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Sample White Paper on Bitcoin 

Bitcoin Definition 

What is bitcoin? Bitcoin is a digital asset and a payment system invented by Satoshi 

Nakamoto. Transactions are verified by network nodes through cryptography and recorded in a 

public dispersed ledger called a blockchain. Bitcoin is unique in that there are a finite number of 

them: 21 million. Bitcoins are created as a reward for a process known as mining. They can be 

exchanged for other currencies, products, and services. As of February 2015, over 100,000 

merchants and vendors accepted bitcoin as payment. 

How Bitcoin works 

Bitcoin transactions are sent from and to electronic bitcoin wallets, they are broadcasted 

on a peer-to-peer network. Miners validate transactions and add them to the block chain. In order 

to have an incentive to maintain the network and validate transactions, miners are rewarded with 

transaction fees and newly created bitcoins. 

What is a block chain? 

A block chain is a public ledger of all Bitcoin transactions. It is constantly growing as 

"completed" blocks are added to it with a new set of recordings. Each block contains a 

cryptographic hash of the previous block, a timestamp, and transaction data. Bitcoin nodes use 

the block chain to differentiate legitimate Bitcoin transactions from attempts to re-spend coins 

that have already been spent elsewhere. 

Why do people trust Bitcoin? 
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Bitcoin has been around since 2009 and has been operating without any major security issues. 

Bitcoins are held in digital wallets that are encrypted with a password. If someone loses their 

bitcoin wallet, they lose their bitcoins. Bitcoin is also a finite resource with a total of 21 million 

bitcoins that will ever be created. This makes it more scarce than gold, for example. 

Who controls the Bitcoin network? 

The Bitcoin network is decentralized. No one controls it. Bitcoins are transferred directly 

from person to person via the peer-to-peer network. This means that there is no third party such 

as a bank or government involved in transactions. This also means that there is no way to reverse 

a transaction. 

What are the benefits of using Bitcoin? 

Bitcoin transactions are fast and cheap. They can be sent anywhere in the world within 

minutes and at very low cost. Bitcoin is also secure and difficult to hack. As the network is 

decentralized, it is very difficult to shut down. Bitcoin is also a finite resource with a fixed 

number of bitcoins that will ever be created, making it more scarce than gold. Lastly, as there is 

no third party involved in transactions, there are no fees associated with using Bitcoin. 

Risks of Using Bitcoin 

Bitcoin is still a new technology and has not been tested in the same way as traditional 

currencies. As such, there is always the risk of losing your money if you do not take proper 

precautions. Bitcoin is also an anonymous currency and can be used for illegal activities such as 

drug trafficking and money laundering. Lastly, as the network is decentralized, it is possible for a 

group miners to control the majority of the network and earn more than their fair share of mining 

rewards. 

How can Bitcoin be misused? 
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As Bitcoin is a decentralized currency and transactions cannot be reversed, it is possible 

for criminals to use bitcoins to make purchases for illegal goods such as drugs or weapons. 

Bitcoins can also be used in money laundering schemes where they are moved from account to 

account across multiple borders in order to cover up the trail. Lastly, Bitcoin makes it very easy 

to transfer large amounts of money without being detected by authorities which could facilitate 

tax evasion schemes among other things. 

What are Bitcoin's weaknesses? 

Bitcoin has many weaknesses that have led experts in the financial sector including The 

Federal Reserve Bank of St Louis to say that Bitcoin "Shows what happens when you have a 

weak currency." This is because the value of Bitcoin has been highly volatile since its creation. It 

can be seen above that there have been significant price swings between 2011 and 2013. This 

makes it difficult to predict how much money you might have in the future or what your money 

will buy. 

What are the potential applications of Bitcoin technology? 

The use of block chain technology outside of financial transactions could allow 

organizations to protect intellectual property while making sure all parties involved in sharing 

files are properly compensated. Since no third party is required, this system would cut out 

unnecessary middlemen who take a share of profits from every transaction, leading to more 

efficient distribution systems for things like business software subscriptions, music downloads, 

research data sharing, etc. 

What are the implications of Bitcoin for the global economy? 

Bitcoin is still a new technology and has not been tested in the same way as traditional 

currencies. As such, there are always the risks of losing your money if you do not take proper 
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precautions. Bitcoin is also an anonymous currency and can be used for illegal activities such as 

drug trafficking and money laundering. Lastly, Bitcoin makes it very easy to transfer large 

amounts of money without being detected by authorities which could facilitate tax evasion 

schemes among other things. 

Conclusion 

In conclusion, Bitcoin is a new technology that has been growing in popularity since its 

creation in 2009. It is always risky to invest time and money into new technologies as they are 

not tested as extensively as more traditional currencies such as U.S dollars. There are many 

benefits of using bitcoin including low fees, security and fast transactions. However, there are 

also risks associated with using the currency including price volatility and potential for use by 

criminals or terrorists who want to move large sums of money undetected. 
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