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Abstract 

The application of Artificial Intelligence (AI) in forensic auditing is a major technological 

revolution in the field of fraud detection, financial analysis, and regulatory compliance. This 

paperexaminestherevolutionary impactof AIinforensicauditing, focusing ontheopportunities 

andrisks,aswellastheethicalissuesassociatedwiththisemergingtechnology. Thepaperrelies entirely 

on secondary research data obtained from professional peer-reviewed journals, accounting 

standards, and industry publications. The results of the study show that AI improves the accuracy 

of fraud detection, increases efficiency, and improves audit quality through real- time data analysis 

and automation. Nevertheless, issues of bias, cybersecurity threats, lack of 

transparency,anddataprivacycontinuetoposemajorethicalchallengestotheadoptionofAIin forensic 

auditing. 
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1. Introduction 

Technological innovation has been changingtheface ofaccountingandauditing. Amongthenew 

technologies, ArtificialIntelligence (AI)hasattractedconsiderableattentiondue to its ability to 

process large amounts of structured and unstructured financial data. Forensic auditing, which 

involves fraud analysis, financial crime investigation, and litigation support, is increasingly 

impacted by AI-based tools such as machine learning algorithms, predictive analytics, robotic 

process automation, and natural language processing. 

In the past, forensic auditors used manual verification, sampling, and professional judgment. 

Although these approaches were successful, they were often time-consuming and 

narrowinfocus.TheapplicationofAItechnologyallowsauditorstoreviewtheentiredataset, rather than 

just samples, thus improving the chances of identifying anomalies. 

However, the adoption of AI technology has brought about technological, operational, and ethical 

challenges. These include data protection, algorithmic explain ability, job displacement, 

andregulatoryambiguity,whichneedtobecriticallyassessedbyacademia.The purpose of this research 

is to examine the implications of AI technology in forensic auditing. 

 

2. Literature Review 

Research shows that AI improves audit capabilities by increasing the accuracy of anomaly 

detectionandautomatingroutinetasks(Issaetal.,2016).Machinelearningandbigdataanalysis enable 

auditors to examine entire data sets and discover hidden patterns that are not discernible through 

mailto:bhagyashripatil759@gmail.com


 

 

JAMRSD | Volume No.: 05, Special Issue No.: 02(A), 2026 | ISSN: 2583-6404 

www.ijamrsd.com |  Journal of Advanced Multidisciplinary Research  | [534] 

                        Studies and Development 

conventional analysis. Forensic auditing, which involves the detection of fraud, 

embezzlement,andfinancialmisrepresentation,requiresbothinvestigationandlegalknowledge 

(Singleton&Singleton,2010).Theriseofelectronictransactionshasaddedtothecomplexityof fraud, 

and AI must play its role in this area. Nevertheless, AI also poses ethical dilemmas, such as bias, 

a lack of transparency, and the “black-box” issue (Brynjolfsson & McAfee, 2017). 

CurrentresearchdoesnotaddressthecombinedchallengesandopportunitiesofAIinforensic auditing. 

 

3. Objectives of the Study 

ThestudyaimstocriticallyevaluatethetransformativeroleofArtificialIntelligenceinforensic auditing. 

Specifically, it seeks to: 

• ToExaminetheapplicationsofAItechnologiesinforensicauditing. 

• ToIdentifytheoperationalandstrategicopportunitiescreatedbyAIadoption. 

• ToAssesstechnologicalandorganizationalrisksassociatedwithAIimplementation. 

• ToAnalyzeethicalchallengesrelatedtobias,transparency,anddataprivacy. 

• ToEvaluatetheimpactofAIonauditquality,professionalskills,andregulatory compliance. 

 

4. Research Methodology 

The studyemploys a descriptiveandanalyticalresearch design.The researchisqualitativeand based 

entirely onsecondarydata. SourcesofData-Datawerecollectedfromsecondarysources like Peer- 

reviewed journals, Professional audit standards, Industry white papers, Fraud examination reports, 

Government and policy publications. A systematic literature review approach wasadopted. 

Relevantpublicationswereidentifiedusingacademic databasessuchas Google Scholar and Scopus. 

 

5. Discussion 

TheincorporationofArtificialIntelligence(AI)isrevolutionizingforensicauditingasitallows auditors 

to review the entire data set, identify anomalies, and identify patterns that may not be detected 

through sampling. This improves the scope of the audit, accuracy, and the ability to avoid 

undetected fraud or financial mistakes. 

I. Improved Fraud Detection and Continuous Monitoring 

AI tools facilitate real-time monitoring of financial transactions, which is highly beneficial for 

organizations that engage in high-frequency financial transactions. AI- driven algorithms for 

continuous monitoring of financial transactions identify unusual patterns, unusual sequences of 

transactions, or unusual behavior, which helps auditors 

analyzethepossibilityoffraudbeforeitbecomesaseriousissue.Predictivemodelshelp 

auditorstakeproactivemeasuresinauditingbyprovidingestimatesoftheprobabilityof occurrence of 

fraudulent activities based on historical and behavioral data. Research studies (Issa et al., 2016; 

Vasarhelyi et al., 2015) indicate that organizations using AI- 

drivenfrauddetectionsystemshaveincreasedaccuracyratesforfinancialirregularities, decreased 

financial losses due to fraud, and improved response times compared to traditional approaches. 

II. Efficiency and Resource Optimization 

AItechnologyfurtherenhancesefficiencyinauditing.Repetitivetasks,suchasaccount reconciliation, 

examination of invoices, or checks on financial compliance, can be automated, allowing auditors 

to concentrate on high-value, investigative work. 

Automationminimizesthepossibilityoferrorsduetomanualdataentry,calculations,or pattern 

recognition. This leads to improved productivity and reduced audit cycles, enabling organizations 

to realize cost savings in the auditing process. 
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III. Dependence on Data Quality and Algorithmic Integrity 

However,thedependencyondataqualityisamajorconcernforAIsystems.Ifthedatais of poor quality, 

such as incomplete, outdated, or inconsistent data, it may lead to inaccurate audit findings. 

Moreover, algorithmic design and integrity are also important factors. If the AI algorithms are 

flawed, biased, or trained on biased data, the findings may be inaccurate, potentially resulting in 

false positives or false negatives in fraud detection. This may lead to operational and legal risks, 

particularly when audit findings are used as evidence in court. 

IV. Governance and Professional Oversight 

Governance is also an important factor in the effective implementation of AI. If governance is not 

ensured, there may be a risk of over-reliance on automated systems, 

potentiallyreducingtheimportanceofprofessionaljudgment.Professionalskepticism—a 

fundamental principle of auditing that requires auditors to critically assess evidence and question 

assumptions—may be compromised if AI findings are accepted without question. 

V. Ethical Issues 

The use of AI in forensic auditing is riddled with ethical issues. The need for 

transparencyinAIdecision-makingprocessesisparamount.Itisimportantforauditors, stakeholders, 

and the relevant authorities to be able to interpret how the AI system has 

reacheditsresults.The"blackbox"probleminsomemachinelearningalgorithmsmay impede 

interpretability, thus raising concerns and possible litigation. Moreover, bias in AI decision-

making may arise if the training data includes historical imbalances or erroneous assumptions. 

This may result in discriminatory treatment of some entities or misattribution of fraud. 

Data privacy and consent are also important. AI systems handle large amounts of sensitive 

financial and private information. Organizations must, therefore, adhere to 

guidelinessuchastheGeneralDataProtectionRegulation(GDPR)orindustrystandards. 

Unauthorizeduseoforviolationofprivacymayresultindamagetoreputation,penalties, and loss of 

stakeholder confidence. 

VI. Balancing Innovation and Ethical Accountability 

When incorporating AI into forensic auditing, a balanced approach must be taken by 

organizations.AlthoughAIprovidesbetteranalyticalpowerandbenefits,theseshould 

notbeachievedattheexpenseofethics,dataintegrity,andprofessionalaccountability. 

TheneedtodevelopproperAIgovernancestructures,useexplainableAImodels,train auditors on AI 

literacy, and adhere to legal and ethical requirements is critical for sustainable integration. 

AIhasthepotentialtotransformthefieldofforensicauditing,makingitmoreefficient, accurate, and 

proactive. However, its effectiveness is dependent on high-quality data, 

soundalgorithms,ethics,andhumanjudgment.Organizationsthatareabletoeffectively address these 

issues can use AI to enhance fraud detection, improve audit quality, and ensure accountability in 

financial investigations. 

 

6. Findings 

The findings of the study indicate that AI improves fraud detection and real-time transaction 

monitoring, thus making forensic auditing more effective. Moreover, it helps in improving the 

quality of audits by analyzing data. However, the use of AI also increases the risk of 

cybersecurityanddataprivacybreaches.Moreover,theethicalissuesofbiasedalgorithmsanda 

lackoftransparencyarestillpending.Additionally,theskillsofauditorsarealsochanging,and they 

require more expertise in data analytics and AI knowledge. 
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7. Suggestions 

To make the use of AI effective in forensic auditing, organizations need to develop AI governance 

policies. Moreover, training programs should be promoted to improve AI literacy 

andethicalauditingpractices.Additionally,thedevelopmentofexplainableAIsystemswillhelp 

improve transparency in legal and regulatory contexts. Moreover, the development of 

cybersecurity frameworks is essential to protect financial data. 

 

8. Conclusion 

Artificial Intelligence is a paradigm shift in the field of forensic auditing, providing better fraud 

analysis capabilities, efficiency, and quality of audit work. However, technology dependency, 

ethics, and regulatory issues need to be addressed through proper governance and professional 

adjustments.Awell-balancedapproachtointegratingAI,withproperethicsandtraining,willbe the key 

to maintaining integrity and accountability in forensic auditing practices. 
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