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Chances are you have heard the term “Blockchain” recently, but do not have a clue as to what it 
means. If you invest a few minutes of your time to read this article, I am confident that you will 
walk away armed with enough knowledge to have well informed discussions with others about 
blockchain technology and its potential impact on commerce. 

The very first question most people ask about blockchain is “What is it?” I like to reply with the 
answer “The digitization of trust and truth.” As you might imagine, that generates a number of 
new questions and typically some awkward facial expressions.  Please read on and I will explain. 

Let us start with a discussion of centralized versus distributed systems. The best example I can 
think of to compare and contrast them is printers and scanners. Think about your office for a 
minute. Do you have one central printer / scanner device that is the primary “go to” resource 
for your office? Or do you have a more distributed model whereby multiple printers and 
scanners are distributed throughout the office? If you rely on a central device your office is 
vulnerable to a malfunction or theft of the unit. That would really cripple your operations until 
you are able to repair or replace it. On the other hand, if you have a distributed collection of 
printers / scanners, your risk is significantly minimized. What is the likelihood that all of them 
will malfunction or be stolen at the same time? It is possible, but highly improbable. Take that 
example and apply it to server infrastructure and transaction ledgers and you begin to see the 
foundation of blockchain technology. 

Now let us consider the concept of distributed transaction ledgers. I realize that as an 
accountant reading this article your mind’s eye goes immediately to the traditional general 
ledger. And that is all well and good. However, broaden your imagination to include a ledger of 
transactions related to your medical history, or the service and sales of an automobile, e.g. 
Carfax. Perhaps the ledger is a record of the entire life cycle of an Orange grown in Florida and 
purchased and consumed in Michigan. Whatever example you focus on, consider for the 
moment that there is only one single ledger that has a record of all the transactions related to 
the subject matter at hand. What happens if that ledger is lost, destroyed, or fraudulently 
altered? Suddenly, your source of truth for that information becomes nonexistent or highly 
suspect.  

Imagine if the ledger was replicated and distributed to many different individuals throughout 
the world. And they were always kept in sync. Oh, and by the way, you could personally view 
and audit any copy of this ledger anywhere at any time via the internet. That is the essence of 
blockchain technology. Transactions are recorded, validated and posted to a multitude of 
ledgers that are stored around the world. If I have only one ledger I am completely dependent 
on the honesty and integrity of the person or entity responsible for managing that ledger. On 



the other hand, if I have 2,000,000 copies of the exact same ledger stored on a distributed 
network of computers around the world and these ledgers are all identical, I have an extremely 
high level of confidence that the ledger is a legitimate record of all transactions. Hence, we 
have the establishment of truth through consensus. Which in turn establishes trust. I hope you 
are beginning to get a grasp of the concept of blockchain technology. 

 

How it Works 

Let us transition now to a discussion of how the technology works. The challenge here is to go 
deep enough into the technology so that you understand the process of reporting, validating 
and recording a transaction, without getting lost in the bowels of the technology and 
mathematical calculations that are the core of blockchain 

 

 

The Blockchain Network 

 

The core technology of blockchain is based on a peer to peer network made up of an 
abundance of computers, referred to as “nodes” that are connected via the internet. There is 
no limit to the number of nodes, the more the merrier and anyone can participate by adding 
their own node(s.) The nodes are running “open source” software that provides the basis for 
validating and permanently recording transactions.  Open source means that the software is 
freely available for anyone to use and is completely transparent.  The software is used to 
perform complex computations to solve what are essentially math problems. This is all based 



on a white paper produced by an anonymous individual or group that goes by the pseudonym 
Satoshi Nakamoto. Click here to download a copy of the whitepaper. Be forewarned, it gets 
technical very quickly. 

This is a basic outline of the sequence of events in the blockchain network. 

1. Multiple computers connect to the internet and run the blockchain open source 
software. These are referred to as nodes. 

2. A participant in the Blockchain records a transaction from a local application called a 
wallet. For example, Alice wants to pay Bob $500 in Bitcoins. 

3.  The transaction is broadcast across the blockchain network. Initially, this is referred to 
as an “un-validated” transaction. 

4. The transaction data is encrypted and is associated with an individual only by a complex 
set of keys, one public and one private. The keys are made up a combination of letters 
and numbers. The private key is known only to its owner. This provides both anonymity 
and security. 

5. The nodes on the network are running the blockchain software that allows them to 
serve as “miners.” The miners continuously monitor the blockchain network activity to 
identify transactions that have been broadcast.  

6. All the miners instantly compete to try and validate the transaction by solving complex 
algorithms. The first miner to solve the calculation has “validated” the transaction.  This 
is called a proof-of-work. 

7. The minor who solves the calculation receives a reward, eg. Bitcoin. 

8. Once validated, a block of transactions is broadcast to the rest of the network. 

9. All the other miners immediately cease trying to validate that block since it is already 
validated. 

10. The nodes all accept the validated transaction block and post it to the ledger of all of the 
previously validated blocks. This ledger of linked transaction blocks is called the 
“blockchain.” 

11. At this point every node has a complete copy of the blockchain ledger of transactions. 
Any attempt to alter the contents of one ledger will result in an invalid proof-of-work for 
that node’s ledger. Therefore, that copy of the ledger is essentially invalidated and 
removed from the network. 

12. The result is multiple copies (thousands or millions) of the exact same ledger of 
validated transactions that are accessible to anyone on the network. This is what 
establishes “truth through consensus.” 

That is my attempt to explain how blockchain technology works without having to explain the 
hashing, algorithms, cryptography, etc. Unless you are compelled to understand the inner 



workings of blockchain technology, I recommend that you focus on the concepts and how they 
can apply to various applications. 

The Role of Bitcoin 

Many people legitimately confuse Bitcoin with blockchain. Bitcoin is a crypto currency that is 
the first application built on blockchain technology that has had widespread acceptance. The 
use and impact of Bitcoin is a topic for another article. Make no mistake, Bitcoin is the 
application that put blockchain technology on the map. What has happened since the advent of 
Bitcoin is the discovery of a multitude of ways in which blockchain technology can be used for 
commerce.  

Impact on Commerce 

What is the likely impact of blockchain technology on commerce? The more research I have 
completed, the more I realize that the potential application for this technology is virtually 
unlimited. Think of any type of transaction that requires a third-party to facilitate and validate 
the transaction. Here are a few examples. 

 Making a payment through PayPal, a bank, Venmo, etc. 
 Conducting a title search on property 
 Tracking an individual’s credit history 
 Tracking service and repair history on automobiles, heavy equipment, etc. 
 Tracking an individual’s employment and education history 
 Tracking an individual’s medical history 

I hope this article has provided you with enough information to begin to understand what 
blockchain technology is all about and the potential it has to be applied throughout all aspects 
of commerce. My recommendation is that you keep your ear to the ground to continue 
developing your understanding of this technology. If you would like to learn more, consider 
attending the CFO Series – Keeping Up with Technology on September 12th in Beaverton. 
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