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HERNDON, Va. -- It's often said that no one owns the Internet. But a little

company tucked into a red-brick office park here comes pretty close.



For the past five years, Network Solutions Inc. has held an exclusive federal

contract to handle distribution of addresses for the Web, including its most

widely recognized feature: the ".com" suffix. Currently appended to more than

two million Web addresses, ".com" covers the pre-eminent domain for doing

cyber-business. If Web addresses were California real estate, Network

Solutions would own the coastline.



Like most monopolies, this one is lucrative. Registering Web addresses for

$70 a pop, Network Solutions has metamorphosed from a minority contractor

scrambling for government computer jobs into a publicly traded Internet play

with revenues projected this year at $77 million and Wall Street analysts

touting its stock.



Fighting Off Rivals



But now that monopoly is under siege. Network Solutions' original contract

with the government has expired, and competitors are demanding a piece of

the action. To fight back, the company has hired top-dollar lobbyists with close

ties to Vice President Al Gore, the administration's leading technology wonk.



In the middle of it all is the man who led the Clinton

administration's ill-fated health-care overhaul, Ira

Magaziner, trying desperately to balance the virtues of

competition against the need for Internet stability. At

the core of the battle is a fundamental question about

the new economy: Are there times when a monopoly

can serve the public interest?



Historically, governments have tolerated monopolies to

foster the development of utilities, such as telephones

and electricity, that require huge investments but

provide widespread public benefits. Today, however,

governments around the globe are moving to break up

old monopolies, and introducing competition into almost every sector of their

economies.



Network Solutions so far has managed to escape that trend because it started

so small and wound up in a business so obscure. It got its six-year-old

monopoly on Web addresses "at a time when nobody thought much of this,"

says Mr. Magaziner. Six years ago, the Internet was still largely the province of

academics and technicians, the Web didn't exist, and the number of Internet

domain names -- the technical term for Web addresses -- stood at 7,500.



Now, though, the Web's address book has fattened to millions, and Network

Solutions argues that taking away its monopoly would cause chaos in

cyberspace.



Mr. Magaziner has some sympathy with that argument. "There's something

very significant at stake here beyond any particular company," he

acknowledges, "and that is the stability of the Internet." At the same time, he

agrees with Network Solutions' would-be rivals that stifling competition would

strangle the growth of the global network, a key element of the 1990s

economic boom. So, for the past year, Mr. Magaziner and his administration

colleagues have been inching toward a solution that would introduce

competition without destabilizing the system.



Earlier this week, Mr. Magaziner, the Commerce Department and Network

Solutions announced a tentative agreement designed to begin that process. The

deal would gradually open the retail market to competition, but Network

Solutions would continue to act as the sole wholesaler.



With pricing and other key issues still unsettled, it's far from clear whether

genuine competition will result. Some analysts believe the agreement still marks

a victory of sorts for Network Solutions and its lobbyists, allowing a transition

that will enable the company to continue to dominate the Web-address

business. The announcement of the deal had little effect on the stock price.



Network Solutions got to where it is today through a combination of good

luck, business savvy and some shrewd political moves. In 1992, it was

subsisting on government jobs to build and maintain computer networks.

Typically, large firms such as AT&T would subcontract with Network

Solutions to satisfy affirmative-action regulations. It was run by founder Emmit

McHenry, an African-American who formerly had worked as vice president of

an insurance company.



In 1992, the National Science Foundation, an independent federal agency

charged with doling out research grants, sought companies to bid to take

control of its fledgling domain-name registry, a relatively simple list of a few

thousand addresses that enabled members of the tiny community of Internet

users to find one another. Network Solutions, which had a slight edge in the

bidding because it had managed similar functions for the military, won the

contract. The government was to pay it $1 million a year to register domain

names. But in the contract's first year, Network Solutions registered 13,000

addresses and posted a net loss of $386,000.



Electronic communication, however, was beginning to take off. In Geneva,

software engineer Tim Berners-Lee created the Internet graphical display

method that gave birth to the Web. At the University of Illinois, undergraduate

Marc Andreessen -- later to be a co-founder of Netscape Communications

Corp. -- helped create "Mosaic," one of the first pieces of software that helped

users navigate the Web.



Over the next two years, the Internet was invaded by hordes of nontechnical

users, and corporations began to stake their claims in cyberspace. Network

Solutions had to hire more workers and buy new equipment while constrained

by a fixed contract. For 1994, the firm posted a loss of $980,000.



New Ownership



Relief first arrived in the form of Science Applications International Corp., a

deep-pocketed defense contractor in San Diego. SAIC is one of the largest

closely held firms in the country, with about $4 billion in annual revenues.

Dependent on federal contracts for about 80% of its revenue, the firm is

politically savvy, with numerous former top government officials on its payroll,

such as retired Adm. Bobby Ray Inman and former Defense Secretary William

Perry. The firm and its executives typically make more than $100,000 in

political contributions in every Congressional election cycle.



In March 1995, Mr. McHenry and his partners sold out to SAIC for $48

million. (Network Solutions has no connection with NetCom Solutions

International Inc., a company subsequently founded by Mr. McHenry that

hopes to profit from selling information technology to emerging nations.) The

same year, the number of Internet and online users more than doubled to 17

million world-wide. E-mail addresses began appearing on business cards, and

".com" -- spoken as "dotcom" -- entered the international lexicon.



SAIC moved quickly to exploit its little monopoly in cyberspace. Network

Solutions was whittled down to a pure Internet company, with most of its

employees transferred to SAIC, and a torrent of fresh capital went into its new

core operation, domain names. In addition, SAIC recruited as Network

Solutions' new chief executive officer Gabriel Battista, the politically active

former head of U.S. operations for United Kingdom-based Cable &

Wireless PLC.



Then a great bit of good fortune struck. The cash-strapped National Science

Foundation decided it could no longer justify spending taxpayer dollars to fund

domain-name registration, an increasingly commercial enterprise that had lost

much of its academic character. So the foundation allowed Network Solutions

to start charging for registration and maintenance.



Network Solutions posted losses for the next two years, but by 1997, the

company's lock on the Web's most prime real estate was bearing fruit. It

registered its millionth domain name, posted net income of $4.2 million, and

went public at $18 a share. The company's stock closed at $33.25

Wednesday on the Nasdaq Stock Market, down $3. SAIC retains a majority

interest.



CORE Group of Critics



The success didn't go unnoticed. Shortly after Network Solutions began

charging fees, a loose coalition of longtime Internet hands and would-be rivals

of the company began to agitate for opening the market to competition. In the

fall of 1996, these critics coalesced into the Internet Council of Registrars, or

CORE. The group claims it was spurred to action when Internet users became

"increasingly frustrated by the delays, mistakes, lack of service and rigid pricing

structure they encountered when trying to register new addresses on the

Internet through a monopoly." Network Solutions acknowledges the hitches,

but it says service now is much better.



In the CORE group, there was also a more general resentment of the firm's

immense and growing control over the freewheeling global network. The

solution, for CORE, was simple: end the tyranny of ".com" by adding new

suffixes such as ".shop", to be registered by someone other than Network

Solutions.



In early 1997, with Network Solutions' contract due to expire in 18 months,

the White House and other agencies began studying how to shift to

competition. Network Solutions advocated for a gradual transition, arguing that

a hasty move could risk disruptions of the Internet.



The company does more than merely collect registrations. Each evening,

Network Solutions adds the day's newly registered names to the Internet's

master list of addresses. And at midnight Eastern Standard Time, the company

releases this updated master list to engineers around the world who maintain

the Internet's 13 "root servers." Without the updated list, these digital hubs

wouldn't know where to direct traffic. Right now, Network Solutions is the

sole guardian of the master list.



Internet Loses Sites



The critical nature of that task in today's economy was demonstrated on July

17 of last year, when a software bug rendered portions of Network Solutions's

nightly master list invisible. The following day, roughly a third of all Internet

sites were inaccessible. Since then, Network Solutions has upgraded its

software and installed a number of safety features. The company's competitors

argue that the breakdown shows precisely why Network Solutions needs

competition. But the company and its defenders counter that such problems

are more manageable with one experienced company.



Standing in a dustless white room in the company's headquarters, surrounded

by $20 million worth of computers in jet-black towers, Dave Holtzman, senior

vice president of engineering, brags that the naming system functions largely

without hitches because of the company's years of trial-by-fire experience.

"Even if someone wanted to do this tomorrow, it would be a huge investment

in time, resources and skills," he says. When a visitor accidentally bumps a

computer cabinet, Mr. Holtzman deadpans: "You just took out England."



Some Internet hands say Network Solutions overstates the challenges and

hazards, but the threat of disruption has registered with Mr. Magaziner. The

White House's point man on domain names, he has moved toward a free

market in Web addresses with agonizing deliberateness. "The first principle is

you've got to maintain stability in any transition you do," Mr. Magaziner says.

"So the idea that it takes a couple extra months to do it right is a responsible

way to proceed."



As policy makers took up the competition questions, Network Solutions was

busy fortifying its market dominance. Today, with ".com" addresses at more

than 80% of all Web locations, the company is adding address registrants,

mostly ".com", at the rate of 5,000 a day. It's expanding into e-mail, Web-site

design and other businesses by bundling them with ".com" addresses, and

boosting its revenue in the process. Network Solutions intends to make ".com"

its own brand, as recognizable as Coke or AT&T. The company this year has

filed numerous federal trademark claims, including "the dot com people," "the

.com series," "dot com pages," and "dot com mail."



Allies of Gore



In Washington, the company made its first political donation -- $7,500 to the

Democratic National Committee -- and hired allies of Mr. Gore. One was

Greg Simon, who until March 1997 was Mr. Gore's top technology adviser.

Federal law prohibits White House officials from lobbying their former

colleagues for a year after leaving government. But Mr. Simon says the ban

applies only to lobbying of his White House colleagues and that he's free to

lobby the Commerce Department. Mr. Simon, the architect of Network

Solutions' go-slow message, escorted Network Solutions officials to meetings

with J. Beckwith "Becky" Burr, the Commerce Department's lead person on

the issue, and Larry Irving, head of the department's National

Telecommunications Infrastructure Administration.



Network Solutions also hired Dutko & Associates, a Washington lobbying

boutique specializing in telecommunications policy, and also on SAIC's payroll.

Founder Dan Dutko is a die-hard Democrat with close ties to Mr. Gore. In

1997 he was the single biggest fund-raiser for the DNC. More recently, SAIC

has moved to hire Harold Ickes, a former White House deputy chief of staff, to

provide "strategic advice" on the matter.



Last Jan. 30, the Commerce Department and Mr. Magaziner released their

new domain-name policy in what was known as the "green paper." Critics

howled that it left Network Solutions in sole control of the ".com" registry, and

didn't provide for the immediate creation of new addresses such as ".shop".

Mr. Magaziner denies the firm inordinately influenced the green paper.



Nonetheless, on June 5 the administration released a second blueprint, called

the "white paper," which seemed to respond to the criticism by calling for

Network Solutions to turn over its domain-name database. In addition, a new

nonprofit entity made up of industry figures would take over domain-name

policy making from the government. But many key decisions were left pending

in deference to the unformed nonprofit operation.



By this time, Wall Street had a clear view of what was best for Network

Solutions: delay. The day the white paper was released, the company's stock

price notched its largest-ever one-day dollar increase, jumping $6.75 a share,

or 21%, to close at $39.25.



The government and Network Solutions still have to work out details of the

transition. For now, Network Solutions will remain the registrar and

administrator for ".com" and its ilk, while other companies get a foot in the

door by being allowed to offer services registering the addresses with Network

Solutions. But it is uncertain how pricing and related matters will be regulated

to keep Network Solutions from using its wholesale monopoly to dominate the

retail market -- much as the Baby Bells have been accused of doing in their

local telephone markets.



Wall Street doesn't seem worried about Network Solutions' future. Keith

Benjamin, an analyst for BancBoston Robertson Stephens, said it will take "as

long as nine to 18 months" for rivals to vie effectively. "By that time, we believe

NSI will have established an almost impenetrable brand," and will wind up with

"a near monopoly."
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