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ABSTRACT

The developments accelerated in technology anddrapanges in the environment and increase numbers
industrial countries and different desires and imegoents of customers, lead to be produced in langgntities is not
feasible due to changes listed above as well asdhd to product variety and change in tastes asite$ of consumers,
all above led not to enable companies to dischtrgie products in the case of mass production aadted the need to
devise ways and new methods fit with the curretitasion, and accounting point no longer the tradii accounting
systems able to meet the requirements needed bgothpanies to make decisions and know where wastdass of
resources resulting to invent new style away fromm ¢onventional methods currently used is accogrgirmceful style
(Lean Accounting) to keep a place mentioned witldeno developments. On this basis, centered resgaotitem about

the role of lean accounting on reducing of costthefcompany.

The objectives of this study are To clarify natafethe relationship and impact between lean acéogrand
reduce costs (operating costs, financial costsaagfpcosts) in construction, and Determine of stepapplication of lean

accounting to reduce costs. The study found afssinelusions and recommendations as following:

There is a impact with any significant positiveat@nship between two variables: lean accountind ewsts
(operating costs, financial costs, capacity cosi$)e recommendations are: To establish the culafreole-based
management, it is recommended that managers wovkaloe-groups to homogenize the organization. lexanronments

with production cells that require people to betivalilled require only a few, broadly defined pgnades.
KEYWORDS: Lean Accounting, Operating Costs, Financial Cdstpacity Costs.

INTRODUCTION

Under the recent developments of the current cgnaurd with the diversity of customer demand, gliabéion
and the intensity of the competition among the canigs to find competitive advantage. The traditionethods of setting
goals has became not sufficient to address tharesgents of the current situation of each of thet that deals with an
aspect of the administration of the cost and thek bf suitability of current developments, espiciahen using methods
of lean Industry, causing the need for the emenrgeasfcnew practices and tools which are called laegounting. To
support these developments in the industry andcpéatly in the lean manufacturing. Many compartiese found that
traditional accounting systems do not meet themateds because they can be expensive and takeito@gonsuming to

get the desired results, or they do not take ictmant the costs of waiting time, conversion ofduetion and cost of
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under process inventory. The tools of lean accagntieals with reduction of wastes of inflow time mfoduction

processes and resources, and which could not agdréy traditional accounting.

Therefore, the aim of the lean accounting is tmiglate the waste in production process apérating, reduce
the flow of production processes, provide accuirgtamation, faster and improve product quality amdater flexibility
and speed to meet the requirements of customerthandarket, soon with the aim of reducing costsugh using of

Principles, goals and tools of lean accounting.

STUDY METHODOLOGY
Problem of the Study

In the last two decades of the last century mu#tditional Appeared methods in cost managementeadds
aspect of each of cost. However each of them isitaide for application in achieving the goals loé tcompany in under
the current developments of production, particylavith lean production processes and as a resulteaiknesses in the
directing resources efficiently and effectively agliminate the loss of resources and time and taduce the overall costs

(operational, financial, capacity). From of abolkattthe main problem of the study is :
What is the role of lean accounting on reducingasts of the company?
From the main problem can be formulation some solpms as following:
What is the lean accounting? What are the its egfidins and its tools?
How is the lean accounting to benefits in directimg company 's projects?
towards the optimal use of resources and reduclesises in time and processes and reduce costs
What is the role of lean accounting on reducingpdrational costs?
What is the role of lean accounting on reducinfjrancial costs?
What is the role of lean accounting on reducingagfacity costs?
Objectives of the Study
» Identify the lean accounting of as the concepttardorinciples and objectives and requirements.
» Presentation and discussion of knowledge and thieakreontributions in the field of lean accountiagd costs.
» Determine of steps of application of lean accountmreduce costs.
» ldentify practical procedures for the applicatiddean accounting in

* To clarify nature of the relationship and impactween lean accounting and reduce costs (operatists,c

financial costs, capacity costs) in constructiooigets.
Hypotheses of the Study
The Main hypothesis of the study:

There is no a impact with any significant positredationship between two variables: lean accoundéing costs

(operating costs, financial costs, capacity costs).
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The Main hypothesis of the study can be subdividéa
e There is no a impact with any significant positreéationship between lean accounting & operatingg<o
* There is no a impact with any significant positieé&ationship between lean accounting and finarcoats.
» There is no a impact with any significant positieé&ationship between lean accounting and capaogysc
Need and Importance of the Study

The importance of study is concentrated in thet $fofn traditional methods to reduce the costs tHaate been
applied in the twentieth century to the new stgeimethod of lean accounting Use a number obits tthat assist in
directing the resources available to the compargnieffective and efficient And the eliminationlo$ses in time and the
performance of processes and products While maintpithe Control processes to provide accurate tmely
information for all levels of management in the gamy. It is scientifically fall importance of studly their applicability
to all company activities Reduction not only on dgwotive activities, but expanded to include reseuntanagement

activities and inventory and create quality andeah customer satisfaction and staff requirements

STUDY BACKGROUND
THE CONCEPT OF LEAN ACCOUNTING

The term lean from an accounting point can be defias a set of tools that can help to determindewasd
eliminate it, as it does not add value to the wankl improve the quality while the lean accountingrks to reduce
production cost and time. The results of the im@etation lean is to get things straight and inrthkt place at the right
time and the right quantity to achieve perfectidmilezminimizing the waste with the flexibility arability to change. The
philosophy of lean It allows the organization ta@tee strong through stable operations to enabla tbeassess what the

customer needs accurately and quickly and effigiexith minimal costs.

Either with regard lean accounting, it means cdntreasurement and management techniques thattréfie
reality of lean thinking and lean practices. Thanleaccounting makes the best decisions by its statetable tools,

activation costs and accurate information.

Accountings use of cells, cost or profit centerglepartments normally based on smaller, functignalipings of
work activity (Spithoven, A.H.G.M. 2001:34). Thereoidea behind lean is minimizing waste, thereforeating more
value for customers with fewer resources. In otdenbtain the expected results, the companies whidste adopted the
Lean Manufacturing system should apply the LeamHRihg model at all company’s levels including thec@unting
activity (Burton, T. T. & S. M. Boeder, 2003:23@ccountants need to locate the sources of resistamcultural change,
especially if the source is within their own heatsl minds (Haskin, D.,2010:230). Discovering tioist cause is the first

step toward overcoming it and removing the batdehe lean accounting transformation (Ayoogh, 80@:145).
REQUIREMENTS OF IMPLEMENTATION OF LEAN ACCOUNTING

e The approval of top management and discuss th&wrvof lean accounting.

* Brainstorming to identify the leader of the projaod determine the goals.

* Set a plan of Communication and vision of the worké.
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e Assign Volunteers for teamwork.
e Assign members of the teamwork.
* Training of the executive team of various of leanaunting.
» Act of Implementation.
* Evaluate the results and feedback.
LEAN ACCOUNTING PRINCIPLES, PRACTICES, AND TOOLS
The practices and tools of lean accounting are sanzed into five principles shown below

Table 1: Principles, Practices & Tools of Lean Acamnting

PRINCIPLES | PRACTICES TOOLS OF LEAN ACCOUNTING

(A) Suuple Conlinuous wasle () Value stieamn mapping, cuntend & fulwe state (b) Kaltzen contimuous
business elimination (transactions improvement (c ) PDCA problem solving
acconnting processes and reports )

(a) Performance measurement chart linking metrics to process, value

Management control & streams, plant reporting business strategy. target costs. and lean

(B) continuous improvement (b) Value stream performance boards containing break-
lean improvement through and continuous improvement projects (¢ ) Box scores showing
Accounting value stream performance
for change Cost managcment (a) Valuc strcam costing (b) Valuc strcam mcome statcments

Customer & supplier

value and cost mgt (7) Target costing

Financial iepoiting () Plam Enghish™ Gnancial statemments (b) Sunple, Lugely cash-based
(C) accounting
Clear & Visual reporting of (a) Primary reporting using visual performance boards; divisions, plant,
timely financial & non-financial value stream. cell/process in production. product design. sales/marketing.
Information | performance measurcments| administration, ctc.
provision Decision making (a) Incremental cost & profitability analysis using value stream costing
and hox scores
Planning & budgeting (a) Hoshin policy deplovment (b) Sales. operations. & financial planning
(SOTP)
Impact of lean (a) Value stream cost and capacity analysis (b) Current state & future state
) improvement wvalie stream maps (c) Box scores showning operational . tinancial. and
Plazming capacity changes from lean improvement. Plan for financial benefit from
from a lean the lcan changes
perspective Capital planning (a) Incremental impact of capital expenditure on value stream box-score.

Often used with 3P approaches
(a) Performance measurements tracking conunuous improvement

Invest m people participation. cmployee satisfaction, & cross-traming (b) Profit shanng
(E) Internal control system (a) Transaction elimination matnix (b) Process maps showing controls and
Strengthen based on lean operational SOX risks
Iniernal conbiols
accounting (a) Simple methods of inventory valuation without the requirement for
control Inventory valuation perpetual inventory records and product costs

Sources: AME. 2005

TOOLS OF LEAN ACCOUNTING
Value Stream Costing

Cost and profitability reporting is done using v@ktream costing, a simple summary direct costirthe value
streams. The value stream costs are typically el weekly and there is little or no allocation"oferheads." This
provides financial information that can be clearhderstood by everybody in the value stream whidhin leads to good
decisions, motivation to lean improvement across émtire value stream, and clear accountability dost and
profitability. Weekly reporting also provides exesit control and management of costs because threye reviewed by

the value stream manager while the informatiortiliscairrent ( Kroll, Karen M.,2004:102).
Visual Management

Visual management is a cornerstone of lean managerbean accounting requires visual presentatiobath
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financial and non-financial measurements. The "Bawre" format commonly used in lean accounting ioles a one-
sheet summary for a value stream showing the apeedtperformance, the financial performance, aod hwell the

capacity is being used.
Target Costing

Target Costing is the tool for understanding hoe ¢bmpany creates value for the customer and what be
done to create more value. Target Costing is udeehwew products are being designed and/or whenalue stream
team needs to understand the changes requirectease value for the customers. The outcome ofhilgisly cross-
functional and cooperative process is a seriesitifives to create more value for the customet tanbring the product
costs into line with the company's need for shemat and long-term financial stability. These impment initiatives
encompass sales and marketing, product designatip®s, logistics, and administrative processesiwithe company
(Mekong Capital, 2004:122).

Decision-Making and Box Scores

Routine decision-making — including quotes, prdfitgy, make/buy, sourcing, product rationalizaticaand so
forth — is achieved using simple yet powerful imf@tion that is readily available from the box scdneere is no need to

use a standard cost again for these importantidasi¢Tavakoli, A.,2003: 234).
Planning and Budgeting from a Lean Perspective

Lean planning starts with hoshin policy deploymant runs through to the monthly Sales, Operatians,
Financial Planning (SOFP) process leading to aggiatted game plan for the organization. These @amall made at a

value stream level and use lean accounting infaomat
Clear and Timely Communication of Information

Lean accounting provides financial reports thatrasslily understandable to anyone in the compahg.ificome
statements are in "plain English" and the inforovatis presented in a way that is no more complit#ttan a household
budget. Plain English income statements are easys¢éobecause they do not include misleading anfusiong data
relating to standard costs together with hostsiobinprehensible variance figures. When used iningetplain English
financial statements change Soroush, E., 2007.156)

HOW THE LEAN ACCOUNTING TOOLS REDUCING COSTS

Quality Measures to Reduce Costs

The life cycle of a product from design to impleraion, use and recycling, industrial companies tnhes
responsible to correct, mitigate or eliminate thesks caused. Other ways in which quality-relatesisccan be reduced:

using calculations at the preliminary studies oalgecision taken by the leaders of the industoatpany.
The Lean Six Sigma Systems

Lean Six Sigma is: improving quality and efficienof processes based on a strong project and catardit
approach with clear target setting. For long-teutcess and sustainability of excellence in opematitechniques must be

supported by an organizational philosophy that detepcontext of transactions.
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Lean Process Principles

Lean production is a production philosophy thatum$ the time between customer order and manuifagtur
delivering the required product by eliminating veastean production uses less of everything compavig mass
production or mass, half the manufacturing spaedf, the investment of equipment, design half hoairsew product
(Tavakoli, A., 2003:187).

Just In Time Method (Jit)

(Brosnahan, J. P.,2008:321)Just in Time (JIT) seHaon the idea that production activity must Heutated and

designed with great precision so that inventorresmainimized.
Total Quality Management —Tgm

(Foster, G. and C. T. Horngren., 1987:226) TQM -aicxomplex process that causes a continuous quality
improvement of product/services to meet customguirements in the context of increasing labor puobigiity and profit

industrial organization.
DATA INTERPRETATION &ANALYSIS

Table 2: Revenue

Revenue from power Supply 19,517.38 15,754.07 33163 23.89%
Sale of Fly Ash 27.56 14.01 13.55 96.729
Total 19,544.94 15,768.08 3,776.86  23.95%

(=)

From above Table the Revenue during FY 2014-1%ased mainly account of higher sales of 50.7 Billiits
sold during the current as compared to the previmer sale of 40.1 Billion units. Also, the Effeti capacity has
enhanced to 8891 MW from 7182MW in the previousryea

Fuel Cost
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Figure 1: Fuel Cost

Due to higher sales volumes by 26% as compareket@itevious year, the Fuel consumption is highsultieg

into increase in fuel cost.
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Finance Cost

Table 3: Finance Cost

Interest Expenses 4,688.11 3,435.09 1,252.72  36.45%

Other Borrowing Costs  680.45 925.96 (245.51) (284561
Total 5,369.16| 4,361.95 1,007.21 23.09%

Finance costs are higher mainly on account of tiessaf capitalization of interest cost on commisgd plants
and also due to conversion of Letter of Creditlfiaes into rupee term loan.

Performance Reporting

Table 4: Performance Reporting

6/2 6/9 6/16 /23 6/30 7 7/14 7i21 728 8/4 8/11 8/18 825 Goal
Units per Person 15.10 15.63 147 1581 15.80 16.32 207
g On-Time-Shipment 100% 100% 100% 100% 100% 100% 100%
=]
5 Dock-to-Dock Days 6.00 6.00 6.00 6.00 6.00 55 55
&
< First Time Through 80% 80% 81% 85% B5% B87% 92%
Average Cost 33 | sar | se2 | ass | sar | s2s 262
Productive 20% | 20% | 20% | 28% | 28% | 28% 40%
E
£ | Non-Productive sa% | sa% | sa% | s2% | seu | s2% 33%
3
Available 17% 17% 17% 20% 20% 20% 27%
Revenue 471 485 456 480 488 526 576
Material Cost 123 125 129 132 135 137 138
o
g Other Variable Costs 49 50 51 54 76 87 51
E
2 Fixed Costs 120 120 18 116 116 116 108
F
Profit 179 190 158 188 161 186 278
Return on Sales % | sew | 35% | se% | ssw | ss% a8%

From above table the lean accenting tools haveciedgwf operating costs(units per person, dockdokdlays,
first time through and average cost), conservatiba capacity (productive, non-productive and awéélp and
rationalization of financial costs (revenue, matkcost, other variable costs, fixed costs, periid return on sales) that led

to achieving company's goals and objectives
THE ASSESSMENT OF FINANCIAL BENEFIT FROM LEAN ACCOU NTING

Table 5: The Assessment of Financial Benefit froméan Accounting

Current state Future State Lean I_F::“;;e.fr:_'ri
efore Lean Step Two including New
Dec ‘02 Dec 2003 Products
Sales per Person 224,833.00 224,833.00 277.031.00
g Inventory Turns 6.5 15 20
5 Average Cost per Unit 31.32 29.88 24.25
& FirstPass Yield 81% 95% 95%
Leadtime in Days 25 5 2.5
- Productive 55% 52% 79%
g Non-Productive 42% 12% 12%
° Available 3% 36% 9%
Revenue 4,062,000 4,062,000 5,686,000
Material Costs 1,164,184 1,109,327 1,552,839
g Conversion Costs 1,483,416 1,483,416 1,657,500
g Value Stream Profit 1,414,400 1,469,257 2,475,661
Value Stream Return on Sales 35% 36% 44%
Hurdle Rate Variance (40%) -5% -4% 4%
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As the company moves from the current state tduhee state the operational measurements imprdugdhere
was little financial improvement. Tangible finarlcienefit comes when the company introduces newlymts that use

that newly -freed up capacity.
TEST OF HYPOTHESES OF STUDY

To find a certified indicators that support theastjves of the study, and through test hypothesdsbaild their
own model, the researcher has used many statigistal through the use of (SPSS) program. The &iimeadata that has

been collected through a questionnaire study aisalys
Have been used the following decision Base tohgsbtheses of the study are:

Be accepted hypothesis if the calculated valueds than the tabular value and moral value is grélaan (0.05)

and reject the hypothesis if the calculated vadugréater than the tabular value and moral vallessthan(0.05).
The Main Study Hypothesis

There is no a impact with any significant positredationship between two variables: lean accounséing costs

(operating costs, financial costs, capacity costs).

Table 6: The Main Hypothesis Test Results

F F (Sig-F) Correlation Coefficient | Coefficient of Determination | Result
Calculated | Tabulated g R R2 H
3.6 111.957 0.88 0.721 0.576 Reject

Have been used of test multiple regression tatiesprevious hypothesis, Noting (F) Calculated gatuless than
of its Tabulated value When the confidence leveP495), It also (Sig-F) is more than The level mfngicance (0.05),
And depending on the decision rule we reject tlyigdthesis. Relationship strength has reacl®ed2(l), Coefficient of
determination is@.576, Reflecting the rising strength of this relatibigsand the degree of interpretation of variables o

lean accounting and costs (operating costs, fiahoosts, capacity costs).
CONCLUSIONS

* While Lean Accounting is still a working- procesisere is how an agreed body of knowledge that t®iméng
the standard approach to accounting, control, aadsorement. These principles, practices, and tfolsean
Accounting have been implemented in a wide rangeashpanies at various stages on the journey to lean
transformation.

e The company using Lean Accounting have better métion for decision-making, have simple and tinrelyorts
that are clearly understood by everyone in the @nypthey understand the true financial around vhieie
created for the customers, and Lean Accountingelgtdrives the lean transformation.

e The using of lean accounting tools that company twameduce costs and achieve financial savingsther
company, speed respond to the customer needs artd, Mlexibility, quality, and reduce inventory t¢edor the
full production and production under process amtlice the waiting time and reduce the loss and ehtuasbest
suppliers.

 There is a impact with any significant positiveat@nship between two variables: lean accounting) eosts
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(operating costs, financial costs, capacity costs).
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