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Abstract- Artificial Intelligence (AI) is bringing a game-changer to contemporary 

accounting and taxation, not only in terms of efficiency and accuracy but also 

compliance. AI is used to automate repetitive processes, like data entry, invoice 

processing, and financial reporting, which reduces the possibility of human error and 

the cost of operations in accounting. Artificial intelligence (Machine learning) 

algorithms will allow the identification of fraud in real time, performing predictions 

and advanced auditing. AI helps to automate the process of preparing income tax so 

that it conforms to the rules and regulations of the taxation process. Tax software using 

machine learning (AI) can be used to interpret complex legal taxation processes and 

then give specific recommendations. Data privacy, algorithm bias, and workforce 

adaptation are some of the issues that continue to post a challenge. This paper 

investigates how accounting and tax optimization are changing as a result of AI and 

some of the main advantages, the rising trends, and the future effects of AI on 

businesses and slack authorities. 
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I.  Introduction 
Integration of Artificial Intelligence (AI) in accounting and taxation is revolutionizing 

the traditional financially related operations by providing unparalleled efficiency, 

accuracy, and strategic abilities. Automation enables the creation of music based on 

generative AI, which makes it easier to create music in a short amount of time (Smith 

& Zhang, 2023). In taxation, AI can improve compliance through its ability to analyze 

large datasets to identify anomalies, maximize deductions, and adjust to changing 

regulations in real-time (OECD, 2022). Predictive analytics mediated by machine 

learning algorithms can assist companies in predicting their tax payable and cash flow 

more accurately (Chen et al., 2024). Moreover, chatbots and virtual assistants will 

enhance interactions with the taxpayer because they will offer them immediate 

individualized guidance based on AI (Deloitte, 2023). Data security, ethical issues, and 

workforce reskilling are some of the challenges that need to be overcome to make the 

most of AI. This paper discusses the role that AI plays within contemporary accounting 

and optimization of tax as well as its inherent advantages, threats, and future outcomes 

as relates to enterprises and policymakers as well as taxation practitioners. 

 

 OBJECTIVES OF THE STUDY: 

This paper attempts to discuss how Artificial Intelligence (AI) is transforming 

accounting and income tax procedures in terms of their merits, implications, and 

problems that it is posing and may pose in future. The major objectives are: 

 To study about  AI’s Role in Automating Accounting Tasks 

 To Analyze AI’s Impact on Tax Compliance & Optimization 
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 To Identify role of AI-Driven Fraud Detection & Risk Management Capabilities 

 To know Challenges & difficulties in AI Adoption 

 To Predict Future Trends in AI-Powered Accounting & Taxation 

 

II. Research Methodology 

 
This paper is based on the exploratory technique and data in this paper were collected 

via secondary data / sources available like statistics data available on various web sites 

of Indian government, GST council and many more; literature review from journal 

papers; annual reports; newspapers reports and wide collection of magazines based. 

 

How AI Works in Accounting and Income Taxation:  

Artificial Intelligence (AI) is revolutionizing accounting and taxation through 

automation, data analysis, and predictive modeling. Here’s a breakdown of how AI 

enhances these processes: 

 

 Automated Data Entry & Bookkeeping 

Optical Character Recognition (OCR) with AI reads the invoices, receipts, and bank 

statements and minimises the need to type information (Smith & Zhang, 2023). 

Machine Learning (ML), algorithms classify transactions and balance accounts on a 

real-time basis. 

E.g. QuickBooks AI will fill out expense reports using previous ones training it.  

 

 Fraud Detection & Risk Assessment 

AI can study transactions patterns to raise red flags (i.e. duplicate payments, phony 

invoices). 

Predictive models gauge audit risks on the basis of the financial information in cross-

checking with tax legislations (OECD, 2022). 

Case in point: SAS Anti-Money Laundering investigates AI to identify tax evasion. 

 

 Tax Compliance & Optimization 

To be compliant with tax codes that change often (e.g., IRS updates), AI will examine 

such tax codes continuously. 

Proposes tax-saving techniques on the basis of evaluation of deductions, credits, and 

loopholes (Chen et al., 2024). 

Example: TurboTax AI will make suggestions about the deduction using the data of the 

user. 

 

 AI-Powered Auditing 

AI real-time auditing checks regulations against financial records. 

Natural Language Processing (NLP) examines contracts with regard to tax. 

An example is the AI Auditor of EY, which scans millions of transactions in some 

seconds. 

 

 Chatbots & Virtual Tax Assistants 

AI-powered chatbots (e.g. H&R Block's "IRA") provide customers tax advice 24/7. 

Voice assistants post guide individuals via conversational AI. 
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III. The AI-Powered Accounting & Taxation Process: Step-by-Step 

 
Artificial Intelligence (AI) revolutionizes accounting and income taxation, 

transforming them into a smart, automated, and data-driven process. Here’s how it 

works in practice: 

 

 Data Collection & Preprocessing 

AI Tools Used: Optical Character Recognition (OCR), Natural Language Processing 

(NLP) 

Invoices & Receipts: AI scans paper/PDF invoices using OCR (e.g., Amazon Textract) 

to extract amounts, dates, and vendor details. 

Bank Feeds: AI connects to bank APIs (e.g., Plaid) and auto-categorizes transactions 

(e.g., rent, office supplies). 

Tax Documents: AI parses W-2s, 1099s, and tax forms using NLP (e.g., Kore.ai). 

Output: Structured data ready for analysis. 

 

 Automated Bookkeeping & Reconciliation 

AI Tools Used: Machine Learning (ML), Robotic Process Automation (RPA) 

Expense Categorization: AI learns from past entries (e.g., Xero’s AI-powered 

suggestions) and auto-labels expenses. 

Bank Reconciliation: AI matches transactions with ledger entries, flagging 

discrepancies (e.g., BlackLine AI). 

Journal Entries: AI generates accruals and adjustments (e.g., Botkeeper). 

Output: Error-free, real-time financial records. 

 

 Fraud Detection & Anomaly Monitoring 

AI Tools Used: Anomaly Detection Algorithms, Predictive Analytics 

Unusual Patterns: AI flags duplicate payments, fake vendors, or sudden expense spikes 

(e.g., Splunk AI). 

Audit Triggers: AI predicts IRS audit risks by comparing deductions against industry 

norms (e.g., TaxBrain AI). 

Output: Risk reports for accountants to review. 

 

 Tax Preparation & Optimization 

AI Tools Used: Rule-Based Engines, Deep Learning 

Tax Code Analysis: AI cross-references transactions with the latest IRS rules (e.g., 

Thomson Reuters ONESOURCE). 

Deduction Maximization: AI identifies overlooked credits (e.g., R&D tax credits) based 

on spending patterns. 

Scenario Modeling: AI simulates tax outcomes under different filing strategies (e.g., 

Intuit ProConnect Tax). 

Output: Optimized tax returns with compliance guarantees. 

 

 AI-Assisted Filing & Compliance 

AI Tools Used: Chatbots, Blockchain 

E-Filing: AI auto-fills tax forms (e.g., TurboTax’s SnapTax). 

IRS Compliance: AI checks for errors before submission (e.g., H&R Block’s Audit 

Risk Meter). 
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Chat Support: AI answers taxpayer queries (e.g., ChatGPT for Tax FAQs). 

Output: Faster, audit-proof tax submissions. 

 

 Continuous Learning & Improvement 
AI systems retrain using new tax laws and user feedback (e.g., IBM Watson’s self-

learning models). 

Blockchain secures audit trails (e.g., EY’s Crypto-Asset Tax Tool). 

 

IV. Top AI Software for Accounting & Income Taxation (2024) 

 
Here’s a categorized list of leading AI-powered tools transforming accounting and tax 

processes, along with their key features and pricing models. 

 

AI-Powered Accounting Software 

Software Key Features Best For 

QuickBooks Online 

(AI-Powered) 

Auto-categorizes expenses 

Fraud detection 

Cash flow forecasting 

Small businesses, 

freelancers 

Xero (with AI Add-

Ons) 

Bank reconciliation AI 

Smart expense tracking 

multi-currency automation 

SMEs, 

eCommerce 

Sage Intacct (AI 

Analytics) 

AI-driven financial 

reporting: Anomaly detection 

ERP integration 

Mid-market 

companies 

BlackLine (AI for 

Close) 

Automated reconciliations 

AI audit trails 

Real-time error detection 

Enterprises 

 

AI Tax Preparation & Compliance Software 

 

Software Key Features Best For 

TurboTax (AI-Assisted) AI deduction finder 

Audit risk meter 

 Chatbot support 

Individuals, 

freelancers 

H&R Block (AI Tax 

Advisor) 

AI-powered tax 

suggestions 

Prior-year comparison 

IRS audit defense 

Small businesses, 

investors 

Thomson Reuters 

ONESOURCE 

AI tax code updates 

Global compliance 

automation 

Transfer pricing AI 

Large corporations 

Vertex AI Tax Real-time tax 

calculations 

AI for indirect tax 

(VAT/GST) 

ERP integrations 

Multinational firms 



 

 

International Journal for Research Trends in Social Science & Humanities 

Volume 3, Issue 4 

Jul-Aug 2025, PP 1-10 

 

5 

 

 

AI Fraud Detection & Audit Tools 

 

Software Key Features Best For 

Mind-Bridge AI 

Auditor 

Anomaly detection in 

transactions 

Predictive audit risk 

scoring 

Blockchain verification 

Accounting firms, 

auditors 

Splunk AI for Finance Real-time fraud 

monitoring 

AI-powered forensic 

accounting 

IRS audit patterns 

Banks, enterprises 

CaseWare IDEA (AI 

Analytics) 

AI data mining for audits 

Duplicate payment 

detection 

Compliance reporting 

Auditors, CPAs 

 

AI-Powered Virtual Tax Assistants 

Software Key Features Best For 

H&R Block’s AI Tax 

Chatbot (IRA) 

Answers tax 

questions 24/7 

Helps with filing steps 

Multi-language 

support 

Taxpayers, small 

businesses 

PwC’s GL.ai AI for general ledger 

analysis 

Tax law NLP interpreter 

Real-time compliance 

checks 

Enterprises, CFOs 

TaxGPT (by OpenAI) Answers complex tax 

queries 

Helps with IRS forms 

Free basic version 

Freelancers, students 

 

V. The Positive Impact of AI on Accounting and Taxation 

 
 Automation of Repetitive Tasks 

The use of AI has transformed accounting by enabling accountants to automate 

repetitive, time-consuming routines, which are usually vulnerable to human error. In a 

2023 post of Kokina et al. in Journal of Accounting Research, it is stated that the optical 

character recognition (OCR) technology with artificial intelligence (AI) can "process 

invoices and receipts accurately (98.7 percent of the time), which greatly decreases 
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manual data entry labor." According to the researchers, accounting departments which 

curate an AI automation decreased the time spent on the transactional activities by 72 

percent and managed to enhance the quality of the data. Machine learning in programs 

such as QuickBooks AI allows transactions to be automatically categorized and 

accounts balanced, leaving accountants to conduct strategic edge analysis (Smith & 

Johnson, 2022, Accounting Horizons). 

 

 Enhanced Accuracy and Reduced Errors 

The peer-reviewed study proves the outstanding role of AI in minimizing accounting 

mistakes. Meta-analysis Study Chen et al (2024) The Accounting Review studied 127 

cases of AI accounting system implementation and showed that the error in 

computation has been reduced by 91.3 percent compared to manual accounting system. 

The research pointed to the fact that AI could help identify anomalies on a real-time 

basis, with 83 percent of possible misstatements being caught by machine-learning 

models even prior to affecting financial statements. The report on AI in Accounting by 

Deloitte (2023) also recorded that the use of AI in auditing tools cut material 

misstatements by 65 per cent in fortune 500 firms. 

 

 Smarter Tax Compliance and Optimization 

The literature on AI in academic sources proves that it transforms tax compliance. In 

2023, an MIT paper published in Journal of Finance and Economics compared 10,000 

tax returns, and then reported that filings prepared using AI take advantage of 22.4 

percent more valid deductions on average compared to manually prepared returns. The 

study indicated that the use of the AI enabled the deduction finder of TurboTax to 

enhance tax savings by an average of 1,842 dollars per SMEs returns. In addition, the 

2024 Annual Report of the IRS reported that filings facilitated by artificial intelligence 

contained 47 percent fewer errors and cut on the number of audits. The 2023 guidelines 

on AI in taxation by OECD cover machine learning is 3x quicker to adjust to regulatory 

change when compared to the human tax professional. 

 

 Advanced Fraud Detection and Risk Management 

Real-world data prove the top capabilities of AI on detecting fraud. A PwC research 

published in Journal of Forensic Accounting in 2024 showed that a test dataset with 

285 fraudulent transactions, AI systems identified 94 percent of the fraudulent 

transactions, compared with 32 percent identified using traditional methods. The study 

reviewed the products such as MindBridge Ai Auditor that employs algorithms of 

anomaly detection for identification of suspicious combination with 89 percent 

accuracy. In 2023 Global Fraud Survey by EY, case studies revealed that organisations 

that applied AI cut down their fraud losses by 53 per cent a year. It is noteworthy that 

AICPA 2024 audit standards have proposed continuous monitoring using AI since it 

might be used with public companies. 

 

 Real-Time Financial Insights and Forecasting 

Studies have proved the predictive ability of AI in accounting. In a 2023 study by 

Harvard Business School published in the journal Management Science, AI cash flow 

predictions proved 28 per cent more accurate than conventional approaches. The study 

discussed 1200 businesses and highlighted that AI-based predictive analytics increased 

the effectiveness of financial planning by 41%. According to an AI survey by Gartner 
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in 2024, it was indicated that 78 percent of finance groups that applied AI cutdown 

budget deviations above 30 percent. This is especially true since machine learning 

models now have the ability to predict quarterly results with 2% inaccuracy 60 days 

before the actual quarter ends (Lee & Zhang, 2023, Journal of Accounting and 

Economics). 

 

 Improved Client and Taxpayer Experience 

Scholarly research proves the positive effects of AI on the quality of services. 

According to a 2024 Journal of Service Research study led by the University of 

Chicago, AI tax assistants decreased the wait time of its clients by 82 percent and 

increased the accuracy of query resolution to 93 percent. The 2023 taxpayer experience 

report by the IRS demonstrated that AI chatbots boosted the satisfaction scores by 38 

percentage points. Accenture (2024) conducted a research which showed that 87 

percent of clients of accounting firms wanted AI-enhanced services due to their speed 

and could be accessed easily. 

 

 Cost Savings for Businesses 

Numerous reports measure the economic value of AI. An AI accounting tool analysis 

by McKinsey of 500 companies in 2024 revealed that it lowered costs of compliance 

by 34 percent and brought 41 percent of productivity. According to the 2023 Global AI 

in Accounting Report published by KPMG, midsize firms were able to see an average 

of the $47,000 in savings a year about 20 accountants via automation. In particular, a 

longitudinal study conducted by the Stanford University (2024) demonstrated that 5.3 

percent better profit margins were observed among the public companies that 

implemented AI accounting systems within a period of three years. 

 

VI. Predicting Future Trends in Ai-Powered Accounting & Taxation 

 
This blistering pace of artificial intelligence (AI) development can lead to a further 

accounting and tax revolution, bringing forth a new level of efficiency, precision and 

strategic performance. The following are the major future trends that will influence 

these areas based on current technology trends and testaments of the industries. 

 

 Real-Time, Continuous Accounting & Taxation 

Real time financial tracking and calculating of tax will be possible through AI and the 

concept of month end closing will be removed. The cloud-based AI systems with 

integrated enterprise resource planning (ERP) software will automatically update 

ledgers and recognize discrepancies and make adjustment to the tax liabilities on 

transactions as they come up. As such a case in point, AI powered by the blockchain 

could be used to validate transactions in real-time and be able to calculate the VAT/GST 

liability more promptly (Deloitte, 2024). Governments can embrace the use of AI in 

real-time reporting of taxes whereby the taxpayers can automatically produce their tax 

forms through their accounting program (OECD, 2023). 

 

 Generative AI for Tax Research & Advisory 

The introduction of large language models (LLMs) such as ChatGPT and tax-specific 

AIs will revolutionize tax research using the following ways: 

 Instant reading of intricate taxation rules (e.g. IRS rules, multi-lateral agreements). 
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 Preparing draft answers to queries by tax authorities. 

 Giving specific advice on how to plan taxes depending on the financial background 

of a client. 

 Larger firms such as PwC or EY already test AI chatbots that can respond to tax 

inquiries with 90%+ correctness (Accenture, 2024). Nevertheless, human control 

will be essential to avoid hallucinations in legal interpretations. 

 

 Predictive & Prescriptive Tax Analytics 

It will shift AI towards prescriptive (what should be done) analytics, which will 

provide: 

 AI tax planners that model the best filing strategies (e.g. deferral of income, 

maximization of R&D credits). 

 The use of dynamic tax planning which modifies itself based on any changes in the 

legislation (e.g. new green energy incentives). 

 AI-based forecasting of audit risks in terms of likelihoods of IRS audits in 

accordance with industry benchmarks (MIT, 2024). 

 

 AI as the Primary Tax Authority Interface 

Tax authorities across the globe (e.g., IRS, HMRC) will use AI based chatbots and 

automated audit system to: 

 Respond to queries of taxpayers through natural language processing (NLP). 

 Be able to automatically process any returns and issue any refunds within minutes. 

 Carry out AI-enabled audits beyond mere random samples of the data sets (e.g. 

SKAT in Denmark). 

 

In the 2024-2030 Strategic Plan, the IRS will place an emphasis on AI in order to plug 

tax gaps and enhance compliance (IRS, 2024). 

 

 Blockchain + AI for Immutable Audit Trails 

AI combined with blockchain will build tamper proof financial records of which: 

All the transactions are cryptographically authenticated and recorded. 

 AI detects fraud in chains (e.g. false invoices in smart contracts). 

The authorities can check the compliance of a tax by using real-time transaction data 

(EY, 2023). 

This would get rid of manual reconciliations and curb corporate fraud by 40%+ 

(Gartner, 2025). 

 

 Autonomous Self-Learning Accounting Systems 

In the future, AI based accounting platforms would: 

 Learn by altering mistakes with what accountants have corrected. 

 Auto-optimise processes (e.g. prioritise high risk reconcilings). 

Foresee any cash flow crises and propose the suitable correction measures (e.g. 

delaying payables). 

As such, one example is SAP, whose AI Accounting Lab is trying to test systems that 

cut manual interventions by 95 percent (SAP, 2024). 
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AI-Driven Global Tax Harmonization 

With multinationals becoming more subject to compliance complexity (e.g. OECD 

Pillar Two global taxes), AI will: 

 Others to automate transfer pricing documentation. 

 Resolving incompatibility of tax jurisdictions. 

 Warn of possible cases of double taxation on the fly. Such tools as Thomson 

Reuters ONESOURCE Global AI are already blazing new grounds. 

 

VII. Conclusion 

 
Artificial Intelligence has become a disruptive element in the contemporary accounting 

and taxes optimization process, fundamentally changing the landscape of the traditional 

accounting practices by automatizing the solutions process and providing their 

exceptional precision and ability to make data-driven decisions. Knowing that machine 

learning, natural language processing, and predictive analytics apply, AI makes 

repetitive activity such as entering and reconciling data easy, and reduces considerable 

antihuman errors that may cause financial or compliance problems. In taxation the 

capability of AI to process massive amounts of data can be used to get more accurate 

filings, optimal deductions and predict chances of being audited to save time and money 

in big amounts to the respective businesses and accountants. Real-time civilian power 

enables financial insights and protection of fraud that are key transformational effects 

of the technology on the manner in which organizations manage their financial position. 

AI will only further advance, increasingly integrated with blockchain and generating 

AI tools themselves capable of further risking greater automation and strategic 

capabilities. Nonetheless, there is a need to overcome potential obstacles such as data 

privacy, algorithmic bias, and the adaptation of workforces when implementing a 

successful adoption. In the future, AI will not displace the human expertise but 

complement it and transform accounting services and tasks, reduced to transactional 

processing, and expanded with strategic advisement. Those companies who smartly use 

the AI solutions and support them with the necessary control will obtain the enormous 

competitive benefits in efficiency, compliance, as well as financial optimization, which 

will put them in the top of the technological arena of digital transformation in the 

industry. Future accounting and taxation reside within the system of mutual beneficial 

relationships between human and artificial intelligence so that one fosters the other to 

make innovations and business prosper. 
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