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Forward-Looking Information
This Quarterly Report on Form 10-Q for the three months ended March 31, 2026, including Part I, ltem 2, “Management's Discussion

and Analysis of Financial Condition and Results of Operations” gthe “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 fo,
statements about our expectations, objectives, anticipations, plans, hopes, beliefs, intentions or strategies regarding the future.
Fon/vard-lookinI? 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,” and 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 predlict;
therefore, actual results may dliffer materially and adversely from those expressed in any fomard—looldn;; statement. Readers are directed to
risks and uncertainties identified under Part II, Item 1A, “Risk Factors,” and elsewhere in this report for factors that may cause actual results
to be different from those exFressed 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;
sour belief that our technology helps our customer achieve environmentally sustainable operations;

+our expectation 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;

+the timing of our receipt of payment for products or services fromour customers;

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 anficipated 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;

+our expectations relating to the amount and timing of recognized revenue from our projects;

+our expectation 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, lawsits, disputes and claims;
«the impact of losses due to indemnification obligations;

«other factors disclosed under the MD&A and Part |, Item 3, “Quantitaive and Qualitaive Disclosures about Market Risk,” and
elsewhere in tis 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 forwarad-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 May 6, 2026. We assume no obligation to update any such forward-looking statements. Certain risks and uncertainties could cause
actual results to differ materially from those projected 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 with, or
furr;é'shed 1t<()} (t)he Securitties and Exchange Commission (the “SEC”), as well as in Part I, Item 1A, “Risk Factors,” within this Quarterly Report
onForm )
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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 Reports 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(i)( 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, diirectors, 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/?ctrOIvtipall)/ 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 complying with our disclosure 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

Shortterm investments

Accounts receivable, net

Invertiories, net

Prepeid expenses and other assefs
Total curent assels

Long-tem investments

Deferred tax assefs, net

Property and equipment, net

Operating lease, right of use asset
Goodwill

Other assefs, no-curent

Totdl assefs

LIABILITIES AND STOCKHOLDERS’ EQUITY
Curent ligbilities:

Accourts payable

Accrued expenses and ather liabilities
Lease liabilities

Contract ligbiities

Total curent liabiliies

Lease liabilities, non-curent

Other liahiities, non-curent

Totd ligbilties

Commitments and contingencies (Note 7)
Stockholders’ equity:

Common stock

Additiondl paidHin capitl

Accumuiated other comprehensive loss
Treasury stock

Retained eamings

Total stockholders’ eqity

Totd lighilities and stockhaders' equity
See Accomparying Notes to Condensed Consoliceted Financia Statements

%arésm 3, 2@(]Iezo&%amber 3,
(Inthousands)
$ 50116 $ 48,076
36,035 21173
BM 76,639
30,8%6 24,200
5084 5,063
161,062 181,211
591 8,034
10,115 8,267
12,761 12934
1% 7,01
11,128 12,790
737 51
$ 208988 $ 231,514
$ 270 $ 2114
10,820 11,670
2591 2531
1,080 1,039
17,351 17,354
6,24 6,88
1,08 1,070
24,703 25,32
67 67
245,663 244,397
(289) )
(177,57) (166,846)
116,417 128,668
184,285 206,192
$ 0898 $ 231,514




ENERGY RECOVERY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenwe

Cost of revenue

Restructuring - inventory reserve
Gross profit

Operaiing expenses:
Generd and administrative
Sdles and markeling
Research and development
Restructuring charges
Impaiment of goodwill
Tot operating expenses
Loss from operations

Other income:

Interest income

Other non-operating income, net
Total other income, net

Loss before income taxes
Bengfit from income taxes

Net loss

Net loss per share:
Basic and diluted

Number of shares used in per share caculaions:

Basic and diluted
See Acconpanying Nofes to Condensed Consolidited Finarcial Staemerts

ENERGY RECOVERY, INC.

Three Months Ended March 31,

2026 2025
(Inthousands, except per share cets)
$ 9706 $ 8,065
5372 3,607
1,632 —
2,702 4458
6,455 8574
5119 4,906
2789 3,001
1,536 539
1,662 —
17,561 17,020
(14,859) (125
725 1,073
108 6
833 1,019
(14,028) (11,489
(1,779) (1,603
$ (12251) § (9,880
$ 0n $ (018
52,660 54,902

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS



Three Months Ended March 31,

2026

(nthousarck)
Net loss $ (12.251)
Other comprehensive loss, net of tax
Foreign curency franslation adiustments (123)
Unredlized loss on investments (63)
Total ather comprehensive loss, net of tax (191)
Comprehensive loss $ (12442

2025

$

See Accompanying Notes to Concensed Consoliceted Financial Statements

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



(Inthousands, except shares)
Common stock

Beginning balance

Issuance of common stock
Ending bdlance

Additional paicHin capital
Beginning balance

Issuance of common stock
Shares held for tax withholdings
Stock-based compensation
Ending bdlance

Accumulated other comprehensive (loss) income
Beginning balance

Other comprehensive loss

Foreign curency franslation adjustments
Unrelized loss on investments
Tot ather comprehensive loss, net
Ending balance

Treasury stock

Beginning balance

Common stock repurchased
Ending balance

Retained earnings

Beginning belance

Net loss

Ending bdlance

Total stockholders’ equity
Common stock issued (shares)
Beginning balance

Issuance of common sfock

Ending bdlance

Treasury stock (shares)
Beginning balance

Common stock repurchased

ENERGY RECOVERY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended March 31,

=
=
288

8

(166,846)
(10731)
(1rr,5r)

128668
(12251)
16417

$ 184,285

06,774,081
236,340
67,010,421

13,967,259
960,303

-8

25010
1,001
(476)
1925
237560

(16)

@
7

(130870)
(4,53%)
(135409

106,706
(98%0)
%86

198,113

66,182,906
360,146
66,533,052

11,307,045
29,2%



Three Months Ended March 31,

2026 2025
(Inthousards)
Cash flows from operating actvities:
Net loss $ (12251) $ (9,880
Adiustments o reconcile net loss to cash provided by operaiing activiies
Stock-based compensation 1,963 1,963
Depreciation and amorfization 978 %2
Accrefion (amorization) of discounts (premiums) on investments @ (231)
Deferred income taxes (1,848 (1,641)
Impaimment of longHived assets — 33
Impainment of goodwill 1,662 —
Restructuring - inventory reserve 1,632 —
Other non-cash adustments (30 2
Changes in operating assefs and liabilities:
Accourts recelvable, net 37,698 31,677
Contract assefs (%4 378
Inveniories, net (8,400) (7,649
Prepaid and other assets 3 (30
Accounts payable 561 176
Accrued expenses and oher liabilities (869) (6,248
Contract ligbiities 4 80
Net cash provided by operating activiies 2,087 10,678
Cash flows frominvesfing actvities:
Maturities of merkeieble securities 10,950 27,24
Table of Corterts

ENERGY RECOVERY, INC.

NOTES TO CONDENSED'CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1 — Description of Business and Significant Accounting Policies

Energy Recovery, Inc. and its wholly-owned subsidiaries (the “Company” or “Energy Recovery”) designs and manufactures world-

class energy-saving technology for critical infrastructure that communities rely on every day, driving a more resilient and sustainable future.
Leveraging the Company’s pressure exchanger technology, which generaies litfe t no emissions when operating, the Company believes its
solufions 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 ener%y consumption in their industrial processes, which in turn, reduces their carbon foofprint. The Company believes thatits
customers do not have to sacrifice guality and cost savings for sustainability and the Company is 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 Exchanger®(“PX?), Ulra High-Pressure PX, PX G, PX G13008

PX PowerTrain , AT ', and Aquabold . The Company owns, manufaciures and/or develops its solutions, in whole or in part, in the United
States of America (the “U.S.").
Basis of Presentation
The Condensed Consolidated Financial Statements include the accounts of Energy Recovery, Inc. and its wholly-owned subsidiaries.
Allintercompanv accounts and transactions have been eliminated in consolidation.
The amorrpan&g\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, 2025 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 March 31, 2026 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, 2025 included in the Company’s Annual
Report on Form 10-K fled with the SEC on February 25, 2026 (the “2025 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 certain notes to the Condensed Consolidated Financial Statements to conform
to the current period presentation.
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ENERGY RECOVERY, INC.
TJOTEEI;I'%))CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
naudite

se 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 ConT)any’s significant estimates and judgments and that the Company believes are the most
critical fo aid in fully understanding and evaluafing its reported financial results are revenue reooqniﬁon; stock-based compensation expense;
equipment useful ife and valuation; goodwill valuation and impairment, inventory valuation and allowances, deferred taxes and valuation
allowances on deferred tax assets; and evaluation and measurement of contingencies. Those estimates could change, and as a result,
actual results could difler materially from those esfimates.
The Company is not aware of any specific event or circumstance that would require an update fo its esfimates or judgments or a
revision of the carrying value of its assets or liabiliies as of May 6, 2026, the date of issuance of this Quarterly Reporton Form10-Q. These
estimates may change, as new events occur and additional informatfion is obtained. Actual results could difer materially from these
estimates under difierent assumptions or condiions. The Company undertakes no obligation to publicly update these estimates 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 to the Company’s significant accounting policies 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 2025 Annual Report
Recently Adopted Accounting Pronouncement
In July 2025, the Finandial Accounting Standards Board (‘FASB") issued Aooounﬁn% Standards Update 2025-05, Measurement of
Credit Losses for Accounts Receivable and Contract Assets (*ASU 2025-05"). ASU 2025-05 provides a practical expedient for measuring
expected creditlosses on current accounts receivables and contract assets by assuming that conditions at the balance sheet date remain
unchanged over the life of the asset The Conrany adopted ASU 2025-05 on January 1, 2026 and the adoption did not have a material
impact on results oégperations, cash flows, or finandial condifion.
Recently Issued Accounting Pronouncements Not Yet Adopted
There have been no issued acoounﬁn%pronounoen’ents that have not yet been adopted during the three months ended March 31,
2026 that apply to the ConRany other fhan the pronouncements disclosed in Note 1, “Description of Business and Significant Accounting
Policies - Recently Issued Accounting Pronouncements Not Yet Adopted,” of the Notes to Consolidated Financial Statements included in ltem
8, “Financial Statements and Supplementary Data,” of the 2025 Annual Report

Energy Recovery, Inc. | Q12026 Quarterly Report (Form10-Q) | 8
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 2 — Revenue
Disaggregation of Revenue
The following table presents the disaggregated revenues by segment, and within each segment, by geographical market based on the
customer “shipped o’ address, and by channel customers. Sales and usage-based taxes are excluded fromrevenues. See Note 9,
“Segment Reporting,” for further discussion related to the Company’s segments.
Three Months Ended March 31, 2026

Desalination Wastewater ~Emerging,  Total
Technologies

(Inthousandk)
Geographical market
Midde East $ 256 § -9 7§ 25
Africa 1% — — 1%
Other 6,205 601 12 6,927
Tot revenue $§ 897 § o0 $ 198§ 9706
Channel
Original equipment $ 586 $ 01 $ 121§ 658
Aftermarket 2677 — 4 274
Megaproject 4 — — 34
Tod revenue $ 87 § 01§ 18§ 9706
Contract Balances
The following table presents contract balances by category.

March 31, December 31,

2026 2025

(Inthousands)
Accounts recelvable, net $ BWM § 76,69
Contract assets, curent (included in prepaid expenses and other assets) $ 1701 § 1,647
Contract liabilities:
Contract lichilites, curent $ 10800 § 1,09
Tot contract liabilites $ 1,080 § 1,039

Contract Liabilities
The Cormpany records contract liabilifies, which consist of custormer degosiis and deferred revenue, when cash payments are
received In advance of the Company'’s performance. The following table presents the change in contract liability balances during the reported

periods.
March 31, December 31,
2026 2025
(Inthousands)
Contract liehilities, beginning of year $ 1,09 § 571
Revenue recognized (462) (297)
Cash received, excluding amounts recognized as revenue during the period 503 765
Contract liabilities, end of period $ 1,080 § 1,09

Energy Recovery, Inc. | Q12026 Quarterly Report (Form10-Q) |9
Table of Conterts

ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
%Jnaudited)

emaining Performance Obligations

As of March 31, 2026, the following table presents the revenue thatis expected to be recognized related to performance obligations
ﬂ;grt_gae unsatisfied or partially unsatisfied.
|

Remaining
Obligations.
(Inthousands)
2026 (remaining nine months) $ 10,461
2021 6,587

Toidl $ 17,048
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ENERGY RECOVERY, INC.
RJOTES'J(d))CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
naudite

Note 3 — Loss Per Share

Netloss for the reported Feriod is divided by the weighted average number of basic and diluted common shares outstanding during
the reported period to calculate the basic and diluted loss per share, respectvely. Oulstandin'g stock options to purchase common shares,
unvegted restricted stock units (“RSUs”), and unvested performance restricted stock units (*

awards.”

*Basic loss per share is computed using the weighted average number of common shares outstanding during the period.

*Diluted loss per share is computed using the wgigmed average number of common and potentially dilufive shares outstanding

during the period, using the treasury stock method. Any ant-dilufive effect of equity awards outstanding is not included in the

computation of diluted loss per share.

The following table presents the computation of basic and diluted loss per share.

SUs”) are collectively referred to as “equity

Three Months Ended March 31,

2026 2025
(Inthousand, except per share amounts)
Numerator
Net loss $ (12251) § (9880
Denomingtor (weighted average sheres)
Basic and dilutive common shares oustanding 52600 54,902
Diluted common shares outstanding 52,600 %902
Loss Per Share
Basic and diuive $ 0z $ (0.18)

The following table presents the equity awards that are excluded from diluted loss per share because (i) their efiect would have been
ant-dilutive, or (ii) the equity awards were coningent upon conditions for issuance which were not safisfied as of March 31, 2026.
Three Months Ended March 31,

2026 2025
(Inthousands)
Anti-diluive ecuity award shares 3305 2806
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 4 — Other Financial Information

Cash, Cash Equivalents and Restricted Cash

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

cash. The following table presents a reconciliaion of cash, cash equivalents and restricted cash, such as cash amounts deposited in
restricted cash accounts in connection with the Company’s credit cards, reported for each period within the Condensed Consolidated Balance
Sheets and the Condensed Consolidated Statements of Cash Flows that sumto the tofal of I\?lgrdgh amounts.

3, December 31, March 31,
2025 2025
(Inthousandk)

Cash and cash equivaents $ 50116 $ 806 $ 49137
Restricted cash, non-cument (included in ather assets, non-curren) — — 131
Total cash, cash equivaents and resfricted cash $ 50116 $ 806§ 49,268
Inventories, net
Inventory amounts are stated at the lower of cost or net realizable value, using the first-in, first-out method.

March 31, December 31,

2026 2025

(Inthousandk)
Raw materids $ 9688 $ 8280
Work in process 6,879 6,270
Finished goods 17,035 10,768
Inventories, gross 3B3602 25,321
Valuation adiustments for excess and obsolete inventory (2716) (1,067)
Invertories, net $ 08%6  $ 24260

Goodwill
Goodwill is tested for impairment annually in the third quarter of the Company'’s fiscal year or more frequently if indicators of potential
impairmentexist The Company monitors the industries in which it operates and reviews ifs business performance for indicators of potential

impairment The recoverability of goodwill is measured at the reporting unit level, which represents the operating segment
In February 2026, the Company wound down operations of the CO, retail grocery business within its Emerging Technologies

segment due to a fundamental change in the outiook of the business. The Company considered the wind down to be an indicator of
impairmentand performed a quantitative impairment test using the discounted cash flow approach and market approach. Based on the
results of the analysis, the Company determined that the carrying value of the regorﬁng unitexceeded its fair value and recorded an
impairment charge of $1.7 million during the three months ended March 31, 2026.
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Unaudited)

ccrued Expenses and Other Liabilities

March 31, December 31,

2026 2025

(nthousands)
Accrued expenses and ather liabiities, current
Payroll, benefits, incentives and commissions payable $ 508 $ 6,683
Warranty reserve 189 206
Restructuring accrual %1 —
Income texes payable 2332 2401
Other accrued expenses and ather liabilities 235 231
Totdl accrued expenses and ather lisbilifes 10,890 11,670
Other liabiliies, non-current 1,08 1,070
Totd acorued expenses, and current and non-current other ligbilities $ 1198 § 12740
Restructuring
2024 Restructuring Plan

During the fourth quarter of fiscal year 2024, the Company implemented a resfruciuring plan which included reductions primarily within

the function, in order to lower the Company’s operating cost structure, and to é)osmon the Company for profitable growth. The Company
recorded a restructuring charge of approximately $2.8 million in total, of which $0.5 million was recorded during the three months ended
March 31, 2025. The total restructuring charge recorded relates t severance and benefts, including reemployment assistance, for

38 terminated employees, which was approximately 15% of the Company’s workforce. The resfruciuring plan was conplete as of Decerrber
31, 2025. All expenses associated with the Company’s restructuring plan are included in “Restructuring charges” in the Condensed
Consolidated Statements of Operations.

2026 Restructuring Plan

During the first quarter of fiscal year 2026, the Company wound down operations of the CO, refail grocery business within its

Emerging Technologies segment due to a fundamental chan(ﬁ in the outiook of the business. The Company recorded a restructuring charge
of approximately $1.5 million during the three months ended March 31, 2026. The resfructuring charge recorded relates to severance an
benefits, including reenployment assistance, for 23 terminated enployees. In addition, the Company Incurred other related charges
associated with the wind down of the CO, retail grocery business, including excess and obsolescence reserves taken on CO, inventory of

approximately $1.6 million and impairment of goodwill of approximately $1.7 million, which are included in “Restruciuring - inventory reserve”
and “Impairment of goodwill” in the Condensed Consolidated Statements of Operations, respecively. Refer to section Goodwill within this
footnote for additonal information. The restructuring plan was substantially complete by the end of the first quarter of fiscal year 2026 and the
Company does not expect to incur significant additional expenses related to the restructuring.
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he following table presents the change in the Company’s restructuring accrual balances, which is included within Accrued expenses
and other liabiliies on the Condensed Consolidated Balance Sheets, during the three months ended March 31, 2026:

Severance and

Benefits

(In thousands)
Balance, as of December 31, 2024 $ 2476
Restruciuring provision, net of adjustments 33
Cash paid (2789)
Baance, as of December 31, 2025 $ —
ResfructLring provision T 15%
Cash paid (579)
Balance, as of March 31, 2026 $ %1
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Note 5 — Investments and Fair Value Measurements

Fair Value of Financial Instruments

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

gory amoriized costand fair value. Gross unrealized gains and losses were not material for the periods presented. As of March 31,
2026 and December 31, 2025, the Company had no financial liabiliies and no Level 3 financial assets.



March 31, 2026 December 31, 2025
Pncmg Amoruzed \Flair Amortized  Fair
alue Cost Value

(Inthousards)
Cash equivalents
Money market securities Level 1 $ 78R § 17s® $§ 12»B § 125
U.S. treasury securities Level 2 — — 12,982 1295
Tot cash equivaents 17,82 17,82 24177 24,180
Short-term investments
U.S. treasury securities Level 2 26,53 26,539 13,618 13,640
Corporate notes and bonds Level 2 9,507 94% 13,505 13533
Totd short-term investments 36,042 36,035 21123 21173
Long-term investments
U.S. treasury securiies Level 2 %5 %7 1,959 1,97
Corporate notes and bonds Level 2 5,026 5,034 6,038 6,063
To longteminvestments 5,981 591 797 8034
Total short and long-term investments 42023 42026 3120 365,207
Toal § 50915 § 50918 § 90207 § W
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Note 6 — Lines of Credit

Credit Agreement

The Company entered info a credit agreement with JPMorgan Chase Bank, N.A. on Decermber 22, 2021 (as amended, the “Credit
Agreement’). The Credit Agreement was amended on January 21, 2026 0 extend he ex(i)lrahon date from December 21, 2026 1o

January 21, 2031. The Cred|tAgreerrent provides a conmitied revolvmg creditline of $50.0 million and includes both a revolvmg loanand a
letiers of credit S‘LCS") component

Under the Cre |tﬁ/?reement as of March 31, 2026, there were no revolving loans outstanding. In additon, under the LCs

component, as of March 31, 2026 and Decerrber 31, 2025, the Company utlized $20.4 million of the maximum allowable credit line of

$30 0 milion, which includes newly issued LCs and prewously issued and unexpired stand-by letters of credit (“SBLCS”).



Energy Recovery, Inc. | Q12026 Quarterly Report (Form10-Q) | 16
Table of Corterts

ENERGY RECOVERY, INC.
{‘IIJOTE(ST;KC)I)CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
naudite

Note 7 — Commitments and Contingencies

Sublease

On March 10. 2025. the Companv entered info an aareement to subleas its Katy, Texas operating lease. The sublease commenced

on March 10, 2025 and will expire on December 31, 2029. The sublease is classified as an operafing lease and has a remaining lease term

of 3.8 years as of March 31, 2026. Sublease income was immaterial during the three months ended March 31, 2026 and 2025, and is

g:oor iged as a reduction of lease expense in general and administrative within the Company’s Condensed Consolidated Statements of
eraions.

The Company considered the sublease to be an indicator of impairment of the original lease. The Conﬁany compared the

undiscounted cash flows from the sublease to the carrying value of the Katy, Texas operating lease, which included the associated right-of

use assetand leasehold improvements. The Company concluded that the carrying value was not recoverable as it exceeded the esimated

undiscounted cash flows.

The Company calculated the impairment charge by oonﬁ)aring the carrying value of the Katy, Texas operafing lease to s fair value,

which was calculated based on the net discounted cash flows associated with the sublease. The Company recorded a fotal impairment

charge of $0.4 million during the three months ended March 31, 2025, of which $0.2 million and $0.2 million was recorded against the right-

of-use assetand the associated leasehold improvements, respecively. The allocation of the impairment charge was based on the relatve

carrying value of the assefs. The impairment charge was recorded in general and administrative within the Company’s Condensed

Consolidated Statements of Operations.

Litigation

From time-to-time, the Company has been named in and subject to various proceedingg and claims in connection with its business.

The Corrpan¥_ rre% in the futre become involved in liigation in the ordinary course of business, including liigation that could be material to

its business. The Company considers all dairms, ifany, 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 daims in its consolidated financial statements. The Conrany 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 to reflect the impacts of negotiations, setlements, rulings, advice of legal counsel and other

information and events tﬁeriainin fo a particular case. As of March 31, 2026, the Company was notinvolved in any lawsuits, legal

proceedings or claims that would have a material efiect on the Company’s financial position, results of operations, or cash flows. Therefore,

there were no material losses which were probable or reasonably estimable and accordingly, the Company did not record a provision for

litgation as of March 31, 2026 and December 31, 2025.
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Note 8 — Income Taxes

Three Months Ended March 31,
2026 2025
(Inthousarok, except percertages)
Bengit from income taxes $ (m % (1,603
Discrete iterms (132 5
Beneit from income taxes, excluding discrete items $ o  $ (1.561)
Efleciive tax rae 127% 14.0%
Effective tax rate, excluding discrete items 13.6% 13.5%

The Company’s interim period tax benefit romincome taxes is determined using an estimate of its annual effective tax rate, adjusted

for discrete items, if any, that arise during the period. Each quarter, the Company updates ifs estimate of the annual effective tax rate, and if

the estimated annual eflective tax rate changes, the Company makes a cumulaive adjustment in such cI:Jeriod. The Company’s quarterly tax

provision and esfimate of its annual eflective tax rate are subject o variaion due to several factors, including variability in accurately

ﬁredicﬁn its pre-tax income or loss and the mix of jurisdictions to which they relate, the applicability of special tax regimes, and changes in
ow the Company does business.

For the three months ended March 31, 2026, the recognized benefit romincome taxes resulted fromthe tax projection based on the

full year forecasted profitand included benefts related to the U.S. federal foreign income and foreign-derived deduction eligible

income (“FDDEI") federal research and development (“R&D”) tax credit, reduced by certain permanent diffierences, such as non-deductible

stock-based compensation.

For the three months ended March 31, 2025, the recognized benefit fromincome taxes resulted from the tax projection based on the

full year forecasted profitand included benefits related o the U.S. federal foreign-derived intangible income (“FDII"), federal R&D tax credit,

cerfain permanent difierences, such as stock-based compensation shortfalls, and garﬁal release of California valuation allowance.

The eflective tax rate excluding discrete items for the three months ended March 31, 2026, as compared o the prior year, difiered

primarily due to lower Ero'ected federal R&D tax credits, increased non-deductible officer stock-based compensation, largely offset by

projected higher U.S. FDDEI benefis.

On July 4, 2025, the One Big] Beautiful Bill (“OBBBA") Act, which includes a broad range of tax reform provisions, was signed into law

in the United States. During the three months ended March 31, 2026, the Company recorded its best esfimate of the impact of the OBBBA on

the income tax provision. The Company will continue to evaluate the elections available within the OBBBA, which may impact the timing of

permanentand temporary differences within the Company’s tax provision.
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Note 9 — Segment Repomn%

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

During the three months ended March 31, 2026, the Company changed the composition of ifs reportable segments fo befter reflect

how the CODM manages the business. As a tﬁart of this change, the Water segment was separated into two segments, the Desalination
segmentand the Wastewater segment, as both met the criteria of a reportable segment Prior periods have been recast to conformto the
currentyear gesemaﬁon. The recast of prior year information had no impact on the Company’s Condensed Consolidated Balance Sheets,
Condensed Consolidated Statements of Operations, Condensed Consolidated Statements of Comprehensive Loss or Condensed
Consolidated Statements of Cash Flows.

Segment Definition

Income and type of expense acfivities that are included in the Desalination, Wastewater and Emerging Technologies segments and
corporate operafing expenses are as follows:

Desalination segment: The continued development, sales and support of the PX, hydraulic turbochargers and pumps used in
seawater desalination treatment facilities.

Wastewater segment: The coninued development, sales and support of the PX; hydraulic turbochargers and punmps used in
wastewater treatment facllities.

Emerging Technologies se&ment: The continued development, sales and support of acivities related fo emergin

technologies, such as the PX G1300 used in industrial and commercial refrigeration applications. In February 2026, the

Company wound down operations of the CO, retail grocery business within its Emerging Technologies segment due o a

fundamental change in the outiook of the business. As of the first quarter of fiscal year 2026, the Company has substantially
completed the wind down of the business.

Corporate operating expenses: The corporate expenses include certain unallocated expenses outside of the operating
segments, such as audit and acoounting services, legal services, board of director fees and expenses, human resources
ac’uviﬁest,sinforrmﬁon systems acfiviies and other separately managed general expenses not related to the identified
segments.
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he following table presents a summary of the Company'’s financial information by segment, including significant segment expenses,



and corporate operating expenses.

(Inthousands)

Revenue

Cost of revenue

Restructuring - inventory reserve
Gross profit (loss)

Operating expenses
General and administrative
Sales and markefing
Research and development
Restructuring charges
Impairment of goodwill

Total operating expenses
Operating income (loss)
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Note 10 — Concentrations

Revenue by Country

The following table presents the Company’s product revenue by country.

Product revenue by country:(1)
Cypus

Egypt

India

Others

Total

Zero or less than 10%.

0 Counties representing more then 10% of prodluct revenues for the periods presented.

Countries in the aggregate, individually representing less then 10% of product revenues for the periods presented.
Customer Revenue Concentration

Three Months Ended March 31, 2026

Desalination Wastewater Emerging Corporate Total

Technologies

$ 807 $ 601§ 198 $
490 30 )
- — 18R

395 B1 (149

75 981 348
2,485 1,163 858
1,616 136 1,087

335 18 1,140

— — 1,662
5192 2,208 5,045

— § 9706
— 5372
= 1,632
— 2,702

4,370 6,455
613 5119
— 2,789
43 1,536
— 1,662
5026 17,561

Three Mon

Desalination

$ 779
3,382

43717
845
2,108
849
107

3909

$ (1.27) $ (2067) $ (6539 $ (5026) $(14859) § 468

Three Months Ended March 31,
2026 2025

12% b

12% b

* 18%

76% &%
100% 100%




The following table presents 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 Conﬁany’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 specific relationships or contracts that would concentrate revenue for the periods presented and do not
indicate a trend specific to any one customer.

Three Months Ended March 31,
Segment 2026 2025
Customer A Desalination 13% *
Customer B Desdlingion * 12%
Zero or less then 10%.
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Note 11 — Stockholders’ Equity

Share Repurchase Programs

The Company’s Board, from fime-to-time, has authorized share repurchase programs under which the Company may, at the

discretion of management, repurchase its outstanding common stock in the open market, or in privately negofiated transactions, in
compliance with applicable state and federal securities laws. The fiming and amounts of any purchase under the Cormpany’s share
repurchase programs is based on market conditions and other factors including price, regulatory requirements, and capital availability. The
Company accounts for stock repurchases under these programs using the cost method. As of March 31, 2026, the Company has
repurchased 14,927,562 shares of its common stock at an aggregate cost of $176.8 million under all share repurchase programs.
February 2025 Authorization

On February 26, 2025, the Company announced that the Board authorized a share repurchase program under which the Company

ma% repurchase its outstanding common stock, at the discrefion of management, for up to $30.0 million in aggregate cost, which includes

both the share value of the acquired common stock and the fees charged in connection with acquiring the common stock (the “February 2025
Authorizaﬁon?. On August 19, 2025, the Company concluded all share repurchases under the February 2025 Authorization. Under the
February 2025 Authorization, the Company repurchased 2,183,648 shares atan aggregate cost of $30.0 million.

August 2025 Authorization

On August 6, 2025, the Board announced a share repurchase program under which the Company may repurchase its outstanding
common stock, at the discretion of management, for up to $25.0 million in aggregate cost, which includes both the share value ofthe
ao%uired common stock and the fees charaed in connection with acauirina the common stock (the “August 2025 Authorization”). The August
2025 Authorization will expire in May 2026. The Company began to purchase under the August 2025 Authorizafion in August 2025.

The following table presents the share repurchase actviies under the August 2025 Authorization as of March 31, 2026.

Number of Shares Average Price Paid Plan Activity
Purchased

per Sharer)
(Inmillions)
August 2025 Authorization %0
Repurchases under August 2025 Authorization 1,346,809 $1207 (16.3)
Remaining amount under August 2025 Autharization $ 87

(" Excludng commissions

May 2026 Authorization

On Mg%/ 6, 2026, the Company announced that the Board authorized a share repurchase program under which the Company may
repurchase its outstanding common stock, at the discretion of management, for up to $25.0 million in aggregate cost, which includes both the
share value of the acquired common stock and the fees charaed in connection with acauirina the common stock (the “Mav 2026
Authorization”). The May 2026 Authorization will expire in April 2027. The Conmpany expects fo begin purchasing under the May 2026
Authorization in May 2026.



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

Overview

Energy Recovery, Inc. (the “Company”, “Energy Recovery”, “we”, “our” and “us”) designs and manufactures soluions that make

industrial processes more eficient and sustainable. Leveraging our pressure exchanger technology, which generates litle to no emissions
when operating, we believe our solutions 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 footprint. We 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 (*SWRO’), significantly lowering the energy intensity and cost of
water producton globally from SWRO. Our pressure exchanger technologczI is being aplﬁlied to the wastewater fifration market, such as
baﬁglry n%nufﬂcnér%s, mining operations, municipaliies, and other manufacturing plants that discharge wastewater with significant levels of
metals and pollutants.

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 developed leading technology and en?ineering expertise through the continual evolution of our
pressure exchanger technology, which can enhance environmental sustainability and |nE£ove productvity by reducing waste and energy
consunption in high-pressure industrial fluid-flow systems. This versatile technology works as a platiormto build product applications and is
atthe heart of many of our products. In additon, we have engineered and developed ancillary devices, such as our hydraulic urbochargers
and circulation “booster” punmps, that complement our energy recovery devices.

Segments

Qur reportable operating segments consist of the desalination, wastewater and emerging technologies segments. These segments

are based on the industries in which the technology solutions are sold, the type of energy recovery device or other technology sold and the
related solution and service or, in the case of emerging technologies, where revenues from new and/or potential devices utilizing our
pressure exchanger technology can be broughtto market Other factors for determining the reportable operating segments include the
manner in which our Chief Operating Decision Maker (“CODM"), our Presidentand Chief Executive Officer, evaluates our performance
combined with the nature of the individual business actvities. In addition, our corporate operafing expenses include expenditures in support
of the desalination, wastewater and emerging technologies segments. \We continue to monitor and review our segment rerorﬁng structure in
accordance with authoritative guidance fo determine whether any changes have occurred that would impact our reportable segments.
During the three months ended March 31, 2026, we changed the composition of our reportable segments to better reflect how the

CODM manages the business. As a part of this change, the Water segment was separated info two segments, the Desalination segment and
the Wastewater segment. Prior periods have been recast to conformto the current year presentation.
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Results of Operations

A discussion regardlr’:ﬁ; our financial condition and results of operations for the three months ended March 31, 2026, compared fo the
three months ended March 31, 2025, is presented below.

Revenue

As a significant portion of our revenue is derived fromlarge project contract deliveries that are up t 36 months from contract date,

variability 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
Revenue by Channel Customers

Three Months Ended March 31,
2026 2025
Revenue % of Revenue ';4; of Change
evenue evenue
(Inthousancs, exoent percertages)
Origindl equipment menufacturer $ 658 6% $ 4001 50% $ 2587 65%
Aftermarket 2754 8% 408 5% (1,274 (32%)
Megaproject B4 4% ¥ —% 3B 9N1%
Totdl revenue $ 9706 100% $ 8065  100% $ 164 2%
Revenue Attributable to Primary Geodqra hical Markets by Segments
Three Months Ended March 31,
2026 2025
Desalination Wastewater ~ Emerging,  Total Desalination Wastewater ~ Emerging,  Total
Technologies Technologies
(nthousands)
Midde East $ 256 § — 7§ 258 % 204§ — 9 1% 2065
Afiica 1% — — 1% 806 — — 86
Other 6,206 001 121 6,927 4879 k03] — 5184
Totdl revenue § 87 § 601§ 18 § 9706 § 770§ B $ 1§ 806

Three months ended March 31, 2026, as compared to the three months ended March 31, 2025

The increase in original equipment manufacturer revenue of $2.6 million was due primarily to:

«Desalination: The increase In revenue of $2.1 million was due primarily to hi#her shipments of products to the Europe marketand
the Middle East market, partially offset by lower shipments of products to the Arrica market

«Wastewater: The increase in revenue of $0.4 million was due primarily to higher shipments of products to the Asia market
-Emkerging Tech: The increase in revenue of $0.1 million was due primarily to higher shipments of products to the Americas
marke

The decrease in aftermarket revenue of $1.3 million was primarily due o lower shipments o the Asia and Middle East markets.
The increase in megaproject revenue of $0.3 million was due primarily to higher shipments to the Middle East market

Concentration of Revenue

See Note 10, “Concentrations,” of the Notes to Condensed Consolidated Financial Statements in Part |, ltem 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 primerily of raw materials, personnel coss (including
stock-based compensation), manufacturing overhead, warranty costs, and depreciaion expense.

Three Months Ended March 31,

2026 2025 Change
(Inthousands, excent percentage andbesis pairt)
Gross proft $ 212§ 448 § (1,79
Gross margin 21.8% %6.3% (2750) bps

The decrease in gross profitand gross margin for the three months ended March 31, 2026, as compared to the prior year, was due

primarily to $1.6 million of restructuring charges booked to inventory associated with the wind down of the CO, retail grocery business, as

\’(v/lell ghséqcrggggd costs related to product and channel mix, pricing, tariffs, and indirect manufacturing costs during the three months ended
arch 31, .

Operating Expenses

The total material changes of general and administrafive (“G&A”), sales and markefing (“S&M") and R&D operating expenses for the

three months ended March 31, 2026, as compared to the comparable period in the prior year, are discussed within the following overall

operating expenditures, and the segment and corporate operating expenses discussions below.

Three Months Ended March 31,

202 2025

Desdliretion ~ Wesstewater mgjs Carporate Tolal Desdliration ~ Wesstewater m%ﬁ Corporate Total
(Inthousands)

Generd and $§ 7T $§ B $§ M § 430 § 6465 $ 85 § 78 § 75 § 6246 $ 854
administrative

Sdes and 2485 1,163 88 613 5119 2108 1,087 1,270 91 4,906
merketing

Research and 1,616 1% 1,087 — 2789 89 39 1,83 — 3,001
development

Restructuring 33 18 1,140 43 1,53% 107 103 123 26 539
cherges

Impainment of — — 1,662 — 1,662 — — — — —
%ill

Tot operating $ 512 § 2208 $§ 5045 $ 506 $ 1771 § 399 § 2197 § 3911 § 63 $ 1700
expenses

Three months ended March 31. 2026, as compared to the three months ended March 31, 2025
Overall Operating Expendifures. Overall %Eeraﬁng expenditures increased by $0.5 million, or 3.2%. This increase was due primarily
to impairment of goodwill and restructuring charges incurred as part of the wind down of the CO refail grocery business, partially ofsetby a
decrease in enployee costs, as well as consuling costs and impairment costs associated with the sublease of the Katy, Texas lease incurred
during the three months ended March 31, 2025.
Desalination Segment. Desalination segment related operating expenses increased by $1.3 million, or 32.8%. This increase was due

rimarily fo hé%her enp\l/c\néee costs, including stock-based compensation costs, and higher restructuring charges.

stewater Segment. Wastewater segment related operating expenses increased by $0.1 million, or 4.6%. This increase was due

primarily o higher consulting costs, partially offset by lower employee costs.

Emerging Technologies Segment. Emerging Technologies segment related operafing expenses increased by $1.1 million, or 27.0%.
This increase was due primarily to impairment of goodwill and restructuring charges incurred as part of the wind down of the CO, retail

%rooery business, partially ofset by lower employee costs, indluding stock-based compensation costs.

orporate Operating Expenses. Corporate operafing expenses decreased by $1.9 million, or (27.6%). This decrease was primarily
due fo lower enployee costs, consuling costs and impairment costs associated with the sublease of the Katy, Texas lease incurred during
the three months ended March 31, 2025.

Restructuring Charges. During the frst quarter of fiscal year 2026, we wound down operations of the CO, retail grocery business

within our Errergin? Technologies segment due o a fundamental change in the outiook of the business. We recorded a restructuring charge
of approximately $1.5 million during the three months ended March 31,72026. The total restructuring charge recorded relates to severance
and benefits, including reemployment assistance, for 23 terminated enployees. In addition o the restruciuring charges, the Company
incurred other related charges associated with the wind down of the CO, retail grocery business, including excess and obsolescence

reserves taken on CO, inventory of approximately $1.6 million and impairment of goodwill of approximetely $1.7 million, which are included in
“Resfructuring - inventory reserve” and “Impairment of goodwill” in the Condensed Consolidated Statements of Operations, respectively.



The resfructuring plan was substantially complete by the end of the first quarter of fiscal year 2026 and the Company does not expect to incur
significant additional expenses related to the restructuring.

uring the fourth quarter of fiscal year 2024, we implemented a resfructuring plan which included reductions in our workforce in all
functions of the organization, primarily within the G&A function, in order to lower our operating cost structure, and to position the Company for
profitable growth. "We recorded total restructuring charges of approximately $2.8 million, of which $0.5 million was recorded during the three
months ended March 31, 2025. The total restructuring charge relates to severance and benefits, including reemployment assistance, for
38 terminated employees, which was approximately 15% of our workforce.  The implementation of the resfructuring plan was complete as of
December 31, 2025. See Note 4, “Other Financial Information — Restructuring,” of the Notes for further discussion and disclosure on our
restructuring program.

Other Income, Net

Three Months Ended March 31,

2026 2025
(Inthousarc)
Interest income $ % % 1,073
Other non-operating income, net 108 6
Tot other income, net $ 83 $ 1,079

The decrease in “Total other income, net’ in the three months ended March 31, 2026, as compared to the comparable period in the
i)rior year, was primarily due 1o a decrease in short and long-terminvestments.

ncome Taxes

Three Months Ended March 31,

2026 2025

(Inthousands, except percertages)
Bengit from income taxes $ (1§ (1,608)
Discrele ftems (1) 5
Benefit from income taxes, excluding discrete items $ (19 § (1,561)
Effective tax rae 127% 14.0%
Effective tax rate, excluding discrete items 13.6% 13.5%

The interim period tax benefit romincome taxes is determined using an estimate of our annual effecive tax rate, adjusted for discrete

itenrs, if any, thatarise during the period. Each quarter, we update our estimate of the annual effective fax rate, and if the estimated annual
effective tax rate changes, we make a cumulative adjusiment in such period. The quarterly tax provision and estimate of our annual effective
fax rate are subject o variation due to several factors, including variability in accurately gredicﬁng our pre-tax income or loss and the mix of
jurisdictions to which they relate, the applicability of special tax regimes, and changes in how we do business.

For the three months ended March 31, 2026, the recognized benefit romincome taxes resulted fromthe tax projection based on the

full year forecasted profitand included benefits related o the U.S. federal foreign-derived deduction eligible income (“FDDEI") federal
research and development (“R&D”) tax credit and certain permanent differences, such as non-deduclible stock-based compensation.

For the three months ended March 31, 2025, the reoog)nized beneftrom income taxes resulted romthe tax projecfion based on the

full year forecasted profitand included benefis related 1o the U.S. federal foreign-derived intangible income (“FDII"), federal R&D tax credit,
certain permanent diffierences, such as stock-based compensation shortalls, and garﬁal release of California valuation allowance.

The effective tax rate excluding discrete itens for the three months ended March 31, 2026, as compared to the prior year, difiered

primarily due to lower Ero'ected federal R&D tax credits, increased non-deductble officer stock-based compensation, largely ofiset by
projected higher U.S. FDDEI benefits.



Liquidity and Capital Resources
Overview
From time-to-iime, management and our Board of Directors (the “Board”) review our liquidity and fulure cash needs and may make a
decision to (1) return cagital to our shareholders through a share repurchase programor dividend paglout or (2) seek additonal debt or equity
financing. As of March 31, 2026, our principal sources of liquidity consisted of (i) unrestricted cash and cash equivalents of $50.1 million that
are held in cash acoounts and invested in money marketfunds and U.S. treasury securiies; (i) investment-grade short-termand long-term
marketable debtinstruments of $42.0 million that are primarily invested in U.S. treasury securities and corporate notes and bonds; and
ﬂi) accounts receivable, net of allowances, of $38.9 million. “As of March 31, 2026, there was unrestricted cash of $0.9 million held outside

e U.S. We invest cash not needed for current operations predominanty in investment-grade, marketable debt instruments with the intent to
make such funds available for future operating purposes, as needed. Although these securities 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 to support our liquidity needs in the
foreseeable future. We believe the risk of this portfolio to us is in the ability of the underlying companies or government agencies to cover
their obligations at maturity, notin our ability to frade these securities ata proft Based on current projections, we believe exising cash
balances and future cash inflows from this portiolio 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. on December 22, 2021 (as amended, the “Credit Agreement’).
The Credit Agreement provides a commitied revolving credit line of $50.0 million and includes both a revolvin%loan and a leters of credit
(“LCs”) component. The Credit Agreement was amended on January 21, 2026 to extend the expiration date from December 21, 2026 to
January 21, 2031. The meximum allowable LCs under the credit line component of the Credit Agreementis $30.0 million. As of March 31,
2026, the Company was in compliance with all covenants under the Credit Agreement
See Note 6, “Lines of Credit,” of the Notes for further discussion related to the Credit Agreement
Share Repurchase Programs
The Board, from fime-to-fime, has authorized share repurchase programs under which we may, atour discretion, repurchase the
Company'’s outstanding common stock in the open market, or in privately negotiated transactions, in compliance with applicable state and
federal securities laws.  The fiming and amounts of any purchase under the share repurchase programs are based on market conditions and
other factors including price, regulatory requirements, and capital availability. \We account for stock repurchases under these programs using
the cost method. As of March 31, 2026, we have cumulatively repurchased 14.9 million shares of the Company’s common sfock atan
aggregate cost of $176.8 million under all share repurchase programs. The following is a discussion of the current share repurchase
E)roaram during the three months ended March 31, 2026. See Note 11, “Stockholders’ Equity — Share Repurchase Programs,” of the Notes

r further discussion related to share repurchase programs and a reconciliaion of the latest share repurchase plan balance.
On August 6, 2025, we announced that the Board authorized a share repurchase program under which we may repurchase our
outstanding common stock, at the discrefion of management, up to $25.0 million in aggregate cost, which includes both the share value of the
acquired common stock and the fees charged in connection with acquiring the common stock (the “August 2025 Authorization”). We began
repurchasing our outstanding common stock under the August 2025 Authorization in August 2025. The August 2025 Authorization will expire
in May 2026. As of March 31, 2026, we have repurchased 1,346,869 shares of our common stock atan aggregate cost of approximately
%18% m:”ion of which 960,303 were purchased during the three months ended March 31, 2026 at an aggregate cost of approximately

.7 million.

On May 6, 2026, we announced that the Board authorized a share repurchase program under which we may repurchase our
outstanding common stock, at the discretion of management, for up to $25.0 million in ‘aggregate cost, which includes both the share value of
the acquired common stock and the fees charged in connection with acquiring the common stock (the “Mag 2026 Authorizaiion’R]. We expect
o opmmggellrggg;dwasing our outstanding common stock under the May 2026 Authorizafion in May 2026. The May 2026 Autnorizafion will
expire in Apri .



Cash Flows

Three Months Ended March 31,
2026 2025 Change
(nthousancs)
Net cash provided by operating activiies $ 2037 § 10678 $ 10,359
Net cash (used in) provided by investing activities (7,606) 12674 (20,280)
Net cash used in financing acfiviies (11,376) (3,874) (7,502)
Effect of exchange rate differences on cash and cash equivalents (15 3
Net change in cash, cash equivaents and restricted cash $ 2000 § 19511 § (17.471)

Cash Flows from Operating Activities

Net cash provided by operafing actvities is subject to the project driven, non-cydlical nature of our business. Operafing cash flow can
fluctuate significantly from reporting JJeriod to reporting period, due o the iming of receipts of large project orders. Operating cash flow may
be negative in one reporting period and significanty positive in the next Consequently, individual reporting period results and comparisons
may not necessarily indicate a significant rend, either positive or negatve.

The higher net cash provided by operating assets and liabilities for the three months ended March 31, 2026, as compared fo the prior
year, was due primarily o the following factors:

'Aocﬁ?eunt? 2rgg%lvab/e: an increase in cash provided due to an increase in collections related to revenues earned late in the fourth

quarter o X

+Accrued liabilities: an increase in cash provided due to incentives and restructuring expenses paid outin 2025, partially offset by,
*Inventories: a decreasg in cash provided due to cash used to build finished goods inventory in the first quarter of 2026.

Cash Flows from Investing Activities

Net cash (used in) provided by investing actvities primarily relates to maturities and purchases of investment-grade marketable debt
instruments, and capital expenditures sui)porﬁng our growth. The decrease in cash provided during the three months ended March 31, 2026,
as compared o the prior dyear, is primarily due fo fewer maturities of marketable securities. WWe believe our investments in marketable debt
instruments are structured to preserve principal and liquidity while atthe same time maximizing yields without significanty increasing risk.
Cash Flows from Financing Activities

Net cash used in financing activities for the three months ended March 31, 2026 was higher as compared o the cash used in

financing acfivities in the prior year, due to higher repurchases of our common stock partially offset by lower net proceeds from the issuance
of common stock as compared fo the prior year.
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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 fo 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?armrket acceptance of our products, our rate of revenue growth, the fiming of new product introductions, the
expansion of our R&D, manuiacturing and S&M acivities, and the timing and extent of our expansion inio new geographic territories. In
addiion, we may enter info 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 debt financing. Should we need additional liquidity or capital funds, these funds
may not be available to us on favorable terms, or atall.

Recent Accountlngf Pronouncements

Refer to Note 1, “Descripfion 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.
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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

QOur foreign currency exposures are due to fuctuations in exchange rates for the U.S. dollar (*USD”) versus the Brifish pound, Saudi
riﬁgl, Emrat 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.

Our revenue confracts have been denominated in the USD. Atfimes, our international customers may have dificulty obtaining
the USD to pay our receivables, thus increasing collection risk and potential bad debt expense.



In addition, we pay many vendors in foreign currency and, therefore, are subject fo 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 fuctuations. Our international sales and services operations also maintain cash balances denominated in foreign currencies. To
decrease the inherent risk associated with translation 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 litfe 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
signiticantly increasing risk. Ve invest primerily in investment-grade short-termand long-term marketable debt instruments that are subject

to counter-party creditrisk. To minimize this risk, we invest pursuant fo an investment policy approved by the Board. The policy mandates
high credit raing requirements and restricts our exposure to any single corporate issuer by imposing concentration limis.

As of March 31, 2026, our investment portiolio of $42.0 million, in investment-grade markefable debtinstruments, such as U.S.

treasury securities, and corporate notes and bonds, are classified as either short-termand/or long-terminvestments on our Condensed
Consolidated Balance Sheets. These investments are subject to interest rate fluctuations and a decrease in market value to the extent
interest rates increase. To minimize the exposure due to adverse shifts in interest rates, we maintain investments with a weighted average
maturity of approximately six months. As of March 31, 2026, a hypothetical 1% increase in interest rates would have resulted in a less than
$0.2 milion decrease in'the fair value of our investments in marketable debt instruments 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 Officer and our Chief Financial Officer, have evaluated

the eflectiveness of our disclosure controls and procedures as defined in Rule 13a-15(e) of the Securiies Exchange Actof 1934 as of the
end of the d[;eriod covered by tis report

Based on that evaluation, our President and Chief Executive Officer and our Chief Financial Officer have concluded that, as of

March 31, 2026, our disclosure controls and procedures were effective.

Changes in Internal Controls

There were no changes in our internal control over financial reporting during the period covered by tis report that have materially
affected, or are reasonably likely to materially affect, our internal confrol over financial reporting.



PART Il — OTHER INFORMATION

ltem 1 — Ledqal Proceedings

W\e have been, and may be fromfime to fime, 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 eflect on our business,
financial condition, or operating results. Regardless of the outcome, such proceedings or claims can have an adverse impacton us because
o[) %efendse and sefflement costs, diversion of resources and other factors, and there can be no assurances that favorable outcomes will be
obtained.

ltem 1A — Risk Factors
Exceptas noted below, there have been no material changes in our risk factors from those disclosed in Part|, ltiem 1A, “Risk Factors,”
in the 2025 Annual Report
Our Water segment revenues largely depend on the construction of new large-scale desalination plants and the retrofit of
existing desalination plants, and as a result, our operating results have historically experienced, and may continue to experience,
significant variability due to volatility in capital spending, availability of project financing, project timing, execution, war or other
hostilities and other factors affecting the broader water desalination industry.
We currently derive the majority of our Water se?ment revenues from sales of ener?y recovery products and services used in newly
constructed, large-scale desalination plants and the retrofit of existing desalination plants, particularly in dry or drought-ridden regions of the
world. The demand for our products used in the Water segment may decrease if the construction of these large-scale desalination plants or
the retrofit of existing plants declines for any reason, including, any global or regional economic downturns, worsening global or regional
political confiicts, war or other hostilities, such as the 2026 confiict in Iran and escalating tensions in the Middle East, worsening regional
conditions, changing government priorities, or the impact of any global or regional confiicts.
Other factors that could affect the number and capacity of large-scale desalination plants buit or the timing of their completion,
include the availability of required engineering and design resources; availability of credit and other forms of financing; the health of the global
economy; inflation rates; changes in government reguiation, permitting requirements, or f)riorities; and reduced capital spendinl%; for water
desalination solutions. Each of these factors could result in reduced or uneven demand for our products. Pronounced variability, complete
cancellations or delays in the construction of such plants or reductions in spendiing for desalination in general could negatively impact our
Water ssgment sales, which in turn could have an adverse effect on our entire business, financial condition, or results of operations, and
make it difficult for us to accurately forecast our future sales.
A sustained downturn in the economy or global unrest could impact the future of new, and the retrofit of existing,
desalination plants, and the treatment of various wastewater verticals, which could result in decreased demand for our water
;;_roducts and services.

he demand for our water products and services depends 'primarily on the continued construction of new large-scale desalination
plants, the retrofit of existing A)/ants, and the construction of wastewater treatment facilties, particularly in the countries that are part of the
Gulf Cooperation Council, China, Taiwan and India. Weak economic conditions, global uncertainty including the continuing conflicts in
Ukraine, the 2026 conflict in Iran and escalating confiicts in the Middlle East, as well as the impact of increased inflation resulting from such
conflicts may have a negative economic impact on these and other countries, which ma%/ impact the levels of spending on, timing of, delays
to, and availability of, project financing for new desalination and retrofit plant projects. The inabiliy of our customers to secure crediit or
ﬂnancin% for these projects, may result in the postponement or cancellation of these projects. In addition, the change in government priorities
and/or their reduction in spending for water treatmenfj)rojects could result in decreased demand for our products and services, which could
have an adverse effect on our business, financial conaition or results of operations.
Uncertainty in the global geopolitical landscape and macro-economic environment may impact our operations outside the
U.S,, including in the Middle East where many of our water megaprojects are planned.



We conduct our business on a gl bal basis. Our products are sold in numerous countries worldwide, with a large percentage of our

sales generated outside the U.S., specifically in the Middlle East and Africa, and Asian markets which /Jrovide a significant portion of our total
revenue. Therefore, we are exposed to, and impacted by, global macroeconomic factors, U.S. and foreign government policies, and foreign
exchange fluctuations. There is uncertainty surrounding macroeconomic factors in the U.S. and globally characterized by the supply chain
environment, inﬂationagy pressure, rising interest rates, and labor shortages. These global macroeconomic factors, coupled with the U.S.
political climate, political unrest internationally, and conflicts in Europe and the Middle East, such as the 2026 conflict in Iran and Iran’s
response to attacks by the United States and Israel, have created global economic and poltical uncertainty, and have impacted demand for
certain of our products. While the impact and longevity of these factors remain uncertain, we are constantly evaluating the extent to which
these factors will impact our business, financial condition, or results of operations. Over the long-term, demand for our energy recovery
devices could correlate to global macroeconomic and geopoltical factors. Any disrcl#)tion to the economic factors and regulations in these
regions, which remain uncertain, may adversely affect our results of operations and financial condition.

In addltion, there is uncertainty as to the position the U.S. will take with respect to world affairs. This uncertainty may include such

issues as the U.S. support for existing treaty and trade relationships with other countries, including, notably, China, Mexico and Canada. This
uncertainty, together with other recent key global events, stich as currenc[v control requiations and tariff regimes, ongoing terrorist activity,
and hostilities in the Middlle East, may adversely impact (i) the ability or wilingness of non-U.S. companies to transact business with U.S.
companies, includin;; with us; Sil) our ability to transact business in other countries, including the Middlle East, where many of the water
me%aprojects are planned; (i) requlation and trade agreements affecting U.S. companies; {iv/ lobal stock markets (including The NASDAQ
Global Select Maret Composite on which our common shares are traded); and ({;// general global economic conditions. Furthermore, the
conflicts in Europe and the Middlle East have resulted in worldwide ?eopolltical and macroeconomic uncertainty, and we cannot predict how
these confiicts will evolve or their timing. If these conflicts continue for a significant time or further expand to other countries or regions, they
could have additional adverse effects on macroeconomic conditions that may have a diirect adverse impact on our business and/or our supply
chain, business partners or customers in the broader region. All of these factors are outside of our control, but may nonetheless cause us to
adjust our strategy in order to compete effectively in global markets.

ltem 2 — Unregistered Sales of Equity Securities and Use of Proceeds
ﬂnregistered Sales of Equity Securities
one.
Purchases of Equity Securities by the Issuer and Affiliated Purchasers
On August 6, 2025, we announced a share repurchase program (the “August 2025 Authorization”). The following table summarizes
the stock repurchase acfivity under the August 2025 Authorization durir]lg the three months ended March 31, 2026.
Period Number Average Price g?ltal Number of Maximum Number of

ares Paid per ares Purchas Shares or Approximate
Purchased  Sharer as Part of Publicly
Announced Dollar Value: That May
Program
Yet to be Purchased
Under the Program
(In thousands)
January 1-January 31, 206 109,300 $14.28 109,300 $ 17,820
February 1- February 28, 206 76,153 $14.66 76,153 $ 16,703
March 1—March 31, 2026 774,850 $1030 774,850 $ 8721

(1) Including commissions . .
Hem 3 — Defaults Upon Senior Securities
one.
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ltem 4 — Mine Safety Disclosures

Not applicable. .

Item 5 — Other Information

10b5-1 Plans

During the three months ended March 31, 2026, no director or officer (within the meaning of Rule 16a-1(f) under the Securites

Ex)ohange Actof 1934, as amended) has adopted or terminated a Rule 10b5-1 trading arrangement (as defined in Item 408 of Regulation S-
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ltem 6 — Exhibits

Alist of exhibits filed or furnished with this report or incorporated herein by reference is found in the Exhibit Index below.

Exhibit Exhibit Description
umber

101 Third Amendment o the Credit Agreement by and between Energy Recovery, Inc. as Barower, and JPMorgen Chese Bank N.A. as Lender
dated January 21, 2026

3N1* Cerificaion of Principal Execulive Officer, pursuant to Exchange Act Rule 13a-14(a) or 15d-14(a), as adopted pursuant to Section 302 of the
Sabarm—OxIeyAc%m. S e a S

31.2 CerﬁﬁcaﬁmdPrimi Finencial Offcer, purstant to Ex Act Rue 13a-14(a) or 150-14(a), as uant fo Secion 02 of the
cfd purs change 4&) 4(g), as adopted purs

2.1 Cerﬂﬁoanmdanl Executive Officer and Principal Finencia Officer, pursuant to 18 U.S.C. Section 1350, as adopied pursuant to
Section %dﬁesgm—OxeyA of 2002 Pl s s

101 Iri|ne XBRL Doctmslzpt Setforlhe consolidated financid statements and accompanying notes in Part |, “Financial Information” of this
uartery Report on Fom 10-Q.
1o Imne XBRL for the cover pagedh's Quartery Report on Form 10-Q, included in the Exhibit 101 Inline XBRL Document Set
*  Filed herewith.
**The certificaion flmshsd in Exhibit 32.1 is not deemed “filed” for purposes of Section 18 of the Ex Act, or atherwise subject to the liability of that
section, nor shall they be deemed incorporated by reference into any filing under the Securities Act or the Ex Act
SIGNATURES

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

Date:  May 6, 2006 By: /s/ DAVID W. MOON
David W. Moon
President and Chief Executive Officer
(Principel Executive Officer)

Dee: May 6, 206 By: /s/ MICHAEL'S. MANCINI
Michee! S. Mancin
Chief Firencid Offcer
(Principal Firencial Offcen)
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