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Abstract

The COVID-19 pandemic presented unprecedented challenges, compelling businesses to reassess
operational and financial strategies. This paper explores managerial accountants' application of lean
accounting principles to sustain organizational goals during the pandemic. Lean accounting integrates
lean management tools to enhance operational efficiency, reduce waste, and align decision-making with
customer value. The study highlights key lean tools such as value stream mapping, continuous
improvement methodologies, and value stream costing, which enable organizations to adapt to volatile
conditions. The research underscores the role of metrics like ROI, profit margins, and sales growth in
monitoring performance. Despite limited literature on lean accounting’s direct impact during the
pandemic, findings suggest its potential to improve resilience and decision-making efficiency.
Recommendations for future research include detailed case studies to validate the efficacy of lean
accounting in crisis scenarios.
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Introduction

Management accountants can help organizations become more customer-oriented. Their
awareness of service quality elements that customers value most can help establish structures in an
organization to improve customer satisfaction and achieve its goals (Walker et al., 2018, p. 18).
During tough times like the COVID-19 Pandemic, organizations must reassess their financial
situation and simultaneously cater to the customers' needs without reducing product/service
quality. The discussion about reassessing a company’s financial situation is essential because the
GDP worldwide shrunk because of the lockdowns, closing of different businesses, layoffs, etc.
When the GDP is shrunk worldwide, most people and organizations will feel the financial impact.
Even though the effects varied, the effects are still present, and worst of all, the tourism and
hospitality industries were impacted the hardest (Lawson, 2021, p. 5).

Small and Medium-sized Enterprises (SMEs) employ less than 250 people. They make up
90% of businesses worldwide, and these SMEs employ 50 to 60 % of the world's population (Dey et
al., 2020, p. 141). As mentioned earlier, many organizations, including SMEs, were affected during
this pandemic, and implementing lean management systems can help them sustain themselves.
“Lean management practices and sustainability-oriented innovation are organizational competencies
that enhance organizations’ competitiveness. These need to implement strategic, policy, and
operational intervention” (Dey et al., 2020, p. 143).
Problem Statement

Without the involvement of managerial accountants and the tools they use in implementing and
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monitoring lean management metrics related to Covid 19, the organization may not be able to effectively
realize its goals, thereby leading to a potential loss of profit. Each organization’s goals can be different
during the Pandemic. Like the online-based business, some organizations saw an excellent opportunity
to grow their businesses. In contrast, smaller and more traditional companies, like SMEs, tried to
survive without incurring losses. We need to study how managerial accountants and the tools they use
to implement lean management can help these businesses survive such harsh times.

Background

Management accountants' role grew into business partners as they participated in strategic
decision-making teams (Rouwelaar et al., 2018, p. 211). Management accountants proved to be
highly valuable for introducing new accounting and reporting methods in an organization that
directly helped the decision-making process (Ascani et al., 2021). For a firm to reach its goals, the
management accounting system will be pivotal in providing the information and data to enable a
decision-making process. The information provided by the management accounting systems will
help make decisions regarding resources required and usage, market placing, and how the company
fares against its competition in the market (Ascani et al., 2021).

A management accounting system will have the following components (Cristian, 2018, p.

174):
a. Financial Accounting
b. Management control

c. Managerial accounting
d. Internal audit.

Using these systems, a management accountant can produce reports that can help the company's
executive leadership make a decision. A company can use lean tools to be more efficient and
managerial accounting to produce the highest customer value. This combination of lean tools
and managerial accounting is also called lean accounting. Lean financial accounting applies
lean practices in all accounting processes to improve productivity, quality, and delivery (Grasso
& Tyson, 2021, p. 2).

Purpose of Research

As mentioned earlier, the COVID-19 pandemic has changed lives in many ways. Many
businesses were affected and are struggling to sustain themselves. Even after two years, we still
see the effect of supply chain problems, low availability of products, and price hikes. If a
company needs to survive in these conditions, it needs to bring lean accounting to perform better.
Not much research has been done in the context of lean accounting and the COVID-19 Pandemic,

so this paper attempts to understand how lean accounting can help organizations realize their
goals during the Pandemic.
Research Questions

This paper attempts to find the answers to the following questions:
1. What is lean accounting?
2. What are the tools used by managerial accounting?
3. What are the metrics that are developed by lean accounting?

4. How do these metrics help organizations stay in business during the harsh times
of the COVID-19 Pandemic?
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Literature Review

Due to worldwide competition and changing markets, firms adopt new strategies to be
competitive, sustainable, and grow. Firms are adopting Lean Management, adapting to the growing
trends and innovation as their main strategies. Innovation and adapting to growing trends go hand in
hand. As customer needs change, new trends emerge, and to meet these unique needs, firms must
develop new products or services to be in the game. As part of being profitable, many companies are
utilizing Lean Management. Lean Management helps firms eliminate waste, decrease defects,
maintain good inventory, and increase productivity while helping the firm reduce costs (Abdallah et
al., 2019, p. 239).

The COVID-19 Pandemic changed many lifes. For a company to sustain itself, it is necessary
to change its functioning methods, and this is where Lean Management can help these companies
sustain themselves while combining innovation. Even though Lean Management and innovation
seem to go hand in hand, there is a debate about this in the literature (Abdallah et al., 2019, p. 240).
One side of this debate argues that Lean Management enhances innovation as it depends on group
culture, multifunctional teams, and established processes, which we consider as requirements for
innovation. The other side of the debate argues that Lean Management discourages risk-taking and
failures seen as wastages or non-value-added activities. Due to the established processes, Lean
Philosophy prevents innovation in the wake of new demands or needs (Jones & Linderman, 2018, p.
337). Abdallah et al. (2018) argue that these arguments are strictly theoretical and lack any backing
from empirical studies (p. 240). There is enough backing from the live examples of many companies
pushing toward innovation and utilizing the Lean philosophy.

The best example is the Toyota company that introduced the Lean Six Sigma philosophy to the

World. Toyota always pushed for innovation, bringing better automobiles to the market while following
the Lean Six Sigma philosophy.

Lean Philosophy Implementation

Companies need to implement Lean Six Sigma to improve their performance. In their paper,
Grasso and Tyson (2021) presented evidence that the firms implementing Lean Six Sigma improved
financial and non-financial performance (p. 1). The utilization of Lean practices has become so
common that we see these practices in healthcare and service industries. Conventional management
accounting reporting became an obstacle to Lean Management (Grasso & Tyson, 2021, p. 2). This is
where Lean accounting comes into play and helps the firms yield better results.

Along with traditional management accounting, bureaucratic organizations are slow to
adapt to Lean practices. Along with these two, traditional accounting and reporting, variance
analysis, and standard costing were used dominantly in firms that do not use lean accounting
practices. It is important to note that emphasizing financial or nonfinancial initiatives alone does not
hinder Lean Implementation and improvement.

Firms utilize many strategies to start their lean journey. Through their research, Grasso and
Tyson (2021) found that firms use nineteen strategies, initiatives, and practices, and out of these
nineteen, the Use of 5S and Kaizen (Continuous Improvement Program) are the first initiatives taken
up by a firm and A strategy focused on reducing the number of suppliers and suppliers delivering on
a just-in-time basis are the initiatives that were last to be implemented (p. 3). It is essential to
recognize that many firms trying to become Lean tend to look inward first and better the internal
Practice before looking outward when dealing with their vendors. All the nineteen strategies,
initiatives, and practices are positively associated with performance improvement.

Along with management initiatives, organizational culture also plays a massive role in the
success of a firm's implementation of lean philosophy. Grasso and Tyson (2021) surveyed employees
of different companies using an eighteen-item survey to learn the best organizational culture (p. 4).
Out of the eighteen-item survey, Management’s commitment to quality-related training and
empowering line managers to make decisions are considered the best characteristics of organizational
culture. Meanwhile, bureaucratic and centralized thinking are highly problematic cultural
characteristics. Interestingly, these two characteristics are negatively related to the success of Lean
Implementation.

As we implement Lean Philosophy in a firm, we need to identify performance
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measurements to determine how the firm will function after the implementation. In their paper,
Grasso and Tyson (2021) surveyed employees from different companies to determine the main
performance indicators (p. 5). They used a thirteen-item survey to determine the most important, and
based on the results, on-time deliveries and customer satisfaction were rated as the most critical performance
measurements. Nonfinancial measures related to value stream performance and inventory turns are
rated the lowest. Astonishingly, inventory turns have received such a low score in the survey. This is
surprising because one of the main concepts of Lean Philosophy is inventory management, which
uses the Kanban methodology. The authors concluded that the people who took the survey did not
get much exposure to the importance of inventory.

As mentioned earlier, Implementation of the Lean Philosophy is not enough. We need to do
performance measurements and use specific systems to measure them. We use eight measurement
systems, mainly in the Lean Philosophy. They are (Jones & Linderman, 2018, p. 339): Systems to
Measure Labor/material efficiency, systems to measure overhead volume/efficiency, Standard costing,
Target Costing, Balanced Scorecard, Activity-Based Costing, Value Stream Costing, and Throughput
Accounting. In their survey, Grasso and Tyson (2021) found that most people who took the survey use
traditional accounting systems, and only a few use Lean accounting systems (p. 4). This confirms the
argument that most organizations lag in transforming their accounting systems to Lean accounting
systems. It was found that there is a lack of understanding of the value stream costing and its benefits,
which are the primary reasons impeding organizations from transforming their traditional accounting
to lean accounting.

After the implementation of lean initiatives, we have seen improvement in many areas (Grasso
& Tyson, 2021, p. 6). Cycle/production/service time is improved, quality is improved, overall
communication is improved, profitability is improved, we can manage capacity more effectively, costs
are reduced, inventory management will become better, and the need to monitor transactions will be
reduced.

Lean Accounting Tools

As mentioned earlier, due to the increasing competition, customers' demands for high-quality
products made the firms better at producing quality products. Improved quality leads to higher
customer satisfaction, retention, and market share. As part of improving quality, many companies
focus on Lean Philosophy, and Lean accounting is part of it. People are utilizing Lean accounting
because the traditional accounting system neglects market conditions.

Lean accounting is a crucial technique of managerial accounting that works towards improving
the quality of a product by reducing its costs, meeting or exceeding customers'

Expectations, eliminating waste, and preventing loss (Alotaibi et al., 2021, p. 77). The primary
purpose of Lean accounting is (Kocamis, 2015):
a. cand cost data to the value stream leaders to inform them about the value stream and
continuous improvement.
b. To provide data for reporting and performance measurement to the firm's executive
leaders.

c. To give related cost data that will be recorded in the accounting and the income
statement.

d. Lean accounting plans to provide valuable data to execute and maintain the Lean
processes effectively. (p. 5)

The tools of Lean accounting include Visual Management, Value Stream Management, and
Continuous Improvement. Firms use Visual Management to provide all the information using visual
and auditory methods. The visual and audio aids should be simple, and everyone should understand
them. We can employ Lean practices with a traditional accounting system or Management and produce
accurate reports. However, the reports produced are neither easier to understand nor relevant to lean
production. We need Value Stream Costing to recognize Value Streams and manage these processes.

A Value Stream is a set of steps that provide value to a customer. Value Stream costing drives the
financial information depending on the users' requirements; in this case, the users are the operations
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managers and the Value Stream team. The Value Stream costing method identifies and assigns costs
strictly based on the value created through each step. By doing this, Lean accounting practices deal
with actual costs and allocate the expenses to value streams, eliminating the requirement of cost
allocations and financial statement creation that is understandable and useful to a firm’s employees
(Davis et al., 2020, p. 42). Value Stream Costing users shift their focus from a single unit costing to
the costs consumed along the entire value stream. This helps the
Users can identify and understand waste better and eliminate it. The Value Stream Costing also
enables more production with the same fixed resources, ultimately reducing the per-unit cost.
Value-stream costing results in simple to-peruse and reasonable cost accounting reports.
Straightforward, practical information helps tasks work forcefully with the creation and limit choices,
such as extending or reevaluating an item. The backing of these choices makes the Lean accounting
information applicable to the leaders.
Metrics Collected through Lean Accounting

Much literature shows a link between Lean Initiatives and Operational Performance. Lean
Initiatives positively affect the financial performance metrics when they are implemented in a
structured manner, and the whole firm follows these Initiatives (Dieste et al., 2021, p. 101). Some
authors do not entirely agree that Lean Initiatives help a firm's financial performance. They believe
that external and internal factors affect a firm’s performance. Lean implementation is associated with
processes; therefore, nonfinancial measures that are not part of traditional accounting systems are
used to understand the performance of a process. The connection between lean practices and
nonfinancial metrics is more straightforward to distinguish than the impacts of Lean on financial
performance measures. By and by, functional performance like this impacts the whole business
performance. To notice the capacity of a lean association to make value, understanding the impacts
of lean creation on financial performance is more suitable (Galeazzo & Furlan, 2018, p. 520).

In their systematic literature review, Dieste et al. (2021) found 32 different financial/business
performance metrics (p. 110). Out of the 32 different metrics, 10 were found to be the most used
metrics. The ten most-used metrics are (Dieste et al., 2021, p. 110):

Return On Investment Ratio (ROI)
Sales growth rate

Sales

Return On Assets Ratio (ROA)
Net profit

Profitability

Profit margin

Return on sales (ROS)

SR mo a0 o

—

Revenue growth rate
j- Asset turnover

Each of these metrics gives a different description of the company. The most used metric is the ROI,
showing us how the firm’s assets are used and how much profits are gained. This metric describes the
firms' management performance. The second most used metric, the sales growth rate, measures how the
companies are performing in the markets. ROA is used to learn the company’s efficiency improvements
from a financial standpoint. The only metric that didn't make much sense was the profitability metric.
Each company can calculate its profitability differently.

Lean Accounting During COVID-19

During the COVID-19 Pandemic, many industries saw and experienced radical swings in-
demand areas. Firms must consider cost control, cash flow management, and health and safety concerns
to stay in business. Cash safeguarding is basic. Without a technique that offsets value change with cash
protection, associations face the compulsion to reduce expenses in unpolished, straight, conventional
ways that save cash; however, deny them the ability to thrive from now on. Among these cuts, the
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motivation is frequently to lay off individuals and request that the
association accomplish more with less. Yet, organizations that cut the most profound don't generally
bounce back well from downturns. Considering all this, the answer is to perform better even in the
pandemics; firms must focus on cost and value transformation.

Analysis

Many organizations worldwide embraced the Lean philosophy to improve productivity,
minimize waste and become as efficient as possible. Lean philosophy is utilized even in the
healthcare industry to become more efficient and become more and more innovative. Even though it
is not easy to implement the Lean philosophy, once executed, it reaps many benefits ranging from
improved efficiency and excellence in every aspect of the organization. Competitive advantage is
another significant benefit many of the Lean organizations enjoy as they can better manage their
resources. There is a large body of evidence supporting the notion that having Lean accounting and
Lean manufacturing can help achieve a competitive advantage over their competition in the market
(Allawi et al., 2019, p. 75). There are many Lean concepts, but most organizations use kaizen,
Kanban, and 5s because most companies want to start looking inward before trying to tackle the
external factors (Grasso & Tyson, 2021, p. 3). As part of the Lean journey, organizations must also
begin using Lean accounting to achieve true efficiency.

Lean Accounting

The utilization of the Lean philosophy in manufacturing industries became popular.

Because of this, many managerial accounting experts developed a new process of accounting based on
the Lean philosophy called Lean accounting (Allawi et al., 2019, p. 76). Lean accounting became a
modern accounting tool supporting the Lean methodologies implemented in an organization by
providing different financial information. It focuses primarily on the activities that

add value and minimize wastage. Lean accounting helps us understand how continuous process
improvement affects the company’s financials and operations. The main advantage of Lean
accounting is that it helps develop reports that the non-accountant managers can understand. The
information produced can help managers focus more on consumer value, decision making, and
improved efficiency (Man & Bogdan, 2017, p. 156).

Lean Accounting Tools

Grasso and Tyson (2021) surveyed employees from different companies to find the best
organizational culture, performance indicators, and how they use the Lean accounting tools (p. 3).
Findings from their survey say that management’s commitment to quality-related training and
empowerment of the line managers are the most important. Many tools are utilized in Lean
accounting, and these tools are based on different principles (Alotaibi et al., 2021, p. 77). Suppose an
organization wants to work on continuously improving while eliminating waste or non-value- added
steps from the transaction processes and other accounting steps. In that case, we utilize the Value
Stream Mapping, Kaizen, and Plan-Do-Act-Check (PDCA) methodology. An organization can use
these tools to improve in the early stages of Lean transformation.

Reports produced using Lean accounting provide important information that drives continuous
improvement. These reports contain financial and non-financial reports that show the value stream flow
and not just a single product or process, which makes all the difference between traditional and Lean
accounting. We can use Lean accounting to measure the value created for consumers and use these
measurements to enhance customer relations and better product pricing. This segment of Lean
accounting is based on the principle of Accounting processes that supports Lean transformation. To
maintain this principle, we use the Performance Measurement Linkage Chart, Box Scores to show value
stream, value stream costing, value stream income statements,
and Target costing. Cost and profitability reports are produced using the value stream costing. This
method collects the value stream costs weekly; overhead allocations are not done.

Lean Accounting Metrics

Lean accounting metrics are collected to determine customer satisfaction and how the

3028



Frontiers in Health Informatics www. healthinformaticsjournal.com
ISSN-Online: 2676-7104

2021; Vol 10 Open Access

organization performs financially. To know this part, a Lean organization uses multiple metrics to get
a clearer picture of how the organization is functioning. The metrics include ROI, Sales growth rate,
ROA, Revenue growth rate, profit margin, and so many other metrics. Service industries might look
at the customer return rate or the customer satisfaction index to understand the customer satisfaction
levels. Each organization tends to collect different metrics for a variety of reasons. If a firm wants to
learn the quality performance, it might try to collect the number of defects or scrap rates. If the
organization needs accounting metrics, the firm might look at the cost- based metrics like the inventory
turnover rate, utilization rate, labor productivity, and yield.

Lean Accounting During COVID-19

During stable times, many firms implemented the Lean philosophy, which focuses on cutting
costs and flexibility while increasing efficiency. When the world experience a catastrophic event like
the COVID-19 Pandemic, it experiences significant disruption ranging from an average person’s
lifestyle to big industries. Due to the disease’s lockdown and highly contagious nature, we saw
production disruptions while a rise in demand for specific products. Most of the supply chain is very
Lean, contributing to the impact/demand shock the world is facing. In these conditions, Lean
Accounting and the Lean philosophy helped companies sustain. As mentioned earlier, Lean
accounting helps by focusing on the Value stream costing and thereby showing which activities are
needed to survive, create value and cater to the customers while putting other non-value-added
activities on hold temporarily while the supply chain and the economy stabilizes. Lean accounting can
provide the manager’s reports of non-financial performance metrics to understand the essential activities
so that we can continue them while cutting down other activities.

Conclusion

Lean philosophy implementation has excellent benefits for the organizations. Some arguments
say not many benefits are reaped financially by implementing Lean and Six sigma. These arguments
are based on the point that the external and internal factors that influence a Lean firm’s success are not
studied, so the results don’t fully support the argument that Lean helps improve a firm’s performance.
There are many ways in which COVID-19 Pandemic affected everyone. Many people lost lives or
livelihoods because of the Pandemic. For the companies to sustain themselves, they must become
creative and borrow frameworks from the literature to better their operations and sustain this Pandemic
and any other that might come in the future.

The author of this paper started the research to find answers to four questions and based on the
Qualitative research conducted, the author found the following explanations for the questions.

Q1. What is Lean Accounting?

Implementation of the Lean philosophy in any organization helps improve efficiency.

Efficiency in operations needs to be supported by the organization’s financial department, and this is
where Lean advocates came together to develop the concept of Lean accounting. Lean accounting
focuses on reducing waste in the accounting process. Many of the non-accountant managers are not
capable of reading the financial reports produced by traditional accounting, but using Lean
accounting, we can create financial statements that are understood easily, leading to better and more
efficient decision making. Lean accounting helps the managers to eliminate the

segregation of allocated costs and divert the focus to a product type instead of an individual product,
thereby eliminating unnecessary products and defects.

Q2. What are the Tools used by Lean Accounting?

There are many tools available for Lean accounting to help the organization. There are three
different usages, and based on these usages, the tools are used. If a firm wants visual management,
we can use the Cell performance evaluation tool and the simple financial statements tool. If a firm
intends to use the Value Stream Management, then the firm can use the tools like value stream
measurement, value stream costing, and life and cycle costing. If the firm wants to utilize Lean
accounting for continuous improvement, then the firm can use the Box Score, features and
characteristics costing, and target costing.
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Q3. What are the Metrics Developed by Lean Accounting?

A firm might use different metrics for different purposes. The most commonly developed
metrics are ROI, Sales growth rate, Sales, ROA, Net profit, Profitability, Profit margin, ROS,
Revenue growth rate, and Asset turnover. Among these metrics, ROA is the most commonly
developed metric. ROA shows us how our assets are utilized and how much returns we gained.
Q4. How does Lean Accounting Help during the COVID-19 Pandemic?

Unfortunately, little evidence is present in the literature to show how Lean accounting
helped businesses during the COVID-19 Pandemic. In the literature, evidence about Lean
philosophy and its importance during the COVID-19 Pandemic was discussed; however, the
importance of Lean accounting during COVID-19 Pandemic was not discussed. It is essential to
understand that many organizations utilize the Lean philosophy for their operations, but Lean
accounting is not utilized as it is difficult to understand and implement. Based on the available
literature, we can only infer that the organizations that use Lean accounting were able to navigate these
challenging times by making decisions faster and more efficiently.

Research Recommendations

The importance of Lean accounting during the COVID-19 Pandemic is not well established in
the literature. It will be beneficial to do a case study of individual companies that implemented Lean
accounting in their firms and how it was helpful for their company during the COVID-19 Pandemic.
These case studies might help us understand all the critical factors surrounding the company’s
success, and other companies might be able to replicate it. It is also necessary to understand that even
though the Pandemic is on the backfoot right now, it doesn’t mean that the COVID-19 Pandemic is
completely gone, or we might never see such Pandemics or Epidemics. It is better to be prepared to
improve the operations in general and for future adverse situations.

Limitations of Research

The limitations of the research are that this is a qualitative research done by gathering
multiple articles using the databases like Proquest, Emerald, EBSCO, and Jostor. As less literature is
available discussing the relation between Lean accounting and the COVID-19 Pandemic, the author
could not answer the final question. One other limitation is the number of search engines used to
gather data. The author might have missed the literature available in other databases.

Managerial Implications

The Lean philosophy helps management run the firm by eliminating waste and improving
operational efficiency. In the wake of the COVID-19 Pandemic, it is evident from all the operational
issues that there are areas that need improvement. If the accounting managers are true
business partners, they will start to reassess the strained supply chain and operations due to the Pandemic
and try to improve the process.
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