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Cautionary Statement Regarding Forward-Looking Staements.

This Form 10-K contains certain "forward-lookingt&ments," within the meaning of Section 27A of 8eeurities Act of 1933, as amended,
and Section 21E of the Securities Exchange AcB8#]1as amended, which are subject to the saf@tsacbeated by those Acts. These
statements include the plans and objectives of gemant for future operations, including plans abgctives relating to the development of
the Company's business in the domestic and inierrstmarketplace. All forward-looking statementsalve risks and uncertainties,
including, without limitation, risks relating toelCompany's ability to enhance existing softwamelpcts and to introduce new products in a
timely and cost-effective manner, reduced develaggraénuclear power plants that may utilize the @amy's products, a long pdack cycle
from the investment in software development, uradeties regarding the ability of the Company tovgiits revenues and successfully
integrate operations through expansion of its exggdbusiness and strategic acquisitions, the ghofithe Company to respond adequately to
rapid technological changes in the markets for @secontrol and simulation software and systergsjf&ant quarter-to-quarter volatility in
revenues and earnings as a result of customer gsirchcycles and other factors, dependence upopéwspnnel, and general market
conditions and competition. See Risk Factors, beldve forward-looking statements included heremlzased on current expectations that
involve numerous risks and uncertainties as sét tuerein, the failure of any one of which couldtenelly adversely affect the operations of
the Company. The Company's plans and objectivealsoebased on the assumptions that market consliind competitive conditions within
the Company's business areas will not change raliyeor adversely and that there will be no matatverse change in the Company's
operations or business. Assumptions relating tddregoing involve judgments with respect, amortgeothings, to future economic,
competitive and market conditions and future bussraecisions, all of which are difficult or impdasito predict accurately and many of
which are beyond the control of the Company. Altitothe Company believes that the assumptions widgithe forwardlooking statemen
are reasonable, any of the assumptions could loeunate and there can, therefore, be no assurhatthe forward-looking statements
included in this Form 10-K will prove to be accuraln light of the significant uncertainties inhetrén the forward-looking statements
included herein, the inclusion of such informat&hould not be regarded as a representation bydhg@&ny or any other person that the
objectives and plans of the Company will be acldeve

PART |
ITEM 1. BUSINESS.

GSE Systems, Inc. ("GSE Systems", or the "Compatigs)gns, develops and delivers business and texgynsolutions by applying high-
technology-related process control, high fidelitpglation, systems and services into applicati@msivorldwide industries including energy
and process manufacturing. The Company's soluéiodsservices assist customers in improving quaéfety and throughput; reducing
operating expenses; and enhancing overall prodtyctiv

The Company's products are used in over 500 apipiica representing over 200 customers in 30 castin the following industries:
specialty chemical, food & beverage, petroleumniefj, pharmaceutical, fossil and nuclear power gaitn, and metals
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Recent Developments.

In 1998, the Company had significantly improvedafinial results over 1997. The third and fourth tprarof 1998 generated positive
operating results for the core businesses of clenaired simulation. These improved financial resaltsreflective of the Company's strategy,
as previously disclosed, to return to its strengttikin these core businesses, while controlling eeducing costs. The divestiture of certain
operations outside of the core businesses wagegrah part of this strategy.

In May 1998, the Company completed the sale oftamltially all of the assets of GSE Erudite Softwadne. ("Erudite Software") to Keane,
Inc. ("Keane"), pursuant to an asset purchase aggeg dated as of April 30, 1998, by and amongXbmpany, Erudite Software and Keane.
In November 1998, the Company completed the sabeéin assets related to activities of its OiG&s business unit ("O&G"), to Valmet
Automation (USA), Inc. ("Valmet"), pursuant to assat purchase agreement, effective as of Octoher9®®, by and between the Company
and Valmet. Both sales are more fully explainetLiguidity and Capital Resources"”, and in "Notegonsolidated Financial Statements."

Due to the poor financial results in 1997, the gemanagement of the Company has been substartdielyged and current management has
set a course to reduce costs and to return the @uytypfocus to its core businesses of controlssandlation. The Company is implementing
this strategy utilizing two business units:

* Power, which is primarily concentrated in the movwgeneration industry, and
* Process, which utilizes process controls and &trn in various process industries.

Having completed the initial phase of its stratégyeturn to its core businesses, the Company égsrbpursuit of strategic growth
opportunities consistent with these core busine€3eserally, the Company is seeking complimentayootunities that management believes
can be implemented without diverting the focushef Company or its management from its internahgtites and plans for organic growth.

The Company's Common Stock had previously tradetth®@™NASDAQ National Market System under the symiBS$ES". In January 1999,
the Company's Common Stock was approved for ligtiegAmerican Stock Exchange, where it now tradgekeuthe symbol "GVP".

Further changes to senior management of the Coniperg/been completed over the last twelve monttgtencurrent management plans to
continue to manage costs and maintain the Comptogus on its core businesses of controls and sitiau.

The management team of the Company believes thegraéntioned developments will provide for a viafyerating entity and will position
the Company for success in the future.

Background.

GSE Systems was formed on April 13, 1994, by MahTaternational Corporation ("ManTech"), GP StrasgCorporation ("GP Strategies”
and formerly known as "National Patent Developrm@mnitporation” or "NPDC") and its affiliates, GenePdlysics Corporation ("GPC") and
SGLG, Inc. ("SGLG" and formerly known as "GPS Tealogies, Inc." or "GPS"); and Vattenfall AB ("Vatti&ll") to consolidate the
simulation and related businesses of their aféBalGSE Power Systems, Inc. ("Power Systems" antkefty known as "Simulation, Systems
& Services Technologies Company" or "S3 TechnolgjeGP International Engineering & Simulation, IGtGPI") and GSE Power Systems
AB ("Power Systems AB" and formerly known as "Eum®B" or "EuroSim"). On December 30, 1994, GSE t8yss expanded into the
process control automation, and supply chain manageconsulting industry through its acquisitiortted process systems division of Texas
Instruments Incorporated ("TI"), which the Compamperates as GSE Process Solutions, Inc. ("Proa#ssdhis”).
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In April 1996, the Company aligned its operatingugys into three strategic business units (SBUBgtter serve its then primary vertical
markets - Power, Process and Oil & Gas. The reaamt allowed the Company to focus on providing#its technologies to these markets,
while addressing the specific needs of each maketdelivering industry specific solutions.

In May 1996, the Company acquired Erudite Softwanegional provider of client/server technologystom application software
development, training services, hardware/softwatess and network design and implementation sesviemidite Software was subsequently
combined with a small pre-existing consulting grevifhin the Company to form the Company's Busir@gstems unit.

In December 1997, the Company acquired 100% obti&tanding common stock of J.L. Ryan, Inc., ("RYaa provider of engineering
modifications and upgrade services to the powert@anulation market. The combination of the Compapre-existing technology with the
technical staff of the acquired Ryan business loagtipned the Company to be more competitive fodifications and upgrade services
projects within the nuclear simulation market.

In April 1998, the Company divested the Eruditet®afe business to Keane Inc. for approximately $fiam in cash. In addition to the cash
at closing, Keane has issued a promissory notarf@additional $1 million to be paid to GSE Systemshe first anniversary of the closing,
subject to offset in the case of any claims foemmdification. See "Liquidity and Capital Resourcast] "Notes to Consolidated Financial
Statements".

In November 1998, the Company divested certaintasfehe Oil & Gas business unit to Valmet Autoimat{USA), Inc. ("Valmet") for casl
plus the assumption of certain identified liab#gi The transaction also provides that the Compamgin responsible for certain cost
overruns, claims and unassumed liabilities. Inalitethe sale was an assignment to Valmet of all th

Company's rights to the S/3 SCADA (TM) product, a license for Valmet to use the
Company's SimSuite Pipeline(TM) product, and an a ssignment of GSE's rights and
obligations under certain customer contracts , maintenance and support
arrangements. See "Liquidity and Capital Resource s" and "Notes to Consolidated

Financial Statements".

Business Strategy.

GSE Systems possesses the ability to combineinealeontrol automation, real-time simulation anglagation engineering for true problem
solving techniques and solutions. The Company bedi¢his provides a technological advantage whitten combined with its focused

efforts on targeted industry markets and definegligéption Solution approach, allows its staff te@ss, define, develop, and apply innovative
solutions that meet the current and future induspigcific needs of its customers.

Users in the markets served by the Company wafioctes their resources on their own customers ast i spend less resources on
managing areas such as control and simulationregst@hich are the core strengths of GSE. Its prisdaied services are designed to help its
customers solve problems and create opportunityinvihese area
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Within the targeted industry segments, the Comsaaks customers who will make investments baseuhpify on one of the following four
basic goals:

* Increase in yield or efficiency

* Improvement in quality

* Solution to an environmental concern
* Solution a safety concern

All of these directly or indirectly impact the pitaiility of a particular customer. GSE Systeméizés its expertise within real-time control
automation, real-time simulation and applicatiogieeering to provide solutions to its customerthizse areas.

The Company believes that GSE Systems can paritfecustomers to help provide them with cost-effectolutions for problems
associated with simulation and control, which waalldw its customers to focus their resources @ir thwn strengths.

Services and Products.

GSE Systems has developed its knowledge and esg@éntprocess control and simulation systems waietutilized to improve, control and
model processes. This expertise is concentratedihé@athe process industries, which include themicals, food & beverage, and
pharmaceuticals fields, as well as in the poweeggion industry, where the Company is a world égan nuclear power plant simulation.

As the Microsoft Windows NT(R) operating environrheontinues to evolve, the Company has continuedrtigration of its products to this
platform in such a way as to assure current cussnegacy applications will function properly wiiat the same time offering the advant:
of the new technology. Although the Company usesaggiandards for its products, the Company's stdreyastem configurations are based
on proprietary technology and know-how, which ageassary to meet the requirements of its customéhe controls and simulation
markets.

The Company's business model is based on softwaresing and valuadded services, as well as hardware sales. Beti@isseodel is base
primarily on software and value-added servicesQbmpany believes that it can maintain its busimesdel in an environment of rapidly
decreasing hardware costs.

In the Process Business Unit, the flagship produatDistributed Control System ("DCS") productptum as the D/3 DCS(TM) that is highly
flexible and open. This product is a real-time sgstwhich uses multiple process control modulaadaitor, measure, and automatically
control variables in both continuous and compleicharocesses, as well as form the platform fontpléde information for use by operato
engineers and management.

Other products include the following:
* FlexBatch(R), a flexible batch manufacturing gystused to facilitate the rapid creation of varibatch production processes;

* TotalVision(TM), which is a graphical system th@bvides a client/server-based human-machinefagerfor real-time process and plant
information; and

* SABL(TM), which is a sophisticated batch and sewfial manufacturing software language that perthiégssscheduling and tracking of raw
materials and finished products, data collectioth @mergency shutdown procedul
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The Company's proprietary technology also inclugattime, dynamic simulation tools and products tire used to develop high fidelity
simulations for use in petroleum refineries, chexhprocessing plants and other industrial planke most prominent set of products and t
is know as SimSuite Pro(TM), which facilitates dgsverification, process optimization and operéataining.

The Power Business Unit focuses on developing fidgity, real time, dynamic simulators for nucleard fossil power plants for use in both
operator training and plant optimization. GSE's Sinte Power (TM) set of auto-code generators pes/gtate of the art simulation of flow
processes, logic and control systems and electtisaibution systems within a power plant. Thishieology is both licensed by the Company
to its customers as well as used by the Compadgvtelop simulators for its customers.

In addition, other products include:

* SimExec (TM), a Windows NT(R) based simulatioreedtive system which controls all simulation a¢ids and allows for offine software
development environment in parallel with the tragnenvironment.

* RACS, a fully integrated Access Control and Isinon Detection System ideally suited for nuclean@oplant security applications, and
other large, multi-access facilities.

* SIMON (TM), a computer workstation system usedrfmonitoring stability of boiling water reactorsapts. SIMON(TM) assists the opere
in determining potential instability events, enaglicorrective action to be taken to prevent unreangsplant shutdowns.

The Company also provides value-added serviceslpusers plan, design, implement, and manage/sugipwulation and control systems.
Services include application engineering, projeahagement, training, site services, maintenanceama and repair.

Customers.

The Company has provided over 500 simulation andgss control systems to an installed base of 28@icustomers worldwide. In 1998,
approximately 47% of the Company's worldwide revemas generated from end users outside the UnisdsS

The Company's customers include, among others,ekihniels Midland Company, Bethlehem Steel CorfjmmaBASF Corporation, Carg
Incorporated, Carolina Power and Light Company, @@mwealth Edison Company, Eskom South Africa, Keafigsakerhet & Utbildning
AB, Miller Brewing Company, and Pacific Northwesafibnal Laboratory.

No individual customer represented more than 10%he@fCompany's 1998 reveni
Strategic Alliances.

In recent years, a high portion of the Companyt&rirational business has come from major contiadisirope, the republics of the former
Soviet Union, and the Pacific Rim. In order to dogjand perform these contracts, the Company ehtate strategic alliances or partnerst
with various entities including: Automation Syste@®a. Inc., a subsidiary of ManTech China Systemgp@ation; Siemens AG (Europe);
Russian Research Institute for Nuclear Power Rlgaration (Russia); Kurchatov Institute (RussiamSung Electronics (Korea); Toyo
Engineering Corporation (Japan); and Institutefié@rmation Industry (Taiwan). These alliances hamabled the Company to penetrate v
in these regions by combining its technologicalezkipe with the regional or local presence and Kadge of its partner:
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Also, the Company continues to believe that it ninaste strong solutions partners as well as stredgniblogy partners in order to address the
myriad of systems needs of its customers in thewargeographical areas in which they do business.

Sales and Marketing.

The Company markets its products and services gfrawunetwork of direct sales staff, agents andessptatives, systems integrators and
strategic alliance partners. The Company also eysgersonnel that support corporate advertisiteyaiiure development and
exhibit/conference participation.

GSE Systems employs a direct sales force in thérmmal United States which is regionally basedrkat focused and trained on its product
and service offerings. Market-oriented businessarsiomer development teams define and implemeifspcampaigns to pursue
opportunities in the power, process and manufagjumarketplaces. This effort is supported by aemsitre, regionally-based support
organization focused on the current customer ilestddase. The Company's ability to support its rfatility, international and/or
multinational clients, is facilitated by its netwasf offices throughout the U.S. and overseas. Withe U.S., the Company maintains offices
in: Georgia, Louisiana, Maryland, North and Soutird@lina, Pennsylvania and Texas. Outside the th&.Company has offices in Sweden,
Belgium, Singapore, Japan, Taiwan and Korea. litiaddo its offices located overseas, the Compaalility to conduct international
business is enhanced by its multilingual and muitiical work force.

Strategic alliance partners, systems integratadsagents represent the Company's interests in ®usermany, Switzerland, Spain, Czech
Republic, Slovakia, United Arab Emirates, IndiaufoAfrica, Venezuela, Mexico, Argentina, and tlemples Republic of China.

Product Development.

In 1998, the Company continued investment in thevecsion of its D/3 DCS(TM) product to the Micros@findows NT(R) platform, and tt
productization of its SimSuite(TM) software todBuring the years ended December 31, 1998, 1997886, gross research and product
development expenditures for the Company were $dlI®n, $5.1 million and $5.8 million, respectiyelCapitalized software development
costs totaled $2.3 million, $3.5 million and $3.9lion during the years ended December 31, 199871#nd 1996. See Note 2 of "Notes to
Consolidated Financial Statements" for a discussidhe Company's policy regarding capitalizatiésaftware development cos
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Industries Served.

The following chart illustrates the approximateqeertage of the Company's 1998, 1997 and 1996 regenespectively, attributable to each
of the major industries served by the Company:

1998 1997 1996

Power 42 % 31% 45 %
Process 49 % 46 % 32 %
Other 9% 23 % 23 %
Total 100 % 100 % 100 %

Contract Backlog.

The Company does not reflect an order in backldd iithas received a contract that specifies #rens and milestone delivery dates. As of
December 31, 1998, the Company's aggregate cobtaktog totaled approximately $52.7 million. Atd@enber 31, 1997, contract backlog
totaled $39.0 million.

Employees.

As of December 31, 1998, the Company had 371 erapkywhich represents a decrease of approximaiétyc®mpared to December 1997.
This decrease is primarily attributable to the teation of employment of 151 and 21 individualsonnection with the divestitures of the
assets of Erudite Software and O&G, respectively.

GSE Systems' operations are dependent on theseffoits technical personnel and its senior managenT hus, recruiting and retaining
capable personnel, particularly engineers, compgientists and other personnel with expertiseomputer software and hardware, as we
particular customer processes, are critical tduhae performance of the Company. Competitiondfiealified technical and management
personnel is substantial.

RISK FACTORS.

Fluctuations in Quarterly Operating Results, Market Price.

The Company's operating results have fluctuatéddrpast and may fluctuate significantly in thaufetas a result of a variety of factors,
including purchasing patterns, timing of new praduand enhancements by the Company and its commsetitnd fluctuating foreign
economic conditions. Since the Company's expensdslare based in part on its expectations asttwguevenues, the Company may be
unable to adjust spending in a timely manner tomamsate for any revenue shortfall and such revehaefalls would likely have a
disproportionate adverse effect on net income.Ctimpany believes that these factors may cause dnleetrprice for the Common Stock to
fluctuate, perhaps significantly. In addition, acent years the stock market in general, and taeestof technology companies in particular,
have experienced extreme price fluctuations. Tha@amy's Common Stock has also experienced a rellatow trading volume, making it
further susceptible to extreme price fluctuatiddse Item 7. Management's Discussion and Analygtnaincial Condition and Results of
Operations
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International Sales and Operations.

Sales of products and the provision of servicemnbusers outside the United States accountegfworimately 47% of the Company's
consolidated revenues in 1998. The Company antasphat international sales and services williootto account for a significant portion
of its revenues in the foreseeable future. As altieghe Company may be subject to certain rigksluiding risks associated with the
application and imposition of protective legislatiand regulations relating to import or export [lilging export of high technology products)
or otherwise resulting from trade or foreign polayd risks associated with exchange rate fluctnatiddditional risks include potentially
adverse tax consequences, tariffs, quotas and lotingers, potential difficulties involving the Cpany's strategic alliances and managing
foreign sales agents or representatives and pateilifficulties in accounts receivable collectidine Company currently sells products and
provides services to customers in emerging maida@i@nies such as Russia, Ukraine, Bulgaria, an@€#eeh Republic, as well as to
customers in countries whose economies have sdfferhe recent Asian financial crisis. The Comphayg taken steps designed to reduc
additional risks associated with doing businegh@se countries, but the Company believes that ssich may still exist and include, among
others, general political and economic instabiliégk of currency convertibility, as well as uneénty with respect to the efficacy of
applicable legal systems. There can be no assuthatthese and other factors will not have a neltadverse effect on the Company's
business, financial condition or results of operai Furthermore, the Company's ability to expémbusiness into certain emerging
international markets is dependent, in part, orathibty of its customers to obtain financing.

Revenues in the Nuclear Power Industry.

Although, the Company has reduced its relianceherdevelopment of large application systems hawinlii-year delivery schedules, such as
full-scope nuclear power plant simulation projetit® Company will continue to derive a significaiottion of its revenues from customers in
the nuclear power industry, particularly the intonal nuclear power industry, for the foreseediliere. The Company's ability to supply
nuclear power plant simulators and related prodaistsservices is dependent on the continued operafinuclear power plants and, to a
lesser extent, on the construction of new nucleargp plants. A wide range of factors affects thetitmied operation and construction of
nuclear power plants, including the political ardulatory environment, the availability and cosalérnative means of power generation,
occurrence of future nuclear incidents, generahenac conditions and the ability of customers ttagbadequate financing.

Revenues in the Chemicals Industry.

The Company derives a portion of its revenues ftompanies in the chemicals industry. Accordindty, Company's future performance is
dependent to a certain extent upon the demanéhéo€ompany's products by customers in the chenmdabktry. The Company's revenues
may be subject to period-to-period fluctuationa @a®nsequence of industry cycles, as well as gedenaestic and foreign economic
conditions and other factors affecting spendingdypanies in the Company's target process indsstrteere can be no assurance that such
factors will not have a material adverse effectrmCompany's business, operating results anddialacondition.

Product Development and Technological Change.

The Company believes that its success will deperdrge part on its ability to maintain and enhait€eurrent product line, develop new
products, maintain technological competitivenessaeet an expanding range of customer needs. Thg&uy's product development
activities are aimed at the development and expardiits library of software modeling tools, tmegrovement of its display systems and
workstation technologies, and the advancement pgdading of its simulation and process control textbgies. The life cycles for software
modeling tools, display system software, procesdroband simulation technologies are variable kangely determined by competitive
pressures. Consequently, the Company will needntirue to make significant investments in researuth development to enhance and
expand its capabilities in these areas and to muaiits competitive advantage.

The Company's products are offered in markets &gftelby technological change and emerging standeinith are influenced by customer
preferences. The Company has expended signifieantrces in developing versions of its core pradwttich operate in the increasingly-
popular Windows NT(R) environment, however, theaa be no assurance of customer acceptance of\tfieslews NT(R)based products
that these products will be competitive with praduaffered by the Company's competitors. Although€ompany believes that no
significant trends to migrate to other operatingtiorms currently affect the markets for the Conysmproducts, there can be no assurance
that customers will not require compatibility wighch other operating platforms in the futt
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Intellectual Property Rights.

Although the Company believes that factors sucth@sechnological and creative skills of its persginnew product developments, frequent
product enhancements and reliable product maintenare important to establishing and maintainitgcanological leadership position, the
Company's business depends, in part, on its intabé property rights in its proprietary technolagyd information. The Company relies ujg
a combination of trade secret, copyright, patedttaademark law, contractual arrangements and teehmeans to protect its intellectual
property rights. The Company generally enters aaiofidentiality agreements with its employees, ctasits, joint venture and alliance
partners, customers and other third parties tleageanted access to its proprietary information, generally limits access to and distribution
of its proprietary information. There can be nouagace, however, that the Company has protectedlldre able to protect its proprietary
technology and information adequately, that theutinarized disclosure or use of the Company's petgny information will be prevented,
that others have not or will not develop similartteology or information independently, or, to thixéesit the Company owns patents, that
others have not or will not be able to design adoilnose patents. Furthermore, the laws of cer@imties in which the Company's products
are sold do not protect the Company's productdraatiectual property rights to the same extenthaslaws of the United States.

Competition.

The Company's businesses operate in highly cormygeéivironments with both domestic and foreign petitors, many of whom have
substantially greater financial, marketing and otlesources than the Company. The principal factiesting competition include price,
technological proficiency, ease of system confijara product reliability, applications expertigmgineering support, local presence and
financial stability. The Company believes that cetiton in the simulation and process automatietdf may further intensify in the future

a result of advances in technology, consolidatanmd/or strategic alliances among competitors, asmd costs required to develop new
technology and the increasing importance of softveamntent in systems and products. The Companguaslithat its technology leadership,
experience, ability to provide a wide variety ofudimns, product support and related services, @ehitecture and international alliances
allow it to compete effectively in these markets.the Company's business has a significant inierreltcomponent, changes in the value of
the dollar could adversely affect the Company'fitgido compete internationall
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Year 2000 Legal Climate, Generally.

Significant uncertainty exists in the software igtty concerning the potential effects of failurecomputer programs and embedded systems
to adequately function through and after the Yé&@@millenium change. The Company is currently ienpénting a testing and compliance
program to ascertain whether and to what extenCtdrapany may need to update certain of its softywesducts to become Year 2000 ready.
The Company does not intend to test or modify @dirpsersions of its software products, test thhawor of current products when used on
non-Year 2000-ready computer systems, test cusppiications developed by or for customers, or ¢testain current software products that
the Company plans to replace with either new saftvpoducts or Year 2000 ready releases by the@&h@99. Certain of the Company's
software products are currently Year 2000 readwewer, the Company has not yet completed testingamy of the other software products
that it intends to test. There can be no assurdnrateéhe Company will complete in a timely manra testing of such software products or
development of any updates necessary to rendersalfivhiare products Year 2000 ready. There can kaseorance that the Company will not
encounter Year 2000 problems arising from receatlyuired technologies or any other technologiesttteeCompany may acquire in the
future. Moreover, the ability of the Company's s@fte products to comply with Year 2000 requiremeigisends in part upon the availability
of Year 2000 ready versions of operating systendssaftware applications used by or with the Comfmpsoducts. There can be no
assurance that Year 2000 problems will not causé€thimpany to incur material expenses in respontdisgich problems, result in third-party
claims against the Company or otherwise have ariabéelverse effect on the Company's businessatipgrresults and financial condition.

The Company has reviewed certain internal inforamagiystems to assess Year 2000 compliance. The &opngxpects that its internal
system development plans will address the Year 3@ and will correct mission-critical systemieTCompany believes that the cost of
any modifications will not be material. HowevergtGompany's ability to implement its informatiorsgms plan and to make the necessary
modifications or replacements may be adverselyctdteby a number of factors outside the contraghefCompany, including the availability
and cost of trained personnel and the ability chspersonnel to acquire Year 2000 ready systemstedwise to locate and correct all
relevant computer codes.

The Company is also conducting an assessmenttaficether systems that may affect its operationsrder to more fully identify and plan
for any Year 2000 risks. If there are unidentiftegpendencies on such systems to operate the bsisimésany required modifications are not
completed on a timely basis or are more costlynplément than currently anticipated, the Compaly&ness, financial condition or results
of operations could be materially adversely affdcte

Reliance on Key Technical and Executive Personnel.

The Company's operations are dependent on theseéfbits technical personnel and its senior mameage. Thus, recruiting and retaining
capable personnel, particularly engineers, compmgientists and other personnel with expertisompuuter software and hardware, are
critical to the future performance of the CompaBgmpetition for qualified technical and managenmarsonnel is substantial, and there can
be no assurance that the Company will be successétiracting and retaining the personnel it reggito continue to operate profitably.

Legal Liability.

The Company's business could expose it to thirty detims with respect to product, environmentad ather similar liabilities. Although the
Company has sought to protect itself from thesem@l liabilities through a variety of legal anointractual provisions as well as through
liability insurance, the effectiveness of such potibns has not been fully tested. The failure alfumction of one of the Company's systems
or devices could create potential liability for stdntial monetary damages and environmental cleaosfs. Such damages or claims could
exceed the applicable coverage of the Companyisanse. Although management has no knowledge ofmabtiability claims against the
Company to date, such potential future claims chalde a material adverse effect on the busineBsancial condition of the Company.
Certain of the Company's products and servicessad by the nuclear power industry; although then@my believes that it does not have
significant liability exposure associated with swse as nearly all such products and servicesrdtaining, and although the Company's
contracts for such products and services typiaailytain provisions designed to protect the Comgezm potential liabilities associated with
such use, there can be no assurance that the Cgmwpaitd not be materially adversely affected byimkor actions which may potentially
arise.
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Influence of Affiliate Stockholders.

As of the date of this report, certain directosssaitive officers and other parties which are iafiils of the Company beneficially own
approximately 45% of the Common Stock of the Comp#ithese stockholders vote together as a grihgy, will be able to exert significant
influence on the business and affairs of the Compiacluding the election of individuals to the Cpamy's Board of Directors, and the
outcome of actions which require stockholder apakov

ITEM 2. PROPERTIES.

In early 1998, the Company entered agreements \é¢he lease for its then-existing Columbia fagilitas terminated and the operations
that occupied such facility were relocated into separate facilities during the second quartei988]1 one of these facilities is in Columbia,
Maryland (approximately 53,000 square feet) aratupied by the operations of Power Systems, astleeCompany's corporate
headquarters offices and support functions; therdticility is in Baltimore, Maryland (approximaye33,000 square feet) and is occupied by
the operations of Process Solutions. During the §juarter of 1999, the Company has leased aniadi,000 square feet in the Baltimore
facility. Each of the leases for these smallerlites has a term of ten (10) years.

In addition, the Company also leases office spareastically in Georgia, Louisiana, Texas, PennsyibaNorth and South Carolina, as well
as in Belgium, Japan, Korea, Singapore, Swedermaivean. The Company leases these facilities fanseending between 1999 and 2002.

ITEM 3. LEGAL PROCEEDINGS.

The Company is from time to time involved in legabceedings incidental to the conduct of its bussindhe Company currently is not a pi
to legal proceedings which, in the opinion of maragnt, are likely to have a material adverse efiadche Company's business, financial
condition or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matter was submitted to a vote of security hadkiring the quarter ended December 31, 1
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS.

The following table sets forth for the periods ated the high and low sale prices for the ComntonkSreported by the Nasdag National
Market System.

1997 Low
First Quarter.........cccccoeevveeeeennnen. $53/4
Second Quarter.... 4 $43/8
Third Quarter...........ccceeveveeeeneenns 4 $33/4
Fourth Quarter..........c..cccceeeevveenee. 4 $3

1998 High Low
First Quarter............cccoeeeveeeennennns $31/ 2 $2
Second Quarter..........cccecevveeeeveens $5 $21/4
Third Quarter............ccoeevveeeennen. $311 /16 $1
Fourth Quarter.........cccoceeeevnneenn. $31/ 2 $21/4

The Company's Common Stock had previously tradetth@™NASDAQ National Market System under the symiBSBES". In January 1999,
the Company's Common Stock was approved for ligtiegAmerican Stock Exchange, where it now tradgekeuthe symbol "GVP".

There were approximately 41 holders of record ef@mmmon Stock as of March 15, 1999. Based upanrgtion available to it, the
Company believes there are approximately 700 beingfiolders of the Common Stock. The Company lea®indeclared or paid a cash
dividend on its Common Stock. The Company curreintignds to retain future earnings to finance tfengh and development of its busine
and therefore does not anticipate paying any cagthethds in the foreseeable future.

The Company believes factors such as quarterlyufions in results of operations and announcenwdntew products by the Company or
by its competitors may cause the market price @@bmmon Stock to fluctuate, perhaps significartlyaddition, in recent years the stock
market in general, and the shares of technologypemmes in particular, have experienced extremeghictuations. The Company's Comn
Stock has also experienced a relatively low tradisigme, making it further susceptible to extremiegfluctuations. These factors may
adversely affect the market price of the Compa@gmmon Stock.

In 1998, the Company granted stock options to tisectbrs to acquire 50,000 shares of Common Stotke aggregate at an exercise pric
$2.25 (each such director has agreed that he wmildxercise his option with respect to more tt2a6Q0 shares until such time as
stockholder approval is obtaine
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ITEM 6. SELECTED FINANCIAL DATA.

The following tables present selected combinediire data of Power Systems, GPI, Power Systema#dErudite Software with respec
the period January 1, 1994 through April 13, 1994a(dited) and of the Company for periods afterild@®, 1994. Historical results of the
Company from April 13, 1994 through December 384Liclude the operations of Power Systems, GRigP&ystems AB and Erudite
Software. Power Systems, GPI, Power Systems ABEandite Software are collectively referred to as‘tRredecessors" with respect to the
period between January 1, 1994 and April 13, 199. balance sheet data of the Company as of Dece3tib&994 includes the Predeces
and Process Solutions which was acquired on Deae®ihd 994, except for certain international oderet of the Tl process systems
business which were acquired by the Company irséltend quarter of 1995. Historical results of ofiena and balance sheet data for 1998,
1997, and 1996 include the Predecessors and PrBokg®ons. The financial information has beentifrom the historical financial
statements of the Predecessors and the ComparditeEBoftware was acquired on May 22, 1996 throaigherger. The merger was
accounted for by using the pooling of interestshmét Accordingly the Company's and Predecessoam{ial statements have been restated
to include, on a historical cost basis, the accoantl operations of Erudite Software for all pesipdesented. The Company disposed of
substantially all of the assets of Erudite Softwasef April 30, 1998. In November 1998, the Comypaompleted the sale of certain assets
related to activities of its Oil & Gas businesstyD&G"), effective as of October 30, 1998. Thdame sheet data of the Company as of
December 31, 1997 includes the operations of Ryi@inhwmvas acquired by Power Systems as of Decemided9l’. The statement of
operations data for the year ended December 37, ibefudes the activity of Ryan from the date efacquisition



For information and disclosures regarding the Camgsabusiness segments, see Note 17 to the Coatedliéfinancial Statements.

Predecessors

Jan. 1
throug

h

April 13, De

1994

Statement of Operations Data:

Revenues
Cost of revenue

14,659
10,380

Gross profit 4,279

Operating expenses:
Selling, general and
administrative
Depreciation and
amorization

2,628

420

Business combination costs -
Employee severance and

terminations costs

Operating income (loss)
Gain on sale of assets
Interest expense
Other (expense) income, ne

3,048
1,231

(41)
t 43

Income (loss) before income
taxes 1,233

Provision (benefit) for
income taxes

Net income (loss) $

Earnings (loss) per
common share

- Basic $
- Diluted $
Weighted average common
shares outstanding
- Basic
- Diluted
As of
Apr. 13, ---
1994
Working capital $ (434)
Total assets 35,655
Long-term liabilities 15,570
Series A Preferred Stock -
Stockholders' equity (deficit)  (2,563)

$

Company
Apr. 14
through

cember 31,

1994

(in thousands, except per share data)

1995

Year Ended De

1996

37,085 $ 96,060 $ 96,033
27,932 65,592 63,679
9,153 30,468 32,354
6,313 21,815 24,192
1,125 2,341 2,111
- - 1,206
7,438 24,156 27,509
1,715 6,312 4,845
(402) (983) (387)
192 364 394
1,505 5,693 4,852
552 2,017 709
953 $ 3,676 $ 4,143
0.26 $ 0.91 $ 0.82
0.26 $ 0.91 $ 0.82
3,341 4,049 5,066
3,341 4,059 5,073
As of December 31,
1994 1995 1996
1,269 $ 16,077 $ 13,867
42,312 54,688 51,006
15,783 6,055 2,580
2,400 - -
(4,229) 20,532 24,693

cember 31,
1997 1998

$ 79,711 $ 73,718

58,326 49,814
21,385 24,004
27,320 20,345
2,368 1,768
1,124 -
30,812 22,113
(9,427) 1,891

550
(765) (350)
(1,228) 326
(11,420) 2,417
(2,717) 1,020

$ (8703) $ 1,397

$ (172) $ 0.28

$ (1720 $ 027

5,066 5,066
5,066 5,107
1997 1998
$ 1646 $ 4,058
48,362 48,743
2,369 3,350
15,924 17,089
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

Results of Operations.

The following table sets forth the results of opierss for the periods presented expressed in timalssaf dollars and as a percentage of

revenues.

Year ended December 31,

19 98 % 1997 % 1996 %

Contract revenue $73,8 18 100.0% $ 79,711 100.0% $ 96,033 100.0%
Cost of revenue 49,8 14 67.5% 58,326 73.2% 63,679 66.3%
Gross profit 24,0 04 32.5% 21,385 26.8% 32,354 33.7%
Operating Expenses:

Selling, general and administrative 20,3 45 27.6% 27,320 34.3% 24,192 25.2%

Depreciation and amortization 1,7 68 24% 2,368 3.0% 2,111 2.2%

Business combination costs - - - - 1,206 1.3%

Employee severance and termination costs - 1,124 1.4% - -
Total operating expenses 22,1 13 30.0% 30,812 38.7% 27,509 28.6%
Operating income (loss) 1,8 91 2.6% (9,427) -11.8% 4,845 5.0%
Gain on sale of assets 5 50 0.7% - - - -
Interest expense 3 50) -0.5% (765) -1.0% (387 ) -0.4%
Other income (expense) 3 26 0.4% (1,228) -1.5% 394 0.4%
Income (loss) before income taxes 2,4 17 3.3% (11,420) -14.3% 4,852 5.0%
Provision for (benefit from) taxes 1,0 20 1.4% (2,717) -3.4% 709 0.7%
Net income (loss) $1,3 97 1.9% $(8,703) -10.9% $ 4,143 4.3%




Comparison of 1998 to 1997.

Contract Revenue. Total contract revenue was $n8l®n and $79.7 million for the years ended Debem31, 1998 and 1997, respectively.
This $5.9 million (7.4%) decrease in revenue wasarily attributable to the disposition of substalty all of the assets of its wholly owned
subsidiary, Erudite Software, and the dispositiboestain assets related to activities of O&G, es/pusly disclosed. Revenue of $5.3 mill
and $18.0 million from Erudite Software are incldde 1998 and 1997, respectively and revenue df &illion and $2.3 million from O&G
are included in 1998 and 1997, respectively.

Revenue from its two core businesses, operatedghrthe Process and Power business units, incrgad®®8. The Process business unit
increased revenue by $1.7 million to $36.5 millinri998 from $34.8 million in 1997, or 4.9%, dueirioreases in customer orders. The
Power business unit increased revenue by $6.4omilé $30.9 million in 1998 from $24.5 million ir927, or 26.1% primarily due to reven
generated by its domestic service contracts reguftom the acquisition of Ryan, as previously ftised, and increases in customer orders.

The majority of the Company's revenues are froradigrice contracts. Any unexpected costs or ungatied delays in connection with the
performance of fixed priced contracts could advgraffect the Company's financial results.

International sales were approximately $35 millas#7% of total revenues in 1998 and $29.1 milbor86.5% of total revenues in 1997, an
increase which reflects increases in the core bssigs. The Company expects that international sédlesntinue to represent a significant
portion of its total revenues. The Company curgesdlls products and services to customers in @ngergarket economies such as Russia,
Ukraine, Bulgaria, and the Czech Republic, as agltustomers in countries whose economies haversdfin the recent Asian financial
crisis. The Company's international operationssaigect to various risks, including exposure taency fluctuation, regulatory requirements,
political and economic instability and trade regtans. The Company has taken steps to reduce tisse particularly risks associated with
doing business in emerging markets, but there eambassurance that the above mentioned risk faaitirnot have a material adverse affect
on the Company's business, financial conditioresults of operations.

Gross Profit. Gross profit increased to $24.0 wrillin 1998 from $21.4 million in 1997, or 12.2%inparily due to increased customer orders
and improved margins in the core businesses, andiiposition of unprofitable businesses. Gros§tgercentage was 32.5% in 1998
compared to 26.8% in 1997, reflecting improved rivegn the core businesses and the dispositiompfafitable businesses.

Selling, General and Administrative Expenses. 8gllgeneral and administrative expenses decreaskzDt3 million, or 27.6% of revenues,
during the year ended December 31, 1998 from $21l®n, or 34.3% of revenue, during the correspogdoeriod in 1997. The decrease in
these expenses in 1998 is attributable to the digpo of unprofitable businesses, reduced faesittosts in 1998 due to the relocation of the
primary offices of the Company, and the continuiogt containment efforts previously disclosed, afi as increased costs in 1997 for
professional services related to a lawsuit, a vesef $600,000 recorded to reduce certain Koreeeivables to their estimated realizable
value as a result of the Asian financial crisig ansts of $852,000 associated primarily with thterfe lease commitments on the unused
portion of the former Columbia, Maryland leasedlfycfor which the Company will derive no futureshefit.

Gross research and product development expenditees$4.3 million and $5.1 million for the yearsdled December 31, 1998 and 1997,
respectively. Capitalized software developmentstataled $2.3 million and $3.5 million, during thears ended December 31, 1998 and
1997, respectively. Net research and developmests éacluded in selling, general and administraéixpenses were $2.1 million and $1.6
million during the years ended December 31, 199B1897, respectively. The Company continued inmgsti the conversion of its D/3 DCS
(TM) product to the Microsoft Windows NT(R) platfarand the productization of its SimSuite(TM) softev#éools.

Employee Severance and Termination Costs. The Caoymeagorded a net charge for severance and othgliogee obligations of $1.1 millic
in 1997 in connection with cost reduction efforiitiated to offset the impact of a decrease in @mttrevenues. Of this charge, $976,000 was
expended as of December 31, 1997 and the remabdaiiagce was expended in 1998.

Depreciation and Amortization. Depreciation expesms®unted to $1.2 million and $2.1 million durimgtyears ended December 31, 1998
and 1997, respectively. This decrease was primatitibutable to the disposition of assets incluitethe Erudite Software and O&G sales.

Amortization of goodwill and intangibles was $368)0and $219,000 during the years ended Decembd938,and 1997, respectively. This
increase primarily resulted from the amortizatidre@rtain intangible assets acquired as a resuhlieacquisition of Ryan in December of
1997.

Operating Income (Loss). Operating income amoutdekd .9 million, or 2.6% of revenues, and operafings) amounted to ($9.4) million,
(11.8%) of revenues, during the years ended Decefihed 998 and 1997, respectively. This signifidantease in operating income reflects
the disposition of unprofitable businesses, ina@sas customer orders, improved margins and redselidg, general and administrative
expenses in 1998 as compared to 1997.

Gain on sale of assets. Gain on sale of assetxtethe net pre-tax gain realized on the disposif the Erudite Software and the O&G
assets, as previously disclosed. In the third euaift 1998, the Company recognized a ($5.0) milpogrtax loss on the disposition of the
0&G assets. During the second quarter, the Compeogrded a gain of $5.6 million on the sale of Enedite Software assets. These sales
and related gains and losses are described mdyaufider Note 3, Disposal of Assets - "Notes to €idlated Financial Statements”,
"Liquidity and Capital Resources", below and by pievisions of the asset purchase agreements ébrtsansactions, have been previot



disclosed and are incorporated herein by refere
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Interest Expense. Interest expense decreased G0RBbin 1998 from $765,000 in 1997. This decréssdtributable primarily to a significa
decrease in the Company's borrowings under its liieredit made during the period to fund workagital requirements.

Other Income (Expense). Other income amounted 26 880 in 1998, and other expenses amounted tondilli@n in 1997, resulting almost
exclusively from recognized foreign exchange g&ink998 and recognized foreign exchange losse89@ from the Company's Asian
operations.

Provision for (Benefit from) Income Taxes. The Camnp's effective tax rate amounted to 42.2% in 19%&. difference between the statut
U.S. tax rate and the Company's effective taxfi@t@998 is primarily the result of the effectsfofeign operations at different tax rates, state
income taxes, and other non-deductible expenskexted in the calculation of the 1998 tax provisiDue to the loss experienced in 1997, the
Company recognized a tax benefit of $2.7 million.

Comparison of 1997 to 1996.

Contract Revenue. Total contract revenue was $mélion and $96.0 million for the years ended Debem31, 1997 and 1996, respectively.
This $16.3 million (17%) decrease in revenue wasanily attributable to a significant decrease awgr plant simulation revenue, resulting
from the conclusion of several full-scope nucleawpr plant simulation projects in the first halfi§97, and a decrease in third party
hardware sales by the Company's Business Systeinsvhith decreases were only partially offset by286 increase in the domestic revenue
of the Company's Process business. The Companyhsla continued its transition towards smaller ahdrter-term projects that often
include licenses of the Company's proprietary tools

Revenues from fixed price contracts constitute exiprately 90% of the Company's revenues for thé¢ {hase years.

International sales were approximately $29.1 millaws 36.5% of total revenues in 1997 and $48.2ionilbr 50.2% of total revenues in 1996,
a decrease which reflected the significant redadtigoower plant simulation revenue in 1997. Thésr@ase notwithstanding, the Company
expects that international sales will continuedpresent a significant portion of its total revesiukhe Company currently sells products and
services to customers in emerging market econosuiels as Russia, Ukraine, Bulgaria, and the Czeghlitie, as well as customers in
countries whose economies have suffered in thentésian financial crisis. The Company's internasiboperations are subject to various
risks, including exposure to currency fluctuatisegulatory requirements, political and economicahsity and trade restrictions. The
Company has taken steps to reduce these riskigyparty risks associated with doing business ireeging markets, but there can be no
assurance that the above mentioned risk factotsiatihave a material adverse affect on the Compdnysiness, financial condition or res
of operations.

Gross Profit. Gross profit decreased to $21.4 anilin 1997 from $32.4 million in 1996, a decline3®.9%, primarily due to lower revenues
generated by power plant simulation contracts. &posfit percentage was 26.8% in 1997 compare®16?8 in 1996, reflecting a higher
percentage of government contract-related reveimutbe power simulation business with correspondinger margins, an increase to the
amortization of software development costs capialj lower labor utilization within the Businesss&ms unit, as well as reserves taken
against certain contracts in 19!
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Selling, General and Administrative Expenses. 8gllgeneral and administrative expenses increas$a.3 million, or 34.3% of revenues,
during the year ended December 31, 1997 from $2dlidn, or 25.2% of revenues, during the corregfing period in 1996. The increase in
these expenses in 1997 consisted of increasedasadanarketing costs, primarily within the Busin8gstems unit, increased recruiting and
relocation costs, and increased costs for profeasiervices related to a lawsuit referred to irt Rdtem 3. Legal Proceedings, in the 1997
10-K. Additionally, the increase reflected a regeof $600,000 recorded to reduce certain Koreagivables to their estimated realizable
value as a result of the Asian financial crisistie fourth quarter of 1997, the Company also mesicosts of $852,000 associated primarily
with the future lease commitments on the unusetiqmoof the former Columbia, Maryland leased fagifor which the Company would
derive no future benefit.

Gross research and product development expenditees$5.1 million and $5.8 million for the yearsded December 31, 1997 and 1996,
respectively. Capitalized software developmentctsiled $3.5 million and $3.9 million, during thears ended December 31, 1997 and
1996, respectively. Net research and developmests @xpensed and included within selling, generdlaministrative expenses were $1.6
million and $1.9 million during the years ended Baber 31, 1997 and 1996, respectively. The Companginued investing in the
conversion of its D/3 DCS(TM) product to the MicoftswWindows NT(R)

platform, enhancement of its S/3 SCADA(TM) Syste m for the Microsoft Windows
NT(R) platform and the productization of its SimSui te(TM) software tools.
Employee Severance and Termination Costs. The Company recorded a net charge
for severance and other employee obligations of $1 .1 million in connection with
cost reduction efforts initiated to offset the imp act of a decrease in contract
revenues. Of this charge, $976,000 had been expende d as of December 31,1997.

Depreciation and Amortization. Depreciation expems®unted to $2.1 million and $1.9 million durimgtyears ended December 31, 1997
and 1996, respectively. This increase was attridaten higher capital expenditures made in 19971396.

Amortization of goodwill and intangibles was $21800and $168,000 during the years ended Decembd93¥,and 1996, respectively. This
increase resulted from amortization of certainngible assets which were fully amortized as of Deloer 31, 1997.

Business Combination Costs. In 1996, business amatibh costs related to the acquisition of Eru8itdtware, which consisted primarily of
consulting fees, legal and accounting expensescamgpensation expense for the shares issued togegs by the owners of Erudite
Software pursuant to stock transfer agreementsuatad to approximately $1.2 million and were chdrgeoperating expenses.

Operating (Loss) Income. Operating loss amounté@93a1) million, or (11.8%) of revenues, and opegincome amounted to $4.9 million,
or 5% of revenues, during the years ended DeceBher997 and 1996, respectively. This significaettrdase in operating income reflected
the reduction in margin from power plant simulatfmojects, increased sales and marketing costermplbyee severance and termination
costs as well as several other fourth quarter aujrsts. See Note 18 of "Notes to Consolidated KiadStatements”.

Interest Expense. Interest expense increased ®@I®in 1997 from $387,000 in 1996. This increaas attributable primarily to a
significant increase in the Company's borrowingdaurits lines of credit made during the periodund working capital requirements.

Other Income (Expense). Other expenses amountgt 2omillion in 1997, resulting almost exclusivétgm recognized foreign exchange
losses of the Company's Asian operations. Durir@$19394,000 in interest income was earned fromtgbam investments of excess cash
during the year as well as proceeds from the dad@ equity interest in a joint venture.

(Benefit from) Provision for Income Taxes. Duelte foss experienced in 1997, the Company recogiizas benefit of $2.7 million as
compared to the tax provision of $709,000 recoghinel996. The effective tax rate was different@97 as a result of reductions in the
valuation allowance recognized as income by the @20 in 1996
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Liquidity and Capital Resources.

The Company has funded its activities primarilynfrborrowings under lines of credit. In 1998, the@any's operating activities used cash
totaling approximately $30,000, primarily relatedhe 1998 net income of $1.4 million, togetherhwitcreases in current assets and decr
to current liabilities, partially offset by non-¢agems such as depreciation, amortization, the gaithe sale of assets and deferred income
taxes. Management believes that it is more likeantnot that the net deferred tax asset at DeceBihdr998 is recoverable. For the year
ended December 31, 1997, the Company's operattivitias used cash of approximately $3.8 milliort.Becember 31, 1998, the Company
had cash and cash equivalents of $2.2 million ceetb $334,000 as of December 31, 1997.

The Company generated approximately $4.6 milliooash from investing activities, made up primaofy$9.0 million from the sale of asse
which was partially offset by $2.3 million of caglized software development costs and $2.1 millibocapital expenditures.

The Company's financing activities used cash of@pmately $2.6 million, consisting primarily of $&million in repayments under the
Company's lines of credit.

The Company maintains, through its subsidiaries, ltaes of credit that have been extended througie B0, 1999, based on modification
agreements dated January 1, 1999. These linesdit,avhich are cross-collateralized, provide forrbwing up to a total of $8.0 million to
support foreign letters of credit, margin requiremseor foreign exchange contracts and working ehpiteds. The first line, for $7.0 million,
used by Power Systems, is 90% guaranteed by therEkpport Bank of the United States ("EXIM"), isltateralized by substantially all of
Power Systems' assets, and provides for borrowipge 90% of eligible receivables and 50% of uelbilfeceivables. The continuation of t
line is conditional based upon the Company's obitgian extension on the EXIM guarantee througleast June 30, 1999. The Company has
received preliminary approval from EXIM to extere: tEXIM guarantee, which expires April 30, 1999ptilgh March 31, 2000. Under the
terms of the preliminary approval, the Power Systdime would be reduced to $6 million in conneetiwith such an extension of the
guarantee. The second line, for $1.0 million, usg&®rocess Solutions, is collateralized by subgtiyall of Process Solutions' assets, and
provides for borrowing up to 85% of eligible recales. Both lines are guaranteed by the Companyaliateralized by substantially all of
the Company's assets.

The lines require the Company to comply with carfaiancial ratios and preclude the Company frowyingadividends and making
acquisitions beyond certain limits without the bardonsent. In connection with the extension olethims of January 1, 1999, certain of these
covenants were modified, retroactive to Decembel928. The Company was in compliance with all rfiedicovenants at December 31,
1998 and expects to maintain compliance with thepants through maturity.

The Company has received a commitment letter frdimaacial institution to provide a new credit fityi with a maturity date of March 31,
2000, which the Company expects to finalize by Ap®i, 1999. The terms and conditions of the neulifacwhich would provide for a $6
million Power Systems' line and a $3 million Prac&slutions’ line, are substantially the same astirent facility, including the
requirement for the EXIM guarantee and the guarmntiescribed beloy
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In connection with the aforementioned existing $ié credit and the new facility, the Company haiaraged for certain guaranties to be
provided to the bank on its behalf by GP Strategies ManTech. As previously disclosed, in consiti@ngfor the above-mentioned
guaranties, the Company has granted each of MardietiGP Strategies warrants to purchase sharbe @dmpany's common stock; eac
such warrants provide the right to purchase at [£88,000 shares of the Company's common stocR.87% per share. The Company has
recognized $300,000 as the estimated fair valsioi warrants in the consolidated financial statéméuring 1998, the Company
recognized $180,000 of expense related to theseamtar The Company will expense the remainder efdir value over the term of the
guaranties.

Although the Company intends to replace its exgidredit facilities, as described above, therelmano assurance that such financing will be
completed. In the event that the Company is unssfgkin extending or obtaining new lines of cre@P Strategies and ManTech each have
agreed to provide working capital support of uta8 million ($3.6 million in the aggregate) to tBempany.

Management believes that the above actions willlr@s sufficient liquidity and working capital rearces necessary in 1999 for planned
business operations, debt service requirementsnethinvestments and capital expenditures.

In November 1998, the Company completed the sabemain assets related to activities of its OiG&s business unit ("O&G"), to Valmet
Automation (USA), Inc. ("Valmet"), pursuant to assat purchase agreement, effective as of Octoher9®®, by and between the Company,
and Valmet. The Company has recognized a loss é@foome taxes on this transaction, in the quarneded September 30, 1998, of $5.0
million. In connection with the sale of these asstite Company has written off approximately $2iion in capitalized software
development costs, since all operations that weufzport the recoverability of these costs have lse&h The write-off of these costs is
reflected in the calculation of the loss on the sihe Company received approximately $742,00@gh csubject to certain adjustments, and
Valmet assumed certain identified liabilities. Valnpurchased assets with a book value of approgign&s8.0 million.

The agreement with Valmet further stipulates thabject to the occurrence of certain events, thagamy is entitled to royalties over a five-
year period relative to certain software of the @any, which was licensed to Valmet. Such royaltiesid not exceed $1 million in tt
aggregate and would be recorded as earned. The @ynipliable for any cost overruns on certain dtgw@ment and project contracts, beyond
estimates stipulated in the asset purchase agréesueh liabilities not to exceed $800,000. In &ddito the $800,000 overrun liability, the
Company remains responsible for certain liabiliies assumed by Valmet, including certain liak@ktunknown as of the date of closing. The
Company has accrued $400,000 and included suchrarimothe loss recognized on this transaction, dasea present estimate of exposure
relative to these liabilities. The foregoing degtidn of the Valmet asset purchase agreement iffigdan its entirety by the full text of such
agreement, which was included as an exhibit tahmpany's report on Form 8-K dated November 308,186d is incorporated herein by
reference. See Note 3, Acquisitions and DispositiotNotes to Consolidated Financial Statementsaffurther discussion of the sale.

In May 1998, the Company completed the sale oftamlially all of the assets of Erudite Softward<&ane, Inc. ("Keane"), pursuant to an
asset purchase agreement, dated as of April 3@, B§3%nd among the Company, Erudite Software agahi. The purchase price for the
Erudite Software assets was $9.9 million ($8.9iarilin cash and $1.0 million in the form of an unsed promissory note due on April 30,
1999, subject to certain adjustments) plus therapon by Keane of certain operating liabilitiesaling approximately $2.2 million. Net ca
proceeds to be received in 1998 in connection thighsale of Erudite Software, including transactiosts, is estimated at $4.1 million, after
reducing outstanding debt as described below. dtegbing description of the Keane asset purchaseawent is qualified in its entirety by
the full text of the such agreement, which wasudeld as an exhibit to the Company's Form 10-Qiferquarter ended March 31, 1998 and is
incorporated herein by reference. See Note 3, Adtipis and Dispositions - "Notes to ConsolidatéthRcial Statements" for a further
discussion of the sale.

The Company's additional commitments as of Decer@bet 998 consisted primarily of leases on its eaders and other facilities. Further,
the performance of certain of the Company's custamwoetracts are secured by performance guaraatiesunting to $258,000, and letters of
credit, amounting to $803,000, as of December 998 1furnished by its subsidiaries' respective farparent organizations in accordance
with the agreement among ManTech, GP Strategie€, SBLG, Vattenfall and the Company dated April 1394 (the "Formation
Agreement") and letters of credit amounting to $808, as of December 31, 1998. Letters of crediissued by the Company in the ordin
course of business through commercial banks asregboy certain contracts and proposal requirem:
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Year 2000

General. The Company is aware of general industngerns regarding the Year 2000 problem. The Y@&0 »roblem concerns the inability
of information systems to properly recognize anocpss date-sensitive information beyond Janua2p@Q. The Company has established a
compliance program intended to bring its softwaré systems into Year 2000 compliance in time toimize any significant detrimental
effects on operations. This program covers Companyh products and installed base, significant eesmidnd customers, and financial and
administrative systems. The Company's program rgzeg that date-sensitive systems may fail at diffepoints in time depending on their
function. Systems having forward-looking plannimglgroduction functions may fail earlier and requiorrective actions sooner to allow for
reasonable testing. Other applications may fay olring the transition to Year 2000. The Compalang to utilize internal personnel,
contractors and vendors to identify Year 2000 nomgi@nce problems, modify code and test the madtifims. In some cases, non-compliant
software and hardware will be replaced.

Current Product Offerings. The Company believesitias identified substantially all potential Ye&®00 problems with the current versions
of the software products it develops and marketsvéVer, management also believes that it is natiptesto determine with complete
certainty that all Year 2000 problems affecting @@mpany's software products have been identifiemborected due to complexity of these
products and the fact that these products intevabtother third party vendor products and integmh computer systems which are not under
the Company's control. The Company's program iregdutle testing and, if necessary, the modificatfamew versions of its products to
ensure Year 2000 readiness.

Previous Versions and Installed Base. Older vessadrthe Company's software will require modifioatio work properly through and after
the Year 2000. The Company offers Year 2000 evi@naervices to its customers having older systentietermine the scope of work
required to correct any problems. The Company'grara also includes the development of patchesddain previous versions of the
Company's products, which may be purchased by s However, there can be no assurance thapstiches would correct all Year 2(
problems in such previous versions, and there eambassurance that evaluation services and patthé&e purchased and implemented by
the Company's customers.

Suppliers. The Company has initiated communicatwitis third party suppliers of the major computgstem components, software, and
other equipment used, operated, or maintained dZthmpany to identify and, to the extent possitol@éesolve issues involving the Year 2!
problem. However, the Company has limited or namdmver the actions of these third party supglid@thus, while the Company expects

it will be able to resolve any significant Year BOgroblems with these systems, there can be noaas=ithat these suppliers will resolve any
or all Year 2000 problems with these systems befeccurrence of a material disruption to thdarmss of the Company or any of its
customers
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Financial and Administrative Systems. The Compdsy eelies on various administrative and finanaiaplications (e.g., order processing
collection systems) that require correction to prtyphandle Year 2000 dates. In the event oneaxfdlsystems is not adequately correctel
Company's ability to capture, schedule and futfiistomer demands could be impaired. Likewise cibliection processing system were to
fail, the Company may not be able to properly aggalyments to customer balances or correctly deterwéash balances. The Company plans
to update its primary accounting system in themgpaf 1999 and centrally contolled administratipglécations are being aessed and tested.
Various non-centrally controlled systems are akdzed by the Company's businesses. The impaatfaflure of these systems would be
limited to the business using the affected systard,then only to the extent that manual or othterradite processes were not able to meet
processing requirements. Such an occurrence isxpeicted to have a significant adverse impact erCibmpany.

Significant Customers. The Company is also depengigon its customers for sales and cash flow. 2680 interruptions in the Company's
customers' operations could result in reduced saleieased inventory or receivable levels and dlashreductions. While these events are
possible, the Company anticipates that its custdrase is broad enough to minimize the affects ofi $nterruptions. The Company plans,
however, to monitor the status of the Company'socnsrs as a means of determining risks and aligazat

Costs. The Company estimates that the aggregatetoosddress the Year 2000 issue will not excepdoximately $1.9 million in 1999. The
Company believes that most of the customer reletsts associated with the Year 2000 issue woulé bagurred as part of its normal
operations. The Company does not track these septrately, and prior to 1999, the Company dicseparately budget for costs related to
the Year 2000 issue. Of the amount to be expend@@99, the Company believes that approximate\o XD, primarily related to upgrades
to internal systems, is incremental to normal ofiegecosts. While the Company believes its effarilf provide reasonable assurance that
material disruptions to its internal systems argfadled products will not occur, the potential fimterruption still exists. The Company's pol

is to expense as incurred information system maartee costs and to capitalize the cost of new so#wnd hardware and amortize or
depreciate it over the assets' useful lives. Thanebe no assurance that the cost estimates assowith the Company's Year 2000 issues
prove to be accurate or that the actual costsnetllhave a material adverse effect on the Compéamgimess, results of operations or financial
condition.

Contingency Plans. The Company is currently devetppontingency plans to be implemented as paitsafforts to identify and correct
Year 2000 problems affecting its internal systems iastalled products. Depending on the systenexatl, these plans could include
accelerated replacement of affected equipmentfowaie, short to mediurterm use of backup equipment and software, incceasek hours
for Company personnel or use of contract persotnebrrect on an accelerated schedule any Year gififlems that arise or to provide
manual workarounds for information systems, andlamapproaches. If the Company is required to anmnt any of these contingency
plans, it could have a material adverse effechenGompany's financial condition and results ofrapiens.

THE ABOVE DISCUSSION OF THE COMPANY'S EFFORTS, ANDANAGEMENT'S EXPECTATIONS, RELATING TO YEAR 2000
COMPLIANCE ARE FORWARD-LOOKING STATEMENTS. THE COMMNY'S ABILITY TO ACHIEVE YEAR 2000 COMPLIANCE
AND THE LEVEL OF INCREMENTAL COSTS ASSOCIATED THEREITH, COULD BE ADVERSELY IMPACTED BY, AMONG
OTHER THINGS, THE AVAILABILITY AND COST OF PROGRAMNNG AND TESTING RESOURCES, SUPPLIERS' ABILITY TO
BRING THEIR SYSTEMS INTO YEAR 2000 COMPLIANCE, ANDNANTICIPATED PROBLEMS IDENTIFIED IN THE COMPANY'
ONGOING COMPLIANCE REVIEW,
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Foreign Exchange.

A portion of the Company's international sales nexehas been and may be received in a currency thidoe the currency in which the
expenses relating to such revenue are paid. Wheassary, the Company manages its foreign currexmpyseire primarily by entering into
foreign currency exchange agreements and purchésieign currency options.

Other Matters.
To date, management believes inflation has nothadterial impact on the Company's operations.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK.

Not applicable
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REPORT OF INDEPENDENT ACCOU NTANTS

To The Board of Directors
and Stockholders of GSE Systems, Inc.

In our opinion, the accompanying consolidated ba#asheets and the related consolidated statemfeope@tions, comprehensive income
(loss), changes in stockholders' equity and casbsflpresent fairly, in all material respects, tinaricial position of GSE Systems, Inc. and its
subsidiaries as of December 31, 1998 and 1997thencksults of their operations and their cash dléav each of the three years in the period
ended December 31, 1998, in conformity with gemgrdcepted accounting principles. These finargti@ements are the responsibility of the
Company's management; our responsibility is to@sgan opinion on these financial statements basedr audits. We conducted our audits
of these statements in accordance with generatigmed auditing standards which require that we ptad perform the audit to obtain
reasonable assurance about whether the finanatehsénts are free of material misstatement. Antancludes examining, on a test basis,
evidence supporting the amounts and disclosuréifinancial statements, assessing the accouptingiples used and significant estimates
made by management, and evaluating the overaldiahstatement presentation. We believe that adits.provide a reasonable basis for the
opinion expressed above.

PricewaterhouseCoopers LLP

McLean, Virginia
February 24, 199



PART I - FINANCIAL INFORMATION

Iltem 1. Financial Statements
GSE SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

ASSETS
December 31,
1998 1 997
Current assets:
Cash and cash equivalents $ 2,240 $ 334
Contract receivables 24,426 24,371
Note receivable 1,000 -
Inventories 2,892 2,700
Prepaid expenses and other current assets 1,654 1,739
Deferred income taxes 150 2,570
Total current assets 32,362 31,714
Property and equipment, net 2,714 3,864
Software development costs, net 4,715 7,526
Goodwill, net 2,781 2,974
Deferred income taxes 3,366 1,730
Other assets 2,805 554
Total assets $ 48,743 $ 48,362
LIABILITIES A ND STOCKHOLDERS' EQUITY
Current liabilities:
Lines of credit $ 6,746 $ 9,032
Accounts payable 8,407 7,919
Accrued expenses 4,344 4,304
Obligations under capital lease 143 208
Billings in excess of revenue earned 6,359 6,719
Accrued contract and warranty reserves 846 912
Other current liabilities 1,308 661
Income taxes payable 151 313
Total current liabilities 28,304 30,068
Notes payable to related parties 148 185
Obligations under capital lease 10 234
Accrued contract and warranty reserves 596 675
Other liabilities 2,596 1,276
Total liabilities 31,654 32,438
Stockholders' equity:
Common stock $.01 par value, 8,000,000 shares authorized,

5,065,688 shares issued and outstanding 50 50
Additional paid-in capital 21,678 21,378
Retained earnings (deficit) - at formation (5,112) (5,112)
Retained earnings (deficit) - since formation 1,158 (239)
Accumulated other comprehensive income (loss) (685) (153)

Total stockholders' equity 17,089 15,924

Total liabilities & stockholders' equity $ 48,743 $ 48,362

The accompanying notes are an integral part oktheasolidated financial statemer



GSE SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Years ended December 31,

1998 1997 1996

Contract revenue $ 73818 $ 79,711 $ 96,033
Cost of revenue 49,814 58,326 63,679
Gross profit 24,004 21,385 32,354
Operating expenses

Selling, general and administrative 20,345 27,320 24,192

Depreciation and amortization 1,768 2,368 2,111

Business combination costs - - 1,206

Employee severance and termination costs - 1,124 -
Total operating expenses 22,113 30,812 27,509
Operating income (loss) 1,891 (9,427) 4,845
Gain on sale of assets 550 - -
Interest expense (350) (765) (387)
Other income (expense) 326 (1,228) 394
Income (loss) before income taxes 2,417 (11,420) 4,852
Provision for (benefit from) income taxes 1,020 (2,717) 709
Net income (loss) $ 1,397 $ (8,703) $ 4,143
Basic earnings (loss) per common share $0.28 $(1.72) $0.82
Diluted earnings (loss) per common share $0.27 $(1.72) $0.82

The accompanying notes are an integral part oktheasolidated financial statemer



GSE SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)
(in thousands)

Years ended December 31,
1998 1997 1996
Net income (loss) $ 1,397 $ (8,703) $ 4,143

Other comprehensive income (loss)
Foreign currency translation adjustment (532) (66) (341)
Pension liability adjustment - -

Comprehensive income (loss) $ 865 $ (8,769) $ 3,904

The accompanying notes are an integral part oktheasolidated financial statemer



CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS'

Common
Stock

Shares  Amount

Balance, January 1, 1996 5,066 $

Compensation expense - -

Foreign currency

translation adjustment - -
Pension liability adjustment - -
Net income - -
Balance, December 31, 1996 5,066
Foreign currency translation - -
Net (loss) - -
Balance, December 31, 1997 5,066
Foreign currency translation

adjustment - -
Issuance of warrants - -

Net income - -

Balance, December 31, 1998 5,066 $ 50

GSE SYSTEMS, INC. AND SUBSIDIARIES

(in thousands)

Retained Earnings
(Deficit)
Additional Ac
Paid-in At Since
Com
Capital Formation Formation

50 $21,121 $(5112) $ 4,321 $

257 - -
- - 4,143

50 21378  (5112) 8,464
- - (8,703)

50 21378 (5112)  (239)
300 - -
- - 1,397

$ 21,678 $(5,112) $ 1,158 $

The accompanying notes are an integral part oktheasolidated financial statemet

EQUITY

cumulated

Other

prehensive

Income (Loss) Total

- 257
(341) (341)
102 102
- 4,143

e 24693
(66) (66)
- (8,703)

(153) 15,924

(532) (532)

(685) $ 17,089




Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net ¢
(used in) operating activities:
Depreciation and amortization
Accrued facility costs
Provision (credit) for doubtful contract recei
Foreign currency transaction (gain) loss
Fair value of warrants issued to non-employees
Non-cash stock compensation
Deferred income taxes
Gain on sale of assets
Changes in assets and liabilities
Contract receivables
Inventories
Prepaid expenses and other current assets
Other assets
Accounts payable and accrued expenses
Accrued severance
Billings in excess of revenue earned
Accrued contract and warranty reserves
Other current liabilities
Income taxes payable
Other liabilities

Net cash used in operating activities
Proceeds from sale of assets
Capital expenditures
Capitalization of software development costs
Proceeds from sale/leaseback transaction
Net cash provided by (used in) investing activities
Cash flows from financing activities:
(Decrease) increase in lines of credit with ba
(Repayments) borrowings under capital lease ob
Net repayment of amounts due from stockholders
Decrease in notes payable to related parties
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

(in thousands)

Years ended

1998

ash

GSE SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

1

3

vables (255)

nks (2,287)

=

2

ligations (265)

The accompanying notes are an integral part oktheasolidated financial statemet

December 31,

997 1996
703) $ 4,143
492 2,747
852  (1,451)
723 -
275 -

- 257
277) 71
464 2,103

727 (1,245)
836 355
a7 (181)
A152) 1,399
148 -
644  (6,933)
(710)  (1,927)
200 (780)
(315) (520)
) 41

450 2,369
(266) (37)
- (204)

(17) -
167 2,128
(19) (49)
116)  (6,566)
450 9,016
334 $ 2450




GSE SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1998

1. Business

GSE Systems, Inc. ("GSE Systems" or the "Compaag$)gns, develops and delivers business and temiyneblutions by applying high-
technology-related process control, high fidelitpglation, systems and services into applicati@msivforldwide industries including energy
and process manufacturing. The Company's soluéiodsservices assist customers in improving quaéfety and throughput; reducing
operating expenses; and enhancing overall prodtyctivhe Company was formed on April 13, 1994 tlglathe consolidation of operations
of GSE Power Systems, Inc. ("Power Systems" anmdddy "Simulation, Systems & Services Technolo@iesnpany" and its immediate
parent MSHI, Inc.), GP International Engineering&nulation, Inc. ("GPI") and GSE Power Systems ABofver Systems AB" and formel
"EuroSim AB"). In December 1994 and in the secoudrter of 1995, the Company expanded into the psocentrol and data acquisition
business through the acquisition of the net asddtse process control systems division of Texasriiments Incorporated ("TI"), which now
operates as GSE Process Solutions, Inc. ("Procdgids").

The Company's operations are subject to certais @ad uncertainties, including, among other thinggidly changing technology, risks
associated with doing business internationally mdfidnce on key technical and executive personnel.

As discussed in Note 10, the Company's creditifeslexpire on June 30, 1999. The Company haswet@ commitment letter from a
financial institution to obtain a new credit fatyilivith a maturity date of March 31, 2000, whicle ompany expects to finalize by April 30,
1999. The terms and conditions of the new facilithich would provide for a $6 million line of credor Power Systems and a $3 million li
of credit for Process Solutions, are substantiiéysame as the new facility, including the requiat for the EXIM guarantee and the
additional guarantees described in Note 10.

Although the Company intends to replace its exgidredit facilities, there can be no assuranceghel financing will be completed. In the
event that the Company is unsuccessful in extenalirabtaining new lines of credit, GP Strategiespdeation ("GP Strategies")and ManT:
International Corporation ("ManTech") each havesagrto provide working capital support of up to8hillion ($3.6 million in the
aggregate) to the Company.

2. Summary of significant accounting policies
Principles of consolidation

The accompanying consolidated financial statemietade the results of operations of the Compartyimwholly-owned subsidiaries:
Power Systems, GPI, Power Systems AB, and Proadstidds. The results of operations of GSE EruBibétware, Inc. ("Erudite Software")
are included through April 30, 1998. All inter-coany balances and transactions have been eliminated.

Accounting estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

Cash and cash equivalents

Cash and cash equivalents consist of cash on mahsghortterm highly liquid investments with maturities ek than three months at the «
of purchase



GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1998

Inventories

Inventories are stated at the lower of cost, agrdehed by the average cost method, or market. letesor unsaleable inventory is reflecte:
its estimated net realizable value. Inventory costhide raw materials and purchased parts.

A summary of inventories is as follows (in thouss)nd

Decemb er 31,
1998 1997
Raw materials $1,873 $1,610
Service parts 1,019 1,090
Total inventories $2,892 $ 2,700

Property and equipment

Property and equipment are recorded at cost aneciafed using the straight-line method with estedaiseful lives ranging from three to
ten years. Leasehold improvements are amortizedtbedife of the lease or the estimated usefel kfhichever is shorter, using the straight-
line method. Upon sale or retirement, the costratated amortization is eliminated from the respecaccounts and any resulting gain or |

is included in operations. Maintenance and reaigscharged to expense as incurred.

Software development costs

Certain computer software development costs aréatiaed in the accompanying consolidated balameets. Capitalization of computer
software development costs begins upon the edtafdint of technological feasibility. Capitalizatioeases and amortization of capitalized
costs begins when the software product is comniBreigailable for general release to customers. Arpation of capitalized computer
software development costs is included in coseeénue and is provided at the greater of the ammmputed using (a) the ratio of current
gross revenues for a product to the total of ciraed anticipated future gross revenue or (b) tfeeght-line method over the remaining
estimated economic life of the product, not to extBve years.

Research and development

Development expenditures incurred to meet cust@pecifications under contracts accounted for uttteepercentage of completion method
are charged to contract costs. Company sponsosedneh and development expenditures are chargguktations as incurred and are
included in selling, general and administrativeenges. The amounts incurred for Company sponsesedurch and development activities
relating to the development of new products andises or the improvement of existing products agwises, exclusive of amounts
capitalized, were approximately $2,051,000, $1,880, and $1,861,000 for the years ended Decembher938, 1997 and 1996, respectively.

Goodwill

Goodwill represents the excess of purchase priee the fair value of net tangible and intangiblsets acquired. These amounts are amol
on a straigl-line basis over periods ranging from seven todiftgears



GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1998

Asset impairments

The Company periodically evaluates the recovetghifi its long-lived assets. This evaluation cotssaf a comparison of the carrying value
of the assets with the assets' expected futureftmass, undiscounted and without interest costsinkates of expected future cash flows
represent management's best estimate based onabisand supportable assumptions and projectibiie expected future cash flow,
undiscounted and without interest charges, excéedsarrying value of the asset, no impairmenét®gnized. Impairment losses are
measured as the difference between the carryinge\afllong-lived assets and their fair value. Nohsimpairment losses were incurred in
1998, 1997 or 1996.

Foreign currency translation

Balance sheet accounts for foreign operationsransiated at the exchange rate at the balance dhteetand income statement accounts are
translated at the average exchange rate for thiedodihe resulting translation adjustments areuidet in accumulated other comprehensive
income

(loss) in stockholders' equity. Transaction gaimd sses, resulting from changes in exchange, ratesncluded in operations in the perioi
which they are occur. For the year ended Decembet®8, the foreign currency transaction gain,citié included in other income
(expense), was approximately $326,000. In 1997Cthmpany experienced a foreign currency loss of@pmately $1,275,000, which was
primarily the result of intercompany transactiorer&been negatively impacted by the poor finaraabdition of Asian markets. Foreign
currency transaction gains and losses were notriakite 1996.

Revenue recognition

Revenue under fixed-price contracts generally coanted for on the percentage-of-completion methaded on contract costs incurred to
date and estimated costs to complete. Estimatelambrearnings are reviewed and revised periogieallthe work progresses and the
cumulative effect of any change is recognized enghriod in which the change is determined. EsBohédsses are charged against earnin
the period such losses are identified. The remgihi@bility for contract costs to be incurred incess of contract revenue is reflected as
accrued contract reserves in the Company's corgetidalance sheets. Revenue from certain congultitraining contracts are recognized
on a time and material basis. For time-anaterial type contracts, revenue is recognizeddanéours incurred at a contracted labor rate
expenses.

Warranties

As the Company recognizes revenue under the pagerf-completion method, it provides an accruakfiimated future warranty costs
based on historical and projected claims experience

Income taxes

Deferred income taxes are provided under the asskliability method. Under this method, defernedome taxes are determined based o
differences between the financial statement andb#asis of assets and liabilities using enactedates in effect for the year in which the
differences are expected to reverse. Valuatiomalies are established when necessary to reduseeatbfax assets to the amounts expectec
to be realized. Income tax expense consists o€timapany's current liability for federal, state darkign income taxes and the change in the
Company's deferred income tax assets and liakiliN® provision has been made for the undistribetadings of the Company's foreign
subsidiaries as they are considered permanenthsiad. Amounts of undistributed earnings are naeériz to the overall consolidated
financial statements.

Earnings per share

Basic earnings per share is computed based ondlghted average number of outstanding common slarése period. Diluted earnings |
share adjusts such weighted average for the patetiltition that could occur if stock options, wamts or other convertible securities were
exercised or converted into common stock. Dilutachimgs per share is the same as basic earninghaer for the year ended December 31,
1997 because the effects of such items wer-dilutive.
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The number of common shares and common share éepiisaised in the determination of basic and dile®rnings (loss) per share was as
follows:

Year ended December 31,

1998 1997 1996
Weighted average shares outstanding - Basic 5,065,688 5,065,688 5,065,6 88
Weighted average shares outstanding - Diluted 5,107,428 5,065,688 5,073,7 00

The difference between the amounts in 1998 and 1§9@sents dilutive options and/or warrants tapase shares of common stock
computed under the treasury stock method, usingtbeage market price during the related periods.

Segment reporting

In 1998, the Company adopted Statement of Finaddiebunting Standards 131, "Disclosures about Setgraf an Enterprise and Related
Information." FAS 131 supersedes FAS 14, "FinariRigghorting for Segments of a Business Enterprigpfacing the "industry segment
approach” with the "management approach.” The mamagt approach designates the internal organizttairis used by management for
making operating decisions and assessing perforenasithe source of the Company's reportable segnieh® 131 also requires disclosures
about products and services, geographic areas ajut oustomers. The adoption of FAS 13 did notaiffesults of operations or financial
position, but did affect the disclosure of segniefdrmation.

Comprehensive income

Statement of Financial Accounting Standards 13@pdrting Comprehensive Income" was adopted effedtivthe year ended December 31,
1998. FAS 130 requires additional reporting witbprect to certain changes in assets and liabitiigispreviously were reported in
stockholder's equity. The 1997 and 1996 finand&tksnents have been reclassified for comparativiegses as required by FAS 130.

New Accounting Standards

In June 1998 the Financial Accounting Standards@@sued Statement of Financial Accounting StaselaB3, "Accounting for Derivative
Instruments and Hedging Activities." This statemmmjuires that an entity recognize all derivatigesither assets or liabilities in the
statement of financial position and measure thoseuments at fair value. The Company will be reggito adopt this new accounting
standard by January 1, 2000. Management does tioipate early adoption. The Company does not eltbat the effect of the adoption of
FAS 133 will be material.

Concentration of credit risk

Financial instruments that potentially subject @mmpany to concentration of credit risk consisinaniily of contract receivables. Credit risk
on contract receivables is mitigated by the natfithe Company's worldwide customer base and @ditpolicies. The Company's customers
are not concentrated in any specific geographimnedput are concentrated in the energy and matwfag industries. No single customer
accounted for a significant (greater than 10%) amofithe Company's revenue during the years ebdegmber 31, 1998, 1997 and 1996
and there were no significant contract receivabile® a single customer at December 31, 1998. Thagamy typically performs a credit
evaluation before extending credit and may redeiters of credit, bank guarantees or advance patan€hereafter, the Company continues
to monitor its contract receivables exposure afteing effect to letters of credit, bank guarantéhe status of work performed on contracts,
and its customers' financial conditic
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Off balance sheet risk and foreign exchange cotstrac

When necessary, the Company enters into forwarkdasge contracts, options and swaps as hedges ggitan foreign currency
commitments. The Company also enters into letteesanlit and performance guarantees in the ordinanyse of business as required by
certain contracts and proposal requirements. Thepgany does not hold any derivative financial instemts for trading purposes.

Gains and losses on foreign exchange contractswags are recognized as part of the cost of theriyidg transactions being hedged in the
period in which the exchange rates changed. Fomighange contracts have an element of risk tieatdinterparty may not be able to meet
the terms of the agreement. However, the Companjnmizes such risk exposure by limiting counterpetio nationally recognized financial
institutions. Foreign exchange options contractsntebut do not require the Company to exchangeifr currencies at a future date with
counterparties at a contracted exchange rate. @sstgiated with such contracts are amortized ttveclife of the contract matching the
underlying receipts.

3. Acquisitions and dispositions
Acquisitions

On December 1, 1997, the Company acquired 100%eobtitstanding common stock of J.L. Ryan, Inc. @iRY for an initial purchase price
of $1,000,000 and contingent consideration basetti®@performance of the business from 1998 to 280&inimum of $250,000 of such
earnings payments for each of 1998 and 1999 hasdemanteed by the Company. The Company paid 8800n cash upon the closing of
the transaction and entered into a promissory payable in four annual installments of $100,00theéaeginning on January 2, 1999. This
acquisition was accounted for under the purchagbadeThe financial results of Ryan have been ihetlin the results of operations from
date of acquisition. The acquisition resulted iratgoodwill of $1,133,976, which is being amortizever seven years. For 1998, the
contingent consideration in addition to the minimguaranteed amount was approximately $172,000,hnthie Company has recorded as an
addition to goodwill.

On May 22, 1996, the Company acquired all of thestamding shares of capital stock of Erudite Soféwd@he acquisition was accomplished
through a merger of Erudite Software into a whollyned subsidiary of the Company in which 840,68 s of the Company's Common
Stock were exchanged for all outstanding sharespital stock of Erudite Software. The acquisitreas accounted for using the pooling-of-
interests method of accounting and accordinglyGbmpany's consolidated financial statements westted to include the accounts and
operations of Erudite Software for all periods ptmthe merger.

Dispositions

On November 10, 1998, the Company completed theecfalertain assets related to activities of its&@Gas business unit ("O&G"), to
Valmet Automation (USA), Inc. ("Valmet"), pursuantan Asset Purchase Agreement, effective as ajl@ct30, 1998, by and between the
Company, and Valmet. The Company has recognizedsadefore income taxes on this transaction, imjtfzeter ended September 30, 1998,
of $5.0 million, including the writeff of approximately $2.9 million in capitalizedfsoare development costs, since all operationswiuatd
support the recoverability of these capitalizedsbsve been sold. The Company received approxiyrsfd2,000 in cash, subject to certain
adjustments, and Valmet assumed certain identifidities. Valmet purchased assets with a bodkeaf approximately $3.0 million. The
agreement stipulates that, subject to the occuereficertain events, the Company is entitled t@ltigs over a five-year period relative to
certain software of the Company which was licerteedalmet. Such royalties would not exceed $1 wnillin the aggregate and would be
recorded as earned. The Company is liable for asy@verruns on certain development and projedracts, beyond estimates stipulated in
the Asset Purchase Agreement, such liabilitiedmexceed $800,000. In addition to the $800,00dllits for overruns, the Company remains
responsible for certain liabilities not assumedaymet. The Company has accrued $400,000 and iadlsdch amount in the loss recogni
on this transaction, based on a present estima®pafsure relative to these liabilities. Includedperations for 1998 are revenues of $1.1
million and operating losses of $721,000 attribledb the Oil & Gas business unit prior to the dal&almet.
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On May 1, 1998, the Company completed the salalodtantially all of the assets of Erudite SoftwaoeKeane, Inc. ("Keane"), pursuant tc
Asset Purchase Agreement, dated as of April 308,199 and among the Company, Erudite Software agahi. The aggregate purchase |
for the Erudite assets was approximately $9.9 omil(iconsisting of $8.9 million in cash and $1.0limrl in the form of an unsecured
promissory note due on April 30, 1999, subjectadain adjustments described in the next paragrapltpnnection with the transaction,
Keane purchased certain assets with a book val$é.dfmillion and assumed certain operating liibgitotaling approximately $2.2 million.
The Company recognized a gain before income tanébis transaction, of $5.6 million. In connectiwith the sale of these assets, the
Company has written off approximately $800,0004dpitalized software development costs, as well34 $00 of purchased software, since
all operations that would support the recoverapiitthese costs have been sold. The write-ofhe§é costs is reflected in the calculation of
the gain on the sale. Included in operations f@8l&re revenues of $5.3 million and operating lesge$64,000 attributable to Erudite
Software prior to the sale to Keane.

4. Fair values of financial instruments

The carrying amounts of cash and cash equivaletshort-term debt approximate fair value becatiskeoshort-term maturity of these
instruments. The carrying amount of long-term dgdgroximates fair value based on either marketprior the same or similar issues or the
current rates offered to the Company for simildstd# the same maturities.

5. Contract receivables

Contract receivables represent balances due froroaa base of both domestic and international custs. All contract receivables are
considered to be collectible within twelve monthke components of contract receivables are aswellin thousands):

December 31,

1998 1997
Billed receivables $ 16,469 $ 16,994
Recoverable costs and accrued profit - not billed 8,839 8,398
Allowance for doubtful accounts (882) (1,021)
Total contract receivables $ 24,426 $ 24,371

Recoverable costs and accrued profit, not billgpde®ent costs incurred and associated profit adaoeontracts that will become billable
upon future milestones or completion of contracts.

Revisions in estimated contract costs at completirerreflected in the period during which facts amdumstances necessitating such a ch
first become known. The effect of changes in estsaf contract profits was to decrease grosstipfapproximately $45,000 during the
year ended December 31, 1998, decrease gross lpyafiproximately $410,000 during the year endecdedder 31, 1997, and to increi
gross profit by approximately $1,900,000 duringybar ended December 31, 1996.

6. Property and equipment
Property and equipment consists of the followimgtkiousands):

December 31,

1998 1997
Computer equipment j$6399 _--;-;,771
Leasehold improvements 1,085 1,889
Furniture and fixtures 2,134 1,652
9618 11312
Accumulated depreciation and amortization (6,904) (7,448)
Property and equipment, net j$2714 $3864

Depreciation and amortization expense was $1,208 9,149,000 and $1,943,000 for the years endedébeer 31, 1998, 1997 and 1¢



respectively.

The Company has $404,000 and $962,000 in assetsihdér capital lease as of December 31, 1998 @8d, Tespectively. Accumulated
amortization on these assets was $142,000 andBB4s of December 31,1998 and 1997, respectively.

7. Software development costs
Software development costs, net, consist of tHevahg (in thousands):

December 31,

1998 1997
Capitalized software development costs $ 7,407 $ 9,028
Accumulated amortization (2,692) (1,502)
Software development costs, net $ 4,715 $ 7,526

Software development costs capitalized were $20804,$3,474,000 and $3,890,000 for the years eDéegmber 31, 1998, 1997 and 1996,
respectively. Amortization of software developmeosts capitalized, excluding write-offs in connentivith asset dispositions, was
$1,900,000, $1,124,000 and $635,000 for the yeadsdeDecember 31, 1998, 1997 and 1996, respectetyare included in cost of
revenue.

8.Goodwill
Gooduwill consists of the following (in thousands):

December 31,

1998 1997
Goodwill, at cost $ 3,731 $ 3,559
Accumulated amortization (950) (585)
Goodwill, net $ 2,781 $ 2,974

Amortization expense for goodwill was approximat®865,000, $219,000 and $168,000 for the yearsceBeéeember 31, 1998, 1997 and
1996, respectively



GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1998

9. Accrued expenses
Accrued expenses consist of the following (in tfengs):

December 31,

1998 1997
Accrued vacation, severance and other benefits $ 872 $ 1,771
Accrued compensation and payroll taxes 1,204 1,260
Accrued reserves, dispositions 926
Othere accrued expenses 1,342 1,273
Total $ 4344 $ 4,304

10. Notes payable and financing arrangements
Notes payable and financing arrangements constsedbllowing (in thousands

December 31,

1998 1997

Lines of credit with bank $ 6,746 $9,032
Notes payable to related parties 174 185
Notes payable, other 1,760 -
Obligations under sales-type lease 1,680 -
Capital lease obligations 153 442

Total notes payable and financing arrangement s 10,513 9,659
Less amounts payable within one year (8,530) (9,240)

Long-term portion $ 1983 $ 419

Lines of Credit

The Company maintains, through its subsidiaries, ltes of credit that have been extended throwgie B0, 1999, based on modification
agreements dated January 1, 1999. These linesdif,avhich are cross-collateralized, provide forrbwings up to a total of $8.0 million to
support foreign letters of credit, margin requireseor foreign exchange contracts and working edpiteds. The first line, for $7.0 million,
used by Power, is 90% guaranteed by the Export4thigank of the United States ("EXIM"), is collatézad by substantially all of Power's
assets, and provides for borrowings up to 90%igfidé receivables and 50% of unbilled receivabld®e extension of this line is conditional
based upon the Company's obtaining an extensigheoBXIM guarantee through at least June 30, 1988.Company has received
preliminary approval from EXIM to extend the EXIMigrantee, which currently expires April 30, 1998otigh March 31, 2000. Under the
terms of the preliminary approval, the Power liri# pe reduced to $6 million, when the approval &mes final. The second line, for $1.0
million, used by Process, is collateralized by samtsally all of Process' assets, and providedorowing up to 85% of eligible receivables.
Both lines are guaranteed by the Company and eddiliged by substatnially all of the Company's &s:
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The lines require the Company to comply with carfaiancial ratios and preclude the Company frowyingadividends and making
acquisitions beyond certain limits without the bardonsent. In connection with the extension olethims of January 1, 1999, certain of these
covenants were modified, retroactive to Decembel928. The Company was in compliance with all rfiedicovenants at December 31,
1998 and expects to maintain compliance with thepants.

The Company has received a commitment letter frdimaacial institution for a new credit facility i a maturity date of March 31, 2000,
which the Company expects to finalize by April 3099. The terms and conditions of the new facilithijch would provide for a $6 million
Power Systems line and a $3 million Process Salatime, are substantially the same as the exi&iaifity, including the requirement for the
EXIM guarantee and the guarantees described below.

In connection with the aforementioned existing diré credit and the new facility, the Company haiaraged for certain guaranties to be
provided on its behalf to the bank by GP Strategies ManTech. In consideration for the above-maetibguaranties, the Company has
granted each of ManTech and GP Strategies wartapisrchase shares of the Company's common stack; @& such warrants provides the
right to purchase at least 150,000 shares of ttepaay's common stock at $2.375 per share. The Quyrtpss recognized $300,000 as the
estimated fair value of such warrants in the cadat¢d financial statements. During 1998, the Camgpacognized $180,000 of expense
related to these warrants. The Company will expémseemainder of the fair value over the termhef guarantees. The fair value of the
warrants was determined using the Bla@choles valuation model. Assumptions used in #heutation were as follows:dividend yield of C
expected volatility of 61%, risk-free interest it 5.6% and expected terms of 2.5 years.

Although the Company intends to replace its exgidredit facilities, as described above, therelmano assurance that such financing will be
completed. In the event that the Company is unssfgkin extending or obtaining new lines of cre@P Strategies and ManTech each have
agreed to provide working capital support of uta8 million ($3.6 million in the aggregate) to tBempany.

Obligations under sales-type lease

In December 1998, the Company entered into a ocintriéh a customer for the lease of certain hardveard software under a 36enth lease
The Company has accounted for this lease as atyglesease. The current position of the net inwestt in sales-type lease is in prepaid
expenses and other current assets, while the moantyortion is included in other assets. The conents of the net investment in sales-type
lease are as follows (in thousands):

Minimum rentals receivable $ 1,994
less: unearned interest income (314)

Minimum rental receivable under this lease at Ddmem31, 1998 are as follows (in thousands):

1999 $ 720
2000 640
2001 634
Total $1,994

The $1,680,000 obligation related to this leasadkided in other current liabilities and othetliiies.
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Notes payable, othe
Notes payable, other includes notes related toisitigns and insurance, which are included in otharent liabilities and other liabilitie
Other debt

The Company entered into capital lease agreementarhiture and equipment, totaling $58,000, $002, and $313,000 during the years
ended December 31, 1998, 1997 and 1996, respsctiMatse obligations bear interest at between 984la&6 per annum and expire betw
1998 and 2000.

Debt maturities

Aggregate maturities of debt as of December 31888 as follows:

1999 $ 8,530
2000 1,110
2001 700
2002 30
Thereafter 40
Total $10,513

11. Income taxes

The consolidated (loss) income before income tgpddmestic and foreign sources, is as followsHousands):

Years ended December 31,
1008 1 997 1996
Domestc é 3 1379 $ (8850)$3884
Foreign 1,038 (2,570) 968
Total s 2417 $ ( 11420) § 4,852

The provision for (benefit from) income taxes if@ows (in thousands):

Years ende d December 31,
1998 1 997 1996
Current:
Federal $ - % 27y $ (23
State 157 - 29
Foreign 257 (413) 642
$ 414 % (440) $ 648
Deferred:
Federal 556 (2,388) 186
State - (229) 23
Foreign 50 340 (148)
606 (2,277) 61

$ 1,020 $ (2,717) $ 709
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The (benefit from) provision for income taxes varieom the amount of income tax determined by apglyhe applicable U.S. statutory rate
to pre-tax
(loss) income as a result of the following:

Years ended December 31,

1998 1997 1996
Statutory U.S. tax rate 34.0% (34.0)% 340 %
State income tax, net of federal tax benefit 2.7 (2.7) 2.7
Effect of foreign operations (2.2) 3.8 (6.6)
Change in valuation allowance (0.8) 7.8 ( 19.5)
Non-deductible amortization expense related to warr ants 2.7
Others 5.8 1.3 4.0

Effective tax rate 42.2 % (23.8)% 14.6 %
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At December 31, 1998, the Company had available85#1000 of foreign and domestic net operating &@ssyforwards which expire
between 2007 and 2017. In addition, the Company®3@8,000 of foreign tax credit carryforwards whetpire between 2000 and 2001.
These carryforwards will be utilized to reduce talgaincome in subsequent years. A portion of thieoperating losses were generated by
certain of the Predecessors prior to the formaticthe Company and, as a result, there are liritaton the amounts that can be utilized to
offset taxable income in a given year.

Deferred income taxes arise from temporary diffeesrbetween the tax basis of assets and liabiitidsheir reported amounts in the
financial statements. A summary of the tax effédhe significant components of deferred incomeetais as follows (in thousands):

December 31,

Contract loss reserves $ 48 $ 46
Property and equipment 340 135
Accrued expenses 164 207
Net operating loss carryforwards 4,945 7,152
Book reserves not deductible for tax purposes 876 458
Book income deducted for tax purposes (645)
Software development costs (1,731) (2,762)
Cash to accrual adjustment (58) (71)
Foreign tax credits 338 338
Others 297 (125)
4574 5378
Valuation allowance (1,058) (1,078)

Total $ 3516 $ 4,300
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During 1996, the Company reduced the valuationadlce by $1,033,000, of which $109,000 reduced wdband other intangibles arising
out of the acquisition of Power Systems. The vabmadllowance at December 31, 1998 and 1997 priynagiates to the future utilization of

foreign net operating loss carryforwards and fargay credits that the Company has determined @treealizable at this time. Management
believes that it is more likely than not that tle deferred tax asset as of December 31, 1998ligable.

12. Capital stock

As of December 31, 1998, the Company had 10,00a@@0shares of capital stock authorized, of wt8g#00,000 are common stock and
2,000,000 are preferred stock. As of December 828 and 1997, there are no shares of preferrel stastanding. The Board of Directors
has the authority to establish one or more clagépeeferred stock and to determine, within anyslaf preferred stock, the preferences, ri
and other terms of such class.

13. Stock options
Long term incentive plan

During 1995, the Company established the 1995 Lbawgr Incentive Stock Option Plan (the "Plan"), whiacludes all officers, key
employees and non-employee members of the CompRaogisl of Directors. All options to purchase sharethe Company's common stock
under the Plan expire ten years from the dateaftgand generally become exercisable in threelimstats with 40% vesting on the first
anniversary of the grant date and 30% vesting ch e&the second and third anniversaries of thatgtate, subject to acceleration under
certain circumstances. Under the original termthefPlan, the Company had reserved 425,000 shhcesnmon stock for issuance of stock
options, which amount was increased to 625,000eshar1996 by action of the Company's directorssiadkholders.

Upon a determination in 1997 by the executive amdpensation committees of the Company's Board fdirs that the purposes of the
Company's 1995 Longierm Incentive Plan were no longer being met watbpect to those individuals holding nonstatutooglsoptions witt
exercise prices greater than the then-current magtee of the Company's Common Stock, the Compdieyed certain employees and non-
management directors who were holders of outstgnalions under the 1995 Long-Term Incentive PnfedDecember 1, 1997 the
opportunity to exchange such options for replacdrattk options at an exercise price of $3.875spare, the fair market value of the
Company's Common Stock at the close of businessatrdate. Each option holder accepting such effes required to surrender his or her
existing option and enter into new stock optioneagnents whereby each option's three-phased vemtinag (40% vested as of the first
anniversary of the date of grant, 70% vested dseo$econd anniversary of the date of grant, af8al@ested as of the third anniversary of
the date of grant) would re-commence as of Decemp#®97, the new date of grant. A total of 84 widlials were eligible to participate in
this replacement of options, and those individuatisting options had an average exercise priégl8f26 per share prior to the replacement.
Of such individuals, 81 participated in the reptaeat of options, representing a total of 295,83ffooig which are included in the stock
option activity table as new options granted antioog cancelled.

In November of 1998, the Company amended the Rieln that the term of any future options grantedlditwe seven years and that upon
termination, the option holder would have 90 daye/hich to exercise options. Prior to the amendiémstterm of options granted was ten
years and there were no time frames related toirtetion.

Stock option activity under the plan is as follows:

Year Ended December 31,

1998 1997 1996
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shar es  Price Shares Price Shares Price
Options outstanding, beginning of period ~ 595,0 15 $ 6.89 413,366 $ 13.61 297,516 $ 14.00
Options canceled (246,0 09) (4.77) (306,044) (11.57) (26,150) (14.07)
Options granted 186,2 00 2.79 487,693 4.12 142,000 12.89

Options outstanding, end of period 535,2 06 $ 5.93 595,015 $ 6.89 413,366 $ 13.61
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The Company accounts for grants under the Plandardance with APB 25, "Accounting for Stock IsstedEmployees,” and related
interpretations. Had compensation expense beemdetd based on the fair value at the grant dateaviards under the Plan consistent with
the method of SFAS 123, "Accounting for Stock BaSednpensation,” the Company's net income (losshpasit and diluted net income
(loss) per share would have been reduced (incrgé&segpproximately $ 900,000 ($0.18 per share)0#16,000) ($(2.03) per share), and
$3,601,000 ($0. 71 per share) for the years endm@mber 31, 1998, 1997 and 1996, respectively.

The fair value of each option is estimated on tie @f grant using a Black-Scholes option-pricingdel with the following weightedwverage
assumptions used for grants during the years eDdedmber 31, 1998, 1997 and 1996, respectivelydein yield of 0%, expected volatility
of 61% for 1998 and 80% for 1997 and 1996, andfris& interest rates of 6.51%, 6.31%, and 6.15% expected terms of 6 years.

As of December 31, 1998, 1997 and 1996, respegtittetre were 215,080, 86,442, and 119,000 stotikrupexercisable under the Plan, and
the Company had 89,294 shares of common stockvesséor the future grants under the Plan. The weitjlaverage fair value of options
granted during 1998, 1997 and 1996 was $2.79 @meesh3.00 per share and $9.55 per share, resplgcths of December 31, 1998, the
weighted average remaining contractual life ofaptions outstanding was approximately 7 years.

In 1998, the Company granted stock options to tisectbrs to acquire 50,000 shares of Common sto¢ke aggregate at an exercise price or
$2.25. Each such director has agreed that he wmildxercise his option with respect to more th/sa0 shares until such time as
stockholder approval is obtained.

In 1997, the Company granted one of its senior @kezs a stock option to acquire 25,000 sharesonfiion Stock at an exercise price of
$11.25. This grant was not made pursuant to the. Flais option expires ten years from the daterahgand becomes exercisable in the three
installments with 40% vesting on the first anniagysof the date of grant and 30% vesting on eachefecond and third anniversaries of the
date of grant.

In 1996, in exchange for services, the Companytgoastock options to two consultants to acquir®@Q0 shares of Common Stock in the
aggregate at an exercise price of $14.00. Thesgsgneere not made pursuant to the Plan. Theserngpéirpire on December 31, 2000 and
became exercisable in two installments with 50%ingsas of January 1, 1997 and the remaining 508ting as of January 1, 1998.

14. Commitments and contingencies
Leases

The Company is obligated under certain noncancelapérating leases for office facilities and equépin Future minimum lease payments
under noncancelable operating leases as of Dece3itb&098 are approximately as follows (in thousand

1999 $ 1,993
2000 1,851
2001 1,608
2002 1,230
2003 1,196
Thereafter 5,845

Total $ 13,723
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The future minimum lease payments above includ&421000 for noncancellable leases entered duriadjn$t quarter of 1999. Total rent
expense under operating leases was $2,134,00@0%3M®, and $1,876,000 for the years ended DeceBihdi998, 1997 and 1996.

During 1998, the Company entered into agreementgetly the lease for its existing Columbia facilitgs terminated and the operations that
occupied such facility were relocated into two sapmfacilities. One of these facilities is in Colbia, Maryland (approximately 53,000
square feet) and is occupied by the operation®woflP Systems, as well the Company's corporate heathys offices and support functions.
The other facility is in Baltimore, Maryland (appimately 33,000 square feet) and is occupied byofferations of Process Solutions. During
the first quarter of 1999, the Company has leaseadaitional 6,000 square feet in the Baltimorelitsgc Each of the leases for these smaller
facilities has a term of ten (10) years.

Letters of credit

As of December 31, 1998, the Company and certaits slibsidiaries were contingently liable undételes of credit totaling $803,000.
Further, the performance of certain of the Commaoystomer contracts is collateralized by perfomeaguarantees totaling $258,000 by its
subsidiaries' respective former parent organizati®uring 1998, the Company placed approximateB2HB0 in escrow as a performance
bond deposit in connection with a simulator corttrad aiwan. Of this amount, approximately $221,0a0 be held in escrow until April 30,
2000 and approximately $111,000 will be held inrescuntil April 30, 2003. In connection with tharee contract, the Company placed
approximately $180,000 in a letter of credit foypeent bond, which will be held in escrow until ABD, 2000.

Contingencies

Various actions and proceedings are presently pgridiwhich the Company is a party. In the opirodmanagement, the aggregate
liabilities, if any, arising from such actions aret expected to have a material adverse effedh@financial position, results of operations or
cash flows of the Company.

15. Related party transactions

In 1997, a subsidiary of the Company entered iettain agreements regarding the formation of & je@mture with a company organized in
the People's Republic of China. In connection whthinitial capitalization of this joint ventureagh of ManTech and GP Strategies made
advances of $126,000 on behalf of the Company.rigutD98, ManTech assumed control of the joint ventlihe operations of this joint
venture were immaterial during the years ended Dbee 31, 1998 and 1997.

During 1997, ManTech entered into arrangementth@iconsulting services of a member of the Compgdimance staff. Payments to the
Company for such services were $92,000 for the gaded December 31, 1997.

A subsidiary of the Company subleased office spadé¢anTech based on square footage used throughoME$98. . For the years ended
December 31, 1998, 1997 and 1996, such chargesraetbio $30,000, $117,000 and $67,000, respectively

16. Employee benefits

The Company has a qualified defined contributiaanghat covers substantially all employees undeti®@e401(k) of the Internal Revenue
Code. Under this plan, the Company's stipulateétlwamtribution matches a portion of the particiiganontributions based upon a defined
schedule. Contributions are invested by an indepatnidvestment company in one or more of sevexastment alternatives. The choice of
investment alternatives is at the election of gzantticipating employee. The Company's contributimnthe plan were approximately
$468,000, $524,000, and $671,000 for the yearsceDéeember 31, 1998, 1997 and 1996, respecti
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During 1997, the Company recorded a net chargseeerance and other employee obligations of $1lllomin connection with cost
reduction efforts initiated to offset the impactaoflecrease in contract revenues. Of this chagy§,800 was expended as of December 31,
1997, with the remainder being expended in 1998.

17. Segment Information

In 1998, GSE adopted FAS 131. The prior years' segimformation has been restated to present G&B'seportable segments, Process and
Power, its core business units.

The accounting policies of the segments are thesenthose described in the "Summary of Signifiéantbunting Policies". The Company
primarily organized on the basis of these two bessrunits. GSE Systems has a wide range of know/lefdgontrol and simulation systems
and the processes those systems are intended toviegontrol and model. The Company's knowledgmigentrated heavily in the process
industries, which include the chemicals, food & &@ge, and pharmaceuticals fields, as well asdrptiwer generation industry. The Process
Business Unit is primarily engaged in process adrand simulation in a variety of commercial indiest. Contracts typically range from th

to nine months. The Power Business Unit is prigaiigaged in simulation to the power generationstny, with the vast majority of
customers being in the nuclear power industry. @ats typically range from 18 months to three yeaonger.

GSE evaluates the performance of its business wtiliting "Business Unit Contribution”, which isisstantially equivalent to earnings bef
interest and taxes (EBIT) before allocating anypooate expenses to the business units.

The segment information regarding the two divestesinesses is included in "All Other" (See Note 3).

The table below presents information about reposeggiments:

(in th ousands)
Years ended December 31,
1998
Process P ower Total
Contract revenue $36,484 $ 30,930 $ 67,414
Business unit contribution $ 3,444 $ 4535 $ 7,979
1997
Process P ower Total
Contract revenue $34,837 $ 24,552 $ 59,389
Business unit contribution $ 3,480 $ 718 $ 4,198
1996
Process P ower Total
Contract revenue $32,145 $ 42,558 $ 74,703

Business unit contribution $ 333 $ 9,218 $ 12,571




A reconciliation of segment contract revenue tosotidated contract revenue and segment businessantribution to consolidate income
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before taxes for the years ended December 31, 199g, and 1996 is as follows:

(in th
Years ended
1998
Total segment sales $67,414 $
All other 6,404

Consolidated contract $73818 $

ousands)
December 31,

59,389 $ 74,703
20,322 21,330

79,711 $ 96,033

revenue ===z ===

Segment business unit $7,979 $ 4,198 $ 12,571

contribution
All other business unit (491) (4,848) (1,781)

contribution
Corporate expenses (5,271) (8,881) (5,551)
Severance cost - (1,124) -
Gain on sales of assets 550 - -

(765) (387)

Interest expense (350)

Consolidated income (loss) $ 2,417 $(
before taxes

11,420) $ 4,852

The Company designs, develops and delivers busarmebssechnology solutions to the energy, procedsamufacturning industries
worldwide. Revenue, operating income and identifiassets for the Company's United States, Europedr\sian operations are as follows
(in thousands):

Year Ended December 31, 1998

United States Europ e Asia Eliminations Consoli dated
Revenue $ 62,689 $ 8,2 41 $2888 $ - $ 73, 818
Transfers between
geographic locations $ 1,761 $ 4 23 $ - $ (2,184) $ -
Total revenue $ 64,450 $ 8,6 64 $ 2,888 $ (2,184) $ 73, 818
Gain or (Loss) from
operations $ 1,571 $ 5 92 $ (272) $ - $ 1, 891
Identifiable assets ~ $ 50,904 $ 58 36 $ 953 $ (8,950) $ 48, 743

Year Ended December 31, 1997

United States Europ e Asia Eliminations Consoli dated
Revenue $ 70,580 $ 59 07 $3224 $ - $ 79, 711
Transfers between
geographic locations $ 1,582 $ - $ 1,314 $ (2,896) $ -
Total revenue $ 72,162 $ 59 07 $ 4,538 $ (2,896) $ 79, 711
Gain or (Loss) from
operations $ (6,930) $ (3 24) $(2,173) $ - $ (9, 427)
Identifiable assets ~ $ 50,296 $ 3,6 86 $ 2,111  $ (7,731) $ 48, 362

Year Ended December 31, 1996

United States Europ e Asia Eliminations Consoli dated
Revenue $ 83,263 $ 90 26 $ 3744 $ - $ 96, 033
Transfers between
geographic locations $ 659 $ - $ 622 $ (1,281) $ -

Total revenue $ 83,922 $ 9,0 26 $ 4,366 $ (1,281) $ 96, 033



Gain or (Loss) from
operations $ 3,832 $ 12 67 $ (452) $ 198 $ 4, 845

Identifiable assets ~ $ 54,584 $ 64 16 $ 3,057 $(13,051) $ 51, 006
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Domestic and export sales from the Company's UrStatks operation in thousands of dollars andpes@entage of revenue as follows:

Year Ended December 31,

1998 1997 1996
Domestic $ 38,8 60 62.0% $ 50,783 72.0% $ 47,868 57.5%
Export:
Germany 6 61 1.1% 2,791 4.0% 9,236 11.1%
Remaining Western Europe 1,6 42 2.6% 1,748 2.5% 2,806 3.4%
Russia 4,7 49 7.6% 6,074 8.6% 7,716  9.3%
Remaining Easter Europe 12,2 22 19.5% 6,481 9.2% 11,070 13.3%
Asia 2,8 28 3.6% 1,278 1.8% 3,910 4.7%
South America and others 2,2 73 3.6% 1,425 2.0% 657 0.8%
$ 62,6 89 100.0% $ 70,580 100.0% $ 83,263 100.0%

18. Supplemental disclosure of cash flow informafim thousands):

Year Ended December 31,

1 998 1997 1996

Non cash investing & financing activities:
Obligations under capital leases $ 58 $ 102 $ 313

Execution of investment in sales-type leases  $1 ,680 $ - $ -

Notes payable to related party for
investment in joint venture $ - $ 252 % -

Asset acquisitions financed with debt to seller:

Cash paid $ 130 $ 600 $ -

Note payable issued 250 900 -

Total purchase price $ 380 $1,500 $ -
Cash Paid:

Interest $ 350 $ 741 $ 228

Income taxes $ 426 $ 233 $ 285
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.

GSE SYSTEMS, INC.
FORM 10-K
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PART 1lI

The information required in response to Items 10,1P and 13 is hereby incorporated by referen¢badnformation under the captions
"Election of Directors", "Principal Executive Ofics of the Company Who Are Not Also Directors", 8entive Compensation”, "Voting
Securities and Principal Stockholders", "Securityr@rship of Management", and "Certain Related Taetisns" in the Proxy Statement for
the Company's 1999 Annual Meeting of Stockhold
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K.
(a)(2) List of Financial Statements
The following financial statements are includedtém 8:

GSE Systems, Inc. and Subsidiaries

Report of Independent Accountants

Consolidated Balance Sheets as of December 31, 1998 1997
Consolidated Statements of Operations for the yeraded December 31, 1998, 1997 and 1996
Consolidated Statements of Comprehensive Incomssjlfor the years ended December 31, 1998, 1997291l
Consolidated Statements of Changes in StockholBqtsty for the years ended December 31, 1998 808d and 1996
Consolidated Statements of Cash Flows for the yeaidled December 31, 1998, 1997 and 1996
Notes to Consolidated Financial Statements

(a)(2) List of Schedules

All other schedules to the consolidated finandiatesnents are omitted as the required informasaither inapplicable or presented in the
consolidated financial statements or related notes.

(a)(3) List of Exhibits
The Exhibits which are filed with this report or iwh are incorporated by reference are set forthénExhibit Index hereto.
(b) Reports on Form 8-K:

1. On April 17, 1998, the Company filed a Reportrmmm 8-K dated April 14, 1998 with respect to ags release of the Company
announcing the signing a letter of intent for theef the Company's Erudite Software businesse@ani€, Inc. The Form 8-K included as an
exhibit the text of such press release.

2. On September 24, 1998, the Company filed a RepmoForm 8-K dated September 21, 1998 with restoeatpress release of the Company
announcing the signing a letter of intent for thieef the Company's Oil & Gas Business Unit torivetl Automation (USA), Inc. The Form 8-
K included as an exhibit the text of such pressass.

3. On October 30, 1998, the Company filed a Repofform 8-K dated October 22, 1998 with respeet poess release of the Company
announcing the signing a letter of intent for agm®ed transaction involving BatchCAD Limited. Tharf 8-K included as an exhibit the text
of such press release.

4. On November 30, 1998, the Company filed a Repofform 8-K dated November 10, 1998 providing Idsare pertaining to the
Company's completion of the divestiture of certsets of its Oil & Gas Business Unit to Valmetdkmation (USA), Inc. This Form 8-K
included as exhibits the texts of the Asset Purelfeggeement and the License Agreement for suclsaction.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

GSE Systems, Inc.

By:/S/ CHRISTOPHER M. CARNAVOS

Christopher M. Carnavos
Director and President

Pursuant to the requirements of the Securities thAit,report has been signed by the following pesso the capacities and on the dates
indicated.

Signatures Title Date

/S/ JEROME |. FELDMAN Chairman of the Boa rd March 30, 1999

Jerome |. Feldman

/S/ CHRISTOPHER M. CARNAVOS Director and Presid ent March 30, 1999
Christopher M. Carnavos (Principal Executive O fficer)

/S JEFFERY G. HOUGH Senior Vice President March 30, 1999
--------------------------- and

Jeffery G. Hough Chief Financial Office r

(Principal Financial an d
Accounting Officer)

/S/ SHELDON L. GLASHOW Director March 30, 1999

Sheldon L. Glashow

/S/ JOHN A. MOORE, JR. Director March 30, 1999

John A. Moore, Jr.
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/S! GEORGE J. PEDERSEN Director March 30, 1999

George J. Pedersen

/S/ SYLVAN SCHEFLER
........................... Director March 30, 1999
Sylvan Schefler
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EXHIBIT INDEX

The following exhibits are either filed herewith lmave been filed with the Securities and Exchangm@ission and are referred to and

incorporated by reference.

Exhibit

Number Note Description

2.1 (7) Asset Purchase Agreement amo ng GSE Systems, Inc., GSE
Erudite Software, Inc. and Kean e, Inc. dated as of April 30,
1998.

2.2 (8) Asset Purchase Agreement amo ng GSE Systems, Inc., GSE
Process Solutions, Inc., GSE Process Solution B.V., GSE
Process Solutions Belgium N .V., GSE Process Solutions
Singapore (Pte) Limited and V almet Automation (USA) Inc.
dated as of November 10, 1998.

2.3 (8) Software License Agreement a mong GSE Process Solutions,
Inc., The Sage Systems Divisio n of Valmet Automation (USA)
Inc. and The Sage Systems Di vision of Valmet Automation
(Canada) Ltd. dated as of Novem ber 10, 1998.

3.1 (1) Second Amended and Restated Ce rtificate of Incorporation of
the Company.

3.2 (2) Form of Amended and Restated By laws of the Company.

4.1 (3) Specimen Common Stock Certifica te of the Company.

10.1 (1) Agreement among ManTech Interna tional Corporation, National
Patent Development Corporatio n, GPS Technologies, Inc.,
General Physics Corporation, V attenfall Engineering AB and
GSE Systems, Inc. (dated as of April 13, 1994).

10.2 (9) * GSE Systems, Inc. 1995 L ong-Term Incentive Plan, as

amended as of November 20, 1998.
10.3 (4) * Form of Option Agreement Under the GSE Systems, Inc.
1995 Long-Term Incentive P lan.

10.4 (2) Letter of Credit, Loan and Security Agreement between
CoreStates Bank, N.A. and GSE P rocess Solutions, Inc. (dated
as of January 31, 1995).

10.5 (4) Amended and Restated Letter o f Credit, Loan and Security
Agreement between CoreStates Bank, N.A. and GSE Process
Solutions, Inc. (dated as of Oc tober 13, 1995 and as amended
as of February 23, 1996).

10.6 (4) Letter of Credit, Loan and Security Agreement among
CoreStates Bank, N.A., MSHI, In c., and Simulation, Systems &
Services Technologies Company (dated as of January 30,
1996).

10.7 (1) Amended and Restated Lease Agre ement between CCP Development
Limited Partnership No. 7 and S imulation, Systems & Services
Technologies Company (dated as of January 27, 1993)

10.8 (6) * Letter Agreement dated January 8, 1997 between GSE

Systems, Inc. and Christop her M. Carnavos

10.9 (6) Amendment Number Twoto Amen ded and Restated Letter of
Credit, Loan and Security Agree ment between CoreStates Bank,
N.A. and GSE Process Solutions , Inc. (dated as of November
11, 1997)

10.11 (6) Indemnification Agreement betw een Genus Corporation and GSE
Power Systems, Inc. (dated as o f February 2, 1998)

10.12 (6) Office Lease Agreement between Sterling Rutherford Plaza,
L.L.C. and GSE Systems, Inc.(da ted as of February 10, 1998)

10.13 (6) Lease Agreement between Red B ranch Road, L.L.C. and GSE



Systems, Inc. (dated February 1 0, 1998)

10.14 (6) Letter Agreement dated March 6, 1998 between CoreStates
Bank, N.A. and GSE Power System s, Inc.

10.15 (6) Letter Agreement dated March 6, 1998 between CoreStates
Bank, N.A. and GSE Process Solu tions, Inc.

10.16 (7) Termination of Employment Agree ment among GSE Systems, Inc.,
GSE Erudite Software, Inc. and Eugene D. Loveridge, dated as

of April 30, 1998
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10.17 (7) Termination of Employment Agree ment among GSE Systems, Inc.,
GSE Erudite Software, Inc. and Daniel Masterson, dated as of
April 30, 1998

10.18 (9) Modification Agreement by and a mong GSE Power Systems, Inc.,
MSHI, Inc., GSE Process Solutio ns, Inc,. GSE Systems, Inc.,
GP International Engineerin g & Simulation, Inc., GP
Strategies Corporation, ManTec h International Corporation,
GSE Process Solutions B.V., GSE Process Solutions Singapore
(Pte) Limited, GSE Process Solu tions Belgium N.V., and First
Union National Bank dated as of January 1, 1999.

10.19 (9) Unconditional Guaranty by GSE Systems, Inc. in favor of
First Union National Bank dated as of January 1, 1999.

10.20 (9) Unconditional Guaranty by GP St rategies Corporation in favor
of First Union National Bank da ted as of January 1, 1999.

10.21 (9) Unconditional Guaranty by ManTe ch International Corporation
in favor of First Union Nationa | Bank dated as of January 1,
1999.

21.1 (9) Subsidiaries fo Registrant

23.1 (9) Consent of Independent Accounta nts

24.1 (9) Power of Attorney for Dirctors' and Officers' Signatures on
SEC Form 10-K

99.1 (3) Form of Right of First Refusal Agreement

(1) Previously filed in connection with the GSE t&yss, Inc. Form S-1 Registration Statement as filitd the Securities and Exchange
Commission on April 24, 1995 and incorporated helsi reference.

(2) Previously filed in connection with Amendmen.N to the GSE Systems, Inc. Form S-1 Registra&8itatement as filed with the
Securities and Exchange Commission on June 14, 488%ncorporated herein by reference.

(3) Previously filed in connection with Amendmeny.\B to the GSE Systems, Inc. Form S-1 Registra&8itatement as filed with the
Securities and Exchange Commission on July 24, a@@5ncorporated herein by reference.

(4) Previously filed in connection with the GSE &yss, Inc. Form 10-K as filed with the Securitiesl &xchange Commission on March 22,
1996 and incorporated herein by reference.

(5) Previously filed in connection with the GSE ®&yss, Inc. Form 10-K as filed with the Securitiesl &xchange Commission on March 31,
1997 and incorporated herein by reference.

(6) Previously filed in connection with the GSE ®ynss, Inc. Form 10-K as filed with the Securited &xchange Commission on March 31,
1998 and incorporated herein by reference.

(7) Previously filed in connection with the GSE &yss, Inc. Form 10-Q as filed with the Securited Brchange Commission on May 15,
1998 and incorporated herein by reference.

(8) Previously filed in connection with the GSE ®&yns, Inc. Form 8-K as filed with the Securites &xd¢hange Commission on November
30, 1998 and incorporated herein by reference.

(9) Filed herewith.
* Management contract or compensatory plan.

Commission File No. 26494



EXHIBIT 10.2

GSE SYSTEMS, INC.
1995 LONG-TERM INCENTIVE PLAN
(As Amended through November 20, 1998)

1 Definitions

In this Plan, except where the context otherwiskécates, the following definitions apply:

1.1. "Agreement" means a written agreement impld¢imgman Award.

1.2. "Award" means a grant of an Option or Rightwraward of Restricted Stock or Incentive Shares.
1.3. "Board" means the Board of Directors of thepoeation.

1.4. "Code" means the Internal Revenue Code of 1&8&mended.

1.5 "Committee" means the committee or subcommdfebe Board meeting the standards of Rule 16p¢B(dinder the Exchange Act and
Treasury Regulations $ 1.162-27(e)(3), or any simgliccessor rule or regulation, as may be appgbmtehe Board to administer the Plan.
Unless otherwise determined by the Board, the Cosgtéon Committee of the Board shall be the Conemitt

1.6. "Common Stock" means the common stock, parev@l0l1 per share, of the Corporation.
1.7. "Corporation" means GSE Systems, Inc.

1.8. "Date of Exercise" means the date on whichCthioration receives notice of the exercise obation or Right in accordance with the
terms of Article 9.

1.9. "Date of Grant" means the date on which anddmr Right is granted or Restricted Stock or hitoee Shares are awarded under the F
1.10. "Director" means a member of the Board ofGbeporation or any Subsidiary.

1.11. "Employee” means any employee of the Cormrair a Subsidiary, including an Employee Direapany person who has been hired
to be an employee of the Corporation or a Subsidéard any consultant or advisor to the Corporatibio is not a Director and who renders
bona fide services to the Corporation or a Subgidither than services in connection with the offesale of securities in a capital raising
transaction.

1.12. "Employee Director" means a Director whols®an Employee.
1.13. "Exchange Act" means the Securities Excha@my®f 1934, as amended.

1.14. "Fair Market Value" means the amount equééoclosing sales price for a Share, on the datk fair market value is to be determined
(or if there is no sale of Shares on such dateclitging sales price on the nearest trading da&eegling such date), in the principal trading
market for the Shares as reported by such sourted3ommittee may select, or, if such price quotatof the Common Stock are not then
reported, then the fair market value of a Shamessrmined by the Committee pursuant to a reasemabthod adopted in good faith for such
purpose.

1.15. "Grantee" means an Employee to whom Redtrfsteck has been awarded pursuant to Article 18aentive Shares have been awar
pursuant to Article 11.

1.16. "Incentive Shares" means Shares awarded timel@lan pursuant to the provisions of Article 11.

1.17. "Incentive Stock Option" means an Option tgdrunder the Plan that qualifies as an incentiveksoption under section 422 of the
Code and that the Corporation designates as sutle iAgreement granting the Option.

1.18. "Independent Director" mean a "Director wh@ot an Employee Director.”
1.19. "Independent Director Program" means thaigoof the Plan under which grants are made tepeddent Directors.

1.20. "Nonstatutory Stock Option" means an Opticanted under the Plan that is not an IncentivelS@uation.



1.21. "Option" means an option to purchase Shawested under the Plan in accordance with the tefrsticle 6 or Article 7.
1.22. "Option Period" means the period during wtaohOption may be exercised.

1.23. "Option Price" means the price per Sharehéthwan Option may be exercised. The Option Piiedl e determined by the Committee
and shall not be less than the Fair Market Valuerdened as of the Date of Grant, except that énddise of Nonstatutory Stock Options
granted on or prior to the thirtieth day after aamsnation of the Corporation's initial public offiegi of Common Stock (the "IPQ"), the Opt
Price shall not be less than the initial publiceoifig price of a Share in connection with the IRBtwithstanding the foregoing, in the case of
an Incentive Stock Option granted to an Optionee (@pplying the rules of Section 424(d) of the Qaalens stock possessing more than ten
percent of the total combined voting power of #isses of stock of the Corporation or a Subsidiar{Ten-Percent Stockholder"), the Option
Price shall not be less than one hundred and terepe(110%) of the Fair Market Value on the Ddt&rant.

1.24. "Optionee" means an Employee or Directoronv an Option or Right has been granted.

1.25. "Performance Goals" means performance gstdbkshed by the Committee which may be basedhamiregs or earnings growth, sales,
return on assets, equity or investment, regulatorgpliance, satisfactory internal or external ajdihprovement of financial ratings,
achievement of balance sheet or income statemgantides, or any other objective goals establighethe Committee, and may be absolute
in their terms or measured against or in relatignhother companies comparably, similarly or o#fiee situated. Such performance
standards may be particular to an employee oré¢partinent, branch, Subsidiary or other divisiowich he or she works, or may be based
on the performance of the Corporation generallg, may cover such period as may be specified bZthamittee.

1.26. "Plan" means the GSE Systems, Inc. 1995 Oanm Incentive Plan.

1.27. "Related Option" means the Option in coneectvith which, or by amendment to which, a spedifight is granted.
1.28. "Related Right" means the Right granted mneetion with, or by amendment to, a specified @pti

1.29. "Restricted Stock" means Shares awarded uhdd?lan pursuant to the provisions of Article 10.

1.30. "Right" means a stock appreciation right tgdmunder the Plan in accordance with the terms of

Article 8.

1.31. "Right Period" means the period during whadRight may be exercised.

1.32. "Rule 16b-3" means Rule 16b-3 under Sect®ofthe Exchange Act (or any successor rule).

1.33. "Share" means a share of Common Stock.

1.34. "Subsidiary" means a corporation at least 50%e total combined voting power of all claseéstock of which is owned by the
Corporation, either directly or through one or motieer Subsidiaries.

2 Purpose

The Plan is intended to assist the Corporationisnglubsidiaries in attracting and retaining Emplkey and Independent Directors of
outstanding ability and to promote the identifioatof their interests with those of the stockhoddefrthe Corporation.

3 Administration

The Committee shall administer the Plan and stealétplenary authority, in its discretion, to awéngtions, Rights, Restricted Stock and
Incentive Shares to Employees and Independent ioneubject to the provisions of the Plan. ThenBuittee shall have plenary authority
and discretion, subject to the provisions of thenPto determine the terms of all Awards (whicim®ineed not be identical) to Employees,
including, but not limited to, the exercise pridedptions, the time or times at which Awards aredmahe number of Shares covered by
Awards, whether an Option shall be an IncentivelSption or a Nonstatutory Stock Option, and teeqd during which Options and
Rights may be exercised and Restricted Stock bleadlubject to restrictions. In making these deteatwns, the Committee may take into
account the nature of the services rendered bjwveerd recipients, their present and potential dbotions to the success of the Corporation
and its Subsidiaries, and such other factors a€timmittee in its discretion shall deem relevanbjgct to the provisions of the Plan, the
Committee shall have plenary authority to interpinet Plan, to prescribe, amend and rescind rulésegulations relating to it and to make all
other determinations deemed necessary or advifattiee administration of the Plan. The determimagi of the Committee on the matters
referred to in this Article 73 shall be binding dnthl.

4 Eligibility



Options, Rights, Restricted Stock and Incentiver&hanay be granted or awarded only to Employeesjged, however, that Independent
Directors may receive Nonstatutory Stock Optionadonordance with the provisions of Article 7.

5 Stock Subject to the Plan

5.1. The maximum number of Shares that may be dssnder the Plan is 625,000 Shares. The maximunbaupnf Shares with respect to
which an Employee may receive Awards under the Rla00,000.

5.2. If an Option or Right expires or terminatesday reason (other than termination by virtuehef éxercise of a Related Option or Related
Right, as the case may be) without having beeg &xercised, if Shares of Restricted Stock areeftadl or if Incentive Shares are not issued
or are forfeited, the unissued or forfeited Sharkih had been subject to the Award shall beconadlahle for the grant of additional
Awards.

5.3. Upon exercise of a Right (regardless of whetthe Right is settled in cash or Shares), the rrmbShares with respect to which the
Right is exercised shall be charged against thebeumf Shares issuable under the Plan and shallaamme available for the grant of other
Awards.

6 Options

6.1. Options granted under the Plan to Employeal Ish either Incentive Stock Options or Nonstaty®tock Options, as designated by the
Committee. Each Option granted under the Plan bleatlearly identified either as a Nonstatutoryc&t@ption or an Incentive Stock Option
and shall be evidenced by an Agreement that spedifie terms and conditions of the grant. Optioaatgd to Employees shall be subject to
the terms and conditions set forth in this Arti6land such other terms and conditions not incagrgistith this Plan as the Committee may
specify. All Incentive Stock Options granted untter Plan shall comply with the provisions of thed€governing incentive stock options .
with all other applicable rules and regulations.

6.2. The Option Period for Options granted to Emets shall be determined by the Committee and fgedbyi set forth in the Agreement,
provided, however, that an Option shall not be @sable after ten years (five years in the casandhcentive Stock Option granted to a Ten-
Percent Stockholder) from its Date of Grant.

6.3. The Committee, in its discretion, may providan Agreement for the right of the Optionee tosuder to the Corporation an Option (i
portion thereof) that has become exercisable ameldeive upon such surrender, without any paynwetite¢ Corporation (other than required
tax withholding amounts) that number of Shares getputhe highest whole number of Shares) havingggregate fair market value as of the
date of surrender equal to that number of Shargigstito the Option (or portion thereof) being smdered multiplied by an amount equal to
the excess of (i) the Fair Market Value on the dditeurrender over (ii) the Option Price, plus amant of cash equal to the fair market value
of any fractional Share to which the Optionee wdagdentitled but for the parenthetical above retato whole number of Shares. Any such
surrender shall be treated as the exercise of ghi@®(or portion thereof).

7 Independant Director Program

7.1. The Independent Director Program shall bemdita plan under which Independent Directors shalgranted Nonstatutory Stock
Options, but only in accordance with the provisieasforth in this Article 7.

7.2. Nonstatutory Stock Options shall be granteldidependent Directors as follows:

(i) Each person who becomes an Independent Dirsball be granted on the date such person firgirhes an Independent Director, which
shall be the Date of Grant, a Nonstatutory Stockddpo purchase 1,500 Shares at an Option Prigaleq the Fair Market Value on the D
of Grant; and

No,(ii) On December 31st of each year, each IndégenDirector shall be granted a Nonstatutory Stopkon to purchase 1,500 Shares a
Option Price equal to the Fair Market Value on sdate, which date shall be the Date of Grant; pledithat if any Independent Director has
served as a Director for less than a full yearfaioh Date of Grant, the Nonstatutory Stock Optjeanted to such Director on such Date of
Grant shall be for the number of Shares (rounddgtemearest whole Share) equal to 1,500 multigdied fraction, the numerator of which
shall be the number of days such person has sassadirector and the denominator of which shaB&®.

7.3. Nonstatutory Stock Options granted underAliile 7 shall vest in three installments on thetf second and third annual anniversaries
of the Date of Grant with 40% thereof vesting oa finst such anniversary and 30% thereof vestingamh of the second and third such
anniversaries, and may be exercised by the Optiahary time after vesting and prior to the tertioraof the Nonstatutory Stock Option.
Nonstatutory Stock Options granted pursuant toAhile 7shall terminate upon the earlier to ocofii) 7 years from the Date of Grant

(i) 90 days from the date on which such Optioneases to be a member of the Board or, if such Ggdiceases to be a member of theBoard
by reason of retirement, disability, death or reaidkom such position without cause, five yearsrfrihe date on which such Optionee ceases
to be a member of the Board. Nonstatutory Stockabptgranted under this Article 7 are not trandfer&xcept to the extent provided in
Article 12. Exercise of Nonstatutory Stock Optigranted under this Article 7 may be made only iitimg delivered to the Corporation
accompanied by payment of the Option Pricein casbhares in accordance with Section



7.4. If on any Date of Grant of Nonstatutory St@yhtions to Independent Directors there is an inGiefit number of Shares available for
such grants to Independent Directors, the numb&hafes subject to each grant shall be reducédrbtgreatest whole number of Shares
arrived at by dividing the remaining Shares ava@dbr such grants by the number of Independentdars eligible for such grants.

7.5. Notwithstanding the provisions of Section &aB,0Option granted pursuant to this Article 7 mayekercised in full upon a Change of
Control. For purposes of this Section 7.5, a "CleapigControl" shall be deemed to have occurredtéfrahe Date of Grant for such Option (i)
any person or group of persons (as defined in @ed8(d) and 14(d) of the Exchange Act) togetheh s affiliates, excluding employee
benefit plans of the Corporation, becomes, diremtlindirectly, the "beneficial owner" (as definiedRule 13d-3 under the Exchange Act) of
securities of the Corporation representing 20% orenof the combined voting power of the Corporadsidhen outstanding securities; or (ii)
a result of a tender offer or exchange offer ferparchase of securities of the Corporation (oth&n such an offer by the Corporation for its
own securities), or as a result of a proxy contestiger, consolidation or sale of assets, or @saltrof any combination of the foregoing,
individuals who at the beginning of any two-yearipe constitute the Board, plus new directors ef @orporation whose election or
nomination for election by the Corporation's stauklers is approved by a vote of at least two-thafithe Directors still in office who were
Directors at the beginning of such two-year peraehse for any reason during such two-year ped@onstitute at least two-thirds of the
members of the Board; or (iii) the stockholdershaf Corporation approve a merger or consolidatiche Corporation with any other
corporation or entity regardless of which entityhie survivor, other than a merger or consolidatiich would result in the voting securities
of the Corporation outstanding immediately priceréto continuing to represent (either by remaimntstanding or being converted into
voting securities of the surviving entity) at le&6t2/3% of the combined voting power of the votaegurities of the Corporation or such
surviving entity outstanding immediately after sulrger or consolidation; or (iv) the stockholdefshe Corporation approve a plan of
complete liquidation or winding-up of the Corpoacattior an agreement for the sale or dispositiorhyGorporation of all or substantially all
of the Corporation's assets.

8 Rights
8.1. Rights granted under the Plan shall be evigéhy an Agreement specifying the terms and canditdf the grant. A Right may be
granted under the Plan:

(i) in connection with, and at the same time ag,grant of an Option under the Plan;
(i) by amendment of an outstanding Option granteder the Plan; or
(iiindependently of any Option granted under Bian.

A Right granted under clause (i) or (ii) of the geding sentence is a Related Right. A Related Rigiyt, in the Committee's discretion, apply
to all or a portion of the Shares subject to thiaied Option.

8.2. A Right may be exercised in whole or in parpeovided in the applicable Agreement, and, sullttjethe terms of the Agreement, entitles
its Optionee to receive, without payment to thepoation (but subject to required tax withholdingjther cash or that number of Shares
(equal to the highest whole number of Shares),ammabination thereof, in an amount or having ari@@arket value determined as of the Date
of Exercise not to exceed the number of Sharegsuty) the portion of the Right exercised multiglley an amount equal to the excess of (i)
the Fair Market Value on the Date of Exercise effight over (ii) either (A) the Fair Market Valoa the Date of Grant of the Right if it is
not a Related Right, or (B) the Option Price asjated in the Related Option if the Right is a RetaRight.

8.3. The Right Period shall be determined by them@dtee and specifically set forth in the Agreemeanbject to the following conditions:

() a Right will expire no later than the earlidr(8) ten years from the Date of Grant, or (B) retcase of a Related Right, the expiration of
the related Option:

(i) a Right may be exercised only when the FairkéaValue on the Date of Exercise exceeds eithgthe Fair Market Value on the Date
Grant of the Right if it is not a Related Right(B) the Option Price of the Related Option if thigiR is a Related Right; and

(iia Right that is a Related Right to an IncestiStock Option may be exercised only when anddcettent the Related Option is exercise

8.4. The exercise, in whole or in part, of a Reld®éght shall cause a reduction in the number afr&hsubject to the Related Option equal to
the number of Shares with respect to which thetBéIRight is exercised. Similarly, the exercisewhole or in part, of a Related Option st
cause a reduction in the number of Shares sulgje¢betRelated Right equal to the number of Shaiésraspect to which the Related Option
is exercised.

8.5. The extent provided in the Agreement, the Cdtemshall have sole discretion to consent toisagprove the election of any Optionet
receive cash in full or partial settlement of alRign cases where an election of settlement ih ocasst be consented to by the Committee
Committee may consent to, or disapprove, suchieleat any time after such election, or within spehiod for taking action as is specifiec
the election, and failure to give consent shalllisapproval. Consent may be given in whole or asportion of the Right surrendered by the
Optionee. If the election to receive cash is disaped in whole or in part, the Right shall be dedrttehave been exercised for Shares, or, if
so specified in the notice of exercise and electan to have been exercised to the extent theieheto receive cash is disapproved. 9
Exercise of Options and RigfF



9.1. An Option or Right may, subject to the terrhthe applicable Agreement under which it was grdnbe exercised in whole or in part by
the delivery to the Corporation of written notidettee exercise, in such form as the Committee nraggibe, accompanied, in the case of an
Option, by full payment for the Shares with resgecthich the Option is exercised. To the exteowjated in the applicable Option
Agreement, payment may be made, in whole or in paghares (other than Restricted Stock) valudechatMarket Value on the Date of
Exercise or by delivery of a promissory note asjgted in

Section 9.2 hereof.

9.2. To the extent provided in an Option Agreenaerd permitted by applicable law, the Committee megept as partial payment of the
Option Price a promissory note executed by theddpt evidencing his or her obligation to make fitash payment thereof; provided,
however, that in no event may the Committee acagwbmissory note for an amount in excess of tfferdnce between the aggregate Option
Price and the par value of the Shares. Promissaigsmmade pursuant to this Section 9.2 shall balgaypon such terms as may be
determined by the Committee, shall be securedfigdge of the Shares received upon exercise ddfitmn and shall bear interest at a rate
fixed by the Committee.

10 Restricted Stock Awards

10.1. Restricted Stock awards under the Plan shaBist of Shares that are restricted againstfegrsibject to forfeiture, and subject to such
other terms and conditions intended to furtherptingoses of the Plan as may be determined by then@itee. Such terms and conditions
may provide, in the discretion of the Committee,tf@ vesting of such awards to be contingent uperachievement of one or more speci
Performance Goals.

10.2. Restricted Stock awards under the Plan bea#lvidenced by Agreements specifying the termscanditions of the Award. Each
Agreement evidencing an award of Restricted Stbel sontain the following:

() prohibitions against the sale, assignment,df@m exchange, pledge, hypothecation, or othewrabcance of (A) the Shares awarded as
Restricted Stock under the Plan, (B) the rightdtevhe Shares, and (C) the right to receive diddehereon, in each case during the
restriction period applicable to the Shares; predichowever, that the Grantee shall have all theraights of a stockholder including, but |
limited to, the right to receive dividends and tlgt to vote the Shares;

(i) a requirement that each certificate represgn8hares of Restricted Stock shall be depositéutive Corporation, or its designee, and ¢
bear the following legend:

"This certificate and the shares of stock reprexkhereby are subject to the terms and conditiogkifling the risks of forfeiture and
restrictions against transfer) contained in the G$&ems, Inc. 1995 Long-Term Incentive Plan, andgreement entered into between the
registered owner and GSE Systems, Inc. Releaseduaimterms and conditions shall be made only domance with the provisions of the
Plan and the Agreement, a copy of each of whiamigle in the office of the Secretary of GSE Syss$e Inc."

(iii) the terms and conditions upon which any riesitns applicable to Shares of Restricted Stoekl $apse and new certificates free of the
foregoing legend shall be issued to the Grantdesoor her legal representative; and

(iv) such other terms, conditions and restrictiaaghe Committee in its discretion may specifyudatg, without limitation, terms that
condition the lapse of forfeiture and transferniegbns upon the achievement of Performance Goals.

10.3. The Committee may include in a RestricteatiSfagreement a requirement that in the event ofante's termination of employment
for any reason prior to the lapse of restricti@isShares of Restricted Stock shall be forfeitgdHg Grantee to the Corporation without
payment of any consideration by the Corporatiod, &ither the Grantee nor any successors, hegignasor personal representatives of the
Grantee shall thereafter have any further righisterest in the Shares or certificates.

11 Incentive Shares Awarded

11.1. Incentive Shares awarded under the Plan sba@Videnced by an Agreement specifying the temasconditions of such Award.
Incentive Share awards shall provide for the issaari Shares to a Grantee at such times and subjsath terms and conditions as the
Committee shall deem appropriate including, butlimated to, terms that condition the issuance lo&i®s upon the achievement of
Performance Goals.

12 Nontransferability

Awards made under this Plan shall not be transfemtiber than (i) by will or the laws of descentlatistribution, or (ii) pursuant to a
qualified domestic relations order as defined ictise 414(p) of the Code. An Option or Right mayaxercised during the Optionee's lifeti
only by the Optionee or, in the event of his or legal disability, by his or her legal represenmatiA Related Right is transferable only when
the Related Option is transferable and only withRelated Option and under the same conditionsftyay to the Related Option.

13 Capital Adjustments



In the event of any change in the outstanding Com8tock by reason of any stock dividend, splitt@gapitalization, reclassification,
combination or exchange of shares, merger, coretadid or liquidation and the like, the Committeeymia its discretion, provide for a
substitution for or adjustment in (i) the numbed &tass of Shares subject to outstanding OptioightR Restricted Stock and Incentive St
awards, (ii) the Option Price of Options and theebprice upon which payments under Rights thahar&elated Rights are determined, and
(iii) the aggregate number and class of Sharewfich Awards thereafter may be made under the &tanto individual Award recipients.
The adjustments made with respect to NonstatuttmgkSOptions granted pursuant to Article 7 shaleheivalent to the treatment accorde
holders of Common Stock.

14 Termination or Amendment

The Board may amend, alter or terminate the Plaminrespect at any time; provided, however, tiit¢r the Plan has been approved by the
stockholders of the Corporation, no amendmentatlts or termination of the Plan shall be madehgyBoard without approval of (i) the
Corporation's stockholders to the extent stockiradg@roval of the amendment is required by applectdw or regulations or the
requirements of the principal exchange or intergeqliotation system on which the Common Stoclstedi or quoted, and

(i) each affected Optionee or Grantee if such adn@mt, alteration or termination would adversefgetfhis or her rights or obligations uni
any Award made prior to the date of such amendnadtet,ation or termination.

15 Modification, Extension and Renewal of OptioRgyhts, Restricted Stock and Intentive Shares; Bubsd Options and Rights

15.1. Subject to the terms and conditions of tlamthe Committee may modify, extend or renew antding Options and Rights, or accept
the surrender of outstanding options and stockeayigtion rights (to the extent not theretofore ejserd) granted under the Plan or under any
other plan of the Corporation or a Subsidiary, aathorize the granting of new Options and Rightspant to the Plan in substitution there
(to the extent not theretofore exercised), andsthstituted Options or Rights may specify a lowareise price than the surrendered options
and stock appreciation rights, a longer term thansurrendered options and stock appreciationgjghthave any other provisions that are
authorized by the Plan. Subject to the terms amditions of the Plan, the Committee may modify térens of any outstanding awards of
Restricted Stock or Incentive Shares. Notwithstagdihe foregoing, however, no modification of anakd shall, without the consent of the
Optionee or Grantee, alter or impair any of thei@te's or Grantee's rights or obligations undeh &ward.

15.2. Anything contained herein to the contrarywitbistanding, Options and Rights may, at the dismneof the Committee, be granted under
the Plan in substitution for stock appreciatiorhtggand options to purchase shares of capital stbakother corporation which is merged
into, consolidated with, or all or a substantiaitfpm of the property or stock of which is acquited the Corporation or one of its
Subsidiaries. The terms and conditions of the gulbstOptions and Rights so granted may vary froenterms and conditions set forth in this
Plan to such extent as the Committee may deem ppat® (but only to the extent consistent with tbquirements of Rule 16b-3) in order to
conform, in whole or part, to the provisions of thions and stock appreciation rights in substitutor which they are granted. Such
Options and Rights shall not be counted towardl®@®000 Share limit imposed by the second senteh8ection 5.1, except to the extent it
is determined by the Committee that the applicbif such sentence is required in order for grafSptions and Rights hereunder to be
eligible to qualify as "performance-based compedasatvithin the meaning of Section 162(m) of thedgo

16 Effectiveness of the Plan

The Plan and any amendments requiring stockholgjeoaal pursuant to Article 14 are subject to apptdy vote of the stockholders of the
Corporation within 12 months after their adoptignthe Board. Subject to that approval, the Planamdamendments are effective on the
date on which they are adopted by the Board. OgtiRights, Restricted Stock and Incentive Shargshmagranted or awarded prior to
stockholder approval of the Plan or amendmentseacih such Award shall be subject to the apprdvideoPlan or amendments by the
stockholders. The date on which any Option, RiBestricted Stock or Incentive Shares granted ordseaprior to stockholder approval of
the Plan or amendment is granted or awarded shaléDate of Grant for all purposes as if the @ptRight, Restricted Stock or Incentive
Shares had not been subject to approval. No OptioRjght may be exercised prior to such stockhodggroval, and any Restricted Stock or
Incentive Shares awarded shall be forfeited if sstolskholder approval is not obtained.

17 Withholding

The Corporation's obligation to deliver Sharesay any amount pursuant to the terms of any Awarduraler shall be subject to the
satisfaction of applicable federal, state and lt@alwithholding requirements. To the extent predadn the applicable Agreement and in
accordance with rules prescribed by the Committae)ptionee or Grantee may satisfy any such witlihgltax obligation by any of the
following means or by a combination of such means:

(i) tendering a cash payment, (ii) authorizing @aporation to withhold Shares otherwise issuabliné Optionee or Grantee, or (iii)
delivering to the Corporation already owned andngnenbered Shares.

18 Term of the Plan

Unless sooner terminated by the Board pursuanttiolé 14, the Plan shall terminate on June 3052@@d no Options, Rights, Restricted
Stock or Incentive Shares may be granted or awaaftedsuch date. The termination of the Plan siatllaffect the validity of any Award
outstanding on the date of terminati



19 Indemnification of Committee

In addition to such other rights of indemnificatias they may have as Directors or as members @dnamittee, the members of the
Committee shall be indemnified by the Corporatigaiast the reasonable expenses, including attorfens actually and reasonably incur

in connection with the defense of any action, sujproceeding, or in connection with any appeatldime to which they or any of them may be
a party by reason of any action taken or failuradbunder or in connection with the Plan or anyi@p Right, Restricted Stock or Incentive
Shares granted or awarded hereunder, and agdiast@lints reasonably paid by them in settlemenetifeor paid by them in satisfaction c
judgment in any such action, suit or proceedinguith members acted in good faith and in a manhatwthey believed to be in, and r
opposed to, the best interests of the Corporation.

20 General Provisions

20.1. The establishment of the Plan shall not campen any Employee or Independent Director anglleg equitable right against the
Corporation, any Subsidiary or the Committee, ekespexpressly provided in the Plan.

20.2. The Plan does not constitute inducement sideration for the employment of any Employeeherdervice of any Independent
Director, nor is it a contract between the Corgorabr any Subsidiary and any Employee or IndepenhD&ector. Participation in the Plan
shall not give an Employee or Independent Direator right to be retained in the service of the ©aaion or any Subsidiary.

20.3. Neither the adoption of this Plan nor itsraigsion to the stockholders, shall be taken to ey limitations on the powers of the
Corporation or its Subsidiaries to issue, grangssume options, warrants, rights, or restrictedkstotherwise than under this Plan, or to
adopt other stock option or restricted stock plant® impose any requirement of stockholder apdropan the same.

20.4. The interests of any Employee or IndepenbB@etctor under the Plan are not subject to therdadf creditors and may not, in any way,
be assigned, alienated or encumbered except aslpdowm Article 12.

20.5. The Plan shall be governed, construed andnéstared in accordance with the laws of the StdtBelaware and the intention of the
Corporation that Incentive Stock Options grantedarrthe Plan qualify as such under section 422@f{ode.

20.6. The Committee may require each person acgu8hares pursuant to Awards hereunder to représentd agree with the Corporatior
writing that such person is acquiring the Sharehauit a view to distribution thereof. The certities for such Shares may include any legend
which the Committee deems appropriate to reflegtrastrictions on transfer. All certificates fora@hs issued pursuant to the Plan shall be
subject to such stock transfer orders and othétigiiens as the Committee may deem advisable uthgerules, regulations and other
requirements of the Securities and Exchange Cononisany stock exchange upon which the Common Stotien listed, and any
applicable federal or state securities laws. Them@dtee may place a legend or legends on any sertificates to make appropriate refere

to such restrictions.

20.7. The Corporation shall not be required toassny certificate or certificates for Shares wébpect to Awards under this Plan, or record
any person as a holder of record of such Sharéispwtiobtaining, to the complete satisfaction & @ommittee, the approval of all regulat
bodies deemed necessary by the Committee, andwitbmplying to the Committee's complete satiséativith all rules and regulations,
under federal, state or local law deemed applichplthe Committee



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Exhibit 10.18

GSE Systems, Inc.
(Exact name of registrant as specified in its @rart

MODIFICATION AGREEMENT

THIS MODIFICATION AGREEMENT (this "Agreement") is ade as of the __ day of January, 1999 by and a®&tgPOWER
SYSTEMS, INC. (f/k/a Simulation, Systems & Servidexhnologies Company), a Delaware corporation E@8wer"), MSHI, INC., a
Virginia corporation ("MSHI"), GSE PROCESS SOLUTISNINC., a Delaware corporation ("GSE Process"EG¥STEMS, INC., a
Delaware corporation ("GSE"), GP INTERNATIONAL ENKREEERING & SIMULATION, INC., a Delaware corporatiqghGPI"), GP
STRATEGIES CORPORATION, a Delaware corporation ("&Rategies"), MANTECH INTERNATIONAL CORPORATION, dew Jerse
corporation ("ManTech"), GSE PROCESS SOLUTIONS Rf{k/a Beleggingsmaatschappij Rivier B.V.) ("GSBE/B), GSE PROCESS
SOLUTIONS SINGAPORE (PTE) LIMITED ("GSE Singaporeii)d GSE PROCESS SOLUTIONS BELGIUM NV ("GSE Belgfijyrnd
FIRST UNION NATIONAL BANK, a national banking assation, successor by merger to CoreStates Bank, (tha "Lender"). GSE
Power, MSHI and GSE Process are collectively caltled'Borrowers." GSE, GPI, GSE B.V., GSE Singap@8E Belgium, GP Strategies
and ManTech are collectively called the "Guarantdrhe Borrowers and the Guarantors are collegticalled the "Obligors."

Recitals
A. $7,000,000 GSE Power Line of Credit

A-1. The Lender extended a line of credit in thigioal principal amount of $7,000,000 (the "GSE RoWine of Credit") to GSE Power and
MSHI pursuant to a Letter of Credit, Loan and Siguxgreement dated January 30, 1996, as amendettfme to time (the "GSE Power
Line of Credit Agreement"). The GSE Power Line oédit is evidenced by a Promissory Note dated Ysr@@ 1996 in the original princip
amount of $7,000,000, as amended from time to {the2"GSE Power Line of Credit Note").

A-2. The GSE Power Line of Credit is secured by, agrather things, (a) the GSE Power Line of Creditegnent, whereby GSE Power ¢
MSHI granted to the Lender a security interesf)ial{ of GSE Power's and MSHI 's Accounts, Invept@hattel Paper, Documents,
Instruments, General Intangibles (including withlmitation all tax refunds) and Equipment (whetbemnot fixtures) (as defined in the GSE
Power Line of Credit Agreement), as more partiduldescribed therein and (ii) a Lockbox (the "GS&mMer Lockbox"), Restricted Account
#14106-95540, the Borrowers' Account #14106-95%32efined in the GSE Power Line of Credit Agreethand any other account
established by GSE Power or MSHI with the Lendet @hcash and any other assets contained th€lgia; Security Agreement dated
January 30, 1996 between GPI and the Lender (tRé S8curity Agreement"), whereby GPI granted toltéeder a security interest in all of
GPI's inventory (including raw materials and wonkgrocess), equipment, accounts, general intargjiblattel paper, instruments and
documents, as more particularly described the(e)ra Collateral Assignment of Patents, TrademaCkgyrights, Licenses and Trade Secrets
dated January 30, 1996 between GSE Power and tiueLé&he "GSE Power Assignment of Patents"), whef@SE Power granted to the
Lender a security interest in all of GSE Powerteipts, patent applications, inventions, trademas&syice marks, trademark applications,
service mark applications, trademark registratisesyice mark registrations, tradenames, tradesdge®dwill, licenses, copyrights, copyri
applications, copyright registrations and tradeetsc as more particularly described therein; af)di(Collateral Assignment of Patents,
Trademarks, Copyrights, Licenses and Trade Sedag¢sl January 30, 1996 between GPI and the LetidelGPI Assignment of Patents"),
whereby GPI granted to the Lender a security istareall of GPI's patents, patent applicationseitions, trademarks, service marks,
trademark applications, service mark applicatitraglemark registrations, service mark registratitnaglenames, trade dress, goodwill,
licenses, copyrights, copyright applications, cigiytrregistrations and trade secrets, as morecpdatly described therein.

A-3. The GSE Power Line of Credit is guaranteed8E and GPI pursuant to separate Guaranty Agresrdated January 30, 1996 (the
"GSE Power Corporate Guaranties").

A-4. The GSE Power Line of Credit is also guarathiey the Export-Import Bank ("Exim") pursuant tdlaster Guarantee Agreement (No.
PA-MGA-005) dated December 12, 1995 and a Master&uee Agreement (No. PA-MGA-96-005) dated Felyradr 1997, as amended
from time to time, including without limitation atter dated December 17, 1998 evidencing an exteisi Exim of the Availability Date (as
defined in such Master Guarantee Agreement) to Maic 1999 (collectively, the "Exim Guaranty").dannection with the Exim Guaranty,
GSE Power and MSHI entered into Borrower Agreemdated December 12, 1995 and February 13, 1997tkéthender, as amended from
time to time (collectively, the "Exim Borrower Agrment").

A-5. Pursuant to the GSE Power Line of Credit Agreat, the Lender also agreed to issue from timirte, subject to the provisions thereof,
letters of credit. In connection therewith, GSE Boand MSHI entered into separate Master Lett€@reflit Agreements dated January 30,
1996, in favor of the Lender (the "GSE Power

Letter of Credit Agreements”



A-6. The GSE Power Line of Credit Agreement, the ®8kver Line of Credit Note, the GPI Security Agreaim¢éhe GSE Power Assignme
of Patents, the GPI Assignment of Patents, the B&&er Corporate Guaranties, the Exim GuarantyEttie Borrower Agreement, the GSE
Power Letter of Credit Agreements and all othenuoents evidencing, securing, guaranteeing or otservelated to the GSE Power Line of
Credit are collectively called the "GSE Power La&zcuments".

A-7. As of December 18, 1998, exclusive of any antsuvhich may become due in connection with the @8®&er Letter of Credit
Agreements, there is due under the GSE Power lfidzedit principal of Five Million Eight Hundred Biusand Nine Hundred and 00/100
Dollars ($5,800,900.00) and interest of Twenty-Ehféousand Six Hundred Fifty-Five and 00/100 Dslig23,655.00), plus attorneys' fees
and other costs which are payable under the GSEPosan Documents.

A-8. Pursuant to Article Il of the GSE Power LioECredit Agreement, and included within the maximamount available to be borrowed
by GSE Power and MSHI under the GSE Power Linerefiif, there is outstanding Letter of Credit No. 8M588 in the face amount of
$180,243 issued by the Lender for the benefit afta Trust of China Procurement Department (th8E@ower Letter of Credit").

B. $3,000,000 GSE Process Line of Credit

B-1. The Lender extended a line of credit in thigioal principal amount of $7,000,000 (subsequerghuced to $3,000,000) (the "GSE
Process Line of Credit") to GSE Process pursuaatltetter of Credit, Loan and Security Agreemertedaanuary 31, 1995, as amended and
restated by an Amended and Restated Letter of Ciamin and Security Agreement dated October 185,18s amended by an Amendment
Number One to Amended and Restated Letter of Greditn and Security Agreement and Promissory NatediFebruary 23, 19¢
("Amendment Number One") and by an Amendment Nurilpey to Amended and Restated Letter of Credit, Laath Security Agreement
and Promissory Note dated November 11, 1997 ("Anmvesmd Number Two") (collectively, the "GSE Procegse of Credit Agreement”). Tl
GSE Process Line of Credit is evidenced by a PreonysNote dated October 13, 1995 in the originadgdpal amount of $7,000,000 (which
replaces a Promissory Note dated January 31, I8®®ioriginal principal amount of $6,000,000) aasended by Amendment Number One
and by Amendment Number Two (collectively, the "G&iecess Line of Credit Note")

B-2. The GSE Process Line of Credit is securedalngng other things, (a) the GSE Process Line ofiCAgreement, whereby GSE Process
granted to the Lender a security interest in (ipBlGSE Process's Accounts, Inventory, ChatteePapocuments, Instruments, General
Intangibles (including without limitation all taefunds) and Equipment (whether or not fixtures)d@fined in the GSE Process Line of Cn
Agreement), as more particularly described theaei (ii) a Lockbox(the "GSE Process Lockbox"), Rettd Account #2013-3257, the
Borrower's Account #2013-3249 (as defined in th&a@$8ocess Line of Credit Agreement) and any otbheoant established by GSE Process
with the Lender and all cash and any other assgimined therein; and (b) a Demand Note dated da3da 1995 from GSE to GSE Process
in the original principal amount of $750,000, whités been endorsed to the order of the Lendef Atssigned Note").

B-3. The GSE Process Line of Credit is guarantge@8E B.V., GSE Singapore and GSE Belgium pursttas¢parate Guaranties dated
October 13, 1995 and by GP Strategies and ManTexduant to separate Guarantees dated March 6,(l898GSE Process Guaranties").

B-4. Pursuant to the GSE Process Line of Credie@grent, the Lender also agreed to issue from tiniene, subject to the provisions
thereof, letters of credit. In connection therewSE Process entered into a Master Letter of CAgglieement dated January 31, 1995, in
favor of the Lender (the "GSE Process Letter ofd@r&greement").

B-5. The GSE Process Line of Credit AgreementGB& Process Line of Credit Note, the Assigned NbeGSE Process Guaranties, the
GSE Process Letter of Credit Agreement and allralbeuments evidencing, securing, guaranteeingh@rwise related to the GSE Process
Line of Credit are collectively called the "GSE Bess Loan Documents."

B-6. As of December 18, 1998, exclusive of any am®which may become due in connection with the G&icess Letter of Credit
Agreement, there is due under the GSE ProcessdfiGeedit principal of Zero and 00/100 Dollars ($-@nd interest of One Thousand One
Hundred Ten and 52/100 Dollars ($1,110.52), pltera¢ys' fees and other costs which are payablerithd GSE Process Loan Documents.

B-7. Pursuant to Article 11l of the GSE Processd.of Credit Agreement, and included within the maxin amount available to be borrowed
by GSE Process under the GSE Process Line of Ctiedit is outstanding Letter of Credit No. 40560the face amount of $630,000 issued
by the Lender for the benefit of 8930 Stanford Beakd, LLC (the "GSE Process Letter of Credit").

C. The GSE Power Line of Credit and the GSE Procemsof Credit are called the "Lines of Credithd GSE Power Line of Credit
Agreement and the GSE Process Line of Credit Agestrare called the "Line of Credit Agreements.” B&E Power Line of Credit Note
and the GSE Process Line of Credit Note are c#ifiedNotes." The GSE Power Loan Documents and 8E Brocess Loan Documents are
called the "Loan Documents." The GSE Power Lockdnoct the GSE Process Lockbox are collectively cahed'Lockboxes." Restricted
Account #14106-95540 and Restricted Account #2@53¢3re collectively called the "Restricted AccasthBorrowers' Account #14106-
95532 and Borrower's Account #2013-3249 are callelst called the "Borrowers' Accounts.” The GSE Rowetter of Credit Agreements
and the GSE Process Letter of Credit Agreementaltectively called the "Letter of Credit AgreemeritThe GSE Power Letter of Credit
the GSE Process Letter of Credit (and any replanefoe such Letter of Credit issued pursuant taageaph 10 hereof), together with any
other Letters of Credit which may be issued bylteeder pursuant to the terms of the Letter of GrAdreements, as amended by this
Agreement, are collectively called the "Letter<Coédit."



D. Capitalized terms used herein and no otherwédimeld herein shall have the meanings set forthérapplicable Loan Documents.
E. The Lines of Credit matured on December 31, 1998

F. The Obligors have requested that the Lendeiiramsto make advances under the Lines of Creditatehd the maturity dates of the Lines
of Credit until June 30, 1999 and the Lender idimglto do so subject to the terms and conditigtSarth in this Agreement.

NOW, THEREFORE, in consideration of the foregoithgg mutual covenants and agreements set forthrhehel sum of Ten Dollars ($10.(
and other good and valuable consideration, théptagad sufficiency of which are hereby acknowledigg the parties, the parties hereto
covenant and agree as follows.

1. Recitals. The Recitals set forth above are &nadtpart of this Agreement. The Obligors acknalge and affirm the accuracy of the
Recitals set forth above.

2. Confirmation and Ratification of Documents; Cemisto this Agreement. The Obligors agree thatthen Documents are in full force and
effect and that each Loan Document shall remafualirforce and effect unless and until modifiedamnended in writing in accordance with
terms. The Obligors ratify and confirm their regpeeobligations under the Loan Documents, andagtat the execution and delivery of 1
Agreement shall not in any way diminish or invatelany of their respective obligations under tha.®ocuments. All parties consent to the
execution and delivery of this Agreement and tdhadl provisions of this Agreement to the extent theh provisions may modify the terms
and provisions of any of the Loan Documents.

3. Extension Fee/Administrative Fee.

(a) Upon execution of this Agreement, the Borrovadrall pay to the Lender by certified or cashieneck an extension fee of $10,000.
(b) Commencing on the date of execution of thisekgnent (representing the January 1999 monthly patyraad on the first day of each
month thereafter, the Borrowers shall pay montalthe Lender an administrative fee of approxima$&@0, the exact amount to be
determined by the Lender.

4. Costs and Expenses. Upon execution of this Ageeé the Borrowers shall pay to the Lender byifoedtor cashier's check all actual costs
and expenses, including, without limitation, ateys' fees, UCC search costs and recordation eusisréd by the Lender in connection with
the Lines of Credit.

5. Landlord's Waivers. Contemporaneously with tkecation of this Agreement, the Borrowers shallvdzlto the Lender agreements which
must be in form and substance satisfactory to #haler in its sole discretion, waiving any landlsmf mortgagee's or lienholder's rights to
enforce any claim against the Borrowers againstcatigteral of the Lender and allowing the Lenaehave access to its collateral for
purposes of inspection and/or to take possessemeahin accordance with the Lender's rights utideil_oan Documents and applicable law.
In connection therewith, and contemporaneously tighexecution of this Agreement, the Borrowerdl giravide to the Lender copies of all
leases, mortgages or similar agreements relatiagydacility that is not owned by the Borrowersadiich any collateral is located.

6. Permanent Reductions in GSE Process Line ofiCkdglon execution of this Agreement, the avail@pilinder the GSE Process Line of
Credit shall be permanently reduced to $2,000,88@ctive January 31, 1999, the GSE Process Lir@reflit shall be permanently reduced
to $1,750,000. Effective February 3, 1999, the ®8&cess Line of Credit shall be permanently reddceti,120,000. Effective March 31,
1999, the GSE Process Line of Credit shall be peemty reduced to $1,000,000. In the event thatherdate that each of the foregoing
reductions is effective, the amount outstandingeuriide GSE Process Line of Credit shall exceedtheunt available under the GSE Process
Line of Credit as reduced, GSE Process shall péyetd.ender an amount equal to the difference batwiee amount available as reduced and
the amount outstanding on the date that each dbtlegoing reductions is effective.

7. Qualified Receivables/Eligible Receivables/Barirty Base Certificates.

(a) For the GSE Power Line of Credit, for purpostdetermining Collateral Value, Qualified Receilegbwill continue to be valued at ninety
percent (90%) of their outstanding principal amodiie definition of Qualified Receivables in the E5Bower Line of Credit Agreement is
amended to provide that the payment obligationesgmted by the Qualified Receivable shall not Hmeen outstanding more than 90 calel
days from the date of the original invoice. QualifiReceivables shall not include any intercompaggeivables (i.e., Receivables owed by an
affiliate or subsidiary of either of the Borrowemsany of the Guarantors). Inventory (i.e., UnlilReceivables) shall be valued at fifty per
(50%) of their outstanding principal amount. QuatifReceivables and Inventory which are not inofLiie purposes of determining
Collateral Value shall nevertheless remain as ta#é for all obligations owed to the Lender.

(b) For the GSE Process Line of Credit, Collatéaue will be equal to 80% of the amount of EligilRkeceivables (as defined in the
applicable loan agreement). The definition of BligiReceivables in the GSE Process Line of Crediedment is amended to provide that
payment obligation represented by the QualifieddRexble shall not have been outstanding more tBaratendar days from the date of the
original invoice. Eligible Receivables shall notlude any intercompany Receivables (i.e., Recedgsbived by an affiliate or subsidiary of
either of the Borrowers or any of the Guarantorsgry International Receivable. Inventory shalvatied at zero. Eligible Receivables and
Inventory which are not included for purposes dedmining Collateral Value shall nevertheless renas collateral for all obligations owed
to the Lender. GSE Process shall maintain atrakgi(regardless of whether any amounts are outstandder the GSE Process Line of
Credit or the GSE Process Line of Credit has bedgahip full) at least $3,000,000 in Eligible Recales.



(c) Each of the Borrowers shall furnish the Lendih borrowing base certificates (in form accepéata the Lender in its sole discretion) (i)
not later than 1:00 p.m. (Baltimore, Maryland tinog) Tuesday of each week (for the week ending tioe priday) (regardless of whether a
advance is requested),

(i) not later than 1:00 p.m. (Baltimore, Marylatiche) on the Business Day following any day (whichst be a Business Day) on which an
advance is requested (which must be current dseadday immediately preceding the day the borroveiage certificate must be furnished to
the Lender) and (iii) at such other times as thedee may request. Such borrowing base certificgttesild be sent to (a) First Union National
Bank, 1970 Chain Bridge Road, McLean, Virginia 22,18ttn: David A. Dix, Vice President and (b) Audihd Collateral, Philadelphia,
Pennsylvania, Attn: Betty Boyle, Telecopy (215) 9224.

8. Interest Rate. The unpaid principal balanceth(bwe existing unpaid principal balances and fiotvances) of the Lines of Credit shall
bear interest at the Lender's prime rate plus adeoae-half percent (11/2%) through April 29, 1988mmencing on April 30, 1999, the
unpaid principal balances (both the existing unjeidcipal balances and future advances) of thed.iof Credit shall bear interest at the
Lender's prime rate plus three percent (3%). ThedBeers will no longer have the option to requeB@odollar Loan (as defined in the
applicable Line of Credit Agreements). Upon theusoence of an Event of Default, interest shall aeand be payable at the applicable
interest rate plus one percent (1%).

9. Maturity Date. The Lines of Credit shall expine June 30, 1999 (the "Maturity Date") and all pip@l, interest and other sums then
outstanding shall be immediately due and payaliie. @bligors acknowledge that the Lender has preijoextended the maturity dates of
Lines of Credit and further acknowledge that thader has advised the Obligors that this will befthal extension.

10. Letters of Credit.

(a) No Letters of Credit that expire after the date Exim Guaranty expires shall be issued undeG8E Power Line of Credit.
Notwithstanding the foregoing, any Letters of Ctéskued under the GSE Power Line of Credit mustpdg in all respects with Section 4.
of the Exim Guaranty. No Letters of Credit shallif®uied under the GSE Process Line of Credit, éxhapupon the expiration of existing
GSE Process Letter of Credit No. 405600 in the aneunt of $630,000 issued by the Lender for theefieof 8930 Stanford Boulevard,
LLC, and provided that no Event of Default has aoed hereunder, the Lender agrees to issue a lagftteredit in the face amount of
$555,000 with an expiration date of February 3,@@0replace such existing GSE Process Letter ediCr

(b) By June 30, 1999, the Borrowers must eitherefd)ace any Letters of Credit that expire aftare]80, 1999 and cause the beneficiaries of
such Letters of Credit to return the original Legtef Credit to the Lender or (ii) purchase a fiedte of deposit in an amount equal to the
aggregate face amount of all Letters of Credit éxqiire after June 30, 1999, which shall be pledgatie Lender and (A) applied by the
Lender against any amounts due under the LetteCsefit in the event any Letters of Credit are draw (B) returned to the Borrowers at
such time as the original Letters of Credit aremstd to the Lender without having been drawn, jolex that all principal, interest and other
sums due under the Lines of Credit have been pdialli the Borrowers shall execute such documéamniah connection therewith as the
Lender may require in its sole discretion.

11. Lockbox. Each of the Borrowers has establishedckbox with the Lender into which GSE Power &8E Process have directed, or will
direct by written notice in form and substancesfatitory to the Lender in its sole discretion aaitount debtors of GSE Power and GSE
Process to send all payments on accounts. Amoeogsved in each Lockbox shall be deposited upoectdn into collateral accounts
(separately, the "GSE Power Collateral Account” tred"GSE Process Collateral Account” and colletyivthe "Collateral Accounts") over
which the Lender shall have sole power of withdrdauvdil such time as the Lines of Credit shall h&een fully satisfied. All amounts in the
GSE Power Collateral Account shall be applied, daily basis, to reduce the outstanding balantbeofGSE Power Line of Credit, in such
manner as the Lender may determine in its soleeatisn. All amounts in the GSE Process Collaterat@unt shall be applied, on a daily
basis, to reduce the outstanding balance of the B8€&ess Line of Credit, in such manner as the &enthy determine in its sole discretion.
Immediately upon an Event of Default, all amountghie Collateral Accounts may be applied to redhesoutstanding balances of either or
both of the Lines of Credit, in such manner asltiieder may determine in its sole discretion (e#.amounts in the GSE Power Collateral
Account may be applied to reduce the outstandifanica of the GSE Power Line of Credit and/or th&e®8ocess Line of Credit and alll
amounts in the GSE Process Collateral Account neagpplied to reduce the outstanding balance o&BE Process Line of Credit and/or the
GSE Power Line of Credit, in such manner as theleemay determine in its sole discretion).

12. Financial Covenants. The financial covenant$osth in Article X of the Line of Credit Agreememnare deleted and replaced with the
following:

(a) GSE shall maintain a ratio of Total LiabilitimsTangible Net Worth (i.e., Total Stockholderguiy less goodwill and other intangible
assets and software development costs) of not thare3.9 to 1.0 at all times commencing on DecerBited 998 and thereafter.

(b) GSE shall maintain a Tangible Net Worth of lests than $5,000,000 at all times commencing oreBéer 31, 1998 and thereafter.
(c) GSE shall maintain a ratio of EBIT/Interestot less than 4.0 times at all times commencin@ecember 31, 1998 and thereafter.
(d) GSE shall maintain Net Working Capital of ne¢d than $1,000,000 at all times commencing onikee31, 1998 and thereafter.

(e) GSE shall maintain EBITDA for each quarter of lkess than $1,250,000 (to be tested at Decentheld®8 and quarterly thereafte



Unless otherwise defined, all accounting termslsteale the definitions given them in accordancéginerally accepted accounting
principles as applied to GSE and its subsidiabesa consistent basis by its accountants in theapation of its previous annual financial
statements, and unless otherwise indicated, atiuaatirg terms and covenants shall be applied amaddidated basis.

13. Borrowings.

(a) Section 11.3 of the Line of Credit Agreemestdéleted and replaced with the following: Neitbkthe Borrowers shall incur any liability
for borrowed money except for the indebtedneshed ender.

(b) The definition of Permitted Liens is amendediétete subsection (h).

(c) Notwithstanding the foregoing, existing indebtess to GSE or any of the stockholders of GSE&®gh in Schedule 1 attached hereto
shall be permitted and the Borrowers shall be pgechto incur indebtedness after the date heresétforth on Schedule 2 attached hereto.

14. Financial Statements and Information.

(a) Commencing on January 15, 1999 and on thefifteday of each month thereafter, the Borroweadl phovide on a monthly basis a list
accounts receivable, a listing of open unbilledtamis receivable (for GSE Power) and accountsipaysgings and listings current as of the
end of the prior month. The Borrowers shall senthdist to (a) First Union National Bank, 1970 Oh&ridge Road, McLean, Virginia
22102, Attn: David A. Dix, Vice President, (b) Atidind Collateral Management, Philadelphia, Penmsyd Attn: Betty Boyle, Telecopy
(215) 973-2224 and (c) Exim.

(b) The Borrowers shall provide the Lender and Egimra monthly basis consolidated and consoliddtirancial statements in such form and
detail as the Lender may require and a certifichthe chief financial officer of GSE stating whetrany default or Event of Default has
occurred under the Loan Documents, this Agreemeahy documents executed in connection with thise&ment and, if so, stating the facts
with respect thereto. The Borrowers shall also g®the Lender and Exim on a monthly basis witthkmContract Status Report and open
export purchase order listing certified by the €fiilrancial officer of GSE stating whether GSE Powed MSHI are in compliance with the
terms and conditions of the Exim Guaranty and eeldatoan Authorization Agreement and Borrower Agreetrand, if not, stating the facts
relating to such noncompliance. Such Contract Seport shall also include letter of credit cogeracurrency and United States made
product content and such other information as #weder may request.

(c) Within one hundred twenty (120) days from the ef each fiscal year, the Borrowers shall provathe Lender and Exim the complete
10-K and consolidating balance sheets and incordegpense statements of GSE together with its digloss audited by an independent
certified public accountant firm selected by GSH anceptable to the Lender. Within forty-five (4lays from the end of each fiscal quarter,
the Borrowers shall provide to the Lender and Etkimcomplete 1@ and consolidating balance sheets and income)gehse statements
GSE together with its subsidiaries, in reasonabtaibland prepared in accordance with GAAP andfesttby the chief financial officer of
GSE. The foregoing financial statements shall m®panied by a certificate of the chief financifiloer of GSE stating whether any default
or Event of Default has occurred under the Loanubments, this Agreement or any documents executedrinection with this Agreement
and, if so, stating the facts with respect therBtah certificate shall also state whether GSE Pawd MSHI are in compliance with the
terms and conditions of the Exim Guaranty, the ERonrower Agreement and the related Loan AuthoigzeAgreement. The Borrowers
shall provide to the Lender and Exim such otheairfirial or other information as the Lender may resgjireits reasonable discretion from time
to time.

(d) Within one hundred twenty (120) days from the ef each fiscal year, GP Strategies shall protodbe Lender and Exim a copy of its
10-K and ManTech shall provide to the Lender aniinEtke consolidated balance sheets and income»p®hee statements of ManTech
together with its subsidiaries audited by a natiamdependent certified public accountant firm. Kifit sixty (60) days from the end of each
fiscal quarter, GP Strategies shall provide toltbieder and Exim a copy of its 10 Q SEC reportsiadTech shall provide to the Lender and
Exim the consolidated balance sheets and incomexpehse statements of Mantech in the same forrartly being provided to the Lender
in connection with a separate loan made by the eéetwManTech. If the Lender desires additionaficial information from GP Strategies
and ManTech, GP Strategies and ManTech will petimeit_ender's officers or authorized representativesccountants to discuss GP
Strategies' and ManTech's affairs, finances andumts with their respective officers at such reabdamtimes during normal business hours,
and as often as the Lender may desire. In the é&BriBtrategies and/or ManTech refuses to so distugsaffairs, finances and accounts or
promptly provide such supplemental material ad #mder may reasonably request during such disaussam Event of Default shall be
conclusively deemed to have occurred, and the Lremdg proceed to assert its rights under this Agezd, any documents executed in
connection with this Agreement or the Loan Docureest if such Event of Default had occurred withegtard to whether an Event of Def:
has actually occurred.

(e) The Borrowers shall provide to the Lender soitter financial or other information as the Lendhay request in its reasonable discretion
from time to time.

15. Primary Depository Account. The Borrowers shadintain their primary depository accounts with ttender.

16. Cros-Default and CrosCollateralization



(a) A default under the GSE Power Line of Creddlsbe a default under the GSE Process Line of iCradlefault under the GSE Process
Line of Credit shall be a default under the GSE &okine of Credit.

(b) The collateral covered by the GSE Power Lin€@fdit Agreement and the GPI Security Agreemeal sttso secure the GSE Process
Line of Credit and the GSE Process Letter of Cr&dit collateral covered by the GSE Process Lirn@retlit Agreement shall also secure the
GSE Power Line of Credit and the GSE Power Lett&redit. The term "Borrower's Obligations" as ugethe GSE Power Line of Credit
Agreement shall mean collectively "Borrower's Oatigns" as defined in the GSE Power Line of Créditeement and "Borrower's
Obligations" as defined in the GSE Process Lin€refdit Agreement. The term "Borrower's Obligatioas"used in the GSE Process Line of
Credit Agreement shall mean collectively "Borrowedbligations" as defined in the GSE Process Liréredit Agreement and "Borrower's
Obligations" as defined in the GSE Power Line ofdir Agreement. The term "Liabilities" as definadle GPI Security Agreement shall
mean "Liabilities" as defined in the GPI Securitgrdement and shall also include the obligationS®BF as guarantor of the GSE Process

of Credit pursuant to its Amended and Restated &@ugrexecuted in connection with this Agreemente Blorrowers and GPI hereby assign
and reassign, pledge and repledge and grant arehieg the Lender, and confirm that the Lenderanperfected and continuing security
interest, in, and lien on the following: (a) allthe Borrowers' and GPI's Accounts, Inventory, @hd&aper, Documents, Instruments, General
Intangibles (including, without limitation, all tasefunds), and Equipment (whether or not fixtured)ether now owned or existing or
hereafter acquired or arising, other than vehigtesés and equipment leases, (b) all returnediedjec repossessed goods, the sale or lease c
which shall have given or shall give rise to an é&wtt or Chattel Paper, (c) all insurance policeédating to the foregoing, (d) all books and
records in whatever media (paper, electronic oemtfse) recorded or stored, with respect to thegoing and all equipment and general
intangibles necessary or beneficial to retain, s&€@ad/or process the information contained inafm®ks and records, (e) the Lockboxes
Borrowers' Accounts, the Restricted Accounts, amdather account maintained by any of the Borroveer&P| with the Lender and all cash
held therein; and (f) all cash and non-cash praseed products of the foregoing, as security foofahe Borrowers' indebtedness under the
Lines of Credit, the Letter of Credit Agreementsday obligations related to the Letters of Credit}l all other obligations of the Obligors
under any of the Loan Documents, this Agreemeaihgrdocuments executed in connection with this Agrent.

17. Guaranties. GSE and GPI shall continue to giieeathe GSE Power Line of Credit. GSE shall comtito guarantee the GSE Process
of Credit. GSE B.V., GSE Singapore, GSE Belgium,®iRtegies and ManTech, jointly and severally|lslantinue to guarantee the GSE
Process Line of Credit and in addition shall gutearthe GSE Power Line of Credit. The liability®@SE, GPIl, GSE B.V., GSE Singapore
GSE Belgium is and shall continue to be unlimitElde liability of GP Strategies and ManTech is ahdlliscontinue to be limited to
$1,500,000 each, which shall increase by an amequml to fifty percent (50%) of any amounts drawrthe beneficiary of Letter of Credit
No. 405600 and/or any replacement for such Left€iredit issued pursuant to paragraph 10 hereafrgrior to their respective expiratic
dates. Such increases shall be effective immegliated automatically upon any such draw(s). GSE Panwd GSE Process shall also
guarantee the Lines of Credit of each other. Iritad all other affiliates and subsidiaries of GEESE Power and GSE Process (the
"Additional Guarantors") shall jointly and seveyafjuarantee the Lines of Credit, such guarantebs tnlimited.

18. MIDFA Guaranty. The Borrowers shall use theistefforts to obtain $1,000,000 in insurance ftbenMaryland Industrial Development
Financing Authority ("MIDFA") for the Lines of Crétd The Borrowers shall be solely responsible fotaining the MIDFA guarantee and for
paying any premiums, fees or other costs relategetb. Commencing on January 1, 1999 and on tsiediity of each month thereafter until
the Lines of Credit have been paid in full, the ®arers shall provide to the Lender a written stagport detailing these efforts, together with
copies of all correspondence, agreements and wtfiténgs related to such efforts.

19. Audits of Collateral. The Borrowers shall perthe Lender or any agent or representative theeg@ny reasonable time and from time to
time, to conduct a field audit of the inventory antook audit of the accounts receivable and atbkateral at least twice between the date of
closing and the Maturity Date. The Obligors shallrbsponsible for all costs and expenses assodidtieduch audits, which shall be deemed
to be obligations which are secured by the Loanubtents, as amended by this Agreement and the dotsmeecuted in connection with
this Agreement.

20. Refinancing. The Borrowers shall use their le#fsirts to secure refinancing or seek debt anelfoiity in amounts sufficient to satisfy in
full the Lines of Credit on or prior to the MatyriDate. Commencing on January 15, 1999 and onifteerith day of each month thereafter
until the Lines of Credit have been paid in futletBorrowers shall provide to the Lender a wrig&tus report detailing these efforts, toge
with copies of all supporting documentation, inghglall material correspondence, agreements aret ottitings related to such efforts.

21. Press Releases. The Borrowers shall provideghder and the Export-Import Bank with copies lbpeess releases relating to the
Obligors and any subsidiaries or affiliates of @igligors contemporaneously with their release.

22. Additional Documentation/Post-Closing Items.

(a) Contemporaneously with the execution hereefBbrrowers shall execute modifications of the Npgaibstantially in the forms attached
hereto as Exhibit A.

(b) Contemporaneously with the execution here@,Gluarantors and Additional Guarantors shall exeeguaranties, substantially in the
forms attached hereto as Exhibit B.

(d) Within ten (10) days after the execution her¢toé Borrowers and GPI shall deliver to the Leralést of all of the locations at which any
of the collateral is located, the approximate vaifithe collateral located at each such locatiahafisting of the collateral located at each
such location and, within two (2) days of a requmssthe Lender shall execute and deliver to thedeeisuch amendments to the existing
financing statements and such additional finanstagements as the Lender may request.

(e) Within (2) days of a request by the Lender, &®kver and GPI shall execute and deliver to thaleesuch amendments/reaffirmations



the GSE Power Assignment of Patents and the GRg§®®nt of Patents and related documents as theelcenay request.

(f) Within five (5) days after the execution hergthfe Borrowers shall deliver to the Lender a tetigned by counsel for the Borrowers sta
that

() Ryan Nuclear Industries (RNI) is a division@SE Power and is not a separately organized ledidy;e(ii) Ryan Nuclear Industries (RNI)
is the same entity that the Borrowers report orbtbreowing base certificates that the Borrowerssitibo the Lender and (iii) GSE Process
Solutions BV (KOREA) is a division of GSE Procesdufions BV (Netherlands) and is not a separatefyanized legal entity.

23. Resolutions of the Obligors/Good Standing. Wififteen (15) days after the execution of thisrégment, the Obligors shall deliver to the
Lender resolutions prepared by the Obligors evigentheir consent to the execution of this Agreetaam the documents executed in
connection with this Agreement. Within ten (10) slafter the execution of this Agreement, the ObBgghall also obtain and deliver to the
Lender current good standing certificates for athe jurisdictions in which the Obligors are inporated or doing business. Notwithstanding
the foregoing, GP Strategies and ManTech shall balyequired to obtain and deliver to the Lendéthiwten (10) days after the executior
this Agreement, current good standing certificdeshe jurisdictions in which GP Strategies andniWlech are incorporated and for the State
of Maryland if GP Strategies or ManTech are doingibess in Maryland.

24. Representations and Warranties. In order todedhe Lender to enter into this Agreement, thigots represent and warrant to the
Lender as follows:

(a) Existing Representations and Warranties. Theesentations and warranties set forth in the Iacuments are true and correct in all
material respects (references to financial statésnefithe Borrowers and GSE shall be deemed tefegences to the latest financial
statements of the Borrowers and GSE) with the sffieet as though made on and as of the date hemegdpt to the extent that such
representations and warranties expressly relede warlier date.

(b) No Defaults or Events of Default. The Borrowars in compliance with all terms and provisionshaf Loan Documents, except for the
financial covenants set forth in Article X of thank of Credit Agreements.

(c) Organization and Standing. Each Obligor is @eomation duly organized, validly existing and ioogl standing under the laws of the
jurisdiction of its incorporation, with corporateyger adequate to own and operate the properties@by it, to carry on the busine
conducted by it, to enter into and perform thiséement and to carry out the transactions contesgplagreby.

(d) Authorization and Validity. The execution anglidery of this Agreement by each of the Obligonsl éhe performance of each Obligor's
obligations hereunder have been duly authorizeprbper corporate action and this Agreement cortestthe legal, valid and binding
obligations of each Obligor and is enforceabledooadance with its terms.

(e) Compliance with Other Instruments. None of@®igors are in violation of any provision of itdiales of incorporation or by-laws and
are not in default under any existing judgmentexrde or of any existing law, governmental ordde or regulation applicable to it, or of &
agreement or other instrument to which it is aypartby which it or its assets are bound to theweixthat any such violation would affect the
ability of any of the Obligors to perform any otthobligations under this Agreement, any documerécuted in connection with this
Agreement or the Loan Documents in any materiglees Neither the execution and delivery of thiséemnent nor the consummation of the
transactions herein contemplated, nor compliantle thie terms and provisions hereof, has constitatedsulted in or will constitute or result
in a breach of the articles of incorporation orlawrs of any Obligor, or the violation of any prefgm®xisting applicable governmental
requirement or will conflict or will be inconsistewith or will result in any breach of, any of tterms, covenants, conditions or provisions
thereof, or will constitute a default under, angiénture, mortgage, deed of trust, instrument, decuyagreement or contract of any kind to
which any Obligor is a party or by which any Oblignay be bound or subject to the extent that anp sueach or default would affect the
ability of any of the Obligors to perform any otthobligations under this Agreement, any documerécuted in connection with this
Agreement or the Loan Documents in any materiadees

(f) Assets. The Borrowers' and GPI's assets arsuigéct to any existing liens or encumbrancespbtat granted to the Lender except as
shown on Exhibit C attached hereto.

(9) No Claims, etc. There are no claims, defenseeiffs with respect to the Notes or with respeany of the other Loan Documents, or
with respect to the indebtedness evidenced or sddhereby or with respect to the collection oioecdément of any of the same (and to the
extent any such claim, setoff or defense existy; ire each waived and relinquished in their emlire

(h) Disclosure. This Agreement and all agreemetdsuments, certificates or statements furnishéded.ender by or on behalf of the
Obligors in connection with the transactions corgkted hereby are true, correct and complete ambtioontain any untrue statement of
material fact.

(i) Benefit. Each Obligor has derived direct orinedt benefit from this Agreement and the transexgticontemplated hereby.

(j)) Free Act and Will. The Obligors are not enterinto this Agreement in reliance upon any statdpepresentation or warranty of any
nature whatsoever made by the Lender, or any g#rson or entity whatsoever, which is not exprestyed herein, and each Obligor has
entered into this Agreement entirely of its owrefeet and will



(k) Ryan Nuclear Industries (RNI). Ryan Nuclearustties (RNI) is a division of GSE Power and is aseparately organized legal entity.
Ryan Nuclear Industries (RNI) is the same entigt the Borrowers report on the borrowing base fogates that the Borrowers submit to the
Lender.

(I) GSE Process Solutions BV (KOREA). GSE Procedsiti®dns BV (KOREA) is a division of GSE Procesdiions BV (Netherlands) and
is not a separately organized legal entity.

25. Events of Default. The occurrence of one oraradrany of the following events (the "Events off@ét") shall constitute an Event of
Default under this Agreement:

(a) Failure to pay to the Lender when due any arsorgqjuired by this Agreement or any document eteglcin connection with this
Agreement.

(b) Failure to comply with or perform as and whequired, or to observe, any of the terms, conditimncovenants of this Agreement or any
document executed in connection with this Agreement

(c) If any representation or warranty made helieiany document executed in connection with thise®gnent or in any report, certificate,
financial statement or other instrument furnishiedannection with this Agreement, shall prove teenbeen materially false or misleading on
the date as of which it was made.

(d) If the Lender determines in good faith that@enial adverse change has occurred in the finboermlition or business condition of GSE,
GSE Power and/or GSE Process.

(e) If the Exim Guaranty has not been extendediéeur (14) days before it is due to expire;
(f) If the Exim Guaranty otherwise ceases to biihforce and effect or a default occurs thereurmteunder the Exim Borrower Agreement.
(9) If any of the Letters of Credit are drawn armd repaid by the Borrowers immediately upon demaynthe Lender.

(h) If the Borrower fails to provide satisfactoriip the Lender's sole determination, for the Bewds year 2000 compatibility and the sam
not cured within thirty (30) days after written & thereof.

(i) If a default which remains uncured after thgiextion of any applicable cure period or an Ev@riDefault occurs under any of the Loan
Documents and such default shall not be cured mviithiy applicable cure periods set forth therein.

26. Remedies. Immediately upon the occurrence pEarnt of Default, the Lender shall have the righéxercise any and all rights available
to it under this Agreement, any document executazbnnection with this Agreement or any of the L&antuments and applicable law. All
rights and remedies available to the Lender urtdsrAgreement, any document executed in conneetitinthis Agreement or any of the
Loan Documents and applicable law may be assedeclcrently, cumulatively or successively, fromdito time, as long as the parties
hereto shall be indebted to the Lender.

27. Release. Each Obligor, for itself and its dwes; officers, employees, agents, members, predecg successors and assigns, hereby
releases and forever waives and relinquishesaiths, demands, obligations, liabilities and caw$esction of whatsoever kind or nature,
whether known or unknown, which it or he has, mayehor might have or assert now or in the futuraresy the Lender and/or any affiliates
or entities related to such entity, and any ofdiectors, officers, employees, agents, predecegsmwluding CoreStates Bank, N.A.),
successors and assigns, as the case may beso€hlentities, in connection with, directly or iraditly, this Agreement, the Loan Documents,
any document executed in connection with this Agrext or any transactions contemplated hereby oeltlye any prior loan made or credit
extended to the Borrowers by the Lender or othentdsany relationship between any Obligor and theder.

28. Further Assurances and Corrective Instrum@atis.Obligors will execute, acknowledge and delifienn time to time, such supplements
hereto and such further instruments and documast$ie Lender may require in its reasonable diseréd protect, perfect and enforce the
Lender's interest in any collateral security far thines of Credit or to facilitate the carrying aiditthe intentions of the parties to this
Agreement.

29. Waiver of Trial by Jury. Each Obligor and thenider hereby waive trial by jury in any action cogeeding to which any Obligor and the
Lender may be parties, arising out of or in any wastaining to this Agreement, any of the documemtcuted in connection with this
Agreement or the Loan Documents. It is agreed andgistood that this waiver constitutes a waivdriaf by jury of all claims against all
parties to such actions or proceedings, includlagms against parties who are not parties to tlgeeAment. This waiver is knowingly,
willingly and voluntarily made by each Obligor aedch Obligor hereby represents that no represensatif fact or opinion have been made
by any individual to induce this waiver of trial yry or to in any way modify or nullify its effecEach Obligor further represents that it has
been represented or has had the opportunity tegresented in the signing of this Agreement artiémmaking of this waiver by independent
legal counsel, selected of its own free will, andttit has had the opportunity to discuss this wwith counsel



30. Bankruptcy.

(a) Each of the Borrowers and GPI warrants ancesgmts to the Lender that it has no present iidetat file any voluntary petition in
bankruptcy under any Chapter of the Bankruptcy Gudgirectly or indirectly to cause any of the Bmers, GPI or any other person or er
that may hereafter own any interest in, or claimy lp@neficial interest in, any collateral for thenes of Credit, to file any voluntary petition in
bankruptcy under any Chapter of the Bankruptcy Gode have any involuntary petition in bankrupfityd against it under any Chapter of
the Bankruptcy Code or (ii) in any manner directhindirectly to cause any of the Borrowers, GPany other person or entity that may
hereafter own any interest in, or claim any benafiaterest in, any collateral for the Lines ofe@it, to seek relief, protection, reorganization,
liquidation, dissolution, or similar relief for dielss under any federal, state, or local law, cequity, or (iii) in any manner directly or
indirectly to cause any of the collateral for thads of Credit to be the subject of any bankruicinsolvency proceedings or the property of
any bankruptcy or insolvency estate.

(b) Each of the Borrowers and GPI acknowledgesagmdes that in the event the collateral for thee&iaf Credit or any portion thereof shall
ever become the subject of any bankruptcy or irsaly estate, then the Lender shall immediately fecentitled, among other relief to
which the Lender may be entitled under this Agresimthe Loan Documents, the documents executednnection with this Agreement and
at law or in equity, to obtain upon ex parte agtlmn therefor and without further notice or actafrany kind, (i) an order from the court
prohibiting the use by the trustee in bankruptcipyany of the Borrowers or GPI as debtor in pasisesof the Lender's "cash collateral” (as
such term is defined in Section 363 of the Banlaytode) in connection with the Lines of Creditd4ii) an order from the court granting
immediate relief from the automatic stay pursuaréction 362 of the Bankruptcy Code so as to gehmiLender to exercise all of its rights
and remedies pursuant to this Agreement, the Laaouients, the documents executed in connectiontiighAgreement and at law and in
equity, and each of the Borrowers and GPI furtltknawledges and agrees that the occurrence oeegisiof any Event of Default under this
Agreement shall, in and of itself, constitute "calu®r relief from the automatic stay pursuanthe provisions of Section 362(d)(1) of the
Bankruptcy Code.

(c) Each of the Borrowers and GPI further acknowésdand agrees that in the event of the filingngfyluntary or involuntary petition in
bankruptcy by or against any of the Borrowers of,@Bne of the Borrowers or GPI shall assert ouesfjany other party to assert that the
automatic stay provided by

Section 362 of the Bankruptcy Code shall operateednterpreted to stay, interdict, condition, regluor inhibit the ability of the Lender to
enforce any rights it has by virtue of this Agreainine Loan Documents or the documents executedrinection with this Agreement, or ¢
other rights the Lender has, whether now or hezeaftquired, against any person or entity whiatotsa debtor in such bankruptcy
proceedings or against any property owned by aol son-debtor; and further that, in the event effiting of any voluntary or involuntary
petition in bankruptcy by or against any of the Barers or GPI, none of the Borrowers or GPI shedlksa supplemental stay or any other
relief, whether injunctive or otherwise, pursuantection 105 of the Bankruptcy Code or any othevipion of the Bankruptcy Code, to st
interdict, condition, reduce, or inhibit the ahjlaf the Lender to enforce any rights it has byuerof this Agreement, the Loan Documents,
the documents executed in connection with this Agrent or at law or in equity, or any other riglhts Lender has, whether now or hereafter
acquired, against any person or entity which isandébtor in such bankruptcy proceedings, or agamg property owned by any such non-
debtor.

31. Consent to Assignment of Lines of Credit ansicldisure of Documents. Each of the Obligors comssenthe sale and assignment by the
Lender of any or all of their interest in the Lir@fsCredit at any time in the Lender's sole andhlie discretion. Within fifteen (15) days al
any such sale or assignment, the Lender shall geatbie Obligors with notice of the name of the widlial or entity purchasing such Lines of
Credit. In conjunction with such assignment, eaicthe Obligors consents to the disclosure of any@hbooks, records, files, loan
agreements, notes, deeds of trust, guarantiesiclimg statements, assignments of leases, statenesiger cards, signature cards, corporate
and/or partnership documents, financial statemésdsges, appraisals, environmental audits, hazatdiability insurance policies, title
insurance policies, loan payment histories, inctemeaeturns, credit analyses, notes, correspondénteenal memoranda, checks, deposit
account records and other documents which aresibiéinder's possession or control or to which thedee is entitled under the terms of this
Agreement, any documents executed in connectidmtivis Agreement or the Loan Documents relatinthéoLines of Credit to prospective
assignees.

32. Power of Attorney. Each of the Obligors maleesstitutes and appoints the Lender and any adehed.ender designated by the Lender
as their true and lawful attorney-in-fact with fptbwer and authority to endorse, execute and sigthem and in their name all documents
and writings which they are required to execute @ald/er to the Lender under this Agreement, angudeent executed in connection with -
Agreement or the Loan Documents, which the Lendents necessary or appropriate to create, perfesgive, protect, or enforce the
Lender's security interest or rights under thise®gnent, any document executed in connection wishAbreement or the Loan Documents.
Notwithstanding the foregoing, the Lender agreddmexercise the foregoing power unless the Obdithave not complied with any requ

by the Lender to endorse or execute such docuraedtsvritings and delivered such endorsed and ezdadgcuments and writings to the
Lender within five (5) days of a request by the den

33. Year 2000 Compatibility. By June 30, 1999, Bmerowers shall take all reasonable action necgssassure that the Borrowers'
computer-based system is able to operate and ig#Bcprocess data (including dates) on and atieudry 1, 2000, in order to (a) conduct
normal internal business operations (i.e., proogssf timesheets, running of payroll, the operatbimternal automated financial operations
and human resources computer systems, periodicga®geports for work performed and invoices tdonpayment for work performed),
and (b) avoid any material adverse effect that owur to any Borrower's business operations peddrfar the benefit of such Borrower's
customers as a result of any Borrower's failungrtvide satisfactorily, in the Lender's sole deteation, for such Borrower's year 2000
compatibility. All such systems (i) shall not ceaseerform or provide (and shall not cause anywske and/or system which is material to
the operations of such Borrower or any interfaegdtvith to provide) invalid or incorrect resultsasonsequence of date functionality an



data; (ii) shall not experience any degradatiopesformance or functionality arising from or refafito date functionality and/or data which is
material to the operations of such Borrower or an@erial interface therewith and which representgferences different centuries, more
than one century or leap years; (iii) shall effeely and accurately manage and manipulate datahwhimaterial to the operations of such
Borrower or any material interface therewith andduby such business computer related systems aivédiérom, involving or relating in

any way to dates, including single century formwad multi-century or leap year formulas; and §lall not cause an abnormal ending
scenario within such business computer relateagsysbr in any software and/or system with whichhssystems interface (or generate
incorrect values or invalid results involving swtdtes) that could have a material adverse effesuch Borrower's business operations. By
February 28, 1999, the Borrowers shall provideltiieder with an assessment with respect to the Bems year 2000 vulnerability. By
March 31, 1999, the Borrowers shall provide thedesrwith its written plan setting forth in reasoleatietail the actions the Borrowers intend
to take to ensure the Borrowers' year 2000 comiptibnd shall provide the Lender quarterly, ornmdrequently upon the Lender's request,
with reports evidencing the Borrowers' progressai@awyear 2000 compatibility. By June 30, 1999, Bloerowers shall also provide the Len
with its written plan setting forth in reasonabkgall a contingency plan in the event that the Boars have not completed the actions the
Borrowers intend to take to ensure year 2000 coifvipgt by December 31, 1999. The Borrowers' fadlio provide satisfactorily, in the
Lender's sole determination, for the Borrowerst &0 compatibility shall be an Event of Default.

34. Miscellaneous.

(a) Waivers by the Lender. Neither any failure any delay on the part of the Lender in exercisimg réght, power or remedy under this
Agreement, any documents executed in connectidmthvi$ Agreement or the Loan Documents, or undplieable law shall operate as a
waiver thereof, nor shall a single or partial ei@¢hereof preclude any other or further exerdisessof or the exercise of any other right,
power or remedy. No waiver or forbearance by thedeg as to any of the Obligors shall waive or redeany rights or claims which the
Lender may now have or hereafter have against gy person, firm or individual. The Lender resaraél rights except to the extent
expressly provided herein.

(b) Modifications. No modification or waiver of ayovision of this Agreement, any documents exetineonnection with this Agreement
or the Loan Documents, and no consent by the Letodeny departure by the Obligors therefrom stma#lny event be effective unless the
modification, waiver or consent shall be in writidgny such waiver or consent shall be effectiveyanithe specific instance or for the
purpose for which given. No notice to, or demandruthe Obligors in any case shall entitle the Qisgo any other or further notice or
demand in the same, similar or other circumstances.

(c) No Novation. Nothing set forth in this Agreemenin any of the documents executed in conneatiith this Agreement shall cause a
novation nor shall it extinguish, terminate, or mmthe Obligors' obligations under the Loan Docuatagas amended by this Agreement, or
affect the priority of the lien of the Lender edisibed by the Loan Documents.

(d) Applicable Law. The performance, construction &nforcement of this Agreement, the documentsiwgrd in connection with this
Agreement and the Loan Documents shall be govemehe laws of the State of Maryland.

(e) Survival; Successors and Assigns. All covenagseements, representations and warranties nedmhin any documents executed in
connection with this Agreement and in the Loan Doents shall continue in full force and effect. Wéeer in this Agreement any of the
parties is referred to, such reference shall benéddo include the successors and assigns of suth pll covenants, agreements,
representations and warranties by or on behati®fabligors which are contained in this Agreemenany documents executed in connec
with this Agreement and the Loan Documents shallario the benefit of the Lender and its successodsassigns.

(f) Severability. If any term, provision or conditi, or any part thereof, of this Agreement, anyuthoents executed in connection with this
Agreement or the Loan Documents shall for any nedsofound or held to be invalid or unenforcealyl@by court or governmental agenc)
competent jurisdiction, such invalidity or enforb@é#y shall not affect the remainder of such tepmvision or condition or any other term,
provision or condition, and this Agreement, anywoents executed in connection with this Agreemadttae Loan Documents shall survive
and be construed as if such invalid or unenforeetdim, provision or condition had not been comgditherein.

(9) Merger and Integration. This Agreement, anyuheents executed in connection with this Agreemadtthe Loan Documents contain the
entire agreement of the parties hereto with redpettte matters covered and the transactions cqiéted hereby, and no other agreement,
statement or promise made by any party heretoppemployee, officer, agent or attorney of anyyhsdreto, shall be valid or binding.

(h) Headings. The headings and subheadings codtairtae titling of this Agreement are intendedtoused for convenience only and shall
not be used or deemed to limit or diminish anyhef provisions hereof.

() Gender, Singular. All references made (a) mleuter, masculine or feminine gender shall bendéeto have been made in all such
genders, and (b) in the singular or plural numheti9e deemed to have been made, respectivelyeiplural or singular number as well.

() Time of Essence. Time is of the essence ofAlgieement.

35. Naotices. Any notices required or permitted g Agreement shall be in writing and shall be deémielivered if hand delivered or
delivered by certified mail, postage prepaid, netrgceipt requested, or by facsimile or telegrapfollows, unless such address is changed by
written notice hereunde



If to the Obligors: GSE Systems, Inc.

9189 Red Branch Road

Columbia, MD 21045

Facsimile: (410) 772-3641

Attention: Steve Fogarty

Senior Vice President/Chief Financial Officer

If to ManTech: ManTech International C orporation
12015 Lee Jackson Highwa y
8th Floor
Fairfax, VA 22033-3300
Attention: Jodee E. Batdorf, Esquire

If to GP Strategies: GP Strategies Corporatio n
9 West 57th Street
Suite 4170
New York, New York
Attention: Andrea D. Kantor, Esquire

with a copy to: Hedy L. Nelson, Esquire
1899 L Street, N.W.
Third Floor
Washington, D.C. 20036

If to the Lender: First Union National Ban k
1970 Chain Bridge Road
7th Floor
McLean, Virginia 22102
Facsimile: (703) 760-581 7
Attention: David A. Dix
Vice President

with a copy to: Piper & Marbury L.L.P.
36 South Charles Street
Baltimore, Maryland 2120 1
Facsimile: (410) 576-505 5
Attention: Richard M. K remen, Esquire

36. Counterparts. This Agreement may be executadlgineously in any number of counterparts, eachhi¢h shall be deemed an original,
but all of which shall constitute one in the samgeeament.

37. Condition Precedent to Effectiveness. Withie f{5) days after the execution of this Agreemtrd,Borrowers shall obtain and provide to
the Lender the written consent of Exim to this Agreetraamd the documents executed in connection withAlgreement. This Agreement a
the documents executed in connection with this Agrent shall be effective as of January 1, 199%erearlier of the date the Borrowers
provide such written consent of Exim to the Lendlethe date which is five (5) business days aftémEeceives a written request for such
consent in the event that Exim does not respomsdith request. In the event that the Borrowergdadbtain and provide such written consent
of Exim to the Lender within five (5) days afteethxecution of this Agreement, this Agreement &eddocuments executed in connection
with this Agreement shall not become effectiveslich event, the Lines of Credit shall have matore®ecember 31, 1998 and the Lender
shall have the right to exercise any and all rigivigilable to it under any of the Loan Documents applicable law.

IN WITNESS WHEREOF, the parties hereto have exatatecaused to be executed, this Agreement undéasef the date first written
above.

WITNESS/ATTEST: BORROWERS: GSE POW ER SYSTEMS, INC.
flkla S imulation, Systems & Services
T echnologies Company
By:/S/ STEPHEN J. FOGARTY (SEAL)
Name : Stephen J. Fogarty
Title : Senior Vice President
MSHI, | NC.
By:/S/ STEPHEN J. FOGARTY (SEAL)

Name : Stephen J. Fogarty



Title : Senior Vice President

GSE PROCESS SOLUTIONS, INC.

By:/S/ STEPHEN J. FOGARTY (SEAL)
Name . Stephen J. Fogarty
Title . Senior Vice President

GUARANTORS:

GSE SYSTEMS, INC.

By:/S/ STEPHEN J. FOGARTY (SEAL)
Name : Stephen J. Fogarty
Title : Senior Vice President

GP INTERNATIONAL ENGINEERING
& SIMULATION, INC.

By:/S/ STEPHEN J. FOGARTY (SEAL)
Name . Stephen J. Fogarty
Title : Senior Vice President

GP STRATEGIES CORPORATION

By:/S/ SCOTT GREENBERG  (SEAL)
Name . Scott Greenberg
Title . Executive Vice President

MANTECH INTERNATIONAL CORPORATION

By:/S/ MATTHEW P. GALASKI (SEAL)
Name . Matthew P. Galaski
Title : Vice President

GSE PROCESS SOLUTIONS B.V.

By:/S/ STEPHEN J. FOGARTY (SEAL)

Name : Stephen J. Fogarty

Title . Senior Vice President



GSE PROCESS SOLUTIONS
SINGAPORE (PTE) LIMITED

By:/SIC HRISTOPHER M. CARNAVOS (SEAL)
Name :Christopher M. Carnavos
Title :Director

GSE PROCESS SOLUTIONS BELGIUM NV

By:/S/ STEPHEN J. FOGARTY (SEAL)
Name : Stephen J. Fogarty
Title : Director

LENDER: FIRST UNION NATIONAL BANK

By:/S/ DAVID A. DIX (SEAL)

Name:David A. Dix

STATE OF

SS:

CITY/COUNTY OF

| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@sonally appeared

, who acknowledged himsel&fdrsbe the of GSE Powete8ys Inc., f/k/a Simulatior
Systems & Services Technologies Company, and shia¢ (in such capacity, being authorized to desecuted the foregoing instrument for
the purposes therein contained, by signing the nefm®&SE Power Systems, Inc., as of GSE Power Systems, Inc.

IN WITNESS WHEREOF, | hereunto set my hand and Natt&eal.

Notary Public My Commission expire

STATE OF
SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@¥sonally appeared
, who acknowledged himsel#ifdsbe the of MSHI, Ined that (s)he, in such capac
being authorized to do so, executed the foregaiaggument for the purposes therein contained, gnyisg the name of MSHI, Inc., as

of MSHI, Ir

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public My Commission expire



STATE OF

SS:

CITY/COUNTY OF

| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@¥sonally appeared

, who acknowledged himsel#@ifdsbe the of GSE Procelssi@ns, Inc., and that (s)h

in such capacity, being authorized to do so, exettliie foregoing instrument for the purposes therentained, by signing the name of GSE
Process Solutions, Inc., as GSé&f Process Solutions, Inc.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public My Commission expire

STATE OF
SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@sonally appeared
, who acknowledged himsel#@ifdsbe the of GSE Systhmos,and that (s)he, in su

capacity, being authorized to do so, executeddhegbing instrument for the purposes therein caethiby signing the name of GSE
Systems, Inc., as of GSE18gstac.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public My Commission expire

STATE OF
SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@¥sonally appeared
, who acknowledged himsel&fdrsbe the of GP Internati&ngineering & Simulatiol
Inc., and that (s)he, in such capacity, being aizhd to do so, executed the foregoing instrumentife purposes therein contained, by
signing the name of GP International Engineerin§iulation, Inc., as of Gériational Engineering &

Simulation, Inc.

IN WITNESS WHEREOF, | hereunto set my hand and Natt&eal.

Notary Public My Commission expire

STATE OF

SS:

CITY/COUNTY OF

| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@¥sonally appeared

, who acknowledged himsel#ifdsbe the of GP Stratéggeporation, and that (s)he,
such capacity, being authorized to do so, exedhdforegoing instrument for the purposes thereintained, by signing the name of GP
Strategies Corporation, as GPoStrategies Corporation.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.



Notary Public My Commission expire

STATE OF

SS:

CITY/COUNTY OF

| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@sonally appeared

, who acknowledged himsel&ffarsbe the of ManTech mattiwnal Corporation, ar
that (s)he, in such capacity, being authorizedotea@ executed the foregoing instrument for thgppses therein contained, by signing the
name of ManTech International Corporation, as of ManTech International Corponatio

IN WITNESS WHEREOF, | hereunto set my hand and Natt&eal.

Notary Public My Commission expire

STATE OF

SS:

CITY/COUNTY OF

| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@¥sonally appeared

, who acknowledged himsel&fdrsbe the of GSE Procelsgi&s B.V., and that (s)h

in such capacity, being authorized to do so, exettliie foregoing instrument for the purposes therentained, by signing the name of GSE
Process Solutions B.V., as GSéf Process Solutions B.V.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public My Commission expire

STATE OF
SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@¥sonally appeared
, who acknowledged himsel#ifdsbe the of GSE Procelssi@s Singapore (PTE
Limited, and that (s)he, in such capacity, beinthatized to do so, executed the foregoing instrurfarthe purposes therein contained, by
signing the name of GSE Process Solutions SingdBare) Limited, as of GSE &®&olutions Singapore (PTE)

Limited.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public My Commission expire

STATE OF
SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@sonally appeared
, who acknowledged himseli&fdrsbe the of GSE Procelsgi@s Belgium NV, an

that (s)he, in such capacity, being authorizedotea executed the foregoing instrument for theppsees therein contained, by signing



name of GSE Process Solutions Belgium NV, as of GSE Process Solutions Belgium NV.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public My Commission expire

STATE OF
SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@sonally appeared David

A. Dix, who acknowledged himself to be a Vice Pdesit of First Union National Bank, and that hesuch capacity, being authorized to do
so, executed the foregoing instrument for the psepdherein contained, by signing the name of Bingbn National Bank, as a Vice
President of First Union National Bank.

IN WITNESS WHEREOF, | hereunto set my hand and Natt&eal.

Notary Public My Commission expire



Exhibit 10.19
UNCONDITIONAL GUARANTY

THIS UNCONDITIONAL GUARANTY (this "Guaranty") is mde as of the day of January, 1999 by GSE &¥X&, INC., a
Delaware corporation (the "Guarantor"), in favolFiRST UNION NATIONAL BANK (the "Lender," which ten shall include any
subsequent holder of the Notes (as defined below)).

Recitals
A. $7,000,000 GSE Power Line of Credit

A-1. The Lender extended a line of credit in thigioal principal amount of $7,000,000 (the "GSE Rowine of Credit") to GSE Power
Systems, Inc. (f/k/a Simulation, Systems & Servi€eshnologies Company), a Delaware corporation E@8wer") and MSHI, INC., a
Virginia corporation ("MSHI") pursuant to a Lettef Credit, Loan and Security Agreement dated Jan8@r 1996, as amended from time to
time (the "GSE Power Line of Credit Agreement")eTBSE Power Line of Credit is evidenced by a PrearisNote dated January 30, 1996
in the original principal amount of $7,000,000aasended from time to time (the "GSE Power Line ifdit Note").

A-2. Pursuant to the GSE Power Line of Credit Agreat, the Lender also agreed to issue from tintgre, subject to the provisions thereof,
letters of credit. In connection therewith, GSE Boand MSHI entered into separate Master Lett€@reflit Agreements dated January 30,
1996, in favor of the Lender (the "GSE Power LettieCredit Agreements”).

A-3. The GSE Power Line of Credit Agreement, the ®8er Line of Credit Note, the GSE Power LetteCaddit Agreements and all ott
documents evidencing, securing, guaranteeing @reike related to the GSE Power Line of Creditcaiectively called the "GSE Power
Loan Documents".

A-4. As of December 18, 1998, exclusive of any antsuvhich may become due in connection with the @8®&er Letter of Credit
Agreements, there is due under the GSE Power ligzeait principal of Five Million Eight Hundred Tlusand Nine Hundred and 00/100
Dollars ($5,800,900.00) and interest of Twenty-Ehfdousand Six Hundred Fifty-Five and 00/100 Dslig23,655.00), plus attorneys' fees
and other costs which are payable under the GSEPosan Documents.

A-5. Pursuant to Article Il of the GSE Power LioECredit Agreement, and included within the maximamount available to be borrowed
by GSE Power and MSHI under the GSE Power Linereflff, there is outstanding Letter of Credit No. £M588 in the face amount of
$180,243 issued by the Lender for the benefit oft@é Trust of China Procurement Department (th8EGower Letter of Credit").

B. $3,000,000 GSE Process Line of Credit

B-1. The Lender extended a line of credit in thigioal principal amount of $7,000,000 (subsequerghuced to $3,000,000) (the "GSE
Process Line of Credit") to GSE Process Solutitms, a Delaware corporation ("GSE Process"), pamsto a Letter of Credit, Loan and
Security Agreement dated January 31, 1995, as asdegnad restated by an Amended and Restated Lé@edit, Loan and Security
Agreement dated October 13, 1995, as amended Bynemdment Number One to Amended and Restated Ladtteredit, Loan and Security
Agreement and Promissory Note dated February Z8 {®Amendment Number One") and by an Amendment bemiwo to Amended and
Restated Letter of Credit, Loan and Security Agreeinand Promissory Note dated November 11, 199mé&wdment Number Two")
(collectively, the "GSE Process Line of Credit Agmeent"). The GSE Process Line of Credit is eviddrimea Promissory Note dated Octo
13, 1995 in the original principal amount of $7,@@ (which replaces a Promissory Note dated Jsr813r1995 in the original principal
amount of $6,000,000), as amended by Amendment Mu@be and by Amendment Number Two (collectivedg, tGSE Process Line of
Credit Note")

B-2. Pursuant to the GSE Process Line of CredieAgrent, the Lender also agreed to issue from tintiene, subject to the provisions
thereof, letters of credit. In connection therewSE Process entered into a Master Letter of CAggtieement dated January 31, 1995, in
favor of the Lender (the "GSE Process Letter ofd@r&greement”).

B-3. The GSE Process Line of Credit AgreementGB& Process Line of Credit Note, the GSE Procetsriaf Credit Agreement and all
other documents evidencing, securing, guarantemiogherwise related to the GSE Process Line ofliCege collectively called the "GSE
Process Loan Documents."

B-4. As of December 18, 1998, exclusive of any amt®which may become due in connection with the G&itess Letter of Credit
Agreement, there is due under the GSE Processdfi@eedit principal of Zero and 00/100 Dollars (§-8nd interest of One Thousand One
Hundred Ten and 52/100 Dollars ($1,110.52), pltra¢ys' fees and other costs which are payablerithd GSE Process Loan Documents.

B-5. Pursuant to Article 11l of the GSE Processd of Credit Agreement, and included within the maxin amount available to be borrowed
by GSE Process under the GSE Process Line of Ctieelit is outstanding Letter of Credit No. 40560¢he face amount of $630,000 issued
by the Lender for the benefit of 8930 Stanford Beakd, LLC (the "GSE Process Letter of Cred



C. GSE Power, MSHI and GSE Process are calledBbadwers." The GSE Power Line of Credit and theeGS8ocess Line of Credit are
called the "Lines of Credit." The GSE Power LetieCredit and the GSE Process Letter of Credit @mgdreplacement for such Letter of
Credit issued pursuant to the Modification Agreetr{@s defined below)), together with any other &ettof Credit which may be issued by
the Lender pursuant to the terms of the Letterrefd® Agreements, as amended by this Agreementdiectively called the "Letters of
Credit." The GSE Power Line of Credit Note, the GBfcess Line of Credit Note, the GSE Power Letté@redit Agreements and the GSE
Process Letter of Credit Agreement are called Ma&es." The Notes and all other documents evidgnaacuring, guaranteeing or otherwise
related to the Lines of Credit or the Letters oédit, including any modifications, restatementgeagions, renewals and replacements the
are collectively called the "Loan Documents," whielm shall also include the Modification Agreeméd defined below).

D. GSE Power, MSHI, GSE Process, the Guarantol,¢heler and others have entered into a Modificafigreement of even date herewith
(the "Modification Agreement"), pursuant to whidtetGuarantor agreed to execute this Guaranty.

NOW, THEREFORE, WITNESSETH, in consideration of dggeement of the Lender to enter into the ModiiiceAgreement, th
Guarantor hereby covenants and agrees as follows:

The undersigned hereby guarantees to the Lendepdlgenent of principal, interest, late charges amy other sums payable under the Notes
shall be made according to the terms of the Nott#sowt deduction by reason of any set-off, defemseounterclaim, irrespective of any
invalidity therein, the unenforceability thereoftbe insufficiency, invalidity or unenforceabilibf any security therefor, and hereby
unconditionally consent to the terms, covenantsamdiitions of the Notes and the other Loan Documemd hereby consents, without
notice to the undersigned, to the extension, inlevboin part from time to time, whether or not foterm in excess of the original term, of the
payment of the Notes; and agrees in case the dipss/ment of the Notes shall be extended in whol@ part, that all moneys due
thereunder shall be paid when due according to sutEnsion or extensions; and further consentsaaviaiving or amendment by the Lender
of any term, covenant or condition of the Notesherother Loan Documents or of any indulgence lerase granted thereunder; and further
consents to any changes or alterations which magdse in any term, covenant or condition of ther_Bacuments; and agrees that no
change, alteration, modification, renewal, or egien of any of the Loan Documents shall alter éecifthe liability of the Guarantor
hereunder; and further consents to the releaseyof@llateral the Lender may have under the Loaoubwents or to the subordination of the
Loan or the collateral securing the Loan to anyeotiebt or security interest under such terms anditions as the Lender may agree to in its
sole and absolute discretion; and further herebyasgresentment, demand of payment from the maketest and notice of nonpayment.

If the Borrowers shall fail to make any paymentnf sum due under the Notes, or if the Borroweadl slefault in any term, covenant or
condition of the Loan Documents, then the undeesigmereby unconditionally guarantees to the Lettadrthe undersigned shall (without
first requiring the Lender to proceed against tloer®wvers, or any other security) (1) pay to thedarthe entire unpaid balance with interest
and costs, and (2) cure any default in any termeant or condition of the Loan Documents. The wsidaed further agrees to indemnify
hold harmless, the Lender from any loss (includintual attorneys' fees) resulting from any defm#te at any time by the Borrowers in any
terms of the Loan Documents or by the undersigmettuthe terms of this Guaranty.

The undersigned hereby waives notice of acceptafiteés Guaranty by the Lender and any and alloastiand demands of every kind and
description which may be required to be given by statute or rule of law, and agree that the lighdf the undersigned hereunder shall in no
way be affected, diminished or released by anydardnce which may be granted to the Borrowerso(any successor to it or to any person
or entity which shall have assumed the obligatoiithie Borrowers under the Notes) or by any waofeny term, covenant or condition in
the Loan Documents by the Lender or by reason pichange or modification in any of the Loan Docutseor by the acceptance of
additional security or the release by the Lendearyf security or of any person or entity primadlysecondarily liable.

The Guarantor agrees that this Guaranty may be@ddy the Lender without the necessity at any tiiiresorting to or exhausting any
other security or collateral and without the neitgsg any time of having recourse to the Notesmfiorcing any rights it may have against
other person or entity. The undersigned furtheeegthat nothing herein contained shall preventémeler from suing on the Notes or from
exercising any other right available to it under Notes or any of the other Loan Documents or agaimy other person or entity, and the
exercise of any of the aforementioned rights shatliconstitute a legal or equitable discharge efithdersigned, it being the purpose and
intent of the undersigned that his/her or its datligns under this Guaranty shall be absolute asdnditional under any and all circumstances
and s/he or it shall be released therefrom onlynymyment of all sums due hereunder and under ¢iveshand the other Loan Documents.

This Guaranty shall continue to be effective ordiastated, as the case may be, if at any timgawggnent is rescinded or must otherwise be
returned by the Lender upon the insolvency, bartkgupr reorganization of the Borrowers or otherwileas though such payment had not
been made.

Any indebtedness of the Borrowers to the Guaramim, or hereafter existing, is hereby subordin&tettie indebtedness of the Borrowers to
the Lender. The Guarantor agrees that, after aiti€fiacluding the expiration of any applicable eyreriod) in any term, covenant, or
condition of the Notes or the other Loan Documanit until the indebtedness of the Borrowers td_itreder has been paid in full, the
Guarantor will not seek, accept, or retain for @earantor's own account, any payment from the Beers on account of such subordinated
debt. Following a default (including the expiratiohany applicable cure period) in any term, covinar condition of the Notes or the other
Loan Documents, any payments to the Guarantor coust of such subordinated debt shall be colleatetireceived by the Guarantor in ti
for the Lender and shall be paid over to the Lemaeaccount of the indebtedness of the Borrowetlsed_ender without impairing or
releasing the obligations of the Guarantor hereundietil ninetyfive (95) days after the indebtedness of the Boetavto the Lender has be
paid in full, the Guarantor hereby unconditionalhyd irrevocably agrees that (1) the Guarantormwatlat any time assert against the
Borrowers (or the Borrowers' estate in the eveatBbrrowers becomes bankrupt or becomes the suifjacty case or proceeding under



bankruptcy laws of the United States of America) aght or claim to indemnification, reimbursemetntribution, or payment for or with
respect to any and all amounts the Guarantor mawyphbe obligated to pay the Lender, includingheiit limitation, the indebtedness of the
Borrowers to the Lender, and any and all obligatiaich the Guarantor may perform, satisfy, orlisge, under or with respect to this
Guaranty and (2) the Guarantor waives and relesbssch rights and claims to indemnification, reimsement, contribution, or payment
which the Guarantor may have now or at any timénsgjéhe Borrowers (or the Borrowers' estate ingbent the Borrowers becomes bank
or becomes the subject of any case or proceedidgruhe bankruptcy laws of the United States of Acag.

The undersigned hereby authorizes any clerk ofcamyt of record or any attorney to enter in anyrtoficompetent jurisdiction in the State
of Maryland or any other State or Territory of theited States judgment by confession against tldersigned in favor of the Lender for the
entire principal amount of the Notes then remaininpaid with interest thereon, together with attysi fees of fifteen percent (15%) and
court costs, without stay of execution or rightppeal expressly waiving the benefit of all exemptaws and all irregularity or error in
entering said judgment or the execution thereonsiNgle exercise of the foregoing power to confadgment shall be deemed to exhaust the
power, whether or not any such exercise shall betltyeany court to be invalid, voidable or void tilwe power shall continue undiminished,
and it may be exercised from time to time as oftethe Lender shall elect, until such time as teder shall have received payment in fu
all indebtedness of the Borrowers to the Lendeetfogy with costs and indebtedness of the undermignder this Guaranty. Notwithstanding
the Lender's right to obtain a confessed judgménitiwincludes an award of attorneys' fees of 15%efunpaid principal sum, the Lender
agrees that at such time as all indebtedness tmnel&totes is fully paid, the Lender shall only Inéiteed to recover its actual attorneys fees
and expenses incurred in connection with the Notes.

The undersigned hereby waives all right to triajury of all claims, defenses, counterclaims antssaf any kind arising from or relating to
this Guaranty. The undersigned acknowledges that®/ it makes this waiver voluntarily and knowingfter consultation with counsel of
his/her or its choice. The undersigned agreesathatich claims, defenses, counterclaims and shi# be tried before a judge of competent
jurisdiction, without a jury

All laws exempting real or personal property froreeution, and inquisition and extension upon any len real or personal property are
hereby waived and condemnation agreed to, and mefibef exemption will be claimed under or by uetof any exemption law now in force
or which hereafter may be passed.

The undersigned hereby waives promptness, diligetatece of acceptance and any other notice wipeet to any of the terms, covenants or
conditions of this Guaranty or any of the other h@&@cuments and any requirement that the Lendeegt;csecure, perfect or insure any
security interest or lien or any property subjéetreto or exhaust any right or take any actionresjdhe Borrowers or any other person or
entity or any collateral.

Notwithstanding anything to the contrary hereire tender agrees to notify the undersigned upowdtiarrence of an Event of Default |
defined in the Modification Agreement).

The undersigned hereby requests the Lender, ishes to send any notice to the undersigned, aithall notices and demands have been
waived except as set forth in the immediately pilewg paragraph, to send such notice to the underdigt 9189 Red Branch Road,
Columbia, Maryland 21045, Attention:

Stephen J. Fogarty.

The undersigned hereby acknowledges, consentsgradsa(1) that the provisions of this Guaranty tedrights of all parties mentioned
herein shall be governed by the laws of the Sthkasyland and interpreted and construed in acamdavith such laws (excluding Maryla
conflict of laws) and (2) that the United Statestii¢t Court for the District of Maryland and angurt of competent jurisdiction of the State
Maryland shall have jurisdiction in any proceedingtituted to enforce this Guaranty, and any oijestto venue are hereby waived.

A default (including the expiration of any appliteloure period) in any term, covenant, or conditiéthe Notes or the other Loan Docume
shall constitute and be deemed a default undeGhaanty.

Upon a default under this Guaranty, including tkeimtion of any applicable grace or cure peridids,Lender may, at its option and without
notice or demand, declare an amount equal to thairgler of the Borrowers' obligations under therLBacuments to be immediately due
and payable by the Guarantor, whether or not theessre due and payable by the Borrowers at that fifthe books and records of the Lender
showing the amount due by the Borrowers shall hdibg upon the Guarantor for the purpose of estinlg such items and shall be prima
facie proof thereof. The Guarantor agrees to pay.tinder's actual attorneys' fees and all otheés @® expenses which may be incurred by
the Lender in the enforcement of this Guaranty,theor not suit is filed.

The rights, powers, privileges and discretions (tights") to which the Lender may be entitled hevéer shall inure to the benefit of its
successors and assigns. All the rights of the Leadecumulative and not alternative and may bereefl successively or concurrently.
Failure of the Lender to exercise any of its rigéftall not be deemed a waiver thereof and no waitany of its rights shall be deemed to
apply to any other rights nor shall it be effectivdess in writing and signed by the Lender. Thmge covenants and conditions of or impc
upon the undersigned herein shall be binding upsihér or its personal representatives, successurassigns.

In case any provision (or any part of any provisicontained in this Guaranty shall for any reasetéld to be invalid, illegal or
unenforceable in any respect, such invaliditygéility or unenforceability shall not affect any etlprovision (or remaining part of the affec
provision) of this Guaranty but this Guaranty sha&lconstrued as if such invalid, illegal or unecéable provision (or part thereof) had ne



been contained herein but only to the extentiitvalid, illegal or unenforceable.
This Guaranty replaces and supercedes all priclagtias made by the undersigned.
Time is of the essence.

IN WITNESS WHEREOF, the undersigned has executisd3@haranty under seal effective as of the dast dibove written.

WITNESS/ATTEST: GSE SYS TEMS, INC.
By:/S/ STEPHEN J. FOGARTY (SEAL)

Name : Stephen J. Fogarty

Title : Senior Vice President
STATE OF

SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@sonally appeared
, who acknowledged himsel#ifdsbe the of GSE Systhmos,and that (s)he, in su

capacity, being authorized to do so, executeddhegbing instrument for the purposes therein caethiby signing the name of GSE
Systems, Inc., as of GSE18gstac.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public My Commission expire



Exhibit 10.20
UNCONDITIONAL GUARANTY

THIS UNCONDITIONAL GUARANTY (this "Guaranty") is mde as of the day of January, 1999 by GP STHHES
CORPORATION, a Delaware corporation (the "Guarditan favor of FIRST UNION NATIONAL BANK (the "Leder," which term shall
include any subsequent holder of the Notes (aneefbelow)).

Recitals
A. $7,000,000 GSE Power Line of Credit

A-1. The Lender extended a line of credit in thgioal principal amount of $7,000,000 (the "GSE RoWine of Credit") to GSE Power
Systems, Inc. (f/k/a Simulation, Systems & Serviteshnologies Company), a Delaware corporation E@8wer") and MSHI, INC., a
Virginia corporation ("MSHI") pursuant to a Lettef Credit, Loan and Security Agreement dated Jan8@r 1996, as amended from time to
time (the "GSE Power Line of Credit Agreement")eT&GSE Power Line of Credit is evidenced by a PrearisNote dated January 30, 1996
in the original principal amount of $7,000,000 aasended from time to time (the "GSE Power Line mfdit Note").

A-2. Pursuant to the GSE Power Line of Credit Agreat, the Lender also agreed to issue from timirte, subject to the provisions thereof,
letters of credit. In connection therewith, GSE Boand MSHI entered into separate Master Lett€@reflit Agreements dated January 30,
1996, in favor of the Lender (the "GSE Power LetteCredit Agreements").

A-3. The GSE Power Line of Credit Agreement, the @8 er Line of Credit Note, the GSE Power Lette€addit Agreements and all otr
documents evidencing, securing, guaranteeing @raike related to the GSE Power Line of Creditcaiectively called the "GSE Power
Loan Documents".

A-4. As of December 18, 1998, exclusive of any antewhich may become due in connection with the @8®&er Letter of Credit
Agreements, there is due under the GSE Power lfid@zedit principal of Five Million Eight Hundred Diusand Nine Hundred and 00/100
Dollars ($5,800,900.00) and interest of Twenty-Ehféousand Six Hundred Fifty-Five and 00/100 Dslig23,655.00), plus attorneys' fees
and other costs which are payable under the GSEPosan Documents.

A-5. Pursuant to Article 11l of the GSE Power LioECredit Agreement, and included within the maximamount available to be borrowed
by GSE Power and MSHI under the GSE Power Linereflff, there is outstanding Letter of Credit No. £M588 in the face amount of
$180,243 issued by the Lender for the benefit afta Trust of China Procurement Department (th8E@ower Letter of Credit").

B. $3,000,000 GSE Process Line of Credit

B-1. The Lender extended a line of credit in thigioal principal amount of $7,000,000 (subsequerghuced to $3,000,000) (the "GSE
Process Line of Credit") to GSE Process Solutitms, a Delaware corporation ("GSE Process"), pamsto a Letter of Credit, Loan and
Security Agreement dated January 31, 1995, as asdegnat restated by an Amended and Restated Lé@edit, Loan and Security
Agreement dated October 13, 1995, as amended Bynemdment Number One to Amended and Restated Ladttéredit, Loan and Security
Agreement and Promissory Note dated February 28 {®Amendment Number One") and by an Amendment bmiwo to Amended and
Restated Letter of Credit, Loan and Security Agreeinand Promissory Note dated November 11, 199m€mwdment Number Two")
(collectively, the "GSE Process Line of Credit Agmeent"). The GSE Process Line of Credit is eviddrimea Promissory Note dated Octo
13, 1995 in the original principal amount of $7,@ (which replaces a Promissory Note dated Jgr813r1995 in the original principal
amount of $6,000,000), as amended by Amendment Muf@he and by Amendment Number Two (collectiveig, tGSE Process Line of
Credit Note")

B-2. Pursuant to the GSE Process Line of CredieAgrent, the Lender also agreed to issue from tiniene, subject to the provisions
thereof, letters of credit. In connection therewSE Process entered into a Master Letter of CAgglieement dated January 31, 1995, in
favor of the Lender (the "GSE Process Letter ofd@r&greement").

B-3. The GSE Process Line of Credit AgreementGB& Process Line of Credit Note, the GSE ProcetsrL@ Credit Agreement and all
other documents evidencing, securing, guarantemiogherwise related to the GSE Process Line ofliCege collectively called the "GSE
Process Loan Documents."

B-4. As of December 18, 1998, exclusive of any am®which may become due in connection with the G&icess Letter of Credit
Agreement, there is due under the GSE ProcessdfiGeedit principal of Zero and 00/100 Dollars ($-@nd interest of One Thousand One
Hundred Ten and 52/100 Dollars ($1,110.52), pltaria¢ys' fees and other costs which are payablerithd GSE Process Loan Documents.

B-5. Pursuant to Article 11l of the GSE Processd of Credit Agreement, and included within the maxin amount available to be borrowed
by GSE Process under the GSE Process Line of Ctiedit is outstanding Letter of Credit No. 40560the face amount of $630,000 issued
by the Lender for the benefit of 8930 Stanford Beakd, LLC (the "GSE Process Letter of Cred



C. GSE Power, MSHI and GSE Process are calledBbadwers." The GSE Power Line of Credit and theeGS8ocess Line of Credit are
called the "Lines of Credit." The GSE Power LetieCredit and the GSE Process Letter of Credit @mgdreplacement for such Letter of
Credit issued pursuant to the Modification Agreetr{@s defined below)), together with any other &ettof Credit which may be issued by
the Lender pursuant to the terms of the Letterrefd® Agreements, as amended by this Agreementdiectively called the "Letters of
Credit." The GSE Power Line of Credit Note, the GBfcess Line of Credit Note, the GSE Power Letté@redit Agreements and the GSE
Process Letter of Credit Agreement are called Ma&es." The Notes and all other documents evidgnaacuring, guaranteeing or otherwise
related to the Lines of Credit or the Letters oédit, including any modifications, restatementgeagions, renewals and replacements the
are collectively called the "Loan Documents," whielm shall also include the Modification Agreeméd defined below).

D. GSE Power, MSHI, GSE Process, the Guarantol,¢heler and others have entered into a Modificafigreement of even date herewith
(the "Modification Agreement"), pursuant to whidtetGuarantor agreed to execute this Guaranty.

NOW, THEREFORE, WITNESSETH, in consideration of dggeement of the Lender to enter into the ModiiiceAgreement, th
Guarantor hereby covenants and agrees as follows:

The undersigned hereby guarantees to the Lendepdlgenent of principal, interest, late charges amy other sums payable under the Notes
shall be made according to the terms of the Nott#sowt deduction by reason of any set-off, defemseounterclaim, irrespective of any
invalidity therein, the unenforceability thereoftbe insufficiency, invalidity or unenforceabilibf any security therefor, and hereby
unconditionally consent to the terms, covenantsamdiitions of the Notes and the other Loan Documemd hereby consents, without
notice to the undersigned, to the extension, inlevboin part from time to time, whether or not foterm in excess of the original term, of the
payment of the Notes; and agrees in case the dipss/ment of the Notes shall be extended in whol@ part, that all moneys due
thereunder shall be paid when due according to sutEnsion or extensions; and further consentsaaviaiving or amendment by the Lender
of any term, covenant or condition of the Notesherother Loan Documents or of any indulgence lerase granted thereunder; and further
consents to any changes or alterations which magdse in any term, covenant or condition of ther_Bacuments; and agrees that no
change, alteration, modification, renewal, or egien of any of the Loan Documents shall alter éecifthe liability of the Guarantor
hereunder; and further consents to the releaseyof@llateral the Lender may have under the Loaoubwents or to the subordination of the
Loan or the collateral securing the Loan to anyeotiebt or security interest under such terms anditions as the Lender may agree to in its
sole and absolute discretion; and further herebyasgresentment, demand of payment from the maketest and notice of nonpayment.

If the Borrowers shall fail to make any paymentnf sum due under the Notes, or if the Borroweadl slefault in any term, covenant or
condition of the Loan Documents, then the undeesigmereby unconditionally guarantees to the Lettadrthe undersigned shall (without
first requiring the Lender to proceed against tloer®wvers, or any other security) (1) pay to thedarthe entire unpaid balance with interest
and costs, and (2) cure any default in any termeant or condition of the Loan Documents. The wsidaed further agrees to indemnify
hold harmless, the Lender from any loss (includintual attorneys' fees) resulting from any defm#te at any time by the Borrowers in any
terms of the Loan Documents or by the undersigmettuthe terms of this Guaranty.

The undersigned hereby waives notice of acceptafiteés Guaranty by the Lender and any and alloastiand demands of every kind and
description which may be required to be given by statute or rule of law, and agree that the lighdf the undersigned hereunder shall in no
way be affected, diminished or released by anydardnce which may be granted to the Borrowerso(any successor to it or to any person
or entity which shall have assumed the obligatoiithie Borrowers under the Notes) or by any waofeny term, covenant or condition in
the Loan Documents by the Lender or by reason pichange or modification in any of the Loan Docutseor by the acceptance of
additional security or the release by the Lendearyf security or of any person or entity primadlysecondarily liable.

The Guarantor agrees that this Guaranty may be@ddy the Lender without the necessity at any tiiiresorting to or exhausting any
other security or collateral and without the neitgsg any time of having recourse to the Notesmfiorcing any rights it may have against
other person or entity. The undersigned furtheeegthat nothing herein contained shall preventémeler from suing on the Notes or from
exercising any other right available to it under Notes or any of the other Loan Documents or agaimy other person or entity, and the
exercise of any of the aforementioned rights shatliconstitute a legal or equitable discharge efithdersigned, it being the purpose and
intent of the undersigned that his/her or its datligns under this Guaranty shall be absolute asdnditional under any and all circumstances
and s/he or it shall be released therefrom onlynymyment of all sums due hereunder and under ¢iveshand the other Loan Documents.

This Guaranty shall continue to be effective ordiastated, as the case may be, if at any timgawggnent is rescinded or must otherwise be
returned by the Lender upon the insolvency, bartkgupr reorganization of the Borrowers or otherwileas though such payment had not
been made.

Any indebtedness of the Borrowers to the Guaramim, or hereafter existing, is hereby subordin&tettie indebtedness of the Borrowers to
the Lender. The Guarantor agrees that, after aiti€fiacluding the expiration of any applicable eyreriod) in any term, covenant, or
condition of the Notes or the other Loan Documanit until the indebtedness of the Borrowers td_itreder has been paid in full, the
Guarantor will not seek, accept, or retain for @earantor's own account, any payment from the Beers on account of such subordinated
debt. Following a default (including the expiratiohany applicable cure period) in any term, covinar condition of the Notes or the other
Loan Documents, any payments to the Guarantor coust of such subordinated debt shall be colleatetireceived by the Guarantor in ti
for the Lender and shall be paid over to the Lemaeaccount of the indebtedness of the Borrowetlsed_ender without impairing or
releasing the obligations of the Guarantor hereundietil ninetyfive (95) days after the indebtedness of the Boetavto the Lender has be
paid in full, the Guarantor hereby unconditionalhyd irrevocably agrees that (1) the Guarantormwatlat any time assert against the
Borrowers (or the Borrowers' estate in the eveatBbrrowers becomes bankrupt or becomes the suifjacty case or proceeding under



bankruptcy laws of the United States of America) aght or claim to indemnification, reimbursemetntribution, or payment for or with
respect to any and all amounts the Guarantor mawyphbe obligated to pay the Lender, includingheiit limitation, the indebtedness of the
Borrowers to the Lender, and any and all obligatiaich the Guarantor may perform, satisfy, orlisge, under or with respect to this
Guaranty and (2) the Guarantor waives and relesbssch rights and claims to indemnification, reimsement, contribution, or payment
which the Guarantor may have now or at any timénsgjéhe Borrowers (or the Borrowers' estate ingbent the Borrowers becomes bank
or becomes the subject of any case or proceedidgruhe bankruptcy laws of the United States of Acag.

The undersigned hereby authorizes any clerk ofcamyt of record or any attorney to enter in anyrtoficompetent jurisdiction in the State
of Maryland or any other State or Territory of theited States judgment by confession against tldersigned in favor of the Lender for the
entire principal amount of the Notes then remaininpaid with interest thereon, together with attysi fees of fifteen percent (15%) and
court costs, without stay of execution or rightppeal expressly waiving the benefit of all exemptaws and all irregularity or error in
entering said judgment or the execution thereonsiNgle exercise of the foregoing power to confadgment shall be deemed to exhaust the
power, whether or not any such exercise shall betltyeany court to be invalid, voidable or void tilwe power shall continue undiminished,
and it may be exercised from time to time as oftethe Lender shall elect, until such time as teder shall have received payment in fu
all indebtedness of the Borrowers to the Lendeetfogy with costs and indebtedness of the undermignder this Guaranty. Notwithstanding
the Lender's right to obtain a confessed judgménitiwincludes an award of attorneys' fees of 15%efunpaid principal sum, the Lender
agrees that at such time as all indebtedness tmel&totes is fully paid, the Lender shall only Inéiteed to recover its actual attorneys' fees
and expenses incurred in connection with the Notes.

The undersigned hereby waives all right to triajury of all claims, defenses, counterclaims antssaf any kind arising from or relating to
this Guaranty. The undersigned acknowledges that®/ it makes this waiver voluntarily and knowingfter consultation with counsel of
his/her or its choice. The undersigned agreesathatich claims, defenses, counterclaims and shi# be tried before a judge of competent
jurisdiction, without a jury

All laws exempting real or personal property froreeution, and inquisition and extension upon any len real or personal property are
hereby waived and condemnation agreed to, and mefibef exemption will be claimed under or by uetof any exemption law now in force
or which hereafter may be passed.

The undersigned hereby waives promptness, diligetatece of acceptance and any other notice wipeet to any of the terms, covenants or
conditions of this Guaranty or any of the other h@&@cuments and any requirement that the Lendeegt;csecure, perfect or insure any
security interest or lien or any property subjéetreto or exhaust any right or take any actionresjdhe Borrowers or any other person or
entity or any collateral.

Notwithstanding anything to the contrary hereire tender agrees to notify the undersigned upowdtiarrence of an Event of Default |
defined in the Modification Agreement).

The undersigned hereby requests the Lender, ishes to send any notice to the undersigned, aithall notices and demands have been
waived except as set forth in the immediately pileéwg paragraph, to send such notice to the undedigt 9 West 57th Street, Suite 4170,
New York, New York, Attention

Andrea D. Kantor, Esquire.

The undersigned hereby acknowledges, consentsgradsa(1) that the provisions of this Guaranty tedrights of all parties mentioned
herein shall be governed by the laws of the Sthkasyland and interpreted and construed in acamdavith such laws (excluding Maryla
conflict of laws) and (2) that the United Statestii¢t Court for the District of Maryland and angurt of competent jurisdiction of the State
Maryland shall have jurisdiction in any proceedingtituted to enforce this Guaranty, and any oijestto venue are hereby waived.

A default (including the expiration of any appliteloure period) in any term, covenant, or conditiéthe Notes or the other Loan Docume
shall constitute and be deemed a default undeGhaanty.

Upon a default under this Guaranty, including tkeimtion of any applicable grace or cure peridids,Lender may, at its option and without
notice or demand, declare an amount equal to thairgler of the Borrowers' obligations under therLBacuments to be immediately due
and payable by the Guarantor, whether or not theessre due and payable by the Borrowers at that fifthe books and records of the Lender
showing the amount due by the Borrowers shall hdibg upon the Guarantor for the purpose of estinlg such items and shall be prima
facie proof thereof. The Guarantor agrees to pay.tinder's actual attorneys' fees and all otheés @® expenses which may be incurred by
the Lender in the enforcement of this Guaranty,theor not suit is filed.

The rights, powers, privileges and discretions (tights") to which the Lender may be entitled hevéer shall inure to the benefit of its
successors and assigns. All the rights of the Leadecumulative and not alternative and may bereefl successively or concurrently.
Failure of the Lender to exercise any of its rigéftall not be deemed a waiver thereof and no waitany of its rights shall be deemed to
apply to any other rights nor shall it be effectivdess in writing and signed by the Lender. Thmge covenants and conditions of or impc
upon the undersigned herein shall be binding upsihér or its personal representatives, successurassigns.

In case any provision (or any part of any provisicontained in this Guaranty shall for any reasetéld to be invalid, illegal or
unenforceable in any respect, such invaliditygéility or unenforceability shall not affect any etlprovision (or remaining part of the affec
provision) of this Guaranty but this Guaranty sha&lconstrued as if such invalid, illegal or unecéable provision (or part thereof) had ne



been contained herein but only to the extentiitvalid, illegal or unenforceable.

Notwithstanding anything to the contrary contaihedein, the undersigned's liability under this Gurdy shall be limited to $1,500,0!

(subject to increase as set forth in the immediatetceeding paragraph) of the principal and istedtae under the Notes (including any
amounts which may be or become due upon a draw @myel_etters of Credit), which amount shall notrbduced by any payments from the
Borrowers, any other guarantor or any other sountess and until the outstanding principal andregedue under the Notes is less than
$1,500,000 (or $1,500,000 plus the Increased Am@amtefined in the immediately succeeding pardgespapplicable). There shall be no
limit on the undersigned's liability for costs afllection incurred by the Lender to enforce thisa@nty. The undersigned agrees to pay the
Lender's actual attorneys' fees and all other @gilsexpenses that may be incurred by the Lendbeienforcement of this Guaranty, whe

or not suit is filed. This limitation on liabilitis not intended and shall not in any way be comstiio require the Lender to pursue its remedies
against the Borrowers, any other guarantor or aflgteral before exercising its remedies againstuhdersigned. Notwithstanding the
foregoing, the Lender agrees that at such timaasiidersigned has paid to the Lender such $1,80@® $1,500,000 plus the Increased
Amount (as defined in the immediately succeedinggaph) as applicable) plus all actual attornfes and all other costs and expenses of
collection incurred by the Lender as of the dateuhdersigned makes such payment to the Lendeunthersigned shall have no further
liability for any remaining indebtedness due unitier Notes or any attorneys' fees or costs and eggdncurred by the Lender after the date
the undersigned makes such payment to the Lendrsided that such agreement shall be null and ¥dite Lender is required by a court of
competent jurisdiction under a final non-appealavtier to return all or any portion of such paymtenthe undersigned, a trustee in
bankruptcy, a receiver or any other third partya gseference, fraudulent conveyance or for angratiason under any applicable federal or
state law.

Notwithstanding the foregoing, the liability of thedersigned shall increase from $1,500,000 toGRIIWO plus an amount equal to fi
percent (50%) of any amounts drawn by the benefioéLetter of Credit No. 405600 and/or any reglament for such Letter of Credit issued
pursuant to the Modification Agreement on or ptmtheir respective expiration dates (the "Incrdasmount™). Such increases shall be
effective immediately and automatically upon angtsdraw(s).

This Guaranty replaces and supercedes all priclagtias made by the undersigned.
Time is of the essence.

IN WITNESS WHEREOF, the undersigned has executisd@haranty under seal effective as of the dast dibove written.

WITNESS/ATTEST: GP STRATE GIES CORPORATION
By:/S/ SCOTT GREENBERG (SEAL)
Name: Scott Greenberg

Title: Executive Vice President

STATE OF

SS:

CITY/COUNTY OF

| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@sonally appeared

, who acknowledged himsel&fdrsbe the of GP Strate€gieporation, and that (s)he,
such capacity, being authorized to do so, exedhiedboregoing instrument for the purposes theremained, by signing the name of GP
Strategies Corporation, as GPoSBtrategies Corporation.

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public

My Commission expires



Exhibit 10.21
UNCONDITIONAL GUARANTY

THIS UNCONDITIONAL GUARANTY (this "Guaranty") is mde as of the day of January, 1999 by MANTEREHERNATIONAL
CORPORATION, a New Jersey corporation (the "Guamdhtin favor of FIRST UNION NATIONAL BANK (the "lender,"” which term
shall include any subsequent holder of the Noteslédined below)).

Recitals
A. $7,000,000 GSE Power Line of Credit

A-1. The Lender extended a line of credit in thigioal principal amount of $7,000,000 (the "GSE Rowine of Credit") to GSE Power
Systems, Inc. (f/k/a Simulation, Systems & Serviteshnologies Company), a Delaware corporation E@8wer") and MSHI, INC., a
Virginia corporation ("MSHI") pursuant to a Lettef Credit, Loan and Security Agreement dated Jan8@r 1996, as amended from time to
time (the "GSE Power Line of Credit Agreement")eT&BSE Power Line of Credit is evidenced by a PrearisNote dated January 30, 1996
in the original principal amount of $7,000,000 aasended from time to time (the "GSE Power Line mfdit Note").

A-2. Pursuant to the GSE Power Line of Credit Agreat, the Lender also agreed to issue from timirte, subject to the provisions thereof,
letters of credit. In connection therewith, GSE Boand MSHI entered into separate Master Lett€@retlit Agreements dated January 30,
1996, in favor of the Lender (the "GSE Power LetteCredit Agreements").

A-3. The GSE Power Line of Credit Agreement, the @8 er Line of Credit Note, the GSE Power Lette€addit Agreements and all otr
documents evidencing, securing, guaranteeing @raike related to the GSE Power Line of Creditcaiectively called the "GSE Power
Loan Documents".

A-4. As of December 18, 1998, exclusive of any antewhich may become due in connection with the @8®&er Letter of Credit
Agreements, there is due under the GSE Power lfid@zedit principal of Five Million Eight Hundred Diusand Nine Hundred and 00/100
Dollars ($5,800,900.00) and interest of Twenty-Ehféousand Six Hundred Fifty-Five and 00/100 Dslig23,655.00), plus attorneys' fees
and other costs which are payable under the GSEPosan Documents.

A-5. Pursuant to Article 11l of the GSE Power LioECredit Agreement, and included within the maximamount available to be borrowed
by GSE Power and MSHI under the GSE Power Linereflff, there is outstanding Letter of Credit No. £M588 in the face amount of
$180,243 issued by the Lender for the benefit afta Trust of China Procurement Department (th8E@ower Letter of Credit").

B. $3,000,000 GSE Process Line of Credit

B-1. The Lender extended a line of credit in thigioal principal amount of $7,000,000 (subsequerghuced to $3,000,000) (the "GSE
Process Line of Credit") to GSE Process Solutitms, a Delaware corporation ("GSE Process"), pamsto a Letter of Credit, Loan and
Security Agreement dated January 31, 1995, as asdegnat restated by an Amended and Restated Lé@edit, Loan and Security
Agreement dated October 13, 1995, as amended Bynemdment Number One to Amended and Restated Ladttéredit, Loan and Security
Agreement and Promissory Note dated February 28 {®Amendment Number One") and by an Amendment bmiwo to Amended and
Restated Letter of Credit, Loan and Security Agreeinand Promissory Note dated November 11, 199m€mwdment Number Two")
(collectively, the "GSE Process Line of Credit Agmeent"). The GSE Process Line of Credit is eviddrimea Promissory Note dated Octo
13, 1995 in the original principal amount of $7,@ (which replaces a Promissory Note dated Jgr813r1995 in the original principal
amount of $6,000,000), as amended by Amendment Muf@he and by Amendment Number Two (collectiveig, tGSE Process Line of
Credit Note")

B-2. Pursuant to the GSE Process Line of CredieAgrent, the Lender also agreed to issue from tiniene, subject to the provisions
thereof, letters of credit. In connection therewSE Process entered into a Master Letter of CAgglieement dated January 31, 1995, in
favor of the Lender (the "GSE Process Letter ofd@r&greement").

B-3. The GSE Process Line of Credit AgreementGB& Process Line of Credit Note, the GSE ProcetsrL@ Credit Agreement and all
other documents evidencing, securing, guarantemiogherwise related to the GSE Process Line ofliCege collectively called the "GSE
Process Loan Documents."

B-4. As of December 18, 1998, exclusive of any am®which may become due in connection with the G&icess Letter of Credit
Agreement, there is due under the GSE ProcessdfiGeedit principal of Zero and 00/100 Dollars ($-@nd interest of One Thousand One
Hundred Ten and 52/100 Dollars ($1,110.52), pltaria¢ys' fees and other costs which are payablerithd GSE Process Loan Documents.

B-5. Pursuant to Article 11l of the GSE Processd of Credit Agreement, and included within the maxin amount available to be borrowed
by GSE Process under the GSE Process Line of Ctiedit is outstanding Letter of Credit No. 40560the face amount of $630,000 issued
by the Lender for the benefit of 8930 Stanford Beakd, LLC (the "GSE Process Letter of Cred



C. GSE Power, MSHI and GSE Process are calledBbadwers." The GSE Power Line of Credit and theeGS8ocess Line of Credit are
called the "Lines of Credit." The GSE Power LetieCredit and the GSE Process Letter of Credit @mgdreplacement for such Letter of
Credit issued pursuant to the Modification Agreetr{@s defined below)), together with any other &ettof Credit which may be issued by
the Lender pursuant to the terms of the Letterrefd® Agreements, as amended by this Agreementdiectively called the "Letters of
Credit." The GSE Power Line of Credit Note, the GBfcess Line of Credit Note, the GSE Power Letté@redit Agreements and the GSE
Process Letter of Credit Agreement are called Ma&es." The Notes and all other documents evidgnaacuring, guaranteeing or otherwise
related to the Lines of Credit or the Letters oédit, including any modifications, restatementgeagions, renewals and replacements the
are collectively called the "Loan Documents," whielm shall also include the Modification Agreeméd defined below).

D. GSE Power, MSHI, GSE Process, the Guarantol,¢heler and others have entered into a Modificafigreement of even date herewith
(the "Modification Agreement"), pursuant to whidtetGuarantor agreed to execute this Guaranty.

NOW, THEREFORE, WITNESSETH, in consideration of dggeement of the Lender to enter into the ModiiiceAgreement, th
Guarantor hereby covenants and agrees as follows:

The undersigned hereby guarantees to the Lendepdlgenent of principal, interest, late charges amy other sums payable under the Notes
shall be made according to the terms of the Nott#sowt deduction by reason of any set-off, defemseounterclaim, irrespective of any
invalidity therein, the unenforceability thereoftbe insufficiency, invalidity or unenforceabilibf any security therefor, and hereby
unconditionally consent to the terms, covenantsamdiitions of the Notes and the other Loan Documemd hereby consents, without
notice to the undersigned, to the extension, inlevboin part from time to time, whether or not foterm in excess of the original term, of the
payment of the Notes; and agrees in case the dipss/ment of the Notes shall be extended in whol@ part, that all moneys due
thereunder shall be paid when due according to sutEnsion or extensions; and further consentsaaviaiving or amendment by the Lender
of any term, covenant or condition of the Notesherother Loan Documents or of any indulgence lerase granted thereunder; and further
consents to any changes or alterations which magdse in any term, covenant or condition of ther_Bacuments; and agrees that no
change, alteration, modification, renewal, or egien of any of the Loan Documents shall alter éecifthe liability of the Guarantor
hereunder; and further consents to the releaseyof@llateral the Lender may have under the Loaoubwents or to the subordination of the
Loan or the collateral securing the Loan to anyeotiebt or security interest under such terms anditions as the Lender may agree to in its
sole and absolute discretion; and further herebyasgresentment, demand of payment from the maketest and notice of nonpayment.

If the Borrowers shall fail to make any paymentnf sum due under the Notes, or if the Borroweadl slefault in any term, covenant or
condition of the Loan Documents, then the undeesigmereby unconditionally guarantees to the Lettadrthe undersigned shall (without
first requiring the Lender to proceed against tloer®wvers, or any other security) (1) pay to thedarthe entire unpaid balance with interest
and costs, and (2) cure any default in any termeant or condition of the Loan Documents. The wsidaed further agrees to indemnify
hold harmless, the Lender from any loss (includintual attorneys' fees) resulting from any defm#te at any time by the Borrowers in any
terms of the Loan Documents or by the undersigmettuthe terms of this Guaranty.

The undersigned hereby waives notice of acceptafiteés Guaranty by the Lender and any and alloastiand demands of every kind and
description which may be required to be given by statute or rule of law, and agree that the lighdf the undersigned hereunder shall in no
way be affected, diminished or released by anydardnce which may be granted to the Borrowerso(any successor to it or to any person
or entity which shall have assumed the obligatoiithie Borrowers under the Notes) or by any waofeny term, covenant or condition in
the Loan Documents by the Lender or by reason pichange or modification in any of the Loan Docutseor by the acceptance of
additional security or the release by the Lendearyf security or of any person or entity primadlysecondarily liable.

The Guarantor agrees that this Guaranty may be@ddy the Lender without the necessity at any tiiiresorting to or exhausting any
other security or collateral and without the neitgsg any time of having recourse to the Notesmfiorcing any rights it may have against
other person or entity. The undersigned furtheeegthat nothing herein contained shall preventémeler from suing on the Notes or from
exercising any other right available to it under Notes or any of the other Loan Documents or agaimy other person or entity, and the
exercise of any of the aforementioned rights shatliconstitute a legal or equitable discharge efithdersigned, it being the purpose and
intent of the undersigned that his/her or its datligns under this Guaranty shall be absolute asdnditional under any and all circumstances
and s/he or it shall be released therefrom onlynymyment of all sums due hereunder and under ¢iveshand the other Loan Documents.

This Guaranty shall continue to be effective ordiastated, as the case may be, if at any timgawggnent is rescinded or must otherwise be
returned by the Lender upon the insolvency, bartkgupr reorganization of the Borrowers or otherwileas though such payment had not
been made.

Any indebtedness of the Borrowers to the Guaramim, or hereafter existing, is hereby subordin&tettie indebtedness of the Borrowers to
the Lender. The Guarantor agrees that, after aiti€fiacluding the expiration of any applicable eyreriod) in any term, covenant, or
condition of the Notes or the other Loan Documanit until the indebtedness of the Borrowers td_itreder has been paid in full, the
Guarantor will not seek, accept, or retain for @earantor's own account, any payment from the Beers on account of such subordinated
debt. Following a default (including the expiratiohany applicable cure period) in any term, covinar condition of the Notes or the other
Loan Documents, any payments to the Guarantor coust of such subordinated debt shall be colleatetireceived by the Guarantor in ti
for the Lender and shall be paid over to the Lemaeaccount of the indebtedness of the Borrowetlsed_ender without impairing or
releasing the obligations of the Guarantor hereundietil ninetyfive (95) days after the indebtedness of the Boetavto the Lender has be
paid in full, the Guarantor hereby unconditionalhyd irrevocably agrees that (1) the Guarantormwatlat any time assert against the
Borrowers (or the Borrowers' estate in the eveatBbrrowers becomes bankrupt or becomes the suifjacty case or proceeding under



bankruptcy laws of the United States of America) aght or claim to indemnification, reimbursemetntribution, or payment for or with
respect to any and all amounts the Guarantor mawyphbe obligated to pay the Lender, includingheiit limitation, the indebtedness of the
Borrowers to the Lender, and any and all obligatiaich the Guarantor may perform, satisfy, orlisge, under or with respect to this
Guaranty and (2) the Guarantor waives and relesbssch rights and claims to indemnification, reimsement, contribution, or payment
which the Guarantor may have now or at any timénsgjéhe Borrowers (or the Borrowers' estate ingbent the Borrowers becomes bank
or becomes the subject of any case or proceedidgruhe bankruptcy laws of the United States of Acag.

The undersigned hereby authorizes any clerk ofcamyt of record or any attorney to enter in anyrtoficompetent jurisdiction in the State
of Maryland or any other State or Territory of theited States judgment by confession against tldersigned in favor of the Lender for the
entire principal amount of the Notes then remaininpaid with interest thereon, together with attysi fees of fifteen percent (15%) and
court costs, without stay of execution or rightppeal expressly waiving the benefit of all exemptaws and all irregularity or error in
entering said judgment or the execution thereonsiNgle exercise of the foregoing power to confadgment shall be deemed to exhaust the
power, whether or not any such exercise shall betltyeany court to be invalid, voidable or void tilwe power shall continue undiminished,
and it may be exercised from time to time as oftethe Lender shall elect, until such time as teder shall have received payment in fu
all indebtedness of the Borrowers to the Lendeetfogy with costs and indebtedness of the undermignder this Guaranty. Notwithstanding
the Lender's right to obtain a confessed judgménitiwincludes an award of attorneys' fees of 15%efunpaid principal sum, the Lender
agrees that at such time as all indebtedness tmel&totes is fully paid, the Lender shall only Inéiteed to recover its actual attorneys' fees
and expenses incurred in connection with the Notes.

The undersigned hereby waives all right to triajury of all claims, defenses, counterclaims antssaf any kind arising from or relating to
this Guaranty. The undersigned acknowledges that®/ it makes this waiver voluntarily and knowingfter consultation with counsel of
his/her or its choice. The undersigned agreesathatich claims, defenses, counterclaims and shi# be tried before a judge of competent
jurisdiction, without a jury

All laws exempting real or personal property froreeution, and inquisition and extension upon any len real or personal property are
hereby waived and condemnation agreed to, and mefibef exemption will be claimed under or by uetof any exemption law now in force
or which hereafter may be passed.

The undersigned hereby waives promptness, diligetatece of acceptance and any other notice wipeet to any of the terms, covenants or
conditions of this Guaranty or any of the other h@&@cuments and any requirement that the Lendeegt;csecure, perfect or insure any
security interest or lien or any property subjéetreto or exhaust any right or take any actionresjdhe Borrowers or any other person or
entity or any collateral.

Notwithstanding anything to the contrary contaihedein, the Lender agrees to notify the undersignpexh the occurrence of an Eveni
Default (as defined in the Modification Agreement).

The undersigned hereby requests the Lender, ishes to send any notice to the undersigned, aithall notices and demands have been
waived except as set forth in the immediately pilewg paragraph, to send such notice to the underdigt 12015 Lee Jackson Highway, 8th
Floor, Fairfax, Virginia 22033-3300, Attention: &slE. Batdorf, Esquire.

The undersigned hereby acknowledges, consentsgradsa(1) that the provisions of this Guaranty tedrights of all parties mentioned
herein shall be governed by the laws of the Stakasyland and interpreted and construed in acamdavith such laws (excluding Maryla
conflict of laws) and (2) that the United Statestiict Court for the District of Maryland and angurt of competent jurisdiction of the State
Maryland shall have jurisdiction in any proceedingtituted to enforce this Guaranty, and any oijestto venue are hereby waived.

A default (including the expiration of any appliteloure period) in any term, covenant, or conditiéthe Notes or the other Loan Docume
shall constitute and be deemed a default undeGhaanty.

Upon a default under this Guaranty, including tkeimtion of any applicable grace or cure peridids,Lender may, at its option and without
notice or demand, declare an amount equal to thairgler of the Borrowers' obligations under therLBmcuments to be immediately due
and payable by the Guarantor, whether or not theessre due and payable by the Borrowers at that fifthe books and records of the Lender
showing the amount due by the Borrowers shall hdibg upon the Guarantor for the purpose of esthinlg such items and shall be prima
facie proof thereof. The Guarantor agrees to pay.tinder's actual attorneys' fees and all otheés @® expenses which may be incurred by
the Lender in the enforcement of this Guaranty, thwreor not suit is filed.

The rights, powers, privileges and discretions (tights") to which the Lender may be entitled heréer shall inure to the benefit of its
successors and assigns. All the rights of the Leadecumulative and not alternative and may bereefl successively or concurrently.
Failure of the Lender to exercise any of its rigéftall not be deemed a waiver thereof and no waitany of its rights shall be deemed to
apply to any other rights nor shall it be effectivdess in writing and signed by the Lender. Thimge covenants and conditions of or impc
upon the undersigned herein shall be binding upsihér or its personal representatives, successurassigns.

In case any provision (or any part of any provisicontained in this Guaranty shall for any reasetéld to be invalid, illegal or
unenforceable in any respect, such invalidityggility or unenforceability shall not affect any etlprovision (or remaining part of the affec
provision) of this Guaranty but this Guaranty sha&llconstrued as if such invalid, illegal or unecéable provision (or part thereof) had ne
been contained herein but only to the extentiiivalid, illegal or unenforceabl



Notwithstanding anything to the contrary contaihedein, the undersigned's liability under this Gudy shall be limited to $1,500,0!

(subject to increase as set forth in the immediagetceeding paragraph) of the principal and istedtae under the Notes (including any
amounts which may be or become due upon a draw amgeletters of Credit), which amount shall notrbduced by any payments from the
Borrowers, any other guarantor or any other sountess and until the outstanding principal andregedue under the Notes is less than
$1,500,000 (or $1,500,000 plus the Increased Am@stlefined in the immediately succeeding pardgrap applicable). There shall be no
limit on the undersigned's liability for costs afliection incurred by the Lender to enforce thisa@nty. The undersigned agrees to pay the
Lender's actual attorneys' fees and all other agisexpenses that may be incurred by the Lendéeienforcement of this Guaranty, whe

or not suit is filed. This limitation on liabilitis not intended and shall not in any way be coestio require the Lender to pursue its remedies
against the Borrowers, any other guarantor or afigteral before exercising its remedies againstuhdersigned. Notwithstanding the
foregoing, the Lender agrees that at such timbeasndersigned has paid to the Lender such $1,800¢ $1,500,000 plus the Increased
Amount (as defined in the immediately succeedinggaph) as applicable) plus all actual attornfes and all other costs and expenses of
collection incurred by the Lender as of the dateuhdersigned makes such payment to the Lendeunttersigned shall have no further
liability for any remaining indebtedness due unither Notes or any attorneys' fees or costs and eggancurred by the Lender after the date
the undersigned makes such payment to the Lendrsided that such agreement shall be null and Wdite Lender is required by a court of
competent jurisdiction under a final non-appealatier to return all or any portion of such paymterthe undersigned, a trustee in
bankruptcy, a receiver or any other third partya gseference, fraudulent conveyance or for angratsason under any applicable federal or
state law.

Notwithstanding the foregoing, the liability of thedersigned shall increase from $1,500,000 to0RI(BO plus an amount equal to fi
percent (50%) of any amounts drawn by the beneficéLetter of Credit No. 405600 and/or any replament for such Letter of Credit issued
pursuant to the Modification Agreement on or ptitheir respective expiration dates (the "Incrdadmount”). Such increase shall be
effective immediately and automatically upon angtsdraw(s).

This Guaranty replaces and supercedes all priaiagtias made by the undersigned.
Time is of the essence.
IN WITNESS WHEREOF, the undersigned has executisd@haranty under seal effective as of the das¢ dibove written.

WITNESS/ATTEST: MANTECH INTERNATIONAL CORPORATION

By:/S/ M ATTHEW P. GALASKI  (SEAL)
Name: M atthew P. Galaski

Title: V ice President

STATE OF
SS:
CITY/COUNTY OF
| HEREBY CERTIFY that on this day of , 19 , before me, the undersigned offi@¥sonally appeared
, who acknowledged himsel#ifdsbe the of ManTech matigsnal Corporation, ar

that (s)he, in such capacity, being authorizedotsal executed the foregoing instrument for thepses therein contained, by signing the
name of ManTech International Corporation, as of ManTech International Corporatio

IN WITNESS WHEREOF, | hereunto set my hand and Nat&eal.

Notary Public

My Commission expires



EXHIBIT 21.1

GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1998

SUBSIDIARIES OF REGISTRANT

The companies listed below are directly or indiseotvned 100% by GSE Systems, Inc. and are includéd consolidated financial
statements. GS Information Systems FSC Ltd, GSEeBysInternational Ltd, MSHI, Inc., GSE Power SysteAB and GSE Process
Solutions, Inc. are wholly owned subsidiaries ofE5538/stems, Inc. GP International Engineering & Sation, Inc. and GSE Services
Company L.L.C. are wholly owned subsidiaries of G®Rver Systems, Inc. which is a wholly owned subsjdof MSHI, Inc. GSE Process
Solutions B.V. is a wholly owned subsidiary of GBEcess Solutions, Inc. GSE Process Solutions Beli.V. and GSE Process Solutions
Singapore (Pte) Limited are wholly owned subsiéisuof GSE Process Solutions B.V. J. L. Ryan, bxxuired by GSE Power Systems, Inc.
in December 1997, has been merged with and into B®&ter Systems, Inc. as of February 1998, with B8&er Systems, Inc. being the
surviving corporation.

Name Jurisdiction of Organization
GS Information Systems FSC Ltd. Barbados

GSE Systems International Ltd. State of Delaware
MSHlI, Inc. State of Virginia
GSE Power Systems, Inc. State of Delaware
GP International Engineering & Simulation, Inc. State of Delaware
GSE Services Company L.L.C. State of Delaware
GSE Power Systems AB Sweden

GSE Process Solutions, Inc. State of Delaware
GSE Process Solutions B.V. Netherlands

GSE Process Solutions Belgium N.V. Belgium

GSE Process Solutions Singapore (Pte) Limited Singapore



Exhibit 24.1
GSE SYSTEMS, INC.

FORM 10-K
For the Year Ended December 31, 1998
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference irrdggstration statement of GSE Systems, Inc. omFe48 (File No. 333-08805) of our
report dated February 24, 1999, on our audits@ttnsolidated financial statements of GSE Systémsas of December 31, 1998 and 1!
and for the years ended December 31, 1998, 19971886, which report is included in this Annual Bgmn Form 10-K.

PricewaterhouseCoopers, LLP McLean, Virginia
March 29, 199¢



EXHIBIT 24.1
GSE SYSTEMS, INC.
9189 Red Branch Road

Columbia, Maryland 21045

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS that the undersigr@fficers and Directors of GSE Systems, Inc., aaldglre corporation, herel
constitute and appoint Christopher M. Carnavogedefs. Hough and Stephen J. Fogarty, and eadheof tthe true and lawful agents and
attorneys-in-fact of the undersigned with full povaad authority in said agents and attorneys-it-faed in any one or both of them, to sign,
for the undersigned and in their respective namma3fficers and Directors of the Corporation the AalnReport on Form 10-K of the
Corporation to be filed with the Securities and fage Commission, Washington, D.C., under the S&=IExchange Act of 1934, as
amended, and any amendment or amendments to suetalReport; hereby ratifying and confirming altsataken by such agents and
attorneys-in-fact, or any one or more of them, ergim authorized.

Dated: March 26, 1999

Name

/S JEROME |. FELDMAN

Jerome |. Feldman

/SI CHRISTOPHER M. CARNAVOS

Title

Chairman of the B

President and Dir
(Principal Execut

Christopher M. Carnavos

/SI JEFFERY G. HOUGH

Jeffery G. Hough

/S/ SHELDON L. GLASHOW

Senior Vice Presi
Officer (Princip

Sheldon L. Glashow

/S JOHN A. MOORE

John A. Moore, Jr.

/SI GEORGE J. PEDERSEN

George J. Pedersen

/SI SYLVAN SCHEFLER

Sylvan Schefler

Officer)
Director
,JR. Director
Director
Director

oard

ector
ive Officer)

dent and Chief Financial
al Finance and Accounting



ARTICLE 5

CIK: 0000944480

NAME: GSE SYSTEMS, INC
MULTIPLIER: 1,000
CURRENCY: U.S. Dollars

PERIOD TYPE 12 Mos
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
EXCHANGE RATE 1
CASH 2,24(
SECURITIES 0
RECEIVABLES 25,30¢
ALLOWANCES (882)
INVENTORY 2,892
CURRENT ASSET¢ 32,36:
PP&E 9,61¢
DEPRECIATION (6,914
TOTAL ASSETS 48,74
CURRENT LIABILITIES 28,30«
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 50
OTHER SE 17,03¢
TOTAL LIABILITY AND EQUITY 48,74
SALES 73,81¢
TOTAL REVENUES 73,81¢
CGS 49,81+
TOTAL COSTS 49,81«
OTHER EXPENSE! 22,11:
LOSS PROVISION 0
INTEREST EXPENSE (350;
INCOME PRETAX 2,415
INCOME TAX (1,020
INCOME CONTINUING 1,39
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 1,39i
EPS PRIMARY .28
EPS DILUTED 27
End of Filing
pewerad 5y EDCAR -
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