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PART I — FINANCIAL INFORMATION

Item 1 — Financial Statements (unaudited)

ENERGY RECOVERY, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

March 31, December 31,
2019 2018

(In thousands, except share data and par value)

ASSETS

Current assets:
Cash and cash equivalents $ 16,992 $ 21,955
Restricted cash 97 97
Short-term investments 71,771 73,338
Accounts receivable, net of allowance for doubtful accounts of $362 and $396 at March 31, 2019 and December 31, 2018, respectively 17,408 10,212
Contract assets 1,107 4,083
Inventories 7,307 7,138
Income Tax Receivable 4 15
Prepaid expenses and other current assets 3,170 2,810
Total current assets 117,856 119,648
Restricted cash, non-current 86 86
Long-term investments 2,548 1,269
Deferred tax assets, non-current 17,769 18,318
Property and equipment, net 16,239 14,619
Operating lease, right of use asset 11,946 12,189
Goodwill 12,790 12,790
Other intangible assets, net 484 640
Other assets, non-current 304 282
Total assets $ 180,022 $ 179,841

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Accounts payable $ 1,989 $ 1,439
Accrued expenses and other current liabilities 5,112 8,019
Lease liabilities 954 926
Accrued warranty reserve 571 478
Contract liabilities 15,656 16,270
Total current liabilities 24,282 27,132
Lease liabilities, non-current 12,311 12,556
Contract liabilities, non-current 23,231 26,539
Other non-current liabilities 278 236
Total liabilities 60,102 66,463

Commitments and Contingencies (Note 8)
Stockholders’ equity:

Preferred stock, $0.001 par value; 10,000,000 shares authorized; no shares issued or outstanding at March 31, 2019 and December 31, 2018 — —
Common stock, $0.001 par value; 200,000,000 shares authorized; 59,934,601 shares issued and 54,478,666 shares outstanding at March 31, 2019 and 59,396,020 shares issued

and 53,940,085 shares outstanding at December 31, 2018 60 59
Additional paid-in capital 162,231 158,404
Accumulated other comprehensive loss (73) (133)
Treasury Stock at cost, 5,455,935 shares repurchased at March 31, 2019 and December 31, 2018. (30,486 ) (30,486 )
Accumulated deficit (11,812) (14,466 )
Total stockholders’ equity 119,920 113,378
Total liabilities and stockholders’ equity $ 180,022 $ 179,841

See Accompanying Notes to Condensed Consolidated Financial Statements
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ENERGY RECOVERY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended March 31,

2019 2018

(In thousands, except per share data)
Product revenue $ 16,072 $ 11,058
Product cost of revenue 4,935 3,314
Product gross profit 11,137 7,744
License and development revenue 3,723 2,749

Operating expenses:

General and administrative 5,579 5,837
Sales and marketing 2,162 1,912
Research and development 4,254 3,917
Amortization of intangible assets 156 158
Total operating expenses 12,151 11,824
Income (loss) from operations 2,709 (1,331)

Other income (expense):

Interest income 523 301
Other non-operating expense, net (24) (53)

Total other income, net 499 248
Income (loss) before income taxes 3,208 (1,083)
Provision for (benefit from) income taxes 554 (357)
Net income (loss) $ 2,654 $ (726)

Income (loss) per share:
Basic $ 0.05 $ (0.01)
Diluted $ 0.05 $ (0.01)

Number of shares used in per share calculations:
Basic 54,116 53,987
Diluted 55,368 53,987

See Accompanying Notes to Condensed Consolidated Financial Statements



CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Net income (loss)

Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments
Unrealized gain (loss) on investments

Other comprehensive income (loss), net of tax

Comprehensive income (loss)

ENERGY RECOVERY, INC.

Three Months Ended March 31,

2019 2018
(In thousands)
2,654 $ (726)
24) 21
84 (64)
60 43)
2,714 $ (769)

See Accompanying Notes to Condensed Consolidated Financial Statements



Balance at December 31, 2018
Net income
Unrealized gain on investments
Foreign currency translation adjustments
Issuance of common stock
Employee stock-based compensation
Balance at March 31, 2019

ENERGY RECOVERY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balance at December 31, 2017

Net income
Unrealized loss on investments

Foreign currency translation
adjustments

Issuance of common stock

Repurchase of common stock for
treasury *

Stock-based compensation

Balance at March 31, 2018

Common Stock Treasury Stock Accumulated
Additional Other Total
Paid-in Comprehensive Accumulated Stockholders’
Shares Amount Shares Amount Capital (Loss) Deficit Equity
(In thousands)
59,396 $ 59 (5,456) $ (30,486) $ 158,404 $ (133) $ (14,466) $ 113,378
— — — — — — 2,654 2,654
— — — — — 84 — 84
— — — — — (24) — (24)
523 1 — — 2,156 — — 2,157
— — — — 1,671 — — 1,671
59,919 §$ 60 (5,456) $ (30,486) $ 162,231 $ (73) $ (11,812) $ 119,920
Common Stock Treasury Stock Accumulated
Additional Other Total
Paid-in Comprehensive Accumulated Stockholders’
Amount Shares Amount Capital Income (Loss) Deficit Equity
(In thousands)

58,168 $ 58 (4,263) $ (20,486) $ 149,006 $ (125) $ (36,559) $ 91,894
= = = = = = (726) (726)
— — — — — (64) — (64)
= = = = = 21 = 21

532 1 — — 1,598 — — 1,599

= — (410) (3,495) — — = (3,495)
— — — — 2,246 — — 2,246
58,700 $ 59 (4,673) $ (23,981) $ 152,850 $ (168) $ (37,286) $ 91,474

* The March 2018 stock repurchase authorization expired in September 2018.

See Accompanying Notes to Condensed Consolidated Financial Statements
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ENERGY RECOVERY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Stock-based compensation
Depreciation and amortization
Amortization of premiums on investments
Provision for warranty claims
Reversal of accruals related to expired warranties
Unrealized (gain) loss on foreign currency translation
Provision for doubtful accounts
Adjustments for excess or obsolete inventory
Deferred income taxes
Loss on disposal of fixed assets
Other non-cash adjustments
Changes in operating assets and liabilities:
Accounts receivable
Contract assets
Inventories
Prepaid and other assets
Accounts payable
Accrued expenses and other liabilities
Income taxes

Contract liabilities

Net cash used in operating activities
Cash Flows From Investing Activities:
Maturities of marketable securities
Purchases of marketable securities
Capital expenditures
Net cash (used in) provided by investing activities
Cash Flows From Financing Activities:
Net proceeds from issuance of common stock
Tax payment for employee shares withheld
Repayment of long-term debt
Repurchase of common stock
Net cash provided by (used in) financing activities
Effect of exchange rate differences on cash and cash equivalents
Net change in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash, beginning of year

Cash, cash equivalents and restricted cash, end of period

See Accompanying Notes to Condensed Consolidated Financial Statements
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Three Months Ended March 31,

2019 2018
(In thousands)
2,654 $ (726)
1,678 2,242
900 1,124
(26) 90
152 48
47) (50)
(56) 113
(34) 8
38 4
549 (376)
— 21
31 3
(7,162) (297)
2,977 1,330
(218) (1,824)
(140) (127)
18 (1,467)
(3,353) (4,092)
10 3)
(3,922) (2,354)
(5,951) (6,333)
19,599 25,623
(19,198) (13,935)
(1,566) (626)
(1,165) 11,062
2,191 1,636
(34) (37)
— 2)
— (3,495)
2,157 (1,898)
4) (14)
(4,963) 2,817
22,138 30,626
17,175 $ 33,443




ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Description of Business and Significant Accounting Policies

Energy Recovery, Inc. and its wholly-owned subsidiaries (the “Company,” “Energy Recovery,” “our,” “us,” or “we”) is an energy solutions provider to industrial fluid
flow markets worldwide. The Company’s core competencies are fluid dynamics and advanced material science. The Company’s products make industrial processes more
operationally and capital expenditure efficient. The Company’s solutions convert wasted pressure energy into a reusable asset and preserve or eliminate pumping technology in
hostile processing environments. The Company’s solutions are marketed and sold in fluid flow markets, such as water, oil & gas, and chemical processing, under the trademarks
ERI®, PX®, Pressure Exchanger®, PX Pressure Exchanger®, VorTeq™, MTeq™, IsoBoost®, [soGen®, AT™, and AquaBold™. The Company owns, manufactures, and/or
develops its solutions, in whole or in part, in the United States of America, (“U.S.”).

Basis of Presentation

The Company’s Condensed Consolidated Financial Statements include the accounts of Energy Recovery, Inc. and its wholly-owned subsidiaries. All significant inter-
company accounts and transactions have been eliminated in consolidation.

The accompanying Condensed Consolidated Financial Statements have been prepared by the Company, pursuant to the rules and regulations of the Securities and
Exchange Commission (“SEC”). Certain information and footnote disclosures normally included in the financial statements prepared in accordance with U.S. generally
accepted accounting principles (“GAAP”) have been condensed or omitted pursuant to such rules and regulations. The December 31, 2018 Condensed Consolidated Balance
Sheet was derived from audited financial statements, and may not include all disclosures required by GAAP; however, the Company believes that the disclosures are adequate
to make the information presented not misleading. The March 31, 2019 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, 2018 included in the Company’s Annual Report on Form 10-K filed with the
SEC on March 7, 2019, as amended on March 12, 2019.

In the opinion of management, all adjustments, consisting of normal recurring adjustments that are necessary to present fairly the financial position, results of operations,
and cash flows for the interim periods, have been made. The results of operations for the interim periods are not necessarily indicative of the operating results for the full fiscal
year or any future periods.

Use of Estimates

The preparation of Condensed Consolidated Financial Statements in conformity with U.S. GAAP requires the Company’s management to make judgments, assumptions,
and estimates that affect the amounts reported in the Condensed Consolidated Financial Statements and accompanying Notes to Condensed Consolidated Financial Statements.

The accounting policies that reflect the Company’s more significant estimates and judgments and that the Company believes are the most critical to aid in fully
understanding and evaluating its reported financial results are revenue recognition; capitalization of research and development assets; valuation of stock options; valuation and
impairment of goodwill and acquired intangible assets; valuation adjustments for excess and obsolete inventory; 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 differ materially from those estimates.

Recent Accounting Pronouncements

Recently Adopted Accounting Pronouncements

There were no material accounting pronouncements adopted during the quarter ended March 31, 2019.



ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Recently issued accounting pronouncements not yet adopted

In August 2018, the Financial Accounting Standards board (“FASB”) issued Accounting Standards Update (“ASU”’) 2018-15 (“ASU 2018-15"),/ntangibles -
Goodwill and Other - Internal-Use Software (Topic 350-40): Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a Service
Contract. ASU 2018-15 aligns the requirements for capitalizing implementation costs incurred in a hosting arrangement that is a service contract with the requirements for
capitalizing implementation costs incurred to develop or obtain internal-use software. The updated guidance is effective for annual periods beginning after December 15, 2019,
and interim periods within those fiscal years, and early adoption is permitted. At this time, we are still evaluating the impact of adopting this standard on our financial
statements.



ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 2 — Revenues

Our 2018 Annual Report on Form 10-K includes a description of certain significant accounting policies, including those with respect to revenue recognition. There have been no
material changes to our significant accounting policies described in our 2018 Annual Report on Form 10-K.

Disaggregation of Revenue

The following table presents the Company’s revenues disaggregated by geography, based on the “shipped to” addresses of the Company’s customers and major
product/service lines. Sales and usage-based taxes are excluded from revenues.

Three Months Ended March 31, 2019 Three Months Ended March 31, 2018

Water Oil and Gas Total Water Oil and Gas Total
(In thousands)

Primary geographical

market
Middle East and Africa $ 8,698 $ 104 $ 8,802 $ 6,102 $ 10 $ 6,112
Americas 4,023 3,723 7,746 1,101 2,749 3,850
Asia 2,134 — 2,134 2,673 — 2,673
Europe 1,113 — 1,113 1,172 — 1,172
Total $ 15,968 $ 3,827 $ 19,795 $ 11,048 $ 2,759 $ 13,807

Major product/service line
PX, pumps and turbo

devices $ 15,968 $ — $ 15968 § 11,048  $ — 3 11,048
License and development — 3,723 3,723 — 2,749 2,749
Oil & gas products — 104 104 — 10 10

Total $ 15,968 $ 3,827 $ 19,795  § 11,048  § 2,759  $ 13,307

The Company records unbilled receivables as contract assets. Significant changes in contract assets during the period were as follows.

March 31, December 31,
2019 2018
(In thousands)

Balance, beginning of year $ 4,083 $ 6,278
Transferred to receivables (3,598) (8,865)
Additional unbilled receivables 622 6,670

$ 1,107 § 4,083

Balance, end of period

The Company records contract liabilities when cash payments are received in advance of the Company’s performance. Significant changes in contract liabilities during
the period were as follows.

March 31, December 31,
2019 2018
(In thousands)

Balance, beginning of year $ 42,809 $ 56,426
Revenue recognized (3,736) (13,493)
Cash received (186) (124)

Balance, end of period $ 38,887 $ 42,309

— 10—



ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Transaction Price Allocated to the Remaining Performance Obligation

The following table includes estimated revenue expected to be recognized in the future related to performance obligations that are unsatisfied or partially unsatisfied.

March 31,
2019

(In thousands)

Year:
2019 (remaining nine months) $ 10,821
2020 14,119
2021 6,794
2022 661
2023 and thereafter 5,031
Total $ 37,426

—11 -



ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 3 — Income (Loss) Per Share

Net income (loss) is divided by the weighted average number of common shares outstanding during the year to calculate basicnet income (loss) per common share.
Basic earnings per share exclude any dilutive effects of stock options and restricted stock units (“RSUs”).

Diluted net income (loss) per common share reflects the potential dilution that would occur if outstanding stock options to purchase common stock were exercised for
shares of common stock, using the treasury stock method, and the shares of common stock underlying each outstanding RSU were issued. Diluted earnings per share for the
three months ended March 31, 2019 and 2018, includes the dilutive effects of stock options and RSUs. Certain shares of common stock issuable under stock options and RSUs
have been omitted from the three months ended March 31, 2019 and 2018 diluted net income per share calculations because their inclusion is considered anti-dilutive.

The computation of basic and diluted net income (loss) per share is presented in the following table.

Three Months Ended March 31,
2019 2018

(In thousands, except per share amounts)

Numerator:
Net income (loss) $ 2,654 $ (726)
Denominator:
Basic weighted average common shares outstanding 54,116 53,987
Weighted average effect of dilutive stock awards 1,252
Diluted weighted average common shares outstanding 55,368 53,987

Net income (loss) per share:
Basic N 005 $ (0.01)
Diluted $ 005 § (0.01)

The potential common shares that were excluded from the computation of dilutednet income (loss) per share as their effect would have been anti-dilutive are presented
in the following table.

Three Months Ended March 31,

2019 2018
(In thousands)

Anti-dilutive shares excluded from net income (loss) per share calculation 2,461 5,414

—12 -



ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 4 — Other Financial Information
Cash, Cash Equivalents and Restricted Cash
The Company’s Condensed Consolidated Statement of Cash Flows explains the change in the total of cash, cash equivalents, and restricted cash. The following table

provides a reconciliation of cash and cash equivalents, and restricted cash reported within the Condensed Consolidated Balance Sheets that sum to the total of such amounts in
the Condensed Consolidated Statements of Cash Flows.

March 31, December 31,
2019 2018
(In thousands)
Cash and cash equivalents $ 16,992 $ 21,955
Restricted cash 183 183
Total cash, cash equivalents, and restricted cash $ 17,175 $ 22,138

The Company pledged cash in connection with certain stand-by letters of credit and company credit cards. The Company deposited corresponding amounts into accounts
at several financial institutions.

Inventories

Inventories are stated at the lower of cost (using the first-in, first-out method) or net realizable value and are presented by category in the following table.

March 31, December 31,
2019 2018
(In thousands)
Raw materials $ 2,387 $ 2,238
Work in process 2,139 2,689
Finished goods 2,781 2,211
Inventories, net $ 7,307 $ 7,138

Valuation adjustments for excess and obsolete inventory, reflected as a reduction of inventoryat March 31, 2019 and December 31, 2018 were $0.7 million.
Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities by category are presented in the following table.

March 31, December 31,
2019 2018
(In thousands)
Payroll and commissions payable $ 3315  § 5,843
Other accrued expenses and current liabilities 1,797 2,176
Total accrued expenses and other current liabilities $ 5,112 $ 8,019

13—



ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Accumulated Other Comprehensive Loss

Changes in accumulated other comprehensive loss by component are presented in the following table.

Total Accumulated Other

Foreign Currency Unrealized Gains Comprehensive Gain
Translation Adjustments (Losses) on Investments (Loss)
(In thousands)
Balance, December 31, 2018 $ 45 3 ®’8) $ (133)
Other comprehensive gain (loss), net (24) 84 60
Balance, March 31, 2019 $ ©69) $ 4 3 (73)

There were no reclassifications of amounts out of accumulated other comprehensive loss, as there have been no sales of securities or translation adjustments that impacted

other comprehensive loss during the period presented. The tax impact of the changes in accumulated other comprehensive loss was not material.

_ 14—



ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 5 — Investments and Fair Value Measurements

The Company’s cash, cash equivalents, short-term and long-term investments are presented in the following table.

March 31, December 31,
2019 2018
(In thousands)
Cash and cash equivalents $ 16,992 $ 21,955
Short-term investments 71,771 73,338
Long-term investments 2,548 1,269
Total cash, cash equivalents and marketable securities $ 91,311 $ 96,562

As of March 31, 2019, there were no available-for-sale investments reported in cash and cash equivalents on theCondensed Consolidated Balance Sheets.

Available-for-Sale Investments

The Company’s investments are all classified as available-for-sale. As of March 31, 2019 and December 31, 2018, all available-for-sale investments were classified as

short-term, with maturities less than 12 months, and long-term with maturities over 12 months. There were no sales of available-for-sale investments during thethree months
ended March 31, 2019 and 2018.

— 15—



ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Available-for-sale investments as of March 31, 2019 and December 31, 2018 are presented in the following tables.

March 31, 2019
Gross Gross
Amortized Unrealized Unrealized
Cost Holding Gains Holding Losses Fair Value
(In thousands)
Short-term investments
U.S. Treasury securities $ 5,126 $ 3 $ — $ 5,129
Corporate notes and bonds 66,645 19 (22) 66,642
Total short-term investments 71,771 22 (22) 71,771
Long-term investments
Corporate notes and bonds 2,549 — 1) 2,548
Total long-term investments 2,549 — (1) 2,548
Total available-for-sale investments $ 74320 $ 22 8 23) $ 74,319
December 31, 2018
Gross Gross
Amortized Unrealized Unrealized
Cost Holding Gains Holding Losses Fair Value
(In thousands)
Short-term investments
U.S. Treasury securities $ 8,102 § 1 $ 2) 3 8,101
Corporate notes and bonds 65,324 1 (88) 65,237
Total short-term investments 73,426 2 (90) 73,338
Long-term investments
Corporate notes and bonds 1,269 — — 1,269
Total long-term investments 1,269 — — 1,269
Total available-for-sale investments $ 74,695 $ 2 3 90) $ 74,607

Expected maturities can differ from contractual maturities because borrowers may have the right to prepay obligations without prepayment penalties. The amortized cost
and fair value of available-for-sale securities that had stated maturities are shown by contractual maturity in the following table.

March 31, 2019

Amortized Cost Fair Value
(In thousands)
Due in one year or less $ 71,771 $ 71,771
Due in greater than one year $ 2,549 § 2,548

Fair Value of Financial Instruments
Financial assets and liabilities that are remeasured and reported at fair value at each reporting period are classified and disclosed in one of the following three levels:
Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities;
Level 2 — Inputs other than quoted prices included within Level 1 that are either directly or indirectly observable; and

Level 3 — Unobservable inputs in which little or no market activity exists, therefore requiring an entity to develop its own assumptions that market participants would use
in pricing.
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Company’s investments in available-for-sale securities, if quoted prices in active markets for identical investments are not available to determine fair value (Level
1), then the Company uses quoted prices for similar assets or inputs other than quoted prices that are observable either directly or indirectly (Level 2). The investments included

in Level 2 consist of corporate notes and bonds, and U.S. Treasury securities.

The fair value of financial assets and liabilities measured on a recurring basis is presented in the following tables.

March 31, 2019
Level 1 Level 2 Level 3
Total Inputs Inputs Inputs
(In thousands)
Assets:
Cash equivalents
Money market securities $ 7,533 $ 7,533 $ — 3 —
Total cash equivalents $ 7533 $ 7,533 $ — $ =
Short-term investments
U.S. Treasury securities 5,129 — 5,129 —
Corporate notes and bonds 66,642 — 66,642 —
Total short-term investments 71,771 — 71,771 —
Long-term investments
Corporate notes and bonds $ 2,548 $ — 3 2,548 $ —
Total long-term investments 2,548 — 2,548 —
Total $ 81,852  $ 7,533 § 74319 $ =

December 31, 2018

Level 1 Level 2 Level 3
Total Inputs Inputs Inputs
(In thousands)
Assets:
Cash equivalents
Money market securities $ 6,661 $ 6,661 $ — 3 —
Total cash equivalents $ 6,661 $ 6,661 $ — $ —
Short-term investments
U.S. Treasury securities 8,101 — 8,101 —
Corporate notes and bonds 65,237 — 65,237 —
Total short-term investments 73,338 — 73,338 —
Long-term investments
Corporate notes and bonds $ 1,269 — 1,269 —
Total long-term investments 1,269 — 1,269 —
Total $ 81,268 $ 6,661 $ 74,607 $ —

During the three months ended March 31, 2019, the Company had no transfers of financial assets and liabilities between Level 1 and Level 2.
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The fair value and gross unrealized losses on the available-for-sale securities that have been in a continuous unrealized loss position, aggregated by type of investment
instrument as of March 31, 2019 and December 31, 2018 are summarized in the following table. The Company’s available-for-sale investments consist of short-term with

maturities less than 12 months and long-term with maturities over 12 months. Available-for-sale investments that were in an unrealized gain position have been excluded from
the following table.

March 31, 2019 December 31, 2018
Gross
Unrealized Gross Unrealized
Fair Value Losses Fair Value Losses
U.S. Treasury securities $ 349 § — $ 8,101 $ 2)
Corporate notes and bonds 41,215 23) 61,809 (88)
Total available-for-sale investments $ 41,564  $ 23) $ 69910 $ (90)
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 6 — Goodwill and Intangible Assets
Goodwill

The net carrying amount of goodwill as ofMarch 31, 2019 and December 31, 2018 was $12.8 million. As of March 31, 2019 and December 31, 2018, no impairment of
goodwill was recorded in the accompanying Condensed Consolidated Financial Statements.

Other Intangible Assets

Identifiable intangible assets, all of which are finite-lived, as of the date indicated were as follows in the table below. All intangible assets are amortized on a straight-line
basis over their useful life.

March 31, December 31,
2019 2018
(In thousands)
Finite-lived intangible assets $ 6,643 § 6,643
Accumulated amortization (6,159) (6,003 )
Intangible assets, net $ 484  § 640
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 7 — Lines of Credit
Loan and Pledge Agreement

On January 27, 2017, the Company entered into a loan and pledge agreement (the ‘Loan and Pledge Agreement”) with a financial institution. The Loan and Pledge
Agreement provides for a committed revolving credit line of $16.0 million and an uncommitted revolving credit line of $4.0 million. The Loan and Pledge Agreement was
amended on March 30, 2018 to extend the termination date of the Loan and Pledge Agreement from March 31, 2018 to March 31, 2020, in connection with which the Company
paid closing fees of $16 thousand. The Loan and Pledge Agreement was further amended on August 24, 2018 to permit the Company to incur indebtedness owed to a foreign
subsidiary in an aggregate amount not to exceed $66.0 million, which amount is subordinated to any amounts outstanding under the Loan and Pledge Agreement. The Loan and
Pledge Agreement was subsequently amended on April 8, 2019 to clarify definitions of certain terms and to allow the term of any Letter of Credit to not exceed two years
instead of 364 days from the date of issuance, and in addition to permit the Company to issue Standby Letters of Credit (“SBLCs”) up to one year past the expiration date of the
loan agreement. On April 23, 2019, the Loan and Pledge Agreement was amended further to clarify definition of certain additional terms. As of March 31, 2019, no debt was
outstanding under the Loan and Pledge Agreement, however, the standby letters of credit are deducted from the total revolving credit line.

Stand-by Letters of Credit

The outstanding amounts of stand-by letters of credit are $10.7 million at March 31, 2019.
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 8 — Commitments and Contingencies
Operating Lease Obligations
The Company leases office facilities and equipment under operating leases that expire on various dates through 2029.

On January 10, 2019, the Company entered into an industrial lease agreement (the lease was executed but has not commenced as of March 31, 2019) pursuant to which
the Company has leased approximately 25,200 square feet to be constructed office and warehouse space and approximately4.5 acres of yard space in Katy, Texas, for a new
commercial development center for oil & gas field testing and training. The Company’s monthly base rent obligation is approximately $26,000 for the first year of the lease and
increases three percent annually thereafter. The future lease payments are approximately $26,000 for the remainder of 2019, $317,000 for year two, $326,000 for year three,
$336,000 for year four, $347,000 for year five and $2,204,000 for all years thereafter. In addition, the Company will pay its share of operating expenses, which is currently
estimated to be approximately $12,000 per month. The initial term of the Lease is one hundred twenty (20) months after the commencement date (expected to be in the second
half of the year), and the Company has two options to extend the Lease by an additional five-year term, which must be exercised by written notice at leastsix months prior to
the end of the relevant term. Maturities of the lease liabilities as of March 31, 2019 (excluding the new lease referenced above that is executed but will not commence until the
second half of the year), are presented in the following table.

Lease Amounts
(In thousands)

Year:
2019 (remaining nine months) N 1,377
2020 1,855
2021 1,653
2022 1,812
2023 1,714
Thereafter 10,044
Total 18,455
Less imputed lease interest (5,190)
Total lease liabilities $ 13,265
Warranty

Changes in the Company’s accrued product warranty reserve are presented in the following table.

Three Months Ended March 31,

2019 2018
(In thousands)

Balance, beginning of period $ 478 $ 366
Warranty costs charged to cost of revenue 152 48
Utilization charges against reserve (12) (50)
Release of accrual related to expired warranties “47) 5)

Balance, end of period $ 571 $ 359

Purchase Obligations

The Company has purchase order arrangements with its vendors for which the Company has not received the related goods or services as ofMarch 31, 2019. These
arrangements are subject to change based on the Company’s sales demand forecasts, and the Company has the right to cancel the arrangements prior to the date of delivery. The
majority of these purchase order arrangements were related to various raw materials and components parts. As of March 31, 2019, the Company had approximately $8.4 million
of open cancellable purchase order arrangements related primarily to materials and parts.

—21-



ENERGY RECOVERY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Guarantees

The Company enters into indemnification provisions under its agreements with other companies in the ordinary course of business, typically with customers. Under these
provisions, the Company generally indemnifies and holds harmless the indemnified party for losses suffered or incurred by the indemnified party as a result of the Company’s
activities, generally limited to personal injury and property damage caused by the Company’s employees at a customer’s desalination plant in proportion to the employee’s
percentage of fault for the accident. Damages incurred for these indemnifications would be covered by the Company’s general liability insurance to the extent provided by the
policy limitations. The Company has not incurred material costs to defend lawsuits or settle claims related to these indemnification agreements. As a result, the estimated fair
value of these agreements is not material. Accordingly, the Company had no liabilities recorded for these agreements as ofMarch 31, 2019 and December 31, 2018.

In certain cases, the Company issues warranty and product performance guarantees to its customers for amounts generally equal to10% or less of the total sales
agreement to endorse the execution of product delivery and the warranty of design work, fabrication, and operating performance of our devices. These guarantees are generally
stand-by letters of credit that typically remain in place in general for periods of 24 to 36 months. All stand-by letters of credit at March 31, 2019 and December 31, 2018, were in
the aggregate for amounts of $10.7 million and $8.8 million, respectively.
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Litigation

The Company is named in and subject to various proceedings and claims in connection with our business. The outcome of matters the Company has been, and currently
are, involved in cannot be determined at this time, and the results cannot be predicted with certainty. There can be no assurance that these matters will not have a material
adverse effect on our results of operations in any future period and a significant judgment could have a material impact on the Company’s financial condition, results of
operations and cash flows. The Company may in the future become involved in additional litigation in the ordinary course of its business, including litigation that could be
material to its business.

The Company considers all claims 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
Company records a provision for a liability when it is both probable that a liability has been incurred and the amount of the loss can be reasonably estimated. These provisions
are reviewed at least quarterly and adjusted to reflect the impacts of negotiations, settlements, rulings, advice of legal counsel and other information and events pertaining to a
particular case.

On September 10, 2014, the Company terminated the employment of its Senior Vice President, Sales, Borja Blanco, on the basis of breach of duty of trust and conduct
leading to conflict of interest. On October 24, 2014, Mr. Blanco filed a labor claim against ERI Iberia in Madrid, Spain, challenging the fairness of his dismissal and seeking
compensation. A hearing was held on November 13, 2015, after which the labor court ruled that it did not have jurisdiction over the matter. Mr. Blanco appealed and the appeals
court reversed the labor court’s finding and instructed the labor court to make a ruling on the merits on November 21, 2017. On February 14, 2018, the Company received
notice that the labor court issued a ruling in favor of Mr. Blanco and ordered the Company to pay to Mr. Blanco a severance amount. The Company appealed and on March 18,
2019, the Company received notice that the appeals court had partially reversed the labor court’s order and significantly reduced the severance amount. The Company again
appealed the decision on April 24, 2019. The Company denies any allegations of wrongdoing and intends to continue to vigorously defend against this lawsuit. Based on
currently available information and review with outside counsel, the Company had previously estimated and accrued for a potential loss. The Company does not believe that it
is reasonably possible that a material loss in excess of amounts accrued will occur.
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 9 — Income Taxes
The effective tax rate for the three months ended March 31, 2019 and 2018 wasl 7.3% on pretax book income 0f$3.2 million and 33.0% on pretax book loss of$1.1
million, respectively. Excluding stock option related discrete tax income tax benefits of $0.1 million in the current period and $0.4 million in the prior year period, the effective
tax rate for the three months ended March 31, 2019 and 2018 was 21.3% and (3.5)%, respectively. The tax rate in the three months ending March 31, 2019 is lower than the tax

rate in the three months ending March 31, 2018 as a result of the Company reporting losses of $1.3 million in the prior year period in a jurisdiction for which the Company
could not recognize a tax benefit due to a full valuation allowance in this jurisdiction.
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 10 — Stock-based Compensation
Stock-based Compensation Expense

Stock-based compensation expense related to the fair value measurement of awards granted to employees by financial line and by type of award is presented in the
following table.
Three Months Ended March 31,
2019 2018
(In thousands)

Stock-based compensation expense by financial line:

Cost of revenue N 34 8 24
General and administrative (1) 959 1,676
Sales and marketing 203 262
Research and development 482 281

Total stock-based compensation expense $ 1,678  § 2,243

Stock-based compensation expense by type of award:

Options () $ 1,133 $ 1,664
RSUs M 545 579
Total stock-based compensation expense $ 1,678  § 2,243

@ 2018 Amounts include modifications of equity awards held by the Company’s former Chief Executive
Officer.

The Company estimates forfeitures at the time of grant and revises those estimates periodically in subsequent periods if actual forfeitures differ from those estimates. The
Company uses historical data to estimate pre-vesting option forfeitures and record stock-based compensation expense only for those awards that are expected to vest. All stock-
based payment awards are amortized on a straight-line basis over the requisite service periods of the awards, which are generally the vesting periods. If the Company’s actual
forfeiture rate is materially different from its estimate, the stock-based compensation expense could be significantly different from what the Company has recorded in the
current period.

Modifications of Equity Awards

In the first quarter of 2018, the Company recorded additional stock-based compensation expense 0f$0.9 million due to an equity award modification charge chiefly
related to the modification of certain equity awards held by the Company’s former President and Chief Executive Officer, who resigned on February 24, 2018, in consideration
for his entering into a Settlement Agreement and Release.

Unamortized Stock-based Compensation Costs

Stock-based compensation cost related to unvested stock options and RSUs will generally be amortized on a straight-line basis over the remaining average service period
of each award. The following table presents the unamortized compensation cost and weighted average service period of all unvested outstanding awards as of March 31, 2019.

Unamortized Weighted Average
Compensation Costs Service Period
(In thousands) (In years)
Stock options $ 6,798 2.81
RSUs 4,823 3.1
Total $ 11,621
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ENERGY RECOVERY, INC.
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Vested Stock Options and RSUs

The total grant date fair value of stock options and RSUs vested during the period are presented in the following table.

Three Months Ended March 31,

2019 2018
(In thousands)
Stock options $ 1,367 $ 1,261
RSUs 924 509
Total grant date fair value of stock options and RSUs vested during the period $ 2,291 $ 1,770

Stock Option Activities

The following table summarizes the stock option activities under the Company’s2016 Incentive Plan (“2016 Plan”) and Amended and Restated 2008 Equity Incentive

Plan.
‘Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Life (in Years) Value
(In thousands, except for weighted average exercise price and weighted average remaining contractual life)
Balance, December 31, 2018 4,982 $ 6.36 6.56 $ 6,572
Granted 416 $ 7.66
Exercised (420) $ 5.21 $ 1,396
Forfeited 308) $ 8.48
Balance, March 31, 2019 4,670 $ 6.44 6.68 $ 11,442
Vested and exercisable as of March 31, 2019 3,057 $ 5.53 551§ 10,156
Vested and exercisable as of March 31, 2019 and expected to vest thereafter 4,441 $ 6.35 6.55 $ 11,255

() The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying options and the fair value of the Company’s common stock at the
time of exercise. The aggregate intrinsic value at March 31, 2019 is calculated as the difference between the exercise price of the underlying options and the fair value of
the Company’s common stock as of March 31, 2019 or the last trading day prior to March 31, 2019. The aggregate intrinsic value at December 31, 2018 is calculated as the
difference between the exercise price of the underlying options and the fair value of the Company’s common stock as of December 31, 2018 or the last trading day prior to
December 31, 2018.

Restricted Stock Unit Activities

The following table summarizes the RSU activities under the2016 Plan.

‘Weighted
Average
Grant-Date
Shares Fair Value
(In thousands, except for weighted average grant-dat
fair value)

Balance, December 31, 2018 463 $ 8.49
Awarded 390§ 7.69
Vested (107) $ 8.62
Forfeited 1) $ 8.37

Balance, March 31, 2019 675 $ 8.02
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ENERGY RECOVERY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 11 — Business Segment and Geographic Information

The Company is an energy solutions provider to industrial fluid flow markets worldwide. The Company manufactures and sells high-efficiency energy recovery devices
(“ERDs”) and pumps as well as related products and services. The Company’s chief operating decision-maker (“CODM?”) is the chief executive officer.

The Company’s reportable segments consist of the Water segment and the Oil & Gas segment. These segments are based on the industries in which the products are sold,
the type of products sold, and the related products and services. The Water segment consists of revenue associated with products sold for use in reverse osmosis desalination, as
well as the related identifiable expenses. The Oil & Gas segment consists of product primarily in seawater revenue associated with products sold for use in gas processing,
chemical processing, and hydraulic fracturing, as well as license and development revenue associated with hydraulic fracturing, as well as related identifiable expenses.
Operating income (loss) for each segment excludes other income and expenses and certain corporate expenses managed outside the operating segment, such as income taxes
and other separately managed general and administrative expenses not related to the identified segments. Assets and liabilities are reviewed at the consolidated level by the
CODM and are not accounted for by segment. The CODM allocates resources to and assesses the performance of each operating segment using information about its revenue
and operating income (loss).

The summary of financial information by segment is presented in the following tables.

Three Months Ended March 31, 2019 Three Months Ended March 31, 2018
Water 0Oil & Gas Total Water 0Oil & Gas Total
(In thousands)

Product revenue $ 15,968 $ 104 §$ 16,072 $ 11,048 $ 10 3 11,058
Product cost of revenue 4,747 188 4,935 3,228 86 3,314

Product gross profit 11,221 (84) 11,137 7,820 (76) 7,744
License and development
revenue — 3,723 3,723 — 2,749 2,749
Operating expenses:

General and administrative 535 364 899 305 651 956

Sales and marketing 1,649 263 1,912 1,445 344 1,789

Research and development 804 3,363 4,167 244 3,665 3,909

Amortization of intangibles 156 — 156 158 — 158

Operating expenses 3,144 3,990 7,134 2,152 4,660 6,812

Operating income (loss) $ 8,077 $ (351) 7,726 5,668 (1,987) 3,681
Less: Corporate operating
expenses 5,017 5,012
Consolidated operating income
(loss) 2,709 (1,331)
Non-operating income 499 248

Income (loss) before income

taxes $ 3,208 (1,083)

The following geographic information includes net revenue from our domestic and international customers based on the customers’ requested delivery locations, except
for certain cases in which the customer directed us to deliver our products to a location that differs from the known ultimate location of use. In such cases, the ultimate location
of use, rather than the delivery location, is reflected in the table below (in percentages):
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Three months Ended March 31,
2019 2018

(In thousands, except for percentages)

Product revenue by geographic location:

United States 2% 4%
International 98 % 96 %
Total product revenue 100 % 100 %

Product revenue by country:

United Arab Emirates 30% —
Chile 22% -
Saudi Arabia 12% 13%
Egypt 30%
China - 14 %
Others(" 36% 43%
Total 100 % 100 %

(1) Includes remaining countries not separately disclosed. No country in this line item accounted for more than 10% of our product revenue during the period presented.
All of our long-lived assets were located in the United States at March 31, 2019 and December 31, 2018.
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Note 12 — Concentrations

Customers accounting for 10% or more of the Company’s product revenue by segment are presented in the following table.

Product Revenue

Three Months Ended March 31,

Segment 2019 2018
Customer A Water 10% 34%
Customer B Water ** 12%
Customer C Water 29% i
Customer D Water 14% **
Customer H Water 12% L

** Less than 10%
One international Oil and Gas segment customer accounts for 100% of the Company’s license and development revenue for the quarters ended March 31, 2019 and 2018.

Customers accounting for 10% or more of the Company’s combined accounts receivable and contract assets by segment are presented in the following table.

March 31, December 31,
Segment 2019 2018
Customer C Water 21% **
Customer E Water 12% 20%
Customer F Water ** 11%
Customer G Oil & Gas 17% 26%
Customer I Water 16% wox

** Less than 10%

Vendor Concentration

Vendors accounting for 10% or more of the Company’s combined accounts payable by segment are presented in the following table.

March 31, December 31,
Segment 2019 2018
Vendor A Oil & Gas 16 % **
Vendor B Oil & Gas ** 10%
Vendor C Oil & Gas 11% **
Vendor D Water 11% **

** Less than 10%
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Item 2 — Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q for the three months ended March 31, 2019, including “Part I, Item 2— Management'’s Discussion and Analysis of Financial
Condition and Results of Operations” (the “MD&A ") and certain information incorporated by reference, contain 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.

Forward-looking 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 forward-
looking statements are not guarantees of future performance or events.

» » e 2 e »

Words such as “expects,” “anticipates,” “aims,” “projects,” “intends,” “plans,” “believes,” “estimates,” “seeks,” 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 adversely from those expressed in any forward-looking statements. Readers are directed to risks and uncertainties identified
under “Part II, Item 14— Risk Factors” and elsewhere in this reportfor factors that may cause actual results to be differentfrom those expressed in these forward-looking
statements. Except as required by law, we undertake no obligation to revise or update publicly any forward-looking statements for any reason.

» » 9

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

e our belief that levels of gross profit margin are sustainable to the extent that volume grows, we experience a favorable product mix, pricing remains stable, and we
continue to realize cost savings through production efficiencies and enhanced yields;

e our plan to improve our existing energy recovery devices and to develop and manufacture new and enhanced versions of these
devices;

e our belief that our PX® energy recovery devices are the most cost-effective energy recovery devices over time and will result in low life-cycle
costs;

e our belief that our turbocharger devices have long operating
lives;

*  our objective of finding new applications for our technology and developing new products for use outside of desalination, including oil & gas
applications;

e our expectation that our expenses for research and developmentand sales and marketing may increase as a result of diversification into markets outside of
desalination;

e our expectation that we will continue to rely on sales of our energy recovery devices in the desalination market for a substantial portion of our revenue and that new
desalination markets, including the United States (“U.S.”), will provide revenue opportunities to us;

e our ability to meet projected new product development dates, anticipated cost reduction targets, or revenue growth objectives for new
products;

e our belief that we can commercialize the VorTeq™ hydraulic fracturing
system;

e our belief that the VorTeq enables oilfield services (“OFS”) companies to migrate to more efficient pumping
technology;

e our belief that we will be able to enter into a long-term licensing agreement to bring the MTeg™ solution to
market;

e our belief that customers will accept and adopt our new
products;

e our belief that our current facilities will be adequate for the foreseeable
Sfuture;

e our expectation that sales outside of the U.S. will remain asignificant portion of our
revenue;

e the timing of our receipt of payment for products or services from our
customers;

e our belief that our existing cash balances and cash generated from our operations will be sufficient to meet our anticipated liquidity needs for the foreseeable future,
with the exception of a decision to enter into 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 expectation that, as we expand our international sales, a portion of our revenue could be denominated in foreign currencies and the impact of changes in
exchange rates on our cash and cash equivalents and operating results;
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e our expectations of the impact of the U.S. Tax Cuts and Jobs Act (“Tax
Act”);

e our belief that new markets will grow in the water desalination
market;

e our expectation that we will be able to enforce our intellectual property
rights;

*  our expectation that the adoption of new accounting standards will not have a material impact on our financial position or results of
operations;

e the outcome of proceedings, lawsuits, disputes, and
claim;

e the impact of losses due to indemnification obligations;
and

e the impact of changes in internal control over financial
reporting.

You should not place undue reliance on these forward-looking statements, which reflect management’s opinions only as of the date of the filing of thisQuarterly Report
on Form 10-Q. All forward-looking statements included in this document are subject to certainrisks and uncertainties, which could cause actual results to differ materially
from those projected in the forward-looking statements, as 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, as well as in our Annual Reports to Stockholders and, if necessary, updated in “Part II, Item 14 — Risk Factors. In preparing the MD&A below, we
presume the readers have access to and have read the MD&A in our Annual Report on Form 10-K, pursuant to Instruction 2 to paragraph (b) of Item 303 of Regulation S-K.
We assume no obligation to update any such forward-looking statements. It is important to note that our actual results could differ materially from the results set forth or
implied by our forward-looking statements.

We provide our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, Proxy Statements, 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 ofour website, www.energyrecovery.com. These filings will become available as soon as reasonably practicable after
such material is electronically 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 ofour website our corporate governance documents, including our code of business conduct and ethics and the
charters of the audit, compensation, and nominating and governance 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 website in addition to following our press releases, SEC filings, and public conference calls and webcasts.
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Overview

Energy Recovery, Inc. (the “Company”, “Energy Recovery”, “we”, “our” and “us”) (NASDAQ: ERII) is an engineering-driven technology company that engineers,
designs, manufactures and supplies solutions for industrial fluid flow processes. The Company offers technologies which can drive meaningful, immediate cost savings and
operational efficiencies for our customers. Currently, we operate in two markets - water and oil & gas, and our products are utilized in these markets to either recycle and
convert wasted pressure energy into a usable asset or preserve pumps that are subject to hostile processing environments.

Energy Recovery was incorporated in Virginia in 1992 and reincorporated in Delaware in 2001. Our headquarters and principal research, development, and
manufacturing facility is located in California. We are also constructing a new facility in Texas, which we hope to complete in 2019, for a new commercial development center
for Oil & Gas field testing and training. We maintain direct sales offices and technical support centers in Europe, the Middle East and Asia.

Our reportable operating segments consist of the Water and the Oil & Gas 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.

Water Segment

Our Water segment consists of revenues and expenses associated with solutions sold for use in seawater, brackish, and wastewater reverse osmosis desalination. Our
Water segment revenue is principally derived from the sale of energy recovery devices (“ERDs”) and high-pressure and circulation pumps to our mega-project (“MPD”),
original equipment manufacturer (“OEM”), and After-Market (“AM”) channels. MPD sales are typically made to global Engineering, Procurement and Construction (“EPC”)
firms to build very large desalination plants worldwide. Our typical MPD sale consists of our PX Pressure Exchangers, and each MPD represents revenue opportunities
generally ranging from $1 million to $10 million. Our packaged solutions to OEMs include PXs, turbochargers, high-pressure pumps, and circulation “booster” pumps for
integration and use in small- to medium-sized desalination plants. OEM projects typically represent revenue opportunities of up to $1 million. Our existing and expanding
installed base of ERD and pump products in water plants has created a growing customer base comprised of plant operators and service providers who purchase spare parts,
replacement parts, and service contracts through our AM channel.

0Oil & Gas Segment
Our Oil & Gas segment consists of revenues and expenses associated with solutions sold or licensed for use in hydraulic fracturing, gas processing, and chemical

processing. In the past several years, we have invested significant research and development, and sales and marketing costs to expand our business into pressurized fluid flow
industries within the oil & gas industry. Our revenue in the first quarter of 2019 is primarily from license and development revenue.
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Results of Operations

Three Months Ended March 31, 2019 Compared to Three Months Ended March 31, 2018

Total Revenue
Three Months Ended March 31,
2019 2018 Change
s Reveme. s Reveme. s %
(In thousands, except for percentages)
Water $ 15968 81% $ 11,048 80% § 4,920 45%
Oil & Gas 104 —% 10 — 94 940 %
Product revenue $ 16,072 81% $ 11,058 80% § 5,014 45%
License and development revenue 3,723 19% 2,749 20% 974 35%
Total revenue $ 19,795 100% $ 13,807 100% $ 5,988 43%

Product Revenue by Segment

Total product revenue increased by $5.0 million, or 45%, to $16.1 million for the three months ended March 31, 2019 from $11.1 million for the three months ended
March 31, 2018. Of the $5.0 million increase, $4.9 million was attributable to the Water Segment and $0.1 million was attributable to the Oil & Gas Segment.

During the three months ended March 31, 2019, compared to the three months ended March 31, 2018, Water segment product revenue increased by $4.9 million, or 45%,
due primarily to an increase of $6.4 million of MPD shipments, offset by $0.9 million of lower OEM shipments and $0.6 million of lower AM shipments. Revenues in the first
three months were significantly higher than in 2018 due to the timing of MPD shipments. Significant variability quarter to quarter is typical, and year on year quarterly
comparisons are not necessarily indicative of the trend for the year due to these variations.

During the three months ended March 31, 2019, compared to the three months ended March 31, 2018, Oil & Gas segment product revenue increased by $0.1 million.

License and Development Revenue

License and development revenue increased by $1.0 million, or 35%, in the three months ended March 31, 2019, compared to the three months ended March 31, 2018,
due primarily to higher costs incurred based on input measure of progress.

Product Gross Profit and Margin

Three Months Ended March 31, 2019 Three Months Ended March 31, 2018
Water Oil & Gas Total Water Oil & Gas Total
(In thousands, except for percentages)
Product gross profit $11,221 $(84) $11,137 $7,820 $(76) $7,744
Product gross margin 70.3% (80.8%) 69.3% 70.8% (760.0%) 70.0%

Product gross profit represents our product revenue less our product cost of revenue. Our product cost of revenue consists primarily of raw materials, personnel costs
(including stock-based compensation), manufacturing overhead, warranty costs, depreciation expense, and manufactured components.

In the three months ended March 31, 2019, compared to the three months ended March 31, 2018, product gross profit increased $3.4 million, or 44%, due primarily to a

favorable $4.8 million impact from higher MPD volume, offset somewhat by unfavorable impacts of $0.5 million from lower OEM volume, a $0.5 million impact from lower
AM volume, and an unfavorable price and mix impact of $0.5 million.
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Product gross margin was 69% in the three months ended March 31, 2019, compared to the product gross margin of 70% in the three months ended March 31, 2018.
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Operating Income (Loss)

Three Months Ended March 31, 2019 Three Months Ended March 31, 2018
Water Oil & Gas Total Water Oil & Gas Total
(In thousands)

Product revenue $ 15,968 $ 104 $ 16,072 $ 11,048 $ 10 $ 11,058
Product cost of revenue 4,747 188 4,935 3,228 86 3,314

Product gross profit 11,221 (84) 11,137 7,820 (76) 7,744
License and development
revenue — 3,723 3,723 — 2,749 2,749
Operating expenses:

General and administrative 535 364 899 305 651 956

Sales and marketing 1,649 263 1,912 1,445 344 1,789

Research and development 804 3,363 4,167 244 3,665 3,909

Amortization of intangibles 156 — 156 158 — 158

Operating expenses 3,144 3,990 7,134 2,152 4,660 6,312

Operating income (loss) $ 8,077 § (351) 7,726 5,668 (1,987) 3,681
Less: Corporate operating
expenses 5,017 5,012
Consolidated operating
income (loss) 2,709 (1,331)

Operating income was $7.7 million for the three months ended March 31, 2019 compared to $3.7 million for the three months ended March 31, 2018, an increase of
$4.0 million, due primarily to an increase of total product revenue of $5.0 million (attributable to the Water Segment) and an increase of $1.0 million in license and
development revenue.

Operating Expenses

General and Administrative

General and administrative expense decreased $0.3 million, or (4%), in the three months ended March 31, 2019, compared to the three months ended March 31, 2018,

due primarily to a decrease in total employee-related compensation and benefits of $0.3 million. The net decrease in employee-related compensation and benefits of $0.3 million
is due to a $0.4 million increase in compensation generally and a $0.7 million reduction in stock based compensation costs in the current period resulting mostly from a non-
recurring charge related to the modification of certain equity awards held by the Company’s former President and Chief Executive Officer in the three months ended March 31,
2018, who resigned on February 24, 2018 and entered into a Settlement Agreement and Release.

Sales and Marketing

For the three months ended March 31, 2019, compared to the three months ended March 31, 2018, sales and marketing expense increased by $0.2 million, or 13%, due
primarily to higher sales incentive expenses in the water segment.

Research and Development
For the three months ended March 31, 2019, compared to the three months ended March 31, 2018, research and development expense increased by $0.3 million, or 9%,
due primarily to higher employee related expenses of $0.4 million from increased investment in water growth initiatives, slightly offset by the timing of VorTeq R&D testing

expenses.
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Amortization of Intangible Assets

Amortization of intangible assets is related to finite-lived intangible assets acquired as a result of our purchase of Pump Engineering, LLC in December 2009. There was
no material change in our amortization amounts in the three months ended March 31, 2019, compared to the three months ended March 31, 2018.

Other Income (Expense), net

Three Months Ended March 31,
2019 2018 Change

% of Total % of Total
$ Revenue $ Revenue $ %

(In thousands, except for percentages)

Total revenue $ 19,795 100% $ 13,807 100% $ 5,988 43%
Other income (expense):
Interest income $ 523 3% $ 301 2% $ 222 74%
Interest expense — —% — —% —
Other non-operating expense, net (24) —% (53) —% 29 (55%)
Total other income, net $ 499 3% $ 248 2% $ 251 101%

Total other income (expense), net, increased in the three months ended March 31, 2019, compared to the three months endedMarch 31, 2018, due primarily to interest
income on higher investment balances.

Income Taxes

The effective tax rate for the three months ended March 31, 2019 and 2018 was 17.3% on pretax book income of $3.2 million and 33.0% on pretax book loss of $1.1
million, respectively. Excluding stock option related discrete tax income tax benefits of $0.1 million in the current period and $0.4 million in the prior year period, the effective
tax rate for the three months ended March 31, 2019 and 2018 was 21.3% and (3.5%), respectively. The tax rate in the three months ending March 31, 2019 is lower than the tax
rate in the three months ending March 31, 2018 as a result of the Company reporting losses of $1.3 million in the prior year period in a jurisdiction for which the Company
could not recognize a tax benefit due to a full valuation allowance in this jurisdiction.

— 36—



Liquidity and Capital Resources

Overview

Our primary source of cash to fund our operations and capital expenditures has been proceeds from customer payments for our products and services and the issuance of
common stock.

As of March 31, 2019, our principal sources of liquidity consisted of : (i) unrestricted cash and cash equivalents of$17.0 million that are primarily invested in money
market funds, (ii) short-term investments of $71.8 million that are primarily invested in marketable debt instruments, such as corporate notes and bonds, and U.S. Treasury
securities, and (iii) accounts receivable, net of allowances of $17.4 million. We invest cash not needed for current operations predominantly in high-quality, investment-grade,
marketable debt instruments with the intent to make such funds available for operating purposes as needed.

At March 31, 2019 and December 31,2018, we had $1.1 million and $4.1 million, respectively, of short-term contract assets which represents unbilled receivables. In the
Water segment, we had contract assets of $1.1 million pertaining to customer contractual holdback provisions, whereby we will invoice the final retention payment(s) due under
certain sales contracts in the next 12 months. The customer holdbacks represent amounts intended to provide a form of security for the customer; accordingly, these contract
assets have not been discounted to present value. In the Oil & Gas segment, there were no unbilled project costs at March 31, 2019.

Loan Agreements

On January 27, 2017, we entered into a loan and pledge agreement (the ‘Loan and Pledge Agreement”) with a financial institution. The Loan and Pledge Agreement
provides for a committed revolving credit line of $16.0 million and an uncommitted revolving credit line of $4.0 million. Under the Loan and Pledge Agreement, we are
allowed to borrow and request letters of credit against the eligible assets held from time to time in the pledged account maintained with the financial institution.

The Loan and Pledge Agreement was amended on March 30, 2018 to extend the termination date of the Loan and Pledge Agreement from March 31, 2018 to March 31,
2020. The Loan and Pledge Agreement was further amended on August 24, 2018 to permit the Company to incur indebtedness owed to a foreign subsidiary in an aggregate
amount not to exceed $66.0 million, which amount is subordinated to any amounts outstanding under the Loan and Pledge Agreement. The Loan and Pledge Agreement was
subsequently amended on April 8, 2019 to clarify definitions of certain terms and to allow the term of any Letter of Credit to not exceed two years instead of 364 days from the
date of issuance, and in addition to permit the Company to issue Standy Letter of Credit (“SBLCs”) up to one year past the expiration date of the loan agreement. On April 23,
2019, the Loan and Pledge Agreement was amended further to clarify definition of certain additional terms.

As of March 31, 2019, no debt was outstanding under the Loan and Pledge Agreement, however, the SBLCs outstanding are deducted from the total revolving credit line.
See our 2018 Annual Report on Form 10-K. As of March 31, 2019, we were in compliance with the loan covenants.
Stand-by Letters of Credit
As of March 31, 2019, we had SBLCs with various financial institutions totaling$10.7 million whereby we are required to maintain a U.S. investment balance of
$10.6 million. SBLCs are subject to fees based on the amount of the letter of credit that are payable quarterly and are non-refundable.
Share Repurchase Programs
Our Board of Directors has authorized various share repurchase programs since 2012. On March 7, 2018, our Board of Directors authorized a share repurchase program
(the “March 2018 Authorization”) under which the Company, at the discretion of management, may repurchase up t0$10.0 million in aggregate cost of our outstanding
common stock through September 30, 2018. As of March 31, 2019, we have repurchased 1,193,102 shares for $10.0 million under the March 2018 Authorization. Since the

initial authorization of the share repurchase programs, we have spent an aggregate $30.4 million, excluding commissions, to repurchase 5.5 million shares. The March 2018
Authorization expired in September 2018 and no other authorization is in place today.
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Cash Flows

Our cash flows are presented in the following table.

Three Months Ended March 31,

2019 2018
(In thousands)
Net cash used in operating activities $ (5,951) $ (6,333)
Net cash (used in) provided by investing activities (1,165) 11,062
Net cash provided by (used in) financing activities 2,157 (1,898)
Effect of exchange rate differences on cash and cash equivalents “4) (14)
Net change in cash, cash equivalents and restricted cash $ (4,963) $ 2,817

Cash Flows from Operating Activities
Cash used in operating activities is generated by net income (loss) adjusted for certain non-cash items and changes in assets and liabilities.

Cash used in operating activities was lower in the three months ended March 31, 2019, compared to the cash used inthree months ended March 31, 2018, by $0.4 million,
primarily due to the increase in income net, as adjusted for some non-cash items, timing of collection, billing and shipment.

Due to the project driven, non-cyclical nature of our business, operating cash flow can fluctuate significantly from quarter to quarter due to the timing of receipts of
large project orders. Operating cash flow may be negative in one quarter, and significantly positive in the next, and year-on-year quarterly comparisons are difficult to compare.
Therefore, it may be difficult to derive meaning directly from quarterly comparisons of cash flow.
Cash Flows from Investing Activities
Cash flows from investing activities primarily relate to maturities and purchases of marketable securities to preserve principal and liquidity while at the same time
maximizing yields without significantly increasing risk, capital expenditures to support our growth, and changes in our restricted cash used to collateralize our stand-by letters

of credit and other contingent considerations.

Cash used in investing activities of $1.2 million during the three months ended March 31, 2019 was primarily due to $19.2 million used to purchase investments and
$1.6 million for capital expenditures partially offset by $19.6 million in maturities of marketable security investments.

Cash provided by investing activities of $11.1 million during the three months ended March 31, 2018 was primarily due to $13.9 million used to purchase investments
and $0.6 million for capital expenditures, partially offset by $25.6 million in maturities of marketable security investments.

Cash Flows from Financing Activities

Cash provided by financing activities of $2.2 million during the three months ended March 31, 2019 was primarily due to $2.2 million received from the purchase of
common stock through stock option exercises.

Cash used in financing activities of $1.9 million during the three months ended March 31, 2018 was primarily due to $3.5 million used to repurchase our common stock,
partially offset by $1.6 million received from the purchase of common stock through stock option exercises.
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Liquidity and Capital Resource Requirements

We believe that our existing resources and cash generated from our operations will be sufficient to meet our anticipated capital requirements for at least the next 12
months. However, we may need to raise additional capital or incur additional indebtedness to continue to fund our operations or to support acquisitions in the future 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 future capital requirements will
depend on many factors, including the continuing market acceptance of our products, our rate of revenue growth, the timing of new product introductions, the expansion of our
research and development, manufacturing, and sales and marketing activities, the timing and extent of our expansion into new geographic territories, and the amount and timing
of cash used for stock repurchases. In addition, 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 debt financing. Should we need additional liquidity or capital funds, these funds may not be available to us on
favorable terms, or at all.
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Off-Balance Sheet Arrangements

During the periods presented, we did not have any relationships with unconsolidated entities or financial partnerships such as entities often referred to as structured
finance or special purpose entities, which would have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited
purposes.

Recent Accounting Pronouncements

There were no material accounting pronouncements adopted during the quarter ended March 31, 2019.
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Item 3 — Quantitative and Qualitative Disclosures About Market Risk

Foreign Currency Risk

Our exposures are due to fluctuations in exchange rates for USD versus the British Pound, Saudi Riyal, United Arab Emirates Dirham, 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 contracts have been denominated in U.S. Dollars (“USD”). At times our international customers may have difficulty in obtaining USD to pay our
receivables, thus increasing collection risk and potential doubtful account expense. As we expand our international sales, a portion of our revenue could be denominated in
foreign currencies. As a result, our cash and cash equivalents and operating results could be increasingly affected by changes in exchange rates.

In addition, we pay many vendors in foreign currency and therefore, are subject to changes in foreign currency exchange rates.

Our international sales and service operations incur expense that is denominated in foreign currencies. This expense could be materially affected by currency fluctuations.
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 reporting currency, we do not maintain excess cash balances in foreign currencies.

We have not hedged our exposure to changes in foreign currency exchange rates because expenses in foreign currencies have been insignificant to date, and exchange
rate fluctuations have had little impact on our operating results and cash flows.

Interest Rate Risk and Credit Risk

We have an investment portfolio of fixed-income marketable debt securities, including amounts classified as cash equivalents and short-term investments. The primary
objective of our investment activities is to preserve principal and liquidity while at the same time maximizing yields without significantly increasing risk. We invest primarily in
investment-grade short-term debt instruments of high-quality corporate issuers and the U.S. government and its agencies. These investments are subject to counterparty credit
risk. To minimize this risk, we invest pursuant to a Board-approved investment policy. The policy mandates high credit rating requirements and restricts our exposure to any
single corporate issuer by imposing concentration limits.

At March 31, 2019, all of our investments totaled approximately$74.3 million. These investments were presented in short-term investments and long-term investments
on our Condensed Consolidated Balance Sheets as of March 31, 2019. These investments are subject to interest rate fluctuations and will decrease in market value if interest
rates increase. To minimize the exposure due to adverse shifts in interest rates, we maintain investments with an average maturity of less than seven months. A hypothetical 1%
increase in interest rates would have resulted in an approximately $0.3 million decrease in the fair value of our fixed-income debt securities as ofMarch 31, 2019.
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Item 4. — Controls and Procedures

(a) 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 effectiveness of our disclosure controls and procedures as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934 as of the end of the

period covered by this report.

Based on that evaluation, our President and Chief Executive Officer and our Chief Financial Officer have concluded that, as of the end of the period covered by this
report, our disclosure controls and procedures are effective.

(b) 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.
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PART II — OTHER INFORMATION

Item 1. — Legal Proceedings

Note 16, “Litigation,” of our Annual Report on Form 10-K filed with the SEC on March 7, 2019, as amended on March 12, 2019, provides information on certain
litigation in which we are involved.

For an update on the litigation matters previously disclosed in our Form 10-K, see the discussion in Note8, “Commitments and Contingencies — Litigation,” of the Notes
to Condensed Consolidated Financial Statements of this quarterly report on Form 10-Q, which discussion is incorporated by reference into this Item 1.
Item 1A. — Risk Factors

There have been no material changes in our risk factors from those disclosed in Part I, Item 1A, in our Annual Report on Form 10-K filed on March 7, 2019.

Item 2. — Unregistered Sales of Equity Securities and Use of Proceeds
Purchases of Equity Securities by the Issuer and Affiliated Purchasers

There has been no activity with respect to the program to repurchase outstanding units during the three months ended March 31, 2019.

Pursuant to the March 2018 Authorization, the Company, at the discretion of management, could repurchase up t0$10.0 million in aggregate cost of our outstanding
common stock. As of March 31, 2019, 1,193,102 shares at an aggregate cost 0f$10.0 million had been repurchased under the March 2018 Authorization. The aggregate cost
includes fees charged in connection with acquiring the outstanding common stock.

Item 3. — Defaults Upon Senior Securities

None.

Item 4. — Mine Safety Disclosures

Not applicable.

Item 5. — Other Information

None.

Item 6. — Exhibits

See the Exhibit Index following the Signature page to this Quarterly Report on Form 10-Q for a list of exhibits filed or furnished with this report, which Exhibit Index is
incorporated herein by reference.
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SIGNATURES

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

ENERGY RECOVERY, INC.

Dated: May 2, 2019 By: /s/ CHRIS GANNON
Chris Gannon
President and Chief Executive Officer

Dated: May 2, 2019 By: /s/ JOSHUA BALLARD
Joshua Ballard
Chief Financial Officer
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EXHIBIT LIST

Incorporated by Reference

Exhibit
Number Exhibit Description Form File No. Exhibit Filing Date Filed Herewith
10.1 Fourth Amendment to Loan and Pledge Agreement by and between Energy X
Recovery, Inc. and Citibank N.A.
10.2 Fifth Amendment to Loan and Pledge Agreement by and between Energy X
Recovery. Inc. and Citibank N.A.
31.1 Certification of Principal Executive Officer, pursuant to Exchange Act Rule X
13a-14(a) or 15d-14(a), as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.
31.2 Certification of Principal Financial Officer, pursuant to Exchange Act Rule X
13a-14(a) or 15d-14(a), as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.
32.1 Certification of Principal Executive Officer and Principal Financial Officer, X
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
101.INS  XBRL Instance Document
101.SCH  XBRL Taxonomy Extension Schema Document
101.CAL  XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF  XBRL Taxonomy Extension Definition Linkbase Document
101.LAB  XBRL Taxonomy Extension Label Linkbase Document
101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document
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FOURTH AMENDMENT TO LOAN AND PLEDGE AGREEMENT

Dated as of April 8, 2019

Reference is made to that certain Loan and Pledge Agreement dated as of January
27,2017 (as amended, supplemented, waived or otherwise modified from time to time prior to the
date hereof, the “Loan and Pledge Agreement”) between Energy Recovery, Inc., as borrower (the
“Borrower”), and Citibank, N.A., as lender (the “Lender”). Capitalized terms used herein but not
defined shall have the meaning assigned to such terms in the Loan and Pledge Agreement.

The parties hereto agree that, effective as of the Amendment Effective Date,
Section 1.1 of the Loan and Pledge Agreement is hereby amended by inserting the following
definition in proper alphabetical order therein:

““Surviving [ etters of Credit” means, subject to Section 2.1(a) and Section 2.7(a),
Letters of Credit with a tenor that exceeds the Termination Date.”

The parties hereto agree that, effective as of the Amendment Effective Date, clause
(ii) of the definition of the term “Paid in Full” or “Payment in Full” set forth in Section 1.1 of the
Loan and Pledge Agreement is hercby amended by deleting the stricken text and adding the
double-underlined text as set forth below:

“(i1) with respect to any Obligations consisting of (x) the undrawn portion of the

Letters of Credit (other than any Surviving Letters of Credit) and (y) the drawn and

undrawn portions of the Surviving Letters of Credit (if any), the depositing of cash
with Lender in one or more accounts, subject to one or more control arrangements,
in_each _case, as directed by the Lender, as security for the payment of such

Obligations in an amount equal to 105% of the aggregate undrawn amount of the
Letters of Credit, and”

The parties hereto agree that, effective as of the Amendment Effective Date, the
definition of the term “Standby Letter of Credit Agreement” set forth in Section 1.1 of the Loan
and Pledge Agreement is hereby amended by deleting the stricken text and adding the double-
underlined text as set forth below:

““Standby Letter of Credit Agreement” means the standard-Citibank-Continuing
Agreement for Standby-Letters of Credit dated as of April 8, 2019, by and between
Lender, as issuer and Borrower, as applicant, regarding the issuance of the Letters
of Credit, as amended, restated, supplemented or otherwise modified from time to
time.”

The parties hereto agree that, effective as of the Amendment Effective Date, the
first sentence of Section 2.1(a) of the Loan and Pledge Agreement is hereby amended by deleting
the stricken text and adding the double-underlined text as set forth below:
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“Lender agrees, subject to the terms and conditions hereof, to provide a committed
line of credit (the “Committed Facility”) to Borrower to make Advances or to issue
for the account of Borrower Letters of Credit of a tenor and containing such terms
as may be reasonably acceptable to Lender; provided that the tenor of any Letters
of Credit may not exceed the date that is three hundred and sixty-four (364) days

from the Termination Date.”

The parties hereto agree that, effective as of the Amendment Effective Date, the
first sentence of Section 2.1(e) of the Loan and Pledge Agreement is hereby amended by deleting
the stricken text and adding the double-underlined text as set forth below:

“All Advances er than Advances in r e Survivi

shall be payable in full, with all interest accrued thereon, on the Termination Date.”

The parties hereto agree that, effective as of the Amendment Effective Date, the
first sentence of Section 2.7(a) of the Loan and Pledge Agreement is hereby amended by dcleting
the stricken text and adding the double-underlined text as set forth below:

“The term of any Letter of Credit shall not exceed three-hundred-sixty-four(364)
daystwo (2) years from the date of its issuance, subject to renewal in accordance

with the terms thereof.”

As used herein, the term “Amendment Effective Date” shall mean the first date
upon which the Lender shall have executed and delivered one or more counterparts of this Fourth
Amendment to Loan and Pledge Agreement (the “Agreement of Amendment”) and shall have
received one or more counterparts of this Agreement of Amendment executed by the other parties
hereto.

The Borrower represents and warrants to the Lender that (i) immediately after
giving effect to this Agreement of Amendment and the transactions contemplated hereby, its
representations and warranties set forth in the Loan and Pledge Agreement and the other Loan
Documents are true and correct in all material respects (unless such representations and warranties
relate to an earlier date, in which case such representations and warranties shall be true and
correct as of such earlier date), (ii) no Default or Event of Default has cccurred and is continuing
or will result from the transactions contemplated by this Agreement of Amendment, and (iii) this
Agreement of Amendment has been duly and validly executed and delivered by it and constitutes
its legal, valid and binding obligation, enforceable against it in accordance with its terms, except
as enforceability may be limited by applicable insolvency, bankruptcy, or other laws affecting
creditor’s rights generally, or general principals of equity, whether such enforceability is
considered in a proceeding in equity or at law.

All references in any Loan Document to the Loan and Pledge Agreement on and
after the Amendment Effective Date, shall be deemed to refer to the Loan and Pledge Agreement,
as amended hereby, and the parties hereto agree that on and after the Amendment Effective Date,
the Loan and Pledge Agreement, as amended hereby, is in full force and effect.
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This Agreement of Amendment may be executed in any number of counterparts,
each of which when so executed shall be deemed to be an original and all of which when taken
together shall constitute one and the same agreement.

THIS AGREEMENT OF AMENDMENT SHALL BE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YORK.

[Signature Pages Follow)
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N WITNESS WHEREOF, the parties hereto have caused this Fourth Amendment to
Loan and Pledge Agreement to be executed and delivered by their duly authorized officers as of the

date first above written.

ENERGY RECOVERY, INC.,
as Borrower

o LA LA

Name: " ; 97
Title: %ﬁ:ﬁéfmﬁ&fbﬂ (AJA‘,J OF/C(/




[Signature Page to Amendment to Loan and Pledge Agreement]




CITIBANK, N.A.,
as Lender

By:

Name:
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Continuing Agreement for Letters of Credit

(this "Agreement”)

In consideration of the issuance by Citibank, N.A. {“Citibank"), in its discretion, from time to time, of one or more
commercial,s fandby or direct pay letters of credit {each a "Credit”) at the request of the party signing below (the
"Applicant”) substantially in accordance with application(s) corresponding hereto (each, an "Application”) or as otherwise
requested by Applicant in writing, Applicant uncenditionally agrees with Citibank as follows:

1.

Reimbursement.

Applicant will reimburse Citibank,on demand, the
amount of each draft or other request for payment
(each, a “Draft") drawn under a Credit, whether such
Draft is presented to Citibank before, on or, if in
accordance with applicable law or letter of credit
customs and practice, after the expiry date stated in
the Credit. Each such reimbursement shall be due on
the date Citibank makes payment under the Credit,
subject to Section 3 below.

Commissions, Fees and Expenses.

Applicant will pay Citibank (a) commissions and fees
with respect to each Credit for so long as Citibank
shall be obligated under the Credit in accordance with
applicable law or letter of credit customs and practice
(i) at such rates and times as Applicant and Citibank
may agree in writing or (ii}, in the absence of such an
agreement, in advance and in accordance with
Citibank’s standard commissions and fees then in
effect, to cover the full tenor of each such Credit
without refund for any unused portion of such tenar,
and (b),0 n demand, all expenses which Citibank may
pay or incur with respect to each Credit.

Payments; Interest on Past Due Amounts;
Computations.

All amounts due from Applicant shall be paid to
Citibank at 399 Park Avenue, New York, New York
10043 (or such other address notified to Applicant in
writing), without defense, set-off, cross-claim or
counterclaim of any kind, in United States Dollars and
in same day funds, provided, that if any such amount
due is based on Citibank's payment in a currency
other than United States Dollars, Applicant will, at
Citibank's option, reimburse Citibank in such curency
or pay the equivalent of such amount in United States
Dollars computed at Citibank's or its correspondent's
currency selling rate applicable to the place,c urrency
and value date on which Citibank pays such amount.
Applicant's abligation to make payments in United
States Dollars shall not be satisfied by any tender, or
any recavery by Citibank pursuant to any judgment,

which is expressed in or converted into any currency
other than United States Dollars, except to the extent
that such tender or recovery results in the actual
receipt by Citibank in New York of the full amount of
United States Dollars payable under this Agreement.
Any amount not paid when due shall bear interest
until paid in full at a daily fluctuating interest rate per
annum equal to two percent per annum above (a) the
rate of interest announced publicly from time to time
by Citibank in New York as Citibank’s base rate
("Base Rate"), provided that if at any time the Base
Rate is less than 0%, then the Base Rate shall be
deemed to be 0%, or (b), if another currency for
Applicant's payment is selected by Citibank, a
corresponding base rate in that currency, as selected
by Citibank; provided that if at any time such base
rate is less than 0%, then such base rate shall be
deemed to be 0%. Applicant authorizes Citibank to
charge any account of Applicant for any amount when
due. Unless otherwise agreed in writing as to a Credit
and subject to any other provision of this Agreement,
all computations of commissions, fees and interest
shall be based on a 360-day year and actual days
elapsed.

Advances.

If a Credit authorizes the beneficiary of that Credit to
draw an advance and the beneﬁciary does draw an
advance but fails to repay that advance in full,
together with interest, Applicant shall repay the
unpaid amounts upon demand.

Additional Costs,

If Citibank determines that the introduction or
effectiveness of, or any change in, any law or
regulation or compliance with any guideline or request
from any central bank or other governmental or quasi-
governmenta! authority (whether or not having the
force of law) affects or would affect the amount of
capital or reserves required or expected to be
maintained by Citibank or any corporation controlling
Citibank, and Citibank determines that the amount of
such capital or reserves is increased by or based
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upon the existence of one or more Credits, then
Applicant shall pay Citibank on demand from time to
time additional amounts sufficient in Citibank's
judgment to compensate for the increase. Citibank's
certificate as to amounts due shall be conclusive, in
the absence of manifest error.

Taxes.

(a) Any and all payments made to Citibank
hereunder or under any Credit issued hereunder shall
be made free and clear of and without deduction for
any and all present and future taxes (including value-
added taxes and withholding taxes), levies, imposts,
deductions, charges or withholdings, and all liabilities
with respect thereto, ex cluding therefrom (i) taxes
imposed on Citibank’s overall net income and
franchise taxes imposed on Citibank in lieu of net
income taxes by the jurisdiction under the laws of
which Citibank is organized or any palitical
subdivision thereof and (i) taxes imposed on
Citibank's overall net income and franchise taxes
imposed on Citibank in lieu of net income taxes by the
jurisdiction in which the office issuing such Credit is
located or any political subdivision thereof (all such
non-axcluded taxes, levies, imposts, deductions,
charges, withholdings and liabilities are hereinafter
referred to as “Taxes"),

(b) If any Taxes shall be required by law to be
deducted from any amount payable fo Citibank under
this Agreement or any Credit, Applicant shall increase
such amount as may be necessary so that, after
making all required deductions (including deduciions
applicable to any additional amounts payable under
this section),Cit ibank receives an amount equal to
the amount Citibank would have received had no
such deductions been made, Applicant shall make
such deductions and Applicant shall pay the full
amount deducted to the relevant taxing authority or
other autharity in accordance with applicable law.

(c) In addition, Applicant shall pay any and all
present and future stamp and documentary taxes and
any other excise or property taxes, charges or similar
levies that arise from any payment made hereunder
or under any Credit or from the execution, delivery,
registration of, performing under, or otherwise with
respect to, this Agreement or as a result of the
issuance, maintenance or negotiation of any Credit
hereunder (each such payment, an “Other Tax",

(d) Applicant shall indemnify Citibank for and hold
Citibank harmless against the full amount of Taxes
and Other Taxes (including any taxes of any kind
imposed or asserted by any jurisdiction on amounts

payable under this section} imposed on or paid by
Citibank or any affiliate of Citibank in respect of any
liability (including penalties, interest and expenses)
arising therefrom or with respect thereto, whether or
not such Taxes or Other Taxes were correctly or
legally asserted. Payment under this indemnity shall
be made within 30 days from the date Citibank makes
written demand therefor.

{e) Within 30 days after the date of any payment of
Taxes, Applicant shall furnish to Citibank at its
address hereunder, the original or a certified copy of a
receipt evidencing such payment. In case of any
payment hereunder or under any Credit hereunder by
or on behalf of Applicant, if Applicant determines that
no Taxes are payable in respect thereof, Applicant
shall, at Citibank's request, furnish, or cause the
payor to furnish, to Citibank an opinion of counsel
acceptable to Citibank stating that such payment is
exempt from Taxes.

Indemnification.

Applicant will indemnify and hold Citibank and its
officers, directors, affiliates, employees, attorneys and
agents (each, an “Indemnified Person"} harmless fram
and against any and all claims, liabilities, losses,
damages, costs and expenses, including reasonable
attorneys' fees and disbursements, other dispute
resolution expenses (including fees and expenses in
preparation for a defense of any investigation,
litigation or proceeding) and costs of collection that
arise out of or in connection with: (a) the issuance of
a Credit, {b) any payment or action taken or omitted to
be taken in connection with a Credit (including any
action or proceeding seeking (i) to restrain any
drawing under the Credit, {ii) to compel or restrain the
payment of any amount or the iaking of any other
action under the Credit, (iil) to compel or restrain the
taking of any action under this Agreement, or (iv) to
obtain similar relief (including by way of interpleader,
declaratory judgment, attachment or otherwise),
regardless of who the prevailing party is in any such
action or proceeding}, (c) the enforcement of this
Agreement or (d) any act or omission, whether rightful
or wrongful, of any present or future de jure or de
facto government or governmental autharity or any
other cause beyond Citibank's control, except in each
of (a) through (d) abeve, fo the extent such claim,
liability, loss, damage, cost or expense is found in a
final, non-appealable judgment by a court of
competent jurisdiction to have resulted from such
Indemnified Person’s gross negligence or willful
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misconduct. Applicant will pay on demand from time
to time all amounts owing under this section

Obligations Absolute.

Applicant’s obligations to Citibank under this
Agreement and in respect of each Credit (whether
absolute or contingent, present or future, collectively,
the “Obligations") shall be unqualified, irrevocable and
payable in the manner and method provided for under
this Agreement irrespective of any one or more of the
following circurstances: (a) any lack of validity or
enforceability of this Agreement, a Credit or any other
agreement, application, amendment, guaranty,
document, or instrument relating thereto, (b) any
change in the time, manner or place of payment of or
in any other term of all or any of the Obligations of
Applicant or the obligations of any person or entity
that guarantees any of the Obligations, (c) the
existence of any claim, set-off, defense or other right
that Applicant may have at any time against any
beneficiary or any transferee of a Credit {or any
person or entity for whom any such beneficiary or
transferee may be acting), Citibank cr any other
persan or entity, whether in connection with any
transaction contemplated by this Agreement or any
unrelated transaction, or any claim by Citibank or
Applicant against the beneficiary of a Credit for
breach of warranty, (d) any exchange, release or non-
perfection of any Property (as hereafter defined) or
other collateral or release or amendment or waiver of
or consent to depart from the terms of any guarantee
or security agreement, for all or any of the
Obligations, (e) any Draft, certificate or other
document presented under a Credit being forged,
fraudulent,in valid or insufficient or any statement
therein being untrue or inaccurate, () the issuance of
a Credit (or any amendment thereto) in a form other
than substantially as requested by Applicant, unless
Citibank receives written notice from Applicant of such
error within three business days after Applicant shall
have received a copy of the Credit (or such
amendment), (g) the decision by Citibank not fo issue
another Credit or an amendment to a Credit
requested by Applicant, (h) any previous Obligation,
whether or not paid, arising from Citibank's payment
against any Draft, certificate or other document which
appeared on its face to be signed or presented by the
proper entity but was in fact forged, fraudulent or
invalid or any statement therein was untrue or
inaccurate, (i) payment by Citibank under a Credit
against presentation of a Draft or other document that
does not comply with the terms and conditions of the
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Credit unless Citibank receives written notice from
Applicant of such discrepancy within three business
days following Applicant's receipt of such Draft or
ather document, and (j) any action or inaction taken or
suffered by Citibank or any of its affiliates or
correspondents in connection with a Credit or any
relevant Draft, certificate or other document or
Property (as defined below), if taken in Good Faith (as
defined in Article 5 of the New York Uniform
Commercial Code (the “NY UCC'")) and in conformity
with applicable New York, United States or non-
United States laws, regulations or letter of credit
customs and practice.

Limitations of Liability.

Without limiting any other provision of this Agreement,
Citibank, its affiliates and any of its correspondents:
{a) may rely upon any oral, telephonic, telegraphic,
facsimile, electronic, written or other communication
believed in Good Faith to have been authorized by
Applicant, whether or not given or signed by an
authorized person, (b) shall not be responsible for
errors, omissions, interruptions or delays in
transmission or delivery of any message, advice or
documnent in connection with a Credit, whether
transmitted by courier, mail, telex, any other
telecommunication, or otherwise (whether or not they
be in cipher), or for errors in interpretation of technical
terms or in translation (and Citibank, its affiliates and
its correspondents may transmit terms of a Credit
without translating them), (c) shall not be responsible
for the identity or authority of any signer or the form,
accuracy, genuineness, falsification or legal effect of
any Draft, certificate or other document presented
under a Credit if such Draft, certificate or other
document on its face appears substantially to comply
with the terms and conditions of the Credit, (d) shall
not be responsible for any acts or omisslons by or the
solvency of the beneficiary of a Credit or any other
person or entity having any role in any transaction
underlying a Credit, (e) may accept or pay as
complying with the terms and conditions of a Credit
any Draft, certificate or other document appearing on
its face (1) substantially to comply with the terms and
conditions of the Credit, (i) to be signed or presented
by or issued to any successor of the beneficiary or
any other person in whose name the Credit requires
or authorizes that any Draft, certificate or other
document be signed, presented or issued, including
any administrator, executor, personal representative,
trustee in bankruptcy, debtor in possession, liquidator,
receiver, or successor by merger or consolidation, or
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any other person or entity purporting to act as the
representative of or in place of any of the foregoing,
or (iil) to have been signed, presented or issued after
a change of name of the beneficiary, (f) may
disregard (i} any requirement stated in a Credit that
any Draft, certificate or other document be presented
to it at a particular hour or place and (i) any
discrepancies that do not reduce the value of the
beneficiary's performance to Applicant in any
transaction underlying the Credit, (g) may acceptas a
“Draft” any written or electronic demand or other
request for payment under a Credit, even if such
demand or other request is not in the form of a
negotiable instrument, (h) shall not be responsible for
the effectiveness or suitability of a Credit for
Applicant’s purpose, or be regarded as the drafter of a
Credit regardless of any assistance that Citibank may,
in its discretion, provide to Applicant in preparing the
text of the Credit or amendments thereto, (i) shall nat
be liable to Applicant for any consequential or special
damages, or for any damages resulting from any
change in the value of any foreign currency, services
ar goods or other property covered by a Credit,

(j) may assert or waive application of any UCP or ISP
(in each case, as defined below) article primarily
benefiting bank issuers, (k) may honor a previously
dishonored presentation under a Credit, whether
pursuant to court order, to settle or compromise any
claim that it wrongfully dishonored or otherwise and
shall be entitled to reimbursement to the same extent
as if it had initially honored said presentation plus
reimbursement of any interest paid by it ( 1) is
authorized (but shall not be required) ta disregard any
non-documentary conditions stated in the Credit and
(m) may pay any nominated bank (as such term is
defined in UCP 600 (see below) or nominated person
(as such term is defined in ISP (see below)) {in either
case as designated or permitted by the terms of a
Credit) claiming that it rightfully honored under the
laws, customs or practice of the place where it is
located. None of the circumstances described in this
section shall place Citibank or any of its affiliates or
correspondents under any resulting liability to
Applicant.

Independence.

Applicant acknowledges that the rights and
obligations of Citibank under a Credit are independent
of the existence, performance or nonperformance of
any contract or arrangement underlying the Credit,
including contracts or arrangements between Citibank
and Applicant and between Applicant and the

1.

12.

beneficiary of the Credit. Citibank shall have no duty
to notify Applicant of its receipt of a demand or a
Draft, certificate or other document presented under a
Credit or of its decision to honor such demand.
Citibank may, without incurring any liability to
Applicant or impairing its entitlement to
reimbursement under this Agreement, honar a
demand under a Credit despite notice from Applicant
of, and without any duty to inquire into, any defense to
payment or any adverse claims or other rights against
the beneficiary of the Credit or any other person.
Citibank shall have no duty to request o require the
presentation of any decument, including any default
certificate, not required to be presented under the
terms and conditions of a Credit. Citibank shall have
no duty to seek any waiver of discrepancies from
Applicant, nor any duty to grant any waiver of
discrepancies that Applicant approves or requests.
Citibank shall have no duty to extend the expiration
date or term of a Credit or to issue a replacement
letter of credit on or before the expiration date of a
Credit or the end of such term.

Transfers; Assignments of Proceeds.

If, at Applicant's request, a Credit is issued in
transferable form, Citibank shall have no duty to
determine the proper identity of anyone appearing in
any transfer request, Draft, or other document as
transferor or transferee, nor shall Citibank be
responsible for the validity, appropriateness or
correctness of any transfer. Citibank is not obligated
to recognize an assignment of proceeds of a Credit
unless and until Citibank consents to such
assignment; and, except as otherwise required by
applicable law, Citibank shall not be obligated to give
or withhold its consent to an assignment of proceeds
of a Credit. However, if Citibank consents to an
assignment of proceeds of the Credit, Citibank shall
have no duty to determine the proper identity of
anyone appearing to be the assignor or assignee, nor
shall Citibank be responsible for the validity,
appropriateness or carrectness of any such
assignment.

Extensions and Modifications of the Credit.

This Agreement shall be binding upon Applicant with
respect to any extension or modification of a Credit
made at Applicant’s request or with Applicant's
consent. Applicant's Obligations shall not be reduced
orimpaired in any way by any agreement by Citibank
and the beneficiary of a Credit extending Citibank's
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time to honer or to give notice of discrepancies and
any such agreement shall be binding upon Applicant.

Collateral.

(a) Forthe purposes of this Section, the following
terms shall have the meaning given them in the NY
UCC: goods, documents, instruments, securities,
investment property, general intangibles and
proceeds.

(b) To secure the Obligations, Applicant grants,
recognizes and admits Citibank's lien on and security
interest in all goods, documents, instruments,
securities and other investment property, general
intangibles, policies of insurance, and all proceeds
and products thereof in which Applicant may have or
abtain any interest or in which Applicant may obtain
an interest in connection with a Credit or any
transaction underlying a Credit, whether such shall be
in the possession or control of Applicant, Citibank or
any of Gitibank's affiliates or correspondents (all of
the foregoing, collectively, the “Froperty”). To the
extent that Applicant does not have a lien or security
interest in such Property, at Citibank's request
Applicant shall use its best efforts to obtain such a
lien and security interest and shall otherwise assist
Citibank in obtaining the lien and security interest
contemplated in this Agreement.

(c) Citibank (i) is authorized, at its option at any time
and with or without notice, to transfer to or register in
its own name or the name of any of its nominees all or
part of the Property, (ii) shall be deemed to have
exercised reasonable care with respect to the
Property if the Property is accorded treatment
comparable to that which Citibank gives to other
property of similar type, and (iii) shall not be obligated
to enforce or preserve its rights or Applicant's rights
against any party or otherwise with respect to any
Property. )

(d) As further security for the Obligations, Applicant
pledges and grants Citibank a security interest in all
Deposits (defined below) and now assigns to Citibank
all of Applicant's claims in respect of all transactions
underlying each Credit. This lien against Deposits
(and any bond or other collateral required pursuant to
Section 14, below) shall remain in effect until
Citibank's liability under all Credits is extinguished
and all of Applicant's Obligations are paid. Collateral
securing a negotiable Credit will be retained for a
reasonable time (at least 30 days) following expiry of
such Credit to secure Citibank's potential obligation to
negotiating banks.

14.

15.

16.

Additional Bond or Collateral.

(a) Ifatany time Applicant shall seek to restrain or
preclude payment of any drawing under a Credit or
any court shall extend the term of a Credit or take any
other action which has a similar effect, then, in each
such case, Applicant shall provide Citibank with a
bond or other collateral of a type and value
satisfactory to Citibank as security for Applicant's
Obligations relative to that Credit, and

(b) Ifatany time and from time to time Citibank, in its
discretion, requires collateral (or additional collateral),
Applicant will on demand assign and deliver to
Citibank as security for the Obligations, collateral of a
type and value satisfactory to Citibank or make such
cash payment as Citibank may require.

Financing Statements; Further Assurances.
Citibank is authorized to file financing statements,
with or without notice to Applicant and with or without
Applicant's signature, fo perfect the security interests
granted under this Agreement. Applicant agrees to
sign financing statements on request and appoints
Citibank to be its attorney-in-fact with full power of
substitution to sign such financing statements in the
name, place and stead of Applicant. Applicant will, at
its own expense upan request from time to time, sign
any other instrument or document and take any other
action as Citibank may require to perfect the security
interests in favor of Citibank. If any Property is
released to or upon Applicant's order, Applicant will
sign and deliver fo Citibank on demand a trust receipt
or other security agreement satisfactory to Citibank
for the Property. Upon request, Applicant will cause
Citibank to be named as an additional insured or loss
payee under any insurance covering the Property.

Covenants of Applicant.

Applicant will (a) comply with all New York, United
States and non-United States laws, regulations and
rules (including foreign exchange and foreign assets
control regulations and other trade-related
regulations) and letter of credit customs and practice
now or later applicable to each Credit, transactions
related to each Credit, or Applicant's execution,
delivery and performance under this Agreement and
deliver to Citibank, upon reasonable request,
satisfactory evidence of such compliance, (b) deliver
to Citibank, upon reasonable request, independently
audited financial statements and other information
concerning Applicant's financial condition and
business operations, (c) permit Citibank to inspect its
bocks and records and audit any Property on
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reasonable notice,( d) inform Citibank immediately
upen Applicant becoming aware of the occurrence of
an Event of Default (as defined below), and (e) cause
all goods constituting Property to be insured against
fire, theft and other usual risks and any other risks
which Citibank may reasonably request.

Representations and Warranties of Applicant.
Applicant represents and warrants that (a) it is validly
existing and in good standing under the laws of the
jurisdiction in which it is organized, (b) its execution,
delivery and performance of this Agreement are within
its powers, have been duly authorized, do not
contravene any contract binding on or affecting it or
any of its properties, do not violate any applicable law
or regulation, and do not require any notice to, filing
with or other action to or by any governmental
authority, (c) this Agreement is valid and binding upon
Applicant, (d) the financial statements most recently
received by Citibank from Applicant fairly present its
financial condition in accordance with generally
accepted accounting principles consistently applied,
and there has been no material adverse change in the
business, financial condition or results of operations
of Applicant and its subsidiaries, taken as a whole,
since the date of such financial statements; and

(e) there is no pending or threatened action which
may materially adversely affect its financial condition
or business or which purports to affect the validity or
enforceability of this Agreement, any Credit or any
transaction related to any Credit.

Each request by Applicant for an amendment to this
Agreement or for the issuance of a Credit or for any
amendment to any Credit shall constitute Applicant's
representation and warranty that the foregoing
statements are true and correct as if made on the
date of such request.

Default.

Each of the following shall be an "Event of Default”
under this Agreement: (a) Applicant’s failure to pay
when due any obligation to Citibank or to any of its
subsidiaries or affiliates (under this Agreement or
otherwise), (b) Applicant's failure to perform or
observe any other term or covenant of this
Agreement, (c) Applicant's breach of any
representation or warranty made in this Agreement or
any document delivered by it under this Agreement,
(d) Applicant's dissolution or termination,

(e) institution by or against Applicant of any
proceeding under any law relating to bankruptcy,

19.

insalvency or reorganization or relief of debtors or
seeking the appointment of a receiver, trustee, or
other similar official for Applicant or for any substantial
part of its property, (f) any actual or threatened
seizure, vesting or intervention by or under authority
of a government by which Applicant's management is
displaced or its authority or control of its business is
curtailed, (g) attachment or restraint of any funds or
other property which may be in, or come into, the
possession or control of Citibank or of any third parly
acting on Citibank's behalf, for the account or benefit
of Applicant, or the issuance of any order of any court
or other legal process against the same, (h) a material
adverse change in Applicant's business or condition
(financial or otherwise), or (i) the occurrence of any of
the above events with respect to any person or entity
which has heretofore or hereafter guaranteed or
provided any collateral security for any of the
Obligations.

Remedies.

If any Event of Default shall have cccurred and be
continuing, the aggregate of the face amounts of all
Credits as well as any or all other Obligations,
whether or not matured or contingent, shall, at
Citibank's option, become due and payable
immediately without presentment, demand, protest or
notice of any kind, all of which are hereby expressly
waived by Applicant; provided, however, that in the
event of an Event of Default under Section 18(g), the
aggregate of the face amounts of all Credits as well
as all other Obligations, whether or not matured or
contingent, shall automatically become due and
payable without presentment, demand, protest or
notice of any kind, all of which are hereby expressly
waived by Applicant. In addition to the remedies
described in the immediately preceding sentence, if
any Event of Default shall have occurred and be
continuing, Citibank may exercise in respect of the
Property all the rights and remedies of a secured
parly on default under the NY UCC. At Citibank's
request, Applicant will assemble the Property and
make it available to Citibank at a place to be
designated by Citibank that is reasonably convenient
to Citibank and Applicant. In addition, Citibank may,
without notice except as specified below, (a) obtain,
cancel and adjust and settle losses under any
insurance on any Property and endorse and negotiate
any Draft, certificate or other document or instrument
constituting Property, in each case in the name and
as agent of and attorney-in-fact for Applicant, (b) sell
any or all of the Property at public or private sale, at
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any of Citibank's offices or elsewhere, for cash, en
credit or for future delivery (but without credit risk to
Citibank), and at a price or prices and upon other
terms and conditions as Citibank may deem
commercially reasonable. To the extent notice of sale
of the Property shall be required by law, reasonable
notification shall include, but not be limited to, written
notice mailed or delivered to Applicant at the address
specified in this Agreement at least five business days
prior to the date of public sale or prior to the date after
which private sale is fo be made. Any sale or other
realization by Citibank shall be deemed commercially
reasonable if made or conducted according to usual
practices of commercial lenders liquidating similar
collateral. Applicant shall pay Citibank on demand all
costs and expenses (including reascnable attorney's
fees and legal expenses) related or incidental to the
custody, preservation or sale of, or collection from, or
ather realization upon, any of the Property or related
or incidental to the establishment, preservation or
enforcement of Citibank's rights in respect to the
Property. Citibank may, in its discretion, hold the
proceeds of the Property as additional collateral under
this Agreement or at any time apply the proceeds to
the payment of the costs and expenses referred to
above and the Obligations, whether or not then dug,
as Citibank may determing in its discretion. Citibank
shall pay any surplus to Applicant or to whomever
may be lawfully entitled to receive the surplus, and
Applicant shall be liable for any deficiency

Set-off.

If any Event of Default shall occur and be continuing,
Citibank may set off and apply any and all deposits
(general or special, time or demand, provisional or
final) at any time held and other indebtedness at any
time owing by Citibank or any of its affiliates to or for
the credit or the account of Applicant {* Deposils®)
against any and all of the Obligations, irespective of
whether or not Citibank shall have made any demand
under this Agreement and although such Deposits or
Obligations may be unmatured or contingent,
Citibank's rights under this section are in addition to
other rights and remedies (including other rights of
set-off) which Citibank may have under this
Agreement or applicable law.

Waiver of Immunity.

Applicant acknowledges that this Agreement is, and
each Credit will be, entered into for commercial
purposes, and, to the extent that Applicant now or
later acquires any immunity from jurisdiction of any

22,
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court or from any legal process with respect to itself or
its property, Applicant now irrevocably waives its
immunity with respect to the Obligations.

Notices; Co-Applicants; Interpretation;
Severability.

(a) Notices shall be effective, if to Applicant, when
sent to its address indicated below the signature line
and, if to Citibank, when received at 399 Park
Avenue, New York, New York 10043, with a copy to
Citicorp Narth America, Inc., 3800 Cifibank Center,
Tampa FL 33610, or.as to either party, such other
address as either may notify the other in writing.
Notices to the beneficiary of a Credit shall be effective
when sent to the address maintained in Citibank's
letter of credit records for such beneficiary, and
Applicant agrees to hold Citibank harmless with
respect to any claim by the beneficiary of non-receipt
of such a notice.

(b) Ifthis Agreement is signed by two or more
persons or entities, (i) each such person or entity shall
be deemed an "Applicant” hereunder, (i) each
Applicant shall be jointly and severally liable for all
Obligations and waives any defense that might
otherwise be available to a guarantor of such
Obligations, and (iii) notices from Citibank in
connection with this Agreement or a Credit to any
Applicant and notices from, or the consent of, any
Applicant in connection with this Agreement or a
Credit shall be sufficient to bind all Applicants.

(c) Headings are included only for convenience and
are not interpretive. The term “including” means
"including without limitation.”

(d) Ifany provision of this Agreement is held illegal
or unenforceable, the validity of the remaining
provisions shall not be affected.

Successors and Assigns.

This Agreement shall be binding upon Applicant and
its successors and permitted assigns, and shall inure
to the benefit of and be enforceable by Citibank, its
successors and assigns. Applicant shall not
voluntarily transfer or otherwise assign any of its
obligations under this Agreement. Citibank may
transfer or otherwise assign its rights and obligations
under this Agreement, in whole or in par, and shall be
forever relieved from any liability with respect to the
portion of Citibank's rights or obligations transferred
or assigned. Applicant acknowledges that information
pertaining to Applicant as it relates to this Agreement
or a Credit may be disclosed to (actual or potential)
transferees, assignees, affiliates, contractors or, if
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required by law, court order or mandate,
governmental authorities. This Agreement shall not
be construed to confer any right or benefit upon any
person or entity other than Applicant and Citibank and
their respective successors and permitted assigns.

Modification; No Waiver.

None of the terms of this Agreement may be waived
or amended except in a writing signed by the party
against whose interest the term is waived or
amended. Forbearance, failure or delay by Citibank
in the exercise of a remedy shall not constitute a
waiver, nor shall any exercise or partial exercise of
any remedy preclude any further exercise of that or
any other remedy. Any waiver or consent by Citibank
shall be effective only in the specific instance and for
the specific purpose for which it is given and shall not
be deemed, regardless of frequency given, tobe a
further or continuing waiver or consent,

Multiple Role Disclosure.

Citibank and its affiliates offer a wide range of
financial services, including back-office letter of credit
processing services on behalf of financial institutions
and letter of credit beneficiaries. Such services are
provided internationally to a wide range of customers,
some of whom may be Applicant's counterparties or
competitors. Applicant acknowledges and accepts
that Citibank and its affiliates may perform more than
one role in relation {o a particular Credit, including to
advise a Credit notwithstanding the selection by
Applicant of an additional or alternative advising
bank.

Continuing Agreement; Entire Agreement;
Remedies Cumulative; Delivery of Documents
Related to this Agreement.

(a) This Agreement is a continuing agreement and
all Credits to which it applies or may apply under the
terms hereof shall be conclusively presumed to have
been created in reliance hereon. This Agreement
constitutes the entire agreement between the parties
concerning Gitibank's issuance of Credits for
Applicant's account and supersedes all prior
agreements governing such issuance unless
specifically excluded in an annex hereto.

{b) Al rights and remedies of Citibank under this
Agreement and other documents delivered in
connection with this Agreement or otherwise directly
or indirectly related to the Obligations are cumulative
and in addition to any other right or remedy available
under this Agreement, a Credit or applicable law.

27
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{c) Applicant may submit an executed Application for
a Credit in original form, via a Citibank electronic
banking platform such as "CitiDirect” or by fax, email
attachment or other electronic means. Applicant will
be bound by any instructions so given. Delivery of a
signed signature page to this Agreement by facsimile
transmission or email attachment shall be effective
as, and shall constitute physical delivery of, a signed
original counterpart of this Agreement.

Termination; Surviving Provisions.

{a) This Agreement may be terminated by Applicant
only upon the ocourrence of all of the following:

(i) thirty (30) days shall have passed since Citibank
shall have actually received written notice of such
termination from Applicant; (i} the amount of all
Obligations, whether matured or contingent, shall
have been paid to Citibank (and for the avoidance of
doubt, the creation of any overdraft in Applicant's
account with Citibank shall not discharge Applicant's
Obligations hereunder); (iii) all Credits expiring at
Citibank's counters shall have expired or been
cancelled by Citibank; and (iv) as to all Credits
expiring at the counters of institutions other than
Citibank, a reasonable time (at least thirty (30) days,
as determined in good faith by Citibank) shall have
passed following the expiration or cancellation by
Citibank of all such Credits in order to allow such
institutions 1o present documents to Citibank.

{b) Restrictive provisions in this Agreement, such as
indemnity, tax, immunity and jurisdiction provisions
shall survive termination of this Agreement, expiration
of all Credits, and payment of the Obligations.

{c) Ifa Credit is issued in favor of any bank, Citibank
branch or other entity in support of an undertaking
issued by such bank, branch or entity on behalf of
Applicant or Citibank, Applicant shall remain liable
under this Agreement (even after expiry of the Credit)
for amounts paid and expenses incurred by Citibank
with respect to the Credit or such undertaking untit
such time as Citibank or such other bank, branch or
entity shall have no further liability, under applicable
law, in connection with such undertaking.

Governing Law; Governing Rules.

(a) THIS AGREEMENT AND THE RIGHTS AND
OBLIGATIONS OF APPLICANT AND CITIBANK
HEREUNDER SHALL BE GOVERNED BY AND
SUBJECT TO THE LAWS OF THE STATE OF NEW
YORK AND APPLICABLE UNITED STATES
FEDERAL LAWS.

(b} Applicant agrees that Citibank may issue any
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29.

Credit subject to the Uniform Customs and Practice
for Documentary Credits, International Chamber of
Commerce ("ICC") Publication Nos. 500 (1993
Revision) or 600 (2007 Revision) {the "UCP 500" or
the “UJCP 600") or, at Citibank’s option, such later
revision thereof in effect at the time of issuance of a
Credit (as so chosen for any Gredit, the “UCP") or the
International Standby Practices 1998, ICC Publication
No. 590 or, at Citibank’s option, such later revision
thereof in effect at the time of issuance of a Credit (as
so chosen for any Credit, the 1SP",a nd each of the
UCP and the ISP, an "ICC Rule"). Citibank’s
privileges, rights and remedies under such ICC Rules
shall be in addition to, and not in limitation of, its
privileges, rights and remedies expressly provided for
herein. The UCP and the ISP (or such later revision
of either) shall serve, in the absence of proof to the
contrary, as evidence of general banking usage with
respect to the subject matter thereof.

(c) Applicant agrees that for matters not addressed
by the chosen ICC Rule, each Credit shall be subject
to and governed by the laws of the State of New York
and applicable United States Federal laws. If at
Applicant's request, a Credit expressly chooses a
state or country law other than New York State law
and United States Federal law or is silent with respect
to the choice of an ICC Rule or a governing law,
Citibank shall not be liable for any payment, cost,
expense or loss resulting from any action or inaction
taken by Citibank if such action or inaction is or would
be justified under an ICC Rule, New York law,
applicable United States Federal law or the law
governing the Credit.

Jurisdiction; Service of Process.

(a) This Agreement shall be deemed to have been
made in New York County, New York, regardless of
the order in which the signatures of the parties shall
be affixed hereto. Applicant now irrevocably submits
to the non-exclusive jurisdiction of any state or federal
court sitting in New York County, New York, for itself,
and in respect of any of its property, and, if a law
other than New York State law has been chosen to
govern a Credit, Applicant also now irrevocably
submits to the non-exclusive jurisdiction of any court
sitting in such jurisdiction with respect to that Credit.
Applicant agrees not to bring any action or proceeding
against Citibank with respect to that Credit in any
jurigdiction other than those described in the
immediately preceding sentence with respect to the
same Credit. Applicant irevocably waives any
objection to venue or any claim of inconvenient

forum,

{b) If Applicant is an entity formed under the laws of
the United States, any state of the United States or
the District of Columbia, Applicant agrees that any
service of process or other notice of legal process
may be served upon it by mail or hand defivery if sent
to:

at

which
Applicant now designates its authorized agent for
service of process with respect to the courts located
in the State of New York in relation to each Credit and
this Agreement. (If no authorized agent is designated
in the space provided above, Applicant agrees that
process shall be deemed served if sent to its address
given for notices under this Agreement.)
(c) If Applicantis an entity other than one described
in (b) above, Applicant agrees that any service of
process or other notice of legal process may be
served upon it by mail or hand delivery if sent to:

at

in
the State of New York, which Applicant now confirms
it has designated as its authorized agent for service of
process with respect fo the courts located in the State
of New York in relation to each Credit and this
Agreement.
(d) Applicant agrees that nothing in this Agreement
shall affect Citibank’s right to serve process in any
other manner permitted by law or to commence legal
proceedings or otherwise proceed against Applicant
in any other jurisdiction. Applicant agrees that final
judgment against it in any action or proceeding shall
be enforceable in any other jurisdiction within or
outside the United States by suit on the judgment, a
certified copy of which shall be conclusive evidence of
the judgment,
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30. JURY TRIAL WAIVER.

APPLICANT AND CITIBANK EACH IRREVOCABLY
WAIVES ITS RIGHT TO A JURY TRIAL OF ANY
CLAIM, COUNTERCLAIM OR CAUSE OF ACTION
BASED UPON OR ARISING OUT OF THIS
AGREEMENT, ANY CREDIT, OR ANY DEALINGS
WITH ONE ANOTHER RELATING TO THE
SUBJECT MATTER OF THIS AGREEMENT.

Appllcant

Encra, ﬂ'ww-‘; Iye.

Co-Applicant (if any):

Gompan;,Zan{o’ 5 : ;// /% %

Company Name

By: Aut nzed S1gner 4/
il Lo nbx

By: Authorized Signer

Zﬁﬁ;meA lonkallr fLB0
Tt? 2.7 Hwh/l A/&‘ Drie "
Address P o/rz: A9 Y. 9 Address
Anh / J’ 2o/ 7
Date Date
(For Citibank Use Only)

Approvals fo Issue

Relationship Manager (Signature & Stamp)

Other required Signature & Stamp

CAFLOC 10/14

Global Transaction Services
www.transactionservices.citigroup.com

©2014 Citibank, N.A, Al rights reserved, Citi and Arc Design and
CitiDirect are service marks of Citigroup Inc., used and registered
throughout the world.

10-



Fom Updated 02 25.16







FIFTH AMENDMENT TO LOAN AND PLEDGE AGREEMENT

Dated as of April 23,2019

Reference is made to that certain Loan and Pledge Agreement dated as of January
27, 2017 (as amended, supplemented, waived or otherwise modified from time to time prior to the
date hereof, the “Loan and Pledge Agreement”) between Energy Recovery, Inc., as borrower (the
“Borrower™), and Citibank, N.A., as lender (the “Lender”). Capitalized terms used herein but not
defined shall have the meaning assigned to such terms in the Loan and Pledge Agreement.

The parties hereto agree that, effective as of the Amendment Effective Date, Section
1.1 of the Loan and Pledge Agreement is hereby amended by inserting the following definition in
the proper alphabetical order therein:

““Control Agreement” means the agreement dated as of April 23, 2019 among
Pershing LLC, as securities intermediary, Citigroup Global Markets Inc., as
introducing broker, the Lender, as secured party, and the Borrower, as account
holder.”

The parties hercto agree that, effective as of the Amendment Effective Date, the
definition of “Loan Documents” in Section 1.1 of the Loan and Pledge Agreement is hereby
amended by replacing it in its entirety with the following:

““Loan Documents” means this Agreement, the Note, the Letters of Credit, the
Standby Letter of Credit Agreement, the Control Agreement, and all documents and
instruments to be delivered by Borrower under or in connection with this agreement,
as each of the same may be amended, supplemented or otherwise modified from
time to time.”

The parties hereto agree that, effective as of the Amendment Effective Date, Section
7.2(a) of the Loan and Pledge Agreement is hereby amended by (i) inserting the words “Other than
as expressly permitted by Section 3.3,” at the beginning of the first sentence thereof; and (ii)
inserting the words “or other Loan Documents” at the end of the second sentence thereof.

The parties hereto agree that, effective as of the Amendment Effective Date, Exhibit
A of the Loan and Pledge Agreement is hereby amended by replacing it in its entirety with Annex
A attached hereto.

As used herein, the term “Amendment Effective Date” shall mean the first date upon
which the Lender shall have executed and delivered one or more counterparts of this Fifth
Amendment to Loan and Pledge Agreement (the “Agreement of Amendment™) and shall have

received one or more counterparts of this Agreement of Amendment executed by the other parties
hereto.

The Borrower represcnts and warrants to the Lender that (1) immediately after giving
effect to this Agreement of Amendment and the transactions contemplated hereby, its



SK 29803 0002 8118160 v7




representations and warranties set forth in the Loan and Pledge Agreement and the other Loan
Documents are true and correct in all material respects (unless such representations and warranties
relate to an earlier date, in which case such representations and warranties shall be true and correct
as of such earlier date), (ii) no Default or Event of Default has occurred and is continuing or will
result from the transactions contemplated by this Agreement of Amendment, and (iii) this
Agreement of Amendment has been duly and validly executed and delivered by it and constitutes
its legal, valid and binding obligation, enforceable against it in accordance with its terms, except as
enforceability may be limited by applicable insolvency, bankrupicy, or other laws affecting
creditor’s rights generally, or general principals of equity, whether such enforceability is considered
in a proceeding in equity or at law.

All references in any Loan Document to the Loan and Pledge Agreement on and
after the Amendment Effective Date, shall be deemed to refer to the Loan and Pledge Agreement,
as amended hereby, and the parties hereto agree that on and after the Amendment Effective Date,
the Loan and Pledge Agreement, as amended hereby, is in full force and effect.

This Agreement of Amendment may be executed in any number of counterparts,
each of which when so executed shall be deemed to be an original and all of which when taken
together shall constitute one and the same agreement.

THIS AGREEMENT OF AMENDMENT SHALL BE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF NEW YORK.

[Signature Pages Follow]
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IN WITNESS WHEREOF, the parties hereto have caused this Fifth Amendment to
Loan and Pledge Agreement to be executed and delivered by their duly authorized officers as of the
date first above written.

ENERGY RECOVERY, INC.,
as Borrower




[Signature Page to Amendment to Loan and Pledge Agreement]




CITIBANK, N.A.,
as Lender

By: =
Name: \ YousaF U/




[Signature Page to Amendment to Loan and Pledge Agreement]




EXHIBIT A
PLEDGED ACCOUNTS
Energy Recovery, Inc.
Account No. 15C108460768
Held with Citibank, N.A.
Energy Recovery, Inc.

Account No, C92182556
Held with Pershing LLC and subject to the Control Agreement

Annex A









Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO EXCHANGE ACT RULE 13a-14(a) OR 15d-14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES OXLEY ACT OF 2002

1, Chris Gannon, certify that:

1. Thave reviewed this quarterly report on Form 10-Q of Energy Recovery,
Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations, and cash flows of the registrant as of, and for, the periods presented in this report;

4. Tam responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. Thave disclosed, based on my most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
Board of Directors (or persons performing the equivalent functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial

reporting.
Date: May 2, 2019 /s/ CHRIS GANNON
Name: Chris Gannon
Title: President and Chief Executive Officer

(Principal Executive Officer)



Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO EXCHANGE ACT RULE 13a-14(a) OR 15d-14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES OXLEY ACT OF 2002

1, Joshua Ballard, certify that:

1. Thave reviewed this quarterly report on Form 10-Q of Energy Recovery,
Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations, and cash flows of the registrant as of, and for, the periods presented in this report;

4. Tam responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. Thave disclosed, based on my most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
Board of Directors (or persons performing the equivalent functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial

reporting.
Date: May 2, 2019 /s/ JOSHUA BALLARD
Name: Joshua Ballard
Title: Chief Financial Officer

(Principal Financial Officer)



Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER,
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002*

Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities and Exchange Act of 1934, as amended (the “Exchange Act”), and Section 1350 of Chapter 63 of
Title 18 of the United States Code, Chris Gannon, President and Chief Executive Officer of Energy Recovery, Inc., and Joshua Ballard, Chief Financial Officer of Energy
Recovery, Inc., each hereby certify that, to the best of his knowledge:

1. The Company’s Quarterly Report on Form 10-Q for the period ended March 31, 2019, to which this Certification is attached as Exhibit 32.1 (the ‘Quarterly Report™)
fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange Act, and

2. The information contained in the Quarterly Report fairly presents, in all material respects, the financial condition of the Company at the end of the period covered by the
Quarterly Report and results of operations of the Company for the period covered by theQuarterly Report.

IN WITNESS WHEREOF, the undersigned has set his hand hereto as of the2th day of May 2019.

/s/ CHRIS GANNON
Chris Gannon
President and Chief Executive Officer

/s/JJOSHUA BALLARD
Joshua Ballard
Chief Financial Officer

*  This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be incorporated by

reference into any filing of Energy Recovery, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether made before
or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such filing.



