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Ring Energy Eyes Production Expansion Over the Medium Term 

        
 

   

 

Price $1.31 Growth Holding February 13, 2025 

• Production increased 11.5% for the first 9 months of 2024, though a lower 

pricing environment had sales up 8.3% over the same period. 

• Targeting leverage ratio of 1.0x debt to adjusted EBITDA, currently 1.59x.  

• After REI reaches its target leverage, we expect management to ramp 

organic production or engage in another acquisition. 

• Based on transactions of similar asset profiles, REI could be worth 

$2.44/share in private market value. 

Investment Thesis 
Ring Energy (REI) is a Permian exploration and production company operating in the 

Central (CPB) and Northwest Shelf (NWS). With 85% liquids and 66% oil mix, REI 

produces 20.1 kboe/d (thousand of barrels of oil equivalent per day). REI has a higher-

than-peers reserve life of 18 years.  

Despite an increase in production of 11.5% for the 9 months ending September 2024, 

sales only increased 8.3% due to decreases in NGL (natural gas liquid) and natural gas 

prices. However, we see these pressures alleviating with the introduction of 7 Bcf/d of 

natural gas transit capacity from Waha to Henry Hub by 2026.  

After REI reaches its deleveraging target sometime in 2026, we expect management to 

expand capex to increase production or target another acquisition to expand its 

footprint. With a current valuation of just 3.7x earnings, we believe REI is trading at a 

substantial discount to its fair value. Based on acquisitions at a similar production level 

in the CBP area, a reasonable price for REI  is closer to $2.44 a share.  

Estimated Fair Value 
EFV (Estimated Fair Value) = EFY26 EPS (Earnings Per Share) times P/E (Price/EPS) 

EFV = E26 EPS X P/E = $0.69 X 6.3 = $4.36 

A P/E of 6.3 would still put REI on the lower end of independent peers. After it reaches 

its leverage target, we expect earnings power to be unlocked through increased volume 

even if hydrocarbon pricing stays depressed.   

PDP (proven, developed, producing) divestitures in Texas provide insight into a 

theoretical short-term price for REI to be acquired or a more accurate fair market value. 

APA divested from its ‘non-core’ Permian assets, with a similar production and location 
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to REI’s, for $950 million – or $45,238 boe/d (barrel of oil equivalent produced per day). 

Based on REI’s enterprise value, it has a valuation of $32,505 per boe/d. At the multiple 

of APA’s divestiture, REI is worth at least $2.44 per share.  

 E2025 E2026 E2027 

Price-to-Sales 0.7 0.6 0.6 

Price-to-Earnings 3.3 2.0 1.9 

Analyst consensus data from SeekingAlpha 

Operations  
Total production was up 11.5% year over year for the 9 months ending September 

2024, though sales revenues were only up 8.3% on a weaker pricing environment. REI’s 

production profile is 85% liquids and 68% oil, which is on the higher end of peers. 

Total operating expenses on a per BOE basis (barrel of oil equivalent) were flat year 

over year for the 9 months ending September 2024. Operating income per boe declined 

by 6.5% year over year primarily due to a 3.0% decrease in sales price, concentrated in 

natural gas.  

REI is in the top of the peer group for reserve life and decline rate, with around 18 years 

at current production levels compared to the median of 11 years. Decline rates are 

equally on the lower end of peers, with a rate of 25% compared to the median of 34%. 
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Capex for the full year 2024 is 

concentrated 77% on completion costs 

for wells, with 14% going toward 

improving performance of existing wells.  

Costs are in line with peers, with a total 

completion cost for horizontals being in 

the $2.3-3.7 million range and verticals 

in the $1-1.9 million range. For the 

quarter ending September 2024 REI 

drilled 7 horizontals and 6 verticals.   

The current drilling program emphasizes 

maintaining the current pace of 

operations, though we expect marginal 

low-single digit increase in volumes 

during the last quarter of 2024 as new 

assets are brought online. Production 

curves usually peak during the first 6 

months of well operation before 

tapering into a decline over a 24-month 

period. Once REI reduces its leverage 

ratio to below 1.0x, we expect there to 

be more substantial moves to expand 

organic production capacity.  

 

Natural Gas Pressures Alleviating 
As natural gas is a byproduct of oil production and environmental regulations prohibit 

flaring, many producers in the Permian are loss-taking in natural gas. However, NGL 

(natural gas liquids) pricing has been more resilient, allowing REI to offset the loss in 

natural gas. For the 9 months ending September 2024, REI’s non-oil sales narrowed to 

$866k from $9.1 million due to a $2.68/bbl (barrel) fall in NGL pricing and a $1.72/Mcf 

(thousands of cubic feet) fall in natural gas pricing.  

The Waha hub, where most Permian products are aggregated, typically trades at a small 

discount to the Henry Hub price where most products are exported from. The discount 

offsets the cost of transit and storage. Since 2018, the volume of natural gas produced 

in the Permian has doubled, and transit capacity to export has not kept pace. In 2024, 

there was a record 164 days of negative Waha gas prices, including a record low of        

-$7/MMBtu (millions of British thermal units) just before Labor Day weekend. 

https://d1io3yog0oux5.cloudfront.net/_5bbceb66fb01ecf181233f950135fcca/ringenergy/db/856/7761/pdf/Ring+Energy+Q3+2024+Earnings+Corporate+Presentation+11-7-24.pdf
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Management noted that there has been an increase in third party uptake capacity with 

the Matterhorn Express pipeline adding an additional 2.5 Bcf/d (billions of cubic feet per 

day) in capacity. For the week ending February 5th, 2025 the EIA reported Waha prices 

had increased to $1.86/MMBtu, representing a much narrower $1.36 discount to Henry 

Hub compared to 2024’s $2.20 average. The IEA also noted that there are another 4.5 

Bcf/d coming online by 2026, which should continue to narrow the spread between 

Henry Hub and Waha.  

https://www.eia.gov/todayinenergy/detail.php?id=63044
https://www.eia.gov/todayinenergy/detail.php?id=63044
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A Wave of Divestitures on the Way 
Management believes that there are going to be opportunities for acquisition in the area 

with a ‘wave of conventional targets’ from oil majors and large Permian producers. 

Speaking to Ion Analytics, the managing director for Houlihan Lokey stated that 18-24 

months after a wave of M&A follows asset-level divestitures as firms look to maximize 

value. Since November 2024 in the Permian, Exxon, Permian Resources, ConocoPhillips 

and APA have divested a combined $3.7 billion in Permian assets deemed ‘non-core’.  

We expect management to target an acquisition over the medium term, though it will 

likely wait until its leverage is closer to the 1.0x target, currently at 1.59x. As for size, 

the most recent acquisition by REI, Founders, was completed for $100 million in cash 

when REI’s leverage was 1.4x. We expect a marginally higher transaction size, though 

the EBITDA acquisition multiple will likely be higher than the 2.3x paid for Founders, 

with more recent deals in the area having multiples ranging from 2.5-4.0x.  

Risk 
As of the quarter ending September 2024, REI had no cash on its balance sheet and 

negative working capital. While it does have a revolver for liquidity with a $200 million 

undrawn component, its adjusted free cash flow has shrunk to $1.9 million quarterly, 

from its typical $15-20 million level due to a poor pricing environment.  

https://ionanalytics.com/insights/mergermarket/oil-gas-divestitures-midstream-consolidation-and-pe-deals-to-drive-1h-ma-north-america-natural-resources-trendspotter/
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While we do not expect oil prices to meaningfully decline below REI’s breakeven of 

approximately $35/boe, a further degradation of the hydrocarbon pricing environment 

would increase the expected timeframe for REI to hit its 1.0x deleveraging target and 

likely hamper expansion plans.  

Financials 
Despite the lower pricing environment, REI leads peers in net income margins, posting 

39.8% during the quarter ending September 2024. Cost inflation for drilling across the 

United States has moderated with fewer than 20% of firms reporting cost increases 

during the quarter ending September 2024. REI’s costs, as previously discussed, have 

remained flat.  
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Management has said that it is ‘more focused on debt reduction than trying to grow the 

company’ now. Over the trailing twelve months, its debt to adjusted EBITDA (adding 

back share comp and non-cash retirement costs) is at 1.59x. The current target ratio 

before it begins expansionary efforts again is 1.0x. At the current pace of repayments, 

$15 million quarterly, it will be at the target in the middle of 2026. The current weighted 

average interest on the revolver component of the debt is 9.3%, with total quarterly 

interest cost being $10.8 million or around 12.5% of revenues. 

It is possible that repayments increase with a more aggressive offloading of assets 

operating at higher than target production costs, or a more favorable oil pricing 

environment. During the quarter ending September 2024 REI sold some ‘non-core’ rigs 

for $5.5 million in cash.   

Conclusion 
Though REI does have a higher debt load than peers, it has put itself on the path for 

hitting its deleveraging target by the middle of 2026. If hydrocarbon prices begin to 

climb in the latter half of 2025, it could also provide a much-needed boost to free cash 

for faster repayment. By that point we expect divestiture activity by majors and 

independents in the Permian to reach its peak, which should give REI the opportunity to 

purchase more PDP assets at a good price or invest in organically expanding production.  
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Despite a clear path to higher production and earnings, the stock has remained flat over 

the trailing twelve months and trades at just 3.7x earnings. Similar assets have divested 

for substantially higher prices, and thus we believe REI is undervalued at its current 

price. 
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Peer Comparisons 
 

 

 

 

 

 

 

 

 

 

 

 

 
 

Ring Energy 

(REI) 

Riley 

Exploration 

(REPX) 

Civitas (CIVI) 
Devon Energy 

(DVN) 

Occidental 

Petroleum 

(OXY) 

Dividend Yield - 4.35% 9.64% 4.13% 1.81% 

Price-to-Earnings 3.68 6.33 5.85 7.33 14.31 

Price-to-Sales 

(TTM) 0.73 1.75 1.00 1.52 1.61 

EV-to-EBITDA 

(FWD) 2.81 3.58 2.67 4.24 5.75 

Net Income 

 Margin 30.83% 28.48% 19.65% 23.43% 16.25% 

Price-to-Book 

(TTM) 0.31 1.48 0.75 1.62 1.73 
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Disclaimer and Related Information 
This report was written by Julie Brown and reviewed and edited by Benjamin C. 

Halliburton. 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 

Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 

Halliburton is the founder and owner of Tradition Investment Management, LLC, a 

registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 

in the publishing, email, and website space. All material on the website should be 

considered paid advertising by Tradition. This article is a financial publication and is 

provided for educational purposes only. It is not an investment recommendation nor 

investment advice. It does not take into account your personal circumstances and 

whether this investment is appropriate for you, your objectives, or your risk tolerance. 

Under no circumstance is Building Benjamins or Tradition Investment Management LLC 

responsible for any actions that you may take after reading this educational information. 

Nothing from Building Benjamins should be considered personal investment advice. 

Building Benjamins and Tradition Investment Management LLC, the website, emails, 

interviews, social media pages, and other materials are published by Building Benjamins 

and do not necessarily match the opinions of the individuals or companies published or 

quoted herein. Investing, particularly stock or ETF investing, is risky and may result in 

losses and sometimes loss of your entire investment. Stock investing has company-

specific operational risks like demand, competition, legal and regulatory, and broader 

financial market risks like liquidity, Economic cycle, and government policy. You may 

lose money in any stock investment or other investments and are solely responsible for 

those decisions.  

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 

may or may not have positions in the securities discussed in this educational report. 

Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 

ahead of any customer buy or sell resulting from this information. The information 

herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment 

Management LLC, and/or the authors on this site may transact in the security discussed 

at a later date, prior to, or without notification in this format. This is not investment 

advice but only a discussion of select investments for educational purposes. Building 

Benjamins is an investment website, blog, or newsletter, and the information contained 

cannot be reproduced, copied, or redistributed without the prior written authorization of 

Building Benjamins or Tradition Investment Management LLC. US copyright laws apply. 

We rely on information from sources we believe reliable, including the companies 

themselves, but cannot guarantee the accuracy of the information we provide. You rely 

on this information at your own risk and are responsible for the verification of the data. 


