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Explanatory Note

 
As previously disclosed in its Current Reports on Form 8-K filed with the U.S. Securities and Exchange Commission on February 28, 2019 and April 12, 2019, Ring

Energy, Inc. (the “Company” or “Ring”) entered into a definitive purchase and sale agreement with Wishbone Energy Partners, LLC (“WEP”), Wishbone Texas Operating
Company LLC and WB WaterWorks LLC (collectively, “ Sellers”) to acquire oil and gas properties and assets in Gaines, Yoakum, Runnels and Coke Counties, Texas and Lea
County, New Mexico, primarily on the Northwest Shelf (the “Acquisition”). On April 9, 2019, the Company completed the acquisition of oil and gas properties and assets for
consideration, after customary purchase price adjustments, of approximately $264.1 million in cash and the issuance of 4,581,001 shares of common stock, of which 2,538,071
shares are being held in escrow to satisfy potential indemnification claims. The acquired properties consist of 49,754 gross (38,230 net) acres and include a 77% average
working interest and a 58% average net revenue interest (the “Acquired Properties”).

 
This Current Report on Form 8-K/A provides the audited consolidated financial statements of WEP and the pro forma financial statements required by Item 9.01 of

Form 8-K. This Current Report on Form 8-K/A should be read in connection with the Current Reports on Form 8-K filed on February 28, 2019 and April 12, 2019, which
provide a more complete description of the Acquisition.
 
Section 9 – Financial Statements and Exhibits

 
(a) Financial statements of business acquired.

 
The audited consolidated financial statements of WEP of and for the years ended December 31, 2018 and 2017, are included as Exhibit 99.1 to this Current Report on

Form 8-K/A and are incorporated by reference into this Item 9.01(a).
 

(b) Pro forma financial information.
 
The unaudited pro forma financial information as of March 31, 2019, for the year ended December 31, 2018 and for the three months ended March 31, 2019, is

included as Exhibit 99.2 to this Current Report on Form 8-K/A and is incorporated by reference into this Item 9.01(b).
 

(d) Exhibits.
 

The following exhibits are included with this report:
 
Exhibit No.  Description
23.1  Consent of Moss Adams LLP.
99.1  Audited consolidated balance sheets as of December 31, 2018 and 2017, consolidated statements of operations for the years ended December 31, 2018

and 2017, consolidated statements of members’ equity for the years ended December 31, 2018 and 2017, and consolidated statements of cash flows for
the years ended December 31, 2018 and 2017, for WEP.

99.2  Unaudited pro forma financial information, including the unaudited pro forma condensed balance sheet as of March 31, 2019 and unaudited condensed
statements of operations for the three months ended March 31, 2019 and for the year ended December 31, 2018.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned hereunto

duly authorized.
 
 Ring Energy, Inc.
   
Date: 06/18/2019 By: /s/ William R. Broaddrick
  William R. Broaddrick
  Chief Financial Officer

 

3



 
Exhibit 23.1

 
Consent of Independent Auditor

 
We consent to the incorporation by reference in the Registration Statements on Form S-3 (333-230966, 333-229515, and 333-215909) and on Form S-8 (333-191485) of Ring
Energy, Inc., of our report dated March 1, 2019, relating to the financial statements of Wishbone Energy Partners, LLC for the years ended December 31, 2018 and 2017, which
report appears in the Form 8-K/A of Ring Energy dated April 9, 2019.
 
/s/ Moss Adams
Houston, Texas
June 18, 2019 
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WISHBONE ENERGY PARTNERS, LLC

CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
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Report of Independent Auditors
 
To the Members
Wishbone Energy Partners, LLC
 
Report on the Financial Statements
 
We have audited the accompanying consolidated financial statements of Wishbone Energy Partners, LLC and its subsidiaries, which comprise the consolidated balance sheets
as of December 31, 2018 and 2017, and the related consolidated statements of operations, members’ equity and cash flows for the years then ended, and the related notes to the
consolidated financial statements.
 
Management’s Responsibility for the Financial Statements
 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with accounting principles generally accepted in the
United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.
 
Auditor’s Responsibility
 
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the consolidated financial statements
are free from material misstatement.
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The procedures selected depend on
the auditor’s judgment, including the assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 
Opinion
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Wishbone Energy Partners, LLC and its
subsidiaries as of December 31, 2018 and 2017, and the results of their operations and their cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.
 
Emphasis of Matter
 
As discussed in Note 8 to the consolidated financial statements, the Company entered into a definitive agreement to sell substantially all of its oil and gas properties to a third
party. Our opinion is not modified with respect to that matter.
 
/s/ Moss Adams LLP  
Houston, Texas  
March 1, 2019  
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Wishbone Energy Partners, LLC

Consolidated Balance Sheets
 

ASSETS       
  December 31,  
  2018   2017  
       
CURRENT ASSETS         

Cash and cash equivalents  $ 2,734,192  $ 2,763,167 
Accounts receivable         

Trade   9,946,595   5,346,923 
Joint interest billings   1,388,235   1,369,136 
Other   151,213   433,734 

Derivative assets   4,492,221   - 
Prepaid expenses and other current assets   1,619,491   366,875 

         
Total current assets   20,331,947   10,279,835 

         
PROPERTY AND EQUPMENT         

Oil and gas properties, full cost method   282,252,476   155,555,590 
Other property and equipment   147,969   147,969 

   282,400,445   155,703,559 
Less: accumulated depreciation, depletion, amortization and impairment   (34,641,966)   (19,380,506)

         
Total property and equipment   247,758,479   136,323,053 

         
OTHER ASSETS         

Deferred financing costs, net of accumulated amortization of $642,755 and $312,882, respectively   782,406   258,014 
         
TOTAL ASSETS  $ 268,872,832  $ 146,860,902 
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Wishbone Energy Partners, LLC
Consolidated Balance Sheets
 

LIABILITIES AND MEMBERS’ EQUITY       
       
  December 31,  
  2018   2017  
       
CURRENT LIABILITIES         

Accounts payable  $ 21,973,031  $ 19,561,705 
Accrued liabilities   4,436,412   6,121,060 
Derivative liabilities   -   6,280,682 
Asset retirement obligations   -   34,828 

         
Total current liabilities   26,409,443   31,998,275 

         
NON-CURRENT LIABILITIES         

Revolving credit facility   141,600,000   55,500,000 
Derivative liabilities   -   2,673,137 
Asset retirement obligations   2,836,737   2,501,189 

         
Total non-current liabilities   144,436,737   60,674,326 

         
Total liabilities   170,846,180   92,672,601 

         
COMMITMENTS AND CONTINGENCIES (Notes 5 and 7)         
         
MEMBERS' EQUITY         

Members’ capital   75,520,756   70,520,756 
Retained earnings (deficit)   22,505,896   (16,332,455)

         
Total members’ equity   98,026,652   54,188,301 

         
TOTAL LIABILITIES AND MEMBERS' EQUITY  $ 268,872,832  $ 146,860,902 
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Wishbone Energy Partners, LLC

Consolidated Statements of Operations
 

  Years Ended December 31,  
  2018   2017  
       
OPERATING REVENUES         

Oil, natural gas and natural gas liquids sales  $ 76,320,544  $ 24,588,064 
Gain (loss) on derivative transactions, net   2,661,592   (8,262,837)

         
Total revenues   78,982,136   16,325,227 

         
COSTS AND EXPENSES         

Lease operating   12,754,942   5,746,729 
Production and ad valorem taxes   4,099,946   1,595,982 
Depreciation, depletion and amortization   15,261,460   6,305,597 
Accretion of discount on asset retirement obligations   90,377   68,944 
General and administrative   2,664,306   1,653,939 
Divestiture expenses   571,782   - 
Acquisition expenses   -   294,748 

         
Total costs and expenses   35,442,813   15,665,939 

         
INCOME FROM OPERATIONS   43,539,323   659,288 
         
INTEREST EXPENSE, net   4,700,972   1,384,693 
         
NET INCOME (LOSS)  $ 38,838,351  $ (725,405)
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Wishbone Energy Partners, LLC
Consolidated Statements of Members’ Equity
 

Years Ended December 31, 2018 and 2017
    
BALANCE, December 31, 2016  $ 49,913,706 
     

Contributions from members   5,000,000 
Net loss   (725,405)

     
BALANCE, December 31, 2017   54,188,301 
     

Contributions from members   5,000,000 
Net income   38,838,351 

     
BALANCE, December 31, 2018  $ 98,026,652 
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Wishbone Energy Partners, LLC

Consolidated Statements of Cash Flows
 

  Years Ended December 31,  
  2018   2017  
CASH FLOWS FROM OPERATING ACTIVITES         

Net income (loss)  $ 38,838,351  $ (725,405)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:         
Depletion, depreciation and amortization   15,591,333   6,510,022 
Accretion of discount on asset retirement obligations   90,377   68,944 
Settlements of asset retirement obligations   -   (24,000)
Unrealized (gain) loss on derivative transactions   (13,446,040)   8,609,204 

Changes in operating assets and liabilities:         
Accounts receivable   (4,336,250)   (5,314,463)
Prepaid expenses and other current assets   (1,252,616)   220,565 
Accounts payable and accrued liabilities   4,761,678   16,894,628 

         
Net cash provided by operating activities   40,246,833   26,239,495 

         
CASH FLOWS FROM INVESTING ACTIVITES         

Acquisitions of oil and gas properties   -   (13,865,443)
Lease acquisitions and development of oil and gas properties   (130,521,543)   (62,974,817)

         
Net cash used in investing activities   (130,521,543)   (76,840,260)

         
CASH FLOWS FROM FINANCING ACTIVITES         

Net borrowing from revolving credit facility   86,100,000   44,500,000 
Contributions from members   5,000,000   5,000,000 
Deferred financing costs paid   (854,265)   (284,193)

         
Net cash provided by financing activities   90,245,735   49,215,807 

         
NET CHANGE IN CASH AND CASH EQUIVALENTS   (28,975)   (1,384,958)
         
CASH AND CASH EQUIVALENTS, beginning of year   2,763,167   4,148,125 
         
CASH AND CASH EQUIVALENTS, end of year  $ 2,734,192  $ 2,763,167 
         
NON-CASH INVESTING ACTIVITIES         

Accruals for capital expenditures  $ 1,065,000  $ 5,100,000 
Asset retirement obligations assumed from acquisition  $ -  $ 1,492,887 
Asset retirement obligations incurred, net of revisions  $ 210,343  $ 691,386 

         
SUPPLMENTAL DISCLOSURE OF CASH FLOW INFORMATION         

Interest paid  $ 3,918,710  $ 1,007,390 
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Note 1 – Organization and Significant Accounting Policies
 
Organization/ Nature of Operations
Wishbone Energy Partners, LLC (“Wishbone”) is a Delaware limited liability company that was formed on February 11, 2013. Wishbone is engaged in the acquisition,
exploration, development and production of crude oil and natural gas. Pursuant to Wishbone’s limited liability company agreement dated February 28, 2013 (the “LLC
Agreement”), Wishbone was to continue in existence for six years following February 28, 2013 subject to extension by the Board of Directors. During February 2017, the Board
of Directors approved an extension of Wishbone’s term of existence to February 28, 2020. Another extension was approved by the Board of Directors during June 2018 to
further extend the term of Wishbone’s existence to February 28, 2022, unless further extended or earlier terminated in accordance with the terms of the LLC Agreement. The
Company’s current operations and assets are located in the states of Texas and New Mexico.
 
Principles of Consolidation
The consolidated financial statements include the accounts of Wishbone Energy Partners, LLC and its wholly owned subsidiaries, Wishbone Texas Operating Company LLC
and WB WaterWorks, LLC (hereinafter collectively referred to as the “Company”). All material intercompany balances and transactions have been eliminated.
 
Cash and Cash Equivalents
The Company considers cash and unrestricted, interest-bearing deposits with original maturities of three months or less to be cash equivalents. As of December 31, 2018 and
2017, the Company had $5,565,356 and $0, respectively, of short-term investments classified as cash equivalents.
 
Revenue and Accounts Receivable
Oil and gas revenues are recorded using the sales method. Under this method, revenues are recognized based on actual volumes of oil and gas sold to purchasers.
 
Accounts receivable-trade consists of uncollateralized accrued revenues due under normal trade terms, generally requiring payment within 30 days of delivery. No interest is
charged on past-due balances. Accounts receivable-joint interest billings consist of uncollateralized joint interest owner obligations due within 15 days of delivery of the invoice.
Accounts receivable-other consist of amounts due to the Company related to settlements of derivative contracts and other miscellaneous receivables. Management reviews
accounts receivable periodically and reduces the carrying amount by a valuation allowance that reflects management’s best estimate of the amount that may not be collectible.
No such allowance was indicated as of December 31, 2018 and 2017.
 
Concentration of Credit Risk
The Company primarily maintains its cash in large financial institutions. Management does not believe a significant credit risk exists as of December 31, 2018 and 2017.
 
The Company extends credit to various companies in the oil and gas industry, which are subject to the same industry market conditions as the Company. However, management
believes that credit risk associated with collection of its oil sales receivable is significantly mitigated by the size, nature and credit-worthiness of the major oil purchasers that
the Company selects to do business with.
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Note 1 – Organization and Significant Accounting Policies (continued)
 
For the years ended December 31, 2018 and 2017, the Company had two purchasers accounting for approximately 94% and 84% of total revenue, respectively, and accounting
for approximately 94% and 91% of trade accounts receivable as of December 31, 2018 and 2017, respectively.
 
Oil and Gas Producing Activities
The Company follows the full-cost method of accounting for oil and gas properties. Under this method of accounting, the costs of both successful and unsuccessful exploration
and development activities are capitalized as property and equipment. This includes any internal costs that are directly related to acquisition, exploration and development
activities, including salaries and benefits, but does not include any costs related to production, general corporate overhead or similar activities. The Company capitalized
$3,894,926 and $2,916,982 of these internal costs during 2018 and 2017, respectively. Proceeds from the sale or disposition of oil and gas properties are accounted for as a
reduction to capitalized costs unless a significant portion of the Company’s reserve quantities are sold, in which case a gain or loss may be recognized in income.
 
The capitalized costs of oil and gas properties, plus estimated future development costs relating to proved reserves and estimated costs of dismantlement and abandonment, net
of salvage value, are amortized on a unit-of-production method over the estimated productive life of the proved oil and gas reserves. Unevaluated oil and gas properties are
excluded from this calculation. Depletion and depreciation expense for the Company’s oil and gas properties totaled $15,252,699 and $6,280,591 for the years ended December
31, 2018 and 2017, respectively.
 
Capitalized oil and gas property costs are limited to an amount (the ceiling limitation) equal to the sum of the following:
 
a) The present value of estimated future net revenues from the projected production of proved oil and gas reserves, calculated at the simple average, first-day-of-the-month

prices during the twelve-month period before the balance sheet date (with consideration of price changes only to the extent provided by contractual arrangements) and a
discount factor of 10%;

b) The cost of investments in unproved and unevaluated properties excluded from the costs being amortized; and
c) The lower of cost or estimated fair value of unproved properties included in the costs being amortized.
 
If capitalized costs exceed this ceiling, the excess is charged to expense and reflected as impairment in the accompanying consolidated statements of operations. As of
December 31, 2018 and 2017, an impairment charge was not considered necessary.
 
The costs of certain unevaluated leasehold acreage and certain wells being drilled are not amortized. The Company excludes all costs until proved reserves are found or until it
is determined that the costs are impaired. Costs not amortized are periodically assessed for possible impairments or reductions in value. If a reduction in value has occurred,
costs being amortized are increased. At December 31, 2018 and 2017, the Company held $19,859,783 and $13,579,280, respectively, in unevaluated properties.
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Note 1 – Organization and Significant Accounting Policies (continued)
 
Asset Retirement Obligations
An asset retirement obligation (“ARO”) associated with the retirement of a tangible long-lived asset is to be recognized as a liability in the period in which a legal obligation is
incurred and becomes determinable, with an offsetting increase in the carrying amount of the associated asset. The cost of the tangible asset, including the initially recognized
ARO, is depleted such that the cost of the ARO is recognized over the useful life of the asset. The ARO is initially recorded at fair value. Accretion expense is recognized over
time as the discounted liability is accreted to its expected settlement value. The initial fair value of the ARO is measured using expected future cash outflows discounted at the
Company’s credit-adjusted risk-free interest rate. Fair value, to the extent possible, includes a market risk premium for unforeseeable circumstances. No market risk premium
was included in the Company’s initial ARO fair value estimate since a reasonable estimate could not be made.
 
Inherent in the initial fair value calculation of ARO are numerous assumptions and judgments including the ultimate settlement amounts, inflation factors, credit adjusted
discount rates, timing of settlement, and changes in the legal, regulatory, environmental, and political environments. To the extent future revisions to these assumptions impact
the value of the existing ARO liability, a corresponding adjustment is made to the oil and gas property balance.
 
The following table is a reconciliation of the asset retirement obligations for the years ended December 31, 2018 and 2017:
 
Asset retirement obligations at December 31, 2016  $ 287,994 
     

Liabilities incurred and acquired   1,771,272 
Revision of estimate   413,001 
Liabilities settled   (5,194)
Accretion expense   68,944 

     
Asset retirement obligations at December 31, 2017   2,536,017 
     

Liabilities incurred   210,343 
Accretion expense   90,377 

     
Asset retirement obligations at December 31, 2018  $ 2,836,737 
 
Other Property and Equipment
Other property and equipment consists of office furniture, fixtures, computer equipment and leasehold improvements, which are carried at cost. Depreciation is provided using
the straight-line method over estimated useful lives ranging from three to seven years. Depreciation expense for the years ended December 31, 2018 and 2017 was $8,761 and
$25,006, respectively. Gain or loss on retirement, sale, or other disposition of these assets is included in income in the period of disposition. Costs of major repairs that extend
the useful life are capitalized. Costs for maintenance and repairs are expensed as incurred.
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Note 1 – Organization and Significant Accounting Policies (continued)
 
Long-Lived Assets
The Company reviews the carrying value of other property and equipment for impairment whenever events and circumstances indicate that the carrying value of an asset may
not be recoverable from the estimated future cash flows expected to result from its use and eventual disposition. In cases where undiscounted expected future cash flows are less
than the carrying value, an impairment loss is recognized equal to an amount by which the carrying value exceeds the fair value of assets. The factors considered by
management in performing this assessment include current operating results, trends and prospects, the manner in which the property is used, and the effects of obsolescence,
demand, competition, and other economic factors. Based on this assessment there was no impairment indicator at December 31, 2018 and 2017.
 
Deferred Financing Costs
Certain costs, such as lender’s fees and related attorney’s fees, incurred in connection with obtaining financing, are capitalized and amortized to interest expense using the
straight-line method, which approximates the effective interest method over the terms of the related debt. The Company presented its line-of-credit related deferred financing
costs as an asset rather than netted with the related debt. During the years ended December 31, 2018 and 2017, the Company recorded $329,873 and $204,425 in amortization
of deferred financing costs, respectively, and included such costs in interest expense.
 
Derivatives
The Company enters into derivative contracts on its oil and natural gas products primarily to stabilize cash flows and reduce the risk and financial impact of downward
commodity price movements on commodity sales. These derivatives are reflected as assets and liabilities on the consolidated balance sheets. All derivatives are marked-to-
market each period with the unrealized gain or loss reflected in the consolidated statements of operations.
 
The determination of fair value of derivative instruments incorporates various factors. These factors include the credit standing of the counterparties for the Company’s assets
and the impact of the Company’s own nonperformance risk on its liabilities. As of December 31, 2018 and 2017, the Company’s derivative contracts were placed at major
financial institutions with investment grade credit ratings which are believed to have a minimal credit risk. As such, the Company is exposed to credit risk to the extent of
nonperformance by the counterparties in the derivative contracts discussed; however, the Company does not anticipate such nonperformance.
 
Fair Value Measurements
Accounting Standards Codification (“ASC”) 820, Fair Value Measurements and Disclosures defines fair value, establishes a framework for measuring fair value and explains
the related disclosure requirements. ASC 820 indicates, among other things, that a fair value measurement assumes that the transaction to sell an asset or transfer a liability
occurs in the principal market for the asset or liability or, in the absence of a principal market, the most advantageous market for the asset or liability and defines fair value based
upon an exit price model.
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Note 1 – Organization and Significant Accounting Policies (continued)
 
ASC 820 establishes a valuation hierarchy for disclosure of the inputs to valuation used to measure fair value. This hierarchy prioritizes the inputs into three broad levels as
follows. Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in
active markets or inputs that are observable for the asset or liability, either directly or indirectly through market corroboration, for substantially the full term of the financial
instrument. Level 3 inputs are unobservable inputs based on the Company’s assumptions used to measure assets and liabilities at fair value. A financial asset or liability’s
classification within the hierarchy is determined based on the lowest level input that is significant to the fair value measurement.
 
The Company estimates asset retirement obligations pursuant to the provisions of Financial Accounting Standards Board (“FASB”) ASC Topic 410, Asset Retirement and
Environmental Obligations. The income valuation technique is utilized by the Company to determine the fair value of the liability at the point of inception by applying a credit-
adjusted risk-free rate, which takes into account the Company’s credit risk, the time value of money, and the current economic state, to the undiscounted expected abandonment
cash flows. Given the unobservable nature of the inputs, the initial measurement of the asset retirement obligation liability is deemed to use Level 3 inputs.
 
The estimated fair values of the Company’s short-term financial instruments (primarily cash and cash equivalents, accounts receivable and accounts payable) approximate their
individual carrying amounts due to the relatively short period between their origination and expected realization. The carrying value of the Company’s debt approximate its fair
value due to the market rate of interest.
 
The following table sets forth, by level within the fair value hierarchy, the Company’s financial assets that were accounted for at fair value as of December 31, 2018 and 2017.
Financial assets and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value measurement. The Company’s assessment of
the significance of a particular input to the fair value measurement requires judgment, and may affect the valuation of fair value assets and liabilities and their placement within
the fair value hierarchy levels.
 
  December 31, 2018  
  Level 1   Level 2   Level 3   Total  
             
ASSETS (LIABILITIES)                 

Commodity fixed price swap  $ -  $ 1,623,279  $ -  $ 1,623,279 
Commodity collars  $ -  $ 5,644,161  $ -  $ 5,644,161 
Commodity basis swaps  $ -  $ (2,775,219)  $ -  $ (2,775,219)

 
  December 31, 2017  
  Level 1   Level 2   Level 3   Total  
             
ASSETS (LIABILITIES)                 

Commodity fixed price swap  $ -  $ (8,953,819)  $ -  $ (8,953,819)
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Note 1 – Organization and Significant Accounting Policies (continued)
 
In general, the determination of the fair values incorporates various factors. These factors include the credit standing of the counterparties for the Company’s assets and the
impact of the Company’s own nonperformance risk on any liabilities. As of December 31, 2018 and 2017, the Company’s derivative contracts were placed at major
corporations with investment grade credit ratings which have a low credit risk. The Company is exposed to credit risk to the extent of nonperformance by the counterparties in
the derivative contracts discussed; however, the Company does not anticipate such nonperformance.
 
Income Taxes
The Company is classified as a partnership for federal income tax purposes, and, as such, any federal taxable income or loss generated will be included in the tax returns of its
members.
 
The Company is subject to the Texas franchise tax, commonly referred to as Texas margin tax. The margin to which the tax rate will be applied generally will be calculated as
the Company’s revenues for federal income tax purposes less the cost of the products sold for federal income tax purposes, in the State of Texas. The Company had no Texas
margin tax expense for the years ended December 31, 2018 or 2017.
 
As of December 31, 2018 and 2017, the Company had no unrecognized tax benefits or accrued interest or penalties associated with unrecognized tax benefits. The Company
does not expect that the amounts of unrecognized tax benefits will change significantly within the next 12 months. The Company’s policy is to recognize interest related to any
unrecognized tax benefits as interest expense and penalties as operating expenses. The Company believes that it has appropriate support for the income tax positions taken and to
be taken on its tax returns, and that its accruals for state tax liabilities are adequate for all open years based on assessment of many factors, including past experience and
interpretations of tax law applied to the facts of each matter.
 
Use of Estimates
The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported in the consolidated financial statements and the accompanying notes. The actual results could differ from those
estimates.
 
The Company’s consolidated financial statements are based on a number of significant estimates, including oil and gas reserve quantities which are the basis for the calculation
of depreciation, depletion and amortization and impairment of oil and gas properties. The Company’s January 1, 2019 reserve estimates are determined by an external
petroleum engineer engaged by the Company. Management emphasizes that reserve estimates are inherently imprecise and that estimates of non-producing properties and more
recent discoveries are more imprecise than those for properties with long production histories.
 
In addition to the uncertainties inherent in the reserve estimation process, these amounts are affected by historical and projected prices for oil and natural gas which have
typically been volatile. It is probable that the Company’s oil and gas reserve estimates will materially change in subsequent years.
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Note 1 – Organization and Significant Accounting Policies (continued)
 
New Accounting Pronouncements
In May 2014, the FASB issued Accounting Standards Update (“ASU”) 2014-09, Revenue from Contracts with Customers (ASC 606). This standard provides a five-step
approach to be applied to all contracts with customers and requires expanded disclosures about the nature, amount, timing and uncertainty of revenue (and the related cash
flows) arising from customer contracts, significant judgments and changes in judgments used in applying the revenue model and the assets recognized from costs incurred to
obtain or fulfill a contract. The standard requires either a full retrospective method or modified retrospective method of adoption. In 2015, the FASB voted to defer the effective
date of this standard, which becomes effective for the Company in 2019. The Company is currently evaluating the impact of this accounting standard and has not yet selected a
transition method; however, the Company anticipates significant change to its disclosures surrounding revenue recognition.
 
In February 2016, the FASB issued ASU 2016-02, Leases. ASU 2016-02 affects any entity that enters into a lease and is intended to increase the transparency and comparability
of financial statements among organizations. The ASU requires, among other changes, a lessee to recognize on its balance sheet a lease asset and a lease liability for those leases
previously classified as operating leases. The lease asset would represent the right to use the underlying asset for the lease term and the lease liability would represent the
discounted value of the required lease payments to the lessor. The ASU would also require entities to disclose key information about leasing arrangements. ASU 2016-02 is
effective for the Company beginning 2020, and early adoption is permitted. The Company is currently evaluating the impact of this accounting standard.
 
In August 2016, the FASB issued ASU 2016-15, Classification of Certain Cash Receipts and Cash Payments, which addressees eight classification issues related to the
statement of cash flows: debt prepayment or debt extinguishment costs, settlement of zero-coupon bonds, contingent consideration payments made after a business combination,
proceeds from the settlement of insurance claims, proceeds from the settlement of corporate-owned life insurance policies, distributions received from equity method investees,
beneficial interests in securitization transactions, and separately identifiable cash flows and application of the predominance principle. ASU 2016-15 is effective for the
Company beginning 2019. Early adoption is permitted. The Company is currently evaluating the impact of this accounting standard.
 
In January 2017, the FASB issued ASU 2017-01, Business Combinations, to clarify the definition of a business by adding guidance to assist entities with evaluating whether
transactions should be accounted for as acquisitions (or disposals) of a business. This ASU provides a screen to determine when a set is not a business. The screen requires that
when substantially all of the fair value of the gross assets acquired (or disposed of) is concentrated in a single identifiable asset or group of similar identifiable assets, the set is
not a business. If the screen is not met, this ASU (1) requires that to be considered a business, a set must include, at a minimum, an input and a substantive process that together
significantly contribute to the ability to create output and (2) removes the evaluation of whether a market participant could replace the missing elements. ASU 2017-01 is
effective for the Company beginning 2019 and interim periods beginning after December 15, 2019. Early adoption is permitted under circumstances as prescribed in this ASU.
The Company is currently evaluating the impact of this accounting standard.
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Note 1 – Organization and Significant Accounting Policies (continued)
 
In August 2018, the FASB issued ASU 2018-13, Disclosure Framework – Changes to the Disclosure Requirements for Fair Value Measurement, which modifies the disclosure
requirements on fair value measurements per ASC 820. This ASU removes the disclosure requirement of valuation process for level 3 fair value measurements and also adds
certain optional disclosures for nonpublic entities. This ASU is effective for the Company for fiscal years beginning after December 15, 2019. An entity may early-adopt any
removed or modified disclosures from this ASU and delay adoption of the additional disclosures until the effective date. The Company is currently evaluating the impact of this
accounting standard.
 
Note 2 – Acquisition of Oil and Gas Properties
 
On February 22, 2017, the Company closed on its transaction with an operator in which the Company acquired certain Permian Basin oil and gas properties in Lea County,
New Mexico (the “NM Acquisition”), for total cash consideration of $13,865,443. In connection therewith, the Company incurred approximately $295,000 in acquisition-
related costs during 2017 that were expensed as incurred.
 
The following table presents the allocation of the acquisition cost to the assets acquired and liabilities assumed:
 
Proved oil and natural gas properties  $ 15,358,330 
Asset retirement obligations assumed   (1,492,887)
     

Cash paid  $ 13,865,443 
 
Note 3 – Credit Agreement
 
On January 9, 2014, the Company entered into a borrowing base credit agreement with a bank with a maximum credit amount of $500,000,000 (the “Credit Agreement”). On
August 14, 2015, the Credit Agreement was amended, and the maturity date was fixed at January 9, 2019. On January 6, 2016, the Credit Agreement was amended to establish
an initial borrowing base of $11,000,000 and reduce the syndicate to a total of four lenders.
 
On January 18, 2017, by mutual agreement with Company management, the Administrative Agent under the pre-existing Credit Agreement resigned and was concurrently
succeeded as Administrative Agent by another Lender based upon the unanimous approval of the remaining Lenders. In addition, the bank syndicate was concurrently reduced
to a total of three lenders. On February 22, 2017, the Company executed Amendment No. 4 to the Credit Agreement concurrent with the closing of the NM Acquisition (see
Note 2) and the borrowing base was increased to $26,500,000 to fund the acquisition. This amendment also required the Company to enter into swap agreements for
predetermined monthly notional volumes through December 31, 2018.
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Note 3 – Credit Agreement (continued)
 
On July 27, 2017, the Company executed Amendment No. 5 to the Credit Agreement. This amendment revised certain definitions contained in the Credit Agreement and
modified certain limitations on the Company’s swap agreements, including the maximum allowable net notional volumes that the Company can hedge when entering into
incremental swap agreements.
 
On March 2, 2018, the Company executed Letter Amendment No. 1 to the Credit Agreement. This Letter Amendment is effective as of December 31, 2017 and amends the
Current Ratio requirement, for the fiscal quarter ended December 31, 2017, to not be less than 0.90 to 1.00.
 
On June 27, 2018, the Company executed Amendment No. 6 to the Credit Agreement. This amendment revised and added to certain definitions, terms and covenants contained
in the Credit Agreement, increased the borrowing base to $125,000,000 and extended the maturity date to January 9, 2021.
 
On December 20, 2018, the Company executed Amendment No. 7 and Master Assignment Agreement to the Credit Agreement (“Amendment No. 7”). Amendment No. 7
revised and added to certain definitions, terms and covenants contained in the Credit Agreement, increased the borrowing base to $225,000,000, added two additional Lenders to
increase the bank syndicate to a total of five Lenders, and reallocated the Maximum Credit Amounts and Elected Commitment amounts, as defined in the Credit Agreement
respectively, amongst the Lenders. In addition, the Aggregate Elected Commitment Amount, as defined in the Credit Agreement, was set at $175,000,000.
 
As of December 31, 2018, the Company’s total borrowings under the Credit Agreement were $141,600,000 from a borrowing base of $225,000,000 subject to the Lender’s
Aggregate Elected Commitment Amount of $175,000,000. As of December 31, 2017, the Company’s total borrowings under the Credit Agreement were $55,500,000 from a
borrowing base of $70,000,000.
 
The borrowing base under the Credit Agreement is determined at the discretion of the Lenders based on the collateral value of the Company’s proved reserves that have been
mortgaged to the Lenders, and is subject to regular quarterly redeterminations on January 1, April 1, July 1 and October 1 of each year, as well as special interim
redeterminations described in the Credit Agreement. The Company has the option to permanently convert to regular semi-annual redeterminations on April 1 and October 1 of
each year. Subject to the terms of the Credit Agreement, a portion of the revolving credit facility in an aggregate amount not to exceed the lesser of $10,000,000 or the
borrowing base in effect at such time may be used to issue letters of credit for the account of Wishbone or designated subsidiaries.
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Note 3 – Credit Agreement (continued)
 
Interest accrues at the Company’s option at either (i) a base rate for an alternate base rate (“ABR”) loan plus the margin in the following utilization grids, where ABR is defined
as the greatest of the prime rate, the federal funds rate plus 0.50% or an adjusted London interbank offered (“LIBO”) rate for a one month period plus 1.00%, or (ii) a LIBO rate
for a Eurodollar loan plus the margin in the following utilization grids below. As of December 31, 2018, the Company’s interest rate was 4.63% on its Eurodollar loan and
6.75% on its ABR loan. As of December 31, 2017, the Company’s interest rate was 3.61% on its Eurodollar loan and 5.50% on its ABR loans. Additionally, the Company will
also incur commitment fees, as set forth in the following utilization grids. Commitment fees will be included as a component of interest expense.
 
The respective utilization grids below dictate, for any ABR or Eurodollar loan margin, or for any commitment fee rate, the applicable rate per annum based upon a) when the
dates the loans/ unused commitments were outstanding and b) the Borrowing Base Utilization Percentage then in effect. The Borrowing Base Utilization Percentage reflects the
ratio of revolving credit exposures divided by the lesser of i) the Maximum Credit Amount of the facility, ii) the borrowing base then in effect or iii) the Lender’s Aggregate
Elected Commitment Amount.
 
Utilization Grid through and including December 31, 2018:
 
     25% but   50% but   75% but     
Borrowing Base Utilization %  <25%   <50%   <75%   <90%   90%  
                
ABR Loans   0.500%  0.750%  1.000%  1.250%  1.500%
Eurodollar Loans   1.500%  1.750%  2.000%  2.250%  2.500%
Commitment Fee Rate   0.375%  0.375%  0.375%  0.375%  0.375%
 
The Credit Agreement contains restrictive covenants that may limit the Company’s ability to, among other things, incur additional indebtedness, incur liens, sell assets, enter
into mergers, and engage in certain other transactions without the prior consent of its Lenders. The Credit Agreement requires the Company, as of the last day of any quarter, (i)
to not exceed a total debt to the last four quarters’ EBITDAX (as defined and calculated in the Credit Agreement, as amended) ratio of 4.0 to 1.0 and (ii) to have a consolidated
current assets to consolidated current liabilities ratio (the “Current Ratio”, as defined and calculated in the Credit Agreement) of not less than 1.0 to 1.0. As of December 31,
2018, the Company was in compliance with its financial covenants.
 
Utilization Grid effective January 1, 2019 and thereafter:
 
     25% but   50% but   75% but     
Borrowing Base Utilization %  <25%   <50%   <75%   <90%   90%  
                
ABR Loans   1.000%  1.250%  1.500%  1.750%  2.000%
Eurodollar Loans   2.000%  2.250%  2.500%  2.750%  3.000%
Commitment Fee Rate   0.375%  0.375%  0.500%  0.500%  0.500%
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Note 4 – Derivative Instruments
 
The Company entered into various derivatives for the purpose of hedging the impact of market fluctuations of crude oil prices. These derivatives included crude oil costless
collars and swaps. The Company’s commodity derivative instruments generally serve as effective economic hedges of commodity risk exposure; however, the Company has
elected not to account for the derivatives as cash flow hedges. As such, the Company recognizes all changes in fair value of its derivatives in earnings.
 
As of December 31, 2018, the Company had crude oil commodity contracts in place as follows:
 

       Weighted      
       Average Fixed      
    Quantity   Price      

Type  Period  (BBL)   (Per BBL)      
               
Fixed Price Swap  January 1, 2019 - December 31, 2019   510,850  $ 50.52     
 

       Range of      
    Quantity   Differentials      

Type  Period  (BBL)   (Per BBL)      
              
Basis Swaps  November 22, 2018 - November 25, 2019   1,336,000  $6.10 - $6.65      
 
       Weighted   Weighted  
       Average   Average  
    Quantity   Minimum Price   Maximum Price  
Type  Period  (BBL)   (Per BBL)   (Per BBL)  
               
Costless Collars  January 1, 2019 - December 31, 2019   382,900  $ 61.33  $ 70.40 
 
As of December 31, 2017, the Company had crude oil commodity contracts in place as follows:
 

       Weighted  
       Average Fixed  
    Quantity   Price  

Type  Period  (BBL)   (Per BBL)  
           
Fixed Price Swap  January 1, 2018 - December 31, 2019   1,277,950  $ 50.77 
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Note 4 – Derivative Instruments (continued)
 
The Company’s commodity derivative financial instruments are recorded at their fair values on the consolidated balance sheets, with the change in fair value recognized in the
consolidated statements of operations in revenue as follows:
 

  December 31, 2018
  Asset (Liability) Derivatives
  Balance Sheet  Fair  
  Location  Value  

       
Commodity contracts (current)  Current assets  $ 4,492,221 
 
    Amount of  
    Gain (Loss)  
    Recognized as  
    Gain on  
    Derivatives for  
  Statement of  the Year Ended  
  Operations Location  December 31,  
  of Gain (Loss)  2018  
       
Realized commodity contract loss  Revenues  $ (10,784,448)
Unrealized commodity contract gain  Revenues   13,446,040 
       

Total    $ 2,661,592 
 

  December 31, 2017
  Asset (Liability) Derivatives
  Balance Sheet  Fair  
  Location  Value  

       
Commodity contracts (current)  Current liabilities  $ (6,280,682)
Commodity contracts (long-term)  Non-current liabilities  $ (2,673,137)
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Note 4 – Derivative Instruments (continued)
 
    Amount of  
    Gain (Loss)  
    Recognized as  
    Loss on  
    Derivatives for  
  Statement of  the Year Ended  
  Operations Location  December 31,  
  of Gain (Loss)  2017  
       
Realized commodity contract gain  Revenues  $ 346,367 
Unrealized commodity contract loss  Revenues   (8,609,204)
       

Total    $ (8,262,837)
 
The following table present the gross asset and liability balances of the Company’s commodity derivative contracts, the amounts presented on a net basis, and the location of
these balances in the consolidated balance sheet as of December 31, 2018. The balances as of December 31, 2017 presented on a gross basis was not considered materially
different than the net basis.
 
  Gross Amount      Net Assets  
  of Recognized      Included in  
  Assets   Netting   Consolidated  

Commodity Derivatives Location  (Liabilities)   Adjustments   Balance Sheet  
             
Derivative assets – current  $ 7,267,440  $ (2,775,219)  $ 4,492,221 
Derivative liabilities – current   (2,775,219)   2,775,219   - 
             

Total commodity derivative assets  $ 4,492,221  $ -  $ 4,492,221 
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Note 5 – Commitments and Contingencies
 
In the course of its normal business affairs, the Company is subject to possible loss contingencies arising from federal, state, and local environmental, health, and safety laws
and regulations and third-party litigation. There are no matters which, in the opinion of management, will have a material adverse effect on the consolidated financial position,
results of operations, or cash flows of the Company.
 
Operating Leases and Commitments
The Company subleases office space in Houston, Texas under an operating sublease agreement expiring in 2019. The Company is also a party to certain contracts with an
electrical cooperative to invest in electrical system infrastructure projects to serve its oil and gas properties. Certain of these contracts provide for periodic, fixed payments to be
made to the electrical cooperative over time. Approximate future minimum payments under these lease and other arrangements are as follows:
 
Years Ending December 31,  Amount  
    

2019  $ 160,993 
2020   35,337 
2021   35,337 
2022   35,337 
2023   35,337 
Thereafter   159,016 

     
Total  $ 461,357 

 
Rent expense for 2018 and 2017, respectively, was $310,240 and $295,451 including $121,760 and $108,451 of additional rent covering utilities, maintenance and other fees
allocated to the Company by the sub-lessor.
 
Note 6 – Members’ Equity
 
Wishbone has two classes of members, Capital Members and Management Incentive Members (collectively, “Members”). Pursuant to the terms of Wishbone’s LLC
Agreement, no Member shall be liable for the debts, obligations or liabilities of Wishbone, including under a judgment decree or order of a court. Each Member’s relative rights,
privileges, preferences and obligations with respect to Wishbone are represented by such Member’s Interests, whether Capital Interests or Management Incentive Interests.
Capital Interests have all the rights, privileges, preferences and obligations specifically provided for in the LLC Agreement and as may generally be available to all classes of
interests. Capital Interests are entitled to share in distributions, allocations and rights based on the percentage of Capital Interests held by each Capital Member. Except as
provided in the LLC Agreement, actions and decisions of the Members require approval of Capital Members whose aggregate Initial Sharing Ratios, as defined in the LLC
Agreement, are more than fifty percent (50%). Management Incentive Interests have only specific rights as provided for in the LLC Agreement and Incentive Pool Plan. Other
than in a capacity, if any, as a Capital Member with respect to a Capital Interest, Management Incentive Members have no voting rights.
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Note 7 – Management Incentive Units
 
An Incentive Pool Plan (the “Plan”) was adopted by the Members of Wishbone and made part of the LLC Agreement. The purpose of the Plan is to provide incentives to eligible
employees by providing them Management Incentive Units (“MIU’s”) in consideration of services to be rendered for the benefit of the Company. All of the incentive units are
subject to vesting, forfeiture and termination. The maximum number of MIU’s to be issued under the Plan is 100,000. From the inception of the Company on February 11, 2013
through December 31, 2013, 82,500 MIU’s were issued and remain outstanding as of December 31, 2018 and 2017. These MIU’s were assigned no value upon grant due to the
early life cycle of the Company’s operations at which time the grants were made. The Plan is governed by the Plan document, the LLC Agreement and the letter agreement
accompanying each award of MIU’s. The Plan is administered by Wishbone’s Board of Directors which may delegate to the CEO of the Company to award MIU’s to eligible
employees on its behalf. No MIU’s were issued for the years ended December 31, 2018 and 2017.
 
Note 8 – Subsequent Events
 
The Company has evaluated subsequent events through March 1, 2019, the date on which these consolidated financial statements were available to be issued. Other than the
transactions described below, no events requiring adjustment to or disclosure in this report were noted.
 
On February 25, 2019, the Company entered into a Purchase and Sale Agreement (“PSA”) with Ring Energy, Inc. (“Ring”), to sell Ring substantially all of the Company’s oil
and gas properties in Texas and New Mexico (the “Assets”) for $300,000,000 (the “Purchase Price), as adjusted in accordance with the terms of the PSA. The Purchase Price for
the Assets is comprised of A) $270,000,000 in cash consideration and B) shares in Ring common stock equal to the quotient of $30,000,000 divided by a Ring common stock
share price calculation described in the PSA. The Purchase Price is subject to customary adjustments in accordance with the terms of the PSA. The transaction has an effective
date of November 1, 2018, and is expected to close during the second quarter of 2019.
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ACQUISITION

SUPPLEMENTAL INFORMATION ON OIL AND GAS RESERVES
(UNAUDITED)

 
The following estimates of proved reserve quantities and related standardized measure of discounted net cash flow relate only to the properties acquired from Wishbone Energy
Partners, LLC, Wishbone Texas Operating Company LLC, and WB WaterWorks LLC (“ Wishbone”). These reserve estimates are not derived from a third-party engineering
report prepared for Wishbone but are based on reports generated internally by Ring. No third party prepared, or conducted an audit of, Ring’s reserves estimates relating to the
properties acquired from Wishbone. They are estimates only, and do not purport to reflect realizable values or fair market values. Reserve estimates are inherently imprecise
and estimates of new discoveries are more imprecise than those of producing oil and gas properties. Accordingly, these estimates are expected to change as future information
becomes available. All of the reserves are located in the United States of America.
 
Reserve Quantities Information – Proved reserves are estimated reserves of crude oil (including condensate and natural gas liquids) and natural gas that geological and
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing economic and operating conditions. Proved
developed reserves are those expected to be recovered through existing wells, equipment and methods.
 
For the Year Ended December 31, 2018       

  Oil (1)   Natural Gas (1)   
Natural Gas
Liquids(1)  

Proved Developed and Undeveloped Reserves             
Beginning of year   16,317,563   2,869,013   491,243 
Improved recovery   -   3,101,834   1,016,413 
Extensions and discoveries   13,700,413   6,914,401   2,300,274 
Production   (1,382,190)   (90,421)   (13,314)
Upward revision of estimate   186,939   374,373   140,627 
Downward revision of estimate   (976,402)   50,884   294,407 
             
End of year   27,846,323   13,220,084   4,229,650 
             
Proved Developed at beginning of year   6,552,010   2,191,920   349,010 
Proved Undeveloped at beginning of year   9,765,553   677,093   142,233 
             
Proved Developed at end of year   12,590,020   3,738,570   1,137,530 
Proved Undeveloped at end of year   15,256,303   9,481,514   3,092,120 
 
1 Oil reserves and Natural Gas Liquids are stated in barrels; natural gas reserves are stated in thousand cubic feet.

 
Changes in the Standardized Measure of Discounted Future Net Cash Flows
 

Standardized Measure of Discounted Cash Flows    
    
December 31,  2018  
Future cash flows  $1,757,824,334 
Future production costs   (331,981,546)
Future development costs   (118,687,342)
Future income taxes   (211,429,301)
Future net cash flows   1,095,726,145 
10% annual discount for estimated timing of cash flows   (608,216,190)
     
Standardized Measure of Discounted Cash Flows  $ 487,509,955 
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Standardized Measure of Discounted Future Net Cash Flows – The standardized measure of discounted future net cash flows is computed by applying year-end prices of oil
and gas to the estimated future production of proved oil and gas reserves, less estimated future expenditures (based on year-end costs) to be incurred in developing and
producing the proved reserves, less estimated future income tax expenses (based on year-end statutory tax rates) to be incurred on pretax net cash flows less the tax basis of the
properties and available credits, and assuming continuation of existing economic conditions. The estimated future net cash flows are then discounted using a rate of 10 percent
per year to reflect the estimated timing of the future cash flows.
 

Changes in Standardized Measure of Discounted Future Net Cash Flows    
    
  2018  
Beginning of the year  $ 201,984,745 
Improved recovery   5,108,907 
Extensions and discoveries, less related costs   201,399,828 
Development costs incurred during the year   126,696,889 
Sales of oil and natural gas produced, net of production costs   (59,465,664)
Accretion of discount   24,092,593 
Net changes in price and production costs   166,854,320 
Net change in estimated future development costs   (44,772,116)
Revision of estimated timing of cash flows   (33,813,411)
Net change in income taxes   (100,576,136)
     
End of the Year  $ 487,509,955 

 
The prices used were determined using an un-weighted arithmetic average of the first-day-of-the month prices for the calendar year 2017 and 2018, respectively, adjusted for
location and quality differentials. This resulted in prices for 2017 of $46.07 per barrel of oil, $23.77 per barrel of natural gas liquids and negative $0.22 per MCF of gas and
prices for 2018 of $58.93 per barrel of oil, $32.19 per barrel of natural gas liquids and negative $1.27 per MCF of gas.
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Exhibit 99.2

 
RING ENERGY, INC.

UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS
 

On February 25, 2019, Ring Energy, Inc. (“Ring” or the “Company”) entered into a purchase and sale agreement (the “Purchase Agreement”) with Wishbone Energy
Partners, LLC, Wishbone Texas Operating Company LLC and WB WaterWorks LLC (collectively, “ Sellers”), to acquire oil and gas assets in Gaines, Yoakum, Runnels and
Coke Counties, Texas and Lea County, New Mexico primarily on the Northwest Shelf (the “ Acquisition”). Ring agreed to acquire the oil and gas assets from Sellers for a
purchase price of $270 million in cash and the issuance of $30 million in shares of common stock. The purchase price was subject to customary purchase price adjustments.

 
Ring gained effective control over the assets effective February 1, 2019. As such, Ring recorded the assets acquired and the liabilities assumed at their fair values as of

February 1, 2019, and included the results of operations from that date in its statements of operations for the period ended March 31, 2019. The Acquisition was recognized as a
business combination whereby Ring recorded the assets acquired and the liabilities assumed at their fair values as of February 1, 2019, which is the date the Company obtained
control of the properties and was the acquisition date for Ring’s financial reporting purposes.

 
On April 9, 2019, the Company completed the Acquisition through a cash payment of $249,062,998 and the issuance of 4,581,001 shares of common stock, of which

2,538,071 shares are being held in escrow to satisfy potential indemnification claims.
 
The following unaudited pro forma condensed balance sheet presents the historical financial position of Ring Energy, Inc. combined with the Acquisition, as if the

Acquisition had closed on March 31, 2019. The following unaudited condensed statements of operations present the historical results of operations of Ring Energy, Inc.,
combined with the Acquisition, for the three months ended March 31, 2019 and for the year ended December 31, 2018, as though the Acquisition had occurred at the beginning
of each of those periods. The unaudited pro forma financial information is illustrative of the effects of the Acquisition on our operations and does not necessarily reflect the
results of operations that would have resulted had the Acquisition actually occurred at those dates. In addition, the pro forma financial information is not necessarily indicative
of the results that may be expected for the year ended December 31, 2019, or any other period. The unaudited pro forma financial statements should be read in conjunction with
the notes thereto, our Annual Report on Form 10-K for the year ended December 31, 2018, and our Quarterly Report on Form 10-Q for the three months ended March 31,
2019.
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RING ENERGY, INC.

UNAUDITED PRO FORMA CONDENSED BALANCE SHEET
AS OF MARCH 31, 2019

 
As of March 31, 2019  Historical   Adjustment     Pro Forma  
ASSETS               
Current Assets               

Cash  $ 2,606,769  $ 2,780,683 (1)  $ 5,387,452 
Accounts receivable   27,941,378   (12,471,000) (1)   15,470,378 
Joint interest billing receivable   2,553,377   (12,235) (1)   2,541,142 
Operating lease asset   417,567         417,567 
Prepaid expenses and retainers   3,013,688   3,781,658 (1)   6,795,346 
Total Current Assets   36,532,779   (5,920,894)     30,611,885 

Properties and Equipment               
Oil and natural gas properties subject to depletion and amortization   990,608,164   (229,532) (1)   990,378,632 
Fixed assets subject to depreciation   1,465,551         1,465,551 
Total Properties and Equipment   992,073,715   (229,532)     991,844,183 
Accumulated depreciation, depletion and amortization   (113,505,141)         (113,505,141)
Net Properties and Equipment   878,568,574   (229,532)     878,339,042 

Deferred Income Taxes   9,741,903         9,741,903 
Deferred Financing Costs   353,384         353,384 
Total Assets  $ 925,196,640  $ (6,150,426)    $ 919,046,214 
               
LIABILITIES AND STOCKHOLDERS' EQUITY               
Current Liabilities               

Accounts payable  $ 63,862,098  $ (5,067,930) (1)  $ 58,794,168 
Acquisition liability to be settled through equity   28,356,396   (28,356,396) (1)   - 
Operating lease liability   417,567   -     417,567 
Derivative liabilities   340,685   -     340,685 
Total Current Liabilities   92,976,746   (33,424,326)     59,552,420 

               
Revolving line of credit   84,500,000   256,000,000 (1)   340,500,000 
Acquisition liability to be settled through refinancing into credit facility   256,877,766   (256,877,766) (1)   - 
Asset retirement obligations   16,318,790   -     16,318,790 

Total Liabilities   450,673,302   (34,302,092)     416,371,210 
Stockholders' Equity               

Preferred stock - $0.001 par value; 50,000,000 shares authorized;  no shares issued or outstanding   -           
Common stock - $0.001 par value; 150,000,000 shares   authorized; 63,229,710 shares and

63,229,710 shares   issued and outstanding, respectively   63,230   4,581 (1)   67,811 
Additional paid-in capital   495,726,558   28,351,815 (1)   524,078,373 
Accumulated deficit   (21,266,450)   (204,730) (1)   (21,471,180)
Total Stockholders' Equity   474,523,338   28,151,666     502,675,004 

Total Liabilities and Stockholders' Equity  $ 925,196,640  $ (6,150,426)    $ 919,046,214 
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RING ENERGY, INC.

UNAUDITED PRO FORMA CONDENSED STATEMENT OF OPERATIONS
FOR THE THREE MONTHS ENDED MARCH 31, 2019

 
  Ring   Properties   Pro Forma       
  Historical   Acquired   Adjustments     Pro Forma  
Oil and Gas Revenues  $ 41,798,315  $ 6,665,414  $ -    $ 48,463,729 
                   
Costs and Operating Expenses                   

Oil and gas production costs   9,408,764   1,653,883   -     11,062,647 
Oil and gas production taxes   2,082,875   316,385   -     2,399,260 
Depreciation, depletion and amortization   12,929,054   -   1,554,075 2   14,483,129 
Asset retirement obligation accretion   215,945   -   12,726 3   228,671 
Lease expense   128,175   -   -     128,175 
General and administrative expense   6,798,017   -   708,813 4, 5, 6   7,506,830 

                   
Total Costs and Operating Expenses   31,562,830   1,970,268   2,275,614     35,808,712 

                   
Income from Operations   10,235,485   4,695,146   (2,275,614)     12,655,017 
                   
Other Income (Expense)                   

Interest income   12,236   -   -     12,236 
Interest expense   (773,017)   -   (3,376,384) 7   (4,149,401)
Realized loss on derivatives   -   -   -     - 
Unrealized loss on change in fair value of derivatives   (340,685)   -   -     (340,685)

                   
Net Other Income (Expense)   (1,101,466)   -   (3,376,384)     (4,477,850)

                   
Income (Loss) Before Income Tax   9,134,019   4,695,146   (5,651,998)     8,177,167 
                   
Benefit from (Provision for) Income taxes   1,955,424   -   200,939 8   2,156,363 
                   
Net Income (Loss)  $ 11,089,443  $ 4,695,146  $ (5,451,059)    $ 10,333,530 
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RING ENERGY, INC.

UNAUDITED PRO FORMA CONDENSED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2018

 
  Ring   Properties   Pro Forma       
  Historical   Acquired   Adjustments     Pro Forma  
Oil and Natural Gas Revenues  $ 120,065,361  $ 76,320,544  $ -    $ 196,385,905 
                   
Costs and Operating Expenses                   

Oil and natural gas production costs   27,801,989   12,754,942   -     40,556,931 
Oil and natural gas production taxes   5,631,093   4,099,946   -     9,731,039 
Depreciation, depletion and amortization   39,024,886   -   18,913,501 2   57,938,387 
Ceiling test impairment   14,172,309   -   -     14,172,309 
Asset retirement obligation accretion   606,459   -   163,429 3   769,888 
General and administrative expense   12,867,686   -   2,221,062 4, 5, 6   15,088,748 

                   
Total Costs and Operating Expenses   100,104,422   16,854,888   21,297,992     138,257,302 

                   
Income (Loss) from Operations   19,960,939   59,465,656   (21,297,992)     58,128,603 
                   
Other Income (Expense)                   

Interest income   97,855   -   -     97,855 
Interest expense   (427,898)   -   (12,716,946) 7   (13,144,844)
Realized (loss) on derivatives   (11,153,702)   -   -     (11,153,702)
Unrealized gain (loss) on change in fair value of derivatives   3,968,287   -   -     3,968,287 

                   
Net Other (Expense)   (7,515,458)   -   (12,716,946)     (20,232,404)

                   
Income (Loss) Before Income Tax   12,445,481   59,465,656   (34,014,938)     37,896,199 
                   
Benefit from (Provision for) Income taxes   (3,445,721)   -   (5,344,651) 8   (8,790,372)
                   
Net Income (Loss)  $ 8,999,760  $ 59,465,656  $ (39,359,589)    $ 29,105,827 
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On April 9, 2019, the Company completed the acquisition of oil and gas properties from Wishbone Energy Partners, LLC, Wishbone Texas Operating Company LLC and WB
WaterWorks LLC in Gaines, Yoakum, Runnels and Coke Counties, Texas and Lea County, New Mexico, primarily on the Northwest Shelf. The acquired properties consist of
49,754 gross (38,230 net) acres and include a 77% average working interest and a 58% average net revenue interest. The Company incurred approximately $3.5 million in
acquisition related costs, which were recognized in general and administrative expense during the three months ended March 31, 2019.
 
The Acquisition was recognized as a business combination whereby Ring recorded the assets acquired and the liabilities assumed at their fair values as of February 1, 2019,
which is the date the Company obtained control of the properties and was the acquisition date for Ring’s financial reporting purposes. Revenues and related expenses for the
Acquisition are included in our condensed statement of operations beginning February 1, 2019. The estimated fair value of the acquired properties approximated the
consideration paid, which the Company concluded approximated the fair value that would be paid by a typical market participant. The following table summarizes the fair
values of the assets acquired and the liabilities assumed:
 

Assets acquired:     
Joint interest billing receivable  $ 1,464,394 
Prepaid assets   2,864,554 

Liabilities assumed     
Draw on revolving line of credit   (15,000,000)
Accounts and revenues payable   (1,234,862)
Asset retirement obligations   (2,979,645)
Acquisition payable to be settled through equity   (28,356,396)
Acquisition payable to be settled through cash payment   (257,107,298)

Total Identifiable Net Assets  $ (300,349,253)
 
The $15 million draw on the Company’s revolving line of credit was the deposit placed into escrow at the signing of the Purchase Agreement on February 25, 2019. The
Acquisition payable to be settled through equity was settled at the closing on April 9, 2019 through the issuance of 4,581,001 shares of common stock, of which 2,538,071
shares are being held in escrow to satisfy potential indemnification claims. The Acquisition payable to be settled through cash payment was settled at closing with funds from
the amendment and restatement of the Credit Facility.
 
In connection with the Acquisition, the Company amended and restated its Credit Facility dated July 1, 2014, with SunTrust Bank, as lender, issuing bank and administrative
agent for several banks and other financial institutions and lenders (the “Amended and Restated Senior Credit Facility”). The Amended and Restated Senior Credit Facility,
among other things, increases the maximum facility amount to $1 billion, increases the borrowing base to $425 million, extends the maturity date and makes other modifications
to the terms of the Credit Facility. The Amended and Restated Senior Credit Facility is secured by a first lien with substantially the same collateral requirements as the Credit
Facility, has substantially the same covenants as the Credit Facility and is for a term of five-years.
 
Pro forma adjustments to the historical financial statements to reflect the Acquisition and related financing are as follows:
 

(1) To record the closing of the Acquisition and the related financing. The consideration paid and assets and liabilities assumed consist of the following:
 
(a) Cash received at closing of the Amended and Restated Senior Credit Facility of $2,780,683;

 
(b) Settlement of accounts receivable of $12,471,000 related to post-February 1, 2019 activity, as part of closing the Acquisition;

 
(c) Settlement of interest receivable of $12,235 as part of closing the Acquisition;
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(d) Incursion of debt financing costs, to be amortized, at closing of the Amended and Restated Senior Credit Facility;

 
(e) Net adjustment to fair value of oil and gas properties acquired at closing of the Acquisition;

 
(f) Settlement of accounts payable of $5,067,930 related to post-February 1, 2019 activity, as part of closing the Acquisition;

 
(g) To record the issuance of 4,581,001 shares of common stock as partial consideration and to settle the Acquisition liability required to be settled through equity

pursuant to the Purchase Agreement;
 

(h) To record the draw on the Amended and Restated Senior Credit Facility of $256,000,000 to fund the cash consideration and settlement of the Acquisition liability to
be settled through refinancing into the Amended and Restated Senior Credit Facility; and
 

(i) The incursion of $204,730 in legal fees related to the amendment of the Credit Facility and closing of the Amended and Restated Senior Credit Facility.
 

(2) To record the pro forma depletion of the oil and gas properties acquired in the Acquisition based on the oil and gas production occurring during the periods.
 

(3) To record the pro forma accretion of the asset retirement obligation.
 

(4) To record legal expenses of $204,730 related to the amendment of the Credit Facility.
 

(5) To record the pro forma amortization of the debt financing costs of $189,083 per quarter.
 

(6) To record an estimated pro forma incremental increase in general and administrative expense in connection with the Acquisition of $315,000 per quarter.
 

(7) To record the pro forma interest expense on the amount drawn on the Amended and Restated Senior Credit Facility to complete the Acquisition.
 

(8) To record the pro forma income tax impact of the acquired properties.
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