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1 Executive Summary

Australian general insurers process millions of claims annually across motor, home,
commercial property, and liability lines. Claims operations remain the single largest
cost centre, consuming 60–70% of total operational expenditure. Yet the core pro-
cess — receiving a claim, reviewing documentation, interpreting policy wording, as-
sessing liability, and determining settlement — has changed little in two decades.

Artificial intelligence, specifically retrieval-augmented generation (RAG) systems
deployed on-premise, offers a pathway to transform claims processing: reducing av-
erage handling time by 60%, eliminating policy interpretation inconsistencies, and
scalingcapacity for catastropheevents—allwhilemaintainingCPS234data sovereignty
and full audit trails.

This whitepaper examines the claims automation opportunity for Australian in-
surers, the regulatory framework governing AI deployment, and a practical imple-
mentation approach.

1.1 Key Findings

• 60% reduction in claims processing time: AI automates document review,
policy interpretation, and preliminary assessment for straightforward claims

• 100% policy interpretation consistency: AI applies identical policy wording
analysis to every claim, eliminating assessor-by-assessor variation

• 3x peak period capacity: Handle catastrophe event claim surges without tem-
porary staff or outsourcing

• 40% reduction in cost per claim: Automation of routine assessment tasks re-
duces operational cost per claim processed

• 50% reduction in disputes: Explainable decisions citing exact policy wording
reduce complaints and IDR/EDR escalations

2 The Claims Operations Challenge

2.1 Volume and Complexity

Australian general insurers handle significant claim volumes with increasing com-
plexity:

Line of Business Typical Volume Avg Documents Avg Handle Time

Motor vehicle 200,000–500,000 5–8 2–4 hours
Home & contents 100,000–300,000 8–15 4–8 hours
Commercial property 20,000–50,000 15–30 8–20 hours
Public liability 10,000–30,000 20–50 20–40 hours
Workers compensa-
tion

50,000–100,000 10–25 10–30 hours

Table 1: Typical annual claim volumes and processing complexity by line

2.2 Core Process Bottlenecks

Claims processing involves five sequential steps, each with specific inefficiencies:
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2.2.1 1. Document Intake and Classification

Current state: Claim documentation arrives via email, postal mail, broker portals,
and mobile apps in mixed formats — PDFs, photos, scanned documents, handwrit-
ten notes. Manual sorting and classification takes 15–30 minutes per claim.

Challenge: A single homeclaimmay include a claim form, photos (10–50 images),
repair quotes (2–5), police reports, council notices, and contractor assessments. Each
documentmust be classified, associated with the correct claim, andmade available
to the assessor.

2.2.2 2. Policy Interpretation

Current state: Assessorsmanually locate and interpret policywording for eachclaim.
Product Disclosure Statements run 60–120 pages. Endorsements, supplementary
PDSs, and policy schedules add further complexity.

Challenge: Different assessors interpret identical policy wording differently. A
motor policy’s “reasonable steps to secure the vehicle” clausemay be applied strictly
by one assessor and leniently by another, creating inconsistent outcomes and com-
plaint risk.

2.2.3 3. Liability Assessment

Current state: Assessors review claim circumstances against policy terms, exclu-
sions, and conditions. For straightforward claims (windscreen replacement, minor
motor damage), this is formulaic. For complex claims (water damage with gradual
deterioration exclusion), it requires significant judgment.

Challenge: Straightforward assessments consume the same assessor time as
complex ones, because the process is manual regardless of complexity.

2.2.4 4. Quantum Determination

Current state: Assessors review repair quotes, replacement costs, and policy limits
to determine settlement amounts. May require external assessor reports, builder
quotes, or engineering assessments.

Challenge: Quote comparisonandarithmetic validationare time-consumingbut
procedural. AI can automate these while flagging outliers for human review.

2.2.5 5. Settlement and Communication

Current state: Assessor drafts settlement letter or decline communication, citing
policy terms. Manager review for claims above authority level. Payment processing.

Challenge: Settlement communications must accurately reference policy word-
ing. Incorrect citations create complaint and dispute risk.

2.3 The Consistency Problem

Policy interpretation inconsistency is the single largest source of customer com-
plaints in claims:

• Same policy, different outcomes: Two customers with identical policies and
similar claims receive different decisions based on which assessor is assigned

• Training gap: Junior assessors lack experience to interpret ambiguous policy
wording confidently

3
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• Product complexity: Insurers maintain dozens of policy variants across under-
writing years, each with different terms

• Endorsement proliferation: Individual policies may have 5–15 endorsements
modifying standard terms

The Australian Financial Complaints Authority (AFCA) reports that policy inter-
pretation disputes represent a significant proportion of insurance complaints. Con-
sistent, explainable policy interpretation is both a compliance requirement and a
competitive advantage.

2.4 Catastrophe Event Vulnerability

Natural catastrophe events expose the structural weakness of manual claims pro-
cessing:

• Volume surge: A major hailstorm or flood can generate 50,000+ claims in 48
hours

• Staffing response time: Hiring and training temporary assessors takes 4–8
weeks

• Quality degradation: Temporary staff produce lower-quality assessments with
higher error rates

• Customer experience: Extended wait times during catastrophes drive com-
plaints, media scrutiny, and regulatory attention

• APRA scrutiny: APRA expects insurers to demonstrate adequate catastrophe
response capability

3 AI-Powered Claims Processing

3.1 System Architecture

BackPro AI deploys within your infrastructure as an intelligent claims processing
layer:

1. Document ingestion: AI receives claim documentation from Guidewire, Duck
Creek, or other claims management system

2. Automatic classification: Documents classified by type (claim form, photo,
quote, report, correspondence) and associated with claim record

3. Policy retrieval: AI identifies the applicable policy version, endorsements, and
supplementary terms for the specific policy number

4. Preliminary assessment: AI analyses claimcircumstances against policy terms,
identifies applicable exclusions and conditions, and generates preliminary as-
sessment with source citations

5. Human review: Assessor reviews AI preliminary assessment, validates or ad-
justs, and makes final decision

6. Settlement communication: AI drafts settlement or decline letter citing exact
policy wording, for assessor review and approval
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3.2 Claims Complexity Routing

Straightforward Claims — Full AI Assessment (50% of volume)

• Windscreen replacement (within policy limits)

• Minor motor damage (single vehicle, clear liability)

• Contents claims below excess (no assessment required)

• Storm damage with clear weather event correlation

• Theft with police report and no suspicious indicators

AI output: Complete preliminary assessment with policy citations, recom-
mended settlement amount, draft communication. Human assessor validates
and approves.

Moderate Claims — AI-Assisted Assessment (35% of volume)

• Multi-vehicle motor claims (liability apportionment)

• Home claims with potential maintenance exclusion questions

• Business interruption with revenue verification

• Claims near policy limits requiring sum insured review

• Claims with multiple repair quotes requiring comparison

AI output: Policy analysis, relevant exclusion identification, quote comparison,
preliminary assessment with flagged issues for assessor judgment.

Complex Claims — Human-Led with AI Support (15% of volume)

• Large commercial property losses

• Liability claims with coverage disputes

• Fraud indicators requiring investigation

• Claims involving legal proceedings

• Catastrophe claims requiring field assessment

• Total loss assessments

AI output: Document summary, policy analysis, precedent identification, and
research briefing for senior assessor.

3.3 Policy Interpretation Engine

The core differentiator is consistent, auditable policy interpretation:
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3.3.1 How It Works

1. AI maintains a complete index of all current and historical policy wordings, en-
dorsements, and supplementary PDSs

2. For each claim, the system retrieves the exact policy version applicable to the
policy inception date

3. Claim circumstances are analysed against relevant sections: insuring clause,
exclusions, conditions, definitions

4. Each conclusion cites the specific policy clause, paragraph, and wording that
supports or negates coverage

5. Wherepolicywording is ambiguous, the systemflags theambiguity andpresents
both interpretations for human judgment

3.3.2 Consistency Guarantee

• Same input produces same output: Two identical claims against the same
policy will always receive the same preliminary assessment

• Audit trail: Every policy interpretation decision includes the exact wording re-
lied upon

• Precedent tracking: System records how ambiguous clauses have been inter-
preted previously, enabling consistent treatment

• AFCA alignment: Interpretations can be validated against AFCA determina-
tion principles (e.g., contra proferentem applied where wording is genuinely
ambiguous)

4 APRA Regulatory Compliance

4.1 CPS 234: Information Security

All claims data remains within your controlled Australian infrastructure:

DeployonAzureAustralia East, AWSap-southeast-2, orGCPaustralia-southeast1

Zero offshore data transmission — policyholder PII never leaves your environ-
ment

Authentication via your identity provider (Azure AD, Okta, etc.)

Encryption at rest (your KMS) and in transit (TLS 1.3)

Complete audit logging to your SIEM platform

4.2 CPS 230: Operational Risk Management

AI deployment creates operational risks requiring documented controls:

• Accuracy risk: AI generates incorrect policy interpretation
Control: Mandatory human review of all assessments; accuracy monitoring;
quality sampling
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• Availability risk: AI unavailable during catastrophe event
Control: Multi-zone HA deployment; automatic failover to manual processing;
DR testing

• Dependency risk: Assessors lose manual assessment capability
Control: Manual process documentationmaintained; quarterlymanual process
testing

• Bias risk: AI introduces systematic assessment bias
Control: Monthly outcome analysis by claim type, geography, and customer
demographic

4.3 General Insurance Code of Practice

AI deployment aligns with Code requirements:

• Claims handling timeframes: AI accelerates processing, improving Code com-
pliance

• Transparent decisions: Every decision includes policy wording citations

• Complaint handling: Complaints excluded from AI processing (human-only)

• Vulnerable customers: AI identifies vulnerability indicators and routes to spe-
cialised handlers

• Catastrophe response: AI provides instant scalability for CAT events

4.4 AFCA Preparedness

AI-generated assessments improve dispute outcomes:

• Documented reasoning: Every claim decision includes complete policy analy-
sis with citations

• Consistent application: Identical policies treated identically, reducing “incon-
sistent treatment” complaints

• Evidence packages: AI compiles AFCA response packages including policy
wording, claim documents, and assessment reasoning

• Precedent awareness: System flags claims where AFCA has previously ruled
on similar policy wording

5 Implementation Approach

5.1 Phase 1: Integration and Knowledge Base (Week 1–4)

1. Claims system integration: Connect to Guidewire ClaimCenter, Duck Creek
Claims, or custom platform via API (1–2 weeks)

2. Policy wording ingestion: Load all current and historical PDS versions, en-
dorsements, and supplementary documents

3. Document classification training: Configure AI to classify claim document
types specific to your operations
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4. Infrastructure deployment: Provision compute, storage, and networking in
your Australian cloud environment

5. Security configuration: Integrate with identity provider, configure RBAC, en-
able audit logging

5.2 Phase 2: Validation and Testing (Week 5–8)

1. Retrospective testing: Process 1,000+ completed claims through AI and com-
pare to actual assessments

2. Policy interpretation validation: Claims technical team reviews AI policy inter-
pretations for accuracy

3. Edge case catalogue: Identify claim scenarios where AI confidence is low and
refine routing rules

4. AssessorUAT:Claims teamtestsAI-assistedworkflowon real (completed) claims

5. Compliance review: Risk and compliance team validates controls, governance
documentation, and APRA alignment

5.3 Phase 3: Pilot (Week 9–14)

1. Single line pilot: Start with one line of business (typically motor — highest vol-
ume, most standardised)

2. Shadow mode (Week 9–10): AI generates assessments alongside human as-
sessors; compare outcomes

3. Assisted mode (Week 11–12): AI presents preliminary assessment to assessor
who validates and adjusts

4. Graduated autonomy (Week 13–14): Straightforward claims processed with AI
assessment, human approval only

5. Metrics tracking: Accuracy rate, time savings, consistency improvement, cus-
tomer feedback

5.4 Phase 4: Multi-Line Rollout (Week 15+)

1. Expand to home & contents: More complex policy structures, photo analysis
for damage assessment

2. Commercial lines: Business interruption, liability — higher complexity, greater
AI-assistance value

3. Catastropheplaybook: Configure surgecapacity settings andCAT-specificwork-
flows

4. Continuous optimisation: Monthly accuracy reviews, policy wording updates,
assessor feedback integration

6 Operational Impact

6.1 Processing Time Reduction

Weighted average across all lines: 60% reduction in processing time
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Claim Type Manual Time AI-Assisted Time Reduction

Motor (straightforward) 3 hours 45 minutes 75%
Motor (moderate) 6 hours 2.5 hours 58%
Home (straightforward) 5 hours 1.5 hours 70%
Home (moderate) 10 hours 4 hours 60%
Commercial (AI-assisted) 20 hours 10 hours 50%

Table 2: Processing time reduction by claim type

6.2 Cost Per Claim Reduction

For an insurer processing 300,000 claims annually:

Item Annual Value

Current claims operations cost $45,000,000
AI automation savings (40%) ($18,000,000)

Gross annual benefit $18,000,000
Typical payback period Under 4 weeks

Table 3: Indicative business case for a mid-size general insurer

6.3 Customer Experience Improvements

Metric Before AI After AI

Average time to first contact 48 hours 4 hours
Average time to decision (motor) 5 days 1 day
Average time to decision (home) 10 days 3 days
Customer NPS (claims experience) +12 +27
Complaint rate (per 1,000 claims) 15 7
IDR escalation rate 8% 4%

Table 4: Customer experience improvements with AI claims automation

7 Catastrophe Event Response

7.1 The CAT Challenge

Major weather events create extreme operational pressure:

• Claim volumes surge 10–50x within 48 hours

• Community and media expectations for rapid response

• APRA and government scrutiny of insurer performance

• Temporary staff take weeks to source and train

• Quality standards must be maintained under pressure
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7.2 AI-Enabled CAT Response

1. Instant capacity: AI processes straightforward claims immediately—no ramp-
up time

2. Triage automation: AI classifies incoming claims by severity and complexity,
routingurgent cases (uninhabitable homes, total losses) to senior assessors first

3. Consistent assessment: EveryCAT claim receives the samequality assessment
regardless of volume

4. Human focus: Experienced assessors concentrate on complex and sensitive
cases while AI handles straightforward damage claims

5. Real-time reporting: AI generates live dashboards showing claim volumes,
categories, estimated reserves, and processing status for executive and board
reporting

7.3 CAT Capacity Model

Scenario Manual Capacity AI-Augmented Capacity

Normal operations 1,500 claims/day 4,500 claims/day
Minor event (+50%) 1,500 (backlog builds) 6,750 claims/day
Major CAT (+300%) 1,500 (weeks of backlog) 13,500 claims/day

Table 5: Claims processing capacity: manual vs. AI-augmented

8 Quality Assurance Framework

8.1 Assessment Accuracy Monitoring

• Daily quality sampling: Claims manager reviews 30 random AI-generated as-
sessments

• Weekly trend analysis: Identify systematic errors or policy interpretation drift

• Monthly accuracy report: Formal accuracy metrics reported to claims leader-
ship (target: >97%)

• Quarterly compliance review: Internal audit reviews AI assessments against
Code of Practice and regulatory requirements

8.2 Policy Wording Maintenance

• New policy versions ingested within 24 hours of launch

• Endorsement changes reflected immediately

• Historical policy versions retained for claims on prior underwriting years

• Annual policy wording accuracy audit against published PDSs

10
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8.3 Continuous Improvement

1. Assessor corrections to AI assessments logged with reason codes

2. Monthly analysis identifies recurring correction patterns

3. AI knowledge base refined based on correction data

4. Quarterly review with claims technical team validates policy interpretation ac-
curacy

5. AFCA determination analysis feeds back into policy interpretation guidelines

9 Conclusion

Claims automation represents the most significant operational efficiency opportu-
nity in Australian general insurance. The combination of high volumes, document-
intensiveprocesses, and theneed for consistent policy interpretation creates an ideal
environment for AI augmentation.

The critical requirements for successful deployment:

1. On-premise deployment maintaining CPS 234 data sovereignty over policy-
holder information

2. Complexity-based routing that keeps complex, sensitive, and disputed claims
with experienced human assessors

3. Policy interpretation consistencywith full audit trails citing exact policy word-
ing for every decision

4. Catastrophe readinesswith instant capacity scaling and automated triage

5. Continuous quality monitoring ensuring assessment accuracy improves over
time

Insurers that deploy claims automation achieve measurable results within the
first quarter: faster claim resolution, lower cost per claim, fewer complaints, and the
operational resilience to handle catastrophe events without compromising quality.

9.1 Next Steps

1. Claims operations assessment: Map your claim volumes, types, and current
processing costs (1 hour)

2. Policy wording review: Confirm policy documentation is available in digital
format for ingestion (30 minutes)

3. Claims system integration: ConfirmAPI availabilitywithGuidewire, DuckCreek,
or custom platform vendor (30 minutes)

4. Pilot scoping: Define pilot line of business, claim types, and success criteria (1
hour)

5. Business case: Model insurer-specific savings using actual volumes, costs, and
complaint data
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Contact

BackPro AI
Email: backpro@backpro.ai
Web: www.backpro.ai

Schedule a 30-minute claims operations walkthrough to see policy in-
terpretation automation in action, review integration with your claims
management system, and model your insurer-specific ROI.
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