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Block Chain and Corporate Governance Part 1 

Introduction 

Blockchain is the biggest buzzword across the globe and stands out as a disruptive technology as 
well. As per the latest study done in June 2018 by Organisation for Economic Co-operation and 
Development (OECD) it is interesting to note that better Corporate Governance is possible with the 
help of Blockchain. 

Blockchain is one of the biggest buzzwords in technology right now. But what is it? And why all are 
talking about it?  

The first major application of blockchain technology was when Bitcoin was released in 2009. Bitcoin 
is a cryptocurrency and the blockchain is the underlying technology.  

A cryptocurrency refers to a digital coin that runs on a blockchain. Bitcoin is the brainchild of a 
mysterious person known as Satoshi Nakamoto. Nobody knows the identity of Nakamoto, but the 
vision was laid out in a 2009 whitepaper called “Bitcoin: A Peer-to-Peer Electronic Cash System.” 

1. What is Block Chain? 

Understanding how the blockchain works with bitcoin will allow us to see how the technology can be 
transferred to many other real-world uses. The blockchain behind a bitcoin is a public ledger of every 
transaction that has taken place. It cannot be tampered with or changed retrospectively. Supporters 
of the technology say this makes bitcoin transactions secure and safer than the current systems 
prevailing. 

2. Few facts about Bitcoin 
 

 It is not issued by any Central Authority and there is a limit of 21 Million only. It has often been 
used to buy illicit products in the darknet. While traditional currencies are issued by central 
banks, bitcoin has no central authority. Instead, the bitcoin - blockchain is maintained by a 
network of people known as miners.  
 

 These “miners,” sometimes called “nodes” on the network, are people running purpose-built 
computers that are actually competing to solve complex mathematical problems in order to 
make a transaction go through. For example, say lots of people are making bitcoin transactions. 
Each transaction originates from a wallet which has a “private key.” This is a digital signature 
and provides mathematical proof that the transaction has come from the owner of the wallet. 

 

 Lots of transactions are taking place across the world. These individual transactions are grouped 
together into a block, organized by strict cryptographic rules. The block is sent out to the bitcoin 
network, which are made up of people running high-powered computers. These computers 
compete to validate the transactions by trying to solve complex mathematical puzzles. The 
winner receives an award in bitcoin. This validated block is then added onto previous blocks 
creating a chain of blocks called a blockchain. 
 

3. Blockchain as a Transformative Technology 
 

 Blockchain stands out as a disruptive technology with the potential to transform the foundations 
of our societal and economic systems. Blockchain technology is the most transformative 
technology since the creation of the World Wide Web. 
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 The 2008 financial crisis left us a population distrustful of centralized financial firms and markets, 
and also showed the danger of hiding financial ledgers from public scrutiny.  

 

 Today, the world is much exposed to data breaches, hacking and fraudulent use of private 
information, imperfect financial institutions, and unnecessarily high costs of intermediation. It is 
claimed by some that the popularity of bitcoin was partly a people’s response to these problems. 
 

4. Blockchain – Combination of Technologies 
 

 Blockchain is a combination of three basic technologies: Cryptography, Smart Contracts, and 
Distributed Ledger Design. These are all independent technologies and they can be used 
independently in stand-alone applications, or jointly with the others. 
 

 A blockchain network can be in one of two formats namely Public and Private. 

Public (“permission-less”) blockchain: There is no one owner / operator and anyone is able to 
enter and exit freely. Everyone on a ledger has access to the same copy of the ledger and hence 
there are as many identical copies of a ledger as the number users. (Bitcoin is a typical example 
of a public blockchain.) 

Private (“permissioned”) blockchain: There are one or multiple owners / operators, who supply 
access interface to permissioned users. Only permissioned users hold a copy of a given ledger. 
Financial institutions seem to prefer this type of setup (two examples are RippleNet and 
NASDAQ LINQ). 

 Blockchain allows for secure transactions and ownership transfers in a P2P model without a 
trusted intermediary. Using private / public key cryptography and hash algorithms:  

a. Access to data (who can do what with the ledger) and data in the ledger (who did what and 
when) are both encrypted,  

b. Hence, data is “immutable” and no one can tamper with historical records. 

It is the initiation of transactions with tokens and, as such, tokenization can also be viewed as a 
type of smart contract. 

5. What is Smart Contract ? 

A smart contract is basically a software program to execute certain tasks if certain conditions are 
met. The program code comprises the initiation, verification, execution and enforcement of the 
terms and conditions of a contract between two or multiple parties. The code itself and all of its 
executions in chronological order are recorded in the blockchain using the same consensus and 
security mechanisms as other transactions.  

In theory, if a code of law or any regulation can be embedded as a smart contract in a blockchain, 
then breaking the law is tantamount to breaking the code. In other words, the only way to infringe 
the law is to “crack” the computer code.  

This is potentially a very powerful tool not only to automate contractual transactions but also to 
automate legal supervision and enforcement. After the popular term FinTech, new terms like 
RegTech (Regulatory Technology) and LegTech (Legal Technology) have entered our vocabulary. 
Examples of using smart contracts on a blockchain are applications developed on Ethereum and 
Codius on public blockchains, and HyperLedger on private blockchains. 
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Blockchain models are being developed and tested in many different sectors such as government 
(property registry, voting, digital identity etc.), media, healthcare, agriculture, manufacturing, 
supply chain management, energy and finance. In 2018, NASDAQ and NYSE issued ETF’s of 
blockchain technology companies. 

6. What is ICO ? 

We have many times heard of the word IPO, now we need to understand what does ICO mean? 
Initial coin offering (ICO) is a new model of public offering, where the initial offer price is either in a 
cryptocurrency (mostly) or a traditional currency and where investors do not acquire any 
shareholder rights. Telegram has raised about $1.7b through its ICO this year in the US. 

Due to lack of regulation in most countries, ICO business seems to move in the few countries like 
Estonia where regulation is more supportive and rules of compliance are easier. 

 ________________________________________________________________________________ 

 Guruprasad. V ACA, ACMA, ACS, CMA (USA), MIPA (AUS), AFA (UK) - Vice-Chairman of the 
Bangalore Chapter of Institute of Management Accountants, USA. 

This article is adapted from the OECD (Organisation for Economic Co-operation and Development) 
study on Blockchain and Corporate Governance. 

 


