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Proposed:  The only solution to the domain industry’s lack of secondary market infrastructure that is durable for the long-term, and yet fair to registrants and registrars alike, is one that mirrors the current system of first-time registrations through VeriSign Global Registry:





1.	Deleting names are equally available to all customers on a first-come, first-served basis 


2.	Allowing all registrars the same ability to sell a given name


3.	At a reasonable, fixed price


4.	With regular satisfaction of customer expectations – creating customer certainty, not casinos


5.	And without such undue burden on VeriSign Registry that the Registry must once again change its policies





Conclusion:  It is the belief of SnapNames and its partners that, short of the Registry itself electing to become involved in a solution, no proposal other than SnapNames’ Parallel Registry satisfies these criteria.





What is the Parallel Registry and Who is Already Part of It?





The Parallel Registry is a consortium of registrars who, once knitted together, can effectively function almost as a registry for deleting names.  The workings of the Parallel Registry all follow from the first principle that there is one customer per name (#1 above), just as in initial registrations.  Once that principle has been accepted, every one of the other four automatically falls into place.





After nearly a year of building its consortium, SnapNames’ existing partners now constitute about 50% of all domains registered, and SnapNames is now building an API already requested by several registrars representing at least another 30%.  





During the Registry drop of August 30, our partners registered 19,151 deleting names, through their own websites and SnapNames’ Turbo Snapper technologies, and 7 of these partners were in the top 11 of domain registrations on that day.  What’s more, 25% of the names dropped on that largest-ever release of names were re-registered within days; the total number of re-registered names was actually greater than the number of newly registered names during the same period.  Further proof that the market for about-to-delete names is larger than the primary market for first-time registrations.





Why Shouldn’t I Just Create a Speculator-Auction Grabber and Grab Whatever Names I Can?





There are at least five reasons why the optimal business model for registrars is not to try to handle secondary market demand by themselves.





1.	Difficulty finding a sustainable customer base means a short-term play





First, there is the problem of where to get customers for such a service.  Is the speculator market so big that it could support 93 - or even 5 - speculator-auction grabbers?  We think it definitely is not.  As more registrars decide to play this short-term game - and we do stress the word game - each registrar’s efficacy in picking up names will be so small that it will only be able to collect on the winning bids for a handful of names.  Lots of fun, maybe.  But a long-term business lending a company legitimacy and credibility it is not.





Unless a registrar has high daily site traffic, it will have to hope that the speculator market is big enough to give the registrar enough business to make going solo worthwhile.  But there are already dozens of sites competing fiercely for this limited number of speculators and their limited dollars, including Dotster’s NameWinner and RegistrationTek, eNom, IARegistry, Signature Domains, MelbourneIT, Parava.net, SnapNames’ partners, and more.  





We solve this problem.  Only SnapNames and its partners are already reaching both the mass market and the speculators.  Our partners make money and enhance their branding 24 hours a day, every day of the month, not just during Registry drops.  And only SnapNames’ market, because it’s mainstream and inherently inclusive rather than exclusive, can keep growing.





2.	Because ICANN will never approve a speculator-auction grabber system, going solo is a short-term play that precludes other, more legitimate relationships





Speculator-auction grabbers exclude all but the handful of customers savvy enough to become aware of them and who have enough time on their hands to sit before computers bidding.  This is not the profile of any customer but the professional speculator, who is not a real domain name user at all, but the (undeniably quite valuable) broker of an inefficient secondary market.  Corporations, mom-and-pops, lawyers, individuals - all the website users for whom the domain name system was created are effectively left out of the grabber-auction model.  Whether one agrees that such exclusion is a bad thing, it is not a solution that will be approved by ICANN or the U.S. Department of Commerce.





Because it was originally a creature of the U.S. Government, ICANN employs policies comparable to centuries-old Anglo-American legal principles governing the distribution of any limited public good.  Perhaps the most famous example in law is something every first-year law student studies:  public beaches.  Beaches, which are relatively limited in supply, have historically been considered a public good, and equal access to them is therefore a matter of public, democratic concern.  Like domain name customers, visitors to beaches are guaranteed access under principles of law stretching back to monarchical England.  





By accrediting registrars, ICANN carefully distributes among complying registrars the right to manage what are effectively public goods.  Like television or radio channels or beaches, domains managed by the registries are regulated because they are limited.  The fairness of that distribution is therefore a matter of great public interest, not only in the United States, but in any country in which someone may wish to register a domain name with the extensions .com, .net, or .org.  





Because the equitable distribution of scarce goods by a state-sanctioned monopoly is a critical matter, and in order to ensure that a customer can have the same access to domain names as a registrar, ICANN developed a number of rules for all accredited registrars operating in the generic top-level domains (gTLDs).  These rules were designed to ensure that (1) all registrars had equal access to the Registry, and (2) all customers had equal access to the registrars (and thus to domain names).  





The speculator-auction grabbers, by serving a few and using disproportionate amounts of resources to do so, fall short of fulfilling the principles for which they were granted connections to the Registry.  The model will not last.





A good businessperson must be nothing if not politically realistic.





3.	Low efficacy caused by pointless competition will make attracting customers even harder





Because each registrar will be watching the same names as many of the other registrars - particularly where they serve all the same speculator customers! -- each registrar’s effectiveness against all the other registrars will be very low.  (Differentiation of registrar-level technology alone does not seem to be a likely basis for competitive advantage.)  Customers will be increasingly more and more disappointed, and it will be difficult to bring in repeat business.  The model is therefore not sustainable.  





For similar reasons, the solo model is also not scaleable.  As more registrars jump in, the Registry will be forced to lower the number of allowable connections from 50 to something less. Moreover, since a solo registrar will have a low efficacy in serving its very first group of customers, it will not be able to scale to more customers without making its later acquisition efforts even less effective.  And customers will continue to dwindle.  





By combining the resources of our registrars, we keep the efficacy high, and we continue to grow the base of customers.  Our consortium draws more customers than all the other competitors combined, and our consortium will always have more resources available to it than any individual registrar has.





4.	 Legal Complications of Renting Out Connections to Registrars and Speculators





Perhaps you are considering an offer from one of the speculator-auctions to give them your connections in exchange for some compensation.  Or you are considering allowing speculators to script through your API, for a fee.





Renting your Registry connections out to another registrar or a speculator, without controlling the use of those connections and without doing so with the goal of acquiring registrants oneself, is, according to the Registry, a violation of the Registry-Registrar Agreement.  Section 3.2 states:  “Registrar shall not (i) sublicense the RRP, APIs, or Software or otherwise permit any use of the RRP, APIs, or Software by or for the benefit of any party other than Registrar . . .”  Among other reasons our Parallel Registry complies with this provision is that each partner is a co-equal, and does use its connections for itself rather than exclusively to assist another registrar in picking up names to be held at that other registrar.  





Can you solve the legal problem of registering names solely for the benefit of another registrar?  Theoretically, yes.  You can develop a large base of your own customers interested in a service using your connections, whether those customers are a handful of speculators or the mass market of mainstream customers.  The former, as noted above, is unlikely; the latter would involve reinventing SnapNames’ wheel.





5.	Speculator Auctions Do Nothing for Registrar Valuation





For those registrars who do think of the long-term, who do care about the valuation of their companies, the grabber auction will do little for such valuations even during the short-term life of such a model. 





Market valuations in the domain name industry, like any other, are largely based on visibility into future revenue, including renewal rates.  Like many of you, we are in touch with analysts in the domain name space every day.  If there is one thing they have hammered home to us, it’s that analysts need visibility on revenue and renewal rates.  Back-orders do exactly that, showing precisely how much demand is in the pipeline.  By contrast, last-minute orders from speculators only create uncertainty.  With back-orders, analysts, can say, “At least this many names will be registered, and most will have value-added services attached.”  A company relying on speculators to pick up the “good” names upon their expiration creates the uncertainty around knowing (1) what are the “good” names and (2) how many are there?





The most important constituency of all, the customers, is ill-served by the casino atmosphere that prevails today





In the end, any proposal for a solution to the deleting-names matter must pass the test of whether it best serves the customers for whom the system exists in the first place.  What do customers want?  They want greater certainty than they have today, where, depending on the spin of the registrars’ roulette wheel, they have a 10% to 70% chance of getting a name of average value, and virtually no chance of getting names of high value.  They want greater convenience than they have today, where, to have a reasonable probability of success in tracking and striking behind-the-scenes deals with registrars to get the name they want, they must give up their day jobs and become professional speculators.  It is probably also not unreasonable to suppose they would like prices either to be more reasonable or more firmly rooted in market metrics more rigorous than the pseudo-market created by speculators who bid on a name in order to mark it up for sale at an even greater price to an ultimate user.





What are the Benefits of the Parallel Registry?





Briefly:  conservation, political soundness, reasonableness for customers, scaleable to the mass market, already serving the mass market, higher efficacy, higher valuations, fewer legal complications, and the network effect.





Registrars in the consortium do not waste resources pounding the Registry for the same name.  Why?


Because the Parallel Registry is the stuff of ICANN happiness:  orders are taken from customers strictly on a first-come, first-served basis, and


Orders are fulfilled at a reasonable, fixed price.


Only our Parallel Registry serves the mass market. All customers, not only a few speculators, can participate.  Democratically.  


Only our Parallel Registry already attracts the mass market.  


Only our Parallel Registry takes back-orders on any domain name, rather than merely those already in the 5-day delete cycle.


The Parallel Registry’s efficacy of fulfillment of customer requests is the highest in the industry – already about 50% higher (and growing) than the nearest solo competitor.


Visible and predictable revenue streams lead to higher valuations


Fewer legal complications





The solution has always seemed obvious to SnapNames and its registrar partners:  where there is a limited number of connections, those wanting to access the connections must pool their resources in order to use them efficiently, so that all profit and none suffer.  This is how airports and airways work.  Airlines are free to compete for the acquisition of customers on the merits, but during the delivery of the service itself, they must cooperate in the efficient use of limited resources:  airways and runways.  The alternative to cooperation, as we have seen from the example of the domain industry, is that the entire airport must be shut down because a few solo fliers are intent on competing for runways.  





There are certainly inefficient ways to utilize the Registry’s limited number of runways to deleting names.  One particularly egregious use of resources would be for a single registrar to employ an extravagant percentage of the Registry’s total connections in order to serve a dozen or so customers.  As everyone knows by now, this example is drawn from reality.  Not many registrars need to start doing this before the connections disappear for everyone.  Yet the only reason some registrars feel the need to go solo and snatch at the world with both hands is that they are not part of a cooperative consortium run by a neutral arbiter, a sort of Federal Aviation Administration, and they can see that if they do nothing at all, they get nothing.  





Doing nothing, on the one hand, and seizing an excessively high ratio of resources to customers, on the other, is a false choice.  In fact, SnapNames’ partners use their connections to the Registry in the most efficient and scaleable manner possible - and in the only way scaleable to 93 operational registrars and all their customers.  In SnapNames’ view, the network effect, and the only scaleable arrangement of technologies of which we are aware, resides within a cooperative consortium of registrar partners who each agree to offer and pursue only one back-order position per name, just as they currently offer only one registration per name.  





ICANN policies are designed to ensure that every registrant and every registrar has an equal chance to obtain a domain name, whether that name is being registered for the first time or is undergoing deletion.  One irrefutable principle has always been first-come, first-served.  SnapNames has built that principle into its infrastructure, which is, truly, like a cooperative parallel registry.





Why Won’t Other Options Work?





We haven’t yet heard a viable alternative to our Parallel Registry proposal.  We covered much of this ground in the July 2001 State of the Domain (mailto:  stateofthedomain@snapnames.com), using your own suggestions and your own critiques.  At the end of this document, we copy from our report some of those suggestions and the registrars´ own critiques:  (1) drop the names at a different time; (2) distribute names by customer lottery; (3) randomly distribute names to registrars; (4) offer sealed bid sales and other auction forms.


 


How Does the Parallel Registry Work?





Using its patent-pending technologies, SnapNames, through its Turbo Snapper™ technology, helps its registrar partners pool their resources in the most efficient and effective way possible.  The registrars then cooperate under a shared understanding that cooperation will yield them more in the long run than infighting.  Each registrar that has given SnapNames a reseller API for registrations sends traffic; and each registrar that has installed a Turbo Snapper registers names.  High and satisfied traffic + efficient registration of names = a scaleable, sustainable business model.


 


Registrars can add their own Turbo Snapper™ Acquisition Engine to the SnapNames Registrar Consortium in a matter of days.  SnapNames licenses its Turbo Snapper technology free of charge.  We provide the hardware and the software.  Your regular business can continue as it does now in the regular and overflow pools of connections provided by the Registry. 





What do Members of the Consortium Earn?





Current partners who convert any of the 97% of failed WHOIS requests into back-orders earn from $.66 to $3.40 per click-through, not including the gain of the customer and any value-added services.  Conversion rates range from 5% to 18%; compare to conversions of 3-6% for initial registrations.  Partners who install Turbo Snappers to work cooperatively in the consortium stand to make even more.
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Contact:





Cameron Powell


VP of Business Development and General Counsel


SnapNames


503.219.9990 x229
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Cameron@snapnames.com
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Appendix:  Some Suggested Alternatives





Option 1:	Drop the Names Outside of the Batch Process, Or, Make NSI Drop as Other Registrars Do





Some proposals attempted, with an appealing logic, to solve the problems generated by the batch-delete process by eliminating it.





This solution would indeed be quite simple to implement.  However, it would also modify registrars’ behavior as follows:  instead of querying the Registry at a high rate for one hour per day, during the morning rush, registrars, in order to acquire domain names on behalf of customers, would need to query the Registry at a high rate for 24 hours per day.  As one participant noted:





If we move to deleting them throughout the day, this will just make the problem worse, as multiple connections will be held all day as opposed to just in the morning hours.





Dropping names outside of a batch or making NSI delete names within the 45-day window will do nothing to reduce registrars’ query rates.  And it may well increase their duration.





Option 2: 	Distribute Names to Customers Via Lottery





Some participants to the email list suggested implementing a system similar to that used by the companies running the .biz and .info registries:  a lottery.  The first critique of the suggestion of a lottery was put forth by one of its own authors:  “Of course it would have been much cheaper to implement this at the start of the shared registry system.  To go back and try to fix it now will be much more expensive.”  An understatement, to be sure.  It would also take a very long time.  A second critique from a different registrar followed:





The lottery system that some have proposed will not work.  Look at the Sunrise system for .info, everybody thought it would work just fine.  And that's a huge mess.  And what about .biz, aren't they getting sued over having a lottery system in the state of California?





A more fundamental problem, however, is that with deleting names, the available pool of names is knowable only a few days in advance (a few more days could be gained at the expense of the registrants’ grace period).  By contrast, in the new registries, customers have had months to become aware, with limited degrees of success, of what’s available for pre-registration.  It’s simple:  everything is available -- every possible arrangement of letters and numbers.  





For VeriSign’s deleting names, on the other hand, the consensus among registrars appears to be that there is neither an infrastructure nor a feasible business method for continually restarting - on a weekly basis, no less -- the laborious pre-registration for names deleting in .com, .net, and .org.  Critics of this proposal asked, in essence, Have the pre-registration methods of .biz and .info worked so well and smoothly that they should be accelerated to occur once a week?





Option 3:	Randomly Distribute Names to Registrars





One registrar’s suggested twist on both the randomized drop and lottery has VeriSign randomly distributing expired names to applying registrars, who could then sell them to their customers.  





But how to distribute the names to registrars?  If names should be distributed by business merit, then this is not a fully functional, separate proposal at all – it conveniently leaves out the devil’s details -- and for the critical means of distribution one must look to any of the other proposals.  





That is, could names be distributed pro-rata, so that each registrar gets an equal number, regardless of its size or its skill at exploiting the secondary market?  But this is the problem the registrars are already trying to solve -- how to fairly distribute connections to the Registry.  Can “equivalent access” really mean “the same number,” or should it mean “each according to his need”?  They are very different things.  Moreover, if each registrar were given the same number of names, regardless of how many customers it had, its fewer customers would each have a higher probability of getting a domain name.  And so, to paraphrase George Orwell’s Animal Farm, some customers would be more equal than others.





On the other hand, distributing names according to registrar size is just another blunt metric based on considerations other than business merit.  





Another problem:  how can registrars know which names they’ll want to take the risk of buying in order to put them up for sale?  Aggregating demand for a particular domain name has been the perennial bugaboo of the industry.  (See State of the Domain Q1 2001 (May 4, 2001).)





	Option 4:	Offer Sealed Bid Sales and Other Auction Forms





The critic of lotteries noted above suggested using sealed bid sales as a solution.  While the proponent of such sales acknowledged that “[p]eople wanting to register expired names will complain about the fact that they have to bid on expiring names,” he added, “But let's face it. They don't stand a chance of getting the desirable names right now, unless they buy them from the person who knows how to work the current system.”  Under the sealed bid model, he said, registrars would receive a fee for taking bids for desirable names from customers.





Perhaps the main flaw in this proposal is simply its unworkability in the short- or even medium-term.  How will sufficient buyer demand for names be aggregated in time for an auction?  That is, how will any customers but a few highly knowledgeable speculators know bids are being taken on a particular name?  By what mechanism will registrars cooperate, sharing both customer information and revenue?  And if demand could be aggregated, would the registrars agree to let VeriSign be the aggregator and possessor of the customer data? 





I know there will be plenty of complaints that VeriSign gets to keep that money, but for practical matters, it very well may be a deal that is worth cutting no matter how much it hurts.





As readers of this report know, SnapNames has extensively discussed the shortcomings in the current, seller-based “auction” (or listing service) models.  A buyer-centric model of the sort proposed here may be congruent with the interests and needs of the domain community, once the immediate emergency has been resolved. 














For full text of these and other suggestions and critiques put forth by the registrars, email stateofthedomain@snapnames.com.





