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Abstract - In this paper attention is paid to various aspects that regard accounting profession as a factor that contributed to 
the occurrence of the 2008 financial crisis. The crisis was majorly said to be contributed by the accounting standards that 
tend to be not all inclusive. Those who are charged with the responsibility of implementing the accounting standards are also 
brought into light in the paper. In this paper, irresponsible managers who conspire with accounting professions to alter 
accounting data are discussed. The paper brings the argument that the accounting professions are the ones that failed in 
detecting and preventing the financial crisis. Three companies that were majorly hit by the crisis and some which were least 
hit are discussed. By discussing these companies the role of accounting profession emerges where those that did use the 
accounting skills during the crisis, their companies were not spared by the crisis and were brought out of business. Those that 
their management were conversant with accounting and applied the accounting standard appropriately were able to survive 
the crisis although they also felt its effect. The paper concludes that it is indeed very true that accounting profession had a 
great role in detecting and preventing the financial crisis. The accounting professions that had this mandate were managers, 
auditors and economic valuers. 
 
 
I. INTRODUCTION 
 
The financial crisis experienced in 2008 was regarded 
as the greatest economic disaster to hit the US since 
the 1929 Great Depression. It is said to have occurred 
despite efforts by Federal Reserve and US Treasury 
Department to prevent the collapse of the banking 
system in the United States. The financial crisis led to 
great recession and consequently resulted in high 
levels of unemployment. It is during this time that 
many companies in the US from various industries 
felt the shock of the economic crisis. Some of the 
businesses that felt the effect of the crisis heavily are 
the Washington bank, American Express Company, 
and Coca-Cola. Accounting profession was linked to 
the crisis and was seen to have been reluctant in 
preventing the occurrence of this financial crisis. This 
article will discuss the effect of the crisis in the three 
listed companies and various roles accounting had to 
avert the crisis. 
 
II. ROLE OF ACCOUNTING OVERVIEW 
 
Accounting is supposed to be the observer of the 
economy. The main objective the accounting 
economy is to give independent economic reality that 
will be useful in making informed economic 
decisions (Batten, & Wagner, n.d.). Accountants are 
the drivers of effective marketing function in the 
economy by directing towards perfect information. 
Accounting is involved in planning, business 
operations analysis and also the preparation of 
budgets. Financial accounting deals with reality; it 
presents the actual nature of economy in the field. 
 
Accounting was criticized for the financial crisis. 
This accusation is logical since according to 
accounting the profession is to provide economic 
information in reality. The financial crisis would be 
largely attributed to the corporate governance failure. 

This is because there were significant unethical 
dealings in the business activities. This resulted in 
questions being directed to the accounting profession 
of their whereabouts when these unethical activities 
were being undertaken since they are put in charge of 
organization records. The professional standards and 
control measures that are supposed to ensure a going 
concern is also seen to have failed. 
 
Financial reports are the ones that determine the 
interests of various stakeholders in any organization 
(Ojo, 2013). This means that the financial 
information is crucial to investment. Therefore, the 
financial information should be credible and reliable. 
It is through financial information that various 
decision of an entity is made. The investment and 
financing decisions mainly rely on the financial 
reports that are prepared by the accountants. 
 
III. WASHINGTON BANK AND FINANCIAL 
CRISIS 
 
Washington Bank had experienced growth and was 
expanding year after year. In just 2003 the bank 
wanted to do business differently which would 
eventually see the bank grow after a period of five 
years to more than a bank (Glaeser, 2014). The bank 
would be built into a wall Mart banking. This would 
cater for the lower and the middle-class consumers 
that were taken to be risky by other banks. The bank 
extended complex mortgage services to its consumers 
which had terms that made even the least credit worth 
consumers to access financing from the bank. It had 
agents all over us who would avail the lending to the 
borrowers without any emphasis on the 
creditworthiness of the borrower (Copur, n.d.). The 
bank set up agents who were to be paid a fee of 
$10000 for bringing new borrowers. WaMu 
continuously made the sales with less worry about the 
possibility of default. A surprise came when in 2007 
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in December the bank had to do a reorganization of 
its home loan. Closing some branches and also lay off 
some of its employees. The bank CEO had been 
offered a takeover in March 2008 but rejected it. In 
the following month, April 2008 the company 
announced that it would be laying off a total of 3000 
employees. This is after the subprime mortgage crises 
which were to close down about 176 offices of the 
Company (Hudson, 2010). The company later seized 
from buying loans from outside brokers. The 
Company also announced an infusion from TPG of 
$2billion. It issued new shares which were purchased 
by other investors. WaMu executives were angered 
by this decision as it led to dilution of ownership in 
the WaMu bank. The company also had failed to 
include the mortgage losses in calculating the 
mortgage bonuses. The Chairman Kerry Killinger 
stepped down from the chairmanship and eventually 
bound to pressure from investors and resigned as the 
CEO. 
 
Wamu performance went down, and it started 
sourcing for a bidder, but no bidder came out. They 
started to exert pressure from Federal Reserve and 
Treasury Department for WaMu to find a buyer. 
Wamu was then auctioned secretly and was put under 
receivership by Office of Thrift Supervision. Wamu 
would then file for bankruptcy together with its 
remaining branches. 
 
IV. COCA-COLA COMPANY LIMITED 
 
Coca-Cola Company was one of the company in US 
that was greatly hit by the economic depression 
witnessed in its 2008 report; it outlines the 
recessionary effects that the company witnessed. The 
condition was said to hit the whole beverage industry 
touching their consumers and customers. This was 
said to be the most challenging business environment 
in the company history. The company’s customers 
were struck by unemployment, the decline in real 
wages and erosion of savings and assets. This 
resulted to decrease in consumer confidence and 
spending pattern (Marek, 2008). The company was 
faced with reduced orders and closure of some of 
their retail outlets. The company being pressured by 
the prevailing economic conditions was forced to 
reduce its production. The company also was forced 
to resort to a layoff plan in efforts of reducing the 
financial crisis impacts. Liquidity and the financial 
performance of the company were adversely affected 
by the crisis. This made the company unable to access 
credit markets; this would, in turn, increase the 
borrowing cost. 
 
To revert the situation, the company undertook a 
response to the crisis. The accounting department 
came up with ways on how to reduce the production 
cost and enhance cost efficiency. The company 
reduced the stock levels and developed a process for 

forecasting the sales. A market driven chain of supply 
was developed based on statistical information of the 
market. The capital investment that the company had 
in revenue generating plant was to provide 
infrastructural growth, and there would be no more 
capital expenditure in the following year. Costs 
discipline would then be maintained to minimize 
overheads. These measures were able to yield large 
for the company. The company was able to save   
€140 million on operating costs and raise the 
companies to €546 million (Hatherly, & Kretzschmar, 
2011). The company was able to boost its cash 
position and be able to perform capital return to the 
shareholders. 
 
V. FINANCIAL CRISIS IMPACTS ON 
AMERICAN EXPRESS COMPANY 
 
American Express Company was a well-performing 
company in US. Many people would have thought 
that it was not affected by the financial crisis felt in 
the US, On the contrary, the CEO confirmed that they 
were not immune to the situation and were hit by the 
crisis and that resulted to poor results. The company’s 
earnings during the year were reduced by 33% from 
the previous year (Kim, 2010). This was a fail in their 
long-term target. The company’s strength of 
competition is however seen to have increased and 
was able to make profits. The company set itself on 
the steps that it would take to recover from the harsh 
economic times. The company faced a lot of 
challenges during the year and it fell below the 
growth rates that they had enjoyed in previous years. 
The company experienced a downfall as the financial 
crisis intensified. The overall card member spending 
of the company fell by 10%. 
 
The company customers are said to have cut their 
spending during the year. The effect mostly is felt 
among the customers from us where the spending fell 
by 1% during the year. The global network services 
had an upward growth which the company attributes 
to new partnerships of 27% (Friedman, & Kraus, 
2011). This is also attributed to the new products that 
the company launches.in their markets all over the 
world. Commercial cards of the company declined as 
many companies had cut their travel and the 
entertainment in the deteriorating economy. 
Whenever there is a slow growth, the company 
usually works hard to generate the required growth. 
The company prioritized credit quality owing to the 
harsh economic conditions that were prevailing 
during the period. The expectations of the company 
that there would be late payments and write-offs were 
witnessed. The company then took measure that was 
meant to reduce the risk that is involved by reducing 
credits. The company was very cautious with the 
prevailing conditions and increased the provision for 
losses by $1.7billion representing a 41%from the 
previous period provision. The losses were highly 
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driven by the prevailing economic conditions of 
collapsed prices and high unemployment rates. The 
company anticipated for a continued deterioration of 
the economy there by predicting the spending on the 
card to be soft. The company applied for a bank 
holding in efforts to remain highly volatile. This 
would also help the company to be more competitive 
and participate in various government introduced 
programmers meant to stabilize the economy. The 
company experienced the effects of the global 
financial crisis as both lenders and borrowers. 
 
According to Kestens, Van Cauwenberge, & 
Bauwhede (2011), the Company resulted in 
borrowing from debt capital markets to help in 
financing the daily operations of the company. To 
solve the liquidity problems the company embarked 
on a program that would be used in gathering retail 
deposits. To stay profitable, the company maintained 
its earlier plans to extend their services to global 
markets. The market uncertainties saw the company 
coming up with risk management measures to avert 
the risks that were posed by the poor performing 
economy. The company came up with measures that 
were to help in cutting the overall spending of the 
company. The company implemented a re-
engineering program that would increase the 
efficiency by reducing the activities that hindered 
highest priority activities. 
 
The company was also not left out in laying off 
workers like other companies; the company 
eliminated 7000 jobs being about 10% of the global 
workforce. This was a move that was intended to 
much the company resources to the business needs. 
The reengineered resources would then be used to 
invest in growth opportunities that were available. 
The company also raised the interest rates on cards to 
mitigate the cost that the company incurs. 
 
VI. FAILURE OF ACCOUNTING PROFESSION 
 
Du, Muysken, & Sleijpen (2011) argues that, in 
analyzing these companies fall, it is most evident that 
accounting had a greater role in the financial crisis. 
The accounting standards and accountants, rating 
agencies and CEOs must have had a hand in this 
financial crisis. The Wallstreet is also seen to be a 
key player in the same. The Wallstreet is said to be a 
key player in securitization since there was 
generation of immediate profits. Auditors are into 
these play as they failed to disclose that the 
information that was being given during loan 
application was false. This affected the assessing of 
the risks during lending.  The greatest role of the 
accountant is to make sure that the information 
supplied during the loan application is correct. The 
amount of lending that was witnessed in the USA was 
clear evidence that the auditors failed to work in due 
diligence in the event of verification of the 

information that was presented during loan 
application. 
 
The United States economy was highly influenced by 
the financial crisis that occurred 2008. In total, the 
was estimated as $14 trillion and was attributed to 
questionable banking mortgage regulations that tend 
to be laced derivative instruments. Moreover, the 
management incentives and accounting standards of 
fair value were to blame too. The crisis has its roots 
back in 2001 when the US introduced the low-interest 
rates economic policies which led to easy 
accessibility of credit and lower taxes. This policy 
saw the US economy growing from the Year 2001 to 
2007. Many people were motivated to own their 
homes due to the low interests coupled with the loans. 
This was seen to be a good investment, and the 
government encouraged it to be a worthy social. The 
mortgage lenders had a large number of persons who 
were in need of acquiring new homes on loans. The 
lenders would even advance loans to even those who 
had poor credit rating. These people would eventually 
be unable to pay their monthly interests. The lending 
was said to be relaxed such that no document 
verification was needed to acquire a home. 
 
The gains which resulted from the securitization of 
the mortgage loans and the mortgage interests 
resulted in inflation of financial profits (Pinnuck, 
2012).  The mortgage was so enticing to the extent 
that the executive official went ahead and overlooked 
the quality of the loan borrowing strategy rather 
focused on quantity of loan borrowed. Investors 
geared the mortgage-backed securities demand that 
was as a result of securitization of mortgage loans. 
Moreover, those entrusted with the valuation of the 
securities obliged to the pressure. This resulted in 
enormous securities with unimaginable margins of 
over 2% per annum, in 2004; the interest rate was 
valued at 4% but hiked to over 8.0% by the 2007.This 
saw many home-owners start defaulting the monthly 
payment. Precisely saying this was the start of the 
problem that would fall the sector as well as the 
whole us at large. The largest subprime mortgage had 
to announce that it would conduct a restatement to the 
firm's financial statements to accommodate the loss 
provisions. This was followed by other huge losses 
among the other firms in the industry. 
 
The rating agencies were also deeply involved. The 
securitized loans were rated by AAA most of the time 
the rating agencies are seen to follow the stock price. 
Their rating depends on whether the stock price is 
high or low. The issue of concern is that when they 
were rating the debts they did not have a clear 
understanding or something wrong went on during 
the rating. The securitization is rated high despite the 
fact that the borrowers were well known. Rating 
agencies were ignorant and did not examine the 
borrowers well on their ability to repay the loans. The 
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role of accounting is evident in two parts, that is the 
accounting standards and the implementation of the 
accounting standards, that is, the people who are 
implementing the standards (Sidhu, & Tan, 2011). 
Accounting deals with the past, and valuation deals 
with future occurrences. It goes all wrong when the 
accounting tries to anticipate revenues and profits that 
are not earned. In accounting standards that is where 
losses are recognized. The managers should also have 
recognized the bad loans, but they failed to give this 
true information. There existed a liquidity crisis that 
would have led to the financial crisis that was 
witnessed by the US. Financial companies were in a 
hold of millions of dollars in real estate assets. These 
securities would not be sold since nobody knew their 
value. It would then lead to a standstill in the big 
loans as the system had lost liquidity. The effect of 
the crisis was little felt until October in the non-
financial sector. The negative effects started to be felt 
as companies were unable to borrow money for 
expansion and would sometimes lack the funds for 
the routine operation of the company. 

 
CONCLUSION 
 
Accounting is a very wide discipline. The profession 
entails providing reliable and accurate information 
that is used in making informed decisions. The 
financial crisis that was witnessed in 2008 was a 
thing that could be mitigated if the accounting 
professions were active and were working 
accordingly. There are various questions that are 
raised concerning the where about of the accounting 
profession that had the power to prevent or even 
mitigate the effects of the crisis. The failure in the 
accounting is seen as the accounting standards that 
are used in financial reporting have various 
challenges that need to be addressed. The 
practitioners of accounting also for example the 
auditors and the mangers look like they are not acting 
their part correctly. The financial crisis signs were 
seen very early and if there were raised and acted 
upon the effects would not have been severe. The 
valuers of the assets and the risk in the economy have 
greatly failed in their duties by being negligent. The 
valuers only acted on their gains through the selling if 
the mortgage without considering the effects that 
their action had on the economy. 
 

In the three analyzed companies. There emerges a 
difference in the way the accounting profession is 
functioning. In the case of America Express 
Company accounting emerges to be strong, and they 
can make various informed decisions. This may be 
the reason the company had survived and was doing 
well despite the fact that other companies were 
closing their businesses. Washington bank act 
negligently and eventually the bank is placed under 
the receivership. This is due to the failure of the 
institution to use the available accounting information 
or being ignorant. In all these case, it is evident that 
together with other factors that may have resulted in 
the financial crisis, accounting is to take the larger 
portion of the blame.  
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