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 CHAPTER 1 – INTRODUCTION 

1.1 Background 

Free and Open Source Software (FOSS) has become very popular among many users 

during the past few years. The birth of FOSS is believed to be running way back in time 

to the 1960s. From that period onwards, FOSS was brought out in many forms into the 

world of software. There are certain difference between free software and open source 

software. Generally Open Source refers to software that is released with source code 

under a license which ensures that derived work from the original will also be available 

as source code. Also it is known, that it protects certain rights of the original authors 

while preventing restrictions on how the software can be used and who can use it (Woods 

2005). Even though the world is revolved more around proprietary software lately, it is 

said that at the beginning there was only free software. Use of proprietary software was 

introduced many years later.  Only recently the world has considered free software as an 

option again (Jesus 2000). 

Weerawarana and Weerathunga (2004, p. 11) states that the concept of open source is 

said to be a notion of community development. In OSS development, users will come up 

with a piece of code to solve a particular problem. After some time this piece of code will 

be put into a public place, so that the other users can download and play with it. 

Generally this code will be published under one of many popular open source licenses 

that are available, so that the derivative work also remains open source. Through sharing 

ideas, playing with each others code and trial and error, this piece of code will get better 

and better. At some point in time, the software might become saturated, popular, obscure 

or fade away (Woods 2005). 

When there are many open source software products available, which can be used as 

alternatives for proprietary software still many users opt proprietary software. The reason 

probably would be, that people have been using proprietary software for so long and are 

very comfortable using them and therefore hesitate to switch to open source software as 

an alternative. They would probably recommend proprietary software to others as well.  
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The number of open source companies that exists in the world have increased rapidly 

during the past decade. There are more than five hundred open source companies in the 

world currently and they are involved in developing open source software products such 

as enterprise content management systems, business critical management systems, 

monitoring frameworks, database related software, mobile software, systems software, 

wireless services and data management services. Some of these companies are doing well 

in the open source world while some are not. Companies such as Eclipse, Jboss, Sun 

Microsystems, Mozilla, Mysql, RedHat are quite popular among anyone in the software 

development industry and the software that these companies develop are being used 

widely around the world.  

Open source software companies are generally formed by funds provided by different 

interested parties. Before investing large sums of money on such a business, they would 

do a background study on the company they are planning to invest on. They would 

probably do a study to see whether they would gain benefits by investing on such a 

company, whether the company will have a potential of becoming popular company in 

the future, whether they would be acquired by large players in the industry, etc. In such 

situations, it is important to concentrate on information such as the revenue earned, 

download rate of products, acquisitions, mergers etc. For people who are planning to 

invest on such companies, it would be ideal if a model exists with ideal characteristics, 

that would bring best benefits to an open source company. Through my research study, I 

would be introducing several matrices, that would provide proper guidelines for investors 

and other interested parties when investing on open source companies.   

The output of the research will be to identify whether there are any relationships between 

the open source business models and revenue models, that affects the revenue generation 

of OSS companies. The study would try to identify what type of business models and 

revenue models influences the success of OSS companies and therefore such a finding 

would be ideal for investors who are planning to invest on OSS companies in the future. 

For the research study, nearly hundred and thirty companies were selected and the 

information on above mentioned are collected to analyze the data. 
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1.2 Problem statement 

When people think of investing on a certain business, they look at different aspects. They 

would never throw away money on a business without having a clear idea of what they 

are actually expecting from the business that they have invested on. It is a belief that OSS 

companies are known to be risky companies to invest money on. Many OSS companies 

are believed not to last for more than five years due to their state of behavior. Many 

research studies have been done to figure out what open source business models, what 

licensing models that they follow and what type of revenue models they have adopted. 

These information are important for investors but on the other hand, by browsing through 

the internet and digging into some online company information anyone can get a hold of 

such information easily. On the other hand investors are always seeking for the best OSS 

companies that have the potential of generating a high revenue, to spend their money on, 

without investing on any other company than on a company that they think would 

perform well in the future.  

Currently no such information on OSS companies are available in the world. If a person 

wants to find out what type of an exit plan can be expected from an OSS company which 

follows a specific business model or a revenue model, such information are not readily 

available. Additionally people who are planning to invest huge amounts of money on 

such companies would like to find out things such as, what type of a revenue model 

should be followed when different type of products are being developed, what type of a 

business model should be adopted depending on the customer base that the company 

serves, etc. Most of all, what investors are interested in is, to find out what factors i.e. 

type of business model, type of revenue models, type of applications developed or type of 

technology used, would support higher revenue generation. Therefore, coming up with  

such information would be beneficial for many interested parties. Therefore, the problem 

statement could be described as follows.  

What are the best combinations of success factors that a company should follow in order 

to earn higher revenue? 
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1.3 Research objectives 

The main objective of this research is to analyze the relationship between open source 

business models and revenue models on revenue generation. For any person who is 

planning to invest on an organization would know what his expectations are at the initial 

stage. Before investing, they would have already defined their exit plan; whether they are 

hoping to be bought over by a large company, whether to be the most popular open 

source company, earn a high revenue, etc. In order to satisfy this, the investors should 

know what type of characteristics these companies should govern. 

 

The objectives the research are,  

1. Analyze the existing open source companies in the world, see what business 

models and revenue models that they follow along with the type of applications 

that they develop within the companies.  

2. Identify the impact of these identified revenue models, applications developed 

(identified in the first objective stated above) and business models on the 

company revenue.  

3. Develop a framework as a model for investors to focus on based on the business 

models, revenue models and applications developed. Therefore any person can 

look into this model, see under which category their company falls into and see 

which business model that they should follow, what type of a revenue model they 

should adopt or what type of application they should follow in order to achieve 

their expected exit plan/ earn a higher revenue. The model will act as a framework 

for investors who are planning to invest on open source companies. Therefore the 

research study would benefit many people in different ways. 
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1.4 Scope of the research 

Initially the idea was to study the OSS companies within Sri Lanka and therefore the 

scope was to be limited to a few Sri Lankan companies. While searching for OSS 

companies within Sri Lanka it was found out that there are only a few companies and the 

sample size was not adequate for the research study. Therefore it was decided to select 

OSS companies that are around the globe. When considering the characteristics of OSS 

companies that will be analyzed, there are many number of characteristics that can be 

considered. They are, the business model followed, the revenue model followed, type of 

application developed, exit plans, number of employees, type of service provided, type of 

customers served, number of years in business, yearly revenue, technologies used, 

product marketing strategy and etc. More information on selecting samples will be 

detailed in Chapter 3.  

Even though there are many variables to be analyzed, within the given time frame it is 

quite hard to analyze all these aspects. Therefore a specific set of parameters are selected 

for the study. In addition, collecting information on all these aspects was not possible 

within the allocated time frame for the research study. Furthermore the number of 

variables selected was limited with the intention of reducing the complexity as well. 

More on this will be detailed in Chapter 2.  
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1.5 Main findings 

The significance of the research was to identify what factors  influence the revenue 

generation of open source companies. This is to help investors to figure out what type of 

open source companies they should invest on for a higher return. Furthermore the output 

of this research study would benefit people within the existing open source companies to 

figure out whether they are on the right track. Through a preliminary literature review 

done, it was found out that there are different type of characteristics of open source 

companies. Some of them are, the location where the company is based at, the customer 

base, number of years in business, technology used and etc. Through this research a few 

widely used open source business models, a few types of revenue models and different 

types of applications developed will be considered.  

By analyzing the nearly hundred open source companies, it was found out that there are 

nearly ten open source business models being followed. Few of them are namely, Pure 

Open Source model, Split OSS/commercial products model, Twin licensing and 

Badgeware. In addition there are about five main revenue models that are quite popular 

among the open source community. They are Licensing, Distribution and Service model, 

Dual product model, Web based advertising model, Installation / Training / Support / 

Consulting (ITSC), Subscription and Selection (Daffara 2007). On the other hand when 

looking at the applications that are being developed there are more than twenty five types 

of different applications that are being developed by open source companies.  

By looking at the information gathered on characteristics of the open source companies it 

was understood that the characteristics such as number of employees, technology used, 

location of the offices, number of years in business, exit plans does not have a huge 

impact on the revenue generation. Mainly the business/license model, revenue model and 

applications developed are the factors that seem to have an impact on the licensing and 

the company. 
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1.6 Guide to the report 

This section of the report discusses the structure of the report. The report consists of five 

chapters. The first chapter gives an introduction to the research. It provides detailed 

descriptions of the research background, problem statement, research objective, scope of 

the research and main findings. The second chapter provides literature on the areas of 

concern of the research study. The chapter will be used as a guidance for the reader to get 

an idea about what OSS are and also about their architecture/characteristics. Further the 

literature will educate the reader more about open source business models, exit plans, 

applications that are developed by open source companies and many other important 

characters of OSS companies. 

The methodology of the research is described in the third chapter. It will clearly describe 

the way how parameters are derived and how they will be used to build up each model. 

The fourth chapter will explain on the analysis of data that was collected during the 

research process. The data collected will be categorized and many models will be created 

to find out whether there are relationships between these identified characteristics of open 

source companies. 

The last chapter will bring about the findings of the research referring to the objectives 

defined in the first chapter. Also it will describe the models that were developed using the 

characteristics of OSS companies and recommendations will be provided to the interested 

parties who would want to invest on such companies. Furthermore, it will describe any 

other extensions that could be done for this research. 
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1.7 Summary 

This chapter provides the reader descriptive information about what the research study is 

all about and how the reader is planning to begin the research study. The chapter puts a 

base to the research study by giving a background to open source software. Then by 

introducing the problem statement it gives and idea to the reader about the actual 

problem. As the next step the research objectives are defined which works as a guide for 

the research study. The chapter describes clearly about the scope and the findings quite 

clearly and as the final step, a sketch of the report is generated giving the reader and 

overall idea of the structure of the report.  

  


