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procedures, what opportunities this creates for cost 
auditors in India, and what challenges must be 
addressed to ensure audit quality, compliance and 
professional accountability.

Legal and Institutional Context for Cost Audit 
in India

The Companies (Cost Records and Audit) 
Rules, 2014 (and subsequent amendments) set out 
requirements for the maintenance of cost records 
and cost audit for specified industries and companies 
meeting turnover thresholds. Cost auditors must 
submit cost audit reports in prescribed formats 
and are responsible for expressing reservations 
and highlighting non-compliances. The statutory 
structure both mandates cost audits and frames the 
professional duties and reporting expectations of 
cost auditors, thereby shaping how new technologies 
may be deployed in practice. (ICMAI)

Institutional bodies such as the Institute of 
Cost Accountants of India (ICMAI) have begun 
issuing guidance and educational material about 
AI techniques relevant to cost and management 
accountants, demonstrating professional recognition 
of AI’s centrality to future practice and the need to 
prepare practitioners. (ICMAI)

Meanwhile, the Ministry of Corporate Affairs 
(MCA) and other industry commentators in India 
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Introduction

C
ost audit in India is both a statutory 
requirement for specified companies 
and an important tool for internal 
cost management and competitive 

benchmarking. Traditional cost audits rely heavily 
on document inspection, sample testing and manual 
reconciliations — tasks that are time-consuming 
and prone to human limitations when faced with 
very large transaction volumes or complex cost 
structures. AI promises to change this landscape by 
enabling scalable data analysis, pattern recognition 
across heterogeneous data sources, natural language 
processing for contracts and policies, and process 
automation for routine reconciliations. This paper 
examines how AI can be integrated into cost audit 
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have encouraged auditors to leverage AI to detect 
inefficiencies and strengthen risk mitigation, 
signalling regulatory and policy interest in 
technological adoption in the auditing domain. 
(LinkedIn)

Literature Review & Global Practice Signals
Academic and practitioner literature identifies 

several classes of AI tools being applied in auditing: 
machine learning models for anomaly detection and 
risk scoring, robotic process automation (RPA) for 
repetitive tasks, natural language processing (NLP) 
for reading policies and contracts, and knowledge 
graphs for linking related entities and transactions. 
Global audit regulators and large firms are 
experimenting with these tools; however, regulators 
have also noted gaps in how audit firms measure 
the impact of AI on audit quality and the need for 
governance frameworks around algorithmic tools. 
This dual signal — strong potential with emergent 
governance challenges — is visible in recent reviews 
and regulator commentaries. (Financial Times)

Industry studies (e.g., reports on anomaly detection 
platforms and AI-powered continuous monitoring) 
show enterprises and audit functions adopting 
AI-enabled transaction monitoring, automated 
reconciliation and continuous auditing approaches 
— capabilities highly relevant to cost audit activities 
such as material consumption analysis, variance 
investigations and overhead allocations. (PwC)

AI Tools & Techniques Relevant to Cost Audit
Below are principal AI techniques and how they 

map to cost audit tasks:

1.	 Machine Learning (Supervised & 
Unsupervised):

	~ Use: Detect anomalous transactions (e.g., 
suspicious procurement entries), forecast 
costs, segment cost drivers.

	~ Audit task alignment: Transaction 
screening, unusual cost pattern detection, 
predictive variance analysis.

2.	 Natural Language Processing (NLP):
	~ Use: Parse vendor contracts, service-level 

agreements, policy texts, and unstructured 
cost narratives.

	~ Audit task alignment: Identifying contract 
clauses that affect cost recognition, 
flagging contract-drift risks.

3.	 Robotic Process Automation (RPA) + 
Workflow Automation:

	~ Use: Automate data extraction from 
ERP, bank statements, and standard 
reconciliations.

	~ Audit  task alignment:  Routine 
reconciliations, mappings of ledger to cost 
centers, data cleansing.

4.	 Anomaly Detection & Time-series Analysis:
	~ Use: Continuous monitoring of KPIs 

(e.g., yield loss, scrap rates, energy 
consumption).

	~ Audit task alignment: Ongoing cost 
surveillance, early warning on operational 
inefficiencies.

5.	 Causal Inference & Explainable AI (XAI):
	~ Use: Support root-cause analysis for cost 

variances while providing explainable 
outputs for auditor judgment.

	~ Audit task alignment: Evidence to 
support management assertions about cost 
movements.

6.	 Data Visualization & Dashboards 
(AI-enhanced):

	~ Use: Present complex multidimensional 
cost data into interactive, drillable formats 
for auditor review.

	~ Audit task alignment: Trend and 
ratio analysis, communication with 
management.

Opportunities for Cost Auditors in India
1. Efficiency & Coverage: AI can automate 

repetitive tasks (data extraction, reconciliations), 
enabling cost auditors to increase sample coverage 
and perform near-continuous auditing over full 
populations rather than limited samples. This 
improves detection power and reduces time spent 
on manual bookkeeping checks. Institutional 
encouragement and guidance are emerging in India 
to adopt such tools. (ICMAI)

2. Improved Anomaly Detection and Risk 
Prioritization: Unsupervised machine learning 
techniques can surface unusual transactions or cost 
patterns (e.g., duplicate invoices, abnormal scrap 
rates, unexplained cost center transfers), enabling 
auditors to focus on high-risk areas. AI-powered 
anomaly detection is already being positioned as 



www.icmai.in 	 December 2025 - The Management Accountant	    47

COVER STORY

a key capability in finance 
functions regionally. (PwC)

3. Deeper Analytical 
Insights & Value Addition: 
Beyond compliance, AI enables 
deeper managerial insights 
— marginal cost drivers, 
process inefficiencies, product 
profitability segmentation 
— allowing cost auditors to 
provide strategic advisory 
inputs alongside statutory 
assurance.

4. Continuous and Real-
time Assurance: AI facilitates 
continuous monitoring of cost 
metrics, enabling earlier detection of cost control 
failures and enabling more timely audit reporting 
and recommendations.

5. Scalability and Cross-Industry Templates: 
AI models once developed and validated can be 
adapted across similar cost structures (e.g., multiple 
plants, similar product families), yielding economies 
of scale in audit deployment.

Challenges & Risks
1. Data Quality, Availability and Integration: 

AI’s effectiveness is tightly coupled to data 
completeness, accuracy, and harmonization across 
ERP/legacy systems. Many Indian companies, 
especially in manufacturing SMEs, face fragmented 
data architectures that challenge straightforward AI 
deployment.

2. Explainability and Auditability of AI Models: 
Auditors must be able to explain how AI-generated 
conclusions were reached. Black-box models that 
cannot be explained undermine audit evidence and 
auditor judgment, and may not meet professional 
skepticism requirements.

3. Regulatory and Professional Oversight: 
While Indian regulators and professional institutes 
encourage AI adoption, formal standards and 
expectations on AI governance in audit (model 
validation, performance KPIs, logging, and audit 
trails) are still evolving. International regulator 
reviews highlight that firms frequently lack KPIs 
that measure AI’s impact on audit quality — a worry 
that must be heeded locally. (Financial Times)

4. Data Privacy and 
Confidentiality: Cost audits 
often handle sensitive pricing, 
vendor and cost structure 
data. Using cloud-based AI or 
third-party AI services raises 
confidentiality and cross-
border data transfer concerns 
under data protection norms.

5. Skills Gap & Change 
Management: Successful 
AI adoption requires data 
engineering, model validation, 
and data science expertise 
in addition to domain cost 
accounting knowledge. Many 
costs auditors lack access to 

these hybrid skills, and professional development 
is required.

6. Bias, Robustness and False Positives: Models 
trained on historical data may encode historic biases 
(e.g., recurring exceptions normalized as ‘normal’), 
leading to missed detection or false positives which 
impose investigation costs.

7. Liability & Professional Responsibility: The 
introduction of AI raises questions of responsibility 
when AI-supported findings turn out to be incorrect. 
Auditors must retain professional judgment and 
document how AI outputs were used in forming 
audit conclusions.

Practical Implementation Framework for Cost 
Auditors

To derive benefit while mitigating risks, auditors 
and firms should adopt a phased implementation 
framework:

1.	 Assessment & Use-case Prioritization: 
Identify high-impact, low-complexity 
use cases (e.g., automated reconciliations, 
complete-ledger anomaly scans) before 
tackling complex predictive models.

2.	 Data Readiness & Governance: Invest 
in data quality, metadata, and master data 
management; create ingestion pipelines and 
secure access controls.

3.	 Model Selection & Explainability: Prefer 
models that balance performance and 
explainability; use XAI techniques and 
generate human-readable rationales for flagged 

AI is transforming cost 
audits—automating 
checks, detecting 

anomalies, enhancing 
insights, and 

enabling continuous 
assurance for smarter 

decision-making
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items.

4.	 Validation & Continuous Monitoring: 
Define KPIs for model performance, back-
test on historical periods, and monitor drift. 
Maintain logs for auditability.

5.	 Regulatory & Ethical Compliance: Ensure 
data privacy controls; adopt contractual and 
technical safeguards when third-party AI is 
used.

6.	 Skill-building & Collaboration: Build 
cross-functional teams (cost auditors + data 
engineers + data scientists) and leverage 
professional institute trainings.

7.	 Documentation & Professional Judgment: 
Document how AI outputs were used, auditor 
review steps, and decisions to accept or reject 
AI-suggested leads.

Recommendations
For Professional Institutes (e.g., ICMAI)

	~ Develop practical guidance on AI model 
governance for cost audit, including 
validation protocols, XAI expectations and 
documentation standards. ICMAI’s guidance 
notes on AI techniques are a strong foundation 
and should be expanded into audit-specific 
guidance and sample templates. (ICMAI)

For Regulators (MCA and Audit Oversight 
Bodies)

	~ Issue clarifying guidance on the use of AI 
in statutory cost audits addressing data 
sovereignty, model validation, and minimum 
documentation requirements; encourage pilots 
and sandboxing to learn without compromising 
audit quality. Public exhortations to adopt AI 
are useful but should be paired with standards 
to ensure quality. (LinkedIn)

For Audit Firms & Practitioners
	~ Start with pilot projects that automate 

high-volume, low-judgment tasks (e.g., 
full-population transactional checks) while 
ensuring robust human review. Track KPIs 
showing the impact of AI on audit coverage, 
false positives rate and time savings — directly 
addressing concerns regulators have raised 
about measuring AI impact. (Financial Times)

For Technology Vendors
	~ Provide transparent model documentation, 

reproducible training/test datasets (when 
possible), on-premise or encrypted-cloud 
deployment options and role-based access; 
build explainability features integrated into 
outputs tailored for auditors.

For Academia & Research
	~ Conduct India-context empirical studies 

evaluating AI models on real cost audit 
datasets (properly anonymized) to validate 
detection power, false-positive rates and the 
value added in managerial insights.

Conclusion
AI presents a transformative opportunity for 

cost audit in India: improved efficiency, greater 
coverage, better anomaly detection, and higher-
value advisory outputs. Yet the promise carries 
material responsibilities — data governance, model 
explainability, professional judgment and regulatory 
clarity are necessary preconditions for safe adoption. 
Professional bodies and regulators in India have 
begun nudging and equipping practitioners (through 
guidance and seminars), but coordinated action 
— combining technical pilots, skill development, 
governance frameworks and regulatory clarification 
— is needed to ensure AI enhances, rather than 
undermines, audit quality. 
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