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EXECUTIVE SUMMARY 
PURPOSE 
The objective of this audit was to determine whether the Department of Agriculture and 
Consumer Services (Department) ensured that entities complied with the standards 
necessary to meet the Grade “A” milk classification.1 

BACKGROUND 
The Department of Agriculture and Consumer Services (Department) is responsible for the 
enforcement of sanitation requirements designed to keep the Grade “A” milk supply safe for 
consumers. 

North Carolina General Statute Chapter 106 Article 28C requires the Board of Agriculture 
(Board) to adopt rules relating to the sanitary production, transportation, processing and 
distribution of Grade “A” milk. The Board adopted the Pasteurized Milk Ordinance (PMO) as 
its guideline for regulating Grade “A” milk. 

The Department is responsible for enforcing the rules governing Grade “A” milk by making 
sanitary inspections of Grade “A” milk entities, determining the quality of Grade “A” milk, and 
evaluating methods of handling Grade “A” milk. The Department is also responsible for 
issuing permits for the operation of Grade “A” milk entities; and suspending or revoking 
permits for violations in accordance with the rules. 

KEY FINDINGS 
• The Department is not effectively enforcing the rules governing Grade “A” milk. 

Specifically, inspections of Grade “A” milk entities are too lenient 

KEY RECOMMENDATIONS 
• The Department should review the number and types of violations and comments 

noted by its Grade “A” milk inspectors and evaluate whether its enforcement of the 
PMO is in line with its regulatory responsibility for consumer protection 

• The Department should require its inspectors to document their judgment for not 
imposing penalties for repeated violations at Grade “A” milk entities 

                                                      
1 Grade “A” milk means fluid milk and milk products which have been produced, transported, handled, 

processed and distributed in accordance with the provisions of the rules adopted by the Board of Agriculture. 
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AUDITOR’S TRANSMITTAL 

The Honorable Roy Cooper, Governor 
Members of the North Carolina General Assembly 
Steve Troxler, Commissioner, North Carolina Department of Agriculture and Consumer 
Services 

Ladies and Gentlemen: 

We are pleased to submit this performance report titled Grade “A” Milk. The audit objective 
was to determine whether the Department of Agriculture and Consumer Services ensured 
that entities complied with the standards necessary to meet the Grade “A” milk classification. 

The North Carolina Department of Agriculture and Consumer Services Commissioner, Steve 
Troxler, reviewed a draft copy of this report. His written comments are included starting on 
page 15. 

This audit was conducted in accordance with Article 5A of Chapter 147 of the North Carolina 
General Statute. 

We appreciate the courtesy and cooperation received from management and the employees 
of the North Carolina Department of Agriculture and Consumer Services during our audit. 

Respectfully submitted, 

 
Beth A. Wood, CPA 
State Auditor 
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Article 5A, Chapter 147 of the North Carolina General Statutes, gives the Auditor broad powers to examine all books, 
records, files, papers, documents, and financial affairs of every state agency and any organization that receives public 
funding. The Auditor also has the power to summon people to produce records and to answer questions under oath. 
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BACKGROUND 

The Department of Agriculture and Consumer Services (Department) is responsible for the 
enforcement of sanitation requirements designed to keep the Grade “A” milk2 supply safe for 
consumers. 

North Carolina General Statute Chapter 106 Article 28C requires the Board of Agriculture 
(Board)3 to adopt rules relating to the sanitary production, transportation, processing and 
distribution of Grade “A” milk. The Board adopted the Pasteurized Milk Ordinance (PMO)4 as 
its guideline for regulating Grade “A” milk. 

The Department is responsible for enforcing the rules governing Grade “A” milk by making 
sanitary inspections of Grade “A” milk entities, determining the quality of Grade “A” milk, and 
evaluating methods of handling Grade “A” milk. The Department is also responsible for 
issuing permits for the operation of Grade “A” milk entities and suspending or revoking 
permits for violations in accordance with the rules. 

The Department’s enforcement of Grade “A” milk is carried out by one compliance officer, 
one state rating officer, and five milk inspectors who are led by a Dairy Administrator 
(currently vacant). 

At the time of testing, the Department regulated 207 dairy farms, 20 milk processing plants, 
288 milk hauler/samplers, 119 plant samplers, 301 milk trucks and 16 single service 
manufacturers.5 

                                                      
2 Grade “A” milk means fluid milk and milk products which have been produced, transported, handled, 

processed and distributed in accordance with the provisions of the rules adopted by the Board of Agriculture. 
3 The North Carolina Board of Agriculture is a statuatory agency with members appointed by the governor. The 

Board is a policy and rule-making body that adopts regulations for many programs administered by the 
Department. 

4 The PMO is a federal government standard for processing and producing Grade “A” milk and is followed by all 
50 states, the District of Columbia and U.S. Trust Territories. This standard was produced by the United States 
Public Health Service, the Federal Drug Administration (FDA) and other federal and state milk regulator and 
rating agencies. 

5 Figures obtained from the Department’s milk inspection database. 
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OBJECTIVE, SCOPE AND METHODOLOGY 

The objective of this audit was to determine whether the Department of Agriculture and 
Consumer Services (Department) ensured that entities complied with the standards 
necessary to meet the Grade “A” milk classification. 

The audit scope included a review of Department activities between July 1, 2012, and  
June 30, 2015. 

To accomplish the audit objective, auditors interviewed personnel, observed operations, 
reviewed policies, analyzed records, and examined documentation supporting transactions, 
as considered necessary. Whenever sampling was used, auditors applied a nonstatistical 
approach. Therefore, results could not be projected to the population. This approach was 
determined to adequately support audit conclusions. 

Because of the test nature and other inherent limitations of an audit, together with limitations 
of any system of internal and management controls, this audit would not necessarily disclose 
all performance weaknesses or lack of compliance. 

As a basis for evaluating internal control, auditors applied the internal control guidance 
contained in professional auditing standards. As discussed in the standards, internal control 
consists of five interrelated components, which are (1) control environment, (2) risk 
assessment, (3) control activities, (4) information and communication, and (5) monitoring. 

We conducted this performance audit in accordance with generally accepted government 
auditing standards. Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objective. We believe that the evidence obtained provides a 
reasonable basis for our findings and conclusions based on our audit objective. 
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FINDING, RECOMMENDATIONS, AND RESPONSES 

THE DEPARTMENT IS NOT EFFECTIVELY ENFORCING THE RULES GOVERNING GRADE “A” MILK 

The Department of Agriculture and Consumer Services (Department) did not effectively 
enforce the rules governing Grade “A” milk. Specifically, they were too lenient in their 
inspections of Grade “A” milk entities. As a result, the Department failed to prevent continued 
Pasteurized Milk Ordinance (PMO)6 noncompliance and extended the period that the public 
was exposed to potential health risks. The Department believes that their enforcement 
actions were adequate, however regulations recommend strict enforcement. 

Inspections of Grade “A” Milk Entities Too Lenient 

Department milk inspectors were lenient in their inspections and failed to prevent continued 
violation of the PMO. Specifically, inspectors did not suspend milk permits or take other 
enforcement action when violations of the same requirements were found during two or more 
successive inspections. 

Department milk inspectors used inspection forms that listed conditions the inspector could 
“check” or mark if the inspector found a violation. The top of the inspection forms stated, 

“Inspection of your [entity type] today showed violations existing in the items 
checked below. You are further notified that this inspection sheet serves as 
notification of the intent to suspend your permit if the violations noted are 
not in compliance at the time of the next inspection.” (Emphasis Added) 

The forms also provided an area for the inspector’s “remarks.” If the inspector concluded that the 
deficiencies were not significant enough to be considered violations, the inspector could simply 
provide written comments and not mark it as a violation. 

Inspectors circumvented the requirement to take enforcement action for violations found during 
two or more successive inspections by using the “remarks” section of the inspection form. Instead, 
inspectors wrote comments about deficiencies in place of marking them as violations. 

Inspectors also failed to suspend milk permits when violations were not corrected by the next 
inspection. 

For the three-year period ending June 30, 2015, auditors reviewed inspection forms and data from 
299 active Grade “A” milk entities7 in the Department’s milk inspection database and found: 

                                                      
6 The PMO is a federal government standard for processing and producing Grade “A” milk and is followed by all 

50 states, the District of Columbia and U.S. Trust Territories. This standard was produced by the United States 
Public Health Service, the Food and Drug Administration (FDA) and other federal and state milk regulator and 
rating agencies. 

7 Included review of 2,235 total inspections from dairy farms, 234 inspections of milk processing plants, 107 
inspections of single-service manufacturers, 23 inspections of milk haulers and samplers, 27 inspections of 
plant samplers, and 15 inspections of milk trucks active between July 1, 2012 and June 30, 2015. Active 
entities are those that were operational during audit scope according to the Department’s milk inspection 
database. 
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FINDING, RECOMMENDATIONS, AND RESPONSES 

• 50 instances8 where inspectors marked the same deficiency as a violation in two or 
more successive inspections without suspending the permit. In one case, the 
inspector marked violations of the same two requirements for six successive 
inspections without suspending the permit. 

• 474 instances where the inspector marked a deficiency as a violation and included 
comments describing the violation. Then, the inspector wrote the same comments 
during the next inspection but did not mark the deficiency as a violation. In 66 
instances, inspectors alternated between commenting on a deficiency and marking 
the deficiency as a violation over the span of three or more inspections. 

• 457 instances where the inspector wrote comments about the same deficiency 
during two or more successive inspections but did not mark the deficiency as a 
violation. 

It is reasonable to expect that not every deficiency would be documented as a violation. 
Department inspectors were expected to exercise professional judgment in determining the 
significance of observed conditions and whether or not to suspend a permit.9 It is also reasonable 
to expect that an inspector could have decided that some violations did not necessitate permit 
suspension. 

However, from July 1, 2012, through June 30, 2015, the Department almost never 
suspended an entity’s Grade “A” milk permit.10 Despite entities receiving continued violations 
or comments, the Department did not document or explain why inspection-related 
enforcement actions were not taken. 

Resulted in Prolonged Exposure to Potential Health Risks 

By not taking enforcement actions, the Department failed to prevent continued PMO 
noncompliance and extended the period that the public was exposed to potential health risks. 

For example, potential violations (and related health risks) identified in inspection reports but 
allowed to continue over two or more inspection periods included, but were not limited to: 

• 155 instances related to milking barn, stable, or parlor cleanliness 

The PMO states, “A clean interior reduces the chances of contamination of the milk or 
milk pails during milking. The presence of other animals increases the potential for the 
spread of disease. Clean milk stools and surcingles reduce the likelihood of 
contamination of the milker’s hands between the milking of one (1) lactating animal and 
the milking of another.” 

                                                      
8 An instance contains two or more violations or potential violations at the same entity over two or more 

inspection periods without enforcement action. 
9 The PMO states that professional judgement shall dictate whether an observed deficiency rises to the level of a 

violation based on significance of the deficiency and imminence of a public health hazard. 
10 The Department suspended one permit during a period that included 5,040 inspections of Grade “A” milk 

entities.  
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FINDING, RECOMMENDATIONS, AND RESPONSES 

• 114 instances related to insect and rodent control 

The PMO states, “Milkhouses should be free of insects and rodents. Surroundings shall 
be kept neat, clean and free of conditions, which might harbor or be conducive to the 
breeding of insects and rodents. Insects visit unsanitary places, they may carry 
pathogenic organisms on their bodies and they may carry living bacteria for as long as 
four (4) weeks within their bodies, and they may pass them on to succeeding 
generations by infecting their eggs. Flies may contaminate the milk with 
microorganisms, which may multiply and become sufficiently numerous to present a 
public health hazard.” 

• 98 instances related to milkhouse cleanliness 

The PMO states, “Cleanliness in the milkhouse reduces the likelihood of contamination 
of the milk. The floors, walls, ceilings, windows, tables, shelves, cabinets, wash vats, 
non-product-contact surfaces of milk containers, utensils and equipment and other 
milkhouse equipment shall be clean. Only articles directly related to milkhouse activities 
shall be permitted in the milkhouse. The milkhouse shall be free of trash, animals and 
fowl.” 

Caused by Management’s Belief that Its Enforcement Actions Were Adequate 

The Department stated that its inspectors performed inspections in accordance with the PMO and 
that, with some limited exceptions, no warranted enforcement actions have been avoided. 

Overall, the Department conducted approximately 5,040 inspections of Grade “A” Milk entities 
between July 1, 2012, and June 30, 2015. 

However, the Department only took one inspection-related enforcement action during that same 
three-year period. 

That enforcement action was taken on an entity with violations related to seven inspection 
requirements including but not limited to milking barn, stable, or parlor cleanliness; milkhouse 
construction and facilities; and insect and rodent control. The enforcement action resulted in 
suspension of the entity’s Grade “A” milk permit. 

The Department did not provide any documentation that explains why this entity’s Grade “A” milk 
permit was suspended and other entities’ permits were not suspended under similar 
circumstances. 

Also Potentially Caused by Conflicting Responsibilities 

The lenient enforcement of Grade “A” milk entities may be related to the Department’s dual 
regulatory and advocacy responsibilities. 

The responsibility for inspecting Grade “A” milk entities and enforcing the PMO was transferred to 
the Department on July 1, 2011. This means that the Department is responsible for the 
enforcement of sanitation requirements designed to keep the milk supply safe for consumers. 

On the other hand, the Commissioner of Agriculture is also charged with the improvement of 
agriculture.11  

                                                      
11 N.C.G.S. 106-22 
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FINDING, RECOMMENDATIONS, AND RESPONSES 

This dual responsibility is clearly evident in the Department’s mission statement, which is: 

“To provide services that promote and improve agriculture, agribusiness and 
forests; protect consumers and businesses; and conserve farmland and natural 
resources for the prosperity of all North Carolinians.” (Emphasis Added) 

This dual responsibility can lead to conflict in how these responsibilities are carried out, especially 
when it comes to regulatory enforcement. 

For example, in interviews with auditors, one Department inspector stated “We don’t want to run 
[dairy farms] out of business.” And “they [are] losing money.” Another Department inspector stated 
“When times are good, that’s when we address a lot of those [violations or potential violations].” 

The inherent conflict between the Department’s regulatory and advocacy roles has existed for a 
while. A 2011 Investigative Report of the Department’s Standards Division,12 found the 
Department was struggling with balancing its regulatory and support responsibilities over the 
liquefied petroleum gas industry. That report notes that of the 7,466 safety violations noted at 
1,189 facilities over a one-year period, only two entities were fined. When explaining the lack of 
fines, the Division’s Director noted that in addition to being regulators, the Department is also a 
service organization. 

Regulations Recommend Strict Enforcement 

The PMO recommends that regulatory agencies practice strict enforcement and not seek to 
excuse violations and defer penalties. Specifically, the PMO states: 

“A dairy farm, bulk milk hauler/sampler, milk tank truck, milk tank truck cleaning 
facility, milk plant, receiving station, transfer station or distributor shall be subject 
to suspension of permit and/or court action if two (2) successive 
inspections disclose a violation of the same requirement. 
Experience has demonstrated that strict enforcement of the Ordinance leads 
to a better and friendlier relationship between the Regulatory Agency and 
the milk industry than does a policy of enforcement, which seeks to excuse 
violations and to defer penalty thereof. The sanitarian’s criterion of satisfactory 
compliance should be neither too lenient nor unreasonably stringent. 
When a violation is discovered, the sanitarian should point out to the milk 
producer, bulk milk hauler/sampler, industry plant sampler, responsible person for 
the milk tank truck, milk tank truck cleaning facility, milk plant, receiving station, 
transfer station or distributor the requirement that has been violated, discuss a 
method for correction and set a time for correcting the violated requirement. 

The penalties of suspension or revocation of permit and/or court action are 
provided to prevent continued violation of the provisions of this Ordinance but 
are worded to protect the dairy industry against unreasonable or arbitrary action.” 
(Emphasis Added) 

                                                      
12 INV-2011-0371. North Carolina Department of Agriculture and Consumer Services, Standards Division, 

Liquefied Petroleum Gas Section 

http://www.ncauditor.net/EPSWeb/Reports/Investigative/INV-2011-0371.pdf


 

7 

FINDING, RECOMMENDATIONS, AND RESPONSES 

RECOMMENDATIONS 

The Department should review the number and types of violations and comments noted by its 
Grade “A” milk inspectors and evaluate whether its enforcement of the PMO is in line with its 
regulatory responsibility for consumer protection. 

The Department should require its inspectors to document their judgment for not imposing 
penalties for repeated violations at Grade “A” milk entities. 

AGENCY RESPONSE 

See page 17 for the Department’s response to this finding. 
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STATE AUDITOR’S RESPONSE 

The Office of the State Auditor (OSA) is required to provide additional explanation when an 
agency’s response could potentially cloud an issue, mislead the reader, or inappropriately 
minimize the importance of auditor findings. 

Generally Accepted Government Auditing Standards state, 

“When the audited entity’s comments are inconsistent or in conflict with the 
findings, conclusions, or recommendations in the draft report, or when 
planned corrective actions do not adequately address the auditor’s 
recommendations, the auditors should evaluate the validity of the audited 
entity’s comments. If the auditors disagree with the comments, they should 
explain in the report their reasons for disagreement.” 

In its response to this audit, the Department of Agriculture and Consumer Services 
(Department) made numerous inaccurate statements. To ensure the availability of complete 
and accurate information and in accordance with Generally Accepted Government Auditing 
Standards, OSA offers the following clarifications for the most significant inaccuracies. 

US Food and Drug Administration (FDA) Evaluations 
The Department’s response misleads the reader by implying that the FDA reports13 
contradict OSA’s audit finding about lenient inspections. The Department response also 
misleads the reader by citing the FDA reports as evidence that no additional enforcement 
actions are required. 

The Department attempts to persuade the reader by focusing attention on the average 2017 
and 2014 FDA ratings instead of the individual FDA ratings that show state inspectors failed 
to document significant violations at dairy farms approximately 32% and 26% of the time, 
respectively. 

The Department accurately stated that: 

“Enforcement ratings for the NCDA&CS Grade “A” Program have averaged 
97.5% to 99.8% for the past 6 years for dairy farms and milk processing 
plants.” (Emphasis added) 

However, the Department’s reliance on averages masks the very issue that OSA and the 
FDA found in the Grade “A” Milk inspection program. 

For example, the Department failed to inform the reader that average enforcement ratings14 
are derived from 21 individual enforcement method categories – 11 for dairy farms and 10 for 
milk processing plants. (See appendices A-D, pages 11-14) 

Furthermore, nine out of 11 dairy farm enforcement method categories and eight out of 10 
milk processing plant enforcement method categories were procedural in nature. The 
Department should have readily achieved 100% compliance for the procedural type 
categories. Consequently, it is understandable that the Department achieved an average 
rating of 97.5% to 99.8% when the average was derived from ratings that were mostly 
procedural in nature. 
                                                      
13 The Department references the FDA 2014 and 2017 Triennial State Program Evaluations. 
14 An enforcement rating is a measure of the degree to which enforcement provisions of the Grade “A” PMO are 

being applied by the Regulatory Agency. 
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STATE AUDITOR’S RESPONSE 

Only one of the enforcement method categories actually measured how well state inspectors 
identified violations and marked them on the inspection sheets. That category was titled 
“Requirements Interpreted in Accordance With PHS/FDA.” 

Although the FDA found no significant noncompliance for state inspectors’ inspections of milk 
processing plants, there was significant noncompliance in state inspectors’ inspections of 
dairy farms as shown in table 1 below. 

Table 1 – Compliance Rating for “Requirements Interpreted in Accordance With PHS/FDA” 

 Dairy Farms Milk Processing Plants 

2017 FDA Report  68.3% 99% 

2014 FDA Report  73.6% 98% 
 

The FDA reports note that the compliance score for this enforcement method category is 
“directly related to longstanding significant violations, including construction, not debited [not 
marked] on the most recent inspection sheet.” 

In other words, for approximately 32% and 26% of the Dairy Farm inspections that the FDA 
reviewed, FDA inspectors identified conditions that state inspectors should have marked as a 
violation on the inspection sheets, but did not. 

Furthermore, the recommendations and percentage of sanitation violations identified in the 
FDA reports contradict the Department’s assertion that “The enforcement actions of the 
Grade ‘A’ Program are adequate.” 

Specifically, the 2017 FDA report states: 

“The following sanitation Item was violated by 25% or more of the forty-one 
(41) producer dairies visited on the check-ratings during the course of  
October 1, 2013 through September 30, 2016. Special attention should be 
directed toward this item to improve the overall sanitation of the dairies. 
[Emphasis added] 

 % Farms 
Check Rated 

Item 3: Milking Barn Construction – Cleanliness15 29.3% 

Item 6: Milkhouse Construction and Facilities – Cleanliness15 34.1% 

Item 12: Utensils & Equipment – Storage 26.8% 

Item 19C,D: Insects & Rodents – Milkhouse openings 
screened, doors tight, MH free of insects15 39.0%” 

 
                                                      
15  Auditors found several potential violations (and related health risks) identified in inspection reports in these 

areas. See pages 4-5 of the Finding, Recommendations, and Responses section of this report. 
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STATE AUDITOR’S RESPONSE 

Therefore, while the Department asserts that the FDA reports refute OSA’s audit findings and 
recommendations, the FDA reports are in fact consistent with OSA’s finding and 
recommendations. 

Huge Toll on the Department 
In the Department’s response, it discusses the “huge toll” the audit had on Department 
resources. The response states: 

“During the course of this 18-month audit, NCDA&CS personnel have spent 
more than 2,600 hours assisting OSA staff. The estimated monetary cost for 
this time is more than $135,000…additionally, NCDA&CS was forced to 
suspend routine inspections for a period of time to meet audit response 
requirements.” 

This assertion made by the Department lacks context and is misleading. 

What the Department fails to say in its response is how the Department’s lack of organization 
and poor record keeping contributed to the “huge toll” on the Department. For example, the 
Department: 

• Was unable to locate more than 4,100 inspection-related documents16 the 
Department stated were located in its inspection database 

• Determined that the majority of the missing documents were located at inspectors’ 
personal residences (see note below) 

• Directed its inspectors to “stop routine work” in order to locate, retrieve, and provide 
missing documentation to Department management 

• Took over 13 months to provide documentation that the Department was charged 
with safekeeping and was supposed to be readily available 

• Is still unable to locate more than 50 documents 

NOTE: Since these documents were not scanned in the database and instead located at 
inspectors’ personal residences, evidence and documentation supporting that these 
inspections ever took place would be lost given the occurrence of a natural or man-made 
disaster. During the audit, a Department inspector stated “I had all the paperwork. So if my 
house burns down, that information is gone.” 

                                                      
16  Documents included inspection reports, lab results, permits, warning or suspension letters, and other 

communication documents.  
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RESPONSE FROM THE DEPARTMENT OF AGRICULTURE AND CONSUMER SERVICES 



 

This audit investigation required 4,783 hours at an approximate cost of $488,500. 
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ORDERING INFORMATION 

COPIES OF THIS REPORT MAY BE OBTAINED BY CONTACTING: 

Office of the State Auditor 
State of North Carolina 

2 South Salisbury Street 
20601 Mail Service Center 

Raleigh, North Carolina 27699-0600 

Telephone: 919-807-7500 
Facsimile: 919-807-7647 

Internet: http://www.ncauditor.net 

To report alleged incidents of fraud, waste or abuse in state government contact the 
Office of the State Auditor Fraud Hotline: 1-800-730-8477 

or download our free app. 

 
https://play.google.com/store/apps/details?id=net.ncauditor.ncauditor 

 
https://itunes.apple.com/us/app/nc-state-auditor-hotline/id567315745 

For additional information contact: 
Tim Hoegemeyer 
General Counsel 

919-807-7670 

 

http://www.ncauditor.net/
https://play.google.com/store/apps/details?id=net.ncauditor.ncauditor
https://itunes.apple.com/us/app/nc-state-auditor-hotline/id567315745
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