
Business models in FLOSS-based companies1

Carlo Daffara1

1   Conecta srl, research division
cdaffara@conecta.it

Abstract. The sustainability of Free/Libre/Open Source Software (FLOSS) has 
recently become an important aspect of the overall open source phenomenon, 
and as such has received a significant research attention. Since 1999, several 
articles addressed the role of  licenses,  communities  and business  models in 
FLOSS-based companies, but mostly from a theoretical point of view. In this 
article,  we  present  the  result  of  a  detailed  analysis  of  80  FLOSS-based 
companies and business models, using publicly available data on service offers, 
mailing list archives, online articles and when available public financial data. 
The result is a simplified and effective classification that can be used as a guide 
to companies willing to offer services in the same area, and an analysis on how 
the community process is influenced by the choice of licensing and business 
model.

1 Introduction

Business models are abstract,  conceptual  models that  represents the business and 
money earning logic of a company in a structured way [1,2]. The traditional business 
models for software are challenged by the redistributability of  open source software, 
and the fact that the user/customer does have several additional rights not usually 
allowed  in  the  traditional  shrink-wrapped  market,  including  that  of  creating 
derivative works and redistributing them freely. Looking at these challenges, within 
the  context  of  the  FLOSSMETRICS  project  we  are  performing  a  study  on  the 
business models adopted by companies that are leveraging FLOSS source code, and 
how the model changes with respect of licenses and commercialization approaches. 

2 Methodology

An initial list of 120 companies was prepared during the first two month of 2007 
using  some  popular  open  source  news  websites  as  source2;  this  list  was  further 
refined by eliminating companies that were not really adopting FLOSS, even using a 

1 The research work was  partially  funded under the  IST FLOSSMETRICS project FP6-
033982. The author would like to thank Roberto Galoppini for the many suggestions to a 
first draft of the paper.

2 Among them: FreshMeat, Slashdot.org, OSNews, LinuxToday, NewsForge and some blog 
sites  devoted to  FLOSS business models  like  those of  Roberto Galoppini,  Matt  Asay, 
Fabrizio Capobianco. Additional information was retrieved from Google searches.
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very relaxed definition. In the specific, any company that allowed source code access 
only to non-commercial users, or that did not allowed for redistribution was dropped 
from the list; also, companies for which no information was available, or for which 
no  clear  product  or  service  was  identifiable  was  equally  eliminated.  One of  the 
companies  included  (Sourceforge,  from the  OSTG group)  is  not  open  source  in 
itself3, but represents an example of an “ancillary” model, as the site itself hosts more 
than 100000 open source projects and provides supporting services like mailing lists, 
source code versioning systems and file distribution. Also, companies that have a 
significant OSS contribution, but for which FLOSS is not the core business model 
were not included4.
An  initial  set  of  variables  were  selected,  including:  choice  of  licenses,  product 
offering  (whether  a  single  version  or  multiple  version  of  a  software  system are 
offered),  services  offered  (divided  into  installation  support,  integration,  training, 
consultancy,  legal  and  technical  certifications),  type  of  contracts  offered 
(subscriptions, licensing or per-incident) and metering form. Additionally, literature 
from each company's website was retrieved to find references to the business model 
adopted and how the model impacts the value proposition of the firm. Mailing lists 
and search engine searches were performed to obtain indicative references of the 
relationship of  the company with the development community,  and if  there is  an 
external,  non-company based support  activity in the form of  websites,  wikis and 
knowledge bases.
The  collected  data  was  then  tabulated,  eliminating  non-significant  variables;  for 
example, coupling together installation, training, support and consulting that were 
found to  be  part  of  the  offering  of  most  of  the  companies  that  offered  support 
services (and coupled in a single Installation/Training/Support/consulting variable, 
ITSC).  The significant  variables left  are main revenue generation (the service or 
contractual  offer  that  provides  the  main  revenue  to  the  company)  and  licensing 
model.  The first is further subdivided into Selection services (finding appropriate 
FLOSS packages for a need), ITSC, subscription (a recurring license) and one-time 
licensing.  The  licensing  model  is  obtained  by  looking  at  the  licensing  scheme 
adopted by the company and whether the company services were covering a single 
software project or a set of projects. By performing a simple cluster analysis on the 
results, it was possible to identify 6 main models and a remainder group that was 
separately analyzed.

3 Results

The final result is:

3 The original code for the SourceForge collaborative development environment was open 
source, and from its change of license several “forks” appeared, including Gforge.

4 This for example includes IBM, HP and Sun; all of which are important FLOSS contributors, 
but  for  which  open source  software is  just  one  of  the  overall revenue  streams (along 
hardware, IT services and more).
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The 6 main clusters identified are:

• Twin licensing: the same software code distributed under the GPL5 and a 
commercial license. This model is mainly used by producers of developer-
oriented tools and software, and works thanks to the strong coupling clause 
of the GPL, that requires derivative works or software directly linked to be 
covered under the same license. Companies not willing to release their own 
software under the GPL can buy a commercial license that is in a sense an 
exception to the binding clause; by those that value the “free as in speech” 
idea  of  free/libre  software  this  is  seen  as  a  good  compromise  between 
helping those that abide to the GPL and receive the software for free (and 
make  their  software  available  as  FLOSS)  and  benefiting  through  the 
commercial license for those that want to maintain the code proprietary. The 
downside  of  twin licensing is  that  external  contributors  must  accept  the 
same licensing regime, and this has been shown to reduce the volume of 
external contributions (that becomes mainly limited to bug fixes and small 
additions).

• Split  OSS/commercial  products:  this  model  distinguish  between  a  basic 
FLOSS software and a commercial version, based on the libre one but with 
the addition of proprietary plugins.  Most companies adopt as license the 
Mozilla Public License, as it allows explicitly this form of intermixing, and 
allows  for  much greater  participation  from external  contributions,  as  no 
acceptance  of  double  licensing  is  required.  The  model  has  the  intrinsic 
downside that the FLOSS product must be valuable to be attractive for the 
users, but must also be not complete enough to prevent competition with the 
commercial one. This balance is difficult to achieve and maintain over time; 
also, if the software is of large interest, developers may try to complete the 
missing  functionality  in  a  purely  open  source  way,  thus  reducing  the 
attractiveness of the commercial version.

• Badgeware: a recent reinvention/extension of a previous license constraint6, 
that is usually based on the Mozilla Public License with the addition of a 
“visibility  constraint”,  the  non-removability  of  visible  trademarks  or 
elements  from  a  user  interface.  This  allows  the  company  to  leverage 
trademark  protection,  and  allows  the  original  developers  to  receive 
recognition even if the software is resold through independent resellers.

5 An   exception  is  MuleSource,  that  uses  a  MPL+Attribution  license  similar  to  the 
“badgeware” license described later.  As the MuleSource CEO mentions, “So, if you use 
Mule in your software product and sell it commercially, then you are required to either make 
a licensing deal with us or keep the "powered by Mule" logo visible.” It is still debated by 
the community and experts if “badgeware” licenses are really open source; some of those 
have been submitted to the Open Source Initiative for evaluation.

6 The original BSD license introduced the “advertising claim”, that required the licensee to 
maintain in the advertising material mentioning feature or use of the software the wording 
“This product includes software developed by the University of California, Berkeley and its 
contributors”.
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• Product specialists: companies that created, or maintain a specific software 
project, and use a pure FLOSS license to distribute it. The main revenues 
are provided from services like training and consulting (the “ITSC” class) 
and follow the original “best code here” and “best knowledge here” of the 
original EUWG classification [5]. It leverages the assumption, commonly 
held, that the most knowledgeable experts on a software are those that have 
developed it, and this way can provide services with a limited marketing 
effort, by leveraging the free redistribution of the code. The downside of the 
model is that there is a limited barrier of entry for potential competitors, as 
the only investment that is needed is in the acquisition of specific skills and 
expertise on the software itself.

• Platform providers: companies that provide selection, support, integration 
and services on a set of projects, collectively forming a tested and verified 
platform. In this sense, even linux distributions were classified as platforms; 
the  interesting  observation  is  that  those  distributions  are  licensed  for  a 
significant  part  under  pure  FLOSS  licenses  to  maximize  external 
contributions, and leverage copyright protection to prevent outright copying 
but  not  “cloning”  (the  removal  of  copyrighted  material  like  logos  and 
trademark to create a new product)7. The main value proposition comes in 
the form of guaranteed quality, stability and reliability, and the certainty of 
support for business critical applications.

• Selection/consulting  companies:  companies  in  this  class  are  not  strictly 
developers, but provide consulting and selection/evaluation services on a 
wide  range  of  project,  in  a  way that  is  close  to  the  analyst  role.  These 
companies tend to have very limited impact on the FLOSS communities, as 
the evaluation results and the evaluation process are usually a proprietary 
asset.

The remaining companies are in too limited number to allow for any extrapolation, 
but do show that non-trivial business model may be found on ancillary markets. For 
example,  the  Mozilla  foundation  obtains  a  non  trivial  amount  of  money from a 
search  engine  partnership  with  Google  (an  estimated  72M$  in  2006),  while 
SourceForge/OSTG receives the majority of revenues from ecommerce sales of the 
affiliate  ThinkGeek site;  it  is  possible  to  classify  those  as  “public  funding”  and 
“indirect funding” following the EUWG classification [5].

4 Conclusions

In this article a simplified classification was presented, based on a cluster analysis of 
80 FLOSS companies for which public data is available. We believe that this may 
help companies that are interested in entering the FLOSS market, by providing a first 
guidance into the potentially applicable models and their repercussions to revenue 

7 Examples of RedHat clones are CentOS and Oracle Linux.
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channels and licensing models. We expect to continue the evaluation process, first by 
extending the list of companies, and then by measuring additional variables extracted 
from the FLOSSMETRICS database; this way we plan to investigate the relation 
between  the  business  model,  the  simplified  company-community  categorization 
(Corporate, Voluntary and Hybrid) and what is the impact of the production model 
on group forming networks [15,16].
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