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Executive summary 

The Insurance industry is a fast-growing market. Few new products have been developed                         

over the last 50 years and there has been a lack of will to develop in a too conservative                                     

environment. The introduction of direct dealing with insurers rather than intermediaries                     

threatened the markets and enforced an element of change. Since then we have seen more                             

online quote and bind coverage but with high commission rates for brokers and ultimately                           

more cost for insurance clients. 

Further, paper submissions are still required in claims, with surveyors and loss assessors can                           

mean a tedious claim approval, resulting in long waiting times for claims payment. The                           

market still is more likely lose-game for insurance clients. 

Despite the above, a new Era is coming. Along with online banking and cryptocurrencies,                           

which already started changing the World, Socratus introduces itself as the replacement for                         

outdated insurance systems. Socratus is a complete insurance ecosystem, uniting all players                       

under indisputable win-win rules and turns the insurance market to fairplay: 

instant claim payments, friendly prices, transparent dealsͻ. 

Market snapshotê

— In 2016 the overall volume of insurance market reached ϫ3,7 trillion (5,7% of total global                             

economic output). 

— Allianz Research ͻ[1] suggests, that the global premium volume will rise to ϫ7 trillion in                             

2026, that means almost 100% growth from ϫ3,7 trillion in 2016. The main growth will be                               

driven by China and Asian countries. 

— Significant demand in the core target group of young adults. The next generation is the                             

largest population with a growing disposable income and higher customer experience                     

expectations. 

Challenges, problems, and needsê

— 71% of insurance customers are not satisfied with their current providers ͻ[2]ͻ. 

— 41% of all claimants are likely to stop business with current providers ͻ[3]ͻ. 

— A lot of time-consuming actions caused by insurers bureaucracy and dependence on                       

subjective employees decisions. 

— Unclear price policy, unreasonable prices give the feeling, that the customer overpays. 

Today’s Insurtech does not disrupt the market, it makes the value chain more time and                             

cost-effective. 65% of Insurtech work on distribution, just 10% work on claims settlement –                           

the real value of insurance ͻ[4]ͻ.ê

Solutionê

Socratus win-win insurance gives a win scenario for customers and win environment for                         

insurance companies and data/service providers. We create an insurance ecosystem with                     

instant claim payment, friendly prices, and transparent dealͻ:ê

— software platform for easy white labeled integration with existing insurance companies                     

and their partners/agents, 

— open insurance protocol on blockchain providing decentralisation, transparency, and                 

security for all participants, 

— fully transparent insurance company as a proof of concept and competition driver, 

— laboratory and incubator of innovative insurance products as a part of a platform. 

Missionê

Socratus changes the paradigm of the traditional insurance market. We create ͻôNative                      ê

insuranceõ, ͻthat ͻpredicts current risk and takes care of insurance by default. Claims areê ê                        

paid instantly. Clients feel the invisible presence and support of insurance protection.                       

Insurance companies get from Socratus technological infrastructure, data analytics and                   

insights, white label for their marketing activities and new products development.   
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Disclaimers 

The information set forth in this white paper may not be exhaustive and does not imply any                                 

elements of a contractual relationship. The content of this white paper, including website                         

www.socratus.io, is not binding for the Company and any of its affiliates and the Company                             

reserves the right to change, modify, add, or remove portions of this white paper for any                               

reason at any time before, during and after the SCR tokens sale by posting the amended                               

white paper on the website ͻsocratus.ioͻ. 

This white paper is a property of the Company Digital Socratus Limited and shall not be                               

reproduced, copied, transferred or otherwise distributed to any third party. This white paper                         

is designed for general informational purposes only, as a guide to certain of the conceptual                             

considerations associated with the narrow issues it addresses. 

This white paper does not constitute an investment, legal, tax, regulatory, financial,                       

accounting, or other advice, and this white paper is not intended to provide the sole basis for                                 

any evaluation of a transaction on acquiring of SCR tokens. Prior to acquiring SCR tokens, a                               

prospective purchaser should consult with his/her own legal, tax, accounting, and other                       

advisors to determine the potential benefits, burdens, and other consequences of such                       

transaction. 

Nothing in this white paper shall be deemed to constitute a prospectus of any sort or a                                 

solicitation for investment, nor does it in any way pertain to an offering or a solicitation of an                                   

offer to buy any securities in any jurisdiction. This document is not composed in accordance                             

with, and is not subject to, laws or regulations of any jurisdiction, which prohibit or in any                                 

manner restrict transactions in respect of, or with use of, digital tokens. 

SCR token is not a digital currency, security, commodity, or any other kind of financial                             

instrument and has not been registered under the Securities Act of 1933, the securities laws                             

of any state of the United States of America or the securities laws of any other country,                                 

including the securities laws of any jurisdiction in which a potential token holder is a                             

resident. 

SCR tokens are not being offered or distributed to, as well as can not be resold or otherwise                                   

alienated by their holders to, citizens of, natural and legal persons, having their habitual                           

residence, location or their seat of incorporation in the country or territory where                         

transactions with digital tokens are prohibited or in any manner restricted by applicable                         

laws or regulations. If such restricted person purchases SRC tokens, such restricted person                         

has done so on an unlawful, unauthorized and fraudulent basis and in this regard shall bear                               

negative consequences himself and shall indemnify and hold the Company and its affiliates                         

harmless in respect of the claims of any third parties itself, including state authorities,                           

related to such actions (omission) of the restricted person. 

The Company neither offers or distributes SCR tokens nor carries on a business (activity) in                             

any regulated activity in any countries and territories where transactions in respect of, or                           

with use of, digital tokens fall under the restrictive regulations or require from the Company                             

to be registered or licensed with any applicable governmental authorities. 

Each purchaser of SCR tokens is reminded that this white paper has been presented to                             

him/her on the basis that he/she is a person into whose attention the document may be                               

lawfully presented in accordance with the laws of the purchaser’s jurisdiction. It is the                           

responsibility of each potential purchaser of SCR tokens to determine if the purchaser can                           

legally purchase SCR tokens in the purchaser’s jurisdiction and whether the purchaser can                         

then resell the SCR tokens to another purchaser in any given jurisdiction. 

Certain statements, estimates and financial information contained in this white paper                     

constitute forward-looking statements or information. Such forward-looking statements or                 

information involve known and unknown risks and uncertainties which may cause actual                       
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events or results to differ materially from the estimates or the results implied or expressed in                               

such forward-looking statements or information. 

The Company shall reserve the right to refuse selling SCR tokens to anyone who does not                               

meet criteria necessary for their buying, as set out hereunder and by the applicable law. In                               

particular, the Company may refuse selling SCR tokens to those buyers who do not meet                             

eligibility criteria established by the Company from to time in its sole discretion. 

This English language white paper is the primary official source of information on the                           

Socratus project. The information contained herein may from time to time be translated into                           

other languages. In the event of any discrepancies between such translations, this official                         

English language document shall prevail. 
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Introduction 

What is win-win insurance 

Customers feel that they are wasting time and money, dealing with insurance and the                           

insurers behave like they do not wish to pay in the event of a loss. The focus should be on the                                         

consumer interests, win-win insurance rules axioms are: 

— instant claim payment, 

— fair and transparent dealing, 

— friendly prices. 

Insurance is upgraded to the next level through the use of new technologies and a qualitative                               

change of services. With new processes and technological application Insurance offers new                       

products not having existed before. Everyone can have the same access to new technologies                           

today. The winner will be the one, who is able to combine these tools in the right way. 

ê

Figure 1. Insurance industry vision and movement. 

 

Step-by-step in the right directionê

The first milestone is to create and validate the working capacity of new insurance products                             

with instant claim payment, transparent dealing and friendly prices. It will be delivered in                           

2018 with the first insurance company we connect to the platform Socratus. 

Simultaneously we establish new Socratus Insurance Company as the fully future-like                     

ecosystem participant to prove the efficiency of the new approach and the decentralised                         

platform. It will penetrate new customer segments and will allow any existing insurance                         

company to join the new win-win insurance ecosystem following the proven path. 

The reason for creating an insurance company is obvious: 

Existing traditional insurance players can not anticipate near instant claim payments today -                         

It gives us prosperity an opportunity to counter minimal resistance in markets sought by                           

Socratus Insurance company.  
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The same moment we invite traditional insurance players to join the platform and show                           

transparent examples and proof of concept because today instant claim payments largely go                         

in contradiction with existing traditional business models.  

At a glance, we’ll meet the future with the following steps: 

1) Establishing insurance platform  

2) Integrating other insurance companies to the platform. Will be first available on                       

European, Asian and Latin American markets. 

3) Establishing a licensed insurance company in Europe. 

4) Integrating regulators and reinsurance companies on a blockchain platform. 

Detailed steps are described in Roadmap section. 

The Future of Insurance starts nowê

Leveraging big data with machine learning on a user friendly platform enables us to                           

transform the insurtech industry into a paradigm of complete transparency, efficiency, and                       

personalization. It is attached at the background to any process and action which needs                           

insurance.  

“Native insurance” is insurance inscribed in the life cycle of a person. We develop                           

hyper-individual insurance products - the system has the ability to determine what kind of                           

insurance is needed. We make insurance as pleasant as the first morning cup of coffee or tea,                                 

and as natural as using a cell phone and the Internet.  

 

Ecosystem structure 

Ecosystem architectureê

Socratus builds sufficient insurance digital ecosystem.  

 

Figure 2. Socratus ecosystem.ê

The Platform is a set of services, technologies, and APIs. It provides comfortable softwareê                          

engineered interactions for ecosystem participants and easy partners integration for                   

white-label product distribution.  

The Protocol is a set of rules and has several levels of development. In the beginning, it isê                                  

an internal logic layer that describes the core ecosystem rules and APIs between insurance                           
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agents and companies with the main frame of the platform, which win-win insurance is                           

based on. 

Socratus insurance company ͻis the operating insurance company as the proof of conceptê ê ê                    

for the existing insurance market. 

 

Benefits for ecosystem participantsê

Ecosystem rules aim to bring assured conditions for each participant, that is why we                           

highlight personal benefits for each party. 

Insurance companies ͻand ͻintermediaries ͻcan be consciously connected to Socratusê     ê            

ecosystem. These parties gain the following benefits in the case of ecosystem adherence: 

— white label for marketing activities, 

— operational costs reduction, 

— new products without any cost for development, 

— a new source of revenue, 

— a ready technological infrastructure, 

— access to data analytics. 

Customers. Insurance companies and agents are still responsible for their own customer                       

management.   Consumers are able to get high-level Native insurance services: 

Rational: 

— instant claim payments without paperwork and time consuming actions, 

— clear and friendly prices, as the ecosystem operates lower transactional expenses, 

— multiple and user-friendly interfaces for communication, 

— fair and transparent-dealing without any small print and hidden conditions, always                     

aware of what one has paid for, 

— free time for other more important things. 

Emotional: 

— invisible presence of insurance company since the moment of buying policy, 

— feeling covered and relaxed if an insured accident occurs, 

— predictability and overall less stress in a life. 

Service providers & data sources ͻdeliver secure data and relevant services for ecosystemê ê ê ê ê                

operating. Participating within existing abilities new automated source of revenue and loyal                       

consumers can rest assured whilst bringing on new opportunities. Both service and data                         

provider gain following benefits by collaborating with Socratus ecosystem: 

— additional revenue source, 

— increasing the value of the provider’s product. 

Synergy of technologiesê

The Socratus ecosystem combines multiple technologies for better performance. Each layer                     

has its own priorities and core functions. Common criteria for choosing the technology for the                             

ecosystem are: 

1) Maturity and high development level of technologies approved by the community and                       

stable projects, 

2) The cost of transaction fees, 

3) The execution time of operations. 

Proof of concept is likely to be established on the Ethereum network. In case a more                               

appropriate environment appears on the horizon, corresponding tests will be carried and                       
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platform relocation can be carried out if needed. Specialized insurance blockchain can be                         

developed after all necessary tests and researches are held for the best insurance ecosystem                           

performance. 

Global insurance market outlook 

Today the insurance industry faces digital-driven and consumer-led changes. Insurtech is                     

still trying to revolutionise the market. But during 2017, disruption of the existing value                           

chain evolved towards an efficiency-driven search for incremental innovation began to evolve.                       

Less than 10% of Insurtech investments to date have flowed into startups targeting full scale                             

value chain disruption. 

According to Accenture Report 2016, 71% ͻ[2] of insurance customers are not satisfied with                           

their current providers : 

— A lot of time-consuming actions caused by insurers bureaucracy, 

— Dependency on subjective employees decisions, 

— Unclear price policy, unreasonable prices,  it feels like you overpay anyway, 

— Unpleasant experience: lack of communication, only 1-2 times a year, including negative                       

communication in case of an accident, 

— Complicated user path, even digital, 

— Lack of personalized approach. 

During the past 5 years, global P&C insurance market demonstrated average premium                       

growth pace roughly in line with nominal GDP. For this period motor insurance remained                           

one of the major growth sources, both in the developed and developing countries. In emerging                             

economies this growth was impacted by increased engine utilization, while in mature                       

markets it has been declining relative to nominal GDP growth mainly due to decreasing                           

inflation expectations. Insurance premiums globally were falling primarily due to lower                     

accident frequency. 

We expect the global insurance market capitalisation (based on the market value of public                           

insurance companies) to grow at an average rate of 4-5% by 2022. The expected global                             

insurance market growth rate in developed economies is likely to remain subdued over the                           

next five years due primarily to limited improvement in macroeconomic conditions and                       

relatively low short-term interest rates. We expect the average premium growth rate in                         

emerging economies to be near 8-10% over next 5 years.  

We expect the investment income over all American operations to increase substantially by                         

2022, due to Federal Reserves’ plans to raise federal funds rate, while we expect in Europe                               

relatively low-interest rates will remain at least till 2020. Due to this fact in Europe                             

insurance companies are putting more emphasis on underwriting discipline, decreasing                   

underwriting costs and increasing up sale ratio. ROE for the developing markets is higher                           

primarily cause of higher technical profitability.  

As for the 5 years, preceding 2017, average total underwriting profit of the global non-life                             

insurance market was positive with a combined ratio lower than 100% in most countries, we                             

expect this trend to remain stable for the next 5 years. As the OECD confirms insurance                               

companies “in many countries have scope to further improve underwriting profitability                     

through better controls on operating expenses”. We view this as an essential possibility to                           

fulfill this target with the use of Socratus’ platform.  

However, due to improved global growth outlook, we expect the European market to                         

demonstrate revival of demand for non-life insurance products, with keen demand for motor                         

insurance and cyber security insurance, e-commerce and property insurance.  

Motor insurance remains one of the primer growth factors for the European insurance                         

market, for example in such countries like Italy, Ireland, Iceland, Lithuania. The growth of                           

gross non-life premiums in Baltic region was driven by growth in motor vehicle liability.                           
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Based on the OECD economic research average penetration rate for the European insurance                         

companies during previous 5 years was below 5%, suggesting significant scope for further                         

expansion.  

We expect high-levels of premium growth, in the non-life market, could be observed in                           

countries where insurance penetration is relatively low, for example, in countries with this                         

indicator below 2%, like Baltic countries, central European countries, some countries of Latin                         

America (Uruguay, Paraguay). 

Due to the data, given above, while expanding on European markets, we are aiming to focus                               

on this particular: Ireland, Baltic countries, Italy. In the motor insurance market, as “The                           

autonomous technology is going to be a catalyst for change in…how people purchase                         

transportation”, we are focusing partly on this booming segment in the long run.  

In the other key market – flight delay insurance we expect European insurers to demonstrate                             

CAGR (Compound Annual Growth Rate) of 14,1% by 2022. The United Kingdom, Austria,                         

and France will demonstrate advanced growth rate among European jurisdictions in the long                         

term.  

European cyber insurance market will demonstrate CAGR of 23,8% by 2022, providing                       

essential investment opportunities. In spite of North American domination on the cyber                       

security market (more than 83% of the total market), Europe is projected to grow at the                               

highest rate in the long run. Among European jurisdictions France, Belgium and Poland will                           

demonstrate advanced growth rate in the long term.  

Based on our forecast the Asia-Pacific P&C insurance sector will remain in transition in                           

2018-2020, as the aggregation of global economy influences Asian market. EY expects                       

“Healthy growth and climbing income levels will continue to fuel demand for insurance                         

products and greater innovation. Advances in digital technology and the rise of Millennials                         

are raising customer expectations for innovative insurance products and digitally-enabled                   

business models”. Among segments of the Asian insurance market, to demonstrate priority                       

rates we expect them to be Cyber insurance, natural catastrophes insurance and motor                         

insurance markets. 

We expect average premiums within Asia-Pacific region to demonstrate growth rates 7,5-11%                       

per year for the next 5 years. In Asian markets, we are aiming to focus primarily on                                 

Singapore, Indonesia, South Korea, China, and Malaysia 

Among countries of this region we expect highest growth pace of GWP by 2022 to be                               

demonstrated by Indian market, as we expect GPW per motor insurance in this country to                             

grow with compound annual growth rate of approximately 19%, Indonesia – with compound                         

annual growth rate of approximately 24%, Vietnam – with compound annual growth rate of                           

approximately 20%, Malaysia – with compound annual growth rate of approximately 12%. 

Nevertheless, strengthening regulation may in the long run cause consolidation and, as the                         

result – intensification of the competition within this region and this segment itself. 

Despite the fact that over the past few years, recessionary conditions have weighed heavily                           

on Brazil, Argentina, and Venezuela markets, we expect the Latin America downturn to                         

alternate by 2022, as the recovery of commodity prices will prop up the regional economy as a                                 

whole, and regional insurance market in particular. 

Based on two key major factors: low base effect and expected growth of natural resources                             

prices, we expect total CAGR for the Latin America P&C insurance market for the period of                               

next 5 years to be approximately 4-7%. For the major regional economies, we expect next                             

CAGR ratios: 

— Brazil – approximately 2,5-5% 

— Venezuela – approximately 8-10% 
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— Argentina – approximately 6-7% 

— Paraguay – approximately 13-15% 

— Uruguay – approximately 15-17% 

 

In Latin America – our aim is to focus on Paraguay, Uruguay and Brazil, Chile and Mexico                                 

insurance markets. While choosing regional markets to focus on we expect to expand our                           

business primarily on Brazilian, Paraguayan and Chilean markets. Key risk factors for this                         

markets are next: 

— Brazilian insurers incur highest operating expenses among all domestic insurers in the                       

region; while 

— For the previous 5 years Mexico recorded the highest ͻaccident rate among Latin American                           

countries; 

— Regulatory risks and possibilities of further consolidation in this market are also high for                           

this region. 

Blockchain in insurance 

This section is presented solely for practical purposes — market assessments through                       

descriptions, figures, and facts given by leading consulting agencies. 

Research #1. PWC.comͻ ͻ[5]ͻ ͻ(part of a global report ͻ[6]ͻ). The research key points: 

1) Blockchain helps to make the business more transparent, and also contributes to revenue                         

growth due to better services (process automation). According to market research, 56% of                         

insurance companies recognise the importance of blockchain, but from 100% - as much as                           

57% do not know how. 

2) The core analysis was done after interviewing some 50 market participants and other                         

stakeholders. 

3) Interviews are focused on detecting the blockchain technology as business processes                     

improvement solution. 

4) This study is designed to help build consensus in the industry by attracting a wide range                               

of market participants, although it was conducted in the form of an interview and a                             

project seminar. The study was carried out on insurance market players — such as                           

brokers, underwriters, insurers, reinsurers and mutual insurers. 

Research #2. KPMG.com ͻ[7]ͻ. The research key points: 

1) Only four years ago nobody heard about blockchain, 

2) Blockchain minimizes costs, 

3) Investments of more than 40 financial companies in blockchain is a driver for investment                           

from insurance companies, 

4) Blockchain insurance developments: Allianz, Aegon, Munich Re, Swiss Re, and Zurich, 

5) Typical recommended use cases for blockchain insurance are: 

a) travel insurance, 

b) personal accident insurance, 

c) record keeping, 

d) digital identities, 

e) claims management, 

f) reinsurance, 

g) surety insurance, 

h) peer-to-peer insurance. 

6) Brand advantages: 

a) reduced incidences of fraud, 

b) quicker real-time payments, 

c) enhanced customer experience and acquisition, 

d) trust in the brand. 
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7) General positive evaluation of blockchain for insurance. 

Research #3. EY.com ͻ[8]ͻ. The research key points: 

1) Blockchain in 2016 is roughly where the World Wide Web was in 1996, 

2) Insurers would be able to identify duplicate transactions or those involving suspicious                       

parties. 

3) Alongside big data, mobile and digital technologies, blockchain is essential to establishing                       

an efficient, transparent and customer-focused claims model based on higher degrees of                       

trust. 

4) The IoT market is growing at a rapid pace and thus provides an additional impetus for                               

the development of the market for blockchain technologies, including the insurance                     

industry; 

5) Blockchain acts as an auditor; 

6) Insurance business should invest in blockchain now, to use all its advantages on time. 

Research #4. SWISSRE.com ͻ[9]ͻ. The research key points: 

1) Aegon, Allianz, Munich Re, Swiss Re, and Zurich have launched the Blockchain Insurance                         

Industry Initiative B3i, 

2) If Blockchain technology proves viable, it could streamline paperwork, 

3) An industry-wide standard based on blockchain-technology, 

4) The results of the research have not been published yet. 

Research #5. HBR.org ͻ[10]ͻ The research key points: 

1) The blockchain technology has the potential to drive radical change in the insurance                         

industry, 

2) Instant claim payments, 

3) Blockchain is relevant in the field of “complex risks”, 

4) The solution of the market monopolisation, especially in reinsurance, 

5) The opacity of insurance brokers does not give people the opportunity to purchase                         

profitable insurance. 

Conclusionͻ: all researchers indicate a high degree of blockchain influence on the industry.                         

In turn, it will cause a chain reaction of business process optimisation. 

 

Socratus Ecosystem 

Socratus Platform  

The platform is universal business application based on win-win rules. Its destiny is to                           

deliver the new insurance environment for all ecosystem participants in a familiar way and                           

make possible a smooth move from traditional insurance model to native. 

The platform comprises multiple modules to cover the full cycle of new insurance product 

delivery. 

 

Figure 3. Socratus Platform components. 

Incubator laboratory (IL) develops new insurance products. Every new concept will beê ê                    

trialled in a sandbox with most adherent participants before it goes public. 
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Distributed ledger (BDL)ͻ provides transparent and secure transactions operating. 

Claims management (CM) ͻsystem based on smart-contracts replaces standard manualê ê ê              

claiming procedures and avoids human interaction. 

Oracles system (OS)ͻ obtains most faithful and promissory data from secured data sources. 

Payments processing (PP) connects to banking and cryptocurrencies APIs (Applicationê ê                

Programming Interface) for instant reimbursements. 

Integrations are provided by ready to go insurance products widgets, API and SDK                         

(Software Development Kit) for easy white label application. 

Business intelligence (BI) and data operating tools for more insurers engagement andê ê                    

profit. 

The platform aims to deliver most comfortable, fast and cheap relations between insurance                         

carriers, data providers, consumers and regulators. 

Socratus Platform runs on win-win rules described in Socratus Protocol and will be upgraded                           

according to protocol updates. 

Socratus Protocol 

The Socratus protocol is intended to describe fair play insurance rules and participants                         

communications.  

Protocol upgrowth is aimed to become a standard in decentralized digital insurance that will                           

be accepted by all participants of the insurance and will make it accessible to any participant                               

of insurance market as soon as it passes all necessary confirmations and acceptance by                           

insurance players, and regulators. 

Development of the protocol consists of gathering all necessary facts and dependences,                       

analysing results, creating reports, instructions and recommendations, testing all the                   

processes in digital insurance incl. instant claim payment, creating rules of interactions                       

between insurance players and providing them with the access to the protocol. We will invite                             

the community to develop the protocol with us. The protocol will be realised with                           

smart-contracts, which can carry the full cycle for particular insurance cases and rules of                           

cooperation. Protocol creation begins from formalising the rules of communication with the                       

platform for insurance companies and its agents and customers.  

Each Insurance company will be able to implement insurance protocol. Decentralization of                       

the protocol will bring to a native growth of tokens turnover between ecosystem participants                           

and overall trust.  

 

Figure 4. Socratus Protocol outline. 

Community 

Socratus community is the paramount and an inalienable component of the ecosystem. As                         

the balance between all participants is highly important for progress and evolution, rating                         

accounting module will be implemented. Socratus is fair relationship set of rules based on                           

core principles: 

- the ecosystem is valuable for the community; 

- the community is valuable for the ecosystem. 
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Community member ratingê

Each participant has its own rating. The rating represents one’s adherence to the ecosystem.                           

Higher rating brings higher rewards, better conditions, and more opportunities to take part                         

in ecosystem’s growth.  

Rating consists of several components, allowing participants to take part in those activities,                         

which are preferable to one’s capabilities and appetites. Overall participant’s rating consists                       

of the following components: 

1) Community growth stimulation, 

2) Newbies assistance and social activity, 

3) Disputed situations assistance, 

4) Insurance contracts, 

5) Socratus protocol contribution. 

Each component obeys the same rules as the overall, providing fair-play competition inside                         

each activity and allowing participants to gain rewards for most suited activities. 

Data provider ratingê

Secure data provider’s rating represents its accuracy and ecosystem confidence. Rating                     

consists of: 

1) Deposit amount represents one’s liability for own accuracy, 

2) Success insurance products sustenance experience, 

3) Community feedback according to data accuracy, 

4) A number of insurance products involved. 

Service provider ratingê

Service provider’s rating represents its service level and ability to satisfy customers. Rating                         

consists of: 

1) Deposit amount represents one’s liability for own service level, 

2) Success insurance events coverage experience, 

3) Community feedback according to covered events, 

4) A number of insurance products involved. 

Ratingê

Socratus’ overall community rating is fixed and represents a closed system in terms of                           

physical science. At a glance, when one’s rating grows, other’s ratings in the same section or                               

activity relatively decrease to keep the integrity of the community. Rating distribution stands                         

for the normal distribution mathematical model:  

  e  U R = 1
ůã2ˊ

ī
2ů 2

(Rīɛ) 2

 

— the number of participants having rating ,  U R R  

— participant’s rating,R  

— fixing offset to keep rating values positive and readable,  ɛ  

— rating distribution coefficient.ů  

Here is the rating distribution visualization: 
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Figure 5. Socratus rating distribution. 

It’s easier to come to middle-levels from both sides and more difficult to fall down or become                                 

the leader. The model aims to bring the most comfortable conditions for fair competition and                             

equitable activity rewards. 

Rating powerê

A reward is that very value, the ecosystem can inspire active users for even more activity.                               

Participant’s rating influences on rewards gained by each activity. Great adherents having                       

higher rating get more rewards: 

    T reward = R Ĭ C activity  

— token amount gained by the participant for activity,  T reward  

— participant’s rating,R  

— activity reward coefficient. C acticity  

The higher rating also brings high responsibility. As ecosystem rating leaders should inspire                         

others, each negative impact on the ecosystem by a participant with higher rating power                           

entails higher rating falloff. 

Rating decayê

Permanent community activity is the essential requirement for ecosystem improvement.                   

Rating decay coefficient to resolve the issue. Rating decreases with time to secure from                           

inactivity and allow today’s active participants to gain conforming rewards. The higher                       

rating has higher decay rate. 

     R t = R tī1 Ĭ C decay
log R 10 tī1

 

— current rating,  R t  

— previous rating,  R tī1  

— decay coefficient, depends on the activity which rating component belongs to. C decay  

The decay coefficient is higher for short-playing activities (e.g. referrals and social) and                         

equals to zero for huge contributions, which bring perpetual benefits to the ecosystem, such                           

as Socratus protocol development and new insurance products implementations. 

Rating constituentsê

Each rating component influences the overall participant’s rating according to number and                       

intensity of competitors inside each activity. Tha approach aims to keep the uniform                         

ecosystem development in all directions. 
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  (C  )  R Ɇ = Ɇ R a Ĭ R a  

 — overall participant rating,  R Ɇ  

— activity rating coefficient,  C Ra  

— activity rating.  R a  

 

Blockchain benefits 

Socratus ecosystem will implement the distributed ledger technology for letting the business                       

operations be more cost and time effective. The use of blockchain technology in Socratus: 

Primary implementation: 

— Insurance smart contract deployment for instant claim payment  

will reduce operating expenses. 

— Providing trust and transparency of insurance operations for the company's customers 

will provide a base for a justified reduction or increase in the insurance                         

tariff for the community. 

— Participation of community members in the development of the Socratus ecosystem 

will appoint undisputable rating to every member of community. 

— Insurance policy management 

will decrease time, cost and increase trust. 

— Claims management (registration/ confirmation/ decision-making/ payment) 

will decrease time, cost and increase trust. 

— Referral system participation by community members 

will realize undisputable remuneration for a member involved. 

— Interaction of the process participants in the exchange of documents necessary for                       

insurance operations 

will decrease time, cost and increase trust. 

 

Complementary implementation: 

— Use of technology for information exchange with regulators and tax authorities 

will simplify reporting and checking processes. 

Socratus token (SCR) 

The Socratus Token (SCR) is a driving gear and the internal economic unit of the Socratus                               

ecosystem and has the following functionality: 

1) The means of payment for the license for using the technical product (platform)ê ê ê ê ê ê ê ê ê ê ê ê ê

Socratus.ê 

Under the licensing agreement, insurance companies are given the opportunity to sell                       

innovative insurance products, use smart insurance contracts, offer algorithm for                   

instantly assessing the customer's damage and use the processing solution to pay                       
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compensation, as well as other functionality described earlier. The license and technical                       

fees payment are in SCR tokens. 

2) Socratus platform contributors reward toolê

Sustainable development of the platform and protocol Socratus requires the integration of                       

various solutions (for example, trusted providers of external data - oracles), and also                         

involves the active work of insurance experts and other community members to solve                         

various operational problems. The mechanism of functioning of the Socratus platform                     

involves the payment of rewards in tokens for the work done, representing the value for                             

the platform. 

3) Unit for payment of insurance premium and insurance indemnityê

SCR tokens can be used by end-users of insurance products for full and / or partial                               

payment of certain types of insurance services. Depending on the configuration of                       

insurance contracts, some types of services can be paid in tokens in full, partially and                             

with an additional discount and special conditions for payment of tokens. Insurance                       

products that have been paid in whole or in part by using SCR tokens may also imply                                 

payment of insurance indemnity in SCR tokens. 

4) User loyalty management and promotion toolê

Based on the use of Socratus tokens, it is planned to build a number of mechanisms to                                 

reward users for actions to attract customers (multi-level referral system), as well as                         

reward systems for activities aimed at developing the Socratus platform and proposed                       

insurance products. 

Socratus token: value propositionê

The main target of the Socratus platform is to build a protocol that will allow the creation of                                   

smart insurance contracts and implement innovative insurance products with instant                   

payment. In this regard, the Socratus token with the specified functionality is a form of                             

payment of platform license and technical commissions of the system for B2B clients                         

(insurance companies), as well as a payment unit for certain insurance products. In addition,                           

the SCR token allows motivation of users and third-party services to provide valuable                         

services to the platform and contribute to its sustainable development. 

Thus, the value of the SCR token is created by using it as the only means of payment for                                     

accessing the platform functionality (B2B segment), certain insurance products (B2C                   

segment), and applying it as a reward for the created value in the system by users (B2B, B2C                                   

segment) with the possibility of further use. The value of the SCR token depends on the                               

following factors: 

— platform use activity by insurance companies (development of insuranceê ê ê ê ê ê ê ê ê

products, sale of insurance products, other functionality). This creates a constantê ê ê ê ê ê          

demand for a Token on the market, which depends on the average number of smart                             

insurance contracts issued and their market value. Expansion of the number of B2B                         

segment clients (ie insurance companies - permanent users of the platform) and entering                         

new markets increases the average demand for a token arising in a unit of time. 

— the popularity of the SCR token as a unit for payment of insurance premium byê ê ê ê ê ê ê ê ê ê ê ê ê ê ê

the end users (individuals and legal entities). This leads to the token's circulation inê ê ê ê ê ê                

a closed system, since payment of insurance premium and payment of insurance                       

indemnity is made in tokens, so the number of tokens involved in such circulation does                             

not participate in transactions on the exchange. With the constant demand for the token                           

due to the previous point, along with the reduced offer (this item), the value of the token,                                 

expressed in its value in the market, will increase (over a long distance, assuming market                             

pricing without significant manipulative component). 
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Part of the SCR tokens received by the platform is redistributed to the services and                             

community members who carry the value to the system. Thus, part of the created value in                               

the system is directed at creating a new value. 

 

Figure 6. Socratus token circulation diagram. 

Thus, the value of SCR token is due to its constant use in the system of creation,                                 

management and conclusion of smart insurance contracts with instant claim payment, as                       

well as insurance products with other architecture features within the Socratus system,                       

which leads to constant demand for it outside the system. Token has a utilitarian use and                               

can be effectively applied by all participants - B2B, B2C clients, as well as users and services                                 

that provide services to the platform and create additional value. 

Legal Status of SCR Tokensê

As we stated in our roadmap, Socratus project and its Platform will be developed step by step                                 

in particular jurisdictions. Thus, you as a user will be able to acquire insurance products,                             

when respective part of Socratus project is launched in your jurisdiction. At the same time,                             

nothing shall limit you from accessing the Platform, using information and materials placed                         

thereon. 

SCR tokens will allow to access the Platform, as the core arrangement underlying theê ê ê ê ê ê ê              

token is license allowing lawful use of the Platform. In addition, for the customers the SCR                               

tokens will allow possibility to receive particular services provided through the Platform with                         

discounts and to make payments within its framework. 

Why is KYC important for Socratus Project?ê

SCR tokens will be used for the purposes of insurance contracts execution. For this purpose,                             

we need to introduce KYC (Know Your Customer) rules meeting local requirements                       

applicable to insurance companies. Initially, such requirements will be prepared under EU                       

regulations, where we plan to offer insurance products at the first stage. As range of                             

insurance products offered through the Platform increases and the territorial coverage                     

extends, we will develop our KYC requirements to suit particular local requirements. 

We should note that for the purposes of the platform current KYC procedures are based on                               

the existing EU requirements applicable to the case. Further we plan to develop our                           

procedures considering expected expansion on Asian and other markets – thus, we will need                           

to bring them in line with local requirements applicable to the case. 
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Use of SCR tokens will be limited to the framework of the Platform – no side use will be                                     

allowed. ͻAt the same time, you are reminded that SCR tokens as utility tokens ͻwill not                           ê  

provide the following rights or functionality: 

— grant participation in the Company or its assets, 

— represent a loan to the Company, 

— be securities in any jurisdiction, 

— be any other financial or investment instrument, 

— be currencies in any jurisdiction. 

 

Please, note that in particular cases SCR tokens may not be refundable. Unless otherwise is                             

provided by applicable law or directly set out in the legally binding terms on sale of SCR                                 

tokens, the Company is not obliged to provide SCR token holders with a refund related to                               

SCR tokens for any reason, and SCR token holders will not receive money or other                             

compensation in lieu of the refund. 

 

Insurance products  

Target audience 

The Socratus target audience is shorty described as: 

— progressive, 

— using online services, 

— socially active, 

— always in search for optimal solutions. 

For our customers time is a key value followed by friendly price. They have income for travel                                 

and for a car, while being rational about buying. 

Products Lineup 

This section describes Socratus product lineup in simplified form to visualise the added value                           

of blockchain technology in insurance. 

Our project focuses on rolling out the products that will be used by Socratus platform and                               

insurance company starting from simple boxed products with short development and time to                         

market horizon. The goal is to go step by step to start launching planned product line, raise                                 

awareness, promote and build partner and sales network, start earning cash flow in target                           

territories according to the roadmap. At the same time using the ongoing expanded platform                           

tools and services we are developing more resource heavy “classic” insurance products. Our                         

paradigm for building and expand our product line is – ͻwe are creating products when                    ê ê ê ê ê

there are independent trusted data sources readily available, insurance risk canê ê ê ê ê ê ê ê ê ê ê

be assessed and quantified, there is potential sufficient market (client) demandê ê ê ê ê ê ê ê ê ê ê

and sales channels are availableͻ. 

We are presenting our current product line that is included in our financial outlook, platform                             

development. We are not, in any case, limiting ourselves in the scope of our product line - if,                                   

during the project development, we will find good business opportunities / niches to develop                           

new products with projected sales volumes and profitably, we will pursuit such opportunities,                         

make changes to our product roadmap and inform project community and all interested                         

parties for such changes.   

We are planning to run surveys and focus groups before pilot phase on the respective                             

markets to further tailor our products to target audience and the respective needs. 
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Flight delay / cancellation Travel insurance add-on policyê

This is a simple standalone product we are starting up with to setup platform tools and                               

functionality. This is one of the 2 products that will be included in our MVP and will be rolled                                     

out to market first. 

It is passenger care Boxed-product – extension of the risk coverage of travel insurance / or a                                 

stand alone product for frequent flyers, which is sometimes excluded by the classic insurers                           

due to the complexity of controlling, and verifying the insurance accident conditions or, from                           

the point of clients, includes a lot of paperwork and time delay to assess the claim and receive                                   

insurance payment. 

Covered risks include flight delay or cancellation. We aim to provide the client a no exclusion                               

coverage for reasons why delay or cancellation occurs, with the only exception is plane                           

crashes, which is usually covered by another type of insurance. The product also covers                           

connecting flights to strengthen the consumer value of using our product. We are including a                             

time franchise after purchase before policy takes effect to combat fraud in some segments.   

Target audience is Individuals, who use commercial transport to reach desired destination                       

(airlines, railways next). E.g., at 2015 commercial airlines serviced 3,5 billion clients. Target                         

market Worldwide, excluding war zones and riots. At launch the product is going to be                             

distributed through partners network. 

To identify and settle the claim we are using Smart - Oracles components of the                             

decentralized platform Socratus that using proprietary protocol to automatically receive and                     

track flight/ transportation data using the online integration with relevant data sources                       

(e.g., Flight Stats data feed — ͻhttps://www.flightstats.comͻ). The client is informed and                       

payment is made automatically when the system registers the respective event inside the                         

independent data source or the client claim request is received and verified using the                           

external data. 

Shipment return insuranceê

Online shopping is rapidly growing in all markets and a lot of buyers are facing the hurdles                                 

when trying to return the products they don’t like / fit to online sellers. Usually e-commerce                               

platforms grant the ability to return purchased goods to the buyer in the timeframe                           

regulated by the local laws. But customers usually have to pay return charges which for some                               

products render the process useless moneywise. 

The aim of our product is to cover the costs of the client to return the goods in respective                                     

timeframe and take the headache of additional charges from the client to make the customer                             

experience more protected, valuable and enjoyable in the end. On the other hand                         

e-commerce providers also will benefit from the inclusion of new competitive service in their                           

value chain and growth of sales volume due to more customer engagement.   

Target audience is online shoppers who are frequent buyers or intend to start their online                             

purchase experience. E-commerce retailers who want to promote new service to their                       

customer, control costs, drive sales volumes by increasing the frequency and attract new                         

customer segments. The product brings benefits to both ends – safer and more enjoyable                           

process to customers and competitive service for e-commerce retailers. 
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MOD ñ motor own damage ñ car insuranceê

The cutting-edge product, which makes possible online car accident registration / total loss,                         

assessing the damage and automatic claim settlement. One of the goals of our project is to                               

simplify the customer experience in classic insurance product lines, and, especially, motor                       

products. Current standard claims process in motor insurance is lengthy, involves lots of                         

papers and interactions, tiresome and not transparent for the policy holder / costly for                           

insurance provider. 

On the other hand –the claims process in motor rich in depended data sources includes                             

standard steps / information / decision steps that can be measured, quantified and                         

automated, with the currently industry technology. In the day to day operations insurance                         

companies already use the devices, tools and databases to get data on an accident, assess                             

claim and calculate the payout amount. All parts of this process are often scattered between                             

different systems, processes and departments due to, mainly, historical development reasons.   

Our approach is to streamline, rework and upgrade claims process in motor using the new                             

smart contract and oracles tools, that will allow us to offer new generation motor product to                               

end customers on new service paradigm.   

Target audience Individual cars owners, car-sharing companies, small and medium vehicles                     

fleet owners. Target market Worldwide – with the roadmap for roll out. We will attract auto                               

dealers and telematics providers to set up a good synergy lever to drive sales. 

On the rollout phase, there will be restrictions on the age and driving experience. For the                               

product rollout we are looking for the territory meeting the following criteria: 

— High level of telematics penetration; 

— Developed driving culture; 

— Low level of insurance fraud; 

— Information transparency of car industry (manufacturing standards, durability               

characteristics, car parts performance data, accident rate and average claims value/cost of                       

repairs) and available data on the most dominant car brands/models (up to 80% of all                             

serviced cars). 

 

The first version of the product will be a boxed one: 

— Fixed insurance claim payment for the accident (details of calculation will be opened                         

below later), 

— The main goal of this product is to cover the risks of additional expenses that client faces                                 

after the incident – rented cars, taxi costs, habits change in the form of unforeseen                             

expenses.  
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Additionally the core of the next product will be already running in the background and                             

provide the claim assessment in the information mode.  

The next version of motor insurance product will come with reimbursement of real car                           

damage. 

 

The core of the product is built and based on the following: 

 

From an Insurance carrier point of view at the pilot stage, the product does not entail                               

subrogation, which, in its turn, does not entail price increase thanks to high processes                           

automation (claim settlement, legal support). Further, implementation of automated                 

subrogation will increase business marginality / reduce the price. 

 

Weather insuranceê

The climate constantly changes and in recent years deviation from standard weather for your                           

location start to occur more often. Also if you planned a business / holiday trip or important                                 

personal event like wedding and face the undesirable weather conditions on target date you                           

will not only be severely depressed but can also suffer from monetary loss.   
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We create a simple boxed product with fixed insurance some with the aim to cover moral and                                 

financial loss in the event of weather change interference in your plans and unexpected                           

expenses. 

Target audience – business and holiday trips travelers, personal event producers (weddings,                       

open door family parties). The policy can be sold as a stand alone product or as an add on to                                       

travel insurance or be distributed through event agency network 

The product is build upon classic weather conditional insurance but using the modern                         

technologies it will allow us to go fully digital, simple and instant. 

 

Personal accident: endowment and mortalityê

The goal of the product is to provide additional coverage for individuals during the day to day                                 

life and cover the low frequency cases of mortality due to accident or other reasons. 

The product will be set up as a boxed product that covers the two major risks – endowment                                   

and mortality. 

Target audience Individual customers — full age grownups but still under the retirement                         

age. Target market Worldwide. 

Policy issuing process includes the additional client identification step using face recognition                       

technology (KYC). Product core is supplemented by online tracking of client condition                       

(wearable devices/databases). 
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Individual property insuranceê

IoT devices usage and penetration is growing every year. The global insurance market based                           

on IoT data is growing very fast and European market alone will grow 5 times in the next 10                                     

years.   

We are focusing on reconstructing of private property line products using the IoT telematics                           

data feed to monitor and register insurance claims. 

Target audience Individuals – flat and standalone property owners using smart house tech. 

  

A description of operations of Socratus platform including usage of smart contracts based on                           

property insurance is presented below in the document as an step by step illustrative                           

example. 

Cyber risksê

The product is developed to answer the needs of early blockchain adopters and protect their                             

e-wallets from unauthorised access. 

The product will cover loss of cryptocurrency on the e-wallets of individuals due to hacker                             

attacks. Claim settlement will be done automatically using public data from distributed                       

ledger. 

An authorised data source will be used for confirming the hacking attack. 

Socratus insurance product operating Example 

In this section, we give a step-by-step description of the decentralised platform Socratus                         

operations as exemplified by flood risk home insurance. 

Step 1: The user opens the Socratus powered website (as an Insurance carrier). The userê                            

creates or logs into the existing account and types the details of his/her apartment/house to                             

calculate the insurance quote. 

Step 2: When registering into account, the user should enter the required personal dataê                          

sufficient to comply with the KYC rule to use an insurance product. 

Legal analysis of steps 1 and 2. Upon registration, the client must accept the terms of use                                 

that will determine the rules of his/her interaction with the decentralised platform Soratus. 
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Step 3: The client installs several verified IoT devices in various places of his/her residentialê                            

facility or uses the already installed ones to detect flooding. Such devices have a                           

hardware-protected private key, GPS finder/embedded camera, ability to detect and send                     

information about the level of water confirmed with their own private key.  

Details: 

— The data is encrypted using the secret key of the device and reliably stored in a                               

smart-contract as part of the user account. 

— Unlike a traditional web application that stores user information centrally on one server,                         

the blockchain stores client data/device data on multiple network nodes. As a result, there                           

is no single point vulnerable to hacker attacks. 

— Client's devices are facilitated with personal secret keys. Thus, the decentralised platform                       

is configured so that the platform owner cannot gain access to the data it contains. This                               

approach ensures a very high confidentiality level. 

— A customary database model requires the owner of the platform to store data. If malicious                             

users hack a centralised database, they gain full access to all data, since this data is not                                 

encrypted inside the database. The blockchain, in comparison to a common solution,                       

allows encrypting each separate data element stored in the protected distributed                     

database, which means that even if hackers gain control over the system, they still cannot                             

access the data. 

Legal analysis of step 3. Personal user data and sensor identifiers, required to execute a                             

contract, are stored encrypted in the blockchain. They are used to compare reviewed data                           

with the hash of the source information. Therefore, private information remains inaccessible                       

for viewing, while being stored in blockchain. 

Step 4: The customer decides to get an insurance offer and a draft smart-contract fromê                            

Socratus. The customer requests the quote. To do this, the customer gives the platform access                             

to his/her flood-detection devices and provides the personal information that may affect the                         

requested quote. Details: 

— Instead of providing only basic information or redundant information that is not related to                           

the offer, the client may dynamically grant access only to certain data elements that are                             

related to the matter in question and only for the time required for the decentralised                             

platform to calculate the quote. The implementation may be as easy as the switch to                             

enable or disable access to certain categories of data. 

Legal analysis of step 4. The customer decides on his/her own whether to provide data                             

necessary to get the quote; the data is not saved to the technological platform when the price                                 

is calculated. 

Step 5: The customer chooses the quote from the options offered by the Insurance companyê                            

based on his/her preferences. Details: 

— The customer confirms the choice on the web-site with the personal key - by way of                               

biometric identification (Touch ID) if the key is stored on a smartphone or by verification                             

in a browser. 

— At this stage, the customer enters into “smart relations” with the insurance company and                           

other participants of the insurance community. Platform participants enter into a                     

smart-contract that will be executed automatically when an insurance accident occurs,                     

which means that an automated claim payment will be made to the insured person. 
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— The amount agreed upon by the parties and indicated in the smart-contract will be                           

debited from the crypto-wallet or bank account of the customer once / on a monthly basis. 

Legal analysis of step 5. The use of smart-contracts in this context brings the question,                             

whether a smart-contract may be legally binding and enforceable. Several main conditions                       

should be met to formalise a legally binding contract: one party shall accept an offer made by                                 

the other party; they shall agree on the price; terms shall be consistent, and an intention                               

shall be stated to create legally binding relations. It is noteworthy that not all contracts need                               

to be made in writing to be legally binding. It is crucial that the parties to a contract intend                                     

to fulfil their promises in a manner that a smart-contract allows them to fulfil such promises.                               

Therefore, you may build up a smart-contract that exists only in code. However, as of now,                               

there are no clear legal requirements to smart-contracts that are executed independently                       

(clients cannot accept or reject its terms). How can a client accept an offer on certain terms, if                                   

he/she was not notified of such terms in the form that is understandable to the client?                               

However, it is easier to resolve legal issues if contractual terms in an ordinary language are                               

clear and accepted by the parties and these parties agree that under the smart contract the                               

arrangements are performed independently on the agreed terms. The contract may be                       

provided to the client in an ordinary language to avoid any issue whether the client                             

understood and accepted the contract on certain legal terms. The contract is likely to be                             

provided to the client as a separate document (almost the same as on a website of any                                 

insurance company). 

Step 6: Sometime later, a room is flooded. Proving insurance accident occurred data isê                          

available on the platform. Details: 

— The data is fixed in the blockchain directly by the IoT device indicated by its own                               

hardware-protected key. Such data includes the time and GPS location (including the                       

water level) and constitute an immutable proof of the accident (water detection) that                         

occurred on a certain date and time. 

— Unlike the model described above, a traditional insurance model of claim management is                         

very slow, painstaking and resource-intensive, and it normally requires making several                     

phone calls to the client support center. 

Step 7: The smart-contract (and the relevant components of automated analysis) processesê                      

the analysis results of the data obtained from the devices installed in the house, GPS location                               

and public information confirming that the flooding occurred in the designated area. Then an                           

automated decision is made whether the agreed amount should be paid to the insured                           

person. Details: 

— Payment is initiated automatically, and people are not involved. The platform is                       

integrated with the required third-party data sources (oracle) to verify the flooding and                         

checks any obtained data against the terms of the smart-contract. 

— A traditional insurance claim model is resource-intensive, and it may take several weeks                         

to make a decision. Also, the client should trust the insurer to make a payment after the                                 

insurance accident. In our model, such payment is made automatically and is not affected                           

by biased opinions or human error. 

Legal analysis of steps 6 and 7. Automated initiation of a claim payment is an example of a                                   

self-executing smart-contract. There is no legal barrier for such automated execution,                     

provided that all contracting parties have agreed with contractual triggers and will be bound                           

by them. Claim payment can be made either in the fiat currency or a cryptocurrency if                               

allowed by the concerned jurisdiction law. Each claim payment is the material for analysis                           

and improvement of the system for its better operation. There is no way to avoid errors                               

completely in automated calculations/decision-making. Firstly, accumulated statistics allow               

us to configure the neural network in a more precise way, and secondly, terms of insurance                               

allow adjustments. We will apply the corrections right after an automated decision on                         
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payment is made, without making you wait. Our support will help to make the adjustment                             

procedure as simple as possible. 

Example in a scheme 

 

Figure 7. Socratus claim workflow. 

The following scheme demonstrates customer journey in the case of accident. Our aim is to                             

make this process pleasant, simple and transparent: Client buys Policy at Insurance                       

company or its agents. Smart contract starts to work.   

With the first Policy customer gets login and password to access his profile where he get                               

change information if necessary. 

1) In case of accident customer inform about it insurance company thoughts its web site or                             

application, 

2) Smart-contract gives the signal to Oracle to check the accident, 

3) Oracles turns to verified data provider, 

4) In case of confirmation of the accident smart-contract sends the signal to the platform to                             

send the money, 

5) Smart-contract fixes the payment, 

6) Smart-contract is closed. 
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Finance & Law  

Corporate Structure 

Principally, the corporate structure of Socratus project will be the following: 

 

Figure 8. Socratus corporate structure. 

The core corporate structure includes the following companies: 

Digital Socratus Limited ͻ(DSL-Company) which is a limited company incorporated inê ê                  

Cyprus and owned by the holding company ͻTandem Socratus Limited ͻ(HoldCO) also              ê ê      

incorporated in Cyprus. The main purpose of the DSL-Company is to organize and conduct                           

fundraising process. Besides, the DSL-Company will be the holder of intellectual property                       

rights within the Socratus project and for such purposes will contract with entities and                           

agents for the development of the Socratus Platform and its underlying software, as well as                             

for marketing of the Socratus ecosystem in order to foster a community around it. 

If needed, DSL-Company will form an IP-developer in jurisdiction, efficient from tax and                         

legal perspectives. In addition, license distribution (or personal data storage and processing                       

or other matters) in particular territories may require local representative offices or                       

subsidiaries. Such companies or branches could be easily formed by DSL-Company due to                         

existence of wide range of double tax treaties between Cyprus and other jurisdictions in the                             

world. 

ê

Why Cyprus for DSL-Company?ê

Cyprus has been chosen as the DSL-Company’s jurisdiction because of its wide range of                           

double tax treaties and favourable tax rates under the double tax treaty with EU states.                             

Cyprus provides a simplified, effective and transparent tax regime for business entities                       

established therein. Cyprus has a relatively low corporate income tax rate – 12,5%. 

Under national Cyprus tax laws dividends, interest and royalties are not subject to any                           

withholding tax when paid between Cyprus resident companies. This is important because                       

the IP holder in Socratus project is the Developer resided in Cyprus. Also this would help to                                 

maintain a stable level of taxation if the Developer needs any additional financing that can                             

be provided through loans from DSL-Company. 

On 29 October 2014 following a Council of Ministers decision dated October 22, 2014, Cyprus                             

signed the Multilateral Competent Authority Agreement for the automatic exchange of                     

financial information of financial accounts so now this jurisdiction is compliant with the                         

latest OECD initiatives.  

Cyprus is one of the countries who opted for early adoption of the CRS in 2017 with the                                   

exchange of information about 2016 year. Further, Cyprus does not impose foreign exchange                         

controls.  
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Insurance Company is an operational company developing its own insurance products inê                      

the European Union to be offered via the Platform. The insurance company will be an                             

operating company within the Socratus project and will comply with all regulatory                       

requirements in EU in order to receive a license to carry out insurance activities. The                             

insurance company contracts with SCR tokens holders intending to receive insurance                     

products. 

We plan to file an application to the EU financial authorities in particular jurisdictions, we                             

assess as favourable for the purposes of the Socratus Project, to receive authorisation for                           

rendering insurance services rendering. Once the token sale is over (subject to achievement                         

of soft cap) an application will be made for insurance licenses. The insurance company only                             

upon approval will launch operational activity and will have adequately provisioned for                       

reserving. 

Where it is necessary to operate the insurance activities through a local entity, we will                             

collaborate with local insurance providers to forward sell products. 

It should be noted that the Socratus project is intended to exist for a long-term period, that                                 

means that the corporate structure and the companies' roles described above are not fixed                           

and will be adjusted further. In addition, we expect business activities to transform during                           

Socratus’ project life. Consequently to implement a target roadmap, as in some jurisdictions,                         

(due to capital requirements, participation of foreign investors limitation or any other                       

reasons) we will be able to offer only our Platform Services. Users will enjoy transparency,                             

efficiency and consistent trouble free payments based on the Platform, which we consider                         

next generation in insurance products development. 

Financial model 

The competitive analysis shows that today’s automatic insurance services market cannot be                       

regarded as saturated and there is a scope for more development. The number of players is                               

extremely limited, and a statement to the effect that the product offerings nor working                           

methodologies do not entirely overlap would be a fair assessment. 

Therefore, Socratus has an opportunities for the growth and modernization of the industry as                           

a whole, while respecting the overall strategy of the stated development and deep                         

penetration of the market. Competitors from both groups are welcome to join the ecosystem                           

on fair play rules. 

Socratus mounts new standards of insurance, extending immersiveness of Blockchain, Iot                     

and big data technologies within classic insurance services. For the forecast period we expect                           

Net premiums earned to increase substantially, mainly due to product line widening and                         

growing expansion within EU and non-EU countries. We expect the most tangible                       

contribution into Socratus European business to be made in 2019, while the positive effect of                             

it to have an impact on 2020-2021 financial results. 

Socratus anticipates that, through implementation of its blockchain based solutions, it will: 

— provide close to 10 million policies in Europe and over 7 million in Asia and Latin America                                 

within 5 years; 

— develop long term fee-based financial strategies and other primary services for our Clients                         

around the globe; and 

— support digital transformation in the industry by means of streamlining payments of                       

premiums and claims alongside other processes. 

Socratus is proceeding further to build a full-stack insurance model from the ground up,                           

involving our participation in multiple segments, not only classic P&C insurance but also                         

cyber security, IoT, weather, E-commerce insurance and other relatively new areas. 
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In order to provide the broadest selection of insurance services and products the company                           

must demonstrate accelerating growth. To support the expanding business model Socratus                     

establishes following objectives: 

— increase revenues at least 50-65% annually – thus capturing total market penetration                       

exceeding 1% by 2022; 

— attain direct entry into European, Asian and Latin America insurance markets with most                         

of its products by 2022 ; 
1

— systematically reduce annual capital expenditures. 

Insurance operationsê

Socratus uses blockchain technology to provide insurance services in developing and                     

developed markets, as the use of distributed ledger provides possibility to lower entry costs.                           

The success of this model will enable Socratus to reach profitability by 2020 in several                             

markets. 

 

Figure 9. Profit margin. 

Loss ratio: ͻWe expect company’s loss ratio (net) to demonstrate medium fall by 2023, fromê ê                          

0,68 in 2018 to 0,38 in 2023. Company expects to acquaint this result by means of optimizing                                 

claims structure and claims recovery process (by means of salvage and subrogation). 

Acquisition ratio: ͻWe predict the acquisition ratio, indicating those costs that are primarilyê ê                      

related to the acquisition of new or renewal of insurance contracts, during a particular                           

period, to decrease by 2023 from the 0,36x to 0,21x. The decrease is supported by increasing                               

share of direct sales in the channel split. This value is between the industry average value of                                 

0,24x. 

Expense ratio: ͻBased on our estimation, company’s expense ratio to decrease significantlyê ê                    

by 2023, from 0,95x in 2018 to 0,46x in 2023, due to significant increase in net premiums                                 

written and very low pace of growth in net underwriting expenses for the forecast period.                             

This relatively low ratio signifies the insurance company is writing more premiums than it is                             

paying out in expenses to generate and/or support these premiums. 

Insurance result ratio: ͻWe expect indicator to grow more than 122% by 2023, mainlyê ê ê                      

because of the positive development of calendar year claims, the overall portfolio growth and                           

relatively low pace of growth in underwriting expenses.  

1
We are aiming to enter Latin America and Asia market as a platform to ensure quick                                 

entry with minimization of organizational expenses. 
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Overall our goal is to be slightly above industry average performance indicators and reach by                             

2023 equivalent profitability of pier insurance carriers while maintaining lower tariff rates                       

due to blockchain adoption and automation of major operational process from the start. 

The reduction in the cost of products is ensured by the target tariff structure change and                               

reduction in costs. Socratus team strives to bring into life competitive advantages of the                           

business model to reduce the cost of operations and tariffs. In the model, the level of                               

acquisitions remains unchanged and does not affect the tariff reduction. An expert evaluation                         

of objectives depending on the lines of business is given below:  

 

Figure 10. Profit margin. 

By achieving these objectives, we will increase the profitability of the system by increasing                           

the marginality of operations and reach our goals. Additional potential sources of the                         

Socratus income are: 

— provision of high-level behavioural information about system participants based on                   

accumulated statistics, 

— development of partner projects to integrate products with sustainable ecosystems and  

— creation of new niche product offers.  

The strategy of attracting clients relies upon controlling the sales funnel, the acquisition cost                           

and search for alternative ways of attracting clients in the relevant territories.  

The company’s activity at the operating stage will be in line with statutory provisions and                             

requirements of regulators of the relevant territories:  

— to ensure continuity of operations (protecting company interests in case of claims and                         

disputes),  

— to protect interests and rights of clients in entering contracts (recognition of justification                         

of expenses), 

— to obtain payments (tax laws, illegal enrichment, anti-terrorist legislation). 
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Liquidity and solvencyê

 

Figure 11. Liquidity multiples. 

Current ratio: ͻIn the long run we expect company to assure a stable positive current ratio,ê ê                            

demonstrating high level of company's ability to pay back its current liabilities (debt and                           

accounts payable) with its current assets (cash, marketable securities, inventory, accounts                     

receivable). Based on our estimation, the ratio to stabilize near 1-1,2x for the long term. 

Quick ratio: ͻIn the long run we expect the company to assure a stable positive quick ratio,ê ê                              

demonstrating a high level of confidence of the company's ability to pay back its short-term                             

liabilities (debt and accounts payable) with its most liquid assets (cash and equivalents +                           

marketable securities + accounts receivable). Based on our estimation, the ratio to stabilize                         

near 1x for the long term.  

SCR ratio (Solvency II)ͻ: for the long-term (i.e. 5-year term we expect company’s solvencyê ê ê                      

ratio under Solvency II requirements to stay near 2-2,4x, due primarily to low risk profile of                               

company’s investment portfolio. This ratio indicates that company will still be able to meet                           

its obligations in the event of a severe shock. 

Discounted free cash flow model and return multiplesêê

The model: For the valuation of the intrinsic value of Socratus we use the excess returnê                              

methodology, the central assumption of which is to base the value of the company on how                               

much money it can generate from its current level of equity capital, in excess of the cost of                                   

that capital (i.e. excess returns). We use this value to calculate the terminal value of the                               

company, which is how much we expect the company to continue to earn every year, forever.                               

This is a common component of discounted cash flow models. 
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