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There are many books and articles about open source business and open source business models. The goal of
this paper is to provide and describe commercial use of open source software, how this use is embedded in
hybrid commercial open source business models and how these business models leverage open source licens-
es and communities to create value for customers and software vendors.

1. Approach, overview and contribution of this paper

The general research idea behind this work is that a framework can be created to describe commercial open
source business models as combinations of different criteria. Goal of this paper is to find and describe the criteria
by answering the question how software vendors leverage open source software and open source communities as
well as multiproduct and multilicense strategies in commercial open source business models. We start with
showing how open source software is used to create business models for software vendors, how this creates
value for the vendors as well as customers and that the corresponding business models are hybrid business mod-
els.

Based on literature and own research, an overview of commercial use of open source is presented, which is
followed by a definition and classification of open source business models. This classification can be used by
CEOs and business developers to create new business models. The paper closes with showing the value of these
business models for software vendors and customers and a summary.

2. Commercial use of open source software

In the software industry there is a lot of activity around open source, like investments in open source projects
and increasing use of open source software overall [1][2]. Accepting the co-existence of open source software
and commercial software, the question arises how software vendors leverage open source in their business mod-
els. This paper tries to provide an overview of commercial business models leveraging open source software and
open source communities, no matter if the company participates in open source development or not. For a com-
mercial software company, open source software is either software that is licensed to that company under an
open source license or software that is provided by that company to customers under an open source license [3],

[4]

1.1 Open source licenses as a key factor for the variety of business models

An open source license comes with rights and obligations and the search for the optimal license continues [1],
[3]. The license creates limitations in creating business models around open source software.

For example, a company using open source software as part of its products, the limitations can be described as
follows.

A software vendor may make use of the rights, like usage or redistribution of the open source, but it also has
to fulfill the obligations, like delivering the copy of the license text with the software or revealing the source
code of a software product.

The key point for a commercial company is if it is willing and able to comply with the open source license
terms. So the rights and obligations have to be analyzed diligently to make sure there is no violation of the li-
cense terms and the license terms are not in conflict with the commercial company’s business model [4], [5]. If
this is ensured, the company can leverage this open source software.

Another restriction is, that some licenses do not allow modifications of the software. This would exclude the
ability of a commercial open source company to provide maintenance, because the open source code must not be
changed.
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But the limitations of open source licenses can also be an advantage for software vendors providing open
source software, which will be shown later, when we talk about dual licensing.

1.2 Suppliers of open source software for commercial use

In a simplified view, open source software can be supplied by a community or by a commercial company [6].
We speak of community open source and commercial open source respectively.

Community involvement with open source products means that a community of people provides creation,
maintenance and support for an open source software [7]. Sometimes the community even provides presales and
sales activities for companies offering an open source version and a commercial version of their software. In
most of the cases the community provides these services free of charge.

By providing an open source licensed version of a product, a software vendor has the opportunity to outsource
certain activities, like development, maintenance and support, to the community [8].

There are, of course, differences between a company and the open source community in providing open
source software. These differences are important to understand, because they influence a customer’s software
license selection and they also create niches for companies to establish a business. The differences are listed in

Figure 1.
Community vs. Commercial Open Source

Community Open Source Commercial open source
Example Eclipse SuSe Linux
License Open source license, Commercial license,
standard terms only customized terms possible
Consulting Some help by community, Paid consulting services to
free of charge customer needs
Main- Community provides new Paid maintenance to
tenance versions customer needs
Support Community supports Paid support to customer
without guaranteed service needs with guaranteed
level agreements service level agreements
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Figure 1: Commercial open source vs. community open source

Community open source is usually offered under an open source licenses with standard terms that apply to all
users of the software. If somebody chooses to use the software, consulting is usually provided by other members
of the community free of charge. For community open source, maintenance and support is done by the communi-
ty member. For the support provided by the community, there is usually no definition of service level agree-
ments.

The situation for commercial open source is different in many ways. The license usually is a commercial li-
cense, which can have standard terms, but may also have terms specifically customized to fit the needs of a sin-
gle customer. Consulting will be provided by a professional service organization. Maintenance will be provided
based on a commercial maintenance and support contract, which will explicitly specify the service level agree-
ment for support services.

2.Classification of open source business models

Based on a general classification of business models [9] we will have a look at open source business models.

The following section arguments along the lines of [6].

2.1 Classification of open source business models

Figure 2 shows a classification of generic business models. The business models relevant for commercial
open source business are marked in bold. In this general classification of business models, software classifies as
an intangible product, see the corresponding column “Intangible” in Figure 2. Software can be created or written
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(“Inventor”), distributed (“IP Distributor”) or licensed or rented to customers (“IP Lessor”). In addition, the
customer needs services to run and maintain the software, like implementation, support and maintenance ser-
vices. These classify as “Contractor” business [6]. We assume here that all open source businesses make use of
at least a subset of these four business models. No matter if it is a community or a commercial software vendor,
one or many of these business models are applied. By choosing a specific selection of business models, a so-
called hybrid business model is created. Creating a hybrid business model means combining different business
models with their specific goals, requirements and cost structures.

Since these business models are models on a type level, there might be different implementations of how a
certain business model is run. An open source community might run the Inventor business for creating software
in a different way (leveraging the community) than a commercial software vendor (leveraging a proprietary
development team), from a process as well as from a resource perspective. But on a type level, both run the same
type of business called Inventor.

Commercial Open Source Business Model

Type of  Products/

Services offered

Intangible | Human
Creator Inventor n/a
Distributor IP n/a
distributor
Lessor IP Contrac-
lessor tor

Copyright © 2012 Dr. Karl Popp
Figure 2: Commercial open source business model

It is important to note that business model type level and business implementation level are design dimensions
for describing existing and designing new open source business models [10]. So creating a new open source
business might start with selecting one or more type level business models and then select from existing or new
implementations for each of the business models to create a business.

Going forward, we will analyze existing commercial and community open source business models as a selec-
tion of a subset of the business models identified here: Inventor, IP Lessor, IP distributor and Contractor.

2.1.1 Community open source business model

The open source community business model usually makes use of the following business models: Inventor, IP
Lessor and Contractor.

For the community, the Inventor business is what the community is most involved in. It is about creating
open source software and engaging with the community members to coordinate the work and collect the contri-
butions of the community members.

The IP Lessor business is also important for the community. The IP lessor business defines the terms and
conditions of the open source license and makes the software available to customers. The license is defined by
the community and all customers using the software have to comply with it. In some cases, there are multiple
different licenses for an open source software that a customer can choose from.

The Contractor business contains all human services to customers. The community typically provides these
via email and they contain services like maintenance, support, translation for country specific versions and the
like. They are all carried out by community members. In almost every case, the customer does not pay for these
services, but the customer has no rights to enforce any of these services and he does not have service level
agreements, like a definition of minimum answer time for support incidents.

The community can serve two types of customers: software vendors and (end) customers. For software ven-
dors, the open source community works as a supplier of software, for the customer, the open source community
works as a software vendor licensing software to the customer.

These two relationships differ in the way that customers and software vendors might make use of the soft-
ware. Customers usually license the software for internal use only. Software vendors license software for internal
use and/or for distribution to customers. Often open source software is included in commercial software and
provided to customers by the software vendor. In this case, the software vendor has to make sure he complies
with all licenses of all open source software he is including in his software product.
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2.2 Commercial open source business models overview

In the last section we described the community business model, now we turn to the commercial open source
business model. As mentioned before, a commercial software vendor does not have to implement all of these
business models, but can rather build a unique business model by selecting a subset of available business models.
One basic difference to community open source is that the IP Distributor business model is an option for com-
mercial companies.

The history of commercial open source companies shows that in the beginning the companies focused on ser-
vices around open source software, which matches the Contractor business.

The next step was to build distributions for open source software, like e.g. for Linux. This matches to the IP
Distributor business model.

Today, we find all kinds of hybrid business models around open source. Companies are building software and
donate it, completely or partially to the open source community (Inventor business model) [11]. Commercial
software vendors often package or change or extend existing community open source software, so the communi-
ty acts as a supplier of open source software to the software vendor. In some cases the software vendor does not
use existing open source software from a community, but chooses to offer its proprietary software under a dual
licensing strategy, e.g. under a commercial and an open source license.

Please note that there are at least two delivery models for open source software: either the software is distrib-
uted to the customer and run at the customer’s site or the software is provided in a hosted/on demand delivery
model.

2.2.1 Commercial services for open source

Since open source licenses are free of charge, many commercial companies first and foremost focused on
providing services around open source software [10]. The expectation was simply that customers would still
need services and since the license was free, that customers would have more money to spend on services.

Commercial open source companies provide the following services for open source software: Hosting,
Maintenance, Support, Consulting and Extension or adaption of open source software to a customer’s needs.

Hosting services mean providing hardware and access to that hardware running open source software.
Maintenance services consist of the following activities: building future versions, bug fixes and upgrades and
providing them to the customers. Support services contain of accepting, maintaining and resolving incidents that
the customer has while using the software. Consulting services mean planning and executing the installation and
go-live of customers” system landscapes containing the software.

Extension or adaption of open source software based on customer’s requests is designing, programming, test-
ing and delivering open source software that has been modified or expanded. Examples for extensions and modi-
fications are:

e Functional Extensions for open source applications with country-specific functionality or customer
specific functionality;

e Extending the usage scenarios for open source to additional countries by adding additional translations
of user interfaces;

e  Adapting open source software, e.g. to make modifications of open source software to run on a cur-
rently unsupported hardware platforms.

2.2.2 Commerecial licensing business for open source

In the industry, we see three ways how commercial open source companies offer software to customers exe-
cuting the IP Lessor business model:

e  Offer or redistribute open source software only, no commercial software offered. In this case, the
software vendor needs a hybrid business model containing one or more revenue streams to fund the
open source business.

e  Offer identical products under two licenses (dual license model) [12].

e  Offer different versions of the same product under two licenses to customers (dual product model).
For a commercial open source company, there are two choices for dual licensing: dual license strategy for
identical products or dual product strategy with dual licenses, which will be explained below.
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Multiproduct and multilicense strategies
for open source

Single product Dual products
Single License Either Open source license | Dual product strategy
or commercial license (market segmentation
by product and license)
Dual License Dual license strategy for | Dual product strategy
(commercial identical product (customer | (market segmentation
license & open| segmentation by license) |by product and license)
source license)

. Copyright ©2012 Dr. Karl Popp

Figure 3: Multiproduct and multilicensing strategy for open source.

Dual license for identical products

Following the dual license strategy for identical products [12] a commercial open source company would
offer a single product under an open source license and under a commercial license. There are good reasons for
the company and customers alike to have the choice between the two licenses As mentioned earlier, customers
could choose the commercial license for several reasons, like to ensure they get support service level agree-
ments, warranty or liability from the software vendor. The commercial open source software vendor could use a
license that does not allow commercial use of the open source software to force commercial users to buy a com-
mercial license.

Dual product with dual licensing

In the dual product strategy with dual licensing, where two similar products are offered under two different
licenses, the software vendor usually applies versioning. This could mean that a product with limited functionali-
ty can be licensed under an open source license and the full product is available under a commercial license.

There are basically two examples for this strategy, freemium [13], [14] and customer specific version of open
source under commercial license. Freemium in the context of open source means that a free version of a product
under an open source license exists with restrictions compared to a commercial version of the product, like e. g.
a reduced set of functionalities. The customer has to pay a premium, a commercial license fee, to get the full
version of the product.

3. Value of commercial open source for customers and vendors

Let us take a look at how value is generated for software vendors offering and customers using commercial
open source software.

3.1 Customer view: Value of commercial licenses for open source software

Commercial open source vendors offer open source licensed software to their customers. There are different
ways software vendors can add value to the open source software like:

e By packaging [15]: the software vendor creates a distribution by shrinkwrapping open source software
and distributes that to the customers (IP distributor business model). The customer can rely on profes-
sional configuration of the package and does not have to have expert knowledge on open source.

e By providing a commercial license [16] with significant differences to the open source license, like
warranty and liability, no copyleft effect, clearly stated usage scenarios of the software and others. So
the customer gets some license (or contract) terms that he could not get in the open source license.

e By creating customer specific adaption or integration of open source software as commercial software.
When a customer needs Perl on an exotic hardware platform with 64 bit support, he will contact a
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company that is specialized in this business and order that specific adaption of the open source soft-
ware under a commercial license.

e By omitting advertising in the commercial version of the software while the open source software is
containing advertising.

e By providing better service level agreements, more storage space or other features for a higher service
fee. This case applies for open source software in a hosted or on demand delivery model.

But even without the extra value a customer might decide against an open source and in favor of commercial
open source. This is the case, if e.g. a customer needs customized license terms, runs open source in a mission-
critical environment and thus needs service level agreements in support or if he needs maintenance provided in a
different way than via the open source community. In many business contexts it makes also sense to have liabil-
ity and warranty provisions from a supplier when using open source. In most of the existing open source licenses
there is exclusion of any warranty or liability [3]. This is another reason why companies might choose commer-
cial open source over community open source.

3.2 Value of commercial open source software and communities for software vendors

Knowing about the availability of open source software and open source business models, the question arises,
how value is generated for software vendors not only by leveraging the “free” open source software, but also by
leveraging the open source community.

3.2.1  Leveraging the open source community for commercial purposes

Besides providing open source software to customers, software companies can leverage open source and the
open source community for their business in the following ways [6]:

e Leverage the open source community as supplier, as development resource, sales, maintenance or sup-
port resource.

e Leveraging the open source community as product owner, maintainer and supporter and

e Leveraging the open source community as sales channel.
To create a commercial open source business model, software companies choose one or several of these lev-
ers. This is why there is no single open source business model out there. Let us look closer at the different ad-
vantages of a commercial open source model.

3.2.2 Leverage the open source community as a supplier

Software vendors often use the open source community as a supplier of software. Almost any commercial
software on the market contains components that are under an open source license or the solutions use open
source software as a runtime environment. The main reasons to use open source “as supplied material” are quali-
ty and cost advantages. Quality advantages have been shown by several studies in the following way: open
source software with a community of significant size has a higher quality than similar commercial software.

Regarding cost advantages: If the community is inventing the software, it carries the cost of development.
There is no sunk cost for a company to develop the software.

So for the software vendor, open source comes for free and provides a significant cost advantage compared to
programming a similar, proprietary functionality from scratch. The software vendor might also include and ship
the open source software with its solutions. As mentioned before, there is no license fee paid from the software
vendor to the open source community. As every open source software comes with license terms, the software
vendor has to conform to the license terms of the open source software used [17].

If the software vendor ships the open source software, the software vendor is responsible for support and
maintenance of the software shipped, which includes the open source software. So the software vendor has to
make sure he is able to maintain and support the open source software.

Since compliance with the license terms of open source software used is important, help for doing that is
available. One company specialized on analyzing open source usage and on analyzing the attached license terms
is Black Duck Software [18]. They offer a tool that automatically analyses the source code and determines the
open source software used. Then you can determine if you can comply with the license terms and if you want to
continue to use the open source software.
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3.2.3 Leveraging the open source community as product owner, maintainer and supporter

The software vendor might decide to donate the source code to the community and let the community drive
the product innovation as well as maintenance activities. By doing that, the software vendor further lowers its
cost to develop and maintain software.

Commercial software vendors might have different reasons for donating software to the open source commu-
nity, e.g.:

e To create visibility of a software company’s expertise. This is especially interesting for small compa-
nies to gain visibility and reputation within a larger community of subject matter experts.

e To get rid of the cost for product development, maintenance and support if a product is in the late stag-
es of the product lifecycle or if the product is commaoditized or did not create enough revenue.

But how do you make the community owner of a product? You donate proprietary software to the community
and make it open source. The following picture shows the flow of products. From this point in time, you lose
some control over the product and trade this for the cost saved and the innovation speed of the product.

At the same time, if the community is big enough and active, the quality of the software increases. There is al-
s0 a good chance that the community, due to its heterogeneity, is a better breeding ground for evolutionary inno-
vation of the product.

3.2.4 Leveraging the community as sales channel

Software vendors might leverage the community to endorse products via viral marketing. It works like this:
community members like the software and endorse its use (at companies). The companies can choose between
the open source and the commercial license of the software. If it chooses the commercial license, it will be pro-
vided by the software vendor.

Depending on the open source license chosen, the software vendor can force customers into a commercial li-
cense for commercial use. This is the case for open source licenses, which do not allow commercial use of the
software under the open source license. Another case is the customer wanting to do proprietary changes on the
software and keep the ownership of the software, which conflicts with copyleft licenses. Copyleft licenses en-
force that all versions, including modified and extended versions, are available for free to the community.

4. Summary and outlook

Here it was shown that open source software is used by commercial software vendors, how open source soft-
ware creates value for the vendors and customers. Based on a modeling concept for business models it was
shown that hybrid business models are used and that these business models can be combined to create different
hybrid business models of commercial open source companies. In addition, an overview was given, how com-
mercial open source companies leverage open source software and open source communities for their purposes.

Goal of this paper is to find and describe the criteria to be used to describe commercial open source business
models. Several proposed criteria were presented: the business models in use, the way the commercial company
leverages licensing strategies and the way the company leverages open source communities for its commercial
purposes. Further research will focus on the hypothesis that the set of possible open source business models is
the Cartesian product over the sets of combinations of business models, the set of multilicense and multiproduct
strategies and the set of ways to leverage the open source community.

The evolution of open source business and commercial open source business is still underway. We will see in
the future, which new hybrid business models will be created, just like the ones we recently saw emerging in
open source on demand applications or open source software in cloud environments.
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