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Introduction and Purpose 
 
This audit program has been developed to provide guidance to Oil and Gas Vendor Roundtable 
members when performing vendor audits of water haulers.  It was developed collectively by the 
Content Development Committee and is intended to be utilized as a high-level resource to assist 
members, provide considerations, and act as a guide through the process.  This document is not 
intended as an all-inclusive solution and certainly does not cover all scenarios or aspects of water 
hauler reviews.   
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I. Summary of Water Haulers 
 
Water haulers do just that, haul water.  Water haulers can be involved in all three areas 
of operations: drilling, completions, and production.  They transport fluids such as 
fresh, brine, and produced water to and from operators’ locations.   
 
The dynamics of each operation are different and many times, ordered and approved 
by different operational groups (production versus completions).  
 
There are two primary types of billing, by the hour or by the barrel or load.  Depending 
on the billing type, different risk factors are present and different controls must be put 
into place to prevent overbilling and fraud. 
 

II. Vendor Selection and Risk Factors 
 
a. Vendor Selection.  In determining which vendors to audit, many factors can affect 

your selection.  In general, water haulers present a high exposure for error compared 
to other types of vendors.  The following factors can be used to determine your 
selection. 
 

i. Spend.  The most common factor in vendor selection is total spend.  While 
it is an important consideration, spend is not always the most important 
factor.  Trending spend can help.  Does spend fluctuate when operations did 
not change?  

ii. Invoice red flags.  Many times, invoice approvers and coders notice 
inconsistencies or red flags on an invoice but do not have time to 
investigate.  Are there 24-hour billings on invoices? Do the rates vary? Is 
there a delay in billing or lack of automation in vendor invoice processing? 

iii. Operations.  Field operations employees are connected to the vendors in the 
field and can firsthand compare operations to invoices.  For example, if the 
sites are locked at night but billings show 24-hour days charged, further 
investigation may be required. Or if the barrels charged do not line up with 
the barrels produced, it could be an indication of overbillings. A discussion 
with operations may be helpful to understand how tank measurements are 
captured and what controls are in place. 

iv. Hotline tips.  Are there anonymous tips called into an ethics or compliance 
hotline?  
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v. Technical factors.  Technical factors can help evaluate billings such as 
measurement of tanks vs barrels hauled and SCADA volumes vs barrels 
hauled.   

b. Risk Factors: What could be wrong? 
 

i. Risk factors vary based on billing type.  Hourly, per barrel, and per load 
rates present different types of exposures and potential errors.  

ii. Financial/Economic risk factors.  This is the primary risk factor with water 
haulers and is typically incorporated into the objectives of the vendor audit.  
  

1. Rates.  Is the contract hourly, per barrel, or per load rates? 
2. Quantities.  Are the invoiced quantities of hours, loads, and barrels 

reflective of actual operations?  This is typically the highest risk 
factor with water haulers due to the difficulty of verifying hours or 
loads hauled and remote operations at unmanned sites.   
 

iii. Documentation retention.  Is all documentation retained per the MSA and 
per regulatory requirements? 

iv. Compliance of DOT limitations and filing of required incidents.  Does the 
vendor file required incidents and comply with driver hour limitations? 

v. Compliance of insurance coverages, as required per the MSA. 
vi. Conflict of interest and code of conduct.  Are competitive bids performed 

or are preferred vendors used?  Do any relationships with employees exist? 
 

III. Objectives 
 
Each audit will have different objectives.  Some vendor reviews may be focused and 
include only one or two objectives while others may be comprehensive.  It is beneficial 
to determine your objectives prior to the audit so appropriate resources are allocated 
and relevant documentation is requested.  The following are examples of objectives 
that can be incorporated into your audit plan. 
 
a. Compare invoiced rates with the pricing provisions of the MSA or pricing 

agreements. 
b. Determine if hours billed are reflective of actual operations and charged at the 

appropriate rates, such as productive, standby, or staging time. 
c. Reconcile water hauling charges with GPS records and disposal records. 
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d. Compare barrels hauled for unreasonable trends.  (For example: Are the barrels 
hauled consistently the same?) 

e. Reconcile field ticket support with invoiced volumes or hours charged. 
f. Reconcile labor hours with payroll hours. 
g. Determine if taxes were assessed on only taxable items and invoiced at the proper 

rates. 
h. Evaluate the adequacy of vendor controls. 
i. Evaluate the adequacy of internal controls and approval process. 
j. Determine if duplicate billings occurred or duplicate payments of invoices 

occurred. 
k. Determine vendor’s method for processing adjustments (are adjustments based on 

operational data, invoice edits, and is approval required?). 
l. Determine if vendor is in compliance with Department of Transportation 

guidelines. 
m. Establish rapport and enhance relationship between vendor and operator and open 

lines of communications for future audits. 
n. Determine if vendor’s insurance met the requirements set forth in the MSA. 
o. Evaluate gifts, entertainment, and other favors given to employees to ensure 

compliance with conflict of interest policy and ethics. 
p. Determine if vendor is aware of integrity/compliance hotline. 
 

IV. Audit Process 
 

a. Preparation 
 

i. Gathering of Documents.  In preparation for your review, the first step is to 
gather relevant documents applicable to the audit.  The following are 
examples of typical documentation retained in-house. 
 

1. Master Service Agreement 
2. Pricing agreements, purchase orders, etc. 
3. Accounts Payable (AP) ledger 
4. Payment register 
5. Invoices 

 
ii. Scheduling and Notification 

 



 Water Hauler Audit Program 
 

Page 6 of 12 

1. In preparation to conduct fieldwork, the vendor must be notified of 
an audit, fieldwork dates scheduled, and an initial documentation 
request sent.   
 
Typically, an audit notification letter would include the applicable 
audit provision of the MSA and would request availability to answer 
questions during desired fieldwork dates.  A document request can 
be incorporated or sent separately.  Refer to Exhibit A. 
 

iii. Documentation Requests 
 

Based on your audit plan and objectives, the documentation requested from 
the vendor will vary.  Commonly, the documentation request is included 
with or shortly after the notification letter is sent.  Examples of 
documentation requested from the vendor may include the following. 

 
1. Bank Statements/General Ledgers 
2. Credit Card Statements  
3. Profit and Loss statements 
4. Owner equity payments 
5. Petty Cash 
6. Receipt files 
7. GPS records 
8. DOT Records: time records if claiming exempt or logbook records 
9. Invoices and supporting tickets from water suppliers/disposals 
10. Written agreements with company men on pricing outside of actual 

hours worked or by the barrel price  
11. Drivers 

A. Hours/time sheets 
B. Payroll records for drivers 
C. Drivers hours for each customer on each date 
D. Drivers tickets  
E. Drivers qualification/proof of CDL/Medical Card/ I-9 form 
F. Names of all drivers employed   

12. Third party haulers 
13. Invoices from/checks issued to 
14. Correspondence/notes 
15. Permits/Licenses 
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16. Waste Hauling  
17. Vehicles 

A. Number of vehicles and identification numbers 
B. Proof of ownership/ lease agreement  
C. Maintenance records 

18. Drug testing policy and results 
19. Safety Training programs 

 
iv. Sample Selection   

 
The sample selection and scope will be based on many factors including 
the volume of invoices, documentation available, types of services, 
operational areas, working interest, and objectives. 
 
With electronic documentation available, it is possible that testing may 
be performed on the entire review period.  However, typically some 
aspect of testing will be based on sampling. 
 
1. Sample Selection  
 

Test months are commonly selected because time does not allow for 
an in-depth review of all months and invoices.  Test months can be 
selected as consecutive months or sampled throughout the review 
period and can be based on service or invoice date.  
 
Location-specific sampling can also be helpful, such as reviewing 
all hauling from a certain pad or reviewing pad-to-pad transfers.  

 
2. Extrapolation  
 

Based on findings within a sample selection, extrapolation may be 
appropriate if an issue is found that spans across the entire review 
period but cannot be easily quantified.  The issue can be quantified 
for the test months and the error rate found can be extrapolated to 
the other months and included in an exception.  If all parties 
involved are aware that the exception amount is an extrapolated 
amount, this can be an effective method of illustrating the impact of 
the issue when addressed during resolution. 
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b. Fieldwork and Audit Testing 
 

The fieldwork phase will include testing and analysis, invoice review, specific 
questions submitted to the vendor, potential interviews, and other testing required 
to complete your established objectives.   
 
Typically, fieldwork is coordinated with the vendor’s availability to answer 
questions and provide additional documentation as established in the notification 
letter and preparation phase.  The objectives and sample selection determined in the 
preparation phase will guide the audit testing during fieldwork.   
 
The following includes various analysis and testing, some or all of which may be 
used for your review based on your particular vendor and selected objectives.  The 
following comparisons and review steps are provided as a guide to complete 
objectives.  They are separated by type: hourly billings, per load / volume, and 
general testing.   
 
The result of the audit testing will be findings related to overbillings or other issues, 
or additional questions for either the vendor or internal personnel. 

 
Hourly Billings 
 

i. DOT records 
1. Review DOT logbooks and reports filed with DOT and compare 

with daily hours billed. 
2. Review DOT reports filed for days with more than 12 hours worked 

and compared with Timesheet or invoiced hours. 
3. Review DOT violations (FMCSA).  If violations are present, this 

may be an indication that pre and post inspections are not performed 
regularly or not done properly. 

ii. GPS Reconciliation 
1. Compare GPS start/stop times with ticket start/stop times. 
2. Compare GPS daily hours to billed hours. 
3. Evaluate Routes.  Are routes direct or include unnecessary stops and 

extra time? 
4. Calculate total miles driven per day by each driver to identify 

anomalies. 
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5. Identify total number of loads per driver to identify anomalies.  
6. Review loading times.  Are loading times sufficient to pull a full 

load?  If not, it could indicate a full load is not pulled. 
7. Review unloading time at disposal sites.  Are times sufficient to 

fully unload?  
iii. Compare hours billed to payroll hours. 
iv. Determine if travel time is charged, then compare with contract/pricing 

provisions.  Typically, vendor employees are paid for travel to/from the sites 
or field, so the payroll should exceed hours billed if travel time is not 
chargeable.  

v. Compare timesheets to payroll hours. 
vi. Identify time spent on pre and post inspections.  Is a specific allowance 

stipulated in pricing agreements or what is considered reasonable?  
vii. Review standby and non-productive time (NPT) hours and determine if they 

are charged at the proper standby rate or allowable charges per the pricing 
agreements.  Are all standby and NPT hours shown on the tickets classified 
correctly?  
 

Per Load / Volumes 
 

i. Compare barrels hauled (charged) to barrels on disposal tickets. 
ii. Evaluate the disposal ticket and determine if third-party signatures are 

present, if sites are manned or unmanned, and evaluate the overall reliability 
of the disposal tickets. 

iii. Compare GPS trips to ticket trips and determine if number of loads agree 
with loads invoiced. 

iv. Compute average load times and compare number of loads charged vs 
payroll hours. 

v. Load size: Does load size (bbl) reflect actual barrels hauled or is a full load 
always billed?  Are loads metered? 

vi. Compute maximum number of loads per day, compare to loads billed per 
day. 

vii. Compare metered well volumes with hauled volumes and disposed 
volumes. 

viii. Pricing basis analysis.  Typically, a per load/barrel rate is based on three 
components: hours, mileage, and water cost.   

1. Know the breakdown of per barrel pricing, then can compare on 
audit to evaluate the fee structure. 
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2. Compare to an hourly equivalent: what would charges be if hourly?  
 
General Testing 
 

i. Rates 
1. Compare rates charged with agreement provisions. 
2. Can depend on truck or equipment size. 
3. Are ancillary services provided at rates established in the pricing 

agreements?  If not, is written rate approval obtained prior to 
service?  

ii. Duplicate tickets 
1. Same ticket billed on multiple invoices. 
2. Same hours billed on multiple tickets. 

iii. Duplicate invoices 
1. Are duplicate invoices submitted and paid with slightly different 

invoice numbers? 
iv. Sales or gross receipts tax.  Is tax being applied properly? 
v. Field approvals 

1. Are invoices and tickets approved in the field? 
vi. Inventory Comparison 

1. Compare trucks and equipment charged to ownership inventory. 
vii. Other services 

1. If other services are provided, are they covered in the established 
scope of work?   

2. Additional tests may be appropriate based on the materiality of 
services provided. 

viii. Reasonableness Testing  
1. Trend volumes for producing wells.  Absent a rework or shut in, a 

well should produce a consistent volume per month, thus billings 
should be consistent.  A comparison between monthly billings and 
the average produced water per month can be useful. 

 
c. Report 

 
The report format can vary based on many factors depending on internal reporting 
requirements.  At the very least, the exceptions must be included in the report and 
submitted to the vendor to be resolved during resolution.   
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i. Report Examples 
1. Exhibit B - Example 1 is an example of audit case report, 

summarizing the vendor audit, resolution, findings, and background. 
2. Exhibit B - Example 2 is a report including a summary of the review 

and the exceptions identified. 
 

ii. Report Considerations 
1. Report Approval.  What approvals need to take place before the 

findings are submitted to the vendor or resolution occurs?  
2. Does the report need internal approval prior to submission to the 

vendor? 
3. Internal Exceptions.  Should these be submitted to operations or 

applicable personnel to be resolved?  
4. Potential conflicts of interest between vendors and company 

employees.  If these exist, would it impact the resolution? 
 

V. Resolution 
 
Resolution will be situational based on each company’s current scenarios, MSA, 
ongoing operations, company policies, and legal considerations.  The following are 
broad examples of potential resolutions and methods to resolve findings. 
 
Note: it is always advisable to consult with legal groups and company policies prior to 
resolving and/or settling issues. 
 
a. Timing expectations.  Set expectations with vendor for response time to resolve 

exceptions.  The timing will be based on vendor capabilities.   
b. Situational based on MSAs.  Contractual options for recoveries.   
c. Situational based on type of exceptions 
d. Coordination with operations 

i. Reliance on vendor will take strategic planning or operational changes 
e. Freeze account.  Does the MSA allow a freeze of vendor’s account and what 

internal authority is required?  
f. Lawsuits 

i. Coordination with legal 
ii. Potential future bankruptcy considerations.  Secure assets ahead of 

bankruptcy filings. 
g. Forward discounts/terms (accounting implications/COPAS/Joint Account) 
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h. Ongoing relationship with vendor 
i. Accounting considerations 

i. Coordination with accounting department 
ii. Allowance of credit memos versus refunds  

iii. Invoice-specific credit memos versus lump-sum credits/refunds 
iv. Joint venture implications 

j. Promissory notes, refund terms over 6-months to a year 
k. Settlement agreement laying out the acknowledgement that issues were discovered 

and that the vendor agrees to the findings and how it will be resolved, (One time 
payment by check, credits, held invoices or combinations). This document would 
be signed by all parties.  

l. Considerations.  During resolution, consider potential conflicts of interest between 
vendors and company employees.  Would such a conflict affect the method of 
resolution?  
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Exhibit A - Notification Letter Template 

 
 
September 1, 2020 
 
Mr. John Smith 
ABC Water Haulers 
123 N. Main Street 
Odessa, TX 79763 
 
Re:  [Operator Name] Vendor Review (Review Period) 
 
Dear Mr. Smith: 
 
In accordance with [Operator Name]’s routine vendor review program, we continually review 
vendors and service providers for compliance with the Master Service Agreement. 
 
Section ## of the Master Service Agreement states, 
 

[insert MSA provisions regarding audit rights or inspection period] 
 
Please make available all books and records from any of ABC’s offices that are in any way related 
to and support the services provided to XYZ Operator.  We request ABC provide resources to 
facilitate questions from [dates of fieldwork].  Please notify is as soon as possible if these dates 
are not available.   
 
Thank you in advance for your cooperation regarding this review.  For additional questions about 
the logistics for the audit, please contact [lead auditor name]. 
 
Thank you, 
 
 
 
[lead auditor name] 
[title] 



Oil and Gas Vendor Roundtable 
Water Hauler Audit Program 

 
Exhibit B - Report Templates 

 
Example 1 - Audit Case Report 

 
AUDIT CASE REPORT 

 

Investigator/ Analysis: Click or tap here to enter text.  

Date: Click or tap to enter a date. 

 

Vendor: Click or tap here to enter text. 

 

Resolution: Choose an item. 

Recovered Amount: Click or tap here to enter text. 

 

Anomalies/ Issues/ Scheme: Click or tap here to enter text. 

 

Objective: Click or tap here to enter text. 

 

Findings:  Dollar Amount: Click or tap here to enter text. 

  Percentage: Click or tap here to enter text. 

 

Sent to Vendor: Click or tap to enter a date. 

Vendor Response: Click or tap here to enter text. 

 

Narrative: Click or tap here to enter text. 

 

 

Operations Notified: Click or tap to enter a date. 

Operations: Click or tap here to enter text. 
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Example 2 - Audit Report 

 
 
 

JUST DRILLIN’ RESOURCES VENDOR AUDIT REPORT 
 
 
Auditor: The Recovery Firm, LLC | Vendor: Red Ryder Roustabouts, LLC 
Period: 01 January 2017 - 31 December 2018 
Sent by: Just Drillin’ Resources on 17 December 2019 

 
Amounts in United States - USD | Type: Monetary (M), Procedural (P) or TBD 

 
 

Summary of All Exceptions 

Gross 
Credit 

Requested 

Gross 
Credit 

Granted 

Gross 
Credit 
Denied 

Gross 
Credit 
Open Count 

  67,967.94 0.00 0.00 67,967.94 3 
 
OPEN EXCEPTIONS 

ID Description 

Gross 
Credit 

Requested 

Gross 
Credit 

Granted 

Gross 
Credit 
Denied 

Gross 
Credit 
Open Type 

1 Equipment Rental 
Variances 

28,068.43 0.00 0.00 28,068.43 M 

2 New Mexico Gross 
Receipts Tax Variance 

34,643.57 0.00 0.00 34,643.57 M 

3 Duplicate Tax Charge 5,255.94 0.00 0.00 5,255.94 M 
TOTAL 67,967.94 0.00 0.00 67,967.94   
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EXCEPTION DETAILS 
 

ID Description 

Gross 
Credit 

Requested 

Gross 
Credit 

Granted 

Gross 
Credit 
Denied 

Gross 
Credit 
Open Type 

1 Equipment Rental 
Variances 

28,068.43 0.00 0.00 28,068.43 M 

 
 
Description: 
A review of equipment rental charges for frac tanks, light plants, and gas busters revealed 
several variances as described below: 
 

• Rental dates started before the equipment was delivered to the location 
• Rental dates continued after equipment was picked up from location 
• Rental dates overlapped across multiple invoices and multiple locations 
• Duplicate equipment rentals: the same tank number charged on more than one location 

for the same rental date range 
• Duplicate equipment pickup charges 
• The number of tank rentals greater than the number of tanks delivered to location 

The included reconciliation schedule details the equipment rental and pickup charge variances. 
Each instance on the schedule is grouped; the grouping column may be used to filter on the 
items related to each variance. 
 
The vendor is requested to issue credit for these variances in the amount of $28,068.43. 
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EXCEPTION DETAILS 
 

ID Description 

Gross 
Credit 

Requested 

Gross 
Credit 

Granted 

Gross 
Credit 
Denied 

Gross 
Credit 
Open Type 

2 New Mexico Gross 
Receipts Tax Variance 

34,643.57 0.00 0.00 34,643.57 M 

 
 
Description: 
Instances were noted where the incorrect New Mexico gross receipts tax rate was used on 
invoices sent to Just Drillin’ Resources. Generally speaking, the New Mexico gross receipts 
tax rate is based on the location of the business providing the product or service. However, 
there are some exceptions to that rule, including two exceptions discussed below: construction 
services and transportation services. These exceptions apply to certain services invoiced to Just 
Drillin’ Resources. These services were invoiced to Just Drillin’ Resources with an incorrect 
NM gross receipts tax rate, resulting in an overcharge.  
 
Construction Services: New Mexico Administrative Code 3.2.11.D describes the building of 
oil and gas industry facilities as a construction service, including constructing pads from 
caliche or other materials, dirt work, building roads, and making certain repairs. New Mexico 
tax guidance FYI-200, Your Business Location and the Appropriate Tax Rate, shows the gross 
receipts tax rate for construction services is based on the location of each construction site, 
which would be the well site in the oil and gas industry. The New Mexico tax code shows the 
applicable New Mexico gross receipts tax rate for certain location building services provided 
by Red Ryder Roustabouts, LLC should be based on the location of the well site. Please see 
the file included with the exception support for a listing of invoices for services that are 
considered construction services and should be taxed at the rate applicable to the location of 
the well site.  
 
Transportation Services: New Mexico tax guidance FYI-290, Information for the 
Transportation Industry, shows that when transportation services are provided within a county 
and outside of a municipality, the city imposed rate should be deducted from the tax rate, and 
therefore only the county rate should be used. The tax guidance shows the applicable New 
Mexico gross receipts tax rate for water hauling services provided by Red Ryder Roustabouts, 
LLC should be based on the state and county tax rate only, and the city rate does not apply. 
Please see the file included with the exception support for a listing of invoices for water 
hauling services which should be taxed at the state and county tax rate only. 
 
The vendor is requested to issue credit for the overcharges related to the application of 
incorrect New Mexico gross receipts tax rates in the amount of $34,643.57. 
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EXCEPTION DETAILS 
 

ID Description 

Gross 
Credit 

Requested 

Gross 
Credit 

Granted 

Gross 
Credit 
Denied 

Gross 
Credit 
Open Type 

3 Duplicate Tax Charge 5,255.94 0.00 0.00 5,255.94 M 
 
 
Description: 
Invoice 179367 was a charge to Just Drillin’ Resources for bid work on the Wild Well #1 
location. The bid shows tax is included in the bid price of $69,500.00. However, the final 
invoice included an additional charge for tax in the amount of $5,255.94, resulting in an 
overcharge. The vendor is requested to issue credit for this overcharge. 

 
 
 


