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Forward-Looklng Information
This Quarterly Report on Form 10-Q for the three and six months ended June 30, 2024, including Part I, ltem 2, “Management's
Discussion and Analysis of Financial Condition and Results of Operations” (the “MD&A”), contains forward-looking statements within the “safe
harbor” provisions of the Private Securities Litigation Reform Act of 1995. Forward-looking statements in this report include, but are not
limited to, statements about our expectations, objectives, anticipations, plans, hopes, beliefs, intentions or strategies regarding the future.
Fon/\erd-/ookinlg statements represent our current expectations about future events, are based on assumptions, and involve risks and
uncertainties. If the risks or uncertainties occur or the assumptions prove incorrect, then our results may differ materially from those set forth
or implied by the forward-looking statements. Our fon/vard-looldy statements are not quarantees of future performance or events.

Words such as “expects,” “anticipates,” “aims,” “‘projects,” “intends,” “plans,” “believes,” “estimates,” “seeks,” “continue,” “could,”

“may,” “potential,” “should,” “will,” “would,” variations of such words and similar expressions are also intended to identify such forward-looking
statements. These forward-looking statements are subject to risks, uncertainties and assumptions that are difficult to predict; therefore,
actual results may differ materially and adverse% from those expressed in any forward-looking statement. Readers are directed to risks and
uncertainties identified under Part Il, ltem 1A, “Risk Factors,” and elsewhere in this report for factors that may cause actual resuls to be
different from those expressed in these forward-looking statements. Except as required by law, we undertake no obligation to revise or
update publicly any forward-looking statement for any reason.

orward-looking statements in this report include, without limitation, statements about the following:



«our belief that our PX offers market-leading value with the highest technological and economic benef;
sour belief that leveraging our pressure exchanger technology will unlock new commercial opportunities in the future;

«our beliefthat our PX G1300™ can contribute to help make COxbased refrigeration econorically viable in a broader range of

climates;
+our belief that our technology helps our customer achieve environmentally sustainable operations;

sour expeciation that sales outside of the U.S. will remain a significant portion of our revenue;
*the scale of the environmental impact from the use of our solutions;

sour belief that our sustainability goals are highly influental to our business success;

*the timing of our receipt of payment for products or services fromour custommers;

sour belief that our existing cash and cash equivalents, our short and/or long-terminvestments, and the ongoing cash generated
fromour operations, will be sufiicient to meet our anticipated liquidity needs for the foreseeable future, with the exception of a
decision to enter info an acquisition and/or fund investments in our latest technology arising from rapid market adoption that
could require us to seek additional equity or debt financing;

sour expectations relating to the amount and timing of recognized revenue from our projects;
*our expeciations relating to expenses;

our eﬁzecration that we will continue to receive a tax benefit related to U.S. federal foreign-derived intangible income and
research and development tax credit

+the outcome of proceedings, lawsuits, disputes and claims;
*the impact of losses due to indemmnification obligations;

«other factors disclosed under the MD&A and Part|, Item 3, “Quanttaiive and Qualitaiive Disclosures about Market Risk,” and
elsewhere in this Form 10-Q.

You should not place undue reliance on these forward-looking statements. These forward-looking statements reflect management’s
opinions only as of the date of the filing of this Quarterly Report on Form 10-Q. All forward-looking statements included in this document are
subject to additional risks and uncertainties further discussed under Part Il, ltem 1A, “Risk Factors,” and are based on information available to
us as of July 31, 2024. We assume no obligation to update any such forward-looking statements. Certain risks and uncertainties could
cause actual results to diiffer materially from those pro'L_ected in the forward-looking statements. These forward-looking statements are
disclosed from time to time in our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K filed
%ﬁh, (;1( furr;:ishedfg: Ct?he Securities and Exchange Commission (the “SEC”), as well as in Part Il Item 1A, “Risk Factors,” within this Quarterly
eport on Form .

It is important to note that our actual results could differ materially from the results set forth or implied by our forward-looking

statements. The factors that could cause our actual results to differ from those included in such forward-looking statements are set forth

under the heading ltem 1A, “Risk Factors,” in our Quarterly Reports on Form 10-Q, in our Annual Regorts on Form 10-K; and from time-to-

time, in our results disclosed in our Current Reports on Form 8-K. In addition, when preparing the MD&A below; we presume the readers

ili?ave lat;oesss t(’)( and have read the MD&A in our Annual Report on Form 10-K; pursuant to Instruction 2 to paragraph (b) of ltem 303 of
egulation S-K.

We provide our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, Proxy Statements on

Schedule 14A, Forms 3, 4 and 5 filed by, or on behalf of, directors, executive officers and certain large shareholders, and any amendments to

those documents filed or furnished pursuant to the Securities Exchange Act of 1934, free of charge on the Investor Relations section of our

website, wmw.energyrecovery.com. These filings will become available as soon as reasonably practicable after such material is

e/?ctrontipally filed with or furnished to the SEC. From time to time, we may use our website as a channel of distribution of material company

information.

We also make available in the Investor Relations section of our website our corporate governance documents including our code of

business conduct and ethics and the charters of the audit, compensation and nominating and %overnance committees. These documents, as

well as the information on the website, are not intended to be part of this Quarterly Report on Form 10-Q. We use the Investor Relations

section of our website as a means of oomplyigg with our diisclosure obligations under Regulation FD. Accordingly, you should monitor the

Investor Relations section of our webste in addlition to following our press releases, SEC filings and public conference calls and webcasts.



PART | — FINANCIAL INFORMATION
ltem 1 — Financial Statements (unaudited)
ENERGY RECOVERY, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Curent assefs:

Cash and cash equivaents
Shortteminvestments

Accounts recelveble, net

Inventories, net

Prepaid expenses and other assefs
Tot curent assefs

Longtem investments

Deferred tax assefs, net

Property and equipment, net

Operaiing lease, right of use asset
Goodwill

Other assefs, non-curent

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Curent liabiliies:

Accounts payable

Accrued expenses and ather liabilities
Lease liabiliies

Contract liahilities

Tot curent lisbilites

Lease liahilities, non-curent

Other liailities, non-current

Tot liahilities

Commitments and contingencies (Note 7)
Stockhalders’ equity:

Common stock

Additional peickin capital

Accumuated other comprehensive loss
Treasury stock

Retained eamings

To stockholders’ equity

Tot liabilities and stockholders’ equity
See Accompanying Notes to Condensed Consdlicated Financia Statements

June 30, December 31,
2024 2023
(Inthousands)
$ 40313 § 68,098
60,697 40,445
20,670 46,937
33,659 26,149
3690 3843
159,029 185,472
37,017 13832
11,441 10,324
17,248 18,699
10,59 11,469
12790 12790
919 33
$ 249043 $ 22974
$ 473 § 3,000
10,153 15,583
1,909 1,191
3214 1,097
20,029 21,471
10,415 11,488
8 207
30,530 33,166
66 65
225240 217,617
§) @
(80,436) (80,436)
7374 82,6%6
218513 219,808
$ 29043 $ 252,974




ENERGY RECOVERY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands, except per share cta)
Revenue $ 2719 $ 078 $ 028 $§ 124
Cost of revenue 9633 7,180 14,538 12,426
Gross profit 17,566 13,43 24,701 21,698
Operafing expenses:
Generd and administrative 9,532 7,209 17,098 14,335
Sadles and markefing 6,104 5,002 12,25 9,96
Research and development 394 3768 8,2% 8,074
Totl operating expenses 19,530 16,120 37,649 23%
Loss from operaions 2014 (2586) (12948) (10,697)
Other income (expense):
Interest income 1,663 782 3105 1,403
Other non-operating expense, net (49 (126) (102 1)
Totd other income, net 1,614 656 3,003 1,312
Loss before income taxes (400) (1,930 (9949 (9,389
Provision for (beneit from) income texes 2 (265) (1,043) (1,424)
Netloss $ 62 $ (1,669 $ B892 $ (7,91)
Net loss per share:
Basic $ ©oof) $ 003 $ 016 $
Diluted $ ©on $ 003 $ 016 $

Number of shares used in per share caculaions:
Basic and diluted 57,366 56,363 57,234 56,2%6
See Accompanying Notes to Condensed Consdlicated Financial Statements

ENERGY RECOVERY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS



Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(nthousarcs)
Net loss $ 642 $ (1,665 $ 892 $ (7,91)
Other comprehensive income (loss), net of tax
Foreign curency franslation adiustments 9 114 37 9
Unredlized gain (loss) on investments (10) 0 (54 125
Total ather comprehensive income (loss), net of tax (1 144 (17) 22
Comprehensive loss $ 63 $ (1521) $ 8919 $ (7,739

See Accompanying Notes to Condensed Consoliceted Financial Statements

ENERGY RECOVERY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY



Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands, except sheres)
Common stock
Beginning belance $ 6B $ 64 $ 6 $ 64
Issuance of common stock, net 1 1 1 1
Ending bdlance 66 65 6 65
Additional paid-in capital
Beginning balance 212 207,340 217,617 204,97
Issuance of common stock, net 31 213 1,501 318
Stock-based compensation 2,807 1,5% 6,12 383
Ending balance 25240 209,139 225240 209,139
Accumulated other comprehensive loss
Beginning belance (60) @ 4 (39
Other comprehensive (loss) income
Foreign curency franslation adjustments 9 14 37 a7
Unredlized (loss) gain on investments (10) 0 (4 125
Tot ather comprehensive (loss) income, net 0} 144 (17 22
Ending balance ©1) (121 61 (127)
Treasury stock
Beginning and ending balance (80,486) (80,486) (80,48) (80,480)
Retained earnings
Beginning balance 74,3% 54,8%6 8,656 61,152
Net loss ©2 (1,669 (8902) (7.961)
Ending balance 3714 53,191 374 53,191
Total stockholders’ equity $ 218513 $ 181,782 $ 218513 $ 181,782
Common stock issued (shares)
Beginning balance 65,477,914 64,491,334 65,029,459 64,225,391
Issuance of common stock, net 93,361 62,585 541,816 328,578
Fndina balance 65.571.975 64 553 "9 65.571.975 64553 979

ENERGY RECOVERY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS



Six Months Ended June 30,

2024 2023
(nthousarck)
Cash flows from operating acfvities:
Net loss $ 892 $ (7,961)
Adiustments o reconcile net loss to cash provided by (used in) operating activities
Stock-based compensation 6,100 4020
Depreciation and amorfization 2041 2019
Right of use asset amorization 870 808
Accrefion (amorfizafion) of discounts (premiuns) on investments (59%) (383
Deferred income taxes (1,117) (1,409
Other non-cash adjustments 28 149
Changes in operating assefs and liabilities:
Accourts recelvable, net 26,235 18732
Contract assefs 64 1,3%
Inventories, net (7,880) (8,097)
Prepeid and other assefs (568) (267)
Accounts payable 2278 8
Accrued expenses and other libilities (6,270) (5,206)
Contract liebilities 2027 19
Net cash provided by operating activiies 14,570 4523
Cash flows from investing actvities:

Note 1 — Description of Business and Significant Accounting Policies

Energy Recovery, Inc. and its wholly-owned subsidiaries (the “Company” or “Energy Recovery”) designs and manufaciures reliable,
high-performance solutions that provide cost savings through improved energy efficiency in commercial and industrial processes, with
applications across several industries. Leveraging the Company’s pressure exchanger technology, which generates litfe to no emissions
when operating, the Company believes ifs soluions lower costs, save energy, reduce waste, and minimize emissions for companies across a
variety of commercial and industrial processes. As the world coalesces around the urgent need to address climate change and its impacts,
the Company is helping companies reduce their energy consunmption in their industrial processes, which in turn, reduces their carbon
footprint The Company believes that ts customers do nothave to sacrifice quality and cost savings for sustainability and the Conpané [
commitied to developing solutions that drive long-term value — both financial and environmental. The Company’s solutions are marketed

sold in, and developed for, the fluid-flow and gas markets, such as seawater and wastewater desalination, natural gas, chemical processing

and CO,based refrigeration systems, under the rademarks ERI® PX® Pressure Exchanger®, PX®Pressure Exdwanger®(“P "), Ultra X"

PXG", PXG1300 , PX PowerTrain , AT , and Aquabold . The Company owns, manufactures and/or develops its soluions, in whole or in
art, in the United States of America (the “U.S.").
sis of Presentation
The Condensed Consolidated Financial Statements include the accounts of Energy Recovery, Inc. and its wholly-owned subsidiaries.
Al intercompany accounts and transactions have been eliminated in consolidation.
The aoconpang]&Condensed Consolidated Financial Statements have been prepared pursuant fo the rules and regulations of the
Securities and ange Commission (the “SEC”). Certain information and foonote disclosures normally included in fhe financial statements
prepared in accordance with U.S. ?enerally accepted accounting principles (“GAAP”) have been condensed or omitied pursuant to such rules
and regulations. The December 31, 2023 Condensed Consolidated Balance Sheetwas derived from audited financial statements and may
notinclude all disclosures required by GAAP; however, the Company believes that the disclosures are adequate to make the information
resented not misleading.
he June 30, 2024 unaudited Condensed Consolidated Financial Statements should be read in conjunction with the audited
Consolidated Financial Statements and the notes thereto for the fiscal year ended December 31, 2023 included in the Company’s Annual
Reporton Form 10-K fled with the SEC on February 21, 2024 (the 2023 Annual Report’).
H{Je results é)f operations for the interim periods are not necessarily indicative of the operating results for the full fiscal year or any
re periods.
Reclassifications
Certain prior period amounts have been reclassified in the Condensed Consolidated Statement of Cash Flows and certain notes to
the Condensed Consolidated Financial Statements to conform o the current period presentation.

ENERGY RECOVERY, INC.
RJOTES_;I’(C'))CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
naudite



Use of Estimates

The preparation of Condensed Consolidated Financial Statements, in conformity with GAAP, re%uires the Company’s management to

make judgments, assumptions and estimates that affect the amounts reported in the Condensed Consolidated Financial Statements and

accompanying notes.

The accounting policies that reflect the Company’s significant estimates and judgments and that the Cormpany believes are the most

critical fo aid in fully understanding and evaluafing its reported financial results are revenue recognition; granted equity award valuations;

equipment useful fife and valuation; goodwill valuaion and impairment, deferred taxes and valuaion allowances on deferred tax assets; and

%valuaﬁc%n atréd measurement of confingencies. Those esfimates could change, and as a result, actual results could difler materially from
ose estimates.

The Company is notaware of any specific event or circumstance that would require an update o its estimates or judgments or a

revision of the carrying value of its assets or liabiliies as of July 31, 2024, the date of issuance of this Quarterly Reporton Form10-Q. These

esfimates may change, as new events occur and additional information is obtained. Actual results could differ materially from these

estimates under difierent assumptions or conditions. The Company undertakes no obligation to publicly update these esfimates for any

reason after the date of this Quarterly Reporton Form 10-Q, except as required by law.

Significant Accounting Policies

There have been no material changes o the Company’s significant accounting golicies in Note 1, “Description of Business and

Significant Accounting Policies - Significant Accounting Policies,” of the Notes to Consolidated Financial Statements included in ltem 8,

“Financial Statements and Supplementary Data,” of the 2023 Annual Report

Recently Issued Accounting Pronouncement Not Yet Adopted

There have been no issued accounting pronouncements that have not Net been adopted during the six months ended June 30, 2024

thatapply to the Company other than the pronouncements disclosed in Note 1, “Description of Business and Significant Accounting Policies -

Recently Issued Accounting Pronouncement Not Yet Adopted,” of the Notes to Consolidated Finandial Staterments included in ltem 8,

“Financial Statements and Supplementary Data,” of the 2023 Annual Report

ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Energy Recovery, Inc. | Q22024 Form10-Q|7

Note 2 — Revenue
Disaggregation of Revenue



The following tables present the disaggregated revenues by segment, and within each segment, by geographical market based on the

customer “shipped to” address, and

y channel customers. Sales and usage-based taxes are excluded fromrevenues. See Note 9,
“Segment Reporfing,” for further discussion related to the Company’s segments.

Three Months Ended June 30, 2024 Six Months Ended June 30, 2024
Water ging Emerging . Total
nologies Techriologies
(Inthousands)
Geographical market
Midde East and Afiica $ 14467 245 19,252 2% § 1948
Asia 7,92 K{) eXeT | % 9917
Americas 1,97 — 5906 — 5906
Europe 252 — 398 — 398
Totd revenue $ 26918 21 39,007 %2 5 W
Channel
Megaproject $ 15815 — 9 19915 — § 19915
Origindl equipment manufacturer 6,909 % 10,2565 3 10,291
Aftermarket 41% 245 8,837 246 9,083
Totdl revenue $ 2698 281 39,007 ®$ I
Three Months Ended June 30, 2023 Six Months Ended June 30, 2023
Water Emerging . Emi . Total
Technologies Technologies
(nthousands)
Geographical market
Midde East and Afiica $ 1090 108 13,729 108 § 1387
Asia 7,318 — 13492 — 13492
Americas 1,329 — 4537 K] 4,567
Europe 817 101 2,052 176 2228
Total revenue $ 20514 29 33,810 M § AU
Channel
Megaproject $ 12221 — 1544 — § 1544
Origindl equipment manufacturer 4,601 101 11,32 206 11,538
Aftermerket 3702 108 7,024 108 7132
Total revenue $ 2054 29 33,810 M § AU
ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Contract Balances
The following table presents contract balances by category.
June 30, December 31,
2024 2023
(nthousands)
Accounts receivable, net $ $ 46,937
Contract assefs:
Contract assefs, currert (included in prepaid expenses and other assets) $ — 3 52
Contract assets, non-current (included in other assefs, non-current) 528 —
Total contract assets $ 58 $ 52
Contract liahilities:
Contract liabilities, cument $ $ 1,007
Contract liabilities, non-curent (included in other liabilities, non-currert) D
Totdl contract liabiliies $ $ 1,187

Contract Liabilities




The Company records contract iabilities, which consist of customer degosﬂs and deferred revenue, when cash payments are
received In advance of the Company’s pen’ormanoe The following table presents changes in contract liabiliies during the period.

June 30, December 31,
2024 2023
(nthousarcs)
Contract liabilities, beginning of year $ 1187 $ 1,316
Revenue recognized (1,086) (1,24)
Cash received, excluding amounts recognized as revenue during the period 3,083 1,125
Cortract liabilities, end of period $ 3214 § 1,187

Remaining Performance Obligations
As of June 30, 2024, the following table presents the revenue thatis expected to be recognized related to performance obligations
q;g}g&e unsatsied or partially unsatisfied.

Remainigig

Performarice
Obligations
(nthousands)

2024 (remeining six months) $ 6,021

025 80

2026 3419

Todl $ 10,280

ENERGY RECOVERY, INC.

NOTES TO CONDENSED' CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Energy Recovery, Inc. | Q22024 Form10-Q|9

Note 3 — Net Loss Per Share
Net loss for the reported Ferlod is divided by the weighted average number of basic and diluted common shares outstanding during

the reported period to calculate the basic and diluted netloss per common share, respeciively.
The following tables present the computation of basic and diluted netloss per common share.

Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands, except per share anourts)
Numerator
Net loss $ 62 $ (1,665 $ B892 $ (7,9%1)
Denominator (weighted average shares)
Basic and dilutive common shares outstanding 57,36 56,363 51,24 56,2%
Net loss per shere
Basic $ oon $ 00 $ (016) $ (0.14)
Diluted $ o1 $ 003 $ 016 $ 0.14)
The following tables present the equity awards that are excluded fromdiluted netloss per share because their eflect would have been
ank-ditve. Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands)
Ant-diutive equity award shares 3010 2664 3010 2664

ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Energy Recovery, Inc. | Q22024 Form10-Q| 10



Note 4 — Other Financial Information

Cash, Cash Equivalents and Restricted Cash

The Condensed Consolidated Statements of Cash Flows explain the changes in the tofal of cash, cash equivalents and restricted

cash, such as cash amounts deposited in restricted cash accounts in connection with the Company’s credit cards. The following table
presents a reconciliation of cash, cash e%uivalems and restricted cash, reported for each period within the Condensed Consolidated Balance
Sheets and the Condensed Consolidated Statements of Cash Flows that sumto the total of such amounts.

June 30, December 31, June 30,
2024 2023 2023
(Inthousands)
Cash and cash equivaents $ 40313 § 6808 § 4239
Restricted cash, non-current (included in other assets, noncurrent) 10 127 126
Totdl cash, cash equivalents and restricted cash $ 40443 § 825 § 44,365
Accounts Receivable, net
June 30, December 31,
2024 2023
(inthousands)
Accourts receivable, gross $ 2080 $ 47075
Allowance for doubtil accounts (170) (133
Accounts recelveble, net $ 2060 $ 46,937

Inventories, net
Inventory amounts are stated at the lower of cost or netrealizable value, using the firstin, first-out method.

June 30, December 31,

2024 2023

(nthousandsy)
Raw meteridls $ 836 $ 872
Work in process 7,93 5234
Finished goods 1872 13319
Inventories, gross 34,981 27,305
Valuation adjustments for excess and obsolete inventory 1,32) (1,156)
Inventories, net $ B6H $ 2,149
Accrued Expenses and Other Liabilities

June 30, December 31,

2024 2023

(nthousandsy)
Accrued expenses and ather liabilities, current
Payrall, inoentives and commissions payable $ 6874 $ 11,087
Warranty reserve %62 1,067
Income texes payable b 1,077
Other accrued expenses and ather liabilities 2282 2412
Totl accrued expenses and ather lighilities 10,153 15,583
Other liebilifies, non-curent & 207

Total accrued expenses, and curent and non-curent olher lighilities $ 10209 § 15,790




ENERGY RECOVERY, INC.

NOTES TO CONDENSED' CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Energy Recovery, Inc. | Q22024 Form10-Q| 11

Note 5 — Investments and Fair Value Measurements

Fair Value of Financial Instruments

The following table presents the Company’s financial assets measured on a recurring basis by contractual maturity, including pricing

categ orr| amorfized cost, gross unrealized gains and losses, and fair value. As of the dates reported in the table, the Company had no
|

financial liabilites and no Level 3 financial assefs.
June 30, 2024 December 31, 2023
Pricing  Amortized  Gross Gross . Fair Amortized  Gross Gross
Category Cost Unrealized  Unrealized Value Cost Unrealized  Unrealized
Gains Losses Gains Losses
(Inthousands)

Cash equivalents

/ merket levd1 § 214 § - — $ 214§ 118767 $ — $ —
secunies
Short-term investments
U.S. freasury Level 2 128712 1 ©® 12,867 4900 1 (1)
securiies
%ﬂ'&?ate notes and Level 2 40,278 2 (%6) 40,24 25,674 1 (18)
Municipd and Level 2 762 — 16 7,606 9,837 — 9
M e ® 0
Tod shorteminvestments 60,772 3 (78) 60,697 40,461 12 (3]
Long-term investments
U.S. freasury Level 2 3742 1 — 3743 — — —
securiies
%«gate notes and Level 2 16,275 2 €] 16,287 9229 2 ©)]
Municipal and Level 2 16,993 2 8 16,987 458 —
Mo g o i
To longteminvestments 37,010 24 (17 37,017 13,814 2 (10
Tot short and long-term 97,782 2 97,714 54,275 40 3
e ong- (%) 3
Totd $ 0% $ 7 (® $ W& § B $ 0N $  »

Fair
Value

$ 18767

4,900
26,067
9,878

40,445

924
4578

13,832
54,217

$ B3

ENERGY RECOVERY, INC.
NOTES TO CONDENSED'CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Energy Recovery, Inc. | Q22024 Form10-Q| 12



The following table presents a summeary of the fair value and gross unrealized losses on the available-for-sale securifies thathave
been in a continuous unrealized loss position, aggregated by type of investment instrument The available-for-sale securities that were in an

unrealized gain position have been excluded from the table.

June 30, 2024 December 31, 2023

Fair Gross Fair Gross

Value Unrealized Value Unrealized

Losses Losses

(Inthousands)
U.S. treasury securiies $ 8%7 $ ® $ 2%B1 $ ()
Corporate notes and bonds 4,97 (65 15,276 (21)
Municipal and agency notes and bonds 20,54 () 12,9%6 (16)
Totd available-for-sale investments with unrealized loss positions $ 748 $ % $ 3183 $ 39
Sales of Available-for-Sale Investments
The following table presents the sales of available-for-sale investments.

Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands)
Corporate notes and bonds $ ) 2%6 $ — $

Realized losses on sales of securiies were immaterial during the three and six months ended June 30, 2024 and 2023.

ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
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Note 6 — Lines of Credit

Credit Agreement

The Company entered info a credit agreement with JPMorgan Chase Bank, N.A. é“JPMC") on December 22, 2021 (as amended, the
“Credit Agreement’). The Credit Agreement, which will expire on Decerrber 21, 2026, provides a commitied revolving creditline of
$50.0 million and includes both a revolving loan and a letiers of credit (‘LCs”) component

Under the Credit Agreement, as of June 30, 2024, there were no revolving loans outstanding. In addition, under the LCs component,
the Company utlized $19.1 million of the maximum allowable credit line of $30.0 million, which includes newly issued LCs, and previously
issued and unexpired stand-by letters of credit (“SBLCs”) and certain non-expired commitments under the Company’s previous Loan and
Pledge Agreementwith Citbank, N.A. which are guaranteed under the Credit Agreement

Letters of Credit

The following table presents the total outstanding LCs and SBLCs issued by the Company to ifs customers related to product

warranty and performance guarantees.



June 30, December 31,
2024 2023

(nthousands)
Oulstanding s of credit $ 18086 $

19,946

ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
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Note 7 — Commitments and Contingencies

Litigation

From time-to-time, the ConEany has been named in and subject fo various proceedings and claims in connection with its business.

The Compan rm% in the future become involved in liigation in the ordinary course ofbusiness, including liigation that could be material to
its business. The Company considers all dlaims, if any, on a quarterly basis and, based on known facts, assesses whether potential losses
are considered reasonably possible, probable and estimable. Based upon this assessment, the Company then evaluates disclosure
requirements and whether to accrue for such claims in its consolidated financial statements. The ConT)any records a provision for a liability
when itis both probable that a liability has been incurred and the amount of the loss can be reasonably estimated. These provisions are
reviewed atleast quarterly and are adjusted fo reflect the in})acts of negotiaions, setlements, rulings, advice of legal counsel and other
information and events pertaining to a particular case. As of June 30, 2024, the Company was notinvolved in any lawsuits, legal
proceedings or dlaims that would have a material efect on the Company’s financial position, results of operations, or cash flows. Therefore,
there were no material losses which were probable or reasonably possible.

ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
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Note 8 — Income Taxes

Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands, except percentages)
Provision for (benefit from) income taxes $ 2§ 25 $ (1043 § (1,424)
Discrete items % 14 140 629
Provision for (oenefit from) income taxes, excluding discrete items $ w  $ (124 $ @3 $ (7%)
Effeciive tax rate (60.5%) 13.7% 10.5% 15.2%
Effective tax rate, excluding discrete items (76.2%) 64% 91% 85%

The Company’s interim period tax provision for and #beneﬁt from) income taxes, respecively, is determined using an esfimate of its
annual eflective tax rate, adjusted for discrete iters, it any, that arise during the period. Each quarter, the Company updates its esfimate of
the annual eflective tax rate, and if the esfimated annual effective tax rate changes, the Company makes a curulative adjustmentin such
period. The Company’s quarterly tax provision and estimate of ifs annual eflective tax rate are subject io variation due to several factors,
including variability in accurately predicting its pre-tax income or loss and the mix of jurisdictions to which they relate, the applicability of
special tax regimes, and changes in how fhe Company does business.

or the three and six months ended June 30, 2024, the recognized provision for and (benefit from) income taxes, respecively,
resuited from the tax projection based on the full year forecasted proit and included benefs related o the U.S. federal foreign-derived
intangible income (“FDII"), federal research and development (“‘R&D”) tax credit and certain permanent differences, such as share-based
compensation windfalls.
For the three and six months ended June 30, 2023, the reooF%lized benefit fromincome tax resulted fromthe Company’s loss for the
respective periods and included benefits related to the U.S. FDII and R&D tax credit, along with a discrete tax benefit due primarily fo share-
based compensation windfalls.
The eflective tax rate excluding discrete iterns for the six months ended June 30, 2024, as compared fo the prior year, difered
primarily due to lower projected R&D tax credits, increased non-deducible officer share-based compensation, and higher projected book
income that is reducing the effective tax rate of the projected U.S. FDII.

ENERGY RECOVERY, INC.
(l\bOTEg.;I'(d))CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
naudite



Note 9 — Segment Reportin

The Corpany’s Chief Operafing Decision-Maker (“CODM") is its President and Chief Executive Officer. The Company continues to
monifor and review ifs segment reporting structure in accordance with authoritative guidance to determine whether any changes have
occurred that would impactits reportable segments.

The following tables presenta summary of the ConggnMnandal information by segment and corporate j)eraung expenses.

Three Months ded June Six Months Ended une 30,
Water fme r%ﬂ?g Corporate Total Water fme ng(l> Ir}.?g e Corporate Total
(Inthousands)
Revenue $ 298 § 81§ — $ 2719 $ 007 $ S — § MW
Cost of revenue 9345 28 — 9633 14,29 29 — 14,588
Gross proit (loss) 17,573 U] — 17,566 24,708 ™ — 24701
Operaling experses
Generd and 1,912 %4 6,636 9532 384 2,002 11,262 17,08
administraive
Sales and markefing 3837 1,700 567 6,104 7,582 3507 1,167 12,25
Researchand 1,073 281 — 394 2173 6,12 — 82%
development
Tot operating 6,82 5,566 7203 19,580 13589 11,631 12429 37,649
expenses
El)pet;ating income $ 107 § (%) § (7203 $ 014§ MM § (1160 § (12429 § (1299
0ss
Three Months Ended June 30, 2023 Six Months Ended June 30, 2023
Water fme r%lngg Corporate Total Water fme ng(l) Ingg Corporate Total
(Inthousarok)
Revenue $ 20514 § 0 § — $ 278 § B8O $ 34§ — § 1A
Cost of revenue 6,921 259 — 7180 12,02 404 — 12,426
Gross profit (loss) 13593 (50) — 1343 21,788 (0 — 21,698
Operaiing expenses
Generd and 1,800 A7 4462 7,209 3798 1,915 862 14,33
administraive
Sadles and markefing 3120 1,441 531 5,092 6,295 261 1,080 9,96
Researchand 3 295 — 3768 2023 6,061 — 8,074
development
Tot operating 5823 5313 4933 16,129 12,116 10,577 9,702 23%
expenses
Operaiing income $ 770 % (5363 § 493 §  (25%) $ 9672 $ (10667) $ (972 § (10697

(loss)

ENERGY RECOVERY, INC.
(l\bOTEg ;I'(g)CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
naudite



Note 10 — Concentrations
Customer Revenue Concentration

The following tables present the customers that account for 10% or more of the Company'’s revenue and their related segment for

each of the periods presented. Although certain customers might account for greater than 10% of the Company'’s revenue atany one pointin
time, the concentration of revenue between a limited number of customers shifts regularly, depending on when revenue is recognized. The
percentages by customer reflect speciic relationships or contracts that would concentrate revenue for the periods presented and do not

indicate a trend specific to any one customer.

Segment
Customer A Weter
Customer B Weter
Customer C Weter
Customer D Weter
Customer E Weter
Customer F Water
Customer G Weter

Zero o less then 10%.
ENERGY RECOVERY, INC.

Three Months Ended June 30,
2024 2023

* 2%

1% 18%

18% *

15% *

* 1%

* 10%

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
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Six Months Ended June 30,
2024 2023
* 13%
13% 11%
12% *
11% *

* 12%

*k

*k

Fk

*k

ltem 2 — Management’s Discussion and Analysis of Financial Condition and Results of

Operations
Overview

Energy Recovery, Inc. (the “Company”, “Energy Recovery”, “we”,

. y C T : our” and “us”) designs and manufactures solufons thatmake
industrial processes more eficient and sustainable. Leveraging our pressure exchanger technology, which generates litle to no emissions



when operating, we believe our soluions lower costs, save energy, reduce waste, and minimize emissions for companies across a variety of
commercial and industrial processes. As the world coalesces around the urgent need to address climate change and its impacts, we are
helping companies reduce their energy consumption in their industrial processes, which in turn, reduces their carbon foofprint. e believe
that our customers do not have to sacrifice quality and cost savings for sustainability and we are commitied to developing solutions that drive
long-term value — both financial and environmental.

The original product application of our technology, the PX®Pressure Exchan er®(“PX") energy recovery device, was a major

contributor to the advancement of seawater reverse osmosis desalination (“SWRQ'), significantly lowering the energy intensity and cost of
water production globally rom SWRO. Our pressure exchanger technology is being apﬁlied to the wastewater fitration market, such as
battery manufacturers, mining operations, municipalites, and other rranufacujring Flants at discharge wastewater with significant levels of
metals and pollutants, and has also been applied to the development of our PX G1300®for use in the CO2 market

Engineering, and research and development (“R&D”), have been, and remain, an essential part of our history, culture and corporate
strategy. Since our formation, we have develoged leading technology and en?ineering expertise through the continual evolution of our
pressure exchanger technology, which can enhance environmental sustainability and inﬁ;ove produciivity by reducing waste and energy
consunption in high-pressure industrial fluid-fow systems. This versatile technology works as a platiorm o build product applications and is
atthe heart of many of our products. In addition, we have engineered and developed ancillary devices, such as our hydraulic urbochargers
and circulation “booster” pumps, that complement our energy recovery devices.

Segments

Qur reportable operating segments consist of the water and emerging technologies segments. These segments are based on the

industries in which the technology solutions are sold, the type of energy reoovegl device or other technology sold and the related solution and
service or, in the case of emerging technologies, where revenues fromnew and/or potential devices ufilizing our pressure exchanger
technology can be brought to market Other factors for determining the reportable operating segments include the manner in which our Chief
Operating Decision Maker (“CODM"), our President and Chief Executive Officer, evaluates our performance combined with the nature of the
individual business actiities. In addition, our corporate operating expenses include expenditures in support of the water and emerging
technologies segments. Ve continue to monitor and review our segment reporting structure in accordance with authoritative guidance i
determine whether any changes have occurred that would impact our reportable segments.

Results of Operations

A discussion regarding our financial condition and results of operations for the three and six months ended June 30, 2024, conrpared
to the three and six months ended June 30, 2023, is presented below.

Revenue

Variabiliii/ in revenue fromquarter to quarter is typical, therefore year-on-year comparisons are not necessarily indicative of the trend
for the full year due to these variations. There is no specific seasonality in our revenues to highlight that occurs throughout a calendar year.
W\e generally frack our revenues by channels. The channels we recognize and channel definiions we utilize are as follows:
*Megaproject (“MPD’) channel: The MPD channel has been the main driver of our long-term growth as revenue from this channel
benefits from a growing nurber of projects as well as an increase in the capacity of these projects in some cases. MPD projects

are large-scale in nature and generally have shipment fmelines from 16 to 36 months from confract date.

*Qriginal Equipment Manufacturer (“OEM’) channel: The OEM channel describes where we sell into a wide variety of industries in
the desalination, wastewater, and the refrigeration markets. This channel contains projects smaller in size and revenue, and of
shorter duration compared to those projects in the MPD channel.

«Aftermarket (“AM’% channel: The AM channel represents supportand services rendered to our installed customer base. AM
revenue generally fucluates fromyear-to-year and is dependent on our customers’ iming of product upgrades, as well as their
replenishment of spare parts and supplies. Generally, the AM channel revenue has been increasing over fime.

Revenue by Channel Customers



Megaproject

Original equipment menufacturer
Aftermerket

Total revenue

Megaproject

Original equipment menufacturer
Aftermarket

Totdl revenue

Three Months Ended June 30,

Revenue Attributable to Primary Geoﬂtzraphical Markets b% Segments

Midde East and Africa
Asia

Americas

Europe

Totdl revenue

Midde East and Afiica
Asia

Americas

Europe

Toial revenue

2024 2023
Revenue Kn e?lfen e Revenue Kn e?rfm e Change
(Inthousaros, excent percertages)
$ 15815 8% $ 12211 0% $ 364 0%
645 2% 472 28B% 2243 48%
4439 16% 3810 18% 1%
$ 2719 100% $ 078 10% S 64 3%
Six Months Ended June 30,
2024 2023
Revenue % of Revenue % of Change
Revenue Revenue
(Inthousands, exoept percentages)
$ 19915 51% $ 15454 45% $ 4461 2%
10291 2% 11,538 3% (1,241 (11%)
9083 23% 712 2% 1,91 2%
$ 30280 100% $ 3124 100% $ 5165 15%
ree Months Ended June
2024 2023
Water Emerging . Total Water Emerging . Total
Technologies Technologies
(Inthousands)
$ 14467 $ 2 $ U2 $ 1090 $ 18 $ 11,098
7,962 K3 7,98 7,378 — 7,378
1,97 — 1,97 1,329 — 1,329
252 — 252 817 101 918
$ 26918 $ 281§ 2719 $ 20514 $ 20 $ 20,723
Six Months Ended June 30,
2024 2023
Water Emerging . Total Water Emerging . Total
Techniologies Technologies
(nthousands)
$ 1922 $ 2 $ 194%8 $ 1379 § 108 $ 13,837
9M K¢ 9977 13492 — 13492
5906 — 5906 4537 0 4,567
3908 — 3908 2,062 176 2228
$ 0007 $ 2 $ 020 $ B30 $ K17 #1224

Three months ended June 30, 2024, as compared to the three months ended June 30, 2023
The increase in MPD revenue of $3.6 million was due primarily © customers’ VGI gfd timing, and execution of these projects and
specifically related o an increase of shipments in the Middle East and Africa (*

he increase in OEM revenue of $2.2 million was due primarily to:
+Desalination: The increase in revenue of $2.4 million was due primarily to higher shipments in the Europe and MEA markets,
partially offset by a decrease in shipments fo the Asia market
*Wastewater: Revenues were stable compared 1o the prior year, with an increase in shipments to the Asia market, which was
partally offset % a ?ecrease in shipments to the Europe market

nol

*Emerging Te

") and

ia markets.

logy. The decrease in revenue of $0.2 million was due primarily to an installmentin Europe in the prior year.

The increase in AM revenue of $0.6 million was due primarily to higher shipments io the Americas, Asia and Europe markets, partilly

offset by lower shipments to the MEA market

Six months ended June 30, 2024, as compared to the six months ended June 30, 2023
The increase in MPD revenue of $4.5 milion was due primarily to customers’ project iming, and execution of these projects,

specifically in the MEA and Americas markets, partially offset by lower shipments to the Asia market



The decrease in OEM revenue of $1.2 million was primarily due to:

«Desalination: The increase in revenue of $0.1 million was due primarily to higher shipments to the Europe and MEA markets,
which were partally offset by lower shipments to the Asia market

+Wastewater: The decrease in revenue of $1.2 million was due primarily to lower shipments in all markets. Prior year revenues
included a large shipment to the Asia market

«Emerging Technology. The decrease in revenue of $0.2 million was due primarily to an installment in Europe in the prior year.
The increase in AM revenue of $2.0 million was due primearily to shipments o the Americas, Asia, and the MEA markets.

Concentration of Revenue

See Note 10, “Concentrations — Revenue by Geographic Location and Country,” of the Notes to Condensed Consolidated Financial
Statements in Part |, Item 1, “Financial Statements (unaudited),” of this Quarterly Reporton Form 10-Q (the “Notes”) for further discussion
regarding our concentration of revenue.

Gross Profit and Gross Margin

Gross profit represents revenue less cost of revenue. Cost of revenue consists primarily of raw materials, personnel costs (including
share-based compensation), manufacturing overhead, warranty costs, and depreciation expense.

Three Months Ended June 30, Six Months Ended June 30,
2024 2023 2024 2023
goss Gross  Gross Gross  Change in Gross Gross Gross  Gross Gross Chantge in Gross
ofit Margin  Profit Margin  Profit Profit %argm Profit %argm Profi
(Inthousands, except percertages)
gg%%t nmd $17566 646% $1343 654% $ 408 207% :$24,701 % $2168 636% $ 3003 138%
14

<

The increase in gross )J)roﬁt for the three and six months ended June 30, 2024, as compared to the prior year, was due primarily fo an
increase in sales of PXs, partally offset by a decrease in gross margin. The decrease in gross margin for the three and six months ended
June 30, 2024, as compared fo the prior year, was due primarily fo higher manufacturing costs, partally ofiset by costs related fo product mix.
Operating Expenses
The total material changes of general and administrative (“G8A”), sales and markefing (“S&M”) and research and development

(“R&D") operating expenses for the three and six months ended June 30, 2024, as compared to the comparable periods in the prior year, are
discussed within the following overall operating expenditures, and the segmentand corporate operafing expenses discussions below.

0

Three Months Ended June 30,

2024 2023

Water Emerging.  Corporate Total Water Emerging,  Corporate Total

Technologies Technologies

(Inthousands)
Generd ad $ 1912 § W $ 66% $ 95%2 $ 1860 $ a7 % 4462 $ 7,209
administraive
Sdes and marketing 3837 1,700 %67 6,104 3120 1,441 531 5,092
Researchand 1,073 2811 — 394 &3 295 — 3763
development
Tot operating $ 682 $ 555 § 728§ 19%0 $ 583 § 5313 § 493 § 16109
expenses

Three months ended June 30, 2024, as compared to the three months ended June 30, 2023
Overall Operating Expenditures. Overall operating expendiures of $19.6 million, increased $3.5 million, or 21.4%. This increase was
due Brirmrily to higher consulfing costs related to the enhancement of our corporate growth strategy, G&A and S&M employee compensation
and benefis costs related o an increase in headcount, and an increase in share-based compensation expense due to modification of certain
equity awards and hi?eher severance payments, both related to the termination of certain executive-level employees.

ater Segment. Weter segment operating expenses of $6.8 million, increased by $1.0 million, or 17.2%. This increase was due
primarily o an increase in employee compensation costs, benefits costs, and share-based compensation expense all related to an increase
in headcountin S&M, and other R&D costs.



Emergir_Jr%lTechnologies Segment. Emer
i

4.6%.
employee severance costs.

Corporate Operatin%Expenses. Corporate 0
igher consulfing costs re

was due primarily to

Six Months Ended June 30,
2024
Water Emerging .
Technologies
(Inthousands)
Generd ad $ 384§ 202
administraive
Sales and markeling 7582 3507
Researchand 2173 6,122
development
Total operating $ 1359 § 11631
expenses

A

Corporate

$ 1nxX $
1,167

$§ 1240 §

Total

17,08

12,256
825

37,649

2023
Water

$

378

625
203

12116

Technologies segment operating expenses of $5.6 million, increased by $0.2 million, or

s increase was due primarily to a higher share-based compensation expense related to additonal headcountand an increase in
Ferating expenses of $7.2 million, increased by $2.2 million, or 44.3%. This increase
ated to the enhancement of our corporate growth strategy.

_Ili_géﬁi;%lr% ies Corporate

$ 195§ 8622
2611 1,080
6,051 —

$ 1057 $§ 9,702

Total

$

$

14,335

9,986
8,074

323%

Six months ended June 30, 2024, as compared to the six months ended June 30, 2023
Overall Operating Expenditures. Overall operating expenditures of $37.6 million, increased by $5.3 million, or 16.2%. This increase

was due primarily o higher consulting costs related to the enhancement of our corporate gro

srategy and an increase in emmployee

compensation and benefits costs, recruiting costs, ravel expenses, and an increase in share-based compensation expense due to

modification of certain equity awards and higher severance payments, both related to the termination of certain executive-level employees.

Water Segment. Water segment operating expenses of $13.6 million, increased by $1.5 million, or 12.2%. This increase was due
ﬁrirmrily o higher employee compensation and benefits costs and share-based compensation expense in S&M related t an increase in
eadcount fo support our existing desalination operations and our growth in wastewater. In additon, non-employee operating expenses were

higher due Tprimarily o an increase in consultant costs to support our growth in desalination and wastewater.
echnologies Segment. Emerging Technologies operating expenses of $11.6 million, increased by $1.1 million, or 10.0%.
This increase was due primerily to higher employee compensation and benefits costs, and share-based compensation expense, both related

Emerging

to an increase in headcountin S&M and R&D, and an increase in severance cost

Corporate Operatin%[:')(penses. Corporate operating ex
igher employee compensation and

was due primerily to

b

expenses was due primarily to higher consuliing costs related to the enhancement of our corporate growth strategy.

enses of $12.4 million, increased by $2.7 million, or 28.1%. This increase
enefits costs, and share-based compensation expense, related to an increase in
headcountin G&A, an increase in recruiing costs, and an increase in travel costs. In addition, the increase in non-employee operating



Other Income, Net

Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands)
Interest income $ 1663 $ R $ 316 $ 1,403
Other non-operating expense, net (49 (126) (102) @)
Totdl other income, net $ 1614 $ 66 $ 308 $ 1,312

The increase in “Total other income, net” in the three and six months ended June 30, 2024, as compared to the comparable periods in
}he prior ygl_ar, was due primarily to an increase in interest yields and an increase in short- and long-terminvestments.
ncome laxes

Three Months Ended June 30, Six Months Ended June 30,

2024 2023 2024 2023

(Inthousands, excent percertages)
(Bengit from) provision for income taxes $ 2§ 0 $ (108 (1,424)
Discrete items o4 iy 140 629
(Beneiit from) provision for income taxes, excluding discrete items $ ! $ (124 $ @3 $ (7%)
Efiective tex rate (60.5%) 13.7% 10.5% 15.2%
Effective tax rate, excluding discrete items (76.2%) 6.4% 91% 85%

The interim period tax provision for and (benefit from) income taxes, respectively, is determined using an estimate of our annual

effective tax rate, adjusted for discrete items, if any, that arise during the period. Each quarter, we update our estimate of the annual effective

tax rate, and if the estimated annual effective tax rate changes, we make a cumulative adjustmentin such period. The quarterly tax provision

and esfimate of our annual eflective tax rate are subject fo variation due o several factors, including variability in accurately predicting our

Brejiax income or loss and the mix of jurisdictions to which they relate, the applicability of special tax regimes, and changes in how we do
usiness.

For the three and six months ended June 30, 2024, the reooS%nized %)rovision for and (beneft from) income taxes, respectively,

resuited from the tax projection based on the full year forecasted proitand induded benefts related o the U.S. federal foreign-derived

infangible income (“FDII"), federal R&D fax credit, and certain permanent diffierences, such as share-based compensation windfalls.

For the three and six months ended June 30, 2023, the reooF%ﬂzed benefit fromincome tax resulted from the Company’s loss for the

respecive periods and included benefits related to the U.S. FDII and R&D tax credit, along with a discrete tax beneft due primarily to share-

based compensation windfalls.

The effective tax rate excluding discrete items for the six months ended June 30, 2024, as compared fo the prior year, difiered

primarily due to lower projected R&D tax credits, increased non-deductble oficer share-based compensation, and higher projected book

income that is reducing the effective tax rate of the projected U.S. FDII.

Liquidity and Capital Resources

Overview

From time-to-time, management and our Board of Directors review our liquidity and future cash needs and may make a decision to

ﬂs) refurn capital to our shareholders through a share repurchase programor dividend payout, or (2) seek additonal debtor equity financing.
of June 30, 2024, our principal sources of liquidity consisted of §|) unrestricted cash and cash equivalents of $40.3 million; (ii) investment-

grade shorttermand long-term marketable debt insruments of $97.7 million that are primarily invested in U.S. treasury securities, corporate

notes and bonds, and municipal and agency notes and bonds; and (iii) accounts receivable, net of allowances, of $20.7 million. As o

June 30, 2024, there was unrestricted cash of $0.9 million held outside the U.S. We invest cash not needed for current operations

predominantly in investment-grade, marketable debt instruments with the intent to make such funds available for future operating purposes,

as needed. Although these securiies are available for sale, we generally hold these securities to maturity, and therefore, do not currenty see

a need to rade these securities in order o support our liquidity needs in the foreseeable future. We believe the risk of this portiolio to us is in

the ability of the underlying companies or government agencies to cover their obligations at maturity, notin our ability o trade these securiies

ata proft Based on current projections, we believe existing cash balances and future cash inflows from this portolio will meet our liquidity

needs for at least the next 12 months.

Credit Agreement

W\e entered info a credit agreement with JPMorgan Chase Bank, N.A. é“JPMC”) on December 22, 2021 (as amended, the “Credit

Agreement’). The Credit Agreement, which will expire on December 21, 2026, provides a committed revolving credit line of $50.0 million and



includes both a revolving loan and a letters of credit (“LCs”) component The maximum allowable LCs under the creditline component of the

Credit Agreementis $30.0 millon. As of June 30, 2024, we were in corrpliance with all covenants under the Credit Agreement

Under the Credit Agreement, as of June 30, 2024, there were no revolving loans oufstanding. In addition, as of June 30, 2024, under

the LCs component, we utlized $19.1 million of the maximum allowable creditline of $30.0 million, which included newly issued LCs, and
reviously issued and unexpired stand-by letiers of credifs (“SBLCs”) and certain non-expired commitments under the previous Loan and
ledge Agreement with Citibank, N.A., which are guaranteed under the Credit Agreement. As of June 30, 2024, there was $18.1 million of

outstanding LCs. These LCs had a weighted average remaining life of approximately 16 months.

See Note 6, “Lines of Credit” of the Notes for further discussion related to the Credit Agreement

Cash Flows
Six Months Ended June 30,
2024 2023 Change
(nthousancs)
Net cash provided by operating acfivities $ 1450 $ 453 § 10,047
Net cash used in investing activities (43,830 (17,036) (26,7%)
Net cash provided by finencing activiies 1,502 3M
Effect of exchange rate diffierences on cash and cash equivaents (4 4
Net change in cash, cash equivalents and restricted cash $ @ $ (120%3) $ (15,689)

Cash Flows from Operating Activities

Net cash provided by operating actvities is subject to the project driven, non-cydlical nature of our business. Operaiing cash flow can
fluctuate significantly romyear o year, due to the timing of receipts of large project orders. Operating cash low may be negative in one year
and significantly positive in the next, consequenty individual quarterly results and comparisons may not necessarily indicate a significant
trend, either positive or negative.

The higher net cash provided by operafting assets and liabilifies for the six months ended June 30, 2024, as compared o the prior

year, was due primarily to the following factors:

*Accounts receivable and contract assets: an increase in cash provided related to the timing of billings related to shipments of

product or certiicaion of installations, and collections on the account receivable balances;

+Accounts (Jayable: an increase in cash provided related fo the fiming of vendor invoices received and payments made on open

vendor balances; and

*Contract liabilties: an increase in cash provided related to the iming of customer deposits.

Cash Flows from Investing Activities

Net cash used in investing activities primarily relates to sales, maturiies and purchases of investment-grade marketable debt

instruments, such as corporate notes and bonds, and capital expenditures supporting our growth. e believe our investments in marketable
debt instruments are sfructured to preserve principal and liquidity while at the same time maximizing %ields without significantly increasing
risk. The higher net cash used in investing activiies of $26.8 million in the six months ended June 30, 2024, as conpared 1 the prior year,
was primarily driven by $26.6 million of net cash used for purchase of marketable debt instruments and a $0.2 million increase in cash used
for caﬁiial expenditures. . L

Cash Flows from Financing Activities

Net cash provided by financing activities primarily for the six months ended June 30, 2024, as compared o the cash provided by

ﬁnant;ing ac?‘jvities| in the prior year, was due primarily to an increase of cash from exercises of employee stock options granted under our
equity incentive plans.



Liquidity and Capital Resource Requirements

W\e believe that our existing resources and cash generated from our operations will be suficient to meet our anticipated capital

requirements for at least the next 12 months. However, we may need fo raise additional capital or incur additional indebtedness to continue
to fund our operations or to support acquisitions in the future and/or to fund investments in our latest technology arising from rapid market
adoption. These needs could require us to seek additional equity or debt financing. Our future capital requirements will depend on many
factors including the oontinuin?anarket acceptance of our producs, our rate of revenue growth, the iming of new product introductions, the
expansion of our R&D, manufacturing and S&M actvities, and the iming and extent of our expansion into new geographic territories. In
addiion, we may enter into potential material investments in, or acquisitions of, complementary businesses, services or technologies in the
future which could also require us to seek additional equity or debtfinancing. Should we need additional liquidity or capital funds, these funds
may not be available to us on favorable terms, or atall.

Recent Accounting Pronouncements
Refer to Note 1, “Descripion of Business and Significant Accounting Policies — Significant Accounting Policies,” of the Notes to
Condensed Consolidated Financial Statements in Part |, ltem 1, “Financial Statements (unaudited),” of this Quarterly Reporton Form 10-Q.

ltem 3 — Quantitative and Qualitative Disclosures About Market Risk

Qur exposure to market risk may be found primarily in two areas, foreign currency and interest rates.

Foreign Currency Risk

Qur foreign currency exposures are due to fuctuations in exchange rates for the U.S. dollar (“USD”) versus the Briish pound, Saudi

ri%sl, Emirat dirham, European euro, Chinese yuan, Indian rupee and Canadian dollar. Changes in currency exchange rates could adversely
affect our consolidated operating results or financial position.

QOur revenue confracts have been denominated in the USD. At times, our international customers may have dificulty in obtaining

the USD to pay our receivables, thus increasing collection risk and potential bad debt expense. To the extentwe expand our internafional
sales, a larger portion of our revenue could be denominated in foreign currencies. As a result, our cash and operating results could be
increasingly afected by changes in exchange rates.

In addition, we Pay many vendors in foreign currency and, therefore, are subject o changes in foreign currency exchange rates. Our
international sales and service operations incur expense thatis denominated in foreign currencies. This expense could be materially affected
by currency flucluations. Our international sales and services operations also maintain cash balances denominated in foreign currencies. To
decrease the inherent risk associated with ranslation of foreign cash balances into our reporfing currency, we do not maintain excess cash
balances in foreign currencies.

e have not hedged our exposure to changes in foreign currency exchange rates because expenses in foreign currencies have been
insignificant fo date and exchange rate fluctuations have had lifle impact on our operaiing results and cash flows. In addition, we do not
have any exposure to the Russian ruble.

Interest Rate and Credit Risks

The primary objective of our investment activities is to preserve principal and liquidity while at the same time maximizing yields without
signiicantly increasing risk. Ve invest primarily in investment-grade short-termand long-term marketable debt instruments that are subject

to counter-party creditrisk. To minimize this risk, we invest pursuant to an investment policy approved by our Board of Directors. The policy
mandates hi% creditrafing requirements and restricis our exposure to any single corporate issuer by imposing concentrafion limits.

As of June 30, 2024, our investment portiolio of $97.7 million, in investment-grade marketable debtinstruments, such as U.S. treasury
securities, corporate notes and bonds, and municipal and agency notes and bonds, are classified as either short-termand/or long-term
investments on our Condensed Consolidated Balance Sheets. These investments are subject o interest rate fluciuations and decrease in
market value o the extent interest rates increase, which occurred during the six months ended June 30, 2024. To minimize the exposure
due to adverse shifls in interest rates, we maintain invesiments with a weighted average maturity of approximately tireen months. As of
June 30, 2024, a hypothetical 1% increase in interest rates would have resulted in aless than $0.6 milion decrease in the fair value of our
investments in marketable debtinstruments as of such date.



ltem 4 — Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our President and Chief Executive Oficer and our Interim Chief Accounting Officer, have

evaluated the efleciveness of our disclosure confrols and procedures as defined in Rule 13a-15(e) of the Securities Exchange Actof 1934 as
of the end of the period covered by this report

Based on that evaluation, our President and Chief Executive Officer and our Interim Chief Accounting Officer have concluded that, as

of June 30, 2024, our disclosure controls and procedures were eflective.

Changes in Internal Controls

There were no changes in our internal control over financial reporting during the period covered by this report that have materially

affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART Il — OTHER INFORMATION

ltem 1 — Legal Proceedings
W\e have been, and may be fromfime fo ime, involved in legal proceedings or subject to claims incident to the ordinary course of
business. V\e are not presently a party to any legal proceedings that we believe are likely to have a material adverse effect on our business,
financial condition, or operating resuls. Regardless of the outcome, such proceedings or claims can have an adverse impacton us because
o[) %efendse and sefflement cosfs, diversion of resources and other factors, and there can be no assurances tat favorable outcomes will be
obtained.
ltem 1A — Risk Factors
ahererthave been no material changes in our risk factors from those disclosed in Part |, ltem 1A, “Risk Factors,” in the 2023 Annual

€pol . . -
Ltem 2 — Unregistered Sales of Equity Securities and Use of Proceeds

one.

Ltem 3 — Defaults Upon Senior Securities

one.
ltem 4 — Mine Safety Disclosures
Not applicable.
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ltem 5 — Other Information

During the three months ended June 30, 2024, no director or officer (wi %nhm the meaning of Rule 16a-1(f) under the Securifies

Exchange Act of 1934, as amended has adopled or ferminated any Rule 10b5-1 trading arrangement and/or any non-Rule 10b5-1 trading
arrangement (as defined in Item 408 of Regulation S-K).

Item 6 — Exhibits
A list of exhibits filed or furnished with this report or incorporated herein by reference is found in the Exhibit Index below.
E(hl%lér Exhibit Description Incorporated by Reference
um Form  File No. Exhibit Filing Date
10.1 (BBdﬁgd? Release, dated June 28, 2024, by and between Energy Recovery, Inc. and Joshua 8K 0014112 101 722004
102 (I_Qlfer of;%loyrrm by and between Energy Recovery, Inc. and Michael Mancini as Chief 8K 0134112 101 731204
nenci
31.1* Cerificaion of Principal Executive Officer, pursuant fo Exchange Act Rule 132-14(@
or 150-14(a), as adopted purstnt to Section 302 of the Sarbanes-Oxley Act of
KW Cerificaion of Principal Financial Officer, g:suartb Exchange Act Rue 13a-14(a) or 15d-14(a),
as adopied pursuant t Secion 302 of the Sarbenes-Oxley Act of 2002
.1 Cerificaion of Principal Executive Officer and Principal Financial Officer, pursuant fo 18 U.S.C.
Seciion 1350, as adopted pursuant fo Section 906 of the Sarbenes-Oxley Act of 2002
101 Inline XBRL Document Set for the consalidated financial statements and accompenying noles in
Part|, “Finencid Information” of this Quarterly Report on Fom 10-Q.
104 Infine XBRL for the cover page of this Quarterly Report on Form 10-Q, included in the Exhibit 101
Inline XBRL Docurment Set
*  Filed herewith.
**The certification fLmshed in Exhibit 32.1 is not deemed “filed” for purposes of Section 18 of the Ex Act, or aherwise subject to the liability of thet
secfion, nor shall they be deemed incomporated by reference into any filing under the Securiies Act or the Ex Act
SIGNATURES

Pursuant o the requirements of the Securiies Exchange Act of 1934, the registrant has duly caused this report o be signed on its
behalf by the undersigned thereunto duly authorized.
ENERGY RECOVERY, INC.

Date:  Juy 31, 2024 By: /s/ DAVIDW. MOON
David W. Moon
President and Chief Execuiive Officer
(Principal Executive Officer)

Defe:  July 31, 2024 By: /s/ BRANDON YOUNG
Brandon Yourg
Interim Cief Accouriing Offcer
(Principel Finencial and Accouriing Offcer)
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