslear and
unambiguous rules that determine the allocation
and associated payments in a unique way based
on the bidsreceived

A Simplicity Auction isas simple as possible to
encourage broad participation anthderstanding



The power of mechanism design:

Equal shares supports efficiency and fairness objective

A Assume:
i 9F OK O0ARRSNXRa oI fdzS Aa RNJI
uniform distribution on [0y,
I Each bidder seeks to maximize dollar profit
i High bidder wins; notk A 3K 0 A RRSNAE aKI N
payment equally
i Considerst-price and 29-price pricing rules
A Proposition There is a unigue equilibrium, the
2dz002YS A& SE Llada STFFAaAO
Invariant to the pricing rule (revenue equivalence).

A Proof. Direct calculation results in a unigue increasing
equilibrium. Efficiency then is obvious. Revenue
equivalence holds because the interim payment of the
lowestvalue bidder is invariant to the pricing rule.



But revenue equivalence does not

hold for all distributions

A Assume:
i 9F OK O0ARRSNXRa oI fdzS Aa RNJI
distribution F with positive density f on [@, .
I Each bidder seeks to maximize dollar profit
i High bidder wins; notk A 3K 0 A RRSNAE aKI N
payment equally

i Considefany pricing rule (e.g.Slprice, 29 LINJA OtkaE X (¢
results in an increasing equmbrlum b|d functlon

Pal Al Vd Pal A

6ARRSNRAE SELISOGSR LINBTFAI
(revenueesquivalence fails).

A Proof. Efficiency is obvious. Revenue equivalence does
not hold because the interim payment of the lowest

vallue bidder is noizero and depends on the pricing
rule.



Counter example of revenue equivalent

A Consider an auction with three bidders whose values
are distributed according to F(xY=x

A As shown, expected payments of a bidder with zero

value differ in firstand seconeg

orice auctions

Expected payment; 1st price biue, 2nd price purple
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2nd price (ascending
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Prototype auction designs

A Sequential firsprice sealeebid auction
A Simultaneousiscending clock auction

Both approaches have proven successful whel
auctioning many related items



Addressing the holdout problem

A Applicant must make a binding commitment to
participate in Applicant Auction by commitment
date

I Applicant agrees to participate in auction for all of the
domains it has applied for

I For domains lacking unanimous participation,
applicant agrees to wait until the ICANN Last Resort
Auction to resolve string contention

AcCKAada O2YYAUYSYU NBYZ2UOS
YySIAZ2ZUAlLIGAY3T 6AGK 20KSN
alternative

A All should participate since the Applicant Auction
dominates the ICANN auction for all applicants



Big guys neel

small guys

Small guys neec

big guys

Top-N-i Top-N-ou
Top-N Top-Nth Top-N  Top-Nth
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Number of domains

Number of domains

15



Applicant 1
Donuts

Contracts

Applicant 2
Amazon

Applicant3 B%
Google

16



Deposit

A A 20% deposit is required to assure that bids are
binding commitments

A Bids may not exceed five times current deposit

A Deposit may increase during auction

I As a result of selling domain rights
(realtime credits to escrow account)

I As a result of deposit tepps
(credited at end of business day)

A Deposit is held in escrow account at major
iInternational bank (e.g. Citibank)



Settlement

A Within 8 businesslays of auction end,
settlement is executed by the settlement
agent, a major international law firm working
with the major international bank

A At no time does the markdcilitator have
access or take title to deposits, settlement
amounts, or domain rights



Experimental testing



Experimental Economics Lab, University of Maryland



