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The Responsibility of Auditors for Prevention and Determination of Frauds in The
Financial Statement and Perspectives for Development of Forensic Audit in The
Republic of Macedonia
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Abstract: Forensic auditing is a more recent discipline within the audit aimed at detecting fraud in financial
statements. Contrary to the classical audit, which primarily focuses on issuing an opinion whether the financial statements
are free of material misstatements, the forensic audit is aimed at detecting fraud. In fact, the forensic audit fills the
"expectation gap " that occurs among users of financial statements who mistakenly believe that the audit of the financial
statements "reveals everything, " although even in the audit reports it is emphasized that "because of the nature of the
audit work some misstatement can remain undetected. "

A number of research has been carried out worldwide on the responsibility of auditors to prevent and detect frauds in
financial statements that regularly confirm the existence, and lately have suggested to deepen the "gap in
expectations " triggered by the growing number of corporate scandals, although the audit standards define in detail the
responsibility of the auditor in the context of the fraud in the financial statements. Based on the consideration of the
problem of the "gap in expectations", the need for determining the attitudes of the relevant groups of respondents
regarding the responsibility of the auditors for detecting fraud in the Republic of Macedonia has appeared, in order to
confirm or deny the existence of the "gap in expectations " in the Republic of Macedonia, as well as the establishment of
possible proposals measures for improvement. It is actually the main purpose of research in this paper.

Key words: accountability, auditors, frauds, financial reports, forensic audit

Introduction

In developed countries, the audit of the financial statements for many years is regulated by audit standards
and the audit companies can not work anything that is outside of these standards. However, the scope and the
content of the audit of the financial statements are extremely complex and dynamic, and hence the audit of
the financial statements as an instrument for successful business decision ma king, in the present
circumstances, receives new content by extending the boundaries of the traditional to a contemporary
concept, which among other things, it is characterized by the expansion of the audit services and requirements
set by the users. In this context, in recent years, as a result of the growing number of cases of corporate
scandals globally, increasing attention has been paid to fraud detection in financial reports and forensic audits.

Contrary to the classical audit, which primarily focuses on issuing an opinion whether the financial statements
are free of material misstatements, the forensic audit is aimed at detecting frauds in the financial statements.

Based on a secondary survey of the relevant literature in the area of auditors’ responsibility for fraud detection
in financial reports and forensic audits, it has been established that this area has been modestly processed in
the domestic literature, hence the need for conducting research on the responsibility of auditors for the
prevention and detection of fraud in the financial statements, the existence of a "expectation gap" among
users of the audit report regarding the responsibility of auditors for prevention and detection of fraud and the
usefulness of introducing a forensic audit in audit theory and practice in the Republic of Macedonia.

As a result of such research, the results obtained could serve to better understand the specificity of the audit
profession and its responsibility for preventing and detecting frauds in the financial statements, as well as the
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usefulness of the implementation of recognized worldwide models and methods for detecting fraud, such as
forensic audit in the audit organization and practice in the Republic of Macedonia.

Subject and purpose of the research

Subject of this empirical research is the responsibility of the auditors to prevent and detect fraud in the
financial statements and the "expectations gap" phenomenon that occurs among users of the audit report
who believe that the audit of the financial statements " discovers everything" and the forensic audit as a
measure for detecting fraud in the financial statements and minimizing the " expectation gap".

The main objective of the empirical research is to look at the responsibility of auditors to prevent and detect
fraud in the financial statements, the expectations of the users of the audit report in the domain of disclosure
of frauds in the financial statements and the usefulness of implementing the forensic audit in the audit
organization and practice in Republic of Macedonia. In doing so, auxiliary goals have been elaborated regarding
the following: is there a difference in the perception of auditors and users of the audit report on the
responsibility of auditors to prevent and detect fraud in the financial statements; whether the users of the
audit report require an absolute assurance from the auditors that the financial statements taken as a whole are
exempt from material misstatements ; the effectiveness of the forensic audit as a measure for preventing and
detecting frauds in the financial statements of public interest entities, the perspectives for the development of
forensic audit in the Republic of Macedonia and analysis of possible forensic audit models in the audit
organization and practice in the Republic of Macedonia.

Starting the subject, the basic and auxiliary goals of this paper, the empirical research consists of two areas.

The first area of the empirical research refers to the responsibility of the auditors to prevent and detect fraud
in the financial statements and the "expectation gap" regarding the responsibility of the auditors related to
fraud. On the basis of the said research area, the first research question is also stated:

RQ1: Is there a difference in the perception of auditors and users of the audit report on the responsibility of
auditors to prevent and detect fraud in the financial statements? Do the users of the audit report believe that
the auditor has the responsibility to disclose all frauds and expect an absolute assurance from the auditor
that the financial statements do not contain material misstatements due to fraud? Do the users of the audit
report have unrealistic expectations regarding the auditor's responsibility for assessing the quality of the
entity's internal controls?

The second area of the empirical research refers to the efficiency of forensic audit as a measure for preventing
and detecting fraud in the financial statements of public interest entities, perspectives for the development of
forensic audit in the Republic of Macedonia and analysis of possible forensic audit models in the audit
organization and practice in the Republic of Macedonia. Based on the forensic audit as the subject of research
in this paper, the second research question is set:

RQ2: Do the respondents consider that the forensic audit is one of the most effective measures for preventing
and detecting fraud in the financial statements? For which entities should a mandatory forensic audit be
prescribed? What is the most appropriate model for the forensic audit of the audit organization and practice
in the Republic of Macedonia?

Used methods in the empirical research

The empirical research was done with the help of a survey as the main scientific-research method. There was a
sample of 60 respondents, ie 20 respondents from three different groups:

- shareholders,
- management of joint stock companies, and
- active certified auditors.

The framework for the selection of the sample of shareholders is comprised of all shareholders of the joint
stock companies in the Republic of Macedonia. Thus defined broad sample selection framework was used to
provide answers by shareholders who have a large stake in joint stock companies as well as by those who have
a small share. The data for the shareholders are obtained using the so-called "Snowball" technique, so that
when contacting a particular shareholder, besides the answers to the questionnaire, the shareholder was asked
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if he/she was able to provide data to other shareholders who is familiar with and who would agree to respond
to the questionnaire.

The list of joint stock companies published on the website of the Central Securities Depositary was used as a
framework for the selection of the joint stock companies. They were contacted by e-mail whose address can be
found in the section "data for the publisher" on the website of the Macedonian Stock Exchange.

Certified auditors are auditors who hold a license to perform auditing activities, but it is important that they are
active i.e. to audit financial statements.

On the web site of the Institute of Certified Auditors of the Republic of Macedonia, a Registry of Certified
Auditors - members of IORRM was published, according to which 187 persons have acquired a license for
certified auditor until 09.11.2015. The Register of Certified Auditors - Members of the IORRM was used as a
framewaork for selecting the sample of certified auditors. The certified auditors were also contacted by e-mail
whose address can be found on the audit company's website in which they are employed.

For these three groups of respondents, special questionnaires were prepared that contain the same questions
that refer to the first and second research areas, and differ in terms of demoChartic issues.

The questionnaires were created using the Google Forms tool and were sent to the respondents via e-mail. The
questions in questionnaires are formulated in three possible ways:

1) Open type questions;
2) closed-type questions with the ability to select one or more predetermined answers and
3) closed-type questions with a statement of consent regarding predefined statements using a five-step Liker

scale where: 1 = | completely disagree, 2 = disagree, 3 = | do not agree. | do not agree, 4 = | agree and 5 = |
completely agree.

The questionnaires are composed of three parts.

The first part includes questions that refer to the demoChartic characteristics of the respondents such as sex,
age, educational status, work experience, number of audits performed, activity, number of employees.

The second part of the questionnaire consists of four statements. In this part of the research, respondents are
asked to use the Likert scale (from 1 to 5) to express their consent to the statements relating to the first area of
empirical research - the responsibility of auditors to detect and prevent fraud in the financial statements.

The third part of the questionnaire consists of three statements. In this part of the research, the respondents
were asked to use the Likert scale (from 1 to 5) to express their consent to the statements concerning the
second area of the empirical research - the effectiveness of forensic audit as a measure for preventing and
detecting fraud in financial statements of public interest entities, prospects for the development of forensic
audit in the Republic of Macedonia and analysis of possible forensic audit models in the audit organization and
practice in the Republic of Macedonia.

Processing and analysis of collected data

The collected data from the survey was processed using the Google Forms tool and using modern computer
programs, primarily MS Office Excel. The results obtained below will be shown textually, numerically and
Chartically with the help of pies and Charts, firstly including the authorized auditors, the shareholders and,
finally, the management of the joint stock companies. After each category of respondents, a conclusion is
reached, and finally, after the analysis of all categories, a general conclusion is given.

Results of the survey

The analyzed data from the conducted survey of the empirical research, out of 60 respondents, ie 20
respondents from three different groups (shareholders, joint stock company management and active certified
auditors), showed that the survey was filled out by:

- 17 shareholders,
- 16 joint stock companies and

- 18 auditors.
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From the above, it can be concluded that the response rate is 85%, which is within the expected response rate
for such researches, and it is acceptable according to the scientific and research standards, as satisfactory for
the continuation of the realization of the research, ie the process of analysis and interpretation of the obtained

data.

General data on the structure of the sample

In Table 1 and Chart 1, detailed data on the structure of the sample are presented in terms of gender, age and
educational status. The analysis of the data is made at the level of disaggregated data - for the questionnaires
of each group separately, and additionally the same data is also processed as an aggregate sample, ie the total
sample respondents from both groups (auditors and shareholders).

Tablel. Characteristics of the auditors and shareholders from the sample

Offered answers Total sample Auditors Shareholders
S Female 19 11 8
Men 16 7 9
18 - 30 years 6 3 3
Age 31-45 years 18 9 9
Over 45 years 11 6 5
. Secondary Education f / /
Ed‘;tcaattl'f;”a' Higher education 24 13 11
Masters degree / Doctorate 11 5 6
Chartl. Characteristics of the auditors and shareholders of the sample
Auditors sex Shareholders sex
B Female 47% B Female
B Male 53% m Male
Auditors age Shareholders age
L7 18%
B 18- 30 years 29%}” m 18- 30 years
50%. H31-45years B 31-45years
© Over 45 years Over 45 years
33% 53%
Auditors Shareholders
Educational status Educational status
0% 0%
m Secondary m Secondary
education 35% education
| Higher education ® Higher education
Master degree/ Master degree/
Doctorate Doctorate
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The data analysis on the structure of the sample of auditors shows that 61% men and 39% women participated
in the survey. Half of the auditors who participated in the survey are aged over 45 (50%), followed by the age
group between 31 and 45 years (33%), while the age group between 18 and 30 is the least represented (17%),
which is understandable given that at that age it is difficult to obtain a certified auditor's certificate. Regarding
education, most of the auditors have completed higher education (72%), while 28% of them are Masters or
Doctors of Science.

The data analysis on the structure of the shareholder sample shows that 53% men and 47% women
participated in the survey. The most common is the age group between 31 and 45 years (60%), followed by the
age group above 45 years (29%), and surprisingly it is a share of 18% for the age group between 18 and 30,
indicating that young people are increasingly choosing to invest in stocks. Regarding education, most of the
shareholders have completed higher education (65%), while 35% of them are Masters or Doctors of Science.

In order to gain additional insight into the characteristics of the sample, the certified auditors were asked to
indicate: the number of years of audit experience and the number of audits performed.

Table2. Characteristics of the auditors of the sample given the work experience length and the number of
audits performed

Offered answers Work experience Number of auditors
less than 5 years 1
Work experience lenght from 5 to 10 years 2
from 10 to 20 years 10
less than 20 2
Number of audits performed from 20 to 50 4
from 50 to 100 12

Chart2. Characteristics of the auditors of the sample given the work experience length and the number of
audits performed

| Number of audits

Work experience length

8% ? performed
0,
m less than 5 years ey
15%
| B less than 20

® from 5 to 10 | 229%
years B from 20 to 50
from 10to 20 s from 50 to 100 |

77% years © |

Most auditors have between 10 and 20 years of work experience lenght (77%), followed by a group of auditors
who have between 5 and 10 years of work experience lenght (15%), and only one of the surveyed auditors has
a length of service of less than 5 years .

Most auditors have conducted 50 to 100 audits (67%), followed by auditors who have conducted from 20 to 50
financial statements audits (22%), and only 11% of surveyed auditors have conducted less than 20 audits of
financial report.

In Table 3 and Chart 3, detailed data on the structure of the sample of joint stock companies are presented, in
terms of: the number of years of operation of the joint stock company, the activity, the size of the joint stock
company, the number of employees and the origin of the capital.

Table3. Characteristics of the joint stock companies from the sample

Offered answers No. of joint stock companies
less than 10 years /
Years of operation from 10 to 50 years 8
from 50 to 100 years 12
- Banking 3
Activity Construction 2
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Industry 9
Trade 2
Services 2
small /
Size of the entity medium 2
large 14
less than 100 /
Number of employees from 100 to 500 5
more than 500 11
i . domestc 13
Origin of capital foreign 7
Chart3. Characteristics of the joint stock companies from the sample
‘ Years of operation Business activity
0%
17%
H less than 10 years H Banking
/ 40% B Construction
# from 10to 50 11%
I Industry
| years
g ]
60% | from 50 to 100 Trede
years m Services
50%
| o
Size of the entity Number of employees
0% 12 50% 0%
31%
w small m less than 100
B medium ® from 100 to 500
i large mare than 500
69%
87.50%
Origin of capital
B domestic
m foreign

Most of the joint stock companies have a long tradition of between 50 and 100 years of operation (60%),
followed by joint stock companies operating between 10 and 50 years (40%).

Half of the joint-stock companies participating in the survey work in the industry (50%), followed by banking
with a share of 17%, and equally represented construction, trade and services with a share of 11%. Most of the
joint stock companies participating in the survey have more than 500 employees (69%) and they represent
large entities, and 31% of joint stock companies have from 100 to 500 employees and represent medium-sized
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entities. Regarding the origin of the capital, the majority of the equity in the joint stock companies participating
in the survey is domestic (72%), and in 28% of the joint stock companies there is a presence of foreign capital.

Table 4 and Chart 4 show detailed data on the sample structure in relation to the first area of the empirical
research - the responsibility of auditors for preventing and detecting frauds in financial statements and the
"expectation gap" regarding the accountability of the auditors related to fraud in fhancial statements. Data
analysis is made at the level of disaggregated data - for each group separately, and the average score for data is
calculated as follows:

(No. of respondents who chose answer 1) * 1 + (No. of respondents who chose answer 2) * 2 + (number of
respondents who chose answer 3) * 3 + (number of respondents who chose answer 4) * 4 + (number of
respondents who chose answer 5) * 5 / total number of respondents.

In addition, the same data is also processed as an aggregate sample ie the total sample of respondents from
the three groups (auditors, shareholders and management of joint stock companies) and the total average
score is calculated as the sum of the average estimates for the data for each group separately divided by 3.

Table4. Auditors' responsibility for preventing and detecting fraud in the financial statements and the
"expectation gap" regarding the accountability of auditors related to fraud in the financial statements

Total Auditors Shareholders Management
Offered answers (average) (average) (average) (average)
The primary responsibility for preventing and
detecting fraud lies with those who are responsible 4.24 4.67 3.88 418
for managing and managing the entity
The auditor conducting the audit in accordance with
ISAs obtains reasonable assurance that the financial
statements taken as a whole are exempt from 3.33 4.44 2.52 2.94
material misstatement, whether due to fraud or
error

The auditor is interested in material misstatements,
and is not responsible for detecting misstatements

) 3.58 § 41 ;
that are not material to the financial statements Aisa 2 B
taken as a whole

In carrying out the risk assessment, the auditor

takes into account the internal control relevant to

the preparation of financial statements by the entity

in order to design audit procedures that are 4.13 4.22 4.17 4.00
appropriate in the circumstances, but not in order to

express an opinion on the effectiveness of the entity

internal control

Chart4. The responsibility of the auditors to prevent and detect fraud in the financial statements and the
"expectation gap" regarding the accountability of auditors related to fraud in the financial statements
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According to ISA 240, the primary responsibility for preventing and detecting fraud and irregularities remains
with the management and those responsible for governance. Auditors, shareholders and management greatly
agree that the primary responsibility for preventing and detecting frauds in financial statements is on
management and those responsible for governance. For the three groups of respondents, the calculated
average score of agreement with the statement "The primary responsibility for preventing and detecting fraud
lies with those responsible for the management and management of the entity” is 4.24. According to that,
follows the conclusion that among the three groups of respondents there is no disagreement over the issue
whose primary responsibility is to prevent and detect fraud in the financial statements.

The average assessment of auditors' compliance with the statement "The auditor conducting the audit in
accordance with ISAs obtains reasonable assurance that the financial statements taken as a whole are exempt
from material misstatement, whether due to fraud or error" is 4.44, on shareholders 2.52, and the
management 2.94. The statistically significant difference between the attitudes of the auditors on the one hand
and the shareholders and the management on the other, in relation to the auditors’ responsibility for obtaining
reasonable assurance that the financial statements taken as a whole are exempt from material misstatement,
whether due to fraud or error, confirms the existence of a "expectation gap" in the Republic of Macedonia
regarding the responsibility of auditors to detect fraud.

The average assessment of the auditors' agreement with the statement "The auditor is interested in material
misstatements, and is not responsible for detecting misstatements that are not material for the financial
statements taken as a whole" is 3.89, for the shareholders 3.41, the management 3.43, and for the three
groups of respondents the calculated average score of concurrence is 3.58. Therefore, it follows that the three
groups of respondents are familiar with the essence and significance of the concept of materiality and that any
attempt to completely ignore it or partial application of certain segments of the financial statements increases
the danger of implementing an irrational, uneconomic and unsuccessful audit.

The average assessment of auditors' compliance with the statement "When carrying out a risk assessment, the
auditor takes into account the internal control relevant to the preparation of financial statements by the entity
in order to design audit procedures that are appropriate in the circumstances, but not in order to express an
opinion on the effectiveness of the entity's internal control "is 4.22, the shareholders 4.17, the management
4.00, and the calculated average assessment score for the three groups of respondents is 4.13. Such results
indicate that the respondents are aware that the assessment of the adequacy and effectiveness of internal
control systems is the responsibility of the management and the internal auditors, not the external auditors.
On the other hand, external auditors shouid provide a separate letter regarding any material weaknesses in the
design or implementation of internal control that they have observed during the audit.

In Table 5, 6 and 7 and Charts 5, 6 and 7 , detailed data on the structure of the sample are presented with
respect to the second empirical research area - the responsibility of auditors for preventing and detecting
frauds in the financial statements and the "expectation gap "about the responsibility of auditors related to
fraud in the financial statements. The data analysis is made at the level of disaggregated data - for each group
separately, and the average score for data is calculated as follows:

(No. of respondents who chose answer 1) * 1 + (No. of respondents who chose answer 2) ¥ 2 + (number of
respondents who chose answer 3) * 3 + (number of respondents who chose answer 4) * 4 + (number of
respondents who chose answer 5) * 5 / total number of respondents

In addition, the same data is also processed as an aggregate sample, ie the total sample of respondents from
the three groups (auditors, shareholders and management of joint stock companies) and the total average
score as a sum of the average estimates for the data for each group is separately divided by 3.

What is the most effective measure of fraud detection in the financial statements?

Table5. The most effective measure for detecting fraud in the financial statements in the opinion of the three
groups of respondents - auditors, shareholders and management

Offered answers Auditors Shareholders Management
External audit of financial statements 3.89 3.17 3.56
Forensic audit 4.44 3.88 4.19
Anonymous notification mechanism 3.39 2.94 3.31
Internal controls of the entity 3.72 3,00 4.00
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Chart5. The most effective measure for detecting fraud in the financial statements in the opinion of the three
groups of respondents - auditors, shareholders and management
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Table 5 and Chart 5 show the results of the examination of the effectiveness of possible fraud detection
measures in the financial statements. All three groups of respondents assess the forensic audit the highest, ie,
according to all three groups of respondents, the most effective measure for detecting fraud in the financial
statements is the forensic audit. Such results indicate that auditors, shareholders and management in the
Republic of Macedonia. Macedonia is acquainted with the benefits of the forensic audit and its contribution to
detection of fraud in the financial statements.

The results of the research show that the external audit of the financial statements, in the opinion of the three
groups of respondents, is the second most effective measure for detecting fraud in the financial statements.
Auditors are pretty confident that if there is fraud in the financial statements they will discover it. The high
level of trust of the shareholders and the management in the independent external audit as a measure for
detecting fraud in the financial statements is not surprising, given the fact that we previously identified the
existence of the "expectation gap" and the attitude of the shareholders and the management as users of the
audit report, require an external audit to provide an absolute guarantee that the financial statements taken as
a whole are exempt from material misrepresentation as a result of fraud.

Regarding the effectiveness of the entity's internal controls for detecting fraud, the results of the research
show that auditors and management are almost agreeable, suggesting that the management is aware of the
responsibility it has in designing, implementing and maintaining an efficient internal system controls that will
contribute to the preparation and objective presentation of financial statements that will be free from material
misstatements as a result of fraud. On the one hand, the high level of auditors' confidence in the effectiveness
of the entity's internal controls can be explained by the fact that according to ISA, the primary responsibility for
preventing and detecting fraud lies with those who are responsible for the management and entity
management. But, on the other hand, this does not mean that auditors who have had a positive background in
the past regarding the efficiency of the entity's internal control should fully rely on internal controls rather than
using professional judgment to determine the extent of the understanding they need for the entity and its
environment, including the internal control.

We may try to explain the lower level of trust among shareholders regarding the effectiveness of internal
controls in fraud detection with the potential for overcoming controls by the management and the impact on
the perceptions of the users of the financial statements in terms of performance and profitability of the entity,
in order to deceive current and future investors. Hence, shareholder's decision not to rely entirely on the
effectiveness of internal controls, but to require additional assurance that the financial statements taken as a
whole are exempt from material misstatements as a result of fraud.

According to the opinion of all three groups of respondents, the effectiveness of the mechanism of anonymous
reporting in relation to fraud detection does not deviate much compared to the effectiveness of internal
controls, and the highest rating is that of auditors who are likely to follow global statistical surveys on fraud,
which regularly show that with the mechanism of anonymous reports a large number of frauds are revealed.
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For which entities should a mandatory forensic audit be prescribed?

Table6. Entities for which mandatory forensic audit should be prescribed in the opinion of the three groups of
respondents - auditors, shareholders and management

Offered answers Auditors Shareholders Management
For all business entities 2.22 2.24 2.38
For all joint stock companies 3.78 4.06 3.69
For banks and other financial institutions 4.33 4.26 4.50
A mandatory forensic audit should not be introduced 2.56 2.76 3.19

Charté. Entities for which mandatory forensic audit should be prescribed in the opinion of the three groups of
respondents - auditors, shareholders and management
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Table 6 and Chart 6 show the results of the examination of the justifiability of the compulsory application of the
forensic audit for different entities. All three groups of respondents believe that mandatory forensic audit
should primarily be prescribed for banks and other financial institutions. Except for banks and other financial
institutions, the respondents consider that mandatory forensic auditing should be prescribed for all joint stock
companies, which leads to the conclusion that it may be useful to show consideration of the application of
mandatory forensic audit for all entities of public interest.

What is the most appropriate model for the forensic audit of the audit organization and practice in
the Republic of Macedonia?

Table7. The most appropriate model of forensic audit for the audit organization and practice in the Republic of
Macedonia in the opinion of the three groups of respondents - auditors, shareholders and management

Total Auditors Shareholders Management
(average) (average) (average) (average)
Inclusion of the forensic auditor in the

regular audit of the financial statements 3.53 i AL i

A mandatory scheduled forensic review 2.40 283 2,00 738
once a year

Mandatory annc?unced forensic review once 234 267 1.65 2,69
in two years
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Mandatory unannounced forensic review
once a year

3.85 3.67 3.88 4.31

Mandatory unannounced forensic review

< 3.38 3.11 3.47 3.56
once in two years

Chart7. The most appropriate model of forensic audit for the audit organization and practice in the Republic of
Macedonia in the opinion of the three groups of respondents - auditors, shareholders and management
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Table 7 and Chart 7 show the results of the examination of the suitability of five different forensic audit models
for the audit organization and practice in the Republic of Macedonia. All three groups of respondents believe
that the models according to which the forensic audit conducted is announced once a year or once in two years
is unsuitable. In the opinion of the three groups of respondents, the forensic audit can be an effective measure
for preventing and detecting fraud in the financial statements only if it is implemented unannounced, once a
year or once in two years, because the perpetrator of the fraud (management or employees) can not predict
whether, and when, a forensic auditor will come to the entity. The model according to which the forensic
auditor is included in the regular audit of the financial statements can also be considered as an acceptable
option, given the fact that at the moment there are no conditions for independent development and forensic
audit activity.

CONCLUSION

According to ISA, the responsibility for the presented financial statements is on the management of the entity,
while the responsibility for auditing them is on the auditor. The auditor is also responsible for the accuracy of
the applied audit procedures and techniques, the validity of the evidence collected, the assessment of the
evidence and the expressed opinion in the audit report, the authenticity and honesty of the presented data in
the client's financial statements in accordance with the accounting standards and other legislation. With the
acceptance of the audit engagement, the auditor assumes professional responsibilities towards the client, the
public and other members of the audit profession. The auditor must maintain public confidence in the
profession by maintaining independence, integrity and objectivity. When performing the audit of the financial
statements, the auditor must comply with the International Standards on Auditing, the Code of Professional
Ethics and many other legal acts related to the audit.

According to ISA 240, the primary responsibility for preventing and detecting fraud and irregularities remains
with management and those responsible for governance. Also, the results of the conducted research show that
there is no disagreement over the issue whose primary responsibility is to prevent and detect fraud in the
financial statements. Management should make maximum effort to prevent fraud and error by designing,
implementing and maintaining a system of internal controls, which will resuit in the preparation and fair
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presentation of financial statements that are free of material misstatements, whether are the result of fraud or
error and apply appropriate accounting policies as well as making accounting estimates that are reasonable in
the circumstances.

If the risk of fraud is estimated, the auditor must find appropriate responses. The general answers include:
reviewing the designated staff, reviewing accounting policies used by the entity, and incorporating an element
of unpredictability in the audit.

From what has been said so far, the conclusion that the auditor in the course of the audit of the financial
statements has fully fulfilled its responsibility for detecting fraud, if by its independent position, the consistent
application of the relevant audit standards and the observance of the Code of Professional Ethics, experience
and acquired knowledge about the manner of execution of the frauds, has completely used them in the
direction of their disclosure and reporting.

Auditors' responsibility for deception in financial statements is an issue that continuously monitors the audit
theory and practice and does not lose its actuality. Through the past years, auditors and other stakeholders
have expressed different views on the responsibility of auditors in relation to fraud in the financial statements.
In doing so, it is concluded that some of the stakeholders can not fully understand the responsibilities of the
auditors regarding the fraud in the financial statements, which is the reason for the so-called. gap in
expectations. The results of the conducted empirical research confirm the existence of a gap in expectations
among users of the audit report.

Unlike the audit profession where the disclosure of fraud and errors in the financial statements is an important
but still secondary activity in the audit process of the financial statements, the shareholders and the
management of the joint stock companies, as users of the audit report, expect absolute assurance from the
auditors that the financial statements are free of material misstatements.

The forensic audit as a newer discipline within the audit, since it is primarily aimed at detecting fraud in the
financial statements fills in the "expectation gap" that occurs among users of financial statements who

mistakenly believe that the audit of the financial statements "reveals everything".

The fundamental difference between the audit of the financial statements and the forensic audit consists in the
fact that external auditors issue an opinion on the reality and objectivity of the entity's financial statements - a
client of the audit, while forensic auditors do not issue an opinion, but a report listing all the facts about the
existence of fraud. Hence, the main goal of the forensic audit is disclosure of fraud in the client's financial
statements, regardless of its materiality, ie the degree of its impact on the reliability and objectivity of the
financial statements.

Although there is a big difference between the forensic audit and the audit of the financial statements, both in
terms of the materiality and scope of the checks, as well as the reporting of the results of their work, they still
have many common points of contact. We have already seen that the methods used in the forensic audit are
mostly based on the techniques and methods applied in the audit of the financial statements (inspection,
monitoring, analytical procedures, re-calculation, questioning). The methods and techniques used in forensic
auditing allow forensic auditors to determine if fraudulent claims are correct.

The results of the research show that auditors, shareholders and management consider forensic revision as an
effective measure for preventing and detecting fraud. Accordingly, a forensic audit may provide a greater effect
in the detection of frauds if it is legally regulated. In other words, in order for the forensic audit to become an
effective measure for preventing fraud, it is necessary for the law to state the possibility of using forensic audits
in cases where there is a reasonable doubt to be enforced in order to detect fraud or with an aim to deny the
suspicions of having a scam. All this emphasizes the need to create cadres in the field of forensic audit and
their continuous retraining. But taking into account the fact that the Republic of Macedonia is a small country,
at the moment there are no conditions for independent development and acting of this profession.
Accordingly, in this paper, as acceptable models for organizing the forensic audit, are considered models
according to which:

1) the forensic auditor is included in the process of auditing the financial statements,
2) forensic audit conducted at the request of the shareholders, or

3) forensic audit conducted on the basis of anonymous report or suspected fraud.
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Using the forensic audit experience can be a very useful tool for auditors of the financial statements. Also, in
some cases, the forensic audit may complement the audit of the financial statements. It is possible that the
auditor during the audit of the financial statements will detect fraud, which due to its small significance does
not affect the objective presentation of the financial statements. However, in the letter to the management,
the auditor should inform all detected frauds regardless of their significance, after which the management can
continue through the forensic audit in order to detect all frauds of the same or similar type.

The forensic audit receives the role of an important measure for preventing and detecting fraud in the financial
statements of entities of public interest in the Republic of Macedonia. The forensic audit would reduce frauds,
preventive action would be taken with the timely detection and elimination of fraud conditions in the financial
statements, the chances of corruption would be reduced. With the help of the forensic audit, it would also
contribute to the improvement of the overall economic situation in the country, which would make the
Republic of Macedonia more credible with foreign partners.
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