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COST AUDIT AS A STRATEGIC 
TOOL FOR PLANNING AND 

PRICING DECISIONS IN 
UNCERTAIN BUSINESS 

ENVIRONMENTS

COVER STORY

In contemporary business environments 
characterised by volatility, uncertainty, 
technological disruption, and regulatory 
complexity, cost audit is increasingly relevant 
beyond its conventional compliance role. This 
conceptual paper reframes cost audit as a 
strategic assurance tool that enhances decision 
quality, pricing robustness, and organisational 
resilience. The study pursues three objectives: 
(i) to explain the role of cost audit in strategic 
planning and decision-making; (ii) to analyse 
how firms that integrate cost audit into 
managerial processes can achieve sustainable 
growth and competitive advantage; and (iii) 
to develop a conceptual framework linking 
cost audit processes to strategic outcomes, 
pricing decisions, and profitability. Anchored 
in agency theory, the resource-based view 
(RBV), dynamic capabilities, and contingency 
theory, this paper argues that structured 
cost audit processes generate validated 
cost intelligence that improves governance, 
strengthens strategic choices, and enhances 
adaptability in turbulent environments. The 
paper concludes by identifying gaps and 
proposing directions for empirical research 
on the strategic and behavioural implications 
of cost audit.
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Introduction

Organisations today operate in an 
environment shaped by global supply 
chain shocks, inflationary pressures, 

abrupt technological shifts, and regulatory scrutiny. 
These factors have heightened the need for high-
quality cost information to support strategic 
planning, pricing decisions, risk management, 
and long-term competitiveness (KPMG, 2022). 
While cost audits have historically been associated 
with statutory compliance, price regulation, and 
public interest cases—particularly in India (ICMAI, 
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2014)—their potential as strategic tools has received 
limited academic attention.

This paper argues that cost audit, when integrated 
with strategic and operational processes, enhances 
decision quality, mitigates agency risks, and 
strengthens competitive resilience. The study 
develops a conceptual framework linking the 
cost audit process with the generation of insights, 
strategic choices, pricing decisions, and sustained 
performance. It also identifies a research gap 
concerning the strategic, rather than compliance-
oriented, role of cost audits in uncertain business 
contexts.

Review of Literature
1. Management Control Systems and Cost 

Information
Management control systems (MCS) serve as 

mechanisms that translate strategic intent into 
coordinated action. Anthony and Govindarajan 
(2007) describe MCS as a framework that supports 
planning, budgeting, performance measurement, 
and feedback. Validated cost information supports 
product mix optimisation, capacity utilisation 
decisions, and pricing strategies.

2. Strategic Cost Management and Advanced 
Costing Methods

Strategic cost management literature highlights 
the need for accurate cost information to achieve 
a competitive advantage. Porter (1985) identifies 
cost leadership and differentiation as key strategic 
pathways, both of which require precise knowledge 
of cost behaviour. Activity-based costing (ABC) and 
its refinements, such as time-driven ABC (Kaplan 
& Anderson, 2004), provide deeper insights into 
resource consumption.

Empirical findings demonstrate that firms 
implementing ABC improve pricing accuracy 
and product profitability analysis, mainly when 
supported by audit mechanisms that validate the 
integrity of cost drivers (Narayanan & Sarkar, 
2022). Cost audit, therefore, complements 
advanced costing systems by independently 
verifying allocation rules, cost accuracy, and data 
quality, enhancing the reliability of strategic cost 
management practices (Gupta & Gunasekaran, 
2021).

3. The Indian Context: Governance and 
Regulatory Perspectives

In India, cost audit has a long association with 
industrial regulation, tariff setting, anti-dumping 
investigations, and public interest. ICMAI (2014, 
2021) emphasises its significance for corporate 
governance, transparency, and accountability. 
Recent updates to the Companies (Cost Records 
and Audit) Rules reinforce the role of audited cost 
data for price fixation in sectors such as cement, 
steel, power, and pharmaceuticals.

Studies suggest that cost audit identifies 
inefficiencies, improper allocation, and non-
compliance, thereby improving cost control and 
enabling rational pricing (Nair & Das, 2023). As 
regulatory bodies increasingly rely on cost data in 
dispute resolution, cost audit is strategically relevant 
for firms operating in cost-sensitive industries.

4. Cost Audit Practice and Guidance
Cost audit practice typically includes planning, 

fieldwork, validation of cost records, evaluation of 
allocation bases, assessment of internal controls, 
and reporting (FasterCapital, 2024). Beyond 
compliance, cost audits offer diagnostic insights 
into process inefficiencies, wastage, and revenue 
leakages (Luzenta, 2024). Taxmann (2023) 
outlines statutory requirements but notes that firms 
increasingly view a cost audit as an opportunity to 
strengthen financial discipline.

5. Theoretical Foundations
Agency Theory
Agency theory posits that information asymmetry 

enables opportunistic behaviour and inefficiencies 
(Jensen & Meckling, 1976; Eisenhardt, 1989). 
Cost audits reduce agency costs by validating 
management-reported cost structures, exposing 
inefficiencies, and constraining managerial 
discretion. This enhances the credibility of pricing, 
budgeting, and investment decisions. 

Resource-Based View
The RBV argues that sustainable competitive 

advantage arises from valuable, rare, inimitable, 
and non-substitutable resources (Barney, 1991). 
High-quality cost intelligence can be considered a 
strategic capability that supports superior resource 
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allocation, cost control, and strategic learning 
(Peteraf & Barney, 2003).

Dynamic Capabilities
Dynamic capabilities theory highlights a firm’s 

ability to sense opportunities and threats, seize 
opportunities, and reconfigure resources in response 
to change (Teece, 2007, 2018). Regular cost audits 
improve sensing and reconfiguring capabilities 
by providing timely insights into cost pressures, 
inefficiencies, and emerging risk signals.

Contingency Theory
Contingency theory emphasises that organisational 

practices are effective only when aligned with the 
environmental context (Donaldson, 2001). Cost 
audit gains strategic value in volatile, capital-
intensive, regulated, or technologically complex 
industries—contexts where cost behaviour and 
allocation are critical.

6. Synthesis and Research Gap
The empirical literature highlights that while 

reliable cost information enhances managerial 
decision-making, significant gaps persist. Few 
studies integrate cost audits with strategic 
outcomes like pricing, product optimization, or 
competitiveness (Wang, Barney & Reuer, 2021). 
Research largely centers on compliance, neglecting 
how cost audits build dynamic capabilities and 
resilience in the face of uncertainty (Hoque, 2018). 
Moreover, limited cross-industry evidence from 
emerging markets constrains understanding of 
the strategic value of cost audits across differing 
regulatory and cost environments.

Theoretical Linkages 
From an agency theory perspective, cost audit 

serves as a mechanism to reduce information 
asymmetry by independently verifying cost 
data, thereby enhancing transparency, curbing 
misreporting, and aligning managerial decisions 
with the interests of shareholders and other 
principals. Through the resource-based view, 
reliable, granular cost information emerges as a 
strategic capability that supports superior product 
portfolio optimisation, cost-reduction initiatives, 
and investment decisions, ultimately contributing 
to sustained competitive advantage. The dynamic 

capabilities framework further highlights how 
periodic cost audits strengthen a firm’s ability to 
sense emerging cost pressures, seize opportunities 
linked to pricing and sourcing, and reconfigure 
operational processes in response to environmental 
changes. Complementing these perspectives, 
contingency theory suggests that the value and 
effectiveness of cost audit are context-dependent, 
becoming particularly critical in volatile, capital-
intensive, or heavily regulated industries where 
robust cost intelligence is essential for navigating 
uncertainty, meeting compliance requirements, and 
maintaining strategic agility.

Research Objectives
	~ To analyse the role of cost audit in strategic 

planning and decision-making.

	~ To examine how cost audit integration 
supports sustainable growth and competitive 
advantage.

	~ To develop a conceptual framework linking 
cost audit to strategic choices, pricing 
decisions, and profitability.

Cost Audit in Strategic Planning and Pricing 
Decisions

Cost audit plays a critical role in strategic 
planning and pricing decisions by enhancing the 
reliability and relevance of cost information used 
in managerial analysis. In the strategic planning 
context, audited cost data provide a robust 
foundation for evaluating product, customer, and 
geographic profitability, enabling managers to 
make informed decisions about resource allocation 
and market focus. Cost audits also help uncover 
inefficiencies such as excessive scrap, rework, 
idle capacity, and outdated technology, thereby 
informing process improvement and operational 
restructuring initiatives (PwC, 2022). Furthermore, 
by improving the accuracy of cost estimates and 
validating underlying assumptions, cost audits 
reduce optimistic biases in capital budgeting 
decisions and enhance the credibility of long-
term investment appraisals (Blocher et al., 2020). 
Additionally, a cost audit enhances value-based 
pricing by providing reliable, consistent cost 
baselines that support price-setting in competitive 
markets (Hinterhuber & Liozu, 2019). 
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Table -1-Source: https://cmaguideindia.in/case-study-cost-audit-solutions-for-greenbuild-cement-
manufacturing-unit/

Source: https://cmaguideindia.in/case-study-cost-audit-solutions-for-greenbuild-cement-manufacturing-
unit/

Fig- 1
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Fig-2 -Source: https://cmaguideindia.in/case-study-cost-audit-solutions-for-greenbuild-cement-
manufacturing-unit/

Cost Audit, Sustainable Growth, and Competitive Performance
A cost audit contributes significantly to sustainable growth and competitive performance by strengthening 

an organization’s financial and operational foundations. One of its key contributions is identifying and 
reducing revenue leaks arising from delayed billing, unbilled services, or poorly structured incentive 
schemes, thereby improving revenue realization and profitability. Cost audit also enhances asset utilisation 
by highlighting idle capacity, under-utilised resources, and operational inefficiencies, enabling firms to 
optimise resource deployment and improve return on assets (Deloitte, 2023). Significantly, validated 
cost intelligence improves a firm’s ability to respond quickly to cost fluctuations, demand shocks, and 
supply chain disruptions, thereby supporting strategic agility and resilience. Firms that embed cost audit 
into their strategic and operational routines develop a sustained reputation for reliability, efficiency, and 
transparency, which translates into long-term competitive advantage in volatile and highly competitive 
environments.  

Fig. -3 -Source: Author Contribution 



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

Conclusion
This paper positions cost audit as a strategic 

tool that enhances decision-making, pricing 
accuracy, and organisational resilience in uncertain 
environments. Beyond compliance, cost audit 
strengthens governance, improves cost intelligence, 
and supports strategic planning and dynamic 
capability development. Through a more rigorous 
examination of its strategic potential, cost audit can 
be better understood as an essential component of 
modern management systems that support long-
term value creation. 
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