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Cautionary Statement Regarding Forward-Lookinge®tants. This Form 10-K contains certain forward<lng statements within the
meaning of Section 27A of the Securities Act 0f 398s amended, and Section 21E of the Securitiesdfige Act of 1934, as amended,
which are subject to the safe harbors created dmetlicts. These statements include the plans gedties of management for future
operations, including plans and objectives relatmthe development of the Company's businessamtimestic and international
marketplace. All forward-looking statements invohigks and uncertainties, including, without lintite, risks relating to the Company's
ability to enhance existing software products anthtroduce new products in a timely and cost-éffecmanner, reduced development of
nuclear power plants that may utilize the Compapsdslucts, a long pay-back cycle from the investnmresoftware development,
uncertainties regarding the ability of the Comp#mygrow its revenues and successfully integrateatjpas through expansion of its existing
business and strategic acquisitions, the abilitthefCompany to respond adequately to rapid teogital changes in the markets for process
control and simulation software and systems, sicgunit quarter-to-quarter volatility in revenues aaanings as a result of customer
purchasing cycles and other factors, dependence kyppersonnel, and general market conditionscantpetition. See "Risk Factors", in
Part I. The forward-looking statements includeceireare based on current expectations that inwalveerous risks and uncertainties as set
forth herein, the failure of any one of which conidterially adversely affect the operations of @mnpany. The Company's plans and
objectives are also based on the assumptions #idkienconditions and competitive conditions witthie Company's business areas will not
change materially or adversely and that therelv@lho material adverse change in the Company'atipes or business. Assumptions rela
to the foregoing involve judgments with respectpamother things, to future economic, competitimd enarket conditions and future
business decisions, all of which are difficult mpiossible to predict accurately and many of whighlkeeyond the control of the Company.
Although the Company believes that the assumptimaerlying the forward-looking statements are raabte, any of the assumptions could
be inaccurate and there can, therefore, be noas=ithat the forward-looking statements includetthis Form 10-K will prove to be
accurate. In light of the significant uncertaintielserent in the forward-looking statements incllitterein, the inclusion of such information
should not be regarded as a representation bydh®@ny or any other person that the objectivespéants of the Company will be achieved.

PART I
ITEM 1. BUSINESS.

GSE Systems, Inc. ("GSE Systems", "GSE" or the "faimy") develops and delivers business and techypaolyitions by applying process
control, simulation software, systems and serviodke energy, process and manufacturing indusiraeidwide. The Company's solutions
and services assist customers in reducing thetiirmearket for new product development; improvingieiistry for producing products;
improving quality, safety and throughput; reducoggrating expenses; and enhancing overall prodtyctivhe Company's products are used
in over 500 applications, representing over 20Qarusrs in 30 countries, in the following industrisgecialty chemical, food & beverage,
pharmaceutical, and fossil and nuclear power géinera

Recent Developments.

Following the scale back of the Company to its dmrsiness units in 1998, Power Systems and Pr&msatons, GSE developed a business
strategy in 1999 that leverages the strengthsesfetitore businesses, simulation and automatidviain 1999 the Company introduced its
new business and marketing strategy VirtualPlamtuslIPlant combines the benefits of real-time datian with control systems to create a
"living", learning real-time representation of goevating plant. VirtualPlant also allows a customeecreate an environment for simulation-
enhanced experimentation, thereby reducing the atrafiphysical experimentation necessary to ach&wveptimal design result for a new
process product. Based on sophisticated simul&idmologies and expert knowledge of processinigiesa VirtualPlant is a fully integrate
comprehensive strategy including software, consglsiervices and training that energy and processifaeturing companies can use to
dramatically reduce new product time-to-market,imine development costs, achieve greater optintimeand improve overall profitability.
Several significant events have occurred in thieylear that reflect the development of the Compastyategy:

o In April, 1999 the Company purchased certaintassed employed the associates of BatchCAD Limiednited Kingdom-based supplier
of batch process development and design consugdéngces and simulation software tools. The BatchGaftware tools provide simulation-
based solutions that enable chemical, food, anthpdnzeutical companies to achieve optimal configanatof chemistry, equipment, control
system and other charcteristics necessary to teghndescribe enough parameters to successfutigdend transfer to manufacturing a
chemical product. In doing so, the product helgsea® a faster time-tararket and enables more product ideas to readulthmanufacturing
stage.

o In April, 1999 the Company purchased certaintasmed contracts of Mitech, a Massachusedtsed supplier of neural network and artifi
intelligence software.

o In February, 2000 the Company participated infthiading of Avantium Technologies, a high techiggi@ompany that employs high spe
experimentation and simulation ("HSE&S") technoéxin contract research and development in theadneew product development and
process chemistry. GSE is an equity shareholdagalith Shell International Chemical, SmithKlinedddam, W.R. Grace, three Dutch
universities (Technical University of Delft, Techal University of Eindhoven, and Twente Universigy)d three venture capital firms
(Alpinvest, The Generics Group, and S.R.One, thél#ftine Beecham venture funding company). Avantiliechnologies will deploy
HSE&S techniques to rapidly discover and optimiee processes and products of interest to the getroicals, fine chemicals and
pharmaceutical industries. GSE will provide theib&sr the informatics system that will automatel amaximize Avantium's lab environme
and the Company will utilize its core simulatiosheaologies to assist in the optimization of expemtation as well as analysis of the resul
data. The Company's undiluted holdings in Avantitechnologies will be approximately 10%; after takinto consideration the expected
dilutive effect of stock option plans, the Compamgiluted ownership percentage is anticipated tagproximately 5%



o The Company will have exclusive distribution andrketing rights to the technology developed witra&tium Technologies (including but
not limited to the informatics solution set, thedaatory equipment/solution and associated equipisersor technology, the management
services associated with the laboratory technoltigytechnology contributed by any of the currarfuture partners in Avantium) and will
provide engineering and development services angaact basis to Avantium for the completion okttechnology.

o The Company initiated a market development progiasigned to bring the benefits of VirtualPlamtispthe products and services
associated with its affiliation with Avantium Teatlogies, to major customers around the world. Addilly, the Company will directly, but
non-exclusively, market the R&D capabilities of Aw@m Technologies.

Background.

GSE Systems was formed on April 13, 1994, by MahTaternational Corporation ("ManTech"), GP StragsgCorporation ("GP
Strategies") and its affiliates, General Physicgp@mation and SGLG, Inc.; and Vattenfall AB to colidate the simulation and related
businesses of their affiliates, GSE Power Systémaes,("Power Systems" and formerly known as "Sirtiala Systems & Services
Technologies Company" or "S3 Technologies"), GRrimitional Engineering & Simulation, Inc. ("GPI'\daGSE Power Systems AB
("Power Systems AB" and formerly known as "Euro%iBi’). On December 30, 1994, GSE Systems expandedlie process control
automation and supply chain management consultitgsiry through its acquisition of the processesyst division of Texas Instruments
Incorporated, which the Company operates as GS&Bsd5olutions, Inc. ("Process Solutions").

In April 1996, the Company aligned its operatingugrs into three strategic business units ("BUsHétier serve its then primary vertical
markets - Power, Process and Oil & Gas. The reaan allowed the Company to focus on providing#its technologies to these markets,
while addressing the specific needs of each maketdelivering industry specific solutions. In ME§96, the Company acquired Erudite
Software & Consulting, Inc. "Erudite"), a regioqabvider of client/server technology, custom apgtiicn software development, training
services, hardware/software sales, and networlydesid implementation services. The acquisition nvade to facilitate the Company's
efforts to enter the client/server information teclogy solutions market. Erudite was subsequemtiglined with a small pre-existing
consulting group within the Company to form the @amy's Business Systems BU.

In December 1997, the Company acquired 100% obtitetanding common stock of J.L.Ryan,Inc.,("Ryaa"provider of engineering
modifications and upgrade services to the powert@anulation market. The combination of the Compgne-existing technology with the
technical staff of the acquired Ryan business ost the Company to be more competitive for modtfons and upgrade services projects
within the nuclear simulation market.

After incurring substantial losses in 1997, manageindecided to divest the Company's unprofitablésBidd concentrate its resources on its
core businesses, Power Systems and Process Sslwiceordingly, in April 1998, the Company sold stamtially all of the assets of Erudite
to Keane, Inc. and in November 1998, the Compawgstiéd certain assets of the Oil & Gas BU to Val&gbmation (USA), Inc. See Note
3, Acquisitions and dispositions, in the"Notes mn€olidated Financial Statements," for a discussfdhese transactions.

As discussed in the "Recent Developments" Sectimve, in April 1999 the Company acquired certasetsand employed the associates of
BatchCAD Limited. With this acquisition, the Compyageined a presence in the United Kingdom, witloffice in Hexham, England, that
will provide the baseline for future expansionhe region. The BatchCAD product is a key elememhénCompany's VirtualPlant strategy.

Business Strategy.

GSE Systems combines real-time control automatealtime simulation and application engineering foetproblem solving techniques a
solutions. The Company believes this provides hrtelogical advantage which, when combined witliataised efforts on targeted industry
markets and defined application solution approattbys its staff to assess, define, develop, apdlyapnovative solutions that meet the
current and future industry-specific needs of itstomers.

Users in the markets served by the Company wafiocigs their resources on their own customers ast ta spend less resources on
managing areas such as control and simulationregstihe core strengths of GSE. Its products andcssrare designed to help its customers
solve problems and create opportunity within thersas.

Within the targeted industry segments, the Comsaeks customers who will make investments baseahpifiy on one of the following six
basic goals:

0 Reduction in time-to-market for new product depehent
o Improvement in chemistry for producing products

o Increase in yield or efficiency

o Improvement in quality

o0 Solution to an environmental concern

0 Solution to a safety concern

All of these directly or indirectly impact the pitatbility of a particular customer. GSE Systeméizés its expertise within real-time control
automation, re-time simulation and application engineering to levsolutions to its customers in those ar



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

The Company has enhanced its ability to develaiegdic opportunities with the formation of a Busis®evelopment group. This group will
focus on identifying industry trends and creatimegvropportunities for the Company to leverage it @apabilities of resources and products.

As a result of this strategy, the Company has tcedeveloped an informatics strategy that providesntegrated system for the management
and implementation of advanced lab environmengssist companies in the development of new prodguadso improve the chemistry
necessary to produce products under the most optiomunditions.

Services and Products.

GSE Systems has developed its knowledge and esg@éntprocess control and simulation systems tteatiilized to improve, control and
model processes. This expertise is concentratedifZ@athe process industries, including the cheais, food & beverage, and
pharmaceuticals fields, as well as in the poweegaion industry, where the Company is a world ézad nuclear power plant simulation.

As the Microsoft Windows NT operating environmeahtinues to evolve, the Company has continued filgeation of its products to this
platform in such a way as to assure current cusnegacy applications will function properly wiat the same time offering the advant:
of the new technology. Although the Company usesnagiandards for its products, the Company's stdraystem configurations are based
on the proprietary technology and know-how, whioh @ecessary to meet the requirements of its cus®in the controls and simulation
markets.

The Company's business model is based on softwearesing and valuadded services, as well as hardware sales. Bettagsaodel is base
primarily on software and value-added servicesQbmpany believes it can maintain its business friacen environment of rapidly
decreasing hardware cos



In the Process Business Unit, the flagship proguatDistributed Control System ("DCS") productplum as the D/3 DCS that is highly
flexible and open. This product is a real-time sgstwhich uses multiple process control modulaadoitor, 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:

o VPbatch (formerly FlexBatch) , a flexible batchmufacturing system used to facilitate the rap@htion of various batch production
processes;

o TotalVision, which is a graphical system thatyies a client/server-based human-machine inteffaiceal-time process and plant
information;

o VPtv, a web enabled version of the TotalVisionkzae; and

0 SABL, which is a sophisticated batch and seqakntanufacturing software language that permitsstiheeduling and tracking of raw
materials and finished products, data collectioth@mergency shutdown procedures.

The Company's proprietary technology also inclugattime dynamic simulation tools and productg #ra 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 known as SimSuite Pro, which facilitates desigrification, process optimization and operatomiray.

The Power Business Unit focuses on developing fidgity, real-time, dynamic simulators for nuclesnd fossil power plants for use in both
operator training and plant optimization. GSE's Sirite Power set of auto-code generators provi@dds ef the art simulation of flow
processes, logic and control systems and electfisaibution systems within a power plant. Thishieology is both licensed by the Company
to its customers as well as used by the Compadg\elop simulators for its customers.

In addition, other products include:

0 SimExec, a Windows NT based real-time simulag®ecutive system that controls all simulation at&g and allows for off-line software
development environment in parallel with the tragnenvironment.

0 RACS, a fully integrated Access Control and Ision Detection System ideally suited for nucleavgoplant security applications, and
other large, multi-access facilities.

0 Simon, a computer workstation system used foritoong stability of boiling water reactor planSIMON assists the operator in
determining potential instability events, enabloagrective action to be taken to prevent unnecggsdant shutdowns.

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

Customers.

The Company has provided over 500 simulation andgss control systems to an installed base of 28@icustomers worldwide. In 1999,
approximately 38% of the Company's worldwide revemnas generated from end users outside the UnistdsS

The Companys customers include, among others, Afgaeiels Midland Company, Bethlehem Steel CorponaBASF Corporation, Cargi
Incorporated, Carolina Power and Light Company, @amwealth Edison Company, Eastman Company, Eskarth@drica, Karnaraft
Sakerhet & Utbildning AB, Merck & Co., Inc., MilldBrewing Company, Nationalina Elecktrischecka KomipaOrgrez SC, Pacific
Northwest National Laboratory, and WestinghouseaBaah River Compan

For the year ended December 31, 1999, one custaceeunted for approximately 13% of the Companyemaes.
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 aogiand perform these contracts, the Company ahtate strategic alliances or partnerst
with various entities including Automation Syste@a. Inc., a subsidiary of ManTech China Systemg@ation; Siemens AG (Europe); All
Russian Research Institute for Nuclear Power Rbpdration (Russia); Kurchatov Institute (Russi@mSung Electronics (Korea); Toyo
Engineering Corporation (Japan); and Instituteié@rmation Industry (Taiwan). These alliances hamabled the Company to penetrate t
regions by combining its technological expertiséhwie regional or local presence and knowledgésgfartners



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 thewamgeographical 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 advertisitgraiure development and
exhibit/conference participation.

GSE Systems employs a direct sales force in thérmomal United States that is regionally basedketsfocused and trained on its product
and service offerings. Market-oriented businessarsiomer development teams define and implemeifspcampaigns to pursue
opportunities in the power, process and manufaajumarketplaces. This effort is supported by aemsitre, regionally-based support
organization focused on the current customer ilestdlase. The Company's ability to support its ifattility, 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: Alabama, Georgia, Louisiana, Maryland, Northl @outh Carolina, Pennsylvania and Texas. Outbiel&tS., the Company has offices in
Sweden, Belgium, Japan, Taiwan and the United Kangdn addition to its offices located overseas, @mmpany's ability to conduct
international business is enhanced by its multilaigand multicultural work force



The Company has recently enhanced the sales aretimgrfunction by establishing a VirtualPlant @mmer and marketing development
team. This group focuses on the executive levaticgiship between GSE and potential customer partii@is group will also be responsible
for handling the new customer growth as a resuthefAvantium venture.

Strategic alliance partners, systems integratodsagients represent the Company's interests in &8ussrmany, Switzerland, Spain, Czech
Republic, Slovakia, United Arab Emirates, Indiauy®oAfrica, Venezuela, Mexico, Argentina, and tlemple's Republic of China.

Product Development.

The Company continued to invest in the conversidtsd/3 DCS (Version 10.0 was released in Octph889), VPbatch, and SimSuite Pro
products to the Microsoft Windows NT platform. Ebe years ended December 31, 1999, 1998 and 188§ gesearch and product
development expenditures for the Company were $fil#n, $4.3 million, and $5.1 million, respectiye Capitalized software development
costs totaled $2.5 million, $2.3 million and $3.8lion for the years ended December 31, 1999, 18881997. See Note 2, Summary of
significant accounting policies, in the "Notes torSolidated Financial Statements”, for a discussfahe Company's policy regarding
capitalization of software development costs.

Industries Served.

The following chart illustrates the approximateqgesttage of the Company's 1999, 1998 and 1997 regenespectively, attributable to each
of the major industries served by the Company:

1999 1998 1997
Power 48 % 42 % 31%
Process 52 % 49 % 46 %
Other 0% 9% 23 %
Total 100 % 100 % 100 %

Contract Backlog.

The Company does not reflect an order in backldd iitnas received a contract that specifies grens and milestone delivery dates. As of
December 31, 1999, the Company's aggregate cobtmaktog totaled approximately $40 million.

Employees.
As of December 31, 1999, the Company had 406 erapkya 9% increase from December 1998.
Segment Information.

See Note 17, Segment information, in the "NoteSdosolidated Financial Statements”, for discuseifothe Company's segmen



RISK FACTORS.
Fluctuations in Quarterly Operating Results.

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 consetitnd fluctuating foreign
economic conditions. Since the Company's expensdslare based in part on its expectations asttweuevenues, the Company may be
unable to adjust spending in a timely manner topmsate for any revenue shortfall and such revehasfalls would likely have a
disproportionate adverse effect on net income.tmpany believes that these factors may cause dhnleetrprice for its common stock to
fluctuate, perhaps significantly. In addition, @cent years the stock market in general, and theestof technology companies in particular,
have experienced extreme price fluctuations. Tha@my's common stock has also experienced a rellatw trading volume, making it
further susceptible to extreme price fluctuations.

International Sales and Operations.

Sales of products and the provision of servicemnbusers outside the United States accountegfwogimately 38% of the Companys
consolidated revenues in 1999. The Company antesphat international sales and services willioot to 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 [ilging 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 Cgany'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 mait@i@nies such as Russia, Ukraine, Bulgaria, an@€#eeh Republic, as well as to
customers in countries whose economies have sdffertae 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 instabiligk 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 netadverse 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.

The Company will continue to derive a significaotfpon of its revenues from customers in the nucteaver industry, particularly the
international nuclear power industry, for the faeable future. The Company's ability to supply eacpower plant simulators and related
products and services is dependent on the contiopedhtion of nuclear power plants and, to a lessgmt, on the construction of new
nuclear power plants. A wide range of factors dffee continued operation and construction of rarcgower plants, including the political
and regulatory environment, the availability andtaaf alternative means of power generation, tleeigence of future nuclear incidents,
general economic conditions and the ability of costrs to obtain adequate 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 demantiédo€ompany's products by customers in the chenmdaktry. The Company's revenues
may be subject to period-to-period fluctuationg @®nsequence of industry cycles, as well as gedenaestic and foreign economic
conditions and other factors affecting spendingtypanies in the Company's target process indssiffeere can be no assurance that such
factors will not have a material adverse effecttrmCompany's business, operating results anddialacondition.



Product Development and Technological Change.

The Company believes that its success will deperiarge part on its ability to maintain and enhait€eurrent product line, develop new
products, maintain technological competitivenessraeet an expanding range of customer needs. Thp&uy's product development
activities are aimed at the development and exparddiits 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, procesgroband simulation technologies are variable kangely determined by competitive
pressures. Consequently, the Company will needntirtue 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 tgfteloy technological change and emerging standbhedsire influenced by customer
preferences. The Company has expended signifieantirces in developing versions of its core praitiat operate in the increasingly
popular Windows NT environment; however, there lsamo assurance of customer acceptance of thessoWsINT-based products or that
these products will be competitive with productier#d by the Company's competitors. Although then@any believes that no significant
trends to migrate to other operating platformsently affect the markets for the Company's produbesre can be no assurance that custc
will not require compatibility with such other op¢ing platforms in the future.

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 maintainitechnological leadership position, the
Company's business depends, in part, on its iotabé property rights in its proprietary technolagyd information. The Company relies uj
a combination of trade secret, copyright, patedttaademark law, contractual arrangements and te@hmeans to protect its intellectual
property rights. The Company generally enters aaiofidentiality agreements with its employees, cdtasits, joint venture and alliance
partners, customers and other third parties tleage@nted access to its proprietary information, generally limits access to and distribution
of its proprietary information. There can be nouaaace, 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 similastieology or information independently, or, to thxéeat the Company owns patents, that
others have not or will not be able to design adolnose 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 cormgeéivironments with both domestic and foreign petitors, many of whom have
substantially greater financial, marketing and ptiesources than the Company. The principal facffecting competition include price,
technological proficiency, ease of system confijara product reliability, applications expertigamgineering 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 sofveantent in systems and products. The Companguasdithat its technology leadership,
experience, ability to provide a wide variety ofugimns, product support and related services, @pehitecture 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'fitalio compete internationally.

Additionally, GSE Systems' operations are dependerthe efforts of its technical personnel andésior management. Thus, recruiting and
retaining capable personnel, particularly enginemmputer scientists and other personnel with eigeein computer software and hardware,
as well as particular customer processes, arealrit the future performance of the Company. Cditipe for qualified technical and
management personnel is substan



Legal Liability.

The Company's business could expose it to thirty datims with respect to product, environmental 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 stamtial monetary damages and environmental cleaosis. Such damages or claims could
exceed the applicable coverage of the Companyisanse. Although management has no knowledge cémmbtiability claims against the
Company to date, such potential future claims chalde a material adverse effect on the busineBsacial condition of the Company.
Certain of the Company's products and servicessad by the nuclear power industry. The Companig\es that it does not have significant
liability exposure associated with such use, asiya#l such products and services relate to trajniAlthough the Company's contracts for
such products and services typically contain pious designed to protect the Company from potehishllities associated with such use,
there can be no assurance that the Company wotiltenoaterially adversely affected by claims ofcact which may potentially arise.

Influence of Affiliate Stockholders.

As of the date of this report, certain directosgsaitive officers and other parties that are affds of the Company beneficially own
approximately 45% of the common stock of the Comp#rthese stockholders vote together as a grthgy, 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 that require stockholder apdrova

ITEM 2. PROPERTIES.

In early 1998, the Company entered into agreemenigseby the lease for its then-existing Columbd@lity was terminated. The operations
that occupied this facility were relocated into taaparate facilities during the second quartei9881 One of these facilities is in Columbia,
Maryland (approximately 53,000 square feet) ammtiupied by the operations of Power Systems, dstlieelCompany's corporate
headquarters offices and support functions; therdticility is in Baltimore, Maryland (approximaye39,000 square feet) and is occupied by
the operations of Process Solutions. Each of theeke for these smaller facilities has a term of/&sars.

In addition, the Company leases office space danadigtin Alabama, Georgia, Louisiana, Texas, Pgiuania, North and South Carolina,
and internationally in Belgium, Japan, Sweden, Baiyand the United Kingdom. The Company lease®tfaslities for terms ending
between 2000 and 2002. During 1999, as part ofvthd down of the Oil & Gas BU, the Company's fa@ in Singapore and Korea were
shut down



ITEM 3. LEGAL PROCEEDINGS.

The Company is from time to time involved in legabceedings incidental to the conduct of its bussndhe 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 hddkiring the quarter ended December 31, 1



PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS.

The following table sets forth, for the periodsigaded, the high and low sale prices for the Comgjsatommon stock reported by the
American Stock Exchange.

1999
Quarter High Low
First $5 $21/2
Second $6 3/4 $4 1/8
Third $6 1/4 $3 3/4
Fourth $4 1/4 $3
1998
Quarter High Low
First $31/2 $2
Second $5 $2 1/4
Third $311/16 $1
Fourth $31/2 $2 1/4

In January 1999, the Company's common stock wameg for listing on the American Stock Exchangbeve it now trades under the
symbol "GVP". Previously, the Company's common lstoed traded on the NASDAQ National Market Systerdar the symbol "GSES".

There were approximately 37 holders of record efdbmmon stock as of March 15, 2000. Based upamnnrdtion available to it, the
Company believes there are approximately 700 beinkfiolders of the common stock. The Company lea®mndeclared or paid a cash
dividend on its common stock. The Company curreintignds to retain future earnings to finance tteevgh and development of its business,
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 @cthmmon stock to fluctuate, perhaps significantlyaddition, in recent years the stock
market in general, and the shares of technologypemes in particular, have experienced extremesghictuations. The Company's common
stock has also experienced a relatively low tradimigme, making it further susceptible to extremiegfluctuations. These factors may
adversely affect the market price of the Compacgtamon stock



ITEM 6. SELECTED FINANCIAL DATA.

Historical consolidated results of operations aaldihce sheet data presented below, have beendiémve the historical financial statements
of the Company. Erudite was acquired on May 2261t®8ugh a merger accounted for by using the pgalif interests method. According
the Company's financial statements have been edstatinclude, on a historical cost basis, the antand operations of Erudite for all
periods presented. The Company disposed of sulzdtpiatl of the assets of Erudite as of April 3®98. In November 1998, the Company
completed the sale of certain assets related iaitaes of its Oil & Gas business unit ("O&G"), efitive as of October 30, 1998. The balance
sheet data of the Company as of December 31, 1R@71dies the operations of Ryan which was acquiyeBHdwer Systems as of December 1,
1997. The statement of operations data for the geded December 31, 1997 includes the activityyarRrom the date of its acquisition.

For information and disclosures regarding the Camfgpbusiness segments, see Note 17, Segment Irifonia the "Notes to Consolidated
Financial Statements".

Year ended December 31,

(in thousands, except per share data)
1995 1996 1997 1998 1999
Contract revenue $ 96,060 $ 96,033 $79,711 $73,818 $66,699
Cost of revenue 65,592 63,679 58,326 49,814 41,629
Gross profit 30,468 32,354 21,385 24,004 25,070
Operating expenses:
Selling, general and administrative 21,815 24,192 27,320 20,345 22,646
Depreciation and amortization 2,341 2,111 2,368 1,768 1,680
Business combination costs - 1,206 - - -
Employee severance and termination costs - - 1,124 - -
Total operating expenses 24,156 27,509 30,812 22,113 24,326
Operating income (loss) 6,312 4,845 (9,427) 1,891 744
Gain on sale of assets - - - 550 -
Interest expense, net (983) (387) (765) (350) (450)
Other income (expense) 364 394 (1,228) 326 40
Income (loss) before income taxes 5,693 4,852 (11,420) 2,417 334
Provision for (benefit from) income taxes 2,017 709 (2,717) 1,020 233
Net income (loss) $3,676 $ 4,143 $(8,703) $ 1,397 $ 101
Earnings (loss) per common share -Basic $ 0.91 $ 0.82 $ (1.72) $ 0.28 $0.02
-Diluted $0.91 $ 0.82 $ (1.72) $ 0.27 $0.02
Weighted average common shares outstanding
-Basic 4,049 5,066 5,066 5,066 5,066
-Diluted 4,059 5,073 5,066 5,107 5,351

As of December 31,

1995 1996 1997 1998 1999
Working capital $ 16,077 $ 13,867 $ 1,646 $4,058  $8,665
Total assets 54,688 51,006 48,362 48,743 43,027
Long-term liabilities 6,055 2,580 2,369 3,350 9,083

Stockholders' equity 20,532 24,693 15,924 17,089 17,170



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 timulssaf dollars and as a percentage of
revenues.

Year ended December 31,

19 99 % 1998 % 1997 %

Contract revenue 6 6,699 100.0% 73,818 100.0% 79, 711 100.0%
Cost of revenue 4 1,629 62.4% 49,814 67.5% 58, 326 73.2%
Gross profit 2 5,070 37.6% 24,004 325% 21, 385 26.8%
Operating expenses:

Selling, general and administrative 2 2,646 34.0% 20,345 27.6% 27, 320 34.3%

Depreciation and amortization 1,680 2.5% 1,768 2.4% 2, 368 3.0%

Employee severance and termination costs - - - - 1, 124  1.4%
Total operating expenses 2 4,326 36.5% 22,113 30.0% 30, 812 38.7%
Operating income (loss) 744 1.1% 1,891 2.6% (9, 427) -11.8%
Gain on sale of assets - 0.0% 550 0.7% - -
Interest expense, net (450) -0.7% (350) -0.5% ( 765) -1.0%
Other income (expense) 40 0.1% 326 0.4% (1, 228) -1.5%
Income (loss) before income taxes 334 0.5% 2,417 3.3% (11, 420) -14.3%
Provision for (benefit from) taxes 233 0.3% 1,020 1.4% (2, 717) -3.4%
Net income (loss) $ 101 0.2% $1,397 1.9% (8, 703) -10.9%

Comparison of 1999 to 1998.

Contract Revenue. Total contract revenue was $&6lion and $73.8 million for the years ended Debem31, 1999 and 1998, respectively.
As previously disclosed, the assets of the Compdaydite subsidiary and Oil & Gas business unitewdvested in 1998. Included in 1998
revenue was $5.3 million from Erudite and $1.1 imillfrom the Oil & Gas BU. After excluding thesevemues from 1998 results, total
revenues decreased $0.7 million from 1998, or 1.0%.

The Power business unit increased revenue by $llidrmor 3.9%, to $32.1 million in 1999 from $3Dmillion in 1998, primarily due to
higher domestic simulator upgrade projects andieewontracts. The Process business unit's revaelaeeeased by $1.9 million, or 5.2%, to
$34.6 million in 1999 from $36.5 million in 1998ubing the second half of 1999, the Process Busidestsexperienced an order slowdown
as customers postponed additional investmentsein pinocess control systems, pending the resolutior?K date issue concerr



Gross Profit. Despite the lower revenues in 1998sg profit increased to $25.1 million in 1999 @&%.of revenue) from $24.0 million in
1998 (32.5% of revenue). The increase in grosst@sfa percentage of revenues reflects a highrapoaent of upgrade projects in the
Process business unit in 1999 than in 1998, malinéyto customer concerns about Year 2000 datelatitms in their existing process coni
software. Such upgrades typically have fewer hardwad instrumentation components and more lickreseand application engineering
work, which tend to generate better margins. Intamd the 1998 margins were impacted slightly by Imargins on revenues generated by
Erudite and the Oil & Gas business unit prior @ tlivestiture of their assets. Excluding the magin the revenues of these divested
businesses, 1998 gross profit as a percentageerfue would have been 33.1%.

Selling, General and Administrative Expenses. 8gllgeneral and administrative expenses totaleds$aRlion in 1999 (34.0% of revenues),
an 11.3% increase from 1998 expenses of $20.3omi{27.6% of revenues). Other than changes in reflsead development costs which
increased $900,000 and are discussed below, thease reflects additional sales and marketing paedan the Process business unit,
increased advertising and promotions related t@Cthmpany's VirtualPlant suite of products and sewi higher legal fees related to the
Company's new credit facility, and internal Y2K qaiance programs.

Gross research and product development expenditees$5.4 million (8.1% of revenue) and $4.3 milli(5.8% of revenue) for the years
ended December 31, 1999 and 1998, respectivelth€de expenditures, $2.5 million in 1999 and $2il8am in 1998 were capitalized. Thus,
net research and development costs included imgefeneral and administrative expenses were dili®n and $2.1 million during the
years ended December 31, 1999 and 1998, respgcfired Company continued to invest in the conversibits D/3 DCS (Version 10.0 wi
released in October, 1999), VPBatch, and SimSuitepRoducts to the Microsoft Windows NT platform.

Depreciation and Amortization. Depreciation expess®unted to $1.3 million and $1.2 million durimgetyears ended December 31, 1999
and 1998, respectively.

Amortization of goodwill was $388,000 and $365,@0ing the years ended December 31, 1999 and 1898ectively.

Operating Income (Loss). Operating income amoutte&¥44,000 (1.1% of revenue) versus $1.9 milli@6% of revenue), for the years
ended December 31, 1999 and 1998, respectivelyd@bmease in operating income reflects the lowesmaes in 1999 coupled with higher
selling, general and administrative costs, as dised above.

Gain on Sale of Assets. The gain on sale of agsd1898 reflects the net pre-tax gain realizedrandisposition of the Erudite and the Oil &
Gas business unit assets. During the second qudri®&98, the Company recorded a gain of $5.6 onilbn the sale of the Erudite assets. In
the third quarter of 1998, the Company recogniz€pbz0) million pre-tax loss on the dispositiontieé Oil & Gas business unit assets. These
sales and related gains and losses are describredfutly under Note 3, Acquisitions and disposigpin the "Notes to Consolidated Financial
Statements".

Interest Expense. Interest expense increased @@®in 1999 from $350,000 in 1998. This incraasatributable primarily to an increase
in the Company's borrowings under its lines of trethde during the period to fund working capitdjuirements.

Other Income (Expense). Other income amounted @080 in 1999 versus $326,000 in 1998, resultinghfrecognized foreign currency
transaction gains



Provision for (Benefit from) Income Taxes. The Canyp's effective tax rate was 69.8% in 1999 vergu2% in 1998. The difference
between the statutory U.S. tax rate and the Compaffictive rate for 1999 is primarily the effettforeign operations taxed at different
rates, state taxes and adjustments to the priortgrarovision based on the final 1998 tax returns

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 GSE's wholly
owned subsidiary, Erudite, and the dispositionesfain assets related to activities of the Oil &®dJ, as previously disclosed. Revenue of
$5.3 million and $18.0 million from Erudite wereclnded in 1998 and 1997, respectively, and reveri$d..1 million and $2.3 million from
the Oil & Gas BU were included in 1998 and 199%pextively.

Revenue from the Company's two core businessestepethrough the Process and Power business imtitsased in 1998. The Process
business unit increased revenue by $1.7 millic3®.5 million in 1998 from $34.8 million in 1997, 4.9%, due to increases in customer
orders. The Power business unit increased reven®é.B8 million to $30.9 million in 1998 from $24mdillion in 1997, or 26.1%, primarily
due to revenues generated by its domestic servitgacts resulting from the acquisition of Ryanpesviously disclosed, and increases in
customer orders.

Gross Profit. Gross profit increased to $24.0 aillin 1998 from $21.4 million in 1997, or 12.2%inparily due to increased customer orders
and improved margins in the core businesses, andigiposition of unprofitable businesses. Grosfitgrercentage was 32.5% in 1998
compared to 26.8% in 1997, reflecting improved riveggn the core businesses and the dispositiompfafitable businesses.

Selling, General and Administrative Expenses. 8gJlgeneral and administrative expenses decreaskzDt3 million, or 27.6% of revenue,
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 was attributable to theslispn of unprofitable businesses, reduced faeditosts in 1998 due to the relocation of
primary offices of the Company, and ongoing cositamment efforts. 1997 expenses reflected time-costs for a $600,000 reserve recoi
to reduce certain Korean receivables to their edtohrealizable value as a result of the Asiamfired crisis, professional services related
lawsuit, and costs of $852,000 associated primaitly the future lease commitments on the unusetigooof the former Columbia,
Maryland leased facility for which the Company wabdlerive no future benefit.

Gross research and product development expenditees$4.3 million and $5.1 million for the yearsded 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 inagsti the conversion of its D/3 DCS
product to the Microsoft Windows NT platform ane throductization of its SimSuite software tools.

Employee Severance and Termination Costs. The Caoymeaorded 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 remabdailagce was expended in 19



Depreciation and Amortization. Depreciation expems®unted to $1.2 million and $2.1 million durifgtyears ended December 31, 1998
and 1997, respectively. This decrease was primatitjbutable to the disposition of assets inclustethe Erudite and the Oil & Gas BU sal

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 operatoss amounted to ($9.4) million, or
(11.8%) of revenues, during the years ended Decefihel 998 and 1997, respectively. This signifidantease in operating income reflec
the disposition of unprofitable businesses, in@eas 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 assetsctefl the net pre-tax gain realized on the disiposif the Erudite and the Oil & Gas BU
assets, as previously disclosed. In the third guaft1998, the Company recognized a ($5.0) milpogrtax loss on the disposition of the Oil
& Gas BU assets. During the second quarter, thegaomrecorded a gain of $5.6 million on the salthefErudite assets. These sales and
related gains and losses are described more faflguNote 3, Acquisitions and dispositions, in'tRetes to Consolidated Financial
Statements”.

Interest Expense. Interest expense decreased G0RB6in 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 workaagital requirements.

Other Income (Expense). Other income amounted 26 $80 in 1998, and other expenses amounted ton§illi@n in 1997, resulting almost
exclusively from recognized foreign exchange g&ink998 and recognized foreign exchange losse897 from the Company's Asian
operations.

Provision for (Benefit from) Income Taxes. The Camp's effective tax rate amounted to 42.2% in 19%&. difference between the statut
U.S. tax rate and the Company's effective taxfat&€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.

Liquidity and Capital Resources.

Operating Activities. Net cash provided by opemtctivities was $2.6 million during 1999, as ré¢pdron the Consolidated Statements of
Cash Flows. Significant changes in the Compangstasnd liabilities included a $4.4 million redantin contract receivables partially due
to improvements in internal collection processe$l ® million reduction in accounts payable andaed expenses; and a $3.3 million
reduction in billings in excess of revenues.

Investing Activities. Net cash used in investing\aties was $4.1 million in 1999, including $1.4lhon of capital expenditures, $2.5 million
of capitalized software development costs, and $#8Din cash payments for acquired businesses (30@or the Mitech acquisition in
1999, $530,000 for contingent considerations fagrprear acquisitions, and $100,000 for notes pkeysdlated to a prior year acquisition).
The Company received $731,000 from Keane, Incinas$ payment on the 1998 Erudite sale. In 1998 Qbmpany's investing activities
generated $5.3 million in cash, made up primaril$@7 million from the sale of assets (see NotA®&yuisitions and dispositions, in the
"Notes to Consolidated Financial Statements") offge$2.1 million of capital expenditures and $&hilion of capitalized software
development costs. In 1997, the Company used $lidnmn investing activities, mainly for capitaixpenditures and capitalized software
development cost



Financing Activities. In 1999, the Company geneta&2.0 million net cash from financing activitif$e assignment of two long-term
customer lease contracts to a finance company gexte$3.4 million cash, which was partially offbgtthe paydown of the Company's credit
lines ($.5 million), repayments under capital leabkgations ($143,000) and the deposit of $73580®a bank account for which the
balance is being used to collateralize two of then@any's outstanding letters of credit. In 1998, @mmpany's financing activities used cash
of approximately $2.6 million, consisting primarity $2.3 million in repayments under the Compainysd of credit. In 1997, the Company
generated $6.2 million of net cash mainly througtréases in its lines of credit.

Credit Facilities. On June 4, 1999, the Compangrextinto a loan and security agreement with anfiiad institution for a new credit facility
with a maturity date of May 31, 2002. Borrowingsrfr this facility were used to pay off the existihgbt under the Company's previous credit
facility. The new agreement established two linelsamk credit, through the Company's subsidiamdsch were cross-collateralized, and
provided for borrowings up to a total of $9.0 nailito support working capital needs and foreigtetstof credit.

The first line, for $6.0 million, used by the Povmrsiness unit, was 90% guaranteed by the ExpgrtitrBank of the United States ("EX-
IM") through March 31, 2000, was collateralizedsmpstantially all of Power's assets, and providedbrrowings up to 90% of eligible
receivables and 60% of unbilled receivables. Tleerse line, for $3.0 million, used by the Processibess unit, was collateralized by
substantially all of Process' assets, and providetdorrowing up to 85% of eligible receivables &afs of eligible inventory up to a
maximum of $600,000 . Both lines were guaranteethbyCompany and collateralized by substantiallpfathe Company's assets. In
addition, GP Strategies Corporation ("GP Stratéy&sd ManTech International Corporation ("ManTéglwbth of which are shareholders of
the Company, provided limited guarantees for thiess totaling $1.8 million from each company.

The credit lines required the Company to comphhwiertain financial ratios and precluded the Comgfeam paying dividends and making
acquisitions beyond certain limits without the bardonsent. At December 31, 1999, the Company was tompliance with its minimum
EBITDA and minimum tangible net worth covenantsiewser, the bank has provided a written waiver fi@se covenants.

As noted above, the EX-IM guarantee was schedoleapire on March 31, 2000. EX-IM Bank's Workingp@al Guarantee Program is
designed to facilitate the expansion of U.S. expbyt helping small and medium-sized businessesthat exporting potential but need funds
to buy or produce goods or provide services foloex@ he program is intended to help businessea fonited time, until the businesses have
grown their export trade enough to finance thenhait the EX-IM guarantees. The Company has bewdfiten this program since the
Company's inception in 1994. However, when the EXguarantee was renewed in 1999, GSE was inforpeedbIM that the Company

was expected to graduate from the program whenutrent guarantee expired in 2000. An agreemeritiagmat be worked out with the
Company's bank to allow GSE to continue its cridiility without the EX-IM guarantee, so the Comparegotiated a new loan and security
agreement with another financial institution, whighs entered into on March 23, 2000. Borrowingsifthis facility were used to pay off the
existing debt under the Company's previous creditify.

The new agreement established a $10 million lineaoik credit for the Company and its subsidia@SE Process Solutions, Inc. and GSE
Power Systems, Inc., jointly and severally as codwers. The credit facility has a maturity dateMsrch 23, 2003 and provides for
borrowings to support working capital needs aneifpr letters of credit ($2 million sublimit). Thiaé is collateralized by substantially all of
the Company's assets and provides for borrowings 8% of eligible accounts receivable, 50% ofiele unbilled receivables and 40% of
eligible inventory up to a maximum of $1.2 millidm. addition, ManTech has provided a gresr $900,000 standby letter of credit to the |
as additional collateral for the Company's credliility. GSE is allowed to borrow up to 100% of te#er of credit value. GP Strategies
provided a limited guarantee totaling $1.8 milliddanTech has provided a limited guarantee totzh#g0,000



The loan and security agreement requires the Coynjgacomply with certain financial ratios and prad¢s the Company from paying
dividends and making acquisitions beyond certanité without the bank's consent. Management bedi¢gvat these covenants are attainable
for the foreseeable future, based on existing bisdayed forecasts.

In 1998, in connection with the Company's thentegscredit facility, the Company had arrangeddertain guarantees to be provided on its
behalf by GP Strategies and ManTech. In considerdtr these guarantees, the Company granted éadardech and GP Strategies
warrants to purchase shares of the Company's corstook; each of such warrants provides the rigipui@hase 150,000 shares of the
Company's common stock at $2.375 per share. In,1B88ompany recorded $300,000 as the estimairedaiae of such warrants in the
consolidated financial statements and amortizetl satue over the life of the initial guarantee, ethexpired in June 1999. During 1999, the
Company recognized $120,000 of expense relatdtesetwarrants; in 1998 the Company recognized 808®f expense. The fair value of
the warrants was determined using the Black-Schakgtion model. Assumptions used in the calcofatiere as follows: dividend yield of
0%, expected volatility of 61%, risk-free interestes of 5.6% and expected terms of 2.5 years.

As of December 31, 1999, the Company was contigéable for three letters of credit totaling $7680. Two of the letters of credit
represent payment bonds on contracts, while thaireng one was issued to the landlord of the Comsaprevious facility (whose lease was
terminated in 1998). Of the total amount of lettefrsredit, approximately $735,000 was issued i@8l&hrough the Company's bank at the
time and was supported by the Company's crediitiacihese letters of credit could not be reissbgdhe Company's new financial
institution, and in June 1999, the Company wasiredquo deposit funds with the issuing institutes collateral against the letters of credit.

On January 27, 2000, the Company issued 116,958sbéits common stock, at fair market value issount, to ManTech for $500,000.
The proceeds of the stock issuance were used fikingpcapital.

Management believes that the Company has suffitiggritlity and working capital resources necess$ar000 for planned business
operations, debt service requirements, plannedstments and capital expenditures.

Year 2000.

As previously reported, beginning in 1998, GSE tgwved and implemented a plan to address the aatazipmpacts of the Year 2000
problem on the Company's products and installed bad on its financial and administrative inforraattechnology systems. The Company
also surveyed selected third parties to deternfiaestatus of their Year 2000 compliance programadtition, contingency plans were
developed specifying what the Company would dbdfiimportant third parties experienced disrupgitm critical business activities as a
result of the Year 2000 problem. GSE's Year 2080 plas completed in all material respects prighgoanticipated Year 2000 failure dates.
As of March 30, 2000, the Company has not expeeéramy materially important business disruptionsystem failures as a result of Year
2000 issues. However, Year 2000 compliance has mi@myents and potential consequences, some of wiaginot be foreseeable or may
realized in future periods. Consequently, therelm@no assurance that unforeseen circumstancesobayise, or that the Company will not
in the future identify equipment or systems that@ot Year 2000 compliar



The Company estimates that the aggregate costkltess the Year 2000 issue totaled approximatelf ®dllion in 1999. The Company
believes that most of the customer related cosiscéated with the Year 2000 issue would have oeduas part of its normal operations. The
Company did not track these costs separately. 99 lthe Company spent approximately $238,000, mergal to normal operating costs, on
upgrades to its internal systems and outside ctargufees. The Company's policy is to expensea@sriiad information system maintenance
costs and to capitalize the cost of new softwarthardware and amortize or depreciate it over $iseta’ useful lives.

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. Whesssary, the Company manages its foreign currexmyseire primarily by entering into
foreign currency exchange agreements and purchésieign currency options.

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

The Company's market risk is principally confinecthanges in foreign currency exchange rates atahpally adverse effects of differing
tax structures. The Company's exposure to forexghange rate fluctuations arises in part from iet@mpany accounts in which costs
incurred in one entity are charged to other erstitiedifferent foreign jurisdictions. The Compasyaiso exposed to foreign exchange rate
fluctuations as the financial results of all foregubsidiaries are translated into U.S. dollarsoinsolidation. As exchange rates vary, those
results when translated may vary from expectationsadversely impact overall expected profitahility

The Company is also subject to market risk rel&tettie interest rates on its existing line of crefls of March 30, 2000, such interest rates
are based on the prime ra
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REPORT OF INDEPENDENT ACCOUNTANTS

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 castsfpresent fairly, in all material respects, tinarficial position of GSE Systems, Inc. and
subsidiaries as of December 31, 1999 and 1998thencksults of their operations and their cash $léav each of the three years in the period
ended December 31, 1999, in conformity with accoignprinciples generally accepted in the United&taThese financial statements are the
responsibility of the Company's management; oysamsibility is to express an opinion on these foahstatements based on our audits. We
conducted our audits of these statements in aceoedaith auditing standards generally acceptetiériinited States, which require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgghe amounts and disclosures in the finarstatements, assessing the accounting
principles used and significant estimates made égagement, and evaluating the overall financiaéstant presentation. We believe that
audits provide a reasonable basis for the opinkpmessed above.

PricewaterhouseCoopers LLP

McLean, Virginia
February 29, 2000, except for Note 19, as to wthehdate is March 23, 2000

PART | - FINANCIAL INFORMATION
Iltem 1. Financial Statements

GSE SYSTEM S, INC. AND SUBSIDIARIES
CONSOLI DATED BALANCE SHEETS
(in thous ands, except share data)
ASSETS
Decem ber 31,
1999 1998
Current assets:
Cash and cash equivalents $ 2,695 $ 2,240
Restricted cash 255 -
Contract receivables 16,881 24,426
Note receivable - 1,000
Inventories 3,255 2,892
Prepaid expenses and other current assets 2,207 1,654
Deferred income taxes 146 150
Total current assets 25,439 32,362
Property and equipment, net 3,094 2,714
Software development costs, net 5,395 4,715
Goodwill, net 2,949 2,781
Deferred income taxes 3,251 3,366
Restricted cash 480 -
Other assets 2,419 2,805
Total assets $ 43,027 $ 48,743
LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Lines of credit
Accounts payable
Accrued expenses
Accrued compensation an payroll taxes

- $
5,024
3,965
1,539

6,746
8,407
3,140
1,204



Billings in excess of revenue earned
Accrued warranty reserves

Income taxes payable

Other current liabilities

Total current liabilities
Line of credit
Note payable to related party
Accrued warranty reserves
Other liabilities
Total liabilities
Stockholders' equity:
Common stock $.01 par value, 8,000,000 shares
5,065,688 shares issued and outstanding
Additional paid-in capital
Retained earnings (deficit) - at formation
Retained earnings - since formation
Accumulated other comprehensive loss

Total stockholders' equity
Total liabilities & stockholders' equity

The accompanying notes are an integra

3,077
620
30

2,519

16,774
6,233
131
680
2,039
25,857

authorized,

50
21,691
(5,112)

1,259
(718)

17,170
$ 43,027 $

| part of these consolidated financial statements.

6,359
846
151

1,451

28,304
148
596

2,606

31,654




GSE SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Contract revenue

Cost of revenue

Gross profit

Operating expenses
Selling, general and administrative
Depreciation and amortization
Employee severance and termination costs

Total operating expenses

Operating income (loss)

Gain on sale of assets

Interest expense, net

Other income (expense)

Income (loss) before income taxes

Provision for (benefit from) income taxes

Net income (loss)

Basic earnings (loss) per common share

Diluted earnings (loss) per common share

The accompanying notes are an integral part of

GSE SYSTEMS, INC. AND SUBSIDIARIES

these consolidated financial statements.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(in thousands)

Net income (loss)
Foreign currency translation adjustment

Comprehensive income (loss)

The accompanying notes are an integral part of

GSE SYSTEMS, INC, AND SUBSIDIARIES

Years ended December 31,

1999
$ 66,699

41,629
25,070
22,646
1,680
24,_326
744
(4_50)
40
334
233
$101
$0.02

$0.02

1998 1997
$73818 $79,711

49,814 58326

24,004 21,385

20,345 27,320

1,768 2,368

- 1,124

22113 30,812
1,891  (9,427)
550 -

(350) (765)

326 (1,228)
2,417 (11,420)
1,020  (2,717)
$1,397 $(8,703)
$028  $(1.72)
$027  $(1.72)

Years ended December 31,

1999 1998 1997

$101  $1,397 $(8,703)
(33) (532) (66)

$ 68 $865 $(8,769)

these consolidated financial statements.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOL DERS' EQUITY

(in thousands)

S
Balance, January 1, 1997 5
Foreign currency translation adjustment
Net loss
Balance, December 31, 1997 5
Foreign currency translation adjustment
Fair value of warrants issued to non-employees
Net income
Balance, December 31, 1998
Foreign currency translation adjustment
Fair value of warrants issued to non-employees
Net income
Balance, December 31, 1999

The accompanying notes are an integral part of thes

Retained Earnings

Common
Stock Paid-in
hares Amount Capital

,066 50 21,378

- - 300

5066 50 21,678

- 13 -

5,066 $50 $21,691

Additional

(Deficit)

At Since C

Formation Formation
,066 $50 $21,378 $(5112) $8,464

(8,703)

(5112) ~ (239)
1,397

(5112) 1,158
101

$(5,112) $1,259 $

e consolidated financial statements.

Accumulated

Other

omprehensive

Loss
$(87)
(66)

(153)
(532)

(685)
(33)

(718)

Total
$ 24,693
(66)
(8,703)
15,924
(532)
300
1,397
17,089
(33)
13
101
$ 17,170






GSE SYSTEMS , INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(i n thousands)

Years ended December 31 ,
1999 1998 1997

Cash flows from operating activities:
Net income (loss) $ 101 $1,3 97 $(8,703)
Adjustments to reconcile net income (loss) to net c ash
provided by (used in) operating activities:
Depreciation and amortization 3,481 3,4 92 3,492
Provision (credit) for doubtful contract recei vables - 2 55) 723
Foreign currency transaction (gain) loss (40) 3 26) 1,275
Fair value of warrants issued to non-employees 133 1 80 -
Deferred income taxes 119 3 01 (2,277)
Gain on sale of assets - 5 50) -
Changes in assets and liabilities:
Contract receivables 4,382 (2,3 44) 1,464
Inventories (363) @ 85) 727
Prepaid expenses and other assets (563) 1,3 81) 819
Accounts payable, accrued compensation and accrued expenses (1,888) (2,6 00) (1,152)
Billings in excess of revenues earned (3,282) 83 644
Accrued warranty reserves (142) 1 02 (710)
Other liabilities 744 1,4 28 198
Income taxes payable (121) 1 14) (315)
Net cash provided by (used in) operating activities 2,561 7 72)  (3,815)
Cash flows from investing activities:
Proceeds from sale of assets 731 9,6 97 -
Net cash paid for acquisition of businesses (930) - (578)
Capital expenditures (1,398) (2,0 61) (918)
Capitalization of software development costs (2,460) 2,3 04) (3,474)
Proceeds from sale/leaseback transaction - - 521
Net cash provided by (used in) investing activities (4,057) 5,3 32 (4,449)
Cash flows from financing activities:
Proceeds from assignment of sales-type leases 3,432 - -
Restricted cash (735) - -
(Decrease) increase in lines of credit with ba nks (513) (2,2 87) 6,450
Repayments under capital lease obligations (143) 2 65) (266)
Decrease in note payable to related party a7 ( 12) a7)
Net cash provided by (used in) financing activities 2,024 (2,5 64) 6,167
Effect of exchange rate changes on cash (73) ( 90) (19)
Net increase (decrease) in cash and cash equivalent s 455 1,9 06 (2,116)
Cash and cash equivalents at beginning of period 2,240 3 34 2,450
Cash and cash equivalents at end of period $2,695 $22 40 $ 334

The accompanying notes are an integral part of thes e consolidated financial statements.



GSE Systems, Inc. and Subsidiaries
Notes to Consolidated Financial Statements DeceBihet99¢
1. Business

GSE Systems, Inc. ("GSE Systems", "GSE" or the "fzaimy") develops and delivers business and techypaolytions by applying process
control, simulation software, systems and serviodke energy, process and manufacturing indusiraeidwide. The Company's solutions
and services assist customers in reducing the tiismearket for new product development; improvingiciistry for producing products;
improving quality, safety and throughput; reducoggrating expenses; and enhancing overall prodtyctiv

The Company's operations are subject to certais @ad uncertainties including, among others, rgggtinological changes, success of the
Company's product development, marketing and Higion strategies, the need to manage growth,dkd to retain key personnel and
protect intellectual property, and the availabibfyadditional financing on terms acceptable toGoenpany.

2. Summary of significant accounting policies
Principles of consolidation

The accompanying consolidated financial statemiactade the accounts of the Company and its wholyted subsidiaries. The results of
operations of GSE Erudite Software, Inc. ("Erudite'e included through April 30, 1998. All intercpemy balances and transactions have
been eliminated.

Revenue recognition

Revenue under fixed-price contracts generally ¢®anted for on the percentage-of-completion metbaded on contract costs incurred to
date and estimated costs to complete. Estimatelaob@arnings are reviewed and revised periogieallthe work progresses, and the
cumulative effect of any change is recognized enghriod in which the change is determined. Theceiff changes in estimates of contract
earnings was to increase gross profit by approxiyp&353,000 during the year ended December 319 488 decrease gross profit by
approximately $45,000 and $410,000 during the yeaded December 31, 1998 and 1997, respectivelyn&ied losses are charged against
earnings in the period such losses are identifib@. remaining liability for contract costs to beunred in excess of contract revenue is
reflected as accrued contract reserves in the Coygaonsolidated balance sheets. Revenue fromicednsulting or training contracts are
recognized on a time and material basis. For tinte+aaterial type contracts, revenue is recognizegth on hours incurred at a contracted
labor rate plus expenses.

Accounting estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets 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 hahtighly liquid investments with maturities of ¢fer (3) months or less at the date of
purchase



Inventories

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

Property and equipment

Property and equipment are recorded at cost aneciaped 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 costrefated amortization are eliminated from the reipe@ccounts and any resulting gain or
loss is included in operations. Maintenance andirere charged to expense as incurred.

Software development costs

Certain computer software development costs arigatiapd in the accompanying consolidated balameets. Capitalization of computer
software development costs begins upon the edtaidist of technological feasibility. Capitalizatioeases and amortization of capitalized
costs begins when the software product is commreaailable for general release to customers. Aination of capitalized computer
software development costs is included in cosewénue and is provided using the straight-line metthver the remaining estimated
economic life of the product, not to exceed fivarnge

Goodwill

Goodwill represents the excess of purchase pricadquired businesses over the fair value of megibde and intangible assets acquired.
These amounts are amortized on a straight-lines loagir periods ranging from seven to fifteen 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 sponsasedneh and development expenditures are chargggetations 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 agnises, exclusive of amounts
capitalized, were approximately $2,915000, $2,080,@nd $1,580,000 for the years ended Decembdrd®B, 1998 and 1997, respectively.

Asset impairment

The Company periodically evaluates the recovetslfi its longlived assets by comparing the carrying value ofitt@ngible with the asse
expected future cash flows, undiscounted and withtarest costs. Estimates of expected future tiasls represent management's best
estimate based on reasonable and supportable assusgnd projections. Impairments are recognirnenpeerating results to the extent that
the carrying value exceeds fair value. No impairtesses were recognized in 1999, 1998 or 1



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 thedpdhe resulting translation adjustments areudet in accumulated other comprehensive
income

(loss) in stockholders' equity. Transaction gaimd lnsses, resulting from changes in exchange, ratesncluded in other income (expense
the Consolidated Statement of Operations in thevgén which they occur. For the years ended Deasr8th, 1999 and 1998, foreign
currency transaction gains were approximately $4nhd $326,000, respectively. In 1997, the Comgaperienced a foreign currency loss
of approximately $1,275,000, resulting primarilgrr intercompany transactions which were negatiiepacted by the poor financial
condition of Asian markets.

Warranties

As the Company recognizes revenue under the pageraf-completion method, it provides an accruak&timated 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 and#mes of assets and liabilities using enactecdatas in effect for the year in which the
differences are expected to reverse. Valuatiomallces are established when necessary to reduseeatbfax assets to the amounts expectec
to be realized. Provision is made for the Companytsent liability for federal, state and foreigrtome taxes and the change in the
Company's deferred income tax assets and liakiliN® provision has been made for the undistribetedings of the Company's foreign
subsidiaries as they are considered permanenthstad. Amounts of undistributed earnings are naériz to the overall consolidated
financial statements.

Earnings per share

Basic earnings per share is computed based onelghted average number of outstanding common skfarése period. Diluted earnings |
share adjusts such weighted average for the pateililtition 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 earninghpex for the year ended December 31,
1997 because the effects of such items were aotiai.

The number of common shares and common share éepisaised in the determination of basic and dil@&rnings (loss) per share was as
follows:

Year ended December 31,
1999 1998 199 7

Weighted average shares outstanding - Basic 5,065,688 5,065,688 5, 065,688

Weighted average shares outstanding - Diluted 5,351,474 5,107,428 5, 065,688



The difference between the amounts in 1999 and 1§8®&sents dilutive options and warrants to pugelshares of common stock computed
under the treasury stock method, using the averegket price during the related periods.

Reclassifications

Certain reclassifications have been made to pear ymounts to conform with current year presemathdditionally, certain reclassificatio
have been made to the December 31, 1997 finanataihsents to conform with the reporting requireraeritFAS No. 130,Reporting
Comprehensive Income.

New Accounting Standards

In June 1998, the Financial Accounting Standardsr@@ssued FAS No. 133, Accounting for Derivatimsttuments and Hedging Activities
This statement requires that an entity recognizéesivatives as either assets or liabilities ia tatement of financial position and measure
those instruments at fair value. In June 1999, EB%, Accounting for Derivative Instruments and HedgActivities Deferral of the Effectiv
Date of FASB Statement No. 133 - an amendment &B-&tatement No. 133 was issued. The Company wilehuired to adopt this new
accounting standard by March 31, 2001. Managemesd dot anticipate early adoption. The Company doebelieve that the effect of the
adoption of FAS No. 133 will be material.

In December 1999, the SEC released Staff Accourintetin No. 101, Revenue Recognition in Finan&8tdtements. This bulletin
establishes more clearly defined revenue recogndiiieria than previously existing accounting prancements. This bulletin will become
effective for the Company for the quarter endeddié81, 2000. The Company is currently evaluatirgfthl impact of this bulletin to
determine the impact on its financial position agsllts of operations.

Concentration of credit risk

The Company is subject to concentration of craslit with respect to contract receivables. Credit bn contract receivables is mitigated by
the nature of the Company's worldwide customer baskits credit policies. The Company's customegqat concentrated in any specific
geographic region, but are concentrated in theggremnd manufacturing industries. For the year efgiecember 31, 1999, one customer
accounted for approximately 13% of the Companysmaes. No single customer accounted for a sigmifigreater than 10%) amount of
Company's revenue during the years ended Decemb@B98 and 1997, and there were no significantraonreceivables from a single
customer at December 31, 1999 or 1998.

Fair values of financial instruments
The carrying amounts of current assets and culieilities reported in the Consolidated Balance&k approximate fair value.
Off balance sheet risk and foreign exchange cotstrac

When necessary, the Company enters into forwardasge contracts, options and swaps as hedges tggitan foreign currency
commitments. The Company also enters into lettecsenlit and performance guarantees in the ordinauyse of business as required by
certain contracts and proposal requirements. Thegany does not hold any derivative financial instemts for trading purposes. Gains and
losses on foreign exchange contracts and swaps@rgnized as part of the cost of the underlyiaggactions being hedged in the period in
which the exchange rates changed. Foreign exclangeacts have an element of risk that the couatgrpnay not be able to meet the terms
of the agreement. However, the Company minimizeb sisk exposure by limiting counterparties to oally recognized financial
institutions. Foreign exchange options contractsiiebut do not require the Company to exchangeifpr currencies at a future date with
counterparties at a contracted exchange rate. @sstgiated with such contracts are amortized theelife of the contract matching the
underlying receipts



3. Acquisitions and dispositions
Acquisitions

In April, 1999, the Company completed two acquisis for the Process business unit using the pueainashod of accounting. On April 20,
the Company purchased certain assets and emplogexssociates of BatchCAD Limited, a United Kingdoased supplier of batch process
development and design consulting services andlation software tools. The purchase price was apprately $548,000 payable in cash in
three equal installments on January 1, 2000, 26812802 and was allocated as follows (in thousands)

Purchased software (property and equipment) $481

Trade receivables 45

Property and equipment 22
Total purchase price $548

On April 30, 1999 the Company acquired all proptigttechnology and software assets from, and assgoiestantially all customer contra
of, Mitech Corporation, a Massachusditssed supplier of neural network and artificiaélligence software. The purchase price was $35(

(consisting of $300,000 in cash and $50,000 payaxeyear from the closing)
and was allocated 100% to property and equipmeptiachased software.

On December 1, 1997, the Company acquired 100%eodtitstanding common stock of J.L. Ryan, Inc. 8RY for an initial purchase price
of $1,000,000 and contingent consideration baseti®@performance of the business from 1998 to 2868inimum of $250,000 of such
earnings payments for each of 1998 and 1999 hasdqieeanteed by the Company. The Company paid 8600y 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 itatgoodwill of $1,133,976, which is being amortizever seven years. For 1999 and 1998
contingent consideration in excess of the minimwargnteed amount was approximately $411,000 an@,$28, respectively, which the
Company has recorded as additions to goodwill.

Dispositions

On November 10, 1998, the Company completed thleecfalertain assets related to activities of its&Gas business unit ("O&G"), to
Valmet Automation (USA), Inc. ("Valmet"), pursuantan Asset Purchase Agreement, effective as afligct30, 1998, by and between the
Company and Valmet. The Company recognized a lefsgdincome taxes on this transaction of $5.0iomiJlincluding the write-off of
approximately $2.9 million in capitalized softwatevelopment costs, since all operations that wsuftport the recoverability of these
capitalized costs were sold. The Company receippdoximately $742,000 in cash, subject to certdiogtments, and Valmet assumed
certain identified liabilities. Included in the Csolidated Statement of Operations for the year @eEcember 31, 1998, are revenues of $1.1
million and operating losses of $721,000 attribleab O&G prior to the sale to Valmet. See Note 3&gment Information, for historical
revenues and business unit contribution provide®&¥ during 1997



On May 1, 1998, the Company completed the salalodtantially all of the assets of Erudite to Kedne, ("Keane"), pursuant to an Asset
Purchase Agreement, dated as of April 30, 199&rtyamong the Company, Erudite and Keane. The gaigr@urchase price for the Erudite
assets was approximately $9.9 million (consistih&?9 million in cash and $1.0 million in the formhan uncollateralized promissory note
due on April 30, 1999, subject to certain adjusttaelescribed in the next paragraph). In connedtiitim the transaction, Keane purchased
certain assets with a book value of $4.4 milliod assumed certain operating liabilities totalingragimately $2.2 million. The Company
recognized a gain before income taxes on thisaction of $5.6 million. In connection with the salethese assets, the Company wrote off
approximately $800,000 in capitalized software digwment costs, as well as $321,000 of purchasedard, since all operations that would
support the recoverability of these costs were.sthé writeoff of these costs is reflected in the calculatbbthe gain on the sale. Included
the Consolidated Statement of Operations for tlee gaded December 31, 1998, are revenues of $8i8mand operating losses of $64,000
attributable to Erudite prior to the sale to KedBee Note 17, Segment Information, for historieaknues and business unit contribution
provided by Erudite during 1997.

As noted above, the purchase price for the salleradite Software was subject to post-closing adjestts based upon a balance sheet as of
the closing date (the "Closing Balance Sheet"). Dueertain differences in valuation amounts of@esing Balance Sheet, the purchase
price was reduced by $269,000, which had been gedvior in 1998. Accordingly, of the $1.0 milliongmissory note due to the Company
April 30, 1999, the Company received $731,000, 83,000 interest income.

4. 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 montRecoverable costs and accrued profit not billegre®gent costs incurred and associated
profit accrued on contracts that will become bikkabpon future milestones or completion of consact

The components of contract receivables are asaellin thousands):

December 31,

1999 1998
Billed receivables $9,797 $16,469
Recoverable costs and accrued profit not billed 7,593 8,839
Allowance for doubtful accounts (509) (882)

Total contract receivables $16,881 $24,426



5. Inventories
Inventories consist of the following (in thousands)

December 31,

1999 1998
Raw materials $ 2,536 $1,873
Service parts 719 1,019
Total inventories $ 3,255 $2,892

6. Prepaid expenses and other current assets

Prepaid expenses and other current assets cohtist following (in thousands):

1999 1998
Investment in sales-type lease - current portion $1,137 $ 560
Prepaid expenses 641 889
Employee advances 98 159
Other current assets 331 46
Total $ 2,207 $1,654

7. Property and equipment

Property and equipment consist of the followingtfiousands):

December 31,

1999 1998
Computer equipment $ 7,820 $ 7,300
Leasehold improvements 817 657
Furniture and fixtures 2,944 2,205
11,581 10,162
Accumulated depreciation and amortization (8,487) (7,448)
Property and equipment, net $ 3,094 $2,714

Depreciation and amortization expense was apprdeimn&1,292,000, $1,218,000 and $2,149,000 foytas ended December 31, 1999,
1998 and 1997, respectively.

The Company has approximately $404,000 in assédsuneler capital lease as of December 31, 199918A8. Accumulated amortization on
these assets, included in accumulated depreciatidramortization above, was approximately $38680@0$142,000 as of December 31,
1999 and 1998, respective



8. Software development costs

Software development costs, net, consist of tHeviahg (in thousands):

D ecember 31,
1999 1998
Capitalized software development costs $9,888 $ 7,407
Accumulated amortization (4,493 ) (2,692)
Software development costs, net $5,39 5 $4,715

Software development costs capitalized were appratély $2,460,000, $2,304,000 and $3,474,000 foy#ars ended December 31, 1999,
1998 and 1997, respectively. Amortization of sofevdevelopment costs capitalized, excluding wrifs-m connection with asset
dispositions, was approximately $1,801,000, $180®and $1,124,000 for the years ended Decembér9®8, 1998 and 1997, respectively,
and are included in cost of revenue.

9. Goodwiill
Gooduwill consists of the following (in thousands):

December 31,

1999 1998
Goodwill, at cost $4, 287 $3,731
Accumulated amortization (1, 338) (950)
Goodwill, net $2, 949 $2,781

Amortization expense for goodwill was approximat®888,000, $365,000 and $219,000 for the yearsceBeeember 31, 1999, 1998 and
1997, respectively.

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

December 31,

1999 1998
Lines of credit with bank $6,233 $6,746
Obligations under sales-type lease 2,465 1,680
Notes payable, other 1,485 1,760
Note payable to related party 149 174
Capital lease obligations 10 153
Total notes payable and financing arrangement s 10,342 10,513
Less amounts payable within one year (1,938) (8,530)

Long-term portion $ 8,404 $1,983



Lines of Credit

On June 4, 1999, the Company entered into a lodrsecurity agreement with a financial institution & new credit facility with a maturity
date of May 31, 2002. Borrowings from this facilitiere used to pay off the existing debt under tom@any's previous credit facility. The
new agreement established two lines of bank crégttugh the Company's subsidiaries, which weressowllateralized, and provided for
borrowings up to a total of $9.0 million to suppandrking capital needs and foreign letters of drefiie interest rate on these lines of credit
was based on the bank's prime rate plus 1 1/2% @66 December 31, 1999), with interest only payisidue monthly.

The first line, for $6.0 million, used by the Povrrsiness unit, was 90% guaranteed by the ExpgrbitBank of the United States "EX-
IM") through March 31, 2000, was collateralizeddmpstantially all of Power's assets, and providedbrrowings up to 90% of eligible
receivables and 60% of unbilled receivables. Tlverse line, for $3.0 million, used by the Processihess unit, was collateralized by
substantially all of Process' assets, and providedorrowing up to 85% of eligible receivables &6 of eligible inventory (up to a
maximum of $600,000). Both lines were guaranteethbyCompany and collateralized by substantiallpfathe Company's assets. In
addition, GP Strategies Corporation ("GP Stratéy@sd ManTech International Corporation ("ManTéglsbth of which are shareholders of
the Company, provided limited guarantees for thiess totaling $1.8 million from each company.

The credit lines required the Company to comphhwitrtain financial ratios and precluded the Comgfeam paying dividends and making
acquisitions beyond certain limits without the bardonsent. At December 31, 1999, the Company wai compliance with its minimum
EBITDA and minimum tangible net worth covenantsiyieweer, the bank has provided a written waiver fi@se covenants.

As noted above, the EX-IM guarantee was schedoledpire on March 31, 2000. EX-IM Bank's Workingp@al Guarantee Program is
designed to facilitate the expansion of U.S. expbyt helping small and medium-sized businessestha exporting potential but need funds
to buy or produce goods or provide services fooex he program is intended to help businessea fionited time, until the businesses have
grown their export trade enough to finance thenhait the EX-IM guarantees. The Company has bewdfiten this program since the
Company's inception in 1994. However, when the EXguarantee was renewed in 1999, GSE was infornpeedsIM that the Company

was expected to graduate from the program whenutrent guarantee expired in 2000. An agreemeritamat be worked out with the
Company's bank to allow GSE to continue its crisdiility without the EX-IM guarantee, so the Compdras negotiated a new loan and
security agreement with another financial inst@ntiSee Note 19, Subsequent events, for informagigarding the new loan and security
agreement.

In 1998, in connection with the Company's thentexgscredit facility, the Company had arrangeddertain guarantees to be provided on its
behalf by GP Strategies and ManTech. In considerdtir these guarantees, the Company granted éadard’ech and GP Strategies
warrants to purchase shares of the Company's corstook; each of such warrants provides the rigiput@hase 150,000 shares of the
Company's common stock at $2.375 per share. In,18B88ompany recorded $300,000 as the estimairedsiae of such warrants in the
consolidated financial statements and amortizeti satue over the life of the initial guarantee, ethexpired in June 1999. During 1999, the
Company recognized $120,000 of expense relatdtesetwarrants; in 1998 the Company recognized $08®f expense. The fair value of
the warrants was determined using the Black-Schakgtion model. Assumptions used in the calcofatiere as follows: dividend yield of
0%, expected volatility of 61%, ri-free interest rates of 5.6% and expected termso§@ars



Obligations under sales-type lease

In March 1999 and December 1998, the Company ahiete two separate contracts with a customertferiéase of certain hardware and
software under two 36-month leases. The Companatesunted for the leases as sales-type leaseiagli®99, the Company assigned the
payments due under the sales-type leases to gotuitgl financing company and received proceeds3gf32,000. Since the Company remains
contingently liable for amounts due to the thirdtpdinancing company, the remaining investmenrdii obligation under the sales-type
leases are reflected in the Company's balancesshsdollows (in thousands):

1999 1998
Net investment in sales-type lease
Prepaid expense and other assets ~ $1,137 $ 560
Other assets 1,328 1,120
$2,465 $1,680
Obligation under sales-type lease
Other current liabilities $1,137 $ 560
Other liabilities 1,328 1,120
$2,465 $1,680
As of December 31, 1999, the components o f the net investment in the

sales-type leases are as follows (in thousands):

Minimum rentals receivable $2,834
Less: unearned interest income (369)
Net investment in sales-type leases $ 2,465
Minimum rentals receivable under this lease at December 31, 1999 are as

follows (in thousands):

2000 $1,420
2001 1,414
Total $2,834

Notes payable, othe

Notes payable, other is comprised of the followimthousands)

December 31,
1999 1998
Acquisitions $1,148 $1,323
Insurance and other 337 437
Total notes payable, other $ 1,485 $1,760
Less amounts payable within one year (773) (1,035)

Long-term portion $712 $725



Capital lease obligations

The Company entered into capital lease agreementarhiture and equipment, totaling $58,000, at@25000 during the years ended
December 31, 1998 and 1997, respectively. Thesgatians bear interest between 9% and 11% per armmehexpire during 2000.

Debt maturities

Aggregate maturities of debt as of December 319188 as follows:

2000 $1,938
2001 1,585
2002 6,725
2003 18
2004 18
2005 and thereafter 58
Total $10,342

11. Income taxes

The consolidated income (loss) before income taxgsglomestic and foreign sources, is as followgHousands):

Years ended Decemb er 31,

1999 1 998 1997
Domestic $ (1,386) $1 ,379 $ (8,850)
Foreign 1,720 1 ,038 (2,570)

$334 $2 417 $(11,420)



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

1999
Current:
Federal $ -
State 30
Foreign 84
114
Deferred:
Federal (88)
State -
Foreign 207
119
Total $ 233

Dece
1998

157
257
414

556

50
606

$ 1,020

mber 31,
1997

$(27)

(413)
(440)

(2,388)
(229)
340

(2,277)

$(2,717)

The (benefit from) provision for income taxes varieom the amount of income tax determined by appglyhe applicable U.S. statutory rate
to pre-tax (loss) income as a result of the foltoyvi

Effective tax rate percentage (%)
Years ended December 31,
1 999 1998 1997

Statutory U.S. tax rate 3 4.0 % 34.0 % (34.0)%
State income tax, net of federal tax benefit 2.7 2.7 (2.7)
Effect of foreign operations 7.1 (2.2) 3.8
Gain on debt forgiveness of foreign entities (11 5.4) - -
Change in valuation allowance - (0.8) 7.8
Adjustments to prior year provision based on
actual 1998 tax return amounts 9 7.6 - -
Other, principally permanent differences 4 3.8 8.5 1.3

Effective tax rate 6 9.8 % 42.2 % (23.8)%

At December 31, 1999, the Company had availablel$51000 and $1,650,000 of domestic and foreigropetating loss carryforwards,
respectively, which expire between 2007 and 204 @ddition, the Company had $362,000 of foreignctadit carryforwards which expire
between 2000 and 2004. These carryforwards willtheed to reduce taxable income in subsequentsyéaportion of the net operating

losses were generated by certain of the Comparmgtepessors prior to the formation of the Companty as a result, there are limitations on
the amounts that can be utilized to offset taxaideme in a given yea



Deferred income taxes arise from temporary diffeesrbetween the tax bases of assets and liabditiésheir reported amounts in the
financial statements. A summary of the tax effédhe significant components of the deferred incdeneassets (liabilities) is as follows (in
thousands)

Years ended December 31,

1999 1998
Net operating loss carryforwards $ 4,563 $4,94 5
Software development costs (1,980) (1,73 1)
Book reserves not deductible for tax purposes 1,165 87 6
Foreign tax credits 362 33 8
Property and equipment 326 34 0
Swedish tax deferral (299) (64 5)
Accrued expenses 109 16 4
Cash to accrual adjustment (29) 5 8)
Contract loss reserves - 4 8
Other 238 29 7

4,455 4,57 4
Valuation allowance (1,058) (1,05 8)
Total $ 3,397 $3,51 6

The valuation allowance at December 31, 1999 af8 p8imarily relates to the future utilization aftroperating loss carryforwards and
foreign tax credits that the Company has determarechot realizable at this time. Management bedhat it is more likely than not that the
net deferred tax asset as of December 31, 19%%igzable.

12. Capital stock

As of December 31, 1999, 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 829nd 1998, there are no shares of preferre#d stastanding. The Board of Directors
has the authority to establish one or more clasSpeeferred 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 Lbergn Incentive Stock Option Plan (the "Plan"), whiacludes all officers, key
employees and non-employee members of the CompRaogisl of Directors. All options to purchase sharkethe Company's common stock
under the Plan expire ten years from the dateaftgand generally become exercisable in threelimgats 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 shioesnmmon stock for issuance of stock
options, which amount was increased to 625,000eshar1996 by action of the Company's directorssaadkholders



In 1997, the executive and compensation committédse Company's Board of Directors determined thatpurposes of the Plan were no
longer being met with respect to those individuslkling nonstatutory stock options with exercisiegs greater than the then-current market
value of the Company's common stock. As a reshdtGompany offered certain employees and non-mamagtedirectors who were holders
of outstanding options under the Plan as of Decerhp£997 the opportunity to exchange such optfonseplacement stock options at an
exercise price of $3.875 per share, the fair marikte of the Company's common stock at the clodaisiness on that date. Each option
holder accepting such offer was required to sueehis or her existing option and enter into nevelstoption agreements whereby each
option's three-phased vesting period (40% vested tiee first anniversary of the date of grant, 708éted as of the second anniversary of the
date of grant, and 100% vested as of the thirdvansary of the date of grant) would re-commencefd3ecember 1, 1997, the new date of
grant. A total of 84 individuals were eligible tanticipate in this replacement of options, and ¢hioglividuals' existing options had an aver
exercise price of $13.26 per share prior to théaepment. Of such individuals, 81 participatedhia teplacement of options, representing a
total of 295,837 options which are included in $teck option activity table as new options grargad options cancelled.

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

On April 5, 1999, the Company amended and restae®lan. The amendment increased the number tésshaailable for issuance under
the Plan, from 625,000 shares to 1,175,000 shaikalao increased the maximum number of sharesresipect to which awards may be
granted in any one fiscal year to any one persam ft00,000 shares to 400,000 shares. The clasdigibleeindividuals was expanded to
include consultants, and the Plan was modifiedetonit the Company to grant phantom stock awardsgpanibrmance-based awards. The
amendment eliminated the Independent Director Rragsreviously provided under the Plan. Under thierendent Director Program, each
non-employee director of the Company received ajnalified stock option for 1,500 shares on inigldction or appointment to the Board
and on each following December 31st while serving anember of the board of directors. Pursuarta@mendment, all awards granted
under the Plan, including those granted to non-eyga directors, are determined at the discreticheboard of directors or the
compensation committee of the board of director® @amendment will not adversely affect the righitshdigations of award holders with
respect to any of their awards granted prior toatmendment. In December 1999, the number of slaaegkable for issuance under Plan was
further increased by the Company pending sharehajgeroval.

Stock option activity under the Plan is as follows:

Stock option activity under the plan is as follows:

1999 1998 1997
Weigted Weigted Weigted
Average Average Average
Shares  Exercise Price Shares Exercise Price Shares Exercise Price
Options outstanding, beginning of period 5 35,206 $5.93 595,015 $6.89 413,366 $13.61
Options canceled ( 45,601) (5.62)  (246,009) (4.77) (306,044) (11.57)
Options granted 6 78,000 4.07 186,200 2.79 487,693 4.12

Options outstanding, end of period 1,1 67,605 4.93 535,206 5.93 595,015 6.89



The following table summarizes information relatbogcurrently outstanding and exercisable optidrBexember 31, 1999:

Options Outstanding Options Exercisa ble
Weigh ted
Avera ge
Remain ing Weighted Weighted
Range of Options Contr act Average Options Average
Exercise Prices Outstanding  Life in Years Exercise Price Outstanding Exercise Price
$1.48-$2.95 162,800 6 2 $2.69 55,480 $2.68
$2.96-$4.43 858,364 6 .8 3.98 180,292 3.82
$4.44-$5.90 20,000 6 5 5.88 - -
$5.91-$10.32 - - - - -
$10.33-11.80 200 6 .6 11.25 200 11.25
$11.81-$13.27 - - - - -
$13.28-$14.75 126,241 5 a7 14.11 126,241 14.11
1,167,605 6 .6 4.93 362,213 7.24

The Company accounts for grants under the Plandardance with Accounting Principles Board Opinim 25, "Accounting for Stock
Issued to Employees," and related interpretatidnsordingly, no compensation expense has been necedjas all options granted under the
Plan have been granted at an exercise price aegtta fair value of the underlying common stocklos date of grant. Had compensation
expense been determined based on the fair vathe grant dates for awards under the Plan consisiinthe recognition method of FAS
No. 123, "Accounting for Stock Based Compensatitimg"Compan's pro forma net income (loss) and lzasiadiluted earnings (loss) f

common share would have been approximately ($60%&0d ($.12), respectively, in 1999; $900,000 %@, respectively, in 1998; and
($10,276,000) and ($2.03), respectively, in 1997.

The fair value of each option is estimated on thie @f grant using a Black-Scholes option-pricinadel with the following weightedwverage
assumptions used for grants during the years endedmber 31, 1999, 1998, and 1997, respectivepeard volatility of 82%, 61% and
80%, dividend yield of 0%, risk-free interest rataaging from 5.6% to 6.6%, and expected termsingnigom 3 to 7 years.

At December 31, 1999, the Company had 7,395 slwimmmmon stock reserved for the future grants uttte Plan. The weighted average
fair value of options granted during 1999, 1998 4887 was $2.82 per share, $2.79 per share anf@ 8r&share, respectively.

In 1997, the Company granted one of its senior @tkers a stock option to acquire 25,000 share®ofraon stock at an exercise price of
$11.25. This grant was not made pursuant to the. Flais option expires ten years from the daterahtyand was exercisable in 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. During 1999, the executive termida&mployment with the Company and was vested in @D#he stock options at the date of
termination. In accordance with the provisionsha Plan, no further vesting will occt



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 Dece3tth&099 are approximately as follows (in thousand

2000 $2,017
2001 1,759
2002 1,379
2003 1,305
2004 1,339
Thereafter 4,591
Total $12,390

The future minimum lease payments above includecapately $28,000 for noncancelable leases entetedduring the first quarter of
2000. Total rent expense under operating leasesp@®ximately $2,013,000, $2,134,000, and $3,Z#Df0r the years ended December 31,
1999, 1998 and 1997, respectively.

In early 1998, the Company entered into agreemengseby the lease for its then-existing Columba@ility was terminated. The operations
that occupied this facility were relocated into taeparate facilities during the second quartei9881 One of these facilities is in Columbia,
Maryland (approximately 53,000 square feet) aratuipied by the operations of Power Systems, astleeCompany's corporate
headquarters offices and support functions; therdtcility is in Baltimore, Maryland (approximaye39,000 square feet) and is occupied by
the operations of Process Solutions. Each of theeke for these smaller facilities has a term of/&sars.

In addition, the Company leases office space ddoadigtin Alabama, Georgia, Louisiana, Texas, Pgiuania, North and South Carolina,
and internationally in Belgium, Japan, Sweden, Baiyand the United Kingdom. The Company lease®tfaedlities for terms ending
between 2000 and 2002. During 1999, as part ofvthd down of the Oil & Gas BU, the Company's fa@ in Singapore and Korea were
shut down

Letters of credit and performance bonds

As of December 31, 1999, the Company was contimgéable for three letters of credit totaling apgimately $765,000. Two of the letters
of credit represent payment bonds on contractdewithé remaining one was issued to the landlotti@Company's previous facility (whose
lease was terminated in 1998). Of the total amoftitgtters of credit, approximately $735,000 wasied in 1998 through the Company's k

at the time and was supported by the Company'stdesdlity. These letters of credit could not @ssued by the Company's new financial

institution, and in June 1999, the Company wasireduo deposit funds with the issuing institutes collateral against the letters of credit.
Restricted cash of $255,000 will be released byb#rek in 2000 upon the expiration of the relatetbis of credit.

During 1998, the Company placed approximately $332jn escrow as a performance bond deposit inexion with a simulator contract in
Taiwan. Of this amount, approximately $221,000 wélheld in escrow until April 30, 2000 and appmoately $111,000 will be held in
escrow until April 30, 2003. These deposits arsgifeed in other assets on the Consolidated Bal&he=t at December 31, 1€



Contingencies

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

15. Related party transactions

A subsidiary of the Company subleased office spadéanTech based on square footage used throughl®@g. For the years ended
December 31, 1998 and 1997 , such charges amotmn$3®,000 and $117,000, respectively.

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.

In 1997, a subsidiary of the Company entered iettain agreements regarding the formation of & j@émture 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.rigutb98, ManTech assumed control of the joint ventlihe operations of the joint
venture were immaterial during the years ended Déee 31, 1998 and 1997.

16. Employee benefits

The Company has a qualified defined contributianghat covers substantially all U.S. employeesu@ction 401(k) of the Internal
Revenue Code. Under this plan, the Company's atidilbasic contribution matches a portion of théigipants' contributions based upon a
defined schedule. Contributions are invested bindependent investment company in one or moredrs¢investment alternatives. The
choice of investment alternatives is at the electibeach participating employee. The Company'sritnriions to the plan were approximat
$359,000, $468,000 and $524,000 for the years eDdedmber 31, 1999, 1998 and 1997, respectively.

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 cha8y§,800 was expended as of December 31,
1997, with the remainder expended in 1998.

17. Segment information

In 1998, the Company adopted FAS No. 131, "Disalesabout Segments of an Enterprise and Relatedration,” which establishes
standards for reporting and disclosure requiremimntgperating segments. The prior years' segnméotrnation has been restated to present
GSE's two reportable segments, Process and Pdsveare 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. The Company has a wide range of knowletigontrol 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 & &ege, and pharmaceuticals fields, as well asamptiwer generation industry. The Process
business unit is primarily engaged in process cbaind simulation in a variety of commercial indies. Contracts typically range from three
to nine months. The Power business unit is primarlgaged in simulation for the power generatiatustry, with the vast majority of
customers being in the nuclear power industry. 2ats typically range from 18 months to three ye



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. The segment information regatietgvo divested businesses is also
included below (see Note 3, Acquisitions and digmss).

The table below presents information about reposeggiments:

(in thousands)
Years e nded December 31,
19 99
Process Power Total
Contract revenue $34,638 $32,061 $66,699
Business unit contribution $1,026 $5,093 $6,119
1998
Process Power Total
Contract revenue $36,484 $30,930 $67,414
Business unit contribution $ 3,444 $ 4,535 $7,979
1997
Process Power Total
Contract revenue $34,837 $24,552 $59,389
Business unit contribution $ 3,480 $718 $4,198

A reconciliation of segment revenue to consolidataagnue and segment business unit contributi@onsolidated income before taxes for
the years ended December 31, 1999, 1998 and 12&Adlows:

(in thousands)
Years ended December 31,

1 999 1998 1997

Total segment contract revenue $ 66,699 $67,414 $59,389
Erudite - 5,267 17,999
Oil & Gas - 1,137 2,323

Consolidated contract revenue $ 66,699 $73,818 $79,711
Segment business unit contribution $ 6,119 $7,979 $4,198
Erudite and Oil & Gas business unit losses - (491) (4,848)
Corporate expenses (5,335) (5,271) (8,881)
Severance cost - - (1,124)
Gain on disposition of assets 550 -

Interest expense, net (450) (350) (765)
Consolidated income (loss) before taxes $ 334 $2,417 $(11,420)




The Company designs, develops and delivers busamestechnology solutions to the energy, procedst@amufacturing industries
worldwide. Revenue, operating income and identiéassets for the Company's United States, Europed\sian operations are as follows
(in thousands):

Year Ended December 31, 1999

United States Europe Asia Elimination s Consolidated
Contract revenue $60,1 50 $6,549 $- $- $ 66,699
Transfers between geographic locations 8 32 223 - (1,055 -
Total contract revenue $60,9 82 $6,772 $- $ (1,055) $ 66,699
Operating income (loss) $1,6 90 ($946) $- $- $ 744
Identifiable assets $47,0 02 $4,568 $414 $ (8,956) $ 43,027

Year Ended December 3 1, 1998

United States  Europe Asia Eliminati ons Consolidated
Contract revenue $62,6 89 $8,241 $ 2,888 $- $ 73,818
Transfers between geographic locations 1,7 61 423 (2,184) -
Total contract revenue $64,4 50 $8,664 $ 2,888 $(2,184) $ 73,818
Operating income (loss) $15 71 $592 $(272) $- $1,891
Identifiable assets $50,9 04 $5,836 $ 953 $ (8,950) $ 48,743

Year Ended December 31, 1997

Unite d States  Europe Asia Elimination s Consolidated
Contract revenue $ 70, 580 $5,907 $ 3,224 $- $79,711
Transfers between geographic locations 1, 582 - 1,314 (2,896) -
Total contract revenue $72 ,162 $5,907 $ 4,538 $ (2,896 ) $79,711
Operating income (loss) $ (6 ,930)  $(324) $(2,173) $- $(9,427)

Identifiable assets $50 ,296 $3,686 $2,111 $ (7,731 ) $ 48,362




18. Supplemental disclosure of cash flow infornmmatio

(in thousands)
Years ended December 31,

1999 1998 1997

Non-cash investing & financing activities:

Obligations under capital leases $- $ 58 $ 102

Notes payable to related party for

investment in joint venture $- $- $ 252

Asset acquisitions financed with debt to seller (se e Note 3):

Notes payable issued $598 $250 $ 900

Interest $481 $580 $ 741

Income taxes $683 $426 $ 233

19. Subsequent events
Lines of credit

On March 23, 2000, the Company entered into a wew &nd security agreement with a financial intitufor a new credit facility with a
maturity date of March 23, 2003. Borrowings frorstfacility were used to pay off the existing debtler the Company's previous credit
facility.

The new agreement established a $10 million linkeaok credit for the Company and its subsidia®&SE Process Solutions, Inc. and GSE
Power Systems, Inc, jointly and severally as cadwers. The credit facility provides for borrowingssupport working capital needs and
foreign letters of credit ($2 million sublimit). €Hine is collateralized by substantially all oét@ompany's assets and provides for borrown
up to 85% of eligible accounts receivable, 50%ligfitde unbilled receivables and 40% of eligibleémtory (up to a maximum of $1.2
million). In addition, ManTech has provided a oreay $900,000 standby letter of credit to the ban&dditional collateral for the Company's
credit facility. GSE is allowed to borrow up to 20Mf the letter of credit value. GP Strategies ffed a limited guarantee totaling $1.8
million ManTech has provided a limited guarantealtog $900,000. The interest rate on this lineredit is based on the bank's prime rate
(9% as of March 30, 2000), with interest only paptsedue monthly.

The loan and security agreement requires the Coynjgacomply with certain financial ratios and prad¢s the Company from paying
dividends and making acquisitions beyond certaiitd without the bank's conse



Capital stock issued

On January 27, 2000, the Company issued 116,958sbéits common stock, at fair market value @issount, to ManTech for $500,000.
The proceeds of the stock issuance were used fikingpcapital.

Investment (unaudited)

In February, 2000 the Company participated in thanfling of Avantium Technologies, a high technologympany that will employ high
speed experimentation and simulation ("SE&S") tedbgies in contract research and development imtea of new product development
and process chemistry. GSE is an equity sharehaldag with Shell International Chemical, SmithiiBeecham, W.R. Grace, three Dutch
universities (Technical University of Delft, Techal University of Eindhoven, and Twente Universigy)d three venture capital firms
(Alpinvest, The Generics Group, and S.R.One, thél#ftine Beecham venture funding company). Avantiliechnologies will deploy
HSE&S techniques to rapidly discover and optimiee processes and products of interest to the getroicals, fine chemicals and
pharmaceutical industries. GSE will provide theib&ar the informatics system that will automatel amaximize Avantium's lab environme
Additionally, the Company will utilize its core sirfation technologies to assist in the optimizatidexperimentation as well as analysis of
the resulting data.

GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1999

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

On October 19, 1999, GSE Systems, Inc. ("Registrawtified their independent accountants PricewsiaseCoopers LLP ("PwC") that
PwC would not be reappointed as the Registrardspgendent accountants for the fiscal year endinge®Déer 31, 2000.

The reports of PwC on the Registrant's financietieshents for each of the past three fiscal yearsaoted no adverse opinions or disclaimers
of opinion and were not qualified or modified asutaertainty, audit scope or accounting principle.

In connection with its audits for the three mosterg years, there have been no disagreements rethee®egistrant and PwC on any matter
of accounting principle or practices, financialtstaent disclosure, or auditing scope or procedunéch disagreements if not resolved to the
satisfaction of PwC, would have caused them to mefa¥ence thereto in their report on financiatestzents for such fiscal years.

During the three most recent fiscal years, thexe fiieeen no reportable events (as defined in Reégnl&tK Item 304 (a) (1) (v) ).

The Registrant has requested that PwC furnishtit avietter addressed to the SEC stating whetheotit agrees with the above statements.
A copy of such letter, dated March 30, 2000, isdihis Exhibit 16.1 to this Form-K.



PART 1lI

The information required in response to Items 10,1P and 13 is hereby incorporated by referen¢beadnformation under the captions
"Election of Directors", "Principal Executive Offics of the Company Who Are Not Also Directors", Bexntive Compensation”, "Voting
Securities and Principal Stockholders", "Securityr@rship of Management”, and "Certain Related Taetisns" in the Proxy Statement for
the Company's 2000 Annual Meeting of Shareholders.

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,d892998 Consolidated Statements of Operationthéoyears ended December 31,
1999, 1998 and 1997

Consolidated Statements of Comprehensive Incomss{Lfor the years ended December 31, 1999, 1998 @%id

Consolidated Statements of Changes in StockholBqtsty for the years ended December 31, 1999, 59@81997 Consolidated Statements
of Cash Flows for the years ended December 31, 4869998 and 1997

Notes to Consolidated Financial Stateme

(a)(2) List of Schedules

All other schedules to the consolidated finandialesnents 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:

No current report on Formr-K was filed by the Registrant with the Securitiegl Exchange Commission during the quarter endeérileer
31, 1999.

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, theredatyp authorized.

GSE Systems, Inc.

By: /s/ Christopher M Carnavos
Chri stopher M Carnavos
Director, Chief Executive Oficer and President

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

Date: March 30, 2000 /'s/ CHRI STOPHER M CARNAVCS
Chri stopher M Carnavos, Director,
Chi ef Executive O ficer and President
(Principal Executive Oficer)

Date: March 30, 2000 /'s/ JEFFERY G HOUGH
Jeffery G Hough, Senior Vice President
and Chief Financial Oficer
Princi pal Financial and Accounting O ficer)



Date: March 30, 2000
(Jerone |. Feldman, Chairman of the Board) By/ s/ JEFFERY G HOUGH
(Scott N. Greenberg, Director) Jeffery G Hough
(John A Moore, Jr. Director) Att orney-in- Fact
(George J. Pedersen, Director)

A Power of Attorney, dated March 30, 2000, authagzleffery G. Hough to sign this Annual ReportFamrm 10-K for the fiscal year ended
December 31, 1999 on behalf of certain of the tlimscof the Registrant

is filed as Exhibit 24 to this Annual Repc



EXHIBIT INDEX

The following exhibits are either filed herewithloave been previously filed with the Securities Bmdhange Commission and are referred to
and incorporated by reference.

Exhibit
Exhibit Description of Exhibit Number Page

3. Articles of Incorporation and Bylaws

a. Second Amended and Restated Certificate of pozation of the Company.Previously filed in conf@etiwith the GSE Systems, Inc. Form
S-1 Registration Statement as filed with the Séiesrand Exchange Commission on April 24, 1995iandrporated herein by reference.

b. Form of Amended and Restated Bylaws of the CompRreviously filed in connection with Amendmert.N to the GSE Systems, Inc.
Form S4 Registration Statement as filed with the Seasitind Exchange Commission on June 14, 1995 aaporated herein by referen

4. Instruments Defining Rights of Security Holdenguding Indenture.

a. Specimen Common Stock Certificate of the CompBmgviously filed in connection with Amendment Nsato the GSE Systems, Inc. Fc
S-1 Registration Statement as filed with the Séiesrand Exchange Commission on July 24, 1995 rewtporated herein by reference.

10. Material Contracts

a. Agreement among ManTech International Corpamatitational Patent Development Corporation, GPS$ifielogies, Inc., General Physics
Corporation, Vattenfall Engineering AB and GSE 8ys$, Inc. (dated as of April 13, 1994). Previod#éd in connection with the GSE
Systems, Inc. Form S-1 Registration Statemented fiith the Securities and Exchange CommissioAnil 24, 1995 and incorporated
herein by reference

b. GSE Systems, Inc. 1995 Long-Term Incentive PAdamended as of April 5,1999.* 10.1 X-10.-1

c. Form of Option Agreement Under the GSE Systents, 1995 Long-Term Incentive Plan. Previouslydile connection with the GSE
Systems, Inc. Form 10-K as filed with the Secusia@@d Exchange Commission on March 22, 1996 armtpocated herein by reference. *

d. Letter Agreement dated January 8, 1997 betweta &y/stems, Inc. and Christopher M. Carnavos. Busly filed in connection with the
GSE Systems, Inc. Form -K as filed with the Securities and Exchange Comimisen March 31, 1998 and incorporated herein figremce



Exhibit  Description of Exhibit

e. Office Lease Agreement between Sterling Rutherfo
Plaza, L.L.C. and GSE Systems, Inc. (dated as of Fe

10, 1998). Previously filed in connection with the
Systems, Inc. Form 10-K as filed with the Securitie
Exchange Commission on March 31, 1998 and incorpora
herein by reference.

f. Office Lease Agreement between Red Branch Road,
and GSE Systems, Inc. (dated February 10, 1998).
Previously filed in connection with the GSE Systems
Inc. Form 10-K as filed with the Securities and Exc
Commission on March 31, 1998 and incorporated herei
by reference.

g. Loan and Security Agreement among GSE Systems, |
GSE Process Solutions, Inc., GSE Power Systems, Inc
and National Bank of Canada, dated March 23,2000.

h. $10,000,000 Promissory Note dated March 23, 2000
from GSE Systems, Inc., GSE Process Solutions, Inc.
and GSE Power Systems, Inc. to National Bank of Can

i. ManTech International Corporation Guarantee to N
Bank of Canada, dated March 23, 2000.

j. GP Strategies, Inc. Guarantee to National Bank o
dated March 23, 2000.

k. Subscription and Shareholders' Agreement by and
Avantium International B.V., B.V. Licht en Kracht
Maatschappij, SmithKline Beecham PLC, S.R. One,Limi
GSE Systems, Inc. Delft University of Technology, U
Twente, Eindhoven University of Technology, the Gen
Limited, and Alpinvest Holding NV, dated February 2

|. Software License and Intellectual Property Agree
GSE Systems, Inc.and Avantium International B.V . d
February 24, 2000.

16. Letter regarding change in Certified Accountant

a. Letter from PricewaterhouseCoopers, dated March
2000, regarding change in certifying accountants.

21. Subsidiaries.

a. List of Subsidiaries of Registrant at December 3
1999.

Exhibit
Number Page

rd
bruary
GSE

s and
ted

L.L.C.

hange
n
nc.,
102 X-10.2-1
ada. 103 X-10.3-1

ational
104 X-10.4-1

f Canada,
10.5 X-10.5-1

among 10.6 X-10.6-1
ted,

niversiteit

erics Group

4, 2000.

ment between 10.7 X-10.7-1
ated

30,
16.1 X-16.1-1

21.1 X-21.1-1



Exhibit  Description of Exhibit

23. Consents of Experts and Counsel
a. Consent of Independent Accountants.

24. Power of Attorney

a. Power of Attorney for Directors and Officers
Signatures on SEC Form 10-K.

27. Financial Data Schedule

a. Financial Data Schedule for the year ended Decem
1999, submitted to the Securities and Exchange Comm
in electronic format.

99. Additional Exhibits

a. Form of Right of First Refusal Agreement. Previo

in connection with Amendment No. 3 to the GSE Syste
Form S-1 Registration Statement as filed with the S

and Exchange Commission on July 24, 1995 and incorp
herein by reference.

* Management contracts or compensatory plans requo be filed as

exhibits pursuant to Item 14 (c) of this rep:
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Exhibit 10.1

GSE SYSTEMS, INC.
1995 LONG-TERM INCENTIVE PLAN
(As Amended and Restated Effective April 5, 1999)

1. Restatement, Purpose and Types of Awards GSte8ysinc., a Delaware corporation (the "Corporaiomaintained the GSE Systems,
Inc. 1995 Long-Term Incentive Plan (As Amended tiglo November 20, 1998) (the "Prior Plan"). The PR@n has been amended and
restated, as set forth herein, effective April 899, subject to the approval of the shareholdetkefCorporation within twelve months of si
effective date (the "Plan™). Notwithstanding angthherein to the contrary, nothing in this Planlishdversely affect the rights or obligations,
under any Award granted under the Prior Plan, gfggantee or holder of the Award without such peisapproval.

The purpose of the Plan is to promote the long-tgroavth and profitability of the Corporation by) firoviding key people with incentives to
improve stockholder value and to contribute togh@wth and financial success of the Corporatiomt @h enabling the Corporation to attract,
retain and reward the best-available persons. Tdregermits the granting of stock options (inclugincentive stock options qualifying under
Code section 422 and nonqualified stock optionisegksappreciation rights, restricted or unrestdcéock awards, phantom stock,
performance awards, or any combination of the foiray

2. Definitions Under this Plan, except where thetegt otherwise indicates, the following definitsoapply:

(a) "Affiliate" shall mean any entity, whether nawhereafter existing, which controls, is contrdllgy, or is under common control with, the
Corporation (including, but not limited to, joinentures, limited liability companies, and partngsh For this purpose, "control” shall mean
ownership of 50% or more of the total combined v@fpower or value of all classes of stock or irges@f the entity.

(b) "Award" shall mean any stock option, stock agjation right, stock award, phantom stock awarghesformance award.
(c) "Board" shall mean the Board of Directors af torporation.

(d) "Code" shall mean the Internal Revenue CodE986, as amended, and any regulations promulghésdunder.

(e) "Common Stock" shall mean shares of commorkatbthe Corporation, $.01 par value.

(f) "Exchange Act" shall mean the Securities Ex@®Act of 1934, as amende



(9) "Fair Market Value" of a share of the Corpavats Common Stock for any purpose on a particudée dhall mean the last reported sale
price per share of Common Stock, regular way, @ slate or, in case no such sale takes place dndsue, the average of the closing bid
asked prices, regular way, in either case as regpamtthe principal consolidated transaction rapgrsystem with respect to securities liste:
admitted to trading on a national securities exgeaor included for quotation on the American Stegkhange, or if the Common Stock is
so listed or admitted to trading or included foptation, the last quoted price, or if the Commoocgtis not so quoted, the average of the
bid and low asked prices, regular way, in the dhercounter market, as reported by the AmericankSfxchange or, if such system is no
longer in use, the principal other automated qimtatsystem that may then be in use or, if the ComBtock is not quoted by any such
organization, the average of the closing bid ahk@@prices, regular way, as furnished by a profesdimarket maker making a market in the
Common Stock as selected in good faith by the Adstrator or by such other source or sources a$lsbalelected in good faith by the
Administrator. If, as the case may be, the reledai¢ is not a trading day, the determination db&linade as of the next preceding trading
day. As used herein, the term "trading day" shaama day on which public trading of securitiesuss@nd is reported in the principal
consolidated reporting system referred to abovéd,tbe Common Stock is not listed or admittedrading on a national securities exchange
or included for quotation on the American Stock lkxtge, any business day.

(h) "Grant Agreement" shall mean a written docummeainorializing the terms and conditions of an Awgranted pursuant to the Plan and
shall incorporate the terms of the Plan.

(i) "Parent" shall mean a corporation, whether mowereafter existing, within the meaning of thérdgon of "parent corporation” provided
in Code section 424(e), or any successor thereto.

() "Subsidiary" and "subsidiaries" shall mean oalgorporation or corporations, whether now or aiee existing, within the meaning of the
definition of "subsidiary corporation” provided 8ection 424(f) of the Code, or any successor theret

3. Administration

(a) Administration of the Plan. The Plan shall deniistered by the Board or by such committee onrittees as may be appointed by the
Board from time to time (the Board, committee omooittees hereinafter referred to as the "Administty.

(b) Powers of the Administrator. The Administrasbiall have all the powers vested in it by the teofrthe Plan, such powers to include
authority, in its sole and absolute discretiongitant Awards under the Plan, prescribe Grant Agesgsnevidencing such Awards and
establish programs for granting Awards.

The Administrator shall have full power and authoto take allother Actions necessary to carrythatpurpose and intent of the Plan,
including, but not limited to, the authority to) fetermine the eligible persons to whom, andithe br times at which Awards shall be
granted; (ii) determine the types of Awards to bented;

(iii) determine the number of shares to be covénedr used for reference purposes for each Awarlliipose such terms, limitations,
restrictions and conditions upon any such AwarthasAdministrator shall deem appropriate; (v) mpdémend, extend or renew outstanding
Awards, or accept the surrender of outstanding svardi substitute new Awards (provided however, thatept as provided in Section 7(d
the Plan, any modification that would materiallywarsely affect any outstanding Award shall not ewithout the consent of the holder);
(vi) accelerate or otherwise change the time inciviain Award may be exercised or becomes payabléoandive or accelerate the lapse, in
whole or in part, of any restriction or conditioitvrespect to such Award, including, but not lieditto, any restriction or condition with
respect to the vesting or exercisability of an Advenllowing termination of any grantee's employmenother relationship with the
Corporation; and

(vii) establish objectives and conditions, if afgr, earning Awards and determining whether Awardshwe paid after the end of a
performance period. The Administrator shall havegdawer and authority, in its sole and absolutctktion, to administer and interpret the
Plan and to adopt and interpret such rules, regastagreements, guidelines and instruments ®atiministration of the Plan and for the
conduct of its business as the Administrator deeetgssary or advisab



(c) Non-Uniform Determinations. The Administratadfsterminations under the Plan (including withamitiation, determinations of the
persons to receive Awards, the form, amount anthgraf such Awards, the terms and provisions ohsfiwards and the Grant Agreements
evidencing such Awards) need not be uniform and beagnade by the Administrator selectively among@es who receive, or are eligible to
receive, Awards under the Plan, whether or not gechons are similarly situated.

(d) Limited Liability. To the maximum extent pernat by law, no member of the Administrator shallibble for any action taken or decis
made in good faith relating to the Plan or any Adwlrereunder.

(e) Indemnification. To the maximum extent pernatbs/ law and by the Corporation's charter and lys|ahe members of the Administrator
shall be indemnified by the Corporation in resp#dll their activities under the Plan.

(f) Effect of Administrator's Decision. All actioriaken and decisions and determinations made bfdh@nistrator on all matters relating to
the Plan pursuant to the powers vested in it heleushall be in the Administrator's sole and alisafliscretion and shall be conclusive and
binding on all parties concerned, including the @woation, its stockholders, any participants inFten and any other employee, consultar

director of the Corporation, and their respectivecgssors in interest.

4. Shares Available for the Plan; Maximum Awards

Subject to adjustments as provided in Section Ti&)shares of Common Stock that may be issuedresiect to Awards granted under the
Plan (including, for purposes of this Section 4, Brior Plan) shall not exceed an aggregate 061000 shares of Common Stock. The
Corporation shall reserve such number of shareAvi@rds under the Plan, subject to adjustments@sdged in Section 7(d). If any Award,

or portion of an Award, under the Plan expireseominates unexercised, becomes unexercisabldanféited or otherwise terminated,
surrendered or canceled as to any shares, or i§larges of Common Stock are surrendered to theo@aiipn in connection with any Award
(whether or not such surrendered shares were achpursuant to any Award), the shares subjectdb sward and the surrendered shares
shall thereafter be available for further Awardsl@enthe Plan; provided, however, that any sucheshidmat are surrendered to the Corporation
in connection with any Award or that are otherwimdeited after issuance shall not be availablepiarchase pursuant to incentive stock
options intended to qualify under Code section «



Subject to adjustments as provided in Section @) maximum number of shares of Common Stock subjeAwards of any combination
that may be granted during any one fiscal yeah@fQorporation to any one individual under thisnPdhall be limited to 400,000. Such per-
individual limit shall not be adjusted to effectestoration of shares of Common Stock with resfeathich the related Award is terminated,
surrendered or canceled. 5. Participation

Participation in the Plan shall be open to all exgpks, officers, directors, and consultants ofQbgporation, or of any Affiliate of the
Corporation, as may be selected by the Administifaton time to time.

6. Awards

The Administrator, in its sole discretion, estdfdis the terms of all Awards granted under the arards may be granted individually or in
tandem with other types of Awards. All Awards aunbject to the terms and conditions provided inGmant Agreement.

(a) Stock Options. The Administrator may from titodime grant to eligible participants Awards ofémtive stock options as that term is
defined in Code section 422 or nonqualified stoghams; provided, however, that Awards of incensteck options shall be limited to
employees of the Corporation or of any Parent drsiliary of the Corporation. Options intended talify as incentive stock options under
Code section 422 must have an exercise price sttéeal to Fair Market Value on the date of graat,nonqualified stock options may be
granted with an exercise price less than Fair Maviedue. No stock option shall be an incentive ktoption unless so designated by the
Administrator at the time of grant or in the Grémgreement evidencing such stock option.

(b) Stock Appreciation Rights. The Administratorynrfeom time to time grant to eligible participamta/ards of Stock Appreciation Rights
("SAR"). An SAR entitles the grantee to receivehjeuat to the provisions of the Plan and the Gragite&ment, a payment having an aggre
value equal to the product of (i) the excess oftt) Fair Market Value on the exercise date ofsir@re of Common Stock over (B) the base
price per share specified in the Grant Agreemants (ii) the number of shares specified by the Séportion thereof, which is exercised.
Payment by the Corporation of the amount receivaptn any exercise of an SAR may be made by theedglof Common Stock or cash, or
any combination of Common Stock and cash, as déterhin the sole discretion of the Administratdrupon settlement of the exercise of an
SAR a grantee is to receive a portion of such paynmeshares of Common Stock, the number of shelrall be determined by dividing such
portion by the Fair Market Value of a share of Casnn®tock on the exercise date. No fractional shstnal be used for such payment and
Administrator shall determine whether cash shalyiven in lieu of such fractional shares or whethigeh fractional shares shall be eliming

(c) Stock Awards. The Administrator may from tineetime grant restricted or unrestricted stock Avgareligible participants in such
amounts, on such terms and conditions, and for sanhideration, including no consideration or soghimum consideration as may be
required by law, as it shall determine. A stock Agdvenay be paid in Common Stock, in cash, or inralsioation of Common Stock and cash,
as determined in the sole discretion of the Adnhiaisr.

(d) Phantom Stock. The Administrator may from titméime grant Awards to eligible participants demaated in stock-equivalent units
("phantom stock™) in such amounts and on such temmdsconditions as it shall determine. Phantomkstimits granted to a participant shall
credited to a bookkeeping reserve account solelgdoounting purposes and shall not require a gagjom of any of the Corporation's assets.
An Award of phantom stock may be settled in Comi8tock, in cash, or in a combination of Common Staett cash, as determined in the
sole discretion of the Administrator. Except aseotfise provided in the applicable Grant Agreemta,grantee shall not have the rights of a
stockholder with respect to any shares of CommonolkStepresented by a phantom stock unit solelyraswt of the grant of a phantom stock
unit to the grantee



(e) Performance Awards. The Administrator maytsrdiscretion, grant performance awards which becpayable on account of attainment
of one or more performance goals established bytmeinistrator. Performance awards may be paicheydelivery of Common Stock or
cash, or any combination of Common Stock and casketermined in the sole discretion of the Adniriater. Performance goals established
by the Administrator may be based on the Corpanatior an Affiliate's operating income or one orenother business criteria selected by
Administrator that apply to an individual or groapindividuals, a business unit, or the Corporatioran Affiliate as a whole, over such
performance period as the Administrator may des@na

7. Miscellaneous

(a) Withholding of Taxes. Grantees and holderswbaAds shall pay to the Corporation or its Affiliate make provision satisfactory to the
Administrator for payment of, any taxes requiredbéowithheld in respect of Awards under the Plamater than the date of the event creating
the tax liability. The Corporation or its Affiliatemay, to the extent permitted by law, deduct arghgax obligations from any payment of any
kind otherwise due to the grantee or holder of aradl. In the event that payment to the Corporatioits Affiliate of such tax obligations is
made in shares of Common Stock, such shares shalllbed at Fair Market Value on the applicable dat such purposes.

(b) Loans. The Corporation or its Affiliate may neadr guarantee loans to grantees to assist grantegercising Awards and satisfying any
withholding tax obligations.

(c) Transferability. Except as otherwise determibgdhe Administrator, and in any event in the cafsen incentive stock option or a stock
appreciation right granted with respect to an itigerstock option, no Award granted under the Rlaall be transferable by a grantee
otherwise than by will or the laws of descent aigtridhution. Unless otherwise determined by the Amstrator in accord with the provisions
of the immediately preceding sentence, an Award beagxercised during the lifetime of the grantesy by the grantee or, during the period
the grantee is under a legal disability, by thentgra's guardian or legal representative.

(d) Adjustments; Business Combinations. In the eeéchanges in the Common Stock of the Corporatipneason of any stock dividend,
spin-off, split-up, recapitalization, merger, coligation, business combination or exchange of sharel the like, the Administrator shall, in
its discretion, make appropriate adjustments tarthgimum number and kind of shares reserved foaisse or with respect to which Awards
may be granted under the Plan as provided in Sedtf the Plan and to the number, kind and pricghares covered by outstanding Awa
and shall, in its discretion and without the congdrolders of Awards, make any other adjustméentsutstanding Awards, including but not
limited to reducing the number of shares subje&wards or providing or mandating alternative ssttbnt methods such as settlement of the
Awards in cash or in shares of Common Stock orragbeurities of the Corporation or of any otheiitgnor in any other matters which relate
to Awards as the Administrator shall, in its solecdetion, determine to be necessary or approp!



Notwithstanding anything in the Plan to the contraind without the consent of Holders of Awards, Algeninistrator, in its sole discretio
may make any modifications to any Awards, including not limited to cancellation, forfeiture, surder or other termination of the Awards
in whole or in part regardless of the vested stafube Award, in order to facilitate any businessnbination that is authorized by the Board
to comply with requirements for treatment as a pgpdf interests transaction for accounting purgaseder generally accepted accounting
principles. The Administrator is authorized to malkeits discretion and without the consent of leofdof Awards, adjustments in the terms
and conditions of, and the criteria included in,ads in recognition of unusual or nonrecurring eéseifecting the Corporation, or the
financial statements of the Corporation or any lfdfe, or of changes in applicable laws, regulatjar accounting principles, whenever the
Administrator determines that such adjustmentsappgopriate in order to prevent dilution or enlangat of the benefits or potential benefits
intended to be made available under the F



(e) Substitution of Awards in Mergers and Acquisit. Awards may be granted under the Plan from tintine in substitution for Awards
held by employees or directors of entities who bee@r are about to become employees or directdfseoCorporation or an Affiliate as the
result of a merger or consolidation of the emplgyémtity with the Corporation or an Affiliate, dret acquisition by the Corporation or an
Affiliate of the assets or stock of the employindity. The terms and conditions of any substituteafds so granted may vary from the terms
and conditions set forth herein to the extent thatAdministrator deems appropriate at the timgraht to conform the substitute Awards to
the provisions of the awards for which they aressitited.

(f) Termination, Amendment and Modification of tRan. The Board may terminate, amend or modifyPla@ or any portion thereof at any
time.

(9) Non-Guarantee of Employment or Service. Nothinthe Plan or in any Grant Agreement thereuntall sonfer any right on an
individual to continue in the service of the Comion or shall interfere in any way with the rigiitthe Corporation to terminate such service
at any time with or without cause or notice.

(h) No Trust or Fund Created. Neither the Planamyr Award shall create or be construed to createsa or separate fund of any kind or a
fiduciary relationship between the Corporation argtantee or any other person. To the extent thageantee or other person acquires a |
to receive payments from the Corporation pursuaantAward, such right shall be no greater tharritite of any unsecured general creditor
of the Corporation.

(i) Governing Law. The validity, construction anifieet of the Plan, of Grant Agreements entered pusuant to the Plan, and of any rules,
regulations, determinations or decisions made byAiliministrator relating to the Plan or such Gragteements, and the rights of any and all
persons having or claiming to have any interesitiheor thereunder, shall be determined exclusiiregccordance with applicable federal
laws and the laws of the State of Maryland withegfard to its conflict of laws principles.

(j) Effective Date; Termination Date. The Planfifeetive as of April 5, 1999, the date on which fan, as an amendment and restatement o
the Prior Plan, was approved by the Board, sulbjettte approval of the stockholders of the Corporawvithin twelve months of such

effective date. No Award shall be granted undeRlam after the close of business on June 30, ZB@5ject to other applicable provisions of
the Plan, all Awards made under the Plan priouthdermination of the Plan shall remain in effigwtil such Awards have been satisfied or
terminated in accordance with the Plan and thegaisuch Awards.

Date Approved by the Stockholders: May 27, 1¢



Exhibit 10.2
LOAN AND SECURITY AGREEMENT

between

GSE SYSTEMS, INC.,
A Delaware Corporation,

GSE PROCESS SOLUTIONS, INC.,
A Delaware Corporation

and

GSE POWER SYSTEMS, INC.,
A Delaware Corporation

Borrowers
and

NATIONAL BANK OF CANADA,
A Canadian Chartered Bank,

Lender

$10,000,000.00 Revolving Credit Facility

Dated: March 23, 2000
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LOAN AND SECURITY AGREEMENT

THIS LOAN AND SECURITY AGREEMENT is dated as of Mdr 23, 2000 by and between GSE SYSTEMS, INC., aWele corporatior
GSE PROCESS SOLUTIONS, INC., a Delaware corporatod GSE POWER SYSTEMS, INC., a Delaware corpamnaitollectively,
BORROWERS); and NATIONAL BANK OF CANADA, a Canadiahartered bank (LENDER).

RECITALS

The BORROWERS have requested that the LENDER extaridus credit accommodations to the BORROWER®. DBENDER is willing t¢
provide the requested credit accommodations upatetims and conditions of this Loan And Securitygfsgnent, and upon the granting by
the BORROWERS to the LENDER of the security inteseiens, and other assurances of payment provatad this Loan And Securit



Agreement.

The BORROWERS businesses are a mutual and cokeetiterprise and the BORROWERS believe that theddolation of their facilities
and other financial accommodations in accordantie the terms of this Loan And Security Agreemerit @nhance the aggregate borrowing
powers of the BORROWERS and ease the administrafitimeir credit relationship with the LENDER, &l the mutual advantage of the
BORROWERS. In order to utilize the financial powefshe BORROWERS in the most efficient and ecorgaiinanner, and in order to
facilitate the administration of their financingaus, the LENDER will, at the request of a BORROWERend financial accommodations to
all of the BORROWERS on a combined basis in acemrdavith the provisions set forth in this Loan A®ecurity Agreement. The
LENDERS willingness to extend credit to the BORROR&and to administer the collateral security ttmreh a combined basis as more
fully set forth in this Loan And Security Agreemeésidone solely as an accommodation to the BORRO®/&MmR] at the BORROWERS joint
request and in furtherance of the BORROWERS mundlcollective enterprise.

NOW, THEREFORE, in consideration of these preméses other good and valuable consideration, thépeard sufficiency of which ar
hereby acknowledged, the parties hereto agredlas/o

ARTICLE 1
DEFINITIONS

As used in this Loan And Security Agreement, tlenteset forth in this Article 1 have the meaningsferth below, unless the specific
context of this Loan And Security Agreement cleadguires a different meaning. Terms defined in fhiticle 1 or elsewhere in this Loan
And Security Agreement are in all capital lettdnotghout this Loan And Security Agreement. Theggiar use of any defined term includes
the plural and the plural use includes the singular

Section 1.1. Account Debtor. The term CCOUNT DEBT@Rans collectively each PERSON: (a) to or for wtaam or all of the
BORROWERS has provided or has agreed to providegangs or services; or (b) which owes any or athef BORROWERS any sum of
money as a result of goods sold or services pravigeany or all of the BORROWERS; or

(c) which is the maker or endorser on any INSTRUMHEMyable to any or all of the BORROWERS or othesndwes any or all of the
BORROWERS any sum of money on account of any lgatteer payment obligation. With respect to eaclCEE/ABLE which is payable
by any governmental authority, ACCOUNT DEBTOR iradis, without limitation, the agency, instrumenyatit official which has the on
such ACCOUNT or other RECEIVABLE.

Section 1.2. Accounts, Chattel Paper, Documentsigaeent, Fixtures, General Intangibles, Goods rumsénts and Investment Property. The
terms ACCOUNTS, CHATTEL PAPER, DOCUMENTS, EQUIPMENGENERAL INTANGIBLES, GOODS, INSTRUMENTS, and
INVESTMENT PROPERTY shall have the same respectieanings as are given to those terms in the New Yoiform Commercial
Code-Secured Transactions, Article 9, as amendeeltdrm FIXTURES shall have the meaning providethieycommon law of the state in
which the fixtures are located.

Section 1.3. Acquisition. The term ACQUISITION msany transaction, or any series of related trditge; consummated after the date of
this AGREEMENT, by means of which any of the BORRBERS (a) acquires any going business or all or anbisily all of the assets of any
PERSON, whether through purchase of assets, merg¢herwise, (b) directly or indirectly acquirezntrol of at least a majority (in number
of votes) of the securities of a corporation whiave ordinary voting power for the election of dies, or (c) directly or indirectly acquires
control of a majority ownership interest in any PEBRN that is not a corporation.

Section 1.4. Acquisition Agreement. The term ACQIUI®N AGREEMENT means the agreement between a BOREQ and a TARGET
or the seller or sellers of a TARGET, pursuant toclv such BORROWER agrees to acquire substantdillyf the assets or CAPITAL
STOCK of a TARGET, or merge with a TARGET, togethéth all amendments to such agreement.

Section 1.5. Additional Collateral Borrowing Ba3&e term ADDITIONAL COLLATERAL BORROWING BASE meansat any date of
determination thereof, the product, as at such,tohé) ELIGIBLE ADDITIONAL COLLATERAL VALUE and () the ADDITIONAL
COLLATERAL CREDIT PERCENTAGE.

Section 1.6. Additional Collateral Credit Percemtaghe term ADDITIONAL COLLATERAL CREDIT PERCENTAGHeans one hundred
percent (100%).

Section 1.7. Adjusted Base Rate. The term ADJUSBRBSE RATE means the
BASE RATE plus the APPLICABLE MARGIN.

Section 1.8. Adjusted LIBOR Rate. The term ADJUSTHBOR RATE means, for any INTEREST PERIOD: (a) tHBOR RATE for such
INTEREST PERIOD; plus (b) the APPLICABLE MARGIN.

Section 1.9. Affiliate. The term AFFILIATE meanslieatively any PERSON: (a) that directly or inditig¢ through one or more
intermediaries, controls or is controlled by, ourgler common control with any or all of the BORRERS, including, without limitation, th
officers, managers and directors of the BORROWHR}that directly or beneficially owns or holdsdipercent (5%) or more of any equity
interests in any or all of the BORROWERS; or (gkfpercent (5%) or more of whose equity interestsoavned directly or controlled by a



or all of the BORROWERS. As used herein, the teomtl (including, with correlative meanings, tleerhs controlled by and under comn
control with) shall mean possession, directly dinectly, of the power to direct the managememadicies of a PERSON, whether through
ownership of equity interests, by contract or othise.

Section 1.10. Agreement. The term AGREEMENT mehissltoan And Security Agreement, as amended, ertnal modified from time to
time by the parties hereto, as well as all scheqehibits and attachments hereto.

Section 1.11. Applicable Margin. The term APPLICABMARGIN means that percentage to be added toretieeBASE RATE or the
LIBOR RATE in order to determine an applicable ARED BASE RATE or ADJUSTED LIBOR RATE, which pertage shall be
determined in accordance with the following schedul

BASE RATE LIBOR RATE
0.00% 2.50%

Section 1.12. Base Rate. The term BASE RATE mdaatsfluctuating rate of interest publicly annountgdNational Bank of Canada, New
York, from time to time as its Prime Rate and &sse rate for calculating interest on certain lodrend when the BASE RATE changes, the
interest rate will change automatically withoutinetto the BORROWERS, effective on the date of sumgh change.

Section 1.13. Base Rate Borrowing. The term BASHRBORROWING means any portion of the LOAN upon ethinterest accrues at t
ADJUSTED BASE RATE.

Section 1.14. Billed Commercial Accounts BorrowBagse. The term BILLED COMMERCIAL ACCOUNTS BORROWINBASE means,
at any date of determination thereof, the prodagiat such time, of (a) ELIGIBLE BILLED COMMERCIARCCOUNTS and (b) the
BILLED COMMERCIAL ACCOUNTS CREDIT PERCENTAGE.

Section 1.15. Billed Commercial Accounts Creditd@atage. The term BILLED COMMERCIAL ACCOUNTS CREDPERCENTAGE
means eighty-five percent (85%).

Section 1.16. Billed Government Accounts BorrowBagse. The term BILLED GOVERNMENT ACCOUNTS BORROWINBASE means,
at any date of determination thereof, the prodagat such time, of (a) ELIGIBLE BILLED GOVERNMENACCOUNTS and (b) the
BILLED GOVERNMENT ACCOUNTS CREDIT PERCENTAGE.

Section 1.17. Billed Government Accounts CreditcBatage. The term BILLED GOVERNMENT ACCOUNTS CREFERCENTAGE
means eighty-five (85%).

Section 1.18. Borrowing Base. The term BORROWING3EAMeans, at any date of determination thereofuhg as at such time, of: (a)
BILLED COMMERCIAL ACCOUNTS BORROWING BASE; (b) thBILLED GOVERNMENT ACCOUNTS BORROWING BASE; (c)
the UNBILLED GOVERNMENT ACCOUNTS BORROWING BASE; Jd¢he INVENTORY BORROWING BASE; and (e) the
ADDITIONAL COLLATERAL BORROWING BASE; minus (e) sutreserves as the LENDER deems appropriate from tiinime,
including without limitation, reserves determingdthe LENDER to be appropriate with respect to lesislacceptances, GUARANTY
INDEBTEDNESS, INTEREST RATE PROTECTION AGREEMENTI&ks under ENVIRONMENTAL LAWS, and other obligati® of
any of the BORROWERS, provided, however, with respe any such reserve taken, so long as no DEFAQLEVENT OF DEFAULT
shall have occurred, the LENDER shall release sesérve upon receipt by the LENDER of evidencestzatiory to the LENDER in its
reasonable credit judgment that the event, circantg, or risk giving rise to such reserve has loeead to the satisfaction of the LENDER.

Section 1.19. Business Day. The term BUSINESS DA¢ans any day other than a Saturday, Sunday, or ddlyeon which commercial
banking institutions in the State of New York agguired to be closed and, if the applicable BUSISER\Y relates to any LOAN to which
the LIBOR RATE applies, such day must also be aaawhich banks are open for dealings in dollarosdép in the London interbank marl

Section 1.20. Capital Adequacy Requirement. Tha ©APITAL ADEQUACY REQUIREMENT means any LAW impagj any capital
adequacy requirement or any other similar requirgr(iacluding but not limited to the capital adequaegulations contained in Parts 3, 208
and 225 of Title 12 of the Code of Federal Regaiatj as amended), any change in such LAWS or imthgpretation or application thereof,
and any request or directive regarding capital adeyg (whether or not having the force of law) frany central bank or government
authority.

Section 1.21. Capital Lease. The term CAPITAL LEASEans a lease with respect to which the lessbimtions thereunder should, in
accordance with G.A.A.P., be capitalized and rédld@s a liability on the balance sheet of thegless

Section 1.22. Capital Lease Obligations. The tedPITAL LEASE OBLIGATIONS means any indebtednessumed as a lessee pursuar

a CAPITAL LEASE.

Section 1.23. Capital Stock. The term CAPITAL STO®Kans any and all shares, participations, and etiiévalents (however designated)
of capital stock of a corporation, any and all othguivalent ownership interests in a PERSON (atiten a corporation) and any and



warrants, or options to purchase any of the forggoi

Section 1.24. Closing. The term CLOSING means gee@tion and delivery of this AGREEMENT, the NOTahd various other LOAN
DOCUMENTS. The date of CLOSING is the date writsdrove as the date of this AGREEMENT.

Sectio 1.25. Code. The term CODE means the Inté&taaénue Code of 1986, as amended, and all Treasgmations, revenue rulings,
revenue procedures or announcements issued thereund

Section 1.26. Collateral. The term COLLATERA meati®f the tangible and intangible assets of anglbof the BORROWERS, wherever
located, whether now owned or hereafter acquirethbyBORROWERS, together with all substitutionge¢if@r, and all replacements and
renewals thereof, and all accessions, additiopéacement parts, manuals, warranties and packagiating thereto, including but not limited
to the following tangible and intangible assets praperty rights of any of the BORROWERS: (a) ACOOLS; (b) CHATTEL PAPER,; (c)
DOCUMENTS; (d) EQUIPMENT,; (e) FIXTURES; (f) GENERAINTANGIBLES, including, but not limited to, INTELECTUAL
PROPERTY:; (g) GOODS; (h) INSTRUMENTS; (i) INVENTORWcluding returned, rejected, or repossessed INVBRY and rights of
reclamation and stoppage in transit with respetfiENTORY; (j) INVESTMENT PROPERTY:; (k) RECEIVABLE,; (l) deposit accounts
(including, without limitation, the COLLECTION ACCONT); (m) letter of credit rights; and (n) all REGDS relating to or pertaining to
any of the above listed COLLATERAL; provided, howeyvthe COLLATERAL shall not include CAPITAL STOC#f any SUBSIDIARY
which is not a DOMESTIC SUBSIDIARY in excess of 65fany series of such stock.

Section 1.27. Collection Account. The term COLLEON ACCOUNT means a bank account designated by BiDER from which the
LENDER alone has power of access and withdrawal.

Section 1.28. Commercial Account. The term COMMERICACCOUNT means the commercial checking accouriid@stablished and
maintained by any or all of the BORROWERS with tiENDER and which may be utilized as the means w&ading funds under the
LOAN.

Sectio 1.29. Credit Facility. The term CREDIT FACIlY means the credit facility extended by the LEN®E the BORROWERS, jointly
and severally as co-obligors, pursuant to the temasconditions of this AGREEMENT and the other IMOROCUMENTS, providing for,
among other things, the LOAN and LETTERS OF CREDIT.

Section 1.30. Default. The term DEFAULT means avgng, occurrence or omission which, with the givaigotice, the passage of time, or
both, would constitute an EVENT OF DEFAULT.

Section 1.31. Dollar Cap. The term DOLLAR CAP med@es Million Dollars ($10,000,000.00).

Section 1.32. Domestic Subsidiary. The term DOMESSIUBSIDIARY means any SUBSIDIARY organized undes taws of any State of
the United States.

Section 1.33. EBITDA. The term EBITDA means, foygeriod, the sum of the following determined oroasolidated basis, without
duplication, for the BORROWERS and their consokdaSUBSIDIARIES in accordance with G.A.A.P.: (aj meome for such period plus
(b) the sum of the following to the extent dedudtedetermining net income for such period: (i)dnte taxes; (i) total interest expense; (iii)
amortization and depreciation; and (iv) extraordjriasses, minus

(c) the sum of the following if not deducted inel@hining net income for such period: (i) interegtame; and (ii) any extraordinary gains,
including but not limited to gains arising from tbale of assets not in the ordinary course of lassin

Section 1.34. Eligible Additional Collateral Valughe term ELIGIBLE ADDITIONAL COLLATERAL VALUE meass, at any date of
determination thereof, the STATED AMOUNT of a didgued irrevocable standby letter of credit hadngriginal undrawn face amount of
Nine Hundred Thousand Dollars ($900,000.00) narttieg ENDER as beneficiary, which is issued on betiaManTech Internatione
Corporation by Mellon Bank, First Union Nationalraor another bank acceptable to the LENDER, hass@nd provisions acceptable to
the LENDER and an expiration date acceptable ta.EDER.

Section 1.35. Eligible Billed Commercial Account$ie term ELIGIBLE BILLED COMMERCIAL ACCOUNTS meanst any date of
determination thereof, the aggregate amount, asdit time, of bona fide ACCOUNTS

(excluding any ACCOUNTS that arise out of a GOVEREINT CONTRACT)

created or acquired by any BORROWER in the ordicanyrse of its business which have been billeti¢c¥CCOUNT DEBTOR thereon
and which are payable in conformity with such hilj and which are, but only in the amounts such ROGITS are, acceptable to the
LENDER. The criteria for eligibility as ELIGIBLE RILED COMMERCIAL ACCOUNTS may be fixed and revisewin time to time by the
LENDER in its reasonable discretion in accordanith its internal credit policies, and any such deti@ations by the LENDER will be
promptly communicated to the BORROWERS. An ACCOUNTo event shall be deemed an ELIGIBLE BILLED COMRCIAL
ACCOUNT unless: (a) the ACCOUNT is a bona fide sérg, and legally enforceable obligation of thened ACCOUNT DEBTOR arising
from goods sold or leased or from services perfdrmehe ordinary course of business on termsahanormal and customary in the busir
of such BORROWER, the ACCOUNT is actually and absy owing to such BORROWER and is not contindentany reason, and such
BORROWER has lawful title to such ACCOUNT; (b) tihelivery of the goods or the performance of theises has been completed; (c) no
return, rejection, or repossession, has occurreid éoreturn, rejection or repossession has oecljronly to the extent such ACCOUNT is



excess of the maximum amount of such return, riejecr repossession and provided the balance &f AGCOUNT otherwise represents a
valid, uncontested and legally enforceable oblaratif the ACCOUNT DEBTOR and satisfies all of thher criteria set forth herein); (d) the
goods delivered or the services performed have telwered or performed, as the case may be, iordaace with the terms of the contract
between the applicable BORROWER and the ACCOUNT DER, without dispute, objection, complaint, offsg¢fense, counterclaim,
adjustment or allowance (including without limitatidiscounts, advertising allowances, or contraats) (or if such ACCOUNT is subject
to any such dispute, objection, complaint, offdefense, counterclaim, adjustment, or allowancly, torthe extent such ACCOUNT is in
excess of the maximum amount of such dispute, tibjeccomplaint, offset, defense, counterclaimpatijpent, or allowance, and provided
balance of such ACCOUNT otherwise represents @ valicontested and legally enforceable obligatiocthe® ACCOUNT DEBTOR and
satisfies all of the other criteria set forth haje{e) the ACCOUNT is not payable by an ACCOUNTEIR to whom any or all of the
BORROWERS owes money (or if so, only to the exthat such ACCOUNT is in excess of the total amawned by any or all of the
BORROWERS to the ACCOUNT DEBTOR and provided thiahee of such ACCOUNT otherwise represents a vahdpntested and
legally enforceable obligation of the ACCOUNT DEBR@nd satisfies all of the other criteria set fdrénein); (f) the ACCOUNT
DEBTORS obligation to pay the ACCOUNT is not sulbjecany repurchase obligation or return rightwéth sales made on a bill-and-hold,
guaranteed sale, sale-and-return, sale on appavedbnsignment basis; (g) the ACCOUNT is not eniwl by CHATTEL PAPER or an
INSTRUMENT or any kind; (h) the ACCOUNT has not hdarned over to any PERSON other than a BORROW#RGdllection; (i) the
ACCOUNT is evidenced by an invoice and no more thiaety (90) days have elapsed from the billingnepice date; (j) no prior,
contemporaneous, or subsequent assignment, clampkl security interest, other than that of tBeNDER, applies to the ACCOUNT; (k) 1
bankruptcy or insolvency proceedings or paymentatooiums of any kind apply to the ACCOUNT;

() the ACCOUNT DEBTOR is not, in the LENDERS salginion, unlikely to pay because of death, incorapey, disappearance, financial
inability, potential bankruptcy, insolvency, damager disposition of the goods, default, or anlyestreason whatsoever; (m) no bonding
company or surety asserts or has the ability teraasy claim based upon the legal doctrine oftaplé subrogation, or under any other right
to claim a lien into or right to payment of the AOONT; (n) the ACCOUNT does not arise from or pert any transaction with any
employee, officer, agent, director, stockholdeoitrer AFFILIATE unless arising in the ordinary cearof business on an arms-length basis;
(o) the ACCOUNT is not payable from any ACCOUNT DHEBR located outside of the geographic boundarigeefnited States of
America or Canada unless such ACCOUNT (i) is crgdé@ranteed in full by a policy of credit insurareguring comprehensive (commercial
and political) risks, acceptable to the LENDERtmsole discretion, or

(i) if approved by the LENDER, is payable in thdl amount of the face value of the ACCOUNT in Ul®llars and fully secured by a
perfected assignment of proceeds of an irrevodetikr of credit acceptable to the LENDER in fornrdaubstance and issued by a United
States financial institution satisfactory to theNIBER in its sole discretion; (p) a BORROWER is lgampowered to collect the
ACCOUNT against the ACCOUNT DEBTOR in the jurisdict in which the ACCOUNT DEBTOR is located; (q) tA€ COUNT is not
payable by an ACCOUNT DEBTOR with respect to whicbre than fifty percent (50%) of the dollar amoahthat ACCOUNT DEBTORS
RECEIVABLES to any or all of the BORROWERS are mtiran ninety (90) days due from the date of invpice

(r) the ACCOUNT does not arise from any contracagreement with any state, local or foreign govemninand (s) the LENDER has a
perfected first priority security interest theredm ACCOUNT which otherwise satisfies the LENDER@$eria for eligibility shall also be
subject to the following eligibility limitations#) if the ACCOUNT is due from an ACCOUNT DEBTOR wdmbilled ACCOUNTS in the
aggregate constitute in excess of fifteen percEsio of all billed ACCOUNTS of the BORROWERS, ottihe portion of the aggregate
amount of the billed ACCOUNTS from that ACCOUNT DEBR which does not exceed fifteen percent (15%lldfilled ACCOUNTS of
the BORROWERS may be eligible; and (B) to the etixea ACCOUNT contains finance charges, delivergrghks or sales taxes, such
finance charges, delivery charges or sales taxadbrsit be eligible.

Section 1.36. Eligible Billed Government Accouritee term ELIGIBLE BILLED GOVERNMENT ACCOUNTS meanat any date of
determination thereof, the aggregate amount, &t 8oe, of bona fide ACCOUNTS arising out of GOVERENT CONTRACTS and
created or acquired by any BORROWER in the ordicayrse of its business, which have been billetiécACCOUNT DEBTOR thereon
and which are payable in conformity with such hilj and which are, but only in the amounts such ROGITS are, acceptable to the
LENDER. The criteria for eligibility as an ELIGIBLBILLED GOVERNMENT ACCOUNT may be fixed and revisé@dm time to time by
the LENDER in its reasonable discretion in accocgawith its internal credit policies, and any sdeterminations by the LENDER will be
promptly communicated to the BORROWERS. An ACCOWsthall in no event be deemed an ELIGIBLE BILLED GCRAREMENT
ACCOUNT unless: (a) the ACCOUNT and the respecB@VERNMENT CONTRACT shall be in compliance with afyplicable LAWS,
including federal procurement LAWS and regulatiaig;if so requested by the LENDER, the applicd@RROWER shall have complied
with all provisions necessary to protect the LEN[ERterest under the Assignment of Claims Act of(,9%s amended, and all regulations
promulgated thereunder; (c) the LENDER is satiséisdo the absence of setoffs, counterclaims, et defenses to payment on the part of
the United States of America; (d) such ACCOUNT khat constitute or include any retainage; (e)tE&IDER is satisfied that funds for the
payment of such ACCOUNT have been appropriatedeyunited States of America or such agency, degantior instrumentality thereof,
such ACCOUNT and GOVERNMENT CONTRACT are enforceadgainst the full faith and credit of the Unitadt8s of America, and
funds for the payment of such ACCOUNT are availaatel (f) the ACCOUNT satisfies and continues tisfarequirements contained in t
definition of ELIGIBLE BILLED COMMERCIAL ACCOUNTS st forth in Section 1.35 of this AGREEMENT; proviidowever, (i) in liel
of clause (i), the ACCOUNT shall be evidenced byramice and no more than one hundred twenty (820¥% shall have elapsed from the
billing or invoice date, (ii) in lieu of clause (@dhe ACCOUNT is not payable under a GOVERNMENT CIBRACT with respect to which
more than fifty percent (50%) of the aggregateataimount of all ACCOUNTS payable to any or altted BORROWERS thereunder are
more than one hundred twenty (120) days due fram#ie of invoice; (iii) and in lieu of clause (Af)the ACCOUNT is payable under a
GOVERNMENT CONTRACT as to which all billed ACCOUNT#yable to any of the BORROWERS thereunder iratigregate constitute
in excess of fifteen percent (15%) of all billed BOUNTS of the BORROWERS, only the portion of thgr@gate amount of the
ACCOUNTS pursuant to such GOVERNMENT CONTRACT whéites not exceed fifteen percent (15%) of all ileCCOUNTS of the
BORROWERS may be eligible.

Section 1.37. Eligible Inventory. The term ELIGIBUEVENTORY means, at any date of determinationé¢bé&rthe aggregate amount, as at
such time, of INVENTORY owned by any or all of tBORROWERS which is acceptable to the LENDER torfmduided in the calculation



the BORROWING BASE. The criteria for eligibility mde fixed and revised by the LENDER from timeitod in its reasonable discretion
in accordance with its internal credit policiesdamy such determinations by the LENDER will berpptly communicated to the
BORROWERS. INVENTORY in no event shall be deemedd®ELIGIBLE INVENTORY unless: (a) the LENDER haéirat priority
perfected security interest in its INVENTORY:; (b)s normally and currently saleable in the ordynemurse of business of any or all of the
BORROWERS; (c) it is not work in process; (d) itdsated on the premises of a BORROWER; (e) it dmgsconsist of defective, damaged,
obsolete, returned or repossessed items of INVENYORused goods or goods taken in trade; (f) itsdoat consist of slow moving items or
items determined by the LENDER in its sole disoretio be stale or dated merchandise; (g) it doésamsist of packing or packaging
materials, general supplies, catalogs, promotioterizds, specialty inventory, inventory on loaratyy PERSON, items used as demonstre
prototypes, or salesman's samples; (h) it doesartgist of an item consigned to any or all of t@RROWERS or with respect to which any
PERSON claims a lien; (i) it has not been consignedny or all of the BORROWERS to a consignesit (§ not held by any PERSON
(other than a BORROWER) or located upon any presmis¢ owned in fee simple by a BORROWER unless SIESRSON or the owner of
such premises has executed a lien waiver agreéméorm and substance satisfactory to the LENDERY &) it has not been deemed
unmerchantable or otherwise unsatisfactory by tBRDER for any reason, in the LENDERS sole discretly written notice to the
BORROWERS. The value of any INVENTORY deemed to ttiee criteria for ELIGIBLE INVENTORY shall be detained at the least of:
(i) the BORROWERS net purchase or manufacturing; ¢dsthe lowest then-existing market price; Xihe BORROWERS lowest selling
price, less estimated expenses for packing, sddlimthdelivery; or (iv) any price ceiling which mbg established by governmental order,
regulation, or restriction. The LENDER shall be thscretionary judge of the value of any INVENTORY4sed upon such information as it
deems, in its reasonable discretion, to be relemaapplicable in making that determination.

Section 1.38. Eligible Unbilled Government Accouritke term ELIGIBLE UNBILLED GOVERNMENT ACCOUNTS nams, at any date
determination thereof, the aggregate amount, dt 8o, of those bona fide ACCOUNTS which wouldEdGIBLE BILLED
GOVERNMENT ACCOUNTS, but for the fact that such AGGNTS have not been invoiced as a result of nofreguency of billing under
the particular GOVERNMENT CONTRACTS, and which ACORNTS are acceptable, but only in the amounts SUCGBUNTS are
acceptable to the LENDER. The criteria for eligtpibs an ELIGIBLE UNBILLED GOVERNMENT ACCOUNT male fixed and revised
by the LENDER in its reasonable discretion in adeoice with its internal credit policies, and angtsdeterminations by the LENDER wiill
be promptly communicated to the BORROWERS. An ACGOWhall in no event be deemed eligible unlesss@h ACCOUNT represents
costs incurred by or profits accrued to a BORROWABR recoverable under a GOVERNMENT CONTRACT,; (lghsACCOUNT shall not
constitute or include any retainage; (c) no moaentkixty (60) days have elapsed from the date agswvere completed or goods delivered
upon issuance of an invoice therefor an ELIGIBLEIEED GOVERNMENT ACCOUNT will arise in favor of a BRROWER; and (e) such
ACCOUNT is not simultaneously reported as an ELICHBBILLED GOVERNMENT ACCOUNT on any Borrowing Bageertificate
provided to the LENDER.

Section 1.39. Employee Benefit Plan. The term EMPEEG BENEFIT PLAN means an employee benefit plandefined in Section 3(3) of
ERISA.

Section 1.40. Environmental Laws. The term ENVIROBNTAL LAWS means individually or collectively angdal, state or federal LAW,
statute, rule, regulation, order, ordinance, comiaan permit or license term or condition, or stsi@er-lien or environmental clean-up or
disclosure statutes pertaining to the environmemn® @environmental contamination, regulation, maagnt, control, treatment, storage,
disposal, containment, removal, clean-up, reportimglisclosure, including, but not limited to, tBemprehensive Environmental Response,
Compensation and Liability Act of 1980, as now erdafter amended (including, but not limited t@ Buper-fund Amendments and
Reauthorization Act); the Resource ConservationRacbver Act, as now or hereafter amended (inctydint not limited to, the Hazardous
and Solid Waste Amendments of 1984); the Toxic 8ulzes Control Act, as now or hereafter amendedCtean Water Act, as now or
hereafter amended; the Safe Drinking Water Ach@g or hereafter amended; or the Clean Air Achh@s or hereafter amended.

Section 1.41. EPA Permit. The term EPA PERMITSthasneaning given that term in Section 5.23 of AG&REEMENT.

Section 1.42. ERISA. The term ERISAS means the Byga Retirement Income Security Act of 1974 andil@gpns issued thereunder, as
amended from time to time and any successor statute

Section 1.43. ERISA Affiliate. The term ERISA AFRATE means, in relation to any PERSON, any tradbuminess (whether or not
incorporated) which is a member of a group of whiedt PERSON is a member and which is under contoatrol within the meaning of tl
regulations promulgated under Section 414 of th®EQO

Section 1.44. ERISA Liabilities. The term ERISA IBALITIES means the aggregate of all unfunded vebttefits under any employee
pension benefit plan, within the meaning of Sec8@@) of ERISA, of any of the BORROWERS or any ERISFFILIATE of any of the
BORROWERS under any plan covered by ERISA thabtsarMULTIEMPLOYER PLAN and all potential withdrawabilities of any of the
BORROWERS or any ERISA AFFILIATE under all MULTIEM®YER PLANS.

Section 1.45. Event Of Default. The term EVENT OERAULT means any of the events set forth in Artlef this AGREEMENT,
provided that any requirement for the giving ofioet the lapse of time, or both, or any other esglgestated condition, has been satisfied.

Section 1.46. Facilities. The term FACILITIES meatigeal property and the improvements thereom useoccupied or leased by any of the
BORROWERS or otherwise used at any time by anh@BORROWERS in the operation of its business ottfe manufacture, storage, or
location of any of the COLLATERAL.

Section 1.47. Federal Funds Effective Rate. Tha tfEDERAL FUNDS EFFECTIVE RATE means for any periadluctuating interest rate
per annum equal for each day during such periddgaveighted average of the rates on overnightiaéélends transactions with members



the Federal Reserve System arranged by Federa hwo#ers, as published for such day (or, if sushid not a BUSINESS DAY, for the
preceding BUSINESS DAY) by the Federal Reserve Ba#rikew York or, if such rate is not so published &ny day that is a BUSINESS
DAY, the average of the quotations for such daguach transactions received by the LENDER from tl8¢dé-ederal funds brokers of
recognized standing selected by the LENDER.

Section 1.48. Fiscal Year. The term FISCAL YEAR methe fiscal year of each of the BORROWERS whicthé twelve (12) month
accounting period commencing January 1 and endeweMber 31 of each calendar year.

Section 1.49. G.A.A.P. The term G.A.A.P. meanshwaspect to any date of determination, generaltgpted accounting principles as used
by the Financial Accounting Standards Board antiferAmerican Institute of Certified Public Accounts consistently applied and
maintained throughout the periods indicated.

Section 1.50. GSE Power Systems AB Note. The te8R BOWER SYSTEMS AB NOTE means the Promissory Nated May 1, 1999
from GSE SYSTEMS and payable to the order of GSEdP&Gystems AB in the original principal amount&déven Million, Three Hundred
Twenty-Seven Thousand, One Hundred Thirty-Four@id00 Swedish kronor (SEK 11.327.134,94).

Section 1.51. GSE Systems. The term GSE SYSTEMSi$n88E Systems, Inc., a Delaware corporation.

Section 1.52. Guaranteed Pension Plan. The termRANTEED PENSION PLAN means any pension plan mai@diby any of the
BORROWERS or an ERISA AFFILIATE of any of the BORRERS, or to which any of the BORROWERS or an ERFSAILIATE
contributes, some or all of the benefits under Wisice guaranteed by the United States Pension B&hefranty Corporation.

Section 1.53. Guarantors. The term GUARANTORS meailisctively GSE Systems International, Ltd., ddare corporation, MSHI, Inc.,
a Virginia corporation, GSE Erudite Software, IrcDelaware corporation, GP International Engimegé& Simulation, Inc., a Delaware
corporation, GSE Services Company, LLC, a Delaviar#ed liability company, and all other directimdirect DOMESTIC SUBSIDIARIES
of any of the BORROWERS.

Section 1.54. Guaranty Agreements. The term GUARXMIGREEMENTS means collectively the Guaranty Agreeis executed from tin
to time by the GUARANTORS or the LIMITED GUARANTORSr the benefit of the LENDER.

Section 1.55. Guaranty Indebtedness. The term GURXRAINDEBTEDNESS means any obligation, contingenbtherwise, of any
referenced PERSON directly or indirectly guaramtgeainy debt or obligation of any other PERSON avithout limiting the generality of the
foregoing, any obligation, direct or indirect, cioigient or otherwise, of such PERSON: (a) to puretaspay (or advance or supply funds for
the purchase or payment of) such debt or obligdtidrether arising by virtue of partnership arrangats, by agreement to keep-well, to
purchase assets, goods, securities or serviceskeaeor-pay, or to maintain financial statementditons or otherwise, other than agreements
to purchase goods at an arms length price in tthi@any course of business); or (b) entered intdHerpurpose of assuring in any other
manner the holder of such debt or obligation offtagment thereof or to protect such holder agdirsstin respect thereof (in whole or in
part). The term GUARANTY INDEBTEDNESS shall not inde endorsements for collection or deposit indtdinary course of business.

Section 1.56. Government Contract. The term GOVERNN CONTRACT means a contract between any BORROW&dIRany agency,
department or instrumentality of the United State&merica where such BORROWER is the prime comrac

Section 1.57. Indebtedness. The term INDEBTEDNE®8nms, as to any referenced PERSON (determined wtithuplication): (a)
indebtedness of such PERSON for borrowed moneythehéy loan or the issuance and sale of debt Bes)y or for the deferred purchase
or acquisition price of property or services (ottlem accounts payable incurred in the ordinarysmof business); (b) obligations of such
PERSON in respect of letters of credit or simitestiuments issued or accepted by financial ingtitstfor the account of such PERSON
(whether or not such obligations are contingew}) JAPITAL LEASE OBLIGATIONS of such PERSON; (d) lidmtions of such PERSON
redeem or otherwise retire equity interests in MERSON; (e) indebtedness of others of the typerilesl in clause (a), (b), (c) or (d) above
secured by a lien on any of the property of sucR®EN, whether or not the respective obligationestuged has been assumed by such
PERSON; and

(f) GUARANTY INDEBTEDNESS.

Section 1.58. Insolvency Proceedings. The term INGENCY PROCEEDINGS means, with respect to any erieed PERSON, any case
proceeding commenced by or against such PERSONy @amy provision of the United States Bankruptc@€as amended, or under any
other federal or state bankruptcy or insolvency, lamany assignments for the benefit of credittmspal or informal moratoriums,
receiverships, compositions or extensions with somal creditors with respect to any indebtedrassuch PERSON.

Section 1.59. Intellectual Property. The term INTHCTUAL PROPERTY means all present and future desigatents, patent rights and
applications therefor, trademarks and registratmn®gistrations therefor, copyrights, softwareomputer programs, license rights, trade
secrets, methods, processes, know-how, drawingsifgations, descriptions, and all memoranda, s\ated records with respect to any
research and development, whether now owned oafteracquired, all goodwill associated with anytta foregoing, and all proceeds of all
of the foregoing.

Section 1.60. Interest Period. The term INTERESRRID means with respect to any LIBOR BORROWING,reperiod commencing ¢



the date such LIBOR BORROWING is made or convetteal LIBOR BORROWING and ending on the numericallyresponding date in
the first, second, or third calendar month theedftr, if there is no numerically corresponding,dan the last BUSINESS DAY of such
month), as the BORROWERS may select.

Sectio 1.61. Interest Rate Protection Agreemerg.t€hm INTEREST RATE PROTECTION AGREEMENT means,doy referenced
PERSON, an interest rate swap, cap or collar ageaeor similar arrangement and documentation betweeh PERSON and one or more
financial institutions providing for the transfermitigation of interest risks either generallywrder specific contingencies.

Section 1.62. Inventory. The term INVENTORY shalk the same meaning as provided to such terneiNéw York Uniform Commercial
Code - Secured Transactions, Article 9, as ameridgdther with all of the BORROWERS goods, merclssdnaterials, raw materials,
goods in process, finished goods, work in progreisslings or component materials, packaging anopsihg materials and other tangible or
intangible personal property, now owned or hereateuired and held for sale or lease or furnighreid be furnished under contracts of
service or which contribute to the finished produmt the sale, promotion, storage and shipmenédiiewhether located at facilities owned or
leased by any of the BORROWERS, in the courseanfsfrort to or from ACCOUNT DEBTORS, used for denti@t®n, placed on
consignment, or held at storage locations.

Section 1.63. Inventory Borrowing Base. The teri BENTORY BORROWING BASE means, at any date of deteation thereof, the
lesser, as at such time, of (a) the product E(GIBLE INVENTORY and (ii) the INVENTORY CREDIT PRCENTAGE, and (b) the
INVENTORY MAXIMUM CREDIT AMOUNT.

Section 1.64. Inventory Credit Percentage. The lekfENTORY CREDIT PERCENTAGE means forty percent 40

Section 1.65. Inventory Maximum Credit Amount. Tthem INVENTORY MAXIMUM CREDIT AMOUNT means One Milbn Two
Hundred Thousand Dollars ($1,200,000.00).

Section 1.66. Laws. The term LAWS means all ordiesn statutes, rules, regulations, orders, injanstiwrits or decrees of any government
or political subdivision or agency thereof, or aurt or similar entity established by any thereof.

Section 1.67. L/C Exposure. The term L/C EXPOSUREaNS, collectively, at any time of determinatioa sum, as at such time of: (a) the
STATED AMOUNT of all LETTERS OF CREDIT issued andtstanding; and (b) all REIMBURSEMENT OBLIGATIONS.

Section 1.68. Lender Expenses. The term LENDER BEX$ES means the out-of-pocket expenses or coster@uchy the LENDER arising
out of, pertaining to, or in any way connected witts AGREEMENT, any of the other LOAN DOCUMENTS ttve OBLIGATIONS, or any
documents executed in connection herewith or tiitses hereunder. The term LENDER EXPENSES shaluiate, without limitation: (a) tr
costs or expenses required to be paid by any of #iie BORROWERS pursuant to this AGREEMENT or ahthe other LOAN
DOCUMENTS; (b) costs and expenses in connectioh @DLLECTION ACCOUNTS; (c) LETTER OF CREDIT feescacharges; (d) taxe
and insurance premiums advanced or otherwise patldebLENDER in connection with the COLLATERAL on dehalf of any or all of the
BORROWERS,; (e) filing, recording, title insuraneayvironmental and consulting fees, audit feescéefies and other expenses paid or
incurred by the LENDER in connection with the LENRE transactions with any or all of the BORROWERStemplated by this
AGREEMENT or any of the other LOAN DOCUMENTS or etlwise related to the CREDIT FACILITY or any of tdBLIGATIONS; (f)
costs and expenses incurred by the LENDER in tHeatimn of the ACCOUNTS (with or without the insttion of legal action), or to enfort
any provision of this AGREEMENT, or in gaining pession of, maintaining, handling, evaluating, preisg, storing, shipping, selling,
preparing for sale and/or advertising to sell ttid CATERAL or any other property of any of the BORRERS whether or not a sale is
consummated; (g) costs and expenses of litigatioarred by the LENDER, or any participant of theNIEER in any of the OBLIGATIONS,
in enforcing or defending this AGREEMENT or any foam hereof or in collecting any of the OBLIGATION@) reasonable attorneys fees
and expenses incurred by the LENDER in obtainingcador the services of its attorneys with resped¢he structuring, drafting, negotiating,
reviewing, amending, terminating, enforcing or aef@g of this AGREEMENT, or any portion hereof ayaagreement or matter related
hereto, whether or not litigation is instituteddantravel expenses related to any of the foregoin

Section 1.69. Letters Of Credit. The term LETTERSCREDIT means collectively standby letters of @ressued from time to time by the
LENDER for the account or benefit of any or altké BORROWERS.

Section 1.70. LIBOR Borrowing. The term LIBOR BORRANG means each advance of proceeds of a LOAN wikielecruing interest
based upon the ADJUSTED LIBOR RATE for a separsfEHREST PERIOD.

Section 1.71. LIBOR Rate. The term LIBOR RATE meamith respect to any LIBOR BORROWING for any INTERT PERIOD, the
interest rate per annum determined by the LENDERIiging (the resulting quotient rounded upwaitdsthe next whole multiple of one-
sixteenth of one percent (.0625%) (a) the ratetafrest determined by the LENDER in accordance itdthsual procedures to be the
weighted average (rounded, if necessary, to theeseane-hundredth of one percent (.01%)) of tkee gaotation offered to the LENDER by
leading banks in the London Interbank Eurodollarkéafor Dollar deposits for amounts in immediateisailable funds comparable to the
outstanding principal amount of the LIBOR BORROWINB which an interest rate is then being determhiaed having a borrowing date
and a maturity comparable to such INTEREST PERI&Dof 11:00 a.m. or as soon thereafter as pratgicato (2) BUSINESS DAYS
preceding the first day of such INTEREST PERIOD(lpya number equal to 1.00 minus the RESERVE RE@MENT. In each instance,
the LENDERS determination of the LIBOR RATE shadl ¢pbnclusive, absent manifest er



Section 1.72. Limited Guarantors. The term LIMITEDDARANTORS means collectively, GP Strategies Caafion, a Delaware
corporation, and ManTech International CorporatimiNew Jersey corporation.

Section 1.73. Loan. The term LOAN means the remgiVvoan extended by the LENDER to the BORROWERias and several cobligors
in accordance with the terms set forth in this AGRENT.

Section 1.74. Loan Documents. The term LOAN DOCUMBNmeans all agreements, instruments and docuntegéther with all other
loan agreements (including without limitation tAA6& REEMENT), notes (including without limitation thi¢OTE), security agreements,
guarantees, subordination agreements, intercreglit@ements, pledges, affidavits, powers of atigroensents, assignments, landlord and
mortgage waivers, opinions, collateral assignmeaetsjbursement agreements, contracts, noticegdefisancing statements, mortgages,
deeds of trusts, assignments of rents or contracepds, intellectual property security agreeméeti®r of credit applications and agreeme
cash collateral account agreements, INTEREST RARDPECTION AGREEMENTS, and all other written mattehether heretofore, now
or hereafter executed by or on behalf of any oofithe BORROWERS, any of the GUARANTORS, any & tHMITED GUARANTORS ol
by any other PERSON in connection with any of tied GGATIONS.

Section 1.75. Lock Box. The term LOCK BOX has theaming given that term in Section 3.5 of this AGREENT.

Section 1.76. Material Adverse Event. The term MARTAL ADVERSE EVENT means the occurrence of any @veandition, or omission
which the LENDER in the good faith reasonable eiserof the LENDERS discretion determines could Xjgeeted to have a material adverse
effect upon: (a) the condition (financial or oth&®), results of operations, properties, assetsilities (including, without limitation, tax
liabilities, liabilities under ENVIRONMENTAL LAWSand ERISA LIABILITIES), businesses, operations,itajzation, equity, licenses,
franchises or prospects of any of the BORROWER® cithe GUARANTORS, or any of the LIMITED GUARANTRS; (b) the ability of
any of the BORROWERS, any of the GUARANTORS, or ahthe LIMITED GUARANTORS to perform any of the QBSATIONS when
and as required by the terms of the LOAN DOCUMEN({$the rights and remedies of the LENDER as ptediby the LOAN
DOCUMENTS,; or (d) the value, condition, use, oritafility of any of the COLLATERAL or upon any ohé LENDERS liens and security
interests securing the OBLIGATIONS.

Section 1.77. Maximum Credit Amount. The term MAXINI CREDIT AMOUNT means the lesser of the BORROWIBASE or the
DOLLAR CAP.

Section 1.78. Multiemployer Plan. The term MULTIEMPYER PLAN means a multiemployer plan as define&@ttion 4001(a)(3) of
ERISA which is maintained for employees of the B@RRERS, or any ERISA AFFILIATE of the BORROWERS.

Section 1.79. Net Profit After Taxes. The term NEROFIT AFTER TAXES means, for any period, the aggte net income of the
BORROWERS and their consolidated SUBSIDIARIES factsperiod determined in conformity with G.A.A.Bfter payment of or provision
for, or distributions with respect to, taxes apaftile to such period; provided, however, in no egball such amount be less than One Dollar
($1.00).

Section 1.80. Note. The term NOTE means the Pramjiddote of even date herewith from the BORROWER$@makers thereof which is
payable to the order of the LENDER in the statedggal amount of Ten Million Dollars ($10,000,000).

Section 1.81. Obligations. The term OBLIGATIONS mega&ollectively all of the obligations of each betBORROWERS to pay to the
LENDER:

(a) all sums due to the LENDER arising out of ocamnection with the LOAN or otherwise pursuanttie terms of the LOAN

DOCUMENTS and all renewals, refinancings, extensj@ubstitutions, amendments, restatements, matidfits, supplements or
replacements thereof, whether direct or indiredhtjor several, absolute or contingent, conteneplatr uncontemplated, now existing or
hereafter arising, including, but not limited t,amounts of principal, interest, charges, reingemnents, advancements, escrows and fees; (b
other indemnification obligations owed by any dradlthe BORROWERS to the LENDER in accordance whith terms of the LOAN
DOCUMENTS; (c) all LENDER EXPENSES; (d all overdsabf any of the BORROWERS upon any accounts ikhltENDER; (e)
payments, duties or obligations owed to the LENZ#ERing from or with respect to INTEREST RATE PRGOHON AGREEMENTS,
foreign exchange facilities or currency transadjaxisting or arising from time to time; (f) allras outstanding on account of
REIMBURSEMENT OBLIGATIONS and any other sums owedhe LENDER arising out of or relating to any LEHRS OF CREDIT
including, without limitation, all indemnificatioabligations, obligations to deposit cash collatesald obligations to pay fees; (g) all duties of
payment and performance owed to the LENDER in cotime with any guaranties; (h) all other indebtesiner liability of any of the
BORROWERS to the LENDER, whether direct or indir¢mint or several, absolute or contingent, contiedigal or not presently
contemplated, now existing or hereafter arisingannection with the CREDIT FACILITY; and (i) anydabtedness or liability which may
exist or arise as a result of any payment made igrahe benefit of any of the BORROWERS beingided or set aside for any reason
including, without limitation, any payment beingodded as a preference under Sections 547 and 5@ afnited States Bankruptcy Code
amended, or under any state law governing insolvencreditors rights.

Section 1.82. Permitted Acquisitions. The term PERMED ACQUISITION means an ACQUISITION by any BORRMER pursuant to an
ACQUISITION AGREEMENT provided: (a) no DEFAULT oANEENT OF DEFAULT shall have occurred or shall ocatter giving effect t
such ACQUISITION; (b) the BORROWERS and the cortailtd SUBSIDIARIES shall have demonstrated in givgridelivered to the
LENDER full compliance with all of the terms andpgisions of this AGREEMENT (including but not liretl to the financial covenants set
forth in Sections 6.21, 6.22, 6.23, and 6.24 hgreefore giving effect to such ACQUISITION and, apro forma basis, after giving effect to
such ACQUISITION; (c) the BORROWERS and the corgaikd SUBSIDIARIES shall have demonstrated to tBRIRDER in writing that



after giving full effect to the ACQUISITION, the TMGIBLE NET WORTH of the BORROWERS and the consdkdbSUBSIDIARIES

shall not be less than their TANGIBLE NET WORTH iradiately prior to such ACQUISITION; (d) the net @me (determined in
accordance with G.A.A.P.) of the TARGET for the mb2-month period most recently preceding the ACRITION is not less than One
Dollar ($1.00), unless the ACQUISTION is a truesagaurchase only; (e) the TARGET is a going con¢entess the ACQUISITION is a tr
asset purchase only), organized under one of #tesstf the United States and located solely iiif @n asset purchase, whose assets are
located solely in), the United States, and is iossantially the same line of business as the BORE&®/ or a complementary line of
business; (f) a BORROWER is the surviving, coninglicorporation upon the consummation of such AC&ITION; (g) such

ACQUISITION was not preceded by an unsolicited traffer for the CAPITAL STOCK of the TARGET thataw not recommended or
approved by the TARGETS board of directors or simjjoverning body, and the BORROWER shall havevdedd to the LENDER evidence
satisfactory to the LENDER that the board of dioestor similar governing body of the TARGET hasmappd such ACQUISITION; (h) the
TARGET is not subject to any material pending &tign which could reasonably be expected to hawatrial adverse effect on the
BORROWERS or any SUBSIDIARY; (i) the BORROWERS haieen the LENDER at least fifteen

(15) BUSINESS DAYS prior written notice of the dlog of the ACQUISITION; and (j) if the aggregatelva of cash and securities paid and
issued in connection with such transaction (ineilgdhe maximum amount of any compensation or cenaitbn which such BORROWER is
obligated to pay in connection therewith in additto the purchase price) is One Million Dollars ,(#10,000.00) or more, such transaction
been approved by the LENDER, which approval shaibject to the review by the LENDER of all documtag¢ion and financial analysis
related to the transaction as the LENDER shallmealsly require.

Section 1.83. Permitted Liens. The term PERMITTHENS means: (a) liens for taxes, assessmentsmilasicharges incurred in the
ordinary course of business that are (i) not yetald payable or

(i) due and payable but are being contested irddaith by appropriate proceedings in accordandb thie terms and conditions of

Section 6.8 hereof, provided that, in the caséeoflunder this clause (i), a reserve againsBMBROWING BASE shall have been
established in the amount of the claims for anyngages, assessments, or similar charges; (b)ilefasor of the LENDER; (c) any existing
liens specifically described on Schedule 1.82 HeKelp any lien on specifically allocated moneysecurities to secure payments under
workers compensation, unemployment insurance, lseetairity and other similar LAWS, or to secure pleeformance of bids, tenders or
contracts (other than for the repayment of borromedhey) or to secure statutory obligations or appeads, or to secure leases, or
indemnity, performance or other similar bonds & tindinary course of business; (e) purchase mosayrisy interests for EQUIPMENT not
to exceed in aggregate amount outstanding at amyime the sum of Fifty Thousand Dollars ($50,000.@rovided that such purchase
money security interests do not attach to any aggher than the specific item(s) of EQUIPMENT doegl with the proceeds of the loan
secured by such purchase money security inter@stdatutory liens of landlords, carriers, waresemen, mechanics, materialmen and other
similar liens imposed by LAW which are incurredtiie ordinary course of business for sums not ntag thirty (30) days delinquent or the
validity of which is being contested in good fdith appropriate proceedings promptly instituted ditigently conducted, the outcome of such
contest proceedings, if adversely determined, coatchave a material adverse effect on any of @R ROWERS or the GUARANTORS,
such contest proceedings have the effect of prangetite forfeiture or sale of such property subjectuch liens, and reserves satisfactory to
the LENDER against the BORROWING BASE shall haverbestablished for payment of such sums, feesxgmehses for which any of the
BORROWERS would be liable if unsuccessful in sushtest; and provided that such liens do not, in@ase, materially detract from the
value of the property subject thereto or interfein the ordinary conduct of the business of anthefBORROWERS; (g) easements, rights-
of-way, restrictions and other similar chargesrmguembrances which, in the aggregate, are not nmhteramount, and which in any case do
not materially detract from the value of the prapeubject thereto or interfere with the ordinaonduct of the business of any of the
BORROWERS; (h) liens securing judgments, but oalthe extent, for an amount, and for a period astiting in a DEFAULT or an

EVENT OF DEFAULT; and (i) subsequently arising Bamwhich are expressly approved by the LENDER irtimgiin advance of the creation
of any such liens.

Section 1.84. Person. The term PERSON means aiwdundl, corporation, partnership, limited liabjlitompany, association, joint-stock
company, trust, estate, unincorporated organizajiamt venture, court, government or political dislision or agency thereof, or other legal
entity.

Section 1.85. Quarter. The term QUARTER means ehtie periods of three calendar months beginnimgach January 1, April 1, July 1,
and October 1 of each calendar year.

Section 1.86. Receivables. The term RECEIVABLES mseall of the ACCOUNTS, INSTRUMENTS, DOCUMENTS, GERAL
INTANGIBLES, CHATTEL PAPER, notes, notes receivalleafts, acceptances, and choses in action, obaall of the BORROWERS,
now existing or hereafter created or acquired,alhproceeds and products thereof, and all rigidsdto, arising from the sale or lease of or
the providing of INVENTORY, GOODS, or services hyaf the BORROWERS to ACCOUNT DEBTORS, as welbd®ther rights,
contingent or norcontingent, of any kind of any of the BORROWERSédoeive payment, benefit, or credit from any PERS@Bluding, bu
not limited to contracts with customers (includimgt not limited to GOVERNMENT CONTRACTS), deposipgepayments and any rights to
receive payment under any policy of credit insueanc

Section 1.87. Records. The term RECORDS meansspamnelence, memoranda, tapes, discs, papers, bodkdher documents, or
transcribed information of any type, whether expegkin ordinary, computer or machine language.

Section 1.88. Regulated Substance. The term REGHASUBSTANCE means any substance which, pursuaanyd&NVIRONMENTAL
LAW, is identified as a hazardous substance (cemtifrm having similar import) or is otherwise ®dtjto special requirements in connection
with the use, storage, transportation, dispositioather handling thereof.

Section 1.89. Regulatory Change. The term REGULAYUHHANGE means any change after the CLOSING inldiaes of the United State



any state thereof, or any foreign nation or staté¢he adoption or making after such date, of atgrpretations, directives or requests appl
to a class of depository institutions, including ttENDER, of or under any law of the United Statasy states thereof, or any foreign nation
or state (whether or not any such interpretatiimective or request has the force of law) by anyrtor governmental authority or monetary
authority with authority with respect to the intefation or administration of such law.

Section 1.90. Reimbursement Obligations. The teBEIMBBURSEMENT OBLIGATIONS means, at any particulang, the aggregate
amount of all drawings made under LETTERS OF CREW®Iilch, as at such time, have not been reimbuisétet LENDER by the
BORROWERS.

Section 1.91. Release. The term RELEASE mean®aselas defined in Section 101(22) of the Comps#eiEnvironmental Response,
Compensation and Liability Act of 1980, as now erdafter amended.

Section 1.92. Reserve Requirement. The term RESEREQUIREMENT means, for any INTEREST PERIOD, therage rate at which
reserves (including any marginal, supplementahegrgency reserves) are required to be maintaingdglsuch INTEREST PERIOD under
Regulation D of the Board of Governors of the FatiBeserve System, from time to time in effectgoy successor or other regulation
relating to reserve requirements applicable to meFrbhnks of the Federal Reserve System) by menamstof the Federal Reserve System
with deposits exceeding One Billion Dollars ($1,@@®M,000) against Eurocurrency Liabilities as autigedefined in Regulation D.

Section 1.93. Restricted Payment. The term RESTREIZPAYMENT means collectively: (a) any dividendather payment or distribution,
direct or indirect, on account of any equity instri@ any of the BORROWERS or any of their respec8UBSIDIARIES now or hereafter
outstanding, except a dividend or distribution gdgaolely in the same class or type of equityreggeto the holders of that class or type; (b)
any payment or prepayment of principal of, premiifrany, or interest on, or any redemption, coniersexchange, retirement, sinking fund
or similar payment, purchase or other acquisitmmvilue, direct or indirect, by any of the BORROR& of any SUBORDINATED DEBT,
the GSE POWER SYSTEMS AB NOTE, or any equity inéere any of the BORROWERS or any of their respec8 UBSIDIARIES now ¢
hereafter outstanding; (c) any payment made byoatlye BORROWERS or any of their respective SUBAIRIES to retire, or to obtain the
surrender of, any outstanding warrants, optiorstioer rights to acquire equity interests in anyhef BORROWERS or any of their respective
SUBSIDIARIES now or hereafter outstanding; or (dy @ayment by any of the BORROWERS or any of thespective SUBSIDIARIES to
any AFFILIATE or any other PERSON of any managemeonsulting or similar fees outside the ordinasyrse of business or which are not
in amounts comparable to sums paid in the markegdiar similar services.

Section 1.94. Solvent. The term SOLVENT meanspasy referenced PERSON, that as of the date efméatation both: (a) (i) the then fair
saleable value of the property of such PERSONe@atgr than the total amount of liabilities (incluglicontingent liabilities) of such PERSON
and is not less than the amount that will be resgliio pay the probable liabilities on such PERS@NB existing debts as they become
absolute and matured considering all financingadtives and potential asset sales reasonablyadl@iio such PERSON,; (ii) such PERSC
capital is not unreasonably small in relation sohitisiness or any contemplated or undertaken taosaand (iii) such PERSON does not
intend to incur, or believe (nor should it reasdpddelieve) that it will incur, debts beyond itsilitly to pay such debts as they become due;
and (b) such PERSON is solvent within the meanimgrgthat term and similar terms under applicables! relating to fraudulent transfers
and conveyances. For purposes of this definitiom.amount of any contingent liability at any tinal be computed as the amount that, in
light of all the facts and circumstances existihguch time, represents the amount that can reblsoba expected to become an actual or
matured liability.

Section 1.95. Stated Amount. The term STATED AMOUMN&ans with respect to each LETTER OF CREDIT, ¢lssdr of (a) the face
amount thereof, or (b) the amount remaining avi&létr drawing thereunder (regardless of whethgramditions for drawing could then be
satisfied).

Section 1.96. Subordinated Debt. The term SUBORDIEB DEBT means the INDEBTEDNESS of any of the BORRERS to any
PERSON which is expressly subordinated to the meay and enforcement of the OBLIGATIONS pursuard teritten agreement
acceptable to the LENDER.

Section 1.97. Subsidiary. The term SUBSIDIARY meavith respect to any PERSON, any other PERSONr€hvsecurities or other
ownership interests representing an aggregatétpipiercent (50%) or more of the equity or the pediy voting power are, at the time as of
which any determination is being made, owned otrotiad directly, or indirectly through one or mdrgéermediaries, by such PERSON.

Section 1.98. Tangible Net Worth. The term TANGIBNET WORTH means, as at the end of any perioddiffierence obtained by
subtracting

(a) TOTAL LIABILITIES as at the end of such perir@m (b) TOTAL ASSETS as at the end of such per@dlusive of goodwill,
trademarks, tradenames, licenses and such otleds assare properly classified as intangible agsetscordance with G.A.A.P. consistently
applied, and exclusive of all transactions withd ali amounts due or to become due to any of thRBOWERS or any of the consolidated
SUBSIDIARIES from, and all investments in, AFFILIAB. For purposes of this Section 1.98, investmiendd-FILIATES shall not include
the initial non-cash investment by GSE SYSTEMSxchange for an equity interest in Avantium Inteioal BV.

Section 1.99. Target. The term TARGET means any$®R, a majority of the CAPITAL STOCK of which, aviiiion or similar business
unit of which, or all or substantially all of thesets and business of any of the foregoing of whithto be acquired by a BORROWER,
pursuant to the terms of an ACQUISITION AGREEME!



Section 1.100. Termination Event. The term TERMIN@AN EVENT means:

(a) a Reportable Event described in Section 4043R15A and the regulations issued thereunder, buincluding any such event for which
the 30-day notice requirement has been waived plicable regulation; (b) the withdrawal of any betBORROWERS or an ERISA
AFFILIATE of any of the BORROWERS from a GUARANTEHBEENSION PLAN during a plan year in which it wasubstantial employer
as defined in Section 4001(a)(2) of ERISA, (c) fiieg of a notice of intent to terminate a GUARARED PENSION PLAN or the treatme
of a GUARANTEED PENSION PLAN amendment as a termigmaunder Section 4041 of ERISA,; (d) the instibutiof proceedings to
terminate a GUARANTEED PENSION PLAN by the PendBemefit Guaranty Corporation; (e) the withdrawapartial withdrawal of any
of the BORROWERS or an ERISA AFFILIATE of any oetBORROWERS from a MULTIEMPLOYER PLAN; or (f) anyher event or
condition which might reasonably be expected tostiirte grounds under ERISA for the terminationasfthe appointment of a trustee to
administer, any GUARANTEED PENSION PLAN.

Section 1.101. Termination Date. The term TERMIN@N DATE means March 23, 2003

Section 1.102. Total Assets. The term TOTAL ASSHT&ans, as at the end of any period, the aggregadara which, in accordance with
G.A.A.P. consistently applied, would be includedhitotal assets or comparable account reflectachimiance sheet of the BORROWERS and
their consolidated SUBSIDIARIES as at the end ahsperiod.

Section 1.103. Total Current Assets. The term TOTRURRENT ASSETS means, as at the end of any pdfiecaggregate amount which,
in accordance with G.A.A.P. consistently applieduld be included in a total current assets or caoaipa account reflected in a balance s
of the BORROWERS and their consolidated SUBSIDIARKS at the end of such period, exclusive of dedeassets other than prepaid it
such as insurance, taxes, interest, commissionis, iyalties and the like, and exclusive of @hsactions with, and all amounts due or to
become due to any of the BORROWERS and their cataded SUBSIDIARIES from, and all investments irsALIATES.

Section 1.104. Total Current Liabilities. The teF@TAL CURRENT LIABILITIES means, as at the end aofygperiod, the aggregate amount
which, in accordance with G.A.A.P. consistently lagmh would be included in a total current liabd& or comparable account reflected in a
balance sheet of the BORROWERS and their conselid@tUBSIDIARIES as at the end of such period, idicig all reserves, accruals and
deferred charges and the aggregate amount of ¢imdgbtedness of persons other than the BORROW&ERSheir consolidated
SUBSIDIARIES for which any BORROWER or their corisaked SUBSIDIARIES is liable, contingently or nemtingently, or which are
secured by property of any of the BORROWERS or@mesolidated SUBSIDIARIES.

Section 1.105. Total Liabilities. The term TOTALABILITIES means, as at the end of any period, thgragate amount which, in
accordance with G.A.A.P. consistently applied, widué included in a total liabilities or comparabtzount reflected in a balance sheet of the
BORROWERS and their consolidated SUBSIDIARIES abatend of such period, including all reservesraals and deferred charges and
the aggregate amount of the liabilities of PERSQ@iN&r than the BORROWERS for which any of the BORWRERS and their consolidated
SUBSIDIARIES is liable, contingently or noncontimgly, or which are secured by property of any & BORROWERS or any consolidated
SUBSIDIARIES.

Section 1.106. Unbilled Government Accounts BorrayiBase. The term UNBILLED GOVERNMENT ACCOUNTS BORR/ING BASE
means, at any date of determination thereof, thgele as at such time, of (a) the product of (\&EBLE UNBILLED GOVERNMENT
ACCOUNTS and (ii) the UNBILLED GOVERNMENT ACCOUNTSREDIT PERCENTAGE, and (b) UNBILLED GOVERNMENT
ACCOUNTS MAXIMUM CREDIT AMOUNT.

Section 1.107. Unbilled Government Accounts CrBéitcentage. The term UNBILLED GOVERNMENT ACCOUNTREDIT
PERCENTAGE means fifty percent (50%).

Section 1.108. Unbilled Government Accounts MaximQradit Amount. The term UNBILLED GOVERNMENT ACCOUN MAXIMUM
CREDIT AMOUNT means Two
Million Two Hundred Fifty Thousand Dollars ($2,2800.00).

Section 1.109. Working Capital. The term WORKING RIAAL means, as at the end of any period, the iiffee obtained by subtracting (a)
TOTAL CURRENT LIABILITIES as at the end of such pmt, plus the aggregate amount of all outstandadgrices under the CREDIT
FACILITY, as at the end of such period, from (b) TAL CURRENT ASSETS as at the end of such period.

Section 1.110. Year 2000 Compliant. The term YEAR@®COMPLIANT means, with respect to any PERSOHM #il computer hardware
and software that are material to the businesopedations of such PERSON will on a timely basigble to perform properly date-sensitive
functions for all dates before, on, and after Jan@a2000, including functions with respect to degp year.

Section 1.111. Year 2000 Problem. The term YeaOZROBLEM shall have the meaning set forth in $&cé.20 hereof.

ARTICLE 2
TERMS OF THE CREDIT FACILITY

Section 2.1. Agreement To Extend The Loan. Sultfettie terms and conditions stated in this AGREEMENd the LOAN DOCUMENTS,
the LENDER agrees to extend the LOAN to the BORRMBEs c-obligors. The LENDER shall advance proceeds of.thAN to the



BORROWERS by depositing into the COMMERCIAL ACCOUNT in accordance with such other procedures aslbraagreed to between
the LENDER and the BORROWERS, such sums as aryedBORROWERS may request during the period fromiacldding the date of
CLOSING to but not including the TERMINATION DATHrovided that the aggregate outstanding principirce of the LOAN plus the
L/C EXPOSURE shall never exceed at any time the MXM CREDIT AMOUNT. All requests for advances ofqmeeds of the LOAN
shall be in minimum amounts of not less than Onadfed Thousand Dollars ($100,000.00). The BORROWERS not request or permit
any advance of proceeds of the LOAN which wouldseahhe aggregate amount of advances made to thref BORROWERS and
outstanding under the LOAN DOCUMENTS to exceedlitinéations herein set forth. In the event that ghimcipal balance outstanding un
the LOAN plus the L/C EXPOSURE ever exceeds the NMXM CREDIT AMOUNT (or any of the percentages obéimits set forth
therein) the BORROWERS shall immediately, upon desnaf the LENDER, pay to the LENDER in cash the antof such excess and pr
to such repayment such over advances shall beaesttat the highest rate provided under this AGREHT. Subject to the terms and
conditions of the LOAN DOCUMENTS, the BORROWERS nimyrow, repay and reborrow advances under the L@Afihg the above-
described period. Any termination of the CREDIT HAQ'Y by the LENDER, whether on the TERMINATION DAH or upon and after the
occurrence of an EVENT OF DEFAULT, shall relieve tENDER of the LENDERS obligation to lend moneyt@make financial
accommodations to or for any or all of the BORROVEERd the BORROWERS accounts, and shall in no elegse, terminate, discharge
or excuse any of the BORROWERS from its absolutg thupay or perform the OBLIGATIONS. All repaymsrghall be credited to the
balance due from the BORROWERS pursuant to the aloaind customary practices of the LENDER. All antsueceived by LENDER in
payment of RECEIVABLES shall be credited to the BERNVERS account after allowing the LENDERS custonmanod of time for
collection and clearance, but shall be conditiain final payment to the LENDER.

Section 2.1.1. Note; Interest, And Lenders Recdflis. obligations of the BORROWERS, jointly and sellg, to repay to the LENDER the
LOAN shall be evidenced by the NOTE. Interest sheatlrue on the unpaid principal balance of the LO#lhe rate or rates described in
Section 2.3 of this AGREEMENT. The date and amoohtach advance made by the LENDER and each pdymege by any of the
BORROWERS shall be recorded by the LENDER on thekb@nd records of the LENDER, but any failuregcord such dates or amounts
shall not relieve any of the BORROWERS of its deié@d obligations under the LOAN DOCUMENTS. Inté@scrued upon the LOAN
shall be computed on outstanding balances as reflen the LENDERS books and records.

Section 2.1.2. Term. All sums due under the LOABIlIde paid in full on TERMINATION DATE.

Section 2.1.3. Purpose. The proceeds of the LOAd bk used by the BORROWERS solely for the BORRMRS8Eeneral corporate
purposes, including working capital needs.

Section 2.2. Letters Of Credit.

Section 2.2.1. Availability. Subject to the ternm&laonditions of this AGREEMENT and the LOAN DOCUMES, including but not limite:
to the terms of all reimbursement agreements, egupbins and other documents required by the LENDERe issuance of LETTERS OF
CREDIT, the CREDIT FACILITY may be used by the BOBWERS for, and the LENDER agrees to issue, LETTERSCREDIT as
requested by any of the BORROWERS for the accoliitecoBORROWERS on any BUSINESS DAY from the d&t€bOSING through b
not including the TERMINATION DATE; and provided)(the L/C EXPOSURE (after giving effect to any reqted issuance) shall not at
time exceed Two Million Dollars ($2,000,000.00)) the sum of the L/C EXPOSURE (after giving effexthe requested issuance) plus the
aggregate unpaid principal balance of the LOAN Igtatl exceed the MAXIMUM CREDIT AMOUNT,; (c) no LETHR OF CREDIT
(including any extension or renewal thereof, whetitenot automatic) shall expire on a date whiclaier than one (1) year from the date of
issuance thereof; (d) no LETTER OF CREDIT (inclgdany extension or renewal thereof, whether ofantdmatic) shall expire on a date
which is on or after thirty (30) days prior to thRERMINATION DATE, unless such LETTER OF CREDIT iscured by cash collateral
satisfactory to the LENDER in an amount equal te bandred percent (100%) of the STATED AMOUNT, &applied in accordance with
Section 9.4 hereof; and (e) the issuance of anyestgd LETTER OF CREDIT shall not conflict withaause the LENDER to exceed any
limits imposed by any LAWS applicable to the LENDHRat any time the L/C EXPOSURE exceeds any qeaimitted amounts, the
BORROWERS shall furnish to the LENDER cash collatsatisfactory to the LENDER in an amount equaluoh excess to be applied in
accordance with Section 9.4 hereof.

Section 2.2.2. Requests for Letters of Credit. HIERTER OF CREDIT shall be issued only in accordanith the then current practices of
the LENDER relating to its issuance of standbyelstof credit, including the payment by the BORRCOR®E0f all applicable fees and char
in connection therewith. Each LETTER OF CREDIT sbalin such form as may be approved from timente toy the LENDER. Each
request for a LETTER OF CREDIT shall be made tolBBIDER pursuant to a written application and agrest for letter of credit
complying with the LENDERS then current requirensgiat least five (5) BUSINESS DAYS before the psgmbdate of issuance of such
LETTER OF CREDIT.

Section 2.2.3. Letter of Credit Fees And Other Gaar The BORROWERS, jointly and severally, shayl fpethe LENDER a fee with respect
to each outstanding LETTER OF CREDIT computed enfiéite amount of such LETTER OF CREDIT at an anpasetentage rate equal to
two and one-half percent (2.5%). The aforesai@fetf credit fee shall be payable quarterly in @rseon the last BUSINESS DAY of each
QUARTER and on the TERMINATION DATE. In additioha BORROWERS, jointly and severally, shall payhte t ENDER such other
normal and customary fees, costs and expensesithygbe charged or incurred by the LENDER in corinaawith issuing, effecting payment
under, amending, continuing, extending, or renewaingtherwise administering any LETTER OF CREDI€luding, without limitation,
correspondent bank fees, amendment fees, reissuastse cancellation fees and all reasonable aptoket costs and expenses. Each
LETTER OF CREDIT fee shall be non-refundable, eif¢he LETTER OF CREDIT is surrendered or drawndsefthe expiration date
thereof.



Section 2.2.4. Payment of Reimbursement ObligatiBE8MBURSEMENT OBLIGATIONS, together with any taxecharges or other costs
or expenses incurred by LENDER in connection witbhspayment, shall be due and payable by the BORRRSY jointly and severally,
immediately upon the payment by the LENDER of thendgiving rise thereto. Each of the BORROWERS agkedges and agrees that it
shall be jointly and severally, irrevocably and anditionally obligated forthwith to reimburse th&NDER, immediately upon any drawing
under any LETTER OF CREDIT, without presentmenimded, protest or other formalities or notices of kimd.

Section 2.2.5. Conversion of Reimbursement Obligatito Loans. Immediately upon the payment of elmatving or acceptance under any
LETTER OF CREDIT, unless the amount of such dravangcceptance is immediately reimbursed to the DER, by one or more of the
BORROWERS from its separate funds: (a) the BORROWERall be deemed to have made an irrevocable sefiuea BASE RATE
BORROWING under the LOAN in an amount equal to sdi@dwing or acceptance; and (b) the REIMBURSEMENRLGEATION resulting
from the payment by the LENDER of such drawing areptance shall be converted to a BASE RATE BORRR®/Under the LOAN in a
corresponding principal amount. Anything to thetcary in this AGREEMENT notwithstanding, exceptaberwise provided above in this
subsection, each advance which is to be made mirsuthis subsection shall be made regardlesshethver the conditions precedent requ
of any of the BORROWERS under Section 4.2 arefgadigt the time thereof.

Section 2.2.6. Payment of L/C Exposure Upon TertionaDate. If any LETTERS OF CREDIT remain outstiagdon the TERMINATION
DATE, the BORROWERS shall, without demand or theng of any other action by the LENDER, pay to tHeENDER an amount in
immediately available funds equal to 100% of the EXPOSURE, which funds shall be held by the LENDRER restricted collateral
account maintained by the LENDER in its own namesfunds shall be applied in accordance with $adi4 hereof.

Section 2.2.7. Payment Obligations Uncondition&ke payment obligations of the BORROWERS underS3eistion 2.2 shall be absolute,
unconditional, and irrevocable and shall be paidtbt in accordance with this AGREEMENT regardle$she circumstances. Without
limiting the foregoing, none of the following cinmistances shall reduce, discharge, stay, defermaiinmn any other manner the payment
obligations of any of the BORROWERS under this Bac?.2:

a. any lack of validity or enforceability of any TEER OF CREDIT or any LOAN DOCUMENT;

b. any amendment, waiver, release or terminaticor @y consent to departure from the terms ofl&6TER OF CREDIT or any LOAN
DOCUMENT;

c. any extension of time or other modification loe terms and conditions governing the making amthiog of any drawing, or any extens
of time or other modification of the terms and citiods for any other act to be performed undertédims of any LETTER OF CREDIT;

d. the existence of any dispute, claim, set-offedse or other right which any of the BORROWERS rhaye at any time against any
beneficiary under, or any transferee of, any LETT®IRCREDIT (or any PERSONS for whom any such berafj or transferee may hold a
LETTER OF CREDIT or any interest therein), or tHeENDER or any other PERSON, regardless of whethel dispute, claim, set-off,
defense or other right is held or asserted in cotimre with this AGREEMENT or any unrelated transgaict

e. the surrender or impairment of any securitytfier OBLIGATIONS;

f. any question of form, validity, accuracy, legéflect, or genuineness of drafts, endorsementsjrdents or required statements, even if such
drafts, endorsements, documents or statementsdshmofact prove to be in any or all respects indallnaccurate, fraudulent or forged or any
failure of any draft to bear any reference or adeégueference to any LETTER OF CREDIT;

g. payment by the LENDER under any LETTER OF CREB{jainst presentation of a draft, certificate dieotdocumentation which does |
comply with the terms of such LETTER OF CREDIT, egtto the extent that such payment constitutessgnegligence or wilful miscondt
of the LENDER; or

h. any other circumstance or occurrence whatsoewreather or not similar to any of the foregoingget to the extent resulting from the
gross negligence or wilful misconduct of the LENDER

Section 2.2.8. Suspension of Commitment to Issueeteof Credit. In the event any provision of AWV ever would prohibit or restrict the
LENDER from issuing any LETTER OF CREDIT, the agneat of the LENDER to issue LETTERS OF CREDIT hadgr shall
immediately be suspended until such restrictiorsedo be applicable. In the event of any suchenisipn, the BORROWERS may continue
to obtain advances under the LOAN, subject to¢hes$ and conditions of this AGREEMENT.

Section 2.2.9. Rights And Remedies Of The Lendethé event that, coincident with or subsequetti¢coccurrence of, and during the
continuance of, a DEFAULT or an EVENT OF DEFAULTu¢lwithout limiting any right and remedies of thENDER arising as a result of
any such EVENT OF DEFAULT), the LENDER becomes an@frthe possibility of a draw, or enforcementtaf t ENDERS obligations,
under a LETTER OF CREDIT, the LENDER, at its optioray, but shall not be required to, make an advéregardless of whether the
conditions precedent to advances or issuances 6TERS OF CREDIT have been satisfied) of proceedh@t OAN in an amount equal to
the STATED AMOUNT of such LETTER OF CREDIT, togethveith any LENDER EXPENSES charged or incurredearsonably expected
to be charged or incurred in connection therewithdcordance with Section 2.2.2 hereof, to be deggbi the cash collateral account
described in Section 9.4 hereof and applied in @aste therewith. All such advances shall be seldoyeall of the COLLATERAL and sha



bear interest and be payable at the same rateidind the default rate of interest) and in the samaaner as the LOAN. If any LETTER OF
CREDIT is drawn upon to discharge any obligatiomy of the BORROWERS to the beneficiary of sucMTER OF CREDIT, in whole or
in part, the LENDER shall be fully subrogated te tights of such beneficiary with respect to thiégattions owed by such BORROWER to
such beneficiary discharged with the proceeds@l8TTER OF CREDIT.

Section 2.2.10. Indemnification. The BORROWERStjgiand severally and unconditionally and irrevdgadgree to indemnify the
LENDER and to hold the LENDER harmless from any altdbsses, claims or liabilities arising from atngnsactions or occurrences relating
to LETTERS OF CREDIT issued, established, openeaxtoepted for the account of any of the BORROWE#RE,any drafts or acceptances
thereunder, and all OBLIGATIONS incurred in conmecttherewith, other than losses, claims or lidiefi arising from the gross negligence
or willful misconduct of the LENDER.

Section 2.3. Interest Rates. Interest shall acorune unpaid principal balances of the LOAN ancdAbiREIMBURSEMENT
OBLIGATIONS at the rate or rates described in Béstion 2.3.

Section 2.3.1. Calculation Of Interest. Interestlishe calculated on the basis of a 360 days par fgetor applied to actual days in which
there exists unpaid principal balances of the LOANREIMBURSEMENT OBLIGATIONS.

Section 2.3.2. Adjusted Base Rate. Except as peaviial

Section 2.3.3. of this AGREEMENT, the LOAN, and leaclvance thereunder, shall bear interest on thaidmprincipal balances at a
fluctuating annual rate which shall at all timesi@the ADJUSTED BASE RATE. Changes in the interatt shall be made when and as
changes in the BASE RATE occur. For each BASE RBTERROWING, all accrued and unpaid interest shalb&gable monthly in arrears
on the 1st calendar day of each month, commencingpoil 1, 2000. Payments made upon the LOAN shalffirst applied to BASE RATE
BORROWINGS and then to any LIBOR BORROWING outsfagdinder the LOAN. All REIMBURSEMENT OBLIGATIONShall bear
interest on the unpaid balances thereof at a fitittg annual rate which shall at all times equalADJUSTED BASE RATE. All accrued a
unpaid interest on REIMBURSEMENT OBLIGATIONS shh# payable immediately upon demand of the LENDER.

Section 2.3.3. Adjusted LIBOR Rate Option. Subjedhe terms of this Section, interest may accatighe election of the BORROWERS
during INTEREST PERIODS selected by the BORROWER®a@rtions of the outstanding principal balancethefLOAN for which such a
rate election is not then in effect, at a rate étputhe ADJUSTED LIBOR RATE. Any LIBOR BORROWING @lection for a LIBOR
BORROWING pursuant to the provisions of this Setsball be subject to the following terms and ctads:

a. Repayment Of Interest. For each of the LIBOR BORVINGS, accrued interest shall be paid in arrear§) the last day of each
applicable INTEREST PERIOD, and (ii) as to any INNEST PERIOD which is longer than three (3) montimsthe ninetieth (90th) day of
each such INTEREST PERIOD and on the last day di sach INTEREST PERIOD.

b. Notice Of Election. By 10:00 a.m. on that BUSIBEEDAY which occurs three (3) BUSINESS DAYS prioithe BUSINESS DAY on
which the BORROWERS desire that an INTEREST PERt@mBmence, the BORROWERS shall deliver written motacthe LENDER in
the form attached hereto as Exhibit 2.3.3(b) spawif (i) the commencement date of and length efrédlevant INTEREST PERIOD, and (ii)
the dollar amount of that portion of the total agggte principal amount of the particular LOAN idéed by the BORROWERS, which is to
bear interest at the ADJUSTED LIBOR RATE, which amishall be not be less than Five Hundred Thou&aildrs ($500,000). If no
notice of election is received in respect of arstanding LIBOR BORROWING that is expiring, the irgst rate shall, at the end of the
INTEREST PERIOD, accrue at the ADJUSTED BASE RATE.

c. Interest Periods. There shall be no more tha(63iIINTEREST PERIODS outstanding at any one tid@ INTEREST PERIOD may
expire after the TERMINATION DATE.

d. Availability. If the LENDER should determine aty time that a REGULATORY CHANGE or a change irrkea conditions has made it
impractical for the LENDER to offer pricing based the ADJUSTED LIBOR RATE, the LENDER shall forthtvigive notice of its
determination to the BORROWERS, and all advancedsiwdre then accruing interest at an ADJUSTED LIBRA&RTE shall, on the last day
(s) of the then applicable current INTEREST PERISDgutomatically and without further notice, betsiraccrue interest at the ADJUSTED
BASE RATE. Until such time as the LENDER shall a@atme that a REGULATORY CHANGE or a change in madanditions has again
made it practical for the LENDER to offer pricing the ADJUSTED LIBOR RATE, the LENDER shall not tdgligated to further offer
pricing based upon the ADJUSTED LIBOR RATE, and antice from the BORROWERS requesting such a rnatew shall be ineffective.

e. Additional Costs. The BORROWERS, jointly andesally, shall compensate the LENDER from time togj upon demand, for all losses,
expenses, costs and liabilities (including, withkimitation, in the event of any repayment or prgpant described in clause (i) below, all
interest paid to lenders of funds borrowed by tBE&IDER to carry LIBOR BORROWINGS) which the LENDERadl sustain if (i) any
repayment or prepayment of any LIBOR BORROWING kbatur on a date which is not the last day ofapplicable INTEREST PERIOD
(S), or (ii) any REGULATORY CHANGE (A) subjects th&NDER to additional taxes of any kind with respecLIBOR BORROWING,
other than changes in federal income tax ratescgiyé to the LENDER, (B) imposes, modifies or dsapplicable any reserve, special
deposit or similar requirement against assets lmelor the deposits in or for the account of, onkbay, the LENDER (other than such rese
as are taken into account as of the date of CLOSMN¢lculating the ADJUSTED LIBOR RATE), or (C) puses on the LENDER, directly
or indirectly, any other conditions affecting thBBOR BORROWINGS or the cost of U.S. dollar deposit$éained by the LENDER in
obtaining the funds to carry LIBOR BORROWINGS; ahd result of any of the foregoing is to incredsedosts to the LENDER of making
or maintaining loans accruing interest at the ADJBEB LIBOR RATE or decrease the yields of the LENDHRe LENDER shall, upon tt



request of the BORROWERS, provide the BORROWERS witertificate as to any amounts payable underSaction, showing in
reasonable detail the basis for the calculatioretife which calculation, absent manifest errorldb@presumed to be correct.

f. Prepayment And Termination. No LIBOR BORROWINGyrbe prepaid prior to the expiration of the aggilie INTEREST PERIOD
unless the BORROWERS have fully compensated theRERIas provided above in
Section 2.3.3.e. of this AGREEMENT.

g. Termination Of Right To Elect LIBOR Borrowingsotwithstanding anything to the contrary set farthhis AGREEMENT, and without
limiting any other rights and remedies of the LENRRIpon the occurrence of an EVENT OF DEFAULT whigkthen continuing, the
LENDER may suspend the right of the BORROWERS tovest any BASE RATE BORROWING into a LIBOR BORROWE\Lr to permit
any LIBOR BORROWING to continue as a LIBOR BORROVANN which case (i) all BASE RATE BORROWINGS shadl continued as
BASE RATE BORROWINGS and (i) all LIBOR BORROWING#®ving thirty (30) days or more remaining in thepective INTEREST
PERIODS may, in the sole discretion of the LENDBR converted immediately or at any time to BASE RAHORROWINGS, but shall, in
any event, be converted on the last days of theemive INTEREST PERIODS therefor, and (iii) alBOR BORROWINGS having less th
thirty (30) days remaining in the respective INTESREPERIODS shall be converted on the last daybefdéspective INTEREST PERIODS
therefor.

Section 2.3.4. Default Rate. Upon the occurrenandEVENT OF DEFAULT, and even if the LOAN or thE RIBURSEMENT
OBLIGATIONS have not been accelerated, the inteist payable on the LOAN, the REIMBURSEMENT OBLIG®NS and the other
OBLIGATIONS may be increased by the LENDER to & mfual to two percentage points (2%) above tleeafainterest otherwise in effect,
until such EVENT OF DEFAULT has been cured to tags§action of the LENDER or waived. The defauteraet forth in this Section shall
continue to apply whether or not judgment shalebtered on any of the OBLIGATIONS.

Section 2.3.5. Maximum Rate Of Interest. Any prmnscontained in the LOAN DOCUMENTS to the contragtwithstanding, the holder of
the NOTE shall not be entitled to receive or cdll@or shall any of the BORROWERS be obligatedaw, interest thereunder in excess of
maximum rate of interest permitted by the lawsrof atate determined to be applicable thereto olathve of the United States of America
applicable to loans in such applicable state destand if any provision of this AGREEMENT, the WBor of any of the other LOAN
DOCUMENTS shall ever be construed or held to peanitequire the charging, collection or paymenay amount of interest in excess of
that permitted by such laws applicable thereto ptfowisions of this

Section shall control and shall override any cogtma inconsistent provision. The intention of fherties is to at all times conform strictly
with all applicable usury laws, and other appliedlalws limiting the maximum rates of interest whinhy be lawfully charged upon the
LOANS and REIMBURSEMENT OBLIGATIONS. The interestlbe paid pursuant to the NOTE shall be held stibjeeduction to the
amount allowed under said usury or other laws asawhereafter construed by the courts having glictfon, and any sums of money paid in
excess of the interest rate allowed by applicabledhall be applied in reduction of the princip@loant owing pursuant to the NOTE. EACH
OF THE BORROWERS EXPRESSLY ACKNOWLEDGES AND UNCONDONALLY AND IRREVOCABLY STIPULATES FOR ALL
PURPOSES THAT IT HAS BEEN CONTEMPLATED AT ALL TIMEBY THE PARTIES THAT THE LAWS OF THE STATE OF NEW
YORK WILL GOVERN THE MAXIMUM RATE OF INTEREST THATIT IS PERMISSIBLE FOR THE LENDER TO CHARGE THE
BORROWERS.

Section 2.4. Payments To Be Made To The Lenderefibas expressly provided to the contrary in anthefLOAN DOCUMENTS, all
payments of principal, interest, fees and othersstorbe paid by the BORROWERS to the LENDER in edaoce with the terms of the
LOAN DOCUMENTS shall be made in U.S. Dollars, inntadiately available funds, without deduction, siétso counterclaim to the
LENDER not later than 10:00

a.m. (Eastern time) on the date on which such pagsrshall become due (each such payment madesaftertime on such due date to be
deemed to be made on the next succeeding BUSINESS.IX the due date of any payment under the LOBRNCUMENTS would
otherwise fall on a day that is not a BUSINESS DAWch date shall be extended to the next succeBIMRINESS DAY, and interest shall
be payable for any principal so extended from #gopl of such extension.

Section 2.5. Application Of Payments. All paymeam®n the OBLIGATIONS shall be applied first to opes, if any, next to fees, next to
interest, and then to principal or in such oth&eoor proportion as the LENDER, in the discretibthe LENDER, may determine.

Section 2.6. Late Payment Charge. Any paymentiatymal, interest, or fees due from time to time@nmr in connection with the LOAN or
the REIMBURSEMENT OBLIGATIONS which is received Bye LENDER more than fifteen (15) calendar daysrdfts due date shall incur
a late payment charge equal to five percent (5%h@fimount of the payment due. All late paymeargés shall be payable upon the den
of the LENDER. The existence of the right by theNIBER to receive a late payment charge shall nostitoibe a grace period or provide any
right to any of the BORROWERS to make a paymengmothan on such payments scheduled due date. Mstasitding the foregoing, no late
charge shall be payable in connection with anyndeient payment resulting from the failure of theNIBER to debit any COLLECTION
ACCOUNT of the BORROWERS in which sufficient colted funds were present to satisfy any required gaynif the LENDER was
authorized to make such debit.

Section 2.7. Facility Fee. For each QUARTER oriparthereof during which the CREDIT FACILITY is existence and has not been
terminated, until the payment in full and termionatof the CREDIT FACILITY, the BORROWERS shall pythe LENDER a facility fee
equal to one quarter of one percent (0.25%) peunmnon that sum obtained by subtracting the avedagg disbursed principal balance of the
LOAN plus the aggregate STATED AMOUNT outstandimglar all LETTERS OF CREDIT during such QUARTER orton thereof from
the DOLLAR CAP. The facility fee shall be payablgagterly in arrears, on the first day of each sadagg April, July, October and Janu:



or on the last day of a portion of a QUARTER comuieg with the first of such payments to be madé\pril 1, 2000. The facility fee is not
to be considered a fee being paid by the BORROW1BRBe LENDER as an inducement to the LENDER to enattvances or issue
LETTERS OF CREDIT, nor shall it be considered tadifyoor limit the ability of the LENDER to terminatin accordance with the provisic
of this AGREEMENT the ability of the BORROWERS torlow under the LOAN, or obtain LETTERS OF CREDITt s instead intended
as part of the compensation which is earned by ENDER for agreeing to provide the CREDIT FACILITY accordance with the terms of
the LOAN DOCUMENTS. The facility fee shall be calated on the basis of three hundred sixty (360sqer year factor.

Section 2.8. Commitment Fee. The BORROWERS, joiatlgt severally, shall pay to the LENDER on or bef6t OSING a non-refundable
and unconditional fee of Fifty Thousand Dollars@E®0.00), which shall be the absolute properthefLENDER upon payment. This fee
shall not be considered to be a payment of anii@tENDERS expenses incurred in connection with. BAN and shall be paid
independent of the amount of proceeds of the LOAixhately advanced to the BORROWERS, even if tladant is less than the stated
principal amount of the LOAN.

Section 2.9. Examination Fee. The BORROWERS, jpiaitid severally, shall pay to the LENDER, as biltgdhe LENDER, an examination
fee equal to Two Thousand Dollars ($2,000.00) &mtefield examination by the LENDER of the BORROWEEBboks and records. The
BORROWERS shall not be billed for more than on€figlyl examination in any consecutive ninety (98y geriod, unless an EVENT OF
DEFAULT has occurred and continues for more thamyti30) days.

Section 2.10. Termination Fee. In the event the BORVERS terminate the CREDIT FACILITY and repay L@AN in full with funds
derived from any source other than revenues fr@aBBBRROWERS normal business operations, the BORRRSVpintly and severally,
shall pay to the LENDER termination fee equal ® fibllowing percentage of the DOLLAR CAP: (a) omal@ne-half percent (1.5%) if the
prepayment in full occurs at any time on or befdiach 22, 2001; (b) one percent (1.00%) if the pyepent occurs at any time after March
22, 2001 but on or before March 22, 2002; (c) oak-df one percent (0.50%) if the prepayment ocetirany time after March 22, 2002, but
on or before March 22, 2003; (d) zero percent (%)e prepayment in full occurs after March 22030Notwithstanding the foregoing, the
termination fee described in this Section 2.10lghatl be due if the prepayment and terminatiorhef€REDIT FACILITY occurs in the
absence of any DEFAULT or EVENT OF DEFAULT and B®RROWERS elect to prepay and terminate the CREEATILITY as a resu
of (a) a determination by the LENDER that, pursuar.2.3.d. hereof, a REGULATORY CHANGE has ocedrand made it impractical for
the LENDER to offer pricing based on the ADJUSTEIBOR RATE or (b) having been billed by the LENDE® fdditional costs arising

a result of a REGULATORY CHANGE pursuant to submets 2.3.3.e (ii)(A), (B) or (C) hereof, providedch REGULATORY CHANGE
and the additional costs arising as a result ttiemoapplicable only to the LENDER and not toasslof lenders, banks or financial
institutions including the LENDER or any corporaticontrolling the LENDER, and are not applicablé¢tte LENDER as a result of its
obligations hereunder, the creditworthiness of afithe BORROWERS, or the occurrence of any DEFAUWLEVENT OF DEFAULT; and
provided further that nothing in this clause (balshffect or alter the obligation of the BORROWER@ENtly and severally, to pay to the
LENDER the full amount of all such additional costs

Sectio 2.11. Capital Adequacy. If the LENDER deti@es at any time that the adoption or implementatibany CAPITAL ADEQUACY
REQUIREMENT, or the compliance therewith by the LIHRR or any corporation or other PERSON controlling LENDER, affects the
amount of capital to be maintained by the LENDERwy PERSON controlling the LENDER as a result®bbligations hereunder, or
reduces the effective rate of return on the LENDERSuch controlling PERSONS capital to a levebhethat which the LENDER or such
controlling PERSON would have achieved but for sG&PITAL ADEQUACY REQUIREMENT as a consequence tsfabligations
hereunder (taking into consideration the LENDERSumh controlling PERSONS policies with respeatapital adequacy), then after
submission by the LENDER to the BORROWERS of atemitrequest therefor and a statement of the baisgith determination, the
BORROWERS shall pay to the LENDER such additiomabants as will compensate the LENDER or the colmiggPERSON for the cost of
maintaining the increased capital or for the reiducin the rate of return on capital, together viftterest thereon at the highest rate of interest
then in effect under the NOTE from the date the DR requests such additional amounts until thoseusuts are paid in full.

Section 2.12. Payments. All payments received byL#BNDER which are to be applied to reduce the BATIONS shall be credited to the
balances due from any or all of the BORROWERS mansto the normal and customary practices of theRER, but shall be provisional
and shall not be considered final unless and sath payment is not subject to avoidance undepamyision of the United States Bankrup
Code, as amended, including Sections 547 and 3%hyostate law governing insolvency or creditaghts. If any payment is avoided or set
aside under any provision of the United States Bartky Code, including Sections 547 and 550, orstate law governing insolvency or
creditors rights, the payment shall be considemdamhave been made for all purposes of this AGREET and the LENDER shall adjust
its records to reflect the fact that the avoideghpant was not made and has not been credited 4gan©BLIGATIONS.

Section 2.13. Advancements. If any of the BORROWEAIS to perform any of its agreements or covesaontained in this AGREEMENT
or if any of the BORROWERS falils to protect or gnege the COLLATERAL or the status and priority bétsecurity interest of the LENDE
in the COLLATERAL, the LENDER may make advancep#éoform the same on behalf of such BORROWER toegtair preserve the
COLLATERAL or the status and priority of the setyiinterest of the LENDER in the COLLATERAL, and alims so advanced shall
immediately upon advance become secured by theieititerests granted in this AGREEMENT, and she@tome part of the principal
amount owed to the LENDER with interest to be assg st the applicable rate thereon and subjebettetms and provisions of this
AGREEMENT and all of the LOAN DOCUMENTS. The BORR@RS shall repay on demand all sums so advancedyoB@RROWERS
behalf, plus all expenses or costs incurred by EISDER, including reasonable legal fees, with ietithereon at the highest rate authorized
in the NOTE. The provisions of this Section shall be construed to prevent the institution of tights and remedies of the LENDER upon
the occurrence of an EVENT OF DEFAULT. The authatizn contained in this Section is not intendedrtpose any duty or obligation on
the LENDER to perform any action or make any adeament on behalf of any or all of the BORROWERS iaridtended to be for the sole
benefit and protection of the LENDE



Section 2.14. Cross-Guaranty; Waiver Of Surety&réfenses; Subordination.

Section 2.14.1. Cross-Guaranty. Each BORROWER gteea to the LENDER the payment in full of all o€tOBLIGATIONS of the other
BORROWERS and further guarantees the due perforenapthe other BORROWERS of their respective dwies covenants made in favor
of the LENDER hereunder and under the other LOANIDMENTS. Each BORROWER agrees that neither thiscguaranty nor the joint
and several liability of the BORROWERS providedhis AGREEMENT nor the LENDERS liens and rightsamy of the COLLATERAL
shall be impaired or affected by any modificatismpplement, extension or amendment of any contraafjreement to which the parties
hereto may hereafter agree, nor by any modificatielease or other alteration of any of the rigtithe LENDER with respect to any of the
COLLATERAL, nor by any delay, extension of timenesval, compromise or other indulgence granted byL#BNDER with respect to any
the OBLIGATIONS, nor by any other agreements ocamgements whatever with the other BORROWERS or anthother PERSON, each
BORROWER hereby waiving all notice of any such detxtension, release, substitution, renewal, comjge or other indulgence, and
hereby consenting to be bound thereby as fullyedfattively as if it had expressly agreed theratadvance. The liability of each
BORROWER hereunder is direct and unconditionabaaltof the OBLIGATIONS, and may be enforced withoequiring the LENDER first
to resort to any other right, remedy or security.

Section 2.14.2. Postponement of Subrogation. @ftdf the OBLIGATIONS are paid in full, no BORROVREshall have any right of
subrogation, reimbursement or indemnity whatsoawar any right of recourse to security for anylaf OBLIGATIONS, and nothing shall
discharge or satisfy the liability of a BORROWER#éwender, until the full, final and absolute paymand performance of all of the
OBLIGATIONS at any time after all commitments oethENDER under this AGREEMENT are terminated. Ang all present and future
debts and obligations of each BORROWER to eachebther BORROWERS are hereby waived and postporfagtor of and subordinated
to the full payment and performance of all presamd future OBLIGATIONS; provided, however, so lamno DEFAULT or EVENT OF
DEFAULT has occurred, each of the BORROWERS magyefebts and obligations to any other BORROWER.

Section 2.14.3. Subordination. Each BORROWER heseitprdinates any claims (other than claims evidertxy notes which have been
assigned and delivered to the LENDER), includinghwowut limitation, any other right of payment, sabation, contribution and indemnity
that it may have from or against the other BORROWE&nd any successor or assign of the other BORRRSYHcluding, without
limitation, any trustee, receiver or debtor-in-pesson, howsoever arising, due or owing and whédtbeztofore, now or hereafter existing, to
all of the OBLIGATIONS of the other BORROWERS t@®thENDER; provided, however, so long as no DEFAUWTEVENT OF

DEFAULT has occurred, each of the BORROWERS maygpicpayments from any other BORROWER.

Section 2.14.4. Joint And Several Liability; Appwmirent Of Agent. Notwithstanding anything to the wary contained herein, the
BORROWERS shall be jointly and severally liablehhe LENDER for all OBLIGATIONS, regardless of whettsuch OBLIGATIONS arise
as a result of credit extensions to one BORROWEBging stipulated and agreed that the LOAN, th@ TERS OF CREDIT, and all of the
credit extensions hereunder to one BORROWER iruthé benefit of all BORROWERS, and that the LENDERelying on the joint and
several liability of the BORROWERS in extending tH@AN and in issuing any of the LETTERS OF CREDHd&n providing credit
hereunder. To facilitate the administration of t@AN, each of GSE Process Solutions, Inc., and B8&er Systems, Inc., hereby
irrevocably appoints GSE SYSTEMS as its true amdubagent and attorney-in-fact with full power aadthority to execute, deliver and
acknowledge, as appropriate, all LOAN DOCUMENT & ertificates from time to time deemed necessagppropriate by the LENDER in
connection with the LOAN, any LETTERS OF CREDIT tbe issuance or administration of any of the o@BLIGATIONS. This power-of-
attorney is coupled with an interest and cannaeleked, modified or amended without the prior teritconsent of the LENDER. Upon the
request of the LENDER, GSE Process Solutions,dnd.GSE Power Systems, Inc., shall execute, aclaugeland deliver to the LENDER a
form of power of attorney confirming and restatthg power-of-attorney granted herein.

ARTICLE 3
URITY FOR THE OBLIGATIONS

The payment, performance and satisfaction of theIGBTIONS shall be secured by the following asswesiof payment and security.

Section 3.1. Grant Of Security Interest. In oraesécure the repayment and performance of all OBOIGNS, both currently existing and
arising in the future, each of the BORROWERS grémthe LENDER an immediate and continuing secuntgrest in and to the
COLLATERAL. Each of the BORROWERS further pledglegpothecates and grants to the LENDER a continsi@ayrity interest in and to,
all amounts that may be owing at any time and ftiome to time by the LENDER to any of the BORROWEIRZny capacity, including but
not limited to any balance or share belonging tp @fthe BORROWERS of any deposit or other accavitit the LENDER, which security
interest shall be independent of and in additioarty right of set-off to which the LENDER may beited.

Sectio 3.2. Proceeds And Products. The LENDERSrigdnterests provided for herein shall apply e proceeds, including but not limited
to insurance proceeds, and the products of the GOHRAL.

Section 3.3. Priority Of Security Interests. Eatlthe security interests, pledges, and liens gthhteeach of the BORROWERS to the
LENDER pursuant to any of the LOAN DOCUMENTS sHadl perfected first priority security interests,dges, and liens (except for secu
interests in motor vehicles for which a notatiorief on a certificate of title is required).

Section 3.4. Future Advances. The security interdisins, and pledges granted by each of the BORRRSVto the LENDER pursuant to the
LOAN DOCUMENTS shall secure all current and alluitg advances made by the LENDER to the BORROWER®y the account or
benefit of any of the BORROWERS, and the LENDER radyance or readvance upon repayment by any 8@RROWERS all or an



portion of the sums loaned to the BORROWERS andsaci advance or readvance shall be fully securetebsecurity interests, liens, and
pledges created by the LOAN DOCUMENTS.

Section 3.5. Receivable Collections. The BORROWERA| establish a COLLECTION ACCOUNT arrangemertegtable to the LENDE
at a bank acceptable to the LENDER. Each of the BOR/ERS shall deposit or cause to be depositediet@OLLECTION ACCOUNT,
immediately upon receipt thereof, all cash, chedkaits, and other instruments for the payment ofi@y, properly endorsed, which have t
received by it in full or partial payment of any REIVABLE. Prior to any such deposit by any of theBROWERS into the COLLECTION
ACCOUNT, none of the BORROWERS will commingle siitelms of payment with any of its other funds orpgedy but will hold them
separate and apart. Upon the written request dfEENDER each of the BORROWERS shall instruct alitefACCOUNT DEBTORS to
make all payments on its RECEIVABLES to a postaaffbox in which the LENDER alone shall have solgeas (LOCK BOX). If payment
of any BORROWERS RECEIVABLES is paid into the LOBKOX the LENDER shall, on each BUSINESS DAY, withdrthe items of
payment from the LOCK BOX and deposit them into@@LLECTION ACCOUNT. The LENDER, from time to timshall apply all of the
collected funds held in the COLLECTION ACCOUNT tadwaayment of all or any part of the OBLIGATIONShether or not then due, in
such order of application as the LENDER may deteemihe LENDER shall have no obligation to prowahy provisional or other credit for
any deposited funds which are not collected funels 6f any rights of return.

Section 3.6. Collection Of Receivables By Lenddre TENDER shall have the right during any contimuieEVENT OF DEFAULT to send
notices of assignment or notices of the LENDERSi8Bcinterest to any and all ACCOUNT DEBTORS owahird party holding or
otherwise concerned with any of the COLLATERAL, d@hdreafter the LENDER shall have the sole rightdlitect the RECEIVABLES and
to take possession of the COLLATERAL and RECORDS&tireg thereto. All of the LENDERS collection exes shall be charged to the
BORROWERS accounts and added to the OBLIGATIONSirguany continuing EVENT OF DEFAULT the LENDER d¢hiaave the right
to receive, indorse, assign and deliver in the LEERIS name or any of the BORROWERS name any anthatlks, drafts and other
instruments for the payment of money relating ®RECEIVABLES, and each of the BORROWERS hereby@sanotice of presentment,
protest and non-payment of any instrument so eedoi§the LENDER is collecting the RECEIVABLES okaof the BORROWERS hereby
constitutes the LENDER or the LENDERS designedsaatiorney-in-fact with power with respect to RECEIVABLES: (a) to indorse its
name upon all notes, acceptances, checks, drajtseyrorders or other evidences of payment of COLERAL that may come into the
LENDERS possession; (b) to sign its name on angit®s relating to any of the RECEIVABLES, draftaegt ACCOUNT DEBTORS,
assignments and verifications of RECEIVABLES antlaes to ACCOUNT DEBTORS; (c) to send verificatiafSRECEIVABLES to any
ACCOUNT DEBTOR; (d) to notify the Post Office toaitige the address for delivery of mail addresséictdosuch address as the LENDER
may designate; (e) to receive and open all maitesibd to it and to remove therefrom all cash, kdhatrafts and other payments of money;
and (f) to do all other acts and things necesgapper, or convenient to carry out the terms andltmns and purposes and intent of this
AGREEMENT. All acts of such attorney or designee laereby ratified and approved, and such attornelgsignee shall not be liable for any
acts of omission or commission, nor for any eriigudgment or mistake of fact or law in accordamg#h this AGREEMENT, with the
exception of acts arising from actual fraud or grasd wanton negligence. The power of attorneyllyegeanted, being coupled with an
interest, is irrevocable while any of the OBLIGATIS remain unpaid. During any continuing EVENT OFA2®JLT, the LENDER, withou
notice to or consent from any of the BORROWERS, suy upon or otherwise collect, extend the timpagiment of or compromise or settle
for cash, credit or otherwise upon any terms, drth@ RECEIVABLES or any securities, instrumentsraurances applicable thereto or
release the obligor thereon. During any continlBmiENT OF DEFAULT, the LENDER is authorized and emgoed to accept the return of
the goods represented by any of the RECEIVABLE$avit notice to or consent by any of the BORROWERSyided, however in no
event

(whether during the continuance of an EVENT OF DEREA or otherwise)

shall acceptance of returned goods by the LENDERhdirge or in any way affect the liability of arfititoe BORROWERS under the LOAN
DOCUMENTS. The LENDER does not, by anything hewwitin any assignment or otherwise, assume anyeoblitigations of any of the
BORROWERS under any contract or agreement assignisé LENDER, and the LENDER shall not be respalesin any way for the
performance by any of the BORROWERS of any of #mms and conditions thereof.

Section 3.7. Guaranty Agreements. Each of the GUNRARS shall execute and deliver a GUARANTY AGREEMENhich shall
guarantee, among other things, the absolute fylineat and performance by the BORROWERS of the OBII®NS. Each of the
LIMITED GUARANTORS shall execute and deliver a GUARTY AGREEMENT which shall guarantee, among othengs, the absolute
full payment and performance by the BORROWERS ef@BLIGATIONS, subject to the limitation as to mesmy amount set forth therein.

Section 3.8. Further Assurances. Each of the BORE®®B/will, at its expense, promptly execute andvéelall further instruments and
documents and take all further action that maydmessary or desirable or that the LENDER may resdgmequest from time to time in
order: (a) to perfect and protect the securityrggts to be created hereby; (b) to enable the LERIBEexercise and enforce its rights and
remedies hereunder in respect of the COLLATERAL(®)otherwise to effect the purposes of this AGRERT, including, without
limitation: (i) upon such BORROWERS acquisitionriaf, delivering to the LENDER each item of CHATTIPAPER of the BORROWER,
(i) if any RECEIVABLES are evidenced by an INSTRBMT delivering and pledging to the LENDER such INSIMENT duly endorsed
and accompanied by executed instruments of transf@ssignment, all in form and substance satisfadb the LENDER, (iii) executing and
filing such financing statements or amendmentsetioesis may be necessary or desirable or that thdHR may request in order to perfect
and preserve the security interests purported trdated hereby, (iv) upon the acquisition afterdate hereof by such BORROWER of any
EQUIPMENT covered by a certificate of title or owsleip, cause the LENDER to be listed as the liethdmobn such certificate of title and
within sixty

(60) days of the acquisition thereof deliver evickenf the same to the LENDER, and (v) upon the ia¢tépn after the date hereof of any as
for which an assignment, pledge, mortgage, or albeument is required to be filed in order to g@amperfect a lien therein for the benefit of
the LENDER, execute and deliver to the LENDER sas$signment, pledge, mortgage, or other INSTRUMENhiwvthirty (30) days of the
acquisition thereof. If any of the BORROWERS fadsexecute any instrument or document describedeatvithin five (5) BUSINESS
DAYS of being requested to do so by the LENDERheafche BORROWERS hereby appoints the LENDER graficer of the LENDER



as such BORROWERS attorney in fact for purposesxetuting such instruments or documents in suchBOWERS name, place and
stead, which power of attorney shall be considasedoupled with an interest and irrevocable.

Section 3.9. Fair Labor Standards Act. As furtlemusity for the OBLIGATIONS, each of the BORROWERRII comply in all material
respects with the Fair Labor Standards Act of 1838mended.

ARTICLE 4
CONDITIONS PRECEDENT

Any obligation of the LENDER to perform any dutyposed upon or assumed by the LENDER in accordaitbetlve terms of the LOAN
DOCUMENTS or otherwise with respect to the LOANL&TTERS OF CREDIT shall be conditioned upon théséattion by the
BORROWERS of the conditions precedent set fortthiig Article 4.

Section 4.1. Conditions to Closing. Each of théofsing conditions precedent shall be satisfied piaothe date of CLOSING:

Section 4.1.1. Organizational Documents. The dglite the LENDER by each of the BORROWERS, the GWARORS and the LIMITEL
GUARANTORS of the following documents, each cegtifias indicated below: (a) a copy of its the Aesocbf Incorporation or Articles of
Organization, as the case may be, as amended afigdh on the date of CLOSING, certified as otaant date by the Secretary of State «
jurisdiction of formation, a certificate from su8ecretary of State dated as of a recent dateths good standing of and charter docum:
filed by each of the BORROWERS, the GUARANTORS, #melLIMITED GUARANTORS, as applicable, and cediftes of good standing
for each jurisdiction in which each of the BORROWERNd each of the GUARANTORS is required by thenmeaof its business or assets
qualify to do business; (b) a certificate of thei®éary or Assistant Secretary of each of the BORHERS, the GUARANTORS and the
LIMITED GUARANTORS, dated as of the date of CLOSINGd certifying: (i) that attached thereto is @&tamnd accurate copy of the Byla
or operating agreement (as the case may be) ofafdbb BORROWERS, the GUARANTORS and the LIMITEDGRANTORS, as
applicable, as amended and in effect at all tima® the date on which the resolutions referredhtaause (ii) hereto were adopted and
including the date of such certificate; (ii) théaahed thereto is a true and complete copy ofu#ens duly adopted by the Board of Direct
of each of the BORROWERS, the GUARANTORS and thdITED GUARANTORS, as applicable, authorizing theeention, delivery and
performance of each of the LOAN DOCUMENTS to whitith BORROWER, GUARANTOR, or LIMITED GUARANTOR, applicable,
is or is intended to be a party, and that suchluésas have not been modified, rescinded, or aredrahd are in full force and effect; and (iii)
as to the incumbency and specimen signature of @éicer of the BORROWERS, the GUARANTORS, or thiVIlTED GUARANTORS,

as applicable, executing the LOAN DOCUMENTS to whitich BORROWER, GUARANTOR, or LIMITED GUARANTORs applicable,
is intended to be a party.

Section 4.1.2. Opinion Of Counsel. The deliveryh® LENDER of an opinion of counsel to the BORROVWERBUARANTORS, and
LIMITED GUARANTORS addressed to the LENDER and dads of the date of CLOSING, in substantially thme form as Exhibit 4.1.3.
attached hereto.

Sectio 4.1.3. Execution Of Loan Documents. The etiec and delivery of all of the LOAN DOCUMENTS.

Section 4.1.4. Submissions. The delivery to the DIER of such certificates, submissions, and supppdiocuments as have been previously
requested by the LENDER

Section 4.1.5. Insurance. The delivery to the LERDE certificates of insurance evidencing the exise of all insurance required to be
maintained by the BORROWERS and the GUARANTORS ymanmsto the terms and conditions of the LOAN DOCUWIES and evidence
that such insurance is in full force and effect &t all premiums then due and payable thereor baen paid.

Sectio 4.1.6. Record Searches. The receipt arsfesztory review by the LENDER of such Uniform Conmoial Code, tax, pending litigation
and judgment searches as have been requested bigMigER

Section 4.1.7. Absence Of Material Adverse Charie.absence of the occurrence of any material adwdrange in the financial conditions
or business affairs of any of the BORROWERS, theARBNTORS, or the LIMITED GUARANTORS.

Section 4.1.8. Payment Of Closing Fees. The payimetiie BORROWERS of each of the closing fees abieevriting to be paid by the
BORROWERS to the LENDER, which fees shall be namdéble upon payment. Such closing fees paid bB@RROWERS shall not be
considered to be a payment of any of the LENDER®PENXSES, and shall be paid independently of the atnafuproceeds of the LOAN
ultimately advanced to the BORROWERS.

Section 4.1.9. Payment Of Lenders Closing Costs.pidyment by the BORROWERS of all of the reasonetits, fees and expenses
incurred by the LENDER in connection with the néggitn, preparation, execution, and delivery of it i@AN DOCUMENTS, including but
not limited to reasonable attorneys fees, the abahy public record searches, recording costs odimer reasonable and necessary out-of-
pocket costs and expenses incurred by the LENDER.

Section4.1.10. Dime Commercial Corp. Facility. @a tate of CLOSING: (a) there shall have been jpagésh in full all outstanding
principal balances and all accrued but unpaid ésterfees and charges due on the loans outstatadidigne Commercial Corp.; and (b) t



LENDER shall have received an agreement satisfattothe LENDER from Dime Commercial Corp. to prdiyigerminate all liens and
security interests against the BORROWERS and wdnd to the LENDER all outstanding promissory nasssied by the BORROWERS to
Dime Commercial Corp. marked paid in full.

Section 4.2. Conditions Precedent To All Advanaas lssuance of Letters of Credit. The obligationh&f LENDER to make any advances of
the proceeds of the LOAN, including the initial adee, and the obligation of the LENDER to issue l[dBy TERS OF CREDIT, shall be
subject to the satisfaction, concurrently therewdtheach of the following conditions precedent:

Section4.2.1. No Defaults Or Events Of Default.éNent shall have occurred on or prior to such datebe continuing on such date, and no
condition shall exist on such date, which constigld DEFAULT or EVENT OF DEFAULT.

Section4.2.2. Continuing Accuracy Of Representatidnd Warranties. Each of the representations ardanties made by or on behalf of
BORROWERS, or by the GUARANTORS or by the LIMITEDJBRANTORS to the LENDER in the LOAN DOCUMENTS shéak true
and correct in all material respects when madesaatl be deemed to be repeated as true, accurdhizoarplete as of the date of the
BORROWERS request for each advance of proceededf®AN or issuance of a LETTER OF CREDIT, unledsowise agreed to by the
LENDER in writing.

Section4.2.3. Receipt Of Reports. The LENDER dbelin receipt of all reports, financial statemefitegncial information and financial
disclosures required by the LOAN DOCUMENTS, exdepthe extent that the LENDER has waived the redbgreof.

Section4.2.4. No lllegalities. It shall not be umfal for the LENDER to perform any of the agreenseat obligations imposed upon the
LENDER by any of the LOAN DOCUMENTS or for any ¢fet BORROWERS, the GUARANTORS or the LIMITED GUARANRS to
perform any of their respective agreements or abitbgs as provided by the LOAN DOCUMENTS.

Section4.2.5. No Material Adverse Event. No MATERIADVERSE EVENT shall have occurred and be therntiooing.

Each borrowing request by a BORROWER hereundereqaest for the issuance of a LETTER OF CREDITlIstomstitute a representation
and warranty by each of the BORROWERS as of the dfasuch LOAN or the date of issuance of such LERTOF CREDIT that the
conditions contained in this Section 4.2 have Iszgisfied.

ARTICLE 5
EPRESENTATIONS AND WARRANTIES

To induce the LENDER to extend the CREDIT FACILIBYid to enter into this AGREEMENT, each of the BORRERS makes the
representations and warranties set forth in thigcler5. Each of the BORROWERS acknowledges the DERS justifiable right to rely upon
these representations and warranties.

SectioN 5.1. Accuracy Of Information. All informati submitted by or on behalf of any of the BORROV&E:Rny of the GUARANTORS, «
any of the LIMITED GUARANTORS in connection with yof the OBLIGATIONS is true, accurate and compietall material respects as
of the date made and contains no knowingly falssgmplete or misleading statements.

Section5.2. No Litigation. Except as specificallgaiosed on Schedule 5.2 attached hereto, thenecamaterial actions, suits, investigations,
or proceedings pending or, to the knowledge ofa@frthe BORROWERS, threatened against any of the BOWERS or the assets of any of
the BORROWERS

Section5.3. No Liability Or Adverse Change. Nongéhef BORROWERS has any direct or contingent ligbknown to any of the
BORROWERS and not previously disclosed to the LERDB&or do any of the BORROWERS know of or have i@agon to expect any
material adverse change in any BORROWERS assaidjties, properties, business, or condition, ficial or otherwise.

Section5.4. Title To Collateral. Each of the BORRBRS has good and marketable title to the COLLATERRhe liens granted by each of
the BORROWERS to the LENDER in the COLLATERAL wlilave the priority required by the LOAN DOCUMENTS.

Section 5.5. Authority; Approvals And Consents.

Section 5.5.1. Authority. Each of the BORROWERS thaslegal authority to enter into each of the LOBRCUMENTS and to perform,
observe and comply with all of such BORROWERS agests and obligations thereunder, including, withomitation the borrowings
contemplated hereby.

Section 5.5.2. Approvals. The execution and dejiysreach of the BORROWERS of each of the LOAN DOMRNTS, the performance by
each of the BORROWERS of all of its agreementsabiidations under the LOAN DOCUMENTS, and the barirmys contemplated by this
AGREEMENT, have been duly authorized by all necgsaation on the part of each BORROWER and do ndtwill not (i) contravene any
provision of the organizational documents of anthef BORROWERS,; (ii) conflict with, or result inbaeach of the terms, conditions or
provisions of, or constitute a default under, @utein the creation of any lien upon any of thegarty of any of the BORROWERS under



material agreement, trust deed, indenture, mortgagéher instrument to which any of the BORROWERS party or by which any of the
BORROWERS or any property of any of the BORROWE®Bdund or affected (except for liens createdHertienefit of the LENDERY); (ii
violate or contravene any provision of any LAW e regulation (including, without limitation, Régtions G, T, U or X of the Board of
Governors of the Federal Reserve System) or argrondling or interpretation thereunder or any deciorder of judgment of any court or
governmental or regulatory authority, bureau, agencfficial (all as from time to time in effechd applicable to any of the BORROWER
or (iv) require any waivers, consents or approbglany of the creditors of any of the BORROWERS.

Section 5.6. Binding Effect Of Documents, Etc. Eatthe LOAN DOCUMENTS which each of the BORROWERS executed and
delivered as contemplated and required to be ezd@nd delivered as of the date of CLOSING by AG&REEMENT, has been duly
executed and delivered by each BORROWER and iketgad, valid and binding obligation of each BORRORE&Nd is enforceable against
each BORROWER in accordance with all stated terms.

Section 5.7. Other Names. None of the BORROWERShasged its name, been the surviving entity ireeger, or changed the location of
its chief executive office within the last twelvE2) years, except as is disclosed on Schedulettaghad hereto. No BORROWER trades
under any trade or fictitious names except asa#t bn Schedule 5.7.

Sectio 5.8. No Events Of Default. There is not ently existing any action, event, or condition whiresently constitutes a DEFAULT or an
EVENT OF DEFAULT

Section 5.9. Guaranty Agreements. The GUARANTY AGREENTS are the valid and binding obligation of BEARANTORS and the
LIMITED GUARANTORS, as the case may be, and arfyfehforceable against the respective GUARANTOR®& the LIMITED
GUARANTORS in accordance with their terms.

Section 5.10. Taxes. Each of the BORROWERS: (afileakall federal, state and local tax returns attter reports which such BORROWI

is required by LAW to file prior to the date herewfd which are material to the conduct of the lessrof such BORROWER; (b) has paid or
caused to be paid all taxes, assessments andgathemmental charges that are due and payabletprtbe date hereof, except as disclosed
on Schedule 5.10 attached hereto; and (c) has adetpiate provision for the payment of such taxesessments or other charges accruing
but not yet payable. None of the BORROWERS haskaoyvledge of any deficiency or additional assesgrmeconnection with any taxes,
assessments or charges not provided for on sucliREBDRERS books of account or reflected in such BORRERS financial statements.

Section 5.11.

Compliance With Laws. Each of the BORROWERS haspi@d in all material respects with all applicableWs, including, but not limited
to, all LAWS with respect to: (a) all restrictiorspecifications, or other requirements pertainmgroducts that it sells or to the services it
performs; (b) the conduct of its business; andhe)use, maintenance, and operation of the reaparsbnal properties owned or leased by it
in the conduct of its business.

Section 5.12. Chief Place Of Business. The chietetive office, chief place of business, and tleeglwhere each of the BORROWERS
keeps its RECORDS concerning the COLLATERAL isfeeth on Schedule 5.12 attached hereto.

Section 5.13. Location Of Inventory. The INVENTORSYand shall be kept solely at the BORROWERS locatiset forth on Schedule 5.13
attached hereto, and shall not be moved, soldharaise disposed of without prior notification keetLENDER, except for sales of

INVENTORY to ACCOUNT DEBTORS in the ordinary coursethe BORROWERS businesses. None of the INVENTGRored with or
in the possession of any bailee, warehousemarther similar PERSON, except as specifically disetben Schedule 5.13 attached hereto.

Section 5.14. No Subsidiaries. None of the BORROWHMHRSs any direct or indirect DOMESTIC SUBSIDIARIESept for the
GUARANTORS listed by name in Section 1.53 of thiSREEMENT. None of the BORROWERS has any direchdirect SUBSIDIARIES
which are not DOMESTIC SUBSIDIARIES, except for tBEBSIDIARIES listed on Schedule 5.14 attached toere

Section 5.15.

No Labor Agreements. Except as described in Sckeslab hereto, none of the BORROWERS is subjeahyocollective bargainin
agreement or any agreement, contract, decree er mrduiring it to recognize, deal with or emplay&@ERSONS organized as a collective
bargaining unit or other form of organized labor

Section 5.16. Eligible Accounts. Each ACCOUNT whaaty of the BORROWERS contends should be includete calculation of the
BORROWING BASE from time to time will be an ELIGIELBILLED COMMERCIAL

ACCOUNT, ELIGIBLE BILLED GOVERNMENT ACCOUNT or an HGIBLE UNBILLED GOVERNMENT ACCOUNT, as the case pa
be. At the time each is listed on or included ilnéther singularly or in the aggregate with othégilele accounts) a schedule or report
delivered to the LENDER to be included in the chdtion of the BORROWING BASE, all of such ELIGIBLELLED COMMERCIAL
ACCOUNTS, ELIGIBLE BILLED GOVERNMENT ACCOUNTS or HIGIBLE UNBILLED GOVERNMENT ACCOUNTS, as the case
may be, will have been generated in compliance suth BORROWERS normal credit policies as histdlsida effect (or as modified from
time to time on prior written notice of the LENDERY on such other reasonable terms discloseditmgto the LENDER in advance of the
creation of such ACCOUNTS, and such terms shadixpeessly set forth on the face of all invoic



Section 5.17. Eligible Inventory. Each item of INMEORY which any of the BORROWERS from time to tiemntends should be included
in the calculation of the BORROWING BASE shall belGIBLE INVENTORY.

Section 5.18. Eligible Additional Collateral Valugny letter of credit which any of the BORROWERStend should be included in the
calculation of ELIGIBLE ADDITIONAL COLLATERAL VALUE shall have an expiry date which is not less thamyear from issuance a
shall be considered eligible only if, at the tinfedetermination of eligibility, there shall be nesk than thirty (30) days remaining from such
date of determination to the expiry date of theeledf credit. Failure to maintain such letter cédit as ELIGIBLE ADDITIONAL
COLLATERAL VALUE for at least one year from issuanshall constitute an EVENT OF DEFAULT.

Section 5.19. Approvals. Each of the BORROWERS g&sess all franchises, approvals, licenses, coatidTELLECTUAL PROPERTY,
merchandising agreements, merchandising contradtg@vernmental approvals, registrations and exemgpnecessary for it lawfully to
conduct its business and operation as presentigumted and as anticipated to be conducted afterSING.

Section 5.20. Financial Statements. The finantc@ements of each of the BORROWERS which have Hebvered to the LENDER prior to
the date of this AGREEMENT, fairly present the fical condition of the BORROWERS as of the respectiates thereof and the results
operations of the BORROWERS for the fiscal periedded on such respective dates, all in accordaithe3/A.A.P. None of the
BORROWERS has any direct or contingent liabilityobtigation known to any of the BORROWERS and ristldsed on the financial
statements delivered to the LENDER or disclose&dmedule 5.19 hereto. There has been no adversgecirathe financial condition of any
of the BORROWERS since the financial statements@ BORROWERS dated December 31, 1999, and notiee SORROWERS knows
or have any reason to expect any material advéiaege in the assets, liabilities, properties, lssnor condition, financial or otherwise, of
any of the BORROWERS.

Section 5.21. Solvency. Each of the BORROWERSEISOLVENT both before and after CLOSING, afterimipfull effect to the
OBLIGATIONS and all of the BORROWERS respectivélidies.

Section 5.22. Fair Labor Standards Act. Each oBBRROWERS has complied in all material respecth thie Fair Labor Standards Act of
1938, as amended.

Section 5.23. Employee Benefit Plans.

Section 5.23.1. Compliance. Each of the BORROWERSItS ERISA AFFILIATES are in compliance in all tedal respects with all
applicable provisions of ERISA and the regulatitrereunder and of the CODE with respect to all EMFEE BENEFIT PLANS.

Section 5.23.2. Absence Of Termination Event. NKRIVENATION EVENT has occurred or is reasonably expecdo occur with respect to
any GUARANTEED PENSION PLAN.

Section 5.23.3. Actuarial Value. The actuarial présvalue (as defined in Section 4001 of ERISA3lbbenefit commitments (as defined in
Section 4001 of ERISA) under each GUARANTEED PENSIPLAN does not exceed the assets of that plan.

Section 5.23.4. No Withdrawal Liability. None oetBORROWERS nor any of their ERISA AFFILIATES hasurred or reasonably expects
to incur any withdrawal liability under ERISA in enection with any MULTIEMPLOYER PLANS.

Section 5.24. Environmental Conditions.

Section 5.24.1. Existence Of Permits. Each of tedRBROWERS has obtained all legally required perniitsnses, variances, clearances and
all other necessary approvals (collectively, th& EFERMITS) for use of the FACILITIES and the opéwatand conduct of its business from
all applicable federal, state, and local governmlesithorities, utility companies or developmenéted entities including, but not limited to,
any and all appropriate Federal or State enviroah@mnotection agencies and other county or cityadgnents, public water works and public
utilities in regard to the use of the FACILITIE&gtoperation and conduct of its business, anddhdlimg, transporting, treating, storage,
disposal, discharge, or RELEASE of REGULATED SUBSIQES, if any, into, on or from the environment (urding, but not limited to,

any air, water, or soil).

Section 5.24.2. Compliance With Permits. Each idd€tieA PERMIT is in full force and effect, has napi&ed or been suspended, denied or
revoked, and is not under challenge by any PERS2ih of the BORROWERS is in compliance in all matexrspects with each issued E
PERMIT.

Section 5.24.3. No Litigation. None of the BORROWERor any of the FACILITIES is subject to any ptazar governmental litigation, or
the knowledge of any of the BORROWERS, threateitiggtion, lien or judicial or administrative noéicorder or action involving any of the
BORROWERS or any of the FACILITIES relating to REGATED SUBSTANCES or environmental problems, impagmts or liabilities

Section 5.24.4. No Releases. To the best knowletlgach of the BORROWERS, there has been no RELEA®EoN or from any of the
FACILITIES and no REGULATED SUBSTANCES are locatma or have been treated, stored, processed, dispbseandled or transported
to or from, any of the FACILITIES in violation ohg ENVIRONMENTAL LAWS. To the best knowledge of éaof the BORROWERS, n



REGULATED SUBSTANCES have been treated, storeghatisd, RELEASED, located, discharged, possessethgad, processed, or
otherwise handled in the operation or conduct gfB®@RROWERS business in violation of any ENVIRONMEAL LAWS. Each of the
BORROWERS has complied in all material respecth ait ENVIRONMENTAL LAWS affecting the FACILITIES ed each BORROWER
business.

Section 5.24.5. Transportation. None of the BORRM8Hransports, in any manner, any REGULATED SUBSTAS except in the
ordinary course of such BORROWERS business in iahtssmpliance with all ENVIRONMENTAL LAWS.

Section 5.24.6. No Violation Notices. No BORROWE#&Seceived any notices that any REGULATED SUBSTA&ISGransported from ar
FACILITY have been disposed of in violation of aBNVIRONMENTAL LAWS.

Section 5.24.7. No Notice Of Violations. No BORROW/Ras received written notice of any circumstanaaish would be likely to result in
any obligation under any ENVIRONMENTAL LAW to inveégate or remediate any REGULATED SUBSTANCES inoomunder any of the
FACILITIES.

ARTICLE 6
FFIRMATIVE COVENANTS

Each of the BORROWERS agrees during the term efAIBREEMENT and while any OBLIGATIONS are outstargland unpaid to do and
perform each of the acts and promises set forthignArticle 6:

Section 6.1. Payment. All OBLIGATIONS shall be paidull when and as due.

Section 6.2. Insurance. Each of the BORROWERS shidin and maintain such insurance coveragesagasonable, customary and
prudent for businesses engaged in activities sirtdléhe business activities of the BORROWERS. Wlithimitation to the foregoing, each
the BORROWERS shall maintain for all of its assetd properties, whether real, personal, or mixetiacluding but not limited to the
COLLATERAL, fire and extended coverage casualtyimsce in amounts satisfactory to the LENDER arfficgent to prevent any co-
insurance liability (which amount shall be the falurable value of the assets and propertiesaasuinless the LENDER in writing agrees to
a lesser amount), naming the LENDER as loss paytber@spect to the COLLATERAL, with insurance comjis and upon policy forms
containing standard loss payee and mortgagee clauseh are acceptable to and approved by the LERII#ach of the BORROWERS sh
submit to the LENDER, upon request, duplicate odtg of the casualty insurance policies and paidipts evidencing payment of the
premiums due on the same. The casualty insurarlimescshall be endorsed so as to make them nortiable unless thirty (30) days prior
notice of cancellation or material alteration isyided to the LENDER. The proceeds of any insuosg khall be applied by the LENDER to
the OBLIGATIONS, in such order of application asedenined by the LENDER, unless the LENDER in iteesttiscretion permits the use
thereof to repair or replace damaged or destroy@dL@TERAL. The LENDER agrees that the BORROWERS| wé permitted to use all or
such portion of the loss proceeds as may be nagdssdhe purposes of repairing, restoring, rerimgaor replacing the damaged property,
provided: (a) no EVENT OF DEFAULT shall exist orcoic and be continuing during the course of suchirepestoration, renovation or
replacement; (b) the amount of the loss is less @@e Hundred Thousand Dollars ($100,000.00); epthé schedule for the repair,
restoration, renovation or replacement indicatkgland complete repair, restoration, renovatiomeplacement within a reasonable period
after the date of receipt of any such loss procdellshe applicable insurance carriers shall haa&ed any rights of subrogation against the
BORROWERS in connection with such loss; and

(e) the amount of the insurance proceeds and aarae funds to be contributed by the BORROWERS aificient in the reasonable
business judgment of the LENDER to accomplish sephir, restoration, replacement or renovation ieasonably satisfactory manner. The
BORROWERS shall also maintain public liability gmabperty damage insurance in such amounts, witlréamge companies, and upon po
forms acceptable to and approved by the LENDER,imguthe LENDER as additional insured. In addititte BORROWERS shall maintain
workers compensation insurance in such amounth,imgurance companies acceptable to and approvédtelyENDER. The BORROWERS
shall submit to the LENDER satisfactory evidencalbsuch insurance.

Section 6.3. Books And Records. Each of the BORR®®&Ehall notify the LENDER in writing if any of ttBORROWERS modifies or
changes its method of accounting or enters intdifies, or terminates any agreement presently iegisor at any time hereafter entered into
with any third party accounting firm for the pregton and/or storage of any BORROWERS accountingros.

Section 6.4. Collection Of Accounts; Sale Of Inwept Each of the BORROWERS shall only collect isGEIVABLES and sell its
INVENTORY in the ordinary course of its business.

Section 6.5. Notice Of Litigation And Proceedingach of the BORROWERS shall give prompt noticenstENDER of any action, suit,
citation, violation, direction, notice or proceeglibefore any court or governmental department, cission, board, bureau, agency or
instrumentality, domestic or foreign, affecting asfthe BORROWERS, or the assets or propertiegtfiewhich, if determined adversely to
any of the BORROWERS: (a) could require any oohthe BORROWERS to pay more than One Hundred Tamai®ollars ($100,000.00)
or deliver assets the value of which exceeds tivat (svhether or not the claim is considered to besped by insurance); or (b) could
reasonably be expected to have a material advfesz epon the financial condition or business agiens of any of the BORROWERS.
Section 6.6. Payment Of Liabilities To Third PersoBach of the BORROWERS shall pay when and asatueithin applicable grace
periods, all liabilities due to third persons, epicehen the amount thereof is being contested addaith by appropriate proceedings and
adequate reserves therefor being set ¢



Section 6.7. Change Of Business Location. Each@BORROWERS shall notify the LENDER thirty (30)ydan advance of: (a) any char
in the location of its existing offices or placemfsiness; (b) the establishment of any new, odtbentinuation of any existing, place of
business; and (c) any change in or addition tddbations at which the COLLATERAL is kept. Priorfmoving any COLLATERAL to any
location not owned by it (other than deliveries@COUNT DEBTORS of sold or leased items), eacthefBORROWERS shall obtain and
deliver to the LENDER an agreement, in form andssafice acceptable to the LENDER, pursuant to witietowner of such location shall:
(a) subordinate any rights which it may have, erd¢after may obtain, in any of the COLLATERAL tethghts and security interests of the
LENDER in the COLLATERAL; and (b) allow the LENDE#&cess to the COLLATERAL in order to remove the CATERAL from such
location. In the event any COLLATERAL is stored lvét warehousemen or other bailee, and the COLLATIERAvidenced by a negotiable
document of title, each of the BORROWERS shall irdiately deliver the document of title to the LENDER

Section 6.8. Payment Of Taxes. Each of the BORRO®/EIRall pay or cause to be paid when and as dtexak, assessments and chargt
levies imposed upon it or on any of its propertymbiich it is required to withhold and pay over e taxing authority or which it must pay on
its income, except where contested in good fairgfpropriate proceedings and at its own cost apdrese; provided, however, that the
BORROWERS shall not be deemed to be contestingaa daith by appropriate proceedings unless: (el guoceedings operate to prevent
the taxing authority from attempting to collect thees, assessments or charges; (b) the COLLATERADt subject to sale, forfeiture or I
during such proceedings; (c) such BORROWERS condtess$ not subject the LENDER to any claim by thkénauthority or any other
person; (d) such BORROWER establishes appropristerves, satisfactory to the LENDER in its solemigon, for the payment of all taxes,
assessments, charges, levies, legal fees, cotstans other expenses for which such BORROWER wheliiable if unsuccessful in the
contest; (e) such BORROWER prosecutes the comesinciously to its final conclusion; and (f) at thenclusion of the proceedings, such
BORROWER promptly pays all amounts determined tpdngable, including but not limited to all taxess@assments, charges, levies, legal
fees and court costs.

Section 6.9. Inspections Of Records. Each of th&RROWERS shall permit representatives of the LENRERess to each BORROWERS
places of business, at intervals and at such tametetermined by the LENDER, to inspect the COLLRPE and to review and make
extracts from or photocopies of the books and xof each of the BORROWERS. Each of the BORROWE&Ses to pay to the LENDE
the examination fee set forth in Section 2.9 heesf shall reimburse the LENDER for any other reabte out-of-pocket expenses incurred
by the LENDER in connection with such examinaticaglits, inspections, extractions and verificatiergenses incurred by the LENDER in
connection with such examinations, audits, inspesti extractions and verifications.

Section 6.10. Notice Of Events Affecting Collate@dbmpromise Of Receivables; Returned Or Reposdé3geds. Each of the
BORROWERS shall promptly report to the LENDER: §ay reclamation, return or repossession of godJsal( claims or disputes asserted
by any ACCOUNT DEBTOR or other obligor involving @xcess of One Hundred Thousand Dollars ($100,000p0ovided, however, the
BORROWER shall report all claims or disputes asskbly any ACCOUNT DEBTOR affecting COLLATERAL inalaed in the
BORROWING BASE; and (c) all matters materially atfag the value, enforceability or collectibility any of the COLLATERAL. Without
the LENDERS consent, none of the BORROWERS shatipromise or adjust any of the RECEIVABLES which édeen included by any
of the BORROWERS in the determination of the BORROA® BASE, extend the time for payment thereof, g any additional discoun
allowances or credits thereon; provided, howevest, any of the BORROWERS may grant, in the ordircanyrse of business, to any party
obligated on any of the RECEIVABLES, any rebatéumd, or adjustment to which such party may be ldiyfentitled, and may accept, in
connection therewith, the return of goods, saléease of which shall have given rise to such RE@HBLES. If any goods, the sale of which
has resulted in RECEIVABLES included in determinihg BORROWING BASE, are returned by the ACCOUNTHEIIER for credit or
repossessed by any of the BORROWERS, the BORROW4ERIEreceive and hold such goods as trustee &0t BENDER and as additional
security for the payment of the OBLIGATIONS, andkmalisposition thereof as required by the LENDER.

Section 6.11. Documentation Of Collateral. EacthefBORROWERS agrees that upon the request of HNDER, each of the
BORROWERS will provide the LENDER with: (a) writtestatements or schedules identifying and descritiegCOLLATERAL, and all
additions, substitutions, and replacements theneaiich detail as the LENDER may require; (b) espf ACCOUNT DEBTORS invoices
billing statements; (c) evidence of shipment onaal of goods or merchandise to or performancgenfices for ACCOUNT DEBTORS; a
(d) such other schedules and information as theRER reasonably may require. The items to be pravigeler this Section shall be in form
satisfactory to the LENDER and are to be executetdelivered to the LENDER from time to time solédy the LENDERS convenience in
maintaining RECORDS of the COLLATERAL. The failuséany of the BORROWERS to give any of such itemthe LENDER shall not
affect, terminate, modify or otherwise limit the NBERS security interests in the COLLATERAL. The LBEER shall have the right, at any
time and from time to time, to verify the eligiljliof the BORROWERS RECEIVABLES, including, in caution with its quarterly field
examinations of the BORROWERS books and recor@d any time during any continuing DEFAULT or EVENXDIF DEFAULT, obtaining
verification of the RECEIVABLES directly from ACCOUT DEBTORS.

Section 6.12. Reporting Requirements. The BORROWAERAE submit the following items to the LENDER:

Section 6.12.1. Inventory Reports. On or before2@th day of each calendar month, reports of INVEXRI on such reporting forms as are
required by the LENDER from time to time, certifisxlbe accurate and correct by the chief finaraftiter of each of the BORROWERS,
which reports shall be compiled in a manner acdépt® the LENDER.

Section 6.12.2. Receivables And Accounts PayabpmR& On or before the 20th day of each calendartim (i) a RECEIVABLES report
and aging; and (ii) an accounts payable reportagyag, both in form reasonably acceptable to thRRDER and containing such information
as the LENDER may specify from time to time. Sueparts shall be accompanied by such reports, copissles journals, remittance repo
and other documentation as the LENDER may reasgmagliest from time to timu



Section 6.12.3. Government Contracts Report. Gyetore the 20th day of each calendar month, assteport with respect to all
GOVERNMENT CONTRACTS of the BORROWERS, in form asubstance satisfactory to the LENDER.

Section 6.12.4. Borrowing Base Report. Once ealdndar week, or more frequently if requested byltEBBIDER, a collateral and loan rep
in such form and context as may be specified by EDER from time to time.

Sectio 6.12.5. Quarterly Financial Statements.dmsas available and in any event within forty-f{(4&) calendar days after the end of each
of the first three QUARTERS of each FISCAL YEARetBORROWERS shall submit to the LENDER a consadidand consolidating
balance sheet of the BORROWERS and their SUBSIDESR4s of the end of such quarter, a consolidatddansolidating statement of
income and retained earnings of the BORROWERS lagid 8UBSIDIARIES for the period commencing at &mel of the previous FISCAL
YEAR and ending with the end of such quarter, andresolidated statement of cash flow of the BORRM®SEnNd their SUBSIDIARIES for
the portion of the FISCAL YEAR ended with the ldsly of such quarter, all in reasonable detail dating in comparative form the
respective consolidated and consolidating figuoestfe corresponding date and period in the priSCFAL YEAR and all prepared in
accordance with G.A.A.P. and certified by the cliiedncial officer of each of the BORROWERS (subjcyear-end adjustments).

Section 6.12.6. Annual Financial Statements. Asismavailable and in any event within ninety (@lendar days after the end of each
FISCAL YEAR of each of the BORROWERS, the BORROWESREIl submit to the LENDER a consolidated and obdating balance she
of the BORROWERS and their SUBSIDIARIES as of thd ef such FISCAL YEAR and a consolidated and cbdating statement of
income and retained earnings of the BORROWERS lagid 8UBSIDIARIES for such FISCAL YEAR, and a colidated statement of cash
flow of the BORROWERS and their SUBSIDIARIES forchuFISCAL YEAR, all in reasonable detail and stgtin comparative form the
respective consolidated and consolidating figuoegtfe corresponding date and period in the priSIJAL YEAR and all prepared in
accordance with G.A.A.P. and, as to the consol@ifiteincial statements described above, accompdyiesh audited opinion thereon
acceptable to the LENDER by independent accounsaisted by the BORROWERS and acceptable to tiNDHER.

Section 6.12.7. Annual Business Plan and Finafrigections. As soon as available and in any ewéthtn ninety (90) calendar days after
the beginning of each FISCAL YEAR of the BORROWERSjinning with the 2000 FISCAL YEAR, the BORROWER Il submit to the
LENDER a business plan of the BORROWERS and tHeBSIDIARIES for the ensuing FISCAL YEAR, such plambe prepared in
accordance with G.A.A.P. and to include a capitald®et, projected income statement, statement of ft@ss and balance sheet, and a report
containing managements discussion and analysischf grojections, accompanied by a certificate ftbenchief financial officer of each of
the BORROWERS to the effect that, to the best ohsafficers knowledge, such projections are godith festimates of the financial condition
and operations of the BORROWERS and their SUBSIDERfor such FISCAL YEAR

Section 6.12.8. SEC And Other Filings. Within fi{g§ days after the sending, filing, or receipt &wdr copies of: (a) all financial statements,
reports, notices and proxy statements that eatiedBORROWERS sends to its shareholders; and (t§allar, periodic and special reports,
registration statements and prospectuses thata#doh BORROWERS renders to or files with the Siiesr And Exchange Commission, the
National Association of Securities Dealers, Incany national securities exchange, including witimnitation each of the Forms -K and
10-Q filed by each of the BORROWERS with the Sea@msgiAnd Exchange Commission.

Section 6.12.9. Management Letters. Promptly ugeaript thereof, each of the BORROWERS shall sutortite LENDER copies of any
reports submitted to any of the BORROWERS or anBSIDIARY by independent certified public accountint connection with the
examination of the financial statements of the B@RWERS or any SUBSIDIARY made by such accountants.

Section 6.12.10. Certificates Of No Default. Witktirty (30) calendar days after the end of eacthefQUARTERS of each FISCAL YEAR
of each of the BORROWERS, each of the BORROWERS shlamit to the LENDER certificates of the chi@idncial officers of each of the
BORROWERS certifying that: (i) there exists no DRAAT or EVENT OF DEFAULT, or if a DEFAULT or an EVENOF DEFAULT
exists, specifying the nature thereof, the peribexistence thereof and what action such BORROWEIRgses to take with respect thereto;
(i) no material adverse change in the conditiamariicial or otherwise, business, property or resafitoperations of such BORROWER has
occurred since the previous certificate was setitdd ENDER by such BORROWER or, if any such chamae occurred, specifying the
nature thereof and what action such BORROWER Hasntar proposes to take with respect thereto;dllijnsurance premiums then due h
been paid; (iv) all taxes then due have been paifbothose taxes which have not been paid, astant of the taxes not paid and a
description of such BORROWERS rationale therefoyng litigation, investigation or proceedings,igunction, writ or restraining order is
pending or threatened or, if any such litigatioweistigation, proceeding, injunction, writ or ord&pending, describing the nature thereof;
and (vi) stating whether or not the GUARANTORS #mel BORROWERS are in compliance with the covenemtisis AGREEMENT,
including a calculation of the financial covenaimshe schedule attached to such officers certéigdn form satisfactory to the LENDER.

Section 6.12.11. Reports To Other Creditors. Prhngfter the furnishing thereof, each of the BORRBRS shall submit to the LENDER
copies of any statement or report furnished toathgr PERSON pursuant to the terms of any indenko@®, or credit or similar agreement
and not otherwise required to be furnished to thBIDER pursuant to any other provisions of this AGREENT.

Section 6.12.12. Management Changes. Each of tHeREIWERS shall notify the LENDER immediately of ashanges in the personnel
holding the positions of either President or Cltigfancial Officer of any of the BORROWERS

Section 6.12.13. General Information. In additiortte items set forth in subsections 6.12.1 thraui@B.12 above, each of the BORROWE
agrees to submit to the LENDER, or cause to be #&tduhto the LENDER (a) such other information resng the condition or operations,
financial or otherwise, of each of the BORROWER$hasLENDER may reasonably request from time teetand (b) such financi



statements and other information respecting thelition or operations, financial or otherwise, otkaf the GUARANTORS and the
LIMITED GUARANTORS as may be required pursuantiie tOAN DOCUMENTS

Section 6.13. Employee Benefit Plans And GuaranBsawsion Plans. Each of the BORROWERS will, antlcailise each of its ERISA
AFFILIATES to: (a) comply with all requirements ioged by ERISA and the CODE, applicable from timgrne to any of its
GUARANTEED PENSION PLANS or EMPLOYEE BENEFIT PLAN$)) make full payment when due of all amounts Wwhimder the
provisions of EMPLOYEE BENEFIT PLANS or under amalble LAW, are required to be paid as contributitheseto; (c) not permit to exi
any material accumulated funding deficiency, whetrenot waived; (d) file on a timely basis all cgfs, notices and other filings required by
any governmental agency with respect to any MPLOYEE BENEFITS PLANS; (e) make any payments tdIMIEMPLOYER PLANS
required to be made under any agreement relatisgdb MULTIEMPLOYER PLANS, or under any LAW pertaig thereto; (f) not amend
or otherwise alter any GUARANTEED PENSION PLANUit effect would be to cause the actuarial presaioevof all benefit commitments
under any GUARANTEED PENSION PLAN to be less thiaa ¢urrent value of the assets of such GUARANTEED8ION PLAN

allocable to such benefit commitments; (g) furttiskall participants, beneficiaries and employeedenrany of the EMPLOYEE BENEFIT
PLANS, within the periods prescribed by LAW, alpogts, notices and other information to which thaey entitled under applicable LAW,;
and (h) take no action which would cause any oBN&LOYEE BENEFIT PLANS to fail to meet any quatdifition requirement imposed by
the CODE. As used in this Section, the term accatedlfunding deficiency has the meaning specifiefidction 302 of ERISA and Section
412 of the CODE, and the terms actuarial presdoeyhenefit commitments and current value havarthaning specified in Section 4001 of
ERISA.

Section 6.14. Maintenance Of Fixed Assets. Each@BORROWERS shall maintain and preserve allsofixed assets in a state of good and
efficient working order, normal wear and tear exedp

Section 6.15. Consignments. Each of the BORROWHRS advise the LENDER of all PERSONS to whom i lsansigned or assigned
INVENTORY for sale or distribution, and the locatiof the INVENTORY subject to any such consignmamassignment arrangement. Each
of the BORROWERS shall: (a) duly and properly filancing statements in all applicable places dfligirecord with respect to each of st
consignments or assignments, which filings shathjgly with Section 9-114 of the 1972 version of tha&form Commercial Code, as
amended from time to time, and with all other reguoients necessary for such BORROWER to protetttéésests therein under applicable
LAWS; (b) supply the LENDER with prior evidencesaich filing and with a financing statement, judgireemd tax lien search in the name of
the consignee or assignee in all applicable platesblic record; and

(c) provide written notification to any holder afyasecurity interests in the inventory of the cgnsie or assignee who has filed a financing
statement before such BORROWER files its finanaitagement, which notice shall state that such BORE® expects to deliver goods or
assignments, shall describe the goods by itempar &nd which notification shall be received by aagh holder within five (5) years before
the consignee receives possession of the goodatdiveé (5) year intervals thereafter.

Section 6.16. Foreign Receivables. As to any RE@QBNE from an ACCOUNT DEBTOR not domiciled in the lted States of America or
which otherwise arises in connection with INVENTORY export sales or export accounts receivablecamtract rights, the BORROWERS
shall execute all documents and instruments anltitake all steps or actions as may be requirethbyLENDER to ensure that such
RECEIVABLE is covered by export credit insurancsurnng comprehensive (commercial and politicaRsias the LENDER may deem
necessary or advisable, or if approved by the LERDPiEIly secured by a perfected assignment of prdsef an irrevocable confirmed letter
of credit issued by a United States bank fully atakle to the LENDER in form and substance.

Section 6.17. Federal Assignment Of Claims Act.Hzafcthe BORROWERS shall notify the LENDER if anE®EIVABLE arises out of a
contract with the United States of America, or department, agency or instrumentality thereof, small execute all documents or
instruments and shall take all steps or actiomaagbe required by the LENDER so that all monies oiuto become due under such contract
are assigned to the LENDER and notice given tharetife United States in accordance with the requémts of the Federal Assignment of
Claims Act, as amended.

Section 6.18. Compliance With Laws. Each of the BROARVERS shall comply in all material respects wittapplicable LAWS, including,
but not limited to, all LAWS with respect to: (d) gestrictions, specifications, or other requirertgepertaining to products that it sells or to
services it performs; (b) the conduct of its busfe

(c) the use, maintenance, and operation of thearghpersonal properties owned or leased by lteérconduct of its business; and

(d) the obtaining and maintenance of all necedsaayses, franchises, permits and governmentalbap|s, registrations and exemptions
necessary to engage in its business. Without lignithe generality of the preceding Section, each@BORROWERS shall: (i) comply in all
material respects with, and ensure such complibpadl tenants and subtenants, if any, with, afilapble ENVIRONMENTAL LAWS and
obtain and comply in all material respects with amantain, and ensure that all tenants and subtedtain and comply with and maintain,
any and all licenses, approvals, notificationsjstegtions or permits required by applicable ENVIR@ENTAL LAWS;

(if) conduct and complete all investigations, sasdisampling and testing, and all remedial, remamedlother actions required under
ENVIRONMENTAL LAWS, and promptly comply with all i&ful orders and directives of any governmental atith regarding
ENVIRONMENTAL LAWS; and (iii) defend, indemnify andold harmless the LENDER, and its employees, ageffficers and directors,
from and against any claims, demands, penaltiessfiliabilities, settlements, damages, costs apdreses of whatever kind or nature known
or unknown, contingent or otherwise, arising oytasfin any way relating to the violation of, nomggliance with or liability under any
ENVIRONMENTAL LAWS applicable to the operations @ich of the BORROWERS, or any orders, requiren@andemands of
governmental authorities related thereto, includimighout limitation, reasonable attorneys and citasits fees, investigation and laboratory
fees, response costs, court costs and litigatipereses, except to the extent that any of the fanggtirectly result from the gross negligence
or willful misconduct of the party seeking indemadition therefor. Each of the BORROWERS agreesamptly notify the LENDER of any
RELEASE of a REGULATED SUBSTANCE on, to or from aRCILITY in violation of any ENVIRONMENTAL LAWS orof any notice
received by such BORROWER that such BORROWER orFek@ILITY is not in compliance with any ENVIRONMENAL LAWS.



Section 6.19. Formation of Subsidiaries. The BORRERS shall deliver, or cause to be delivered td BRDER, the following (but without
implying the LENDERS consent to the formation afngaunless specifically granted) :

Section 6.19.1. Domestic Subsidiaries. Each DOMESIUBSIDIARY, promptly upon its acquisition or ctiee, shall execute and deliver
the LENDER: (a) a guaranty agreement in form armbtnce satisfactory to the LENDER pursuant to twkiecch SUBSIDIARY shall
guarantee, among other things, the absolute fylneat and performance by the BORROWERS of the OBOI®NS; (b) a complete copy
of such SUBSIDIARYS charter, or other organizaticsh@cument filed of public record, with all amendmntgethereto, certified by the
Secretary of State of the jurisdiction of formatiéc) a copy of such SUBSIDIARY's bylaws, operataggeement, or partnership agreement,
as applicable, with all amendments thereto; (Bréificate of good standing dated as of a recetd ftam the jurisdiction of formation and
each jurisdiction in which such SUBSIDIARY is recpd by the nature of its business or assets tafgualdo business; (e) a certificate of
corporate resolutions, partnership or limited lispcompany certificate, as applicable, and incemdy from the duly authorized and
appropriate representative of such SUBSIDIARY imfand substance satisfactory to the LENDER; andr(fopinion of counsel satisfactc
to the LENDER opining as to such matters in corinaatith such SUBSIDIARY as may be reasonably retee by the LENDER. The
repayment and performance of the OBLIGATIONS anthefobligations of the SUBSIDIARY to the LENDERadlbe secured by (i) the
pledge of one hundred percent (100%) of the issmeldoutstanding CAPITAL STOCK of the SUBSIDIARY ,rpuant to the terms and
conditions of a pledge agreement, stock powerdiaadcing statements, all in form and substanceptedle to the LENDER and (ii) a first
priority perfected lien and security interest ihrabl and personal property (both tangible andrigtble), whether now existing or hereafter
arising, of such SUBSIDIARY, pursuant to securifyeements in form and substance satisfactory tb HNDER, subject only to
PERMITTED LIENS.

Section 6.19.2. Foreign Subsidiaries. Each direSIDIARY of the BORROWERS or of any DOMESTIC SUEBARY that is not a
DOMESTIC

SUBSIDIARY (FIRST TIER FOREIGN SUBSIDIARY), promptlupon its acquisition or creation, shall executd deliver to the LENDER:
(a) a complete copy of such FIRST TIER FOREIGN SUBSRYS charter, or other organizational documelgd of public record, with all
amendments thereto, certified by the SecretantateSf the jurisdiction of formation; (b) a coplysuch FIRST TIER FOREIGN
SUBSIDIARYs bylaws, operating agreement, or paghgr agreement, as applicable, with all amendmtéet®to; (c) if such jurisdiction
generally issues such a certification, a certiiaatgood standing dated as of a recent date frenjurisdiction of formation and each
jurisdiction in which such FIRST TIER FOREIGN SUEBBARY is required by the nature of its businesassets to qualify to do busine
and

(d) an opinion of counsel satisfactory to the LEN®@&pining as to such matters in connection withhdeliRST TIER FOREIGN
SUBSIDIARY as may be reasonably requested by theDER. The repayment and performance of the OBLIGBNS and of the
obligations of the BORROWER OR DOMESTIC SUBSIDIARYthe LENDER shall be secured by the pledge df/dixe percent (65%) of
the issued and outstanding CAPITAL STOCK of the FTRTIER FOREIGN SUBSIDIARY, pursuant to the ternmgl@onditions of a pledge
agreement, stock powers, financing statementsstragpon and acknowledgment of pledge by issuém &rm and substance acceptable to
the LENDER. The BORROWERS, DOMESTIC SUBSIDIARY &rldRST TIER FOREIGN SUBSIDIARY shall execute all dogents
necessary to effectuate the Pledge.

Section 6.20. Year 2000. Each of the BORROWERSHitiated a review and assessment of all areasmits and each of its
SUBSIDIARIES businesses and operations that coalddversely affected by the YEAR 2000 PROBLEM (ibathe risk that computer
hardware and software used by any of the BORROW&RHy SUBSIDIARIES may be unable to operate, ratam effectively process ai
perform properly date-sensitive functions involviceytain dates prior to and any date after Decer@bget 999 (including recognizing and
performing properly date-sensitive functions ingg&ars)). All computer applications that are nmatéo the businesses and operations of the
BORROWERS and SUBSIDIARIES are YEAR 2000 COMPLIANHach of the BORROWERS and the SUBSIDIARIES hasamaduiry

of each of its key suppliers, vendors and custoragt® whether such persons are YEAR 2000 COMPLIAMNAIl material respects. Key
suppliers, vendors, and customers refers to thagelisrs, vendors and customers of each of the BORERS and the SUBSIDIARIES, the
business failure of which could result in a mateadverse change in the financial condition or bess operations of any of the
BORROWERS and/or the SUBSIDIARIES, or harm or detation to the COLLATERAL. In addition, the BORRCERS will promptly
notify the LENDER in the event that any of the BORRERS discovers or determines that any computetware or software (including tr
of its suppliers, vendors and customers) that iteri@ to any BORROWERS or any SUBSIDIARYS finari@andition or business
operations is not YEAR 2000 COMPLIANT.

Section 6.21. Minimum EBITDA. The EBITDA of the BG®WERS and their respective consolidated SUBSIDE&Rbn a consolidated
basis, measured at the end of each QUARTER fatrdfileng four-QUARTER period ending on the date of determinasiball be: (a) as at tt
QUARTER ending December 31, 1999, not less tham Fillion Two Hundred Thousand Dollars ($4,200,00®). and (b) as at the end of
each QUARTER thereafter, not less than Four Milkive Hundred Thousand Dollars ($4,500,000.00).

Section 6.22. Minimum Tangible Net Worth Plus Suldoaited Debt. As of the end of each QUARTER seahfbelow, the sum of
TANGIBLE NET WORTH plus SUBORDINATED DEBT of the BRROWERS and their respective consolidated SUBSIDESRon a
consolidated basis shall be not less than the cdgpeamount set forth for such QUARTER (each saictount, calculated as set forth in
clauses (a), (b), and (c) below, a Minimum TNW Regmuent):

(a) for the QUARTER ending December 31, 1999: $8,800.00;

(b) for each of the QUARTERS ending March 31, 2Qiihe 30, 2000, and September 30, 2000: $9,5000(



(c) for the QUARTERS ending December 31, 2000, Ma&t, 2001, June 30, 2001, and September 30, $30300,000.00 plus 50% of NET
PROFIT AFTER TAX of the BORROWERS for the FISCAL XR ending December 31, 2000;

(d) for the QUARTERS ending December 31, 2001, Ma&t, 2002, June 30, 2002, and September 30, 20024inimum TNW
Requirement calculated in accordance with the iniately preceding clause (c), plus 50% of NET PRORHTER TAX of the
BORROWERS for the FISCAL YEAR ending December 3102,

(e) for the QUARTER ending December 31, 2002: theidum TNW Requirement calculated in accordancd wite immediately preceding
clause (d), plus 50% of NET PROFIT AFTER TAX of B®RROWERS for the FISCAL YEAR ending December 2102.

Section 6.23. Minimum Working Capital. The BORROWEENd their respective consolidated SUBSIDIARIES @onsolidated basis shall
maintain at all times WORKING CAPITAL of not ledsan One Million Dollars ($1,000,000.00).

Section 6.24. Ratio of Total Liabilities to Tangitlet Worth Plus Subordinated Debt. The BORROWERStheir respective consolidated
SUBSIDIARIES on a consolidated basis shall maingésiof the end of each QUARTER a ratio of (a) TOTIARBILITIES to (b)
TANGIBLE NET WORTH plus SUBORDINATED DEBT of not gater than 4.50 to 1.00

Section 6.25. Notice of Existence of Default. Eatthe BORROWERS shall promptly advise the LENDHERhe existence of any condition
or event of which it has knowledge, which is or @hwill be with notice and/or the passage of tinieRE-AULT or an EVENT OF
DEFAULT.

ARTICLE 7
NEGATIVE COVENANTS

Each of the BORROWERS covenants while any OBLIGANBare outstanding and unpaid not to do or to pgembe done or to occur any
of the acts or occurrences set forth in this Aeti¢lwithout the prior written authorization of thENDER.

Section 7.1. No Change Of Name, Merger, Etc. NdnieeoBORROWERS shall change its hame or enterantomerger, consolidation,
reorganization or recapitalization.

Section 7.2. No Sale Or Transfer Of Assets. Nonb®BORROWERS shall sell, transfer, lease or etlser dispose of all or any part of the
COLLATERAL, or all or any part of any of its othassets, except that (a) INVENTORY may be sold t&C®CNT DEBTORS in the
ordinary course of a BORROWERS business and (b)igeed no DEFAULT or EVENT OF DEFAULT has occurréVENTORY not
qualifying as ELIGIBLE INVENTORY or included in tHBORROWING BASE in an amount not to exceed One Head housand Dollars
($100,000.00), in the aggregate, may be sold toFTHRS other than ACCOUNT DEBTORS.

Section 7.3. No Encumbrance Of Assets. None oBBRROWERS shall mortgage, pledge, grant or pemrgtxist a security interest in or
lien upon any of its assets of any kind, now owaetlereafter acquired, except for PERMITTED LIENS.

Sectio 7.4. No Indebtedness. None of the BORROWEHRS incur, create, assume, or permit to existiAljEBTEDNESS except: (a) the
OBLIGATIONS; (b) INDEBTEDNESS secured by PERMITTRIENS; (c) the GSE POWER SYSTEMS AB NOTE; (d) INDEBDNESS
existing on the date of CLOSING and described dmeSlale 7.4 attached hereto; (e) intercompany INDEBNESS among the
BORROWERS and the GUARANTORS; (f) indebtednessirof of the seller thereof securing PERMITTED AC@UIIONS in an amount
not to exceed One Million Dollars ($1,000,000.00}he aggregate, provided the same is unsecuredudrmidinated to the OBLIGATIONS
in writing pursuant to a written subordination agreent satisfactory to the LENDER in form and substa

Section 7.5. Restricted Payments. None of the BORERS shall make any RESTRICTED PAYMENTS, except fliavided no

DEFAULT or EVENT OF DEFAULT shall have occurredsiall occur after giving effect to such RESTRICTERYMENT and provided
the total amount of such RESTRICTED PAYMENTS in @yen FISCAL YEAR do not exceed fifty percent (5086 its NET PROFIT
AFTER TAX for such FISCAL YEAR: (a) With respect tbe GSE POWER SYSTEMS AB NOTE, GSE SYSTEMS mayn@ke regularly
scheduled payments of interest in accordance Wwétstated terms of such note, or (ii) permit GS®d&tdSystems AB to offset dividends due
GSE SYSTEMS to repay regularly scheduled paymefitgerest in accordance with the stated termaiohsote or payments of principal in
accordance with the stated terms of such note, \ahdras any of the same become due (but withoirtggaffect to any acceleration or any
amendment which would have the effect of increasinth payments) under such note; (b) GSE SYSTEMSpaga dividends to its
shareholders; (c) the other BORROWERS may pay diavitends to GSE SYSTEMS; and (d) a BORROWER maken@yments to other
BORROWERS.

Section 7.6. Transactions With Affiliates. Nonetlod BORROWERS shall make any contract for the paselof any items from any
AFFILIATE or the performance of any services (irdihg employment services) by any AFFILIATE, unlesgh contract is on terms which
fairly represent generally available terms to b@led in transactions of a similar nature withépdndent third PERSONS.

Section 7.7. Loans, Investments And Sale-Leaseimie of the BORROWERS shall make any (i) advaluaa (except for loans to
BORROWERS or GUARANTORS provided such loans ard@vied by a note which is pledged to the LENDER)e$tment (including,
without limitation any advance or loan to, or intreent in, a SUBSIDIARY that is not a DOMESTIC SUBBARY), except as set forth on
Schedule 7.7 hereto; (i) material acquisition sdets other than a PERMITTED ACQUISITION; or (éiter into any sa-leasebacl



transactions.

Section 7.8. No Acquisition Of Equity In Or Ass€@§Third Persons. None of the BORROWERS shall aegamy equity interests in, or all
substantially all of the assets of, any PERSON pixtir PERMITTED ACQUISITIONS. None of the BORROWERhall form or acquire
any SUBSIDIARIES, without LENDERS prior written cesnt.

Section 7.9. No Assignment. None of the BORROWERSI sissign or attempt to assign its rights under AGREEMENT.

Section 7.10. No Alteration Of Structure Or Operasi. None of the BORROWERS shall amend or chanderiably its capital structure or |
line or scope of business, nor shall it engageusiress ventures other than those in which itésgmtly engaged, except for compatible lines
of business.

Section 7.11. Unpermitted Uses Of Loan ProceedaeMNd the BORROWERS shall use any part of the pas®f the LOAN hereunder for
any purpose which constitutes a violation of, dnnsistent with, regulations of the Board of @mors of the Federal Reserve System,
including without limitation, the purchase or camty of (or refinancing of indebtedness originaltgurred to purchase or carry) margin
securities.

Section 7.12. Long Term Contracts. None of the BORHERS shall enter into any non-competition contheating a term in excess of
thirteen

(13) months or requiring the payment of any mobigsiny of the BORROWERS on a date occurring maae thirteen (13) months after the
date of such contract with any AFFILIATE if suchmoompetition contract would materially adversefiget the BORROWERS ability to
perform the OBLIGATIONS.

Section 7.13. Changes In Fiscal Year. None of @ ®ROWERS shall change its FISCAL YEAR.

Section 7.14. Limitation On Issuance Of Certain igglinterests. None of the BORROWERS shall issuselirany equity interest in such
BORROWER that, by its terms or by the terms of segurity into which it is convertible or exchangealis, or upon the happening of an
event or passage of time would be: (a) convertiblexchangeable into a liability of such BORROWBR(b) required to be redeemed or
repurchased, including at the option of the holdewhole or in part, or has, or upon the happemihgn event or passage of time would hi
a redemption or similar payment due.

ARTICLE 8
EVENTS OF DEFAULT

The occurrence of any of the following events sbatistitute an
EVENT OF DEFAULT.

Section 8.1. Failure To Pay. The failure by angplbof the BORROWERS to pay any of the OBLIGATIOM&en and as due.

Section 8.2. Representation Or Warranty. The faibfrany representation or warranty made by argll@f the BORROWERS, any of the
GUARANTORS, or any of the LIMITED GUARANTORS to lirie in any material respect, as of the date made.

Section 8.3. Default Under Negative Covenants. failere by any of the BORROWERS to perform, or @laiion of, any of the negative
covenants set forth in Article 7 of this AGREEMENT.

Section 8.4. Default Under Certain Covenants. Hilare by any of the BORROWERS to perform or aafimn of any of the covenants set
forth in Article 3, or Sections 5.18, 6.12, 6.212% 6.23, 6.24, or 6.25 of this AGREEMENT, or thgure by any of the BORROWERS to
provide to the LENDER any notice of the existenteastain conditions or events required pursuarhéoterms of this AGREEMENT

Section 8.5. Default Under Any Other Covenant. Aaijure by any of the BORROWERS to comply with orialation of any of the
covenants or agreements of any of the BORROWERSruhts AGREEMENT not specifically addressed in aftyer section or provision of
this Article 8, if such breach or failure contindfes a period of thirty

(30) days after notice thereof from the LENDERHe BORROWER; provided, that if with respect to amgh event or circumstance another
provision of this AGREEMENT or another LOAN DOCUMHBNpecifically provides a cure period differentrfréhat set forth in this Sectic
8.5, such other, specifically provided cure pesbdll be the sole cure period applicable.

Section 8.6. Default Under Loan Documents. A brezfabr default by any or all of the BORROWERS untler terms, covenants, and
conditions set forth in any other LOAN DOCUMENT whiis not cured within any applicable cure period.

Section 8.7. Invalidity of any Loan Document; Fedlwf Lien. Any LOAN DOCUMENT or material provisicdhereof shall cease to be in full
force and effect in accordance with its terms,ror af the BORROWERS, the LIMITED GUARANTORS, the @BANTORS or any other
SUBSIDIARY shall, or shall purport to, terminateyoke, repudiate, declare voidable or void or offie contest the validity or
enforceability of any LOAN DOCUMENT or material piision thereof or any of the OBLIGATIONS. Any liem security interest created



purported to be created by any LOAN DOCUMENT sfkeillto be a valid, enforceable and perfected tiesecurity interest in favor of the
LENDER securing the OBLIGATIONS.

Section 8.8. Cross-Default. A breach of or defantier the terms, covenants, or conditions of amgeagent, loan, guaranty, or other
transaction of any or all of the BORROWERS, or ahthe GUARANTORS with the LENDER or with any otHender, after expiration of
any applicable notice and cure rights.

Section 8.9. Judgments. Any of the BORROWERS, drifedGUARANTORS, or any of the LIMITED GUARANTORS$hall suffer final
judgments for the payment of money aggregatingaess of One Hundred Thousand Dollars ($100,00@08)shall not discharge the sa
within a period of thirty (30) days unless, pendingher proceedings, execution has not been coroetkar if commenced has been
effectively stayed.

Section 8.10. Levy By Judgment Creditor. A judgmeneditor of any of the BORROWERS shall obtain passon of any of the
COLLATERAL by any means, including but not limitéallevy, distraint, replevin or self-help, and nmféehe BORROWERS shall remedy
same within thirty

(30) days thereof; or a writ of garnishment is sedren the LENDER relating to any of the accountaryf of the BORROWERS maintained
by the LENDER.

Section 8.11. Failure To Pay Liabilities. Any otBORROWERS shall fail to pay any of its debtsamy material amount, due any third
PERSON and such failure shall continue beyond apjicable grace period, unless the applicable BORMEER holds a good faith defense to
payment and has set aside reasonable reservé®fpayment thereof.

Section 8.12. Involuntary Insolvency Proceedind® hstitution of involuntary INSOLVENCY PROCEEDIN&against any of the
BORROWERS and the failure of any such INSOLVENCYQREEDINGS to be dismissed before the earliest tmioof: (a) the date which
is ninety (90) days after the institution of sSuBIBIOLVENCY PROCEEDINGS; (b) the entry of any order ffelief in the INSOLVENCY
PROCEEDING or any order adjudicating any or alfref BORROWERS insolvent; or (c) the impairmenttagalidity, priority or otherwise
of any security interest or lien of the LENDER imyaof the COLLATERAL.

Section 8.13. Voluntary Insolvency Proceedings. Gtamencement by any of the BORROWERS of INSOLVENEROCEEDINGS.

Section 8.14. Insolvency Proceedings Pertainin@liarantors, other Subsidiaries or Limited Guarantdhe occurrence of any of the events
listed in Sections 8.12 and 8.13 above to any GUNRAR, or any other SUBSIDIARY, or any LIMITED GUARATOR.

Section 8.15. Material Adverse Event. The occumearfca MATERIAL ADVERSE EVENT.

Section 8.16. Default By Guarantors. A breach adefault by any of the GUARANTORS or LIMITED GUARAINORS under the terms,
covenants, and conditions set forth in any GUARANABREEMENT any other LOAN DOCUMENT to which it isparty. The failure by
any of the GUARANTORS or LIMITED GUARANTORS to ssfty any obligation imposed upon it in the GUARANRGREEMENTS.

Section 8.17. Attempt To Terminate Guaranties. fEeeipt by the LENDER of notice from a GUARANTORattihe GUARANTOR is
attempting to terminate or limit any portion of @Bligations under a GUARANTY AGREEMENT. The reddiy the LENDER of notice
from a LIMITED GUARANTOR that the LIMITED GUARANTORSs attempting to terminate or limit any portionitf obligations under a
GUARANTY AGREEMENT other than in accordance witte tterms thereof.

Section 8.18. ERISA. If any TERMINATION EVENT shaltcur and as of the date thereof or any subsegiag¢at the sum of the various
liabilities of any of the BORROWERS and its ERISARILIATES (such liabilities to include, without litation, any liability to the Pension
Benefit Guaranty Corporation (or any successoretiogror to any other party under Sections 406234664064 of ERISA or any other
provision of LAW and to be calculated after givieffect to the tax consequences thereof) resultioigp for otherwise associated with such
event exceeds One Hundred Thousand Dollars ($10@0) or any of the BORROWERS or any of its ERISRAFILIATES as an employer
under any MULTIEMPLOYER PLAN shall have made a céstg or partial withdrawal from such MULTIEMPLOYERLANS and the plan
sponsors of such MULTIEMPLOYER PLANS shall haveified such withdrawing employer that such empldyas incurred a withdrawal
liability requiring a payment in an amount excegd®ne Hundred Thousand Dollars ($100,000.00).

Section 8.19. Transfer Of Equity Interests. Thagfar of any equity interests in any of the BORRCR®H other than GSE SYSTEMS) or i
of the GUARANTORS from the ownership existing assafOSING and disclosed on the Perfection Certiéisatelivered by the
BORROWERS and the GUARANTORS to the LENDER as 0OSING, the dissolution of any of the BORROWERS my af the
GUARANTORS, the pledge of any equity interestsmof af the BORROWERS (other than GSE SYSTEMS) ora@ithe GUARANTORS
except to the LENDER, or the issuance of additi@uplity interests in any of the BORROWERS (othantGSE SYSTEMS) or any of the
GUARANTORS which issuance has the effect of dilgtihe existing interests of the existing equitydeot in any of such BORROWERS or
GUARANTORS.

Section 8.20. Change in Control. Any PERSON or grouUPERSONS (within the meaning of Section 13(dhe Securities Exchange Act
1934, as amended) other than GP Strategies CoigpomatManTech International Corporation shall div@vnership or control in one or
more series of transactions of more than twentgeyer(20%) of the common stock or twenty perce@®gpof the voting power of GS



SYSTEMS entitled to vote in the election of membarthe board of directors of GSE SYSTEMS. Any PERSor group of PERSONS
(within the meaning of Section 13(d) of the SedesiExchange Act of 1934, as amended) shall olstaimership or control in one or more
series of transactions of more than thirty per¢80%s) of the common stock or thirty percent (30%dhe voting power of GSE SYSTEMS
entitled to vote in the election of members of loard of directors of GSE SYSTEMS. For purposethisfSection 8.20, a PERSON shall be
deemed to have ownership of all shares that anty B&ERSON has the right to acquire without condijtither than passage of time, whether
such right is exercisable immediately or only after passage of time.

Section 8.21. Indictment Of Borrowers, Guarantarkimited Guarantors. The indictment of any of B@RROWERS, any of the
GUARANTORS, or any of the LIMITED GUARANTORS forfalony under any federal, state or other LAW.

Section 8.22. Injunction. The issuance of any injiom against any of the BORROWERS which enjoinsestrains any of the BORROWEI
from continuing to conduct any material part of BYRROWERS business affairs.

Section 8.23. Payment On Subordinated Debt. Thenpayby any of the BORROWERS on the account ofSIdBORDINATED DEBT
which payment is not specifically permitted by tHENDER under the terms of this AGREEMENT or anytten subordination agreements
existing for the benefit of the LENDER.

ARTICLE 9
RIGHTS AND REMEDIES ON THE OCCURRENCE
OF AN EVENT OF DEFAULT

Section 9.1. Lenders Specific Rights And Remedieaddition to all other rights and remedies preddy LAW and the LOAN
DOCUMENTS, upon the occurrence of any EVENT OF DERA, the LENDER may: (a) accelerate and call imnagely due and payable
all or any part of the OBLIGATIONS; (b) seek speciferformance or injunctive relief to enforce penance of the undertakings, duties,
agreements provided in the LOAN DOCUMENTS, whethrenot a remedy at law exists or is adequate;Xejase any rights of a secured
creditor under the Uniform Commercial Code, as éelbpnd amended in New York, including the rightatce possession of the
COLLATERAL without the use of judicial process adring of any kind and the right to require anylbof the BORROWERS to assemble
the COLLATERAL at such place as the LENDER may #fgeand (d) reduce the BILLED COMMERCIAL ACCOUNTBORROWING
BASE, BILLED GOVERNMENT ACCOUNTS BORROWING BASE, UBILLED GOVERNMENT ACCOUNTS BORROWING BASE,
INVENTORY BORROWING BASE, ADDITIONAL COLLATERAL BORROWING BASE, or DOLLAR CAP.

Section 9.2. Automatic Acceleration. Upon the ocence of an EVENT OF DEFAULT as described in Sexgti6.12 or 8.13 of this
AGREEMENT, the OBLIGATIONS shall be automaticallycalerated and due and payable without any natEmand or action of any type
on the part of the LENDER.

Section 9.3. Sale Of Collateral. In addition to atlyer remedy provided herein, upon the occurrefieem EVENT OF DEFAULT, the
LENDER, in a commercially reasonable fashion, maly/at public or private sale or otherwise realip®n, the whole or, from time to time,
any part of all COLLATERAL which is personal properor any interest which any of the BORROWERS rhaye therein. Pending any
such action, the LENDER may collect and liquidde COLLATERAL. After deducting from the proceedssale or other disposition of su
COLLATERAL all expenses, including all expensesl&gal services, the LENDER shall apply such prdsdeward the satisfaction of the
OBLIGATIONS. Any remainder of the proceeds afteissaction in full of the OBLIGATIONS shall be difbuted as required by applicable
LAW. Notice of any sale or other disposition (otlieain sales or other dispositions of COLLATERAL uhhis perishable or threatens to
decline speedily in value or is of a type custoiyadld on a recognized market) shall be giverhmBORROWERS not less than ten (10)
calendar days before the time of any intended pualie or of the time after which any intended gévsale or other disposition of the
COLLATERAL is to be made, which each of the BORROREEhereby agrees shall be commercially reasonabieerof such sale or other
disposition. The BORROWERS shall assemble, or slzaise to be assembled, at the BORROWERS own exptbesCOLLATERAL at
such place or places as the LENDER shall desigAateny such sale or other disposition, the LENDE&y, to the extent permissible under
applicable law, purchase the whole or any parhefGOLLATERAL, free from any right of redemption tire part of any of the
BORROWERS, which right is hereby waived and reldasethe extent lawfully permitted. Without limitirthe generality of any of the rights
and remedies conferred upon the LENDER under thisié, the LENDER may, to the full extent pernittey applicable law: (a) enter upon
the premises of any of the BORROWERS, exclude thareany of the BORROWERS or any PERSON connedtecktvith, and take
immediate possession of the COLLATERAL, either pagdly or by means of a receiver appointed by ataafucompetent jurisdiction; (b) at
the LENDERS option, use, operate, manage, andaldhx COLLATERAL in any lawful manner; (c) colleahd receive all income, reven
earnings, issues, and profits therefrom; and (dhtaia, alter or remove the COLLATERAL as the LENREnhay determine in the LENDEF
discretion.

Section 9.4. Letters Of Credit. Upon the requeshefLENDER, at any time after the occurrence cESENT OF DEFAULT, the
BORROWERS shall immediately deposit in a cash tafd account at the LENDER, over which the LENDIE® sole access, an amount
equal to the aggregate then undrawn and unexpimediat of all LETTERS OF CREDIT. Amounts held in Buzash collateral account shall
be applied by the LENDER to the payment of drafterch under LETTERS OF CREDIT, and the unused pottiereof after all LETTERS
OF CREDIT shall have expired or been fully drawiomghall be applied to repay the other OBLIGATIONMEer all LETTERS OF CREDI
shall have expired or have been fully drawn upahahother OBLIGATIONS shall have been paid inl fthhe balance, if any, in such cash
collateral account shall be returned to the BORRM®SEINn the event the BORROWERS fail to deposit thencash collateral account an
amount equal to the then undrawn and unexpired atafwall LETTERS OF CREDIT, the LENDER shall betarized to deposit into such
cash collateral account proceeds from the liquithatif the COLLATERAL until the balance in such agnbequals the aggregate tt



undrawn and unexpired amount of all LETTERS OF CRED

Section 9.5. Remedies Cumulative. The rights amteties provided in this AGREEMENT and in the oth&AN DOCUMENTS or
otherwise under applicable LAWS shall be cumulaéind the exercise of any particular right or remslaigil not preclude the exercise of any
other rights or remedies in addition to, or as leermative of, such right or remedy.

ARTICLE 10
ENERAL CONDITIONS AND TERMS

Section 10.1. Obligations Are Unconditional. Thgmpant and performance of the OBLIGATIONS shall e &bsolute and unconditional
joint and several duty and obligation of each ef BDRROWERS, and shall be independent of any defenany rights of s-off,
recoupment or counterclaim which any of the BORROR8Enight otherwise have against the LENDER. The ROR/ERS shall pay the
payments of the principal and interest to be mammuhe OBLIGATIONS, free of any deductions andhwiit abatement, diminution or set-
off other than those herein expressly providedilldnth time as the OBLIGATIONS have been fullygpand performed, none of the
BORROWERS shall: (a) suspend or discontinue anyngays required by the LOAN DOCUMENTS; and (b) faiperform and observe all
of each BORROWERS covenants and agreements detirfidiie LOAN DOCUMENTS.

Section 10.2. Indemnity. Each of the BORROWERS egjte defend, indemnify and hold harmless the LERRIRd the entities affiliated
with the LENDER and all of the LENDERS and its kdified entities employees, agents, officers anelctlirs, from and against any losses,
penalties, fines, liabilities, settlements, damagests and expenses, suffered in connection wigrckaim, investigation, litigation or other
proceeding (whether or not the LENDER or an ati@éhentity is a party thereto) and the prosecudiath defense thereof, arising out of or in
any way connected with any LOAN DOCUMENT, includiwithout limitation reasonable attorneys and cotasu$ fees, except to the extent
that any of the foregoing directly result from t@ss negligence or willful misconduct of the pasgeking indemnification therefor.
Notwithstanding any termination of this AGREEMENT mayment and performance of the OBLIGATIONS, tha@eimnities provided fc
herein shall continue in full force and effect atall protect all of the above-described PERSONSnag events arising after such
termination, payment or performance as well asreefo

Section 10.3. Lender Expenses. All LENDER EXPENSESI be paid by the BORROWERS, whether incurréar po or after CLOSING,
such that the subject transactions shall at absiive cost free to the LENDER.

Section 10.4. Authorization To Obtain Financialdmhation. Each of the BORROWERS hereby irrevocablthorizes its accounting firm to
provide the LENDER from time to time with such infeation as may be requested by the LENDER, andljexathorizes the LENDER to
contact directly such accounting firm in order twain such information.

Section 10.5. Incorporation; Construction Of Indstent Provisions. The terms and conditions oft@&AN DOCUMENTS are incorporated
by reference and made a part hereof, as if fullfaéh herein. In the event of any inconsisteneyween this AGREEMENT and any other
LOAN DOCUMENT, such inconsistency shall be constiiuaterpreted, and resolved so as to benefit BdDER, independent of whether
this AGREEMENT or another LOAN DOCUMENT controlsichthe LENDERS election of which interpretationconstruction is for the
LENDERS benefit shall govern.

Section 10.6. Waivers. The LENDER at any time onfitime to time may waive all or any rights undes tAGREEMENT or any other
LOAN DOCUMENT, but any waiver or indulgence by thENDER at any time or from time to time shall nonstitute a future waiver of
performance or exact performance by any of the BORERS.

Section 10.7. Continuing Obligation Of BorrowergeTterms, conditions, and covenants set forth hexed in the LOAN DOCUMENTS
shall survive CLOSING and shall constitute a cautig obligation of each of the BORROWERS during ¢barse of the transactions
contemplated herein. The security interests, l@rsother security provided by this AGREEMENT shathain in effect so long as any
OBLIGATION, whether direct or contingent, is outstiing, unpaid or unsatisfied.

Section 10.8. Choice Of Law. The laws of the Stdtew York (excluding, however, conflict of lawipciples) shall govern and be applied
to determine all issues relating to this AGREEME&ANH the rights and obligations of the parties loeliatluding the validity, construction,
interpretation, and enforceability of this AGREEMENd its various provisions and the consequentédegal effect of all transactions and
events which resulted in the execution of this AG@RENT or which occurred or were to occur as a dioedndirect result of this
AGREEMENT having been executed.

Section 10.9. Submission To Jurisdiction; Venudjdks Against Lender. For purposes of any actioraiv or in equity, which is based
directly or indirectly on this AGREEMENT, any othe©DAN DOCUMENT or any matter related to this AGREEMT or any other LOAN
DOCUMENT, including any action for recognition arfercement of any of the LENDERS rights under ti@AN DOCUMENTS or any
judgment obtained by the LENDER in respect thereath of the BORROWERS herel

Section 10.9.1. Jurisdiction. Irrevocably submitshte non-exclusive general jurisdiction of thetswf the State of New York and the State
of Maryland and, if a basis for federal jurisdictiexists at any time, the courts of the Unitedestatf America for the Southern District of
New York and for the District of Marylan:



Section 10.9.2. Venue. Agrees that venue shalrtyegp in any circuit court in the State of New Yankin the State of Maryland, as selected
by the LENDER, and, if a basis for federal jurigidin exists, the courts of the United States of Aozefor the Southern District of New York
or for the District of Maryland (as selected by tHeENDER).

Section 10.9.3. Waiver Of Objections To Venue. \®aiany right to object to the maintenance of ailyis@ny of the courts specified in
Section 10.9.2 above on the basis of improper venwenvenience of forum. Each of the BORROWER$&iragrees that it shall not
institute any suit or other action against the LENRD in law or in equity, which is based directlyindirectly on this AGREEMENT, any
other LOAN DOCUMENT or any matter related to thiSREEMENT or any other LOAN DOCUMENT, in any couther than a court
specified in

Section 10.9.2 above; provided, that in any inganavhich there is then pending a suit institutgdhe LENDER against any of the
BORROWERS in a court other than a court specifieSection 10.9.2 above, the BORROWERS may filaighssuit any counterclaim whi
they have against the LENDER. Each of the BORROWE&Ses that any suit brought by it against the DER not in accordance with this
paragraph should be forthwith dismissed or tramsfeto a court specified in

Section 10.9.2 above.

Section 10.10. Notices. Any notice required or ped by or in connection with this AGREEMENT shhé in writing and shall be made by
facsimile (confirmed on the date the facsimiledatsdby one of the other methods of giving noticavjated for in this Section) or by hand
delivery, by Federal Express, or other similar oignt delivery service, or by certified mail, unirgsted delivery, return receipt requested,
postage prepaid, addressed to the LENDER or theBBDRERS at the appropriate address set forth betde such other address as may be
hereafter specified by written notice by the LEND&Rhe BORROWERS. Notice shall be considered gagnof the date of the facsimile or
the hand delivery, one (1) calendar day after @ejivo Federal Express or similar overnight delnvsgrvice, or three (3) calendar days after
the date of mailing, independent of the date dfi@adelivery or whether delivery is ever in factdeaas the case may be, provided the giver
of notice can establish the fact that notice wasmias provided herein. If notice is tendered pamsto the provisions of this Section and is
refused by the intended recipient thereof, theceptevertheless, shall be considered to havedieen and shall be effective as of the date
herein provided.

If to the LENDER:

NATIONAL BANK OF CANADA
125 West 55th Street
New York, New York 10019

And

c/o NATIONAL BANK OF CANADA
401 E. Pratt Street, Suite 631
Baltimore, Maryland 21202
Attn: Robert A. Incorvati, Vice President
Facsimile: (410) 837-8359

If to the BORROWERS:

GSE SYSTEMS, INC.
GSE PROCESS SOLUTIONS, INC.
GSE POWER SYSTEMS, INC.
9189 Red Branch Road
Columbia, Maryland 21045
Attn: Jeffery G. Hough, Sr.Vice President
Facsimile: (410) 772-3599

With A Courtesy Copy To:

GOLDEN & NELSON, PLLC
8285 Highglade Court
Millersville, Maryland 21108
Attn.: Hedy L. Nelson, Esquire
Facsimile No.: (410) 729-2246

The failure of the LENDER to send the above coyrtexpy shall not impair the effectiveness of notipeen to the BORROWERS in the
manner provided herein.

Section 10.11. Participations. The LENDER resethiesight to assign all or any portion of its irgsts in any of the OBLIGATIONS or the
LOAN DOCUMENTS or to participate with other lendingstitutions any of the OBLIGATIONS and the LOANJZUMENTS on such
terms and at such times as the LENDER may deterfronetime to time, all without any consent theretanotice thereof to th



BORROWERS. Each of the BORROWERS hereby grantadh participating lending institution, to the faktent of the OBLIGATIONS,
the right to set off deposit accounts maintainedieyBORROWERS with such institution, and eacthefBORROWERS agrees to pay the
LENDER EXPENSES of any such participating lendinstitution which arise or are incurred as a restihe occurrence of an EVENT OF
DEFAULT.

Section 10.12. Miscellaneous Provisions. The padgree that: (a) this AGREEMENT shall be effectigeof the date first above written,
independent of the date of execution or delivemgbag (b) this AGREEMENT shall be binding upon therties and their successors and
assigns, contains the final and entire agreemehtiaderstanding of the parties, and may neithembended or altered except by a writing
signed by the parties; (c) time is strictly of #ssence of this AGREEMENT,; (d) as used hereinsithgular includes the plural and the plural
includes the singular, the use of any gender appli@ll genders; (e) the captions contained hexarfor purposes of convenience only and
are not a part of this AGREEMENT; (f) a carbon, fwysaphic, photocopy or other reproduction of ausiég agreement or financing
statement shall be sufficient as a financing statém

(9) this AGREEMENT may be delivered by facsimiladaa facsimile of any partys signature to this AGREENT shall be deemed an
original signature for all purposes; and (h) thiSREEMENT may be executed in several counterpaatsh ef which shall be an original, but
all of which, when taken together, shall constitoe and the same document. Section 10.13. Wailv&ri@ By Jury. Each party to this
AGREEMENT agrees that any suit, action, or procegdivhether claim or counterclaim, brought or tuséd by any party hereto or any
successor or assign of any party on or with resjpeittis AGREEMENT or any other LOAN DOCUMENT or wh in any way relates,
directly or indirectly, to the OBLIGATIONS or anyent, transaction, or occurrence arising out ah@any way connected with any of the
OBLIGATIONS, or the dealings of the parties witlspect thereto, shall be tried only by a court amidhy a jury. EACH PARTY HEREBY
EXPRESSLY WAIVES ANY RIGHT TO A TRIAL BY JURY IN AN SUCH SUIT, ACTION, OR PROCEEDING. [Signatures lvegn
next page]

IN WITNESS WHEREOF, the LENDER and the BORROWERSehduly executed this AGREEMENT under seal as efdate first above
written.

WITNESS/ATTEST: THE BORROWERS:
GSE SYSTEMS, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
GSE PROCESS SOLUTIONS, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
GSE POWER SYSTEMS, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
THE LENDER:
NATIONAL BANK OF CANADA
By: (SEAL)

Robert A. Incorvati,
Vice President

By: (SEAL)
Michael E. Williams,

Vice President/Managt



Exhibit 10.3

Baltimore, Maryland
$10,000,000.00 March 23, 2000

REVOLVING LOAN PROMISSORY NOTE

FOR VALUE RECEIVED, the undersigned GSE SYSTEMSCINa Delaware corporation, GSE PROCESS SOLUTIANS,, a Delaware
corporation, and GSE POWER SYSTEMS, INC., a Delavearporation (collectively, BORROWERS), jointlychgeverally, promise to pay
to the order of NATIONAL BANK OF CANADA, a Canadiarhartered bank (LENDER), at its New York branc®5 West 55th Street, Ne
York, New York 10019, or at such other places ashtblder of this Promissory Note may from timeitoet designate, the principal sum of
Ten Million Dollars ($10,000,000.00), or so muchhas been advanced to the BORROWERS as the prooktasLOAN, as such term is
defined and described in the Loan And Security Agrent of even date herewith (as the same may bededemodified, extended, renewed,
restated, supplemented or replaced from time te MGREEMENT between the LENDER and the BORROWER§ether with interest on
the unpaid principal balance from time to time tarigling at the rate or rates specified in the AGREBT until paid in full and any and all
other sums which may be owing to the holder of Briemissory Note by the BORROWERS pursuant toRnisnissory Note, on or before
TERMINATION DATE, as such term is defined in the REGEMENT, or such earlier date as is required byAB&REEMENT. This
Promissory Note is the NOTE, as such term is ddfineghe AGREEMENT. The following terms shall appdythis Promissory Note.

1. Interest Rates, Calculation Of Interest, Andii®Of Repayment. The BORROWERS, jointly and selyeratomise to pay principal and
all interest which accrues on the unpaid balandeisfPromissory Note from the date of this PromngdNote until such time as the
obligations evidenced hereunder have been paidlirat the times and in accordance with the comégrocedures and requirements set
forth in the AGREEMENT. Interest shall accrue, lag/gble, and shall be calculated as set forth iIIMBREEMENT. The BORROWERS,
jointly and severally, further promise to pay afallt interest, late payment charges, fees aret etkpenses, costs and payment obligal
as are required by the AGREEMENT to be made byddrlye BORROWERS to or for the account of the LENRDE

2. Application Of Payments. Except as expresslyipex to the contrary in the AGREEMENT, all paynmsentade hereunder shall be applied
first to late payment charges or other sums owelediolder, next to accrued interest, and theriteipal, or in such other order or
proportion as the holder, in the holders sole éison, may elect from time to time.

3. Prepayment. The BORROWERS rights to prepayRhisnissory Note shall be governed by the termscanditions of the AGREEMENT.

4. Rights Upon Occurrence of an Event of Defaufioblthe occurrence of an EVENT OF DEFAULT, as siecin is defined in the
AGREEMENT, the holder of this Promissory Note sliale the following rights in addition to all othights and remedies as are authorized
by the AGREEMENT or otherwise available to the leoldnder applicable laws:

4.1. Acceleration. The holder of this PromissorytéJdn the holders sole discretion and withoute®tir demand, may accelerate and declare
due and immediately owing the entire unpaid priaci@lance plus accrued interest and all other suayable to the holder in accordance
with the terms of any of the LOAN DOCUMENTS, as Istierm is defined in the AGREEMENT.

4.2. Default Interest Rate. The holder of this Fissimry Note, in the holders sole discretion andhauit notice or demand, may raise the ra
interest accruing on the unpaid principal balancéan (2) percentage points above the rate of &steotherwise applicable, independent of
whether the holder elects to accelerate the unpéidipal balance as a result of such default, asfEior to the imposition of the default rate
of interest, the BORROWERS cure such event to disfaction of the holder hereof. Any individualiwer of the holders right to impose the
default rate of interest shall not be consideradaver of this Section or any future right of thelder to impose the default rate of interest
pursuant to this Section.

4.3. Confession Of Judgment. Each of the BORROWE&Borizes any attorney admitted to practice bedogecourt of record in the United
States to appear on its behalf in any court in@mmore proceedings, or before any clerk theregfrothonotary, or other court official, and
confess judgment against the BORROWERS in favdn@holder of this Promissory Note in the full ambdue on this Promissory Note
(including principal, accrued interest and any ali@¢harges, fees and costs) plus attorneys fees| ¢o fifteen percent (15%) of the amount
then due, plus court costs, all without prior netir opportunity of the BORROWERS for prior hearikgch of the BORROWERS agrees
and consents that venue and jurisdiction shallrbpegy in the Circuit Court of any County of the t8taf Maryland or of Baltimore City,
Maryland, or of the State of New York, or in theitéd States District Court for the District of Méagd or the United States District Court
the Southern District of New York. Each of the BORRERS waives the benefit of any and every statrdinance, or rule of court which
may be lawfully waived conferring upon it any rightprivilege of exemption, homestead rights, sthgxecution, or supplementary
proceedings, or other relief from the enforcementumediate enforcement of a judgment or relateat@edings on a judgment, but without
waiving any right the BORROWER may have to file ation to open, modify or vacate a judgment by cesifen in accordance with Rule 2-
611(c) of the Maryland Rules or the equivalentttatinder New York law. The authority and poweappear for and enter judgment against
any or all of the BORROWERS, jointly and severadligall not be exhausted by one or more exercigesdh or by any imperfect exercise
thereof, and shall not be extinguished by any juelgnentered pursuant thereto; such authority amgepmay be exercised on one or more
occasions from time to time, in the same or diffiéjarisdictions, as often as the holder shall deewessary, convenient, or proper.

5. Interest Rate After Judgment. If judgment iseesd against any or all of the BORROWERS on thisyi%ssory Note, the amount of the
judgment entered (which may include principal, iest, fees, and costs) shall bear interest atiffeehof the maximum interest rate impo:



upon judgments by applicable law or the above destrdefault interest rate, to be determined orddte of the entry of the judgment.

6. Expenses Of Collection And Attorneys Fees. Sithik Promissory Note be referred to an attoreeycébllection, whether or not judgment
has been confessed or suit has been filed, the ERWVRERS, jointly and severally, shall pay all of thaders reasonable costs, fees and
expenses, including reasonable attorneys feedfingsfrom such referral.

7. Waiver of Defenses. In the event any one or rhotders of this Promissory Note transfer this Fesary Note for value, each of the
BORROWERS agrees that all subsequent holdersoftiimissory Note who take for value and withottialdknowledge of a claim or
defense of any of the BORROWERS against a priaddrahall not be subject to any claims or defemggsh any of the BORROWERS may
have against a prior holder, all of which are wdias to the subsequent holder, and that all suzfesuent holders shall have all rights of a
holder in due course with respect to the BORROWIERSh though the subsequent holder may not qualifgier applicable law, absent this
section, as a holder in due course. The BORROWHRE retain all rights and claims which the BORROR&EmMay have against prior
holders despite any such transfers and the wafvéefenses provided in this section as to subsadueders. Notwithstanding the foregoing,
nothing herein shall represent the waiver by anthefBORROWERS of any defense based upon any paymezof made to any former
holder hereof prior to the BORROWERS having beetfiad of the transfer of this Promissory Note toyasubsequent holder.

8. Waiver Of Protest. Each of the BORROWERS, ahgaties to this Promissory Note, whether makedprser, or guarantor, waive
presentment, notice of dishonor and protest.

9. Extensions Of Maturity. All parties to this Prizsory Note, whether maker, indorser, or guaram@igree that the maturity of this
Promissory Note, or any payment due hereunder,baagxtended at any time or from time to time with@leasing, discharging, or affecting
the liability of such party.

10. Manner and Method of Payment. All paymentsechior in this Promissory Note shall be made infldwmoney of the United States of
America. If made by check, draft, or other payniastrument, such check, draft, or other paymerttunsent shall represent immediately
available funds. In the holdes discretion, any paytade by a check, draft, or other payment ingnt shall not be considered to have t
made until such time as the funds representedliidrave been collected by the holder. Should agyeat date fall on a non-banking day,
the BORROWERS shall make the payment on the nextesding banking day

11. Maximum Rate Of Interest. Any provision congarin any of the LOAN DOCUMENTS to the contrarywithstanding, the holder of tt
Promissory Note shall not be entitled to receiveallect, nor shall the BORROWERS be obligateddy, pinterest hereunder in excess of the
maximum rate of interest permitted by the lawsrof state determined to be applicable thereto ofativs of the United States of America
applicable to loans in such applicable state destand if any provisions of this Promissory Nat@f any of the other LOAN DOCUMENT
shall ever be construed or held to permit or regthie charging, collection or payment of any amadmtterest in excess of that permitted by
such laws applicable thereto, the provisions & flaragraph shall control and shall override amyraoy or inconsistent provision. The
intention of the parties is to at all times confastrictly with all applicable usury laws, and ottagaplicable laws regulating the rates of interest
which may be lawfully charged upon the credit fiacibvidenced by this Promissory Note. The intetedie paid in accordance with the tel

of this Promissory Note shall be held subject ttuction to the amount allowed under any usury beotaws as now or hereafter construed
by the courts having jurisdiction, and any summohey paid in excess of the interest rate alloweldw shall be applied in reduction of the
principal amounts owing under this Promissory Note.

12. Notices. Any notice or demand required or ptadiby or in connection with this Promissory Nskell be given in the manner specified
in the AGREEMENT for the giving of notices undeetAGREEMENT. Notwithstanding anything to the congrall notices and demands -
payment from the holder actually received in wgtlsy the BORROWERS shall be considered to be éffecipon the receipt thereof by the
BORROWERS regardless of the procedure or methdidadito accomplish delivery thereof to the BORRORAE

13. Assignability. This Promissory Note may be gised by the LENDER or any holder at any time onfitime to time without notice to or
consent from the BORROWERS.

14. Binding Nature. This Promissory Note shall snto the benefit of and be enforceable by the LERRIEd the LENDERS successors and
assigns and any other person to whom the LENDE&hgholder may grant an interest in the BORROWERIgations hereunder, and shall
be binding and enforceable against any or all e B®ORROWERS and the BORROWERS respective succeasadrassigns.

15. Invalidity Of Any Part. If any provision or gaf any provision of this Promissory Note shall &my reason be held invalid, illegal or
unenforceable in any respect, such invalidity gty or unenforceability shall not affect any etlprovisions of this Promissory Note and
this Promissory Note shall be construed as if sehlid, illegal or unenforceable provision or ptréreof had never been contained herein,
but only to the extent of its invalidity, illegalitor unenforceability.

16. Choice Of Law. The laws of the State of Newky@@xcluding, however, conflict of law principleshall govern and be applied to
determine all issues relating to this PromissoryeNmnd the rights and obligations of the partiggtoe including the validity, construction,
interpretation, and enforceability of this Promigshote and its various provisions and the consegee and legal effect of all transactions
and events which resulted in the issuance of ttomBsory Note or which occurred or were to ocaiaalirect or indirect result of this
Promissory Note having been execu!



17. Consent To Jurisdiction; Agreement As To Veriitach of the BORROWERS irrevocably consents tathreexclusive jurisdiction of the
courts of the State of New York and the State ofyléad and of the United States District Courtstfar Southern District of New York and
the District of Maryland, if a basis for federatigdiction exists. Each of the BORROWERS agreesubaue shall be proper in any circuit
court of the State of New York or the State of Mangl selected by the LENDER or in the United St&listrict Court for the Southern
District of New York or the District of Maryland ¢aselected by the LENDER if a basis for federakgliction exists and waives any right to
object to the maintenance of a suit in any of théesor federal courts of the State of New Yorkhar State of Maryland on the basis of
improper venue or of inconvenience of forum.

18. Unconditional Obligations. The BORROWERS oltiigras under this Promissory Note shall be the jamd several, absolute and
unconditional duty and obligation of each of thePBRIDWERS and shall be independent of any rightetb#, recoupment or counterclaim
which any of the BORROWERS might otherwise havaragahe holder of this Promissory Note. The BORRER, jointly and severally,
shall pay absolutely the payments of principakiiest, fees and expenses required hereunder,ffegw aleductions and without abatement,
diminution or set-off.

19. Seal and Effective Date. This Promissory Nsten instrument executed under seal and is to tsdmred effective and enforceable as of
the date set forth on the first page hereof, inddpet of the date of actual execution and delivery

20. Tense; Gender; Defined Terms; Section Headiwgsised herein, the singular includes the plundlthe plural includes the singular. A
reference to any gender also applies to any othedey. Defined terms are entirely capitalized thhmut. The section headings are for
convenience only and are not part of this Promisblmte.

21. Actions Against Lender. Any action brought Imy @f the BORROWERS against the LENDER which isdolaslirectly or indirectly, on

this Promissory Note or any matter in or relatethts Promissory Note, including but not limitedtbe making of the loan evidenced hereby
or the administration or collection thereof, stmdlbrought only in the courts of the State of Newvkor, if the LENDER has instituted action
against any or all of the BORROWERS in such cotinis,courts of the State of Maryland. The BORROWEg&:e that any forum other tt
the State of New York or the State of Marylandrisreconvenient forum and that a suit brought byBEERROWERS against the LENDER

a court of any state other than the State of Nevk 6o the State of Maryland should be forthwithndissed or transferred to a court located in
the State of New York or, if the LENDER has ingid action against the BORROWERS in such stateStaee of Maryland, by that Court.

22. Waiver Of Jury Trial. Each of the BORROWERS éxgcution of this Promissory Note) and the LENDBIR acceptance of this
Promissory Note) agree that any suit, action, oceeding, whether claim or counterclaim, broughhstituted by or against any or all of the
BORROWERS or the LENDER, or any successor or asagror all of the BORROWERS or the LENDER, on d@thwespect to this
Promissory Note or any of the other LOAN DOCUMEND8&which in any way relates, directly or indirggtlo the obligations of the
BORROWERS to the LENDER under this Promissory Nwtany of the other LOAN DOCUMENTS, or the dealirmjshe parties with
respect thereto, shall be tried only by a courtr@oichby a jury. THE BORROWERS AND THE LENDER HEREEEXPRESSLY

WAIVE ANY RIGHT TO A TRIAL BY JURY IN ANY SUCH SUIT, ACTION, OR PROCEEDING. IN WITNESS WHEREOF, eadtite
BORROWERS has duly executed this Promissory Notieuseal as of the date first above written.

WITNESS/ATTEST: GSE SYSTEMS, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice P resident
GSE PROCESS SO LUTIONS, INC.
By: (SEAL)
Jeffery G. H ough,
Senior Vice P resident
GSE POWER SYSTEMS, INC.
By:
- (SEAL)
Jeffery G . Hough,
enior Vice P resident

ACKNOWLEDGMENTS
STATE OF MARYLAND, CITY/COUNTY OF BALTIMORE, TO WIT

| HEREBY CERTIFY that on this day of Mar@000, before me, the undersigned Notary PublibefState of Maryland, personally
appeared Jeffrey G. Hough, and acknowledged hints®ié the Senior Vice President of GSE SYSTEM;.|M Delaware corporation, and
that he, as such, being authorized so to do, ezdc¢he foregoing instrument for the purposes therentained by signing the name of GSE
SYSTEMS, INC., by himself as Senior Vice Presid



IN WITNESS MY Hand and Notarial Seal.

(SEAL)
NOTARY PUBLIC
My Commission Expires:
STATE OFMARYLAND, CITY/COUNTY OF BALTIMORE, TO WIT:
| HEREBY CERTIFY that on this day of Mar@000, before me, the undersigned Notary PublibefState of Maryland, personally

appeared Jeffery G. Hough, and acknowledged hirtséié the Senior Vice President of GSE PROCESSISWODNS, INC., a Delaware
corporation, and that he, as such, being authosedd do, executed the foregoing instrument ferghrposes therein contained by signing
name of GSE PROCESS SOLUTIONS, INC. by himselfes@ Vice President.

IN WITNESS MY Hand and Notarial Seal.

(SEAL)

NOTARY PUBLIC
My Commission Expires:

ACKNOWLEDGMENT
STATE OF MARYLAND, CITY/COUNTY OF BALTIMORE, TO WIT

| HEREBY CERTIFY that on this day of Mar@000, before me, the undersigned Notary Publib®fState of Maryland, personally
appeared Jeffrey G. Hough, and acknowledged hirttsblé the Senior Vice President of GSE POWER SYW8FHNC., a Delaware
corporation, and that he, as such, being authoseed do, executed the foregoing instrument ferghrposes therein contained by signinc
name of GSE POWER SYSTEMS, INC., by himself as @eviice President.

IN WITNESS MY Hand and Notarial Seal.

(SEAL)

NOTARY PUBLIC
My Commission Expires:




Exhibit 10.4
LIMITED GUARANTY AGREEMENT

THIS LIMITED GUARANTY AGREEMENT (GUARANTY) is givenas of March 23, 2000, by MANTECH INTERNATIONAL
CORPORATION, a New Jersey corporation (GUARANTOfR),the benefit of NATIONAL BANK OF CANADA, a Canaan chartered
bank (LENDER), with respect to the obligations SESYSTEMS, INC., a Delaware corporation, GSE PREEBOLUTIONS, INC., a
Delaware corporation, and GSE POWER SYSTEMS, Id@elaware corporation (individually, a BORROWERI &ollectively, the
BORROWERS), to the LENDER.

RECITALS

The BORROWERS have requested certain credit accatatioms from the LENDER as set forth in the Load &ecurity Agreement of even
date herewith by and between the BORROWERS andBEMNDER (as the same may be amended, modified, égtenmrenewed, restated,
supplemented or replaced from time to time LOAN AZRHRIENT). The LENDER has agreed to provide the retpebcredit accommodatic
to the BORROWERS, but only if, inter alia, the GUARTOR provides to the LENDER the guaranties of pagtrand performance set forth
in this GUARANTY. The GUARANTOR is willing to prode this GUARANTY to the LENDER in order to indudeetLENDER to provide
the requested credit accommodations to the BORROSVER

All capitalized terms used in this GUARANTY withodeéfinition shall have the respective meaningsmyisech terms in the LOAN
AGREEMENT.

NOW, THEREFORE, in consideration of these preméses other good and valuable consideration, thépeard sufficiency of which ar
hereby acknowledged, the GUARANTOR hereby agregsdeide to the LENDER the following guaranties amdemnifications.

Section 1. Guaranty. The GUARANTOR guaranteesth@payment of any and all sums now or hereafteratu owing to the LENDER by
the BORROWERS (or any of them) arising out of, texdicto, as a result of, or in connection with ti@AN, the LETTERS OF CREDIT, the
CREDIT FACILITY, or any other existing or futuredebtedness, liability, or obligation of every kimgture, type, and variety owed by the
BORROWERS (or any of them) to the LENDER from titodime, arising out of, related to, as a resultoofin connection with the LOAN
AGREEMENT, or any of the transactions contempldtgdhe LOAN DOCUMENTS (as defined below), includialy renewals, refinancings,
extensions, substitutions, amendments, and motiditathereof, no matter when or how created, ragistvidenced, or acquired, and whether
or not presently contemplated or anticipated, winejthint or several, including, but not limited &l amounts of principal, interest, charges,
reimbursements, advancements, escrows, and fees;

(b) that all sums now or hereafter due and owingheyBORROWERS (or any of them) to the LENDER agsbut of, related to, as a result
of, or in connection with the LOAN, the LETTERS @REDIT, the CREDIT FACILITY, the LOAN AGREEMENT, aany of the
transactions contemplated by the LOAN DOCUMENTSilldbe paid when and as due, whether by reasamstdliment, maturity,
acceleration or otherwise, time being of the esseaid (c) the timely, complete, continuous, andtgberformance and observance by the
BORROWERS of each of the terms, covenants, agretsmaed conditions contained in any and all existinfuture documents, instruments,
agreements, and writings of every kind, naturee tygmd variety which evidence, reflect, embodyegise to or secure any and all existing
and future indebtedness, liabilities, and obligaiof any kind of the BORROWERS (or any of thembdhm LENDER arising out of, related
to, as a result of, or in connection with the LOANs LETTERS OF CREDIT, the CREDIT FACILITY, the XDl AGREEMENT, or any of
the transactions contemplated thereby (togethér it LOAN AGREEMENT, collectively, LOAN DOCUMENTSASs used in this
GUARANTY, the term OBLIGATIONS shall refer to théligations of payment, performance, and indemniiiicawhich the GUARANTOF
has undertaken and assumed pursuant to this GUARANGth as described in this Section and in ottemtiBns of this GUARANTY

Section 2. Maximum Amount of Guaranty. The monetayility of the GUARANTOR with respect to the OBEATIONS hereunder shall
be limited to the sum of One Million Eight Hundrédousand Dollars ($1,800,000.00) (GUARANTY MONETARYOUNT); provided
that the proceeds of the liquidation of any of ¢b#lateral securing the obligations of the BORROV#&Rr any of them) to the LENDER and
any payments made by any of the BORROWERS or amgr @uarantor, and any other payments obtained émyrother source, shall not be
applied to, or be considered a discharge of, thelGBTIONS until all amounts, other than those whitdve been guaranteed, have been
in full. Notwithstanding the immediately precedisgntence, the GUARANTY MONETARY AMOUNT and the litafion set forth in this
Section on the monetary liability of the GUARANTQW®Rh respect to the OBLIGATIONS shall not includeribe deemed a limit upon the
LENDERS right pursuant to any other Section of tBISARANTY (including, without limitation, Section9lhereof) to recover from the
GUARANTOR costs and expenses, including reasorethtdeneys fees, in enforcing or realizing upon BISARANTY. The GUARANTY
MONETARY AMOUNT may be reduced at each fiscal yead date (beginning with the BORROWERS fiscal yarating December 31,
1999) upon the determination by the LENDER, in easkance, that the BORROWERS have achieved aigfisdtthe following conditions
precedent: (a) no EVENT OF DEFAULT (as defined betnd as defined in the LOAN AGREEMENT) shall haoeurred hereunder or
under the LOAN AGREEMENT during the fiscal yeartoé BORROWERS ending on such fiscal year-end dajejo DEFAULT (as
defined in the LOAN AGREEMENT) shall have occur@t be continuing on such fiscal year end datendajefault (defined for purposes
of this clause (c) to mean any event, occurrenaerossion which, with the giving of notice, the page of time, or both, would constitute an
EVENT OF DEFAULT) under this GUARANTY shall have@ared and be continuing on such fiscal year-end; dd) EBITDA (as defined
in the LOAN AGREEMENT) of the BORROWERS and theansolidated subsidiaries for the fiscal year of BB@RROWERS ending on
such fiscal year-end date, and reported to the LERDy the BORROWERS in their audited annual finahsiatements for such fiscal year,
shall have been equal to at least Five Million Rikendred Thousand Dollars ($5,500,000.00); andNE)y PROFIT AFTER TAX (as define
in the LOAN AGREEMENT) of the BORROWERS and theinsolidated subsidiaries for the fiscal year of B@RROWERS ending on
such fiscal year-end date, and reported to the LERDy the BORROWERS in their audited annual finahstatements for such fiscal year,
shall have been equal to at least One Million Thitaadred Thousand Dollars ($1,300,000.00). Onitisefiscal yearend date as of which
of the foregoing conditions precedent are achiamtisatisfied, the GUARANTY MONETARY AMOUNT underis GUARANTY shall be



the sum of Nine Hundred Thousand Dollars ($900@@)0.On the second fiscal year-end date as of wailabf the foregoing conditions
precedent are achieved and satisfied, this GUARANNAI be released. As used in this Section 2tettm fiscal year shall mean the FISC
YEAR of the BORROWERS as defined in the LOAN AGREENT .

Section 3. Letter of Credit. (a) The GUARANTOR fzageed to deliver to the LENDER an irrevocable dibgrietter of credit having an
original undrawn face amount of Nine Hundred ThowsBollars ($900,000.00) naming the LENDER as hierzgel/, issued by Mellon Bank,
First Union National Bank or another bank accemablthe LENDER, on terms and provisions acceptbiee LENDER and having an
expiration date not less than one (1) year frondéite of issuance (ManTech L/C). The ManTech L/Cseirve as part of the BORROWING
BASE for the LOAN to the BORROWERS.

(b) Effective upon the due delivery to the LENDER® original fully executed, issued and effectianTech L/C satisfying all of the
conditions set forth above, and so long as the MahTL/C shall be effective, the provisions of Satt2 of this GUARANTY shall be deem
amended to the effect that the GUARANTY MONETARY ANUNT set forth in Section 2 shall be reduced byarount equal to the origir
undrawn face amount of the ManTech L/C. Upon exjoineof the ManTech L/C, the amendments to the GBARY MONETARY

AMOUNT set forth in this clause (b) shall immedigtand without further notice be void and of nothear force and effect and the provisions
of Section 2 shall be as stated in Section 2.

Section 4. Nature Of Guaranty. This GUARANTY: (gi) irrevocable,

(i) absolute and unconditional, (iii) direct, imdiate, and primary, and (iv) one of payment andjusttcollection; and (b) makes the
GUARANTOR a surety to the LENDER with respect te tBBLIGATIONS and the equivalent of a co-obligotmwihe BORROWERS.
Without limiting the foregoing, it is specificaliynderstood that any modification, limitation oratiarge of any of the liabilities or obligations
of the BORROWERS (or any of them), any other gu@maor any other obligor under any of the LOAN DORBENTS, arising out of, or by
virtue of, any bankruptcy, arrangement, reorgaionadr similar proceeding for relief of debtors endederal or state law initiated by or
against the BORROWERS (or any of them), any otlwarantor or any obligor under any of the LOAN DOCENITS shall not modify, limi
lessen, reduce, impair, discharge, or otherwisechthe liability of the GUARANTOR hereunder in amanner whatsoever, and this
GUARANTY shall remain and continue in full forcedaaffect.

Section 5. Accuracy Of Representations. The GUARBIRTguaranties that all representations and waasuntiade by the GUARANTOR to
the LENDER prior to or after the date of this GUARAY are and will continue to be true, correct, aete, and complete and not knowingly
misleading, and, subject to the limitations setifan Section 2 hereof, the GUARANTOR agrees temdify and hold the LENDER
harmless from any loss, cost, or expense whiclh BEMDER may suffer, sustain or incur as a resuliof representation or statement of the
BORROWERS (or any of them) or of the GUARANTOR hlematerially false, incorrect, inaccurate, incongl®r knowingly misleading.

Section 6. Representations And Warranties Of Guarafio induce the LENDER to accept this GUARANTOf the purposes for which it is
given, the GUARANTOR represents and warrants td B8DER as follows:

(&) The GUARANTOR is a corporation duly organizedlidly existing and in good standing under theda¥the state of its incorporation.
The GUARANTOR has the lawful power to own its prdjes and to engage in the businesses it condarutsis duly qualified and in good
standing as a foreign corporation in the jurisdicsi wherein the nature of the business transagtédb property owned by it makes such
qualification necessary and the failure to so dualiould have a material adverse effect on thetgmf the GUARANTOR to perform its
OBLIGATIONS hereunder.

(b) Any financial statements submitted by the GUARFOR to the LENDER, including any schedules andagtertaining thereto, have b
prepared in accordance with G.A.A.P. (as definddvipg and fully and fairly present the financialnzbtion of the GUARANTOR at the dat
thereof and the results of operations for the pisrimovered thereby, and there has been no matdsialse change in the financial conditio
businesses of the GUARANTOR from the dates theietie date hereof, other than as disclosed tbEBMDER. All information submitted
by or on behalf of the GUARANTOR in connection withy of the OBLIGATIONS is true, accurate and castplin all material respects as
of the date made and contains no knowingly fatsggmplete or misleading statements.

(c) There are no material actions, suits, inveitga, or proceedings pending, or to the knowleafgghe GUARANTOR, threatened against
the GUARANTOR or the assets of the GUARANTOR, exapspecifically disclosed on Schedule 5(c) agddiereto. The GUARANTOR
has no material direct or contingent liability knoto the GUARANTOR and not previously disclosedhie LENDER, nor does the
GUARANTOR know of or have any reason to expect mnaerial adverse change in the GUARANTORS asdatslifies, properties,
business, or condition, financial or otherwise.

(d) The GUARANTOR is not in default with respectaoy of its existing indebtedness, and the makimyperformance of this GUARANTY
will not (immediately, with the passage of timeg thiving of notices, or both), (i) violate the ctearor by-laws of the GUARANTOR, (ii)
violate any laws, (iii) result in a default underyanaterial contract, agreement, or instrumenthacivthe GUARANTOR is a party or by
which the GUARANTOR or its property is bound, or)(fesult in the creation or imposition of any setyunterest in, or lien or encumbrance
upon, any of the assets of the GUARANTOR. No apgkaonsent, order, authorization or license bygiving notice to, or taking any other
action with respect to, any governmental or reguaauthority or agency is required for the exemutind delivery by the GUARANTOR of
this GUARANTY or for the performance by the GUARARR of any of the agreements and obligations hereund

(e) The GUARANTOR has the power and legal authdatgnter into and perform this GUARANTY, to indhe OBLIGATIONS, and to
perform, observe and comply with all of the GUARABIRS agreements and obligations hereunder. The GUIMIFRIR has taken a



corporate action necessary to authorize the exatudelivery, and performance of this GUARANTY.
() This GUARANTY, when delivered, will be validjiding, and enforceable in accordance with its s&erm

(9) The incurring or satisfaction of the OBLIGATI@\has not left and will not leave the GUARANTORdh&nt, with an unreasonably
small capital, or unable to pay existing or futdebts as they mature

Section 7. Reporting Requirements. The GUARANTOR®Isfubmit the following items to the LENDER:

(a) As soon as available and in any event withityffive (45) calendar days after the end of each effitlst three fiscal quarters of each fis
year of the GUARANTOR, the GUARANTOR shall subnatthe LENDER a statement of income and retainexiegs of the
GUARANTOR for the period commencing at the endhef previous fiscal year and ending with the ensuzh quarter and a statement of
cash flow for the GUARANTOR for the portion of tfiscal year ended with the last day of such quaeed a balance sheet of the
GUARANTOR as of the end of such fiscal quarterjralleasonable detail and stating in comparativenfthe respective figures for the
corresponding date and period in the previousffigear and all prepared in accordance with G.A.AaRd certified by an officer of the
GUARANTOR familiar with the financial operations tife GUARANTOR (subject to year-end adjustments).

(b) As soon as available and in any event withia bandred twenty

(120) calendar days after the end of each fiscal géthe GUARANTOR, the GUARANTOR shall submitttee LENDER annual audited
and unqualified consolidated financial statementdgch shall be accompanied by management letteiss(ied) and certified by a nationally
recognized independent certified public accountant.

(c) All financial statements shall be in reasonat@tail, including all supporting schedules and omnts necessary to verify or confirm
entries in the financial statements. All finana@ttements shall be prepared in accordance withAGPAAs used in this GUARANTY, the
term G.A.A.P. means, with respect to any date térdgination, generally accepted accounting primss used by the Financial Accounting
Standards Board and/or the American Institute ofif@mate Public Accountants, consistently applad maintained throughout the periods
indicated. The costs of supplying the financiatestzents shall be paid by the GUARANTOR.

Section 8. Lender Need Not Pursue Other Rights.LHMDER shall be under no obligation to pursue afthe LENDERS rights and
remedies against any BORROWER or any of the colihtd any BORROWER securing the obligations of B@RROWERS (or any of
them) to the LENDER or against any other guaraot@ny collateral of any other guarantor beforespimg the LENDERS rights and
remedies against the GUARANTOR.

Section 9. Certain Rights Of Lender. The GUARANTBé&eby assents to any and all terms and agreeipetmisen the LENDER and the
BORROWERS (or any of them) or between the LENDER amy other guarantor, and all amendments and matidns thereof, whether
presently existing or hereafter made and whethadrasrin writing. The LENDER may, without comprormig, impairing, diminishing, or in
any way releasing the GUARANTOR from the OBLIGATISNind without notifying or obtaining the prior appal of the GUARANTOR,

at any time or from time to time:

(a) waive or excuse a default by the BORROWERSfgrof them) or any other guarantor, or delay édkercise by the LENDER of any or
all of the LENDERS rights or remedies with respgecsuch default or defaults; (b) grant extensidrtinee for payment or performance by the
BORROWERS or any other guarantor; (c) release tdutes exchange, surrender, or add collaterahgfBORROWER or of any other
guarantor, or waive, release, or subordinate, inlevbr in part, any lien or security interest hieydthe LENDER on any real or personal
property securing payment or performance, in wioli part, of the obligations of the BORROWERS dak of them) to the LENDER or of
any other guarantor; (d) release the BORROWERS&r{grof them) or any other guarantor; (e) apply payts made by the BORROWERS or
by any other guarantor to any sums owed by the BORERS to the LENDER, in any order or manner, aang specific account or
accounts, as the LENDER may elect; and (f) modifignge, renew, extend, or amend in any respetENOERS agreement with the
BORROWERS (or any of them) or any other guarartogny document, instrument, or writing embodyingedlecting the same, including
without limitation modifications which increase tamount of the obligations of the BORROWERS untertOAN DOCUMENTS or

extend the maturity of the obligations of the BORRBRS under the LOAN DOCUMENTS.

Section 10. Waivers By Guarantor. The GUARANTORvweai (a) any and all notices whatsoever with resjoeithis GUARANTY or with
respect to any of the obligations of the BORROWHE®&Sany of them) to the LENDER, including, but fiatited to, notice of (i) the
LENDERS acceptance hereof or the LENDERS intertiasict, or the LENDERS action, in reliance herdonthe present existence or futt
incurring of any of the obligations of the BORROWERor any of them) to the LENDER or any terms opants thereof or any change
therein,

(iii) any default by the BORROWERS (or any of theon)any surety, pledgor, grantor of security, gotwaor any person who has guarantied
or secured in whole or in part the obligationsief BORROWERS (or any of them) to the LENDER, amiltfie obtaining or release of any
guaranty or surety agreement, pledge, assignmeather security for any of the obligations of B®® RROWERS (or any of them) to the
LENDER,; (b) presentment and demand for paymentgfsam due from the BORROWERS (or any of them)myr @ther guarantor and
protest of nonpayment; (c) demand for performancthb BORROWERS (or any of them) or any other goiana and (d) any and all
defenses based on suretyship or impairment oftecdia

Section 11. Unenforceability Of Obligations Of Bmsrers. This GUARANTY shall be valid, binding, andferceable even if the obligations
of the BORROWERS to the LENDER which are guarantieceby are now or hereafter become invalid or foreaable for any reaso



Section 12. No Conditions Precedent. This GUARANSRéIl be effective and enforceable immediately up®execution. The
GUARANTOR acknowledges that no unsatisfied condgiprecedent to the effectiveness and enforceabflithis GUARANTY exist as of
the date of its execution and that the effectiverae®l enforceability of this GUARANTY is not in amay conditioned or contingent upon
any event, occurrence, or happening, or upon angition existing or coming into existence eithefdve or after the execution of this
GUARANTY.

Section 13. No Duty To Disclose. The LENDER shalé no present or future duty or obligation to digr or to disclose to the
GUARANTOR any information, financial or otherwissyncerning any BORROWER, any other guarantor, grcatlateral securing either
the obligations of any BORROWER to the LENDER oraf/ other person who may have guarantied in wiiole part the obligations of the
BORROWERS to the LENDER. The GUARANTOR waives aigyt to claim or assert any such duty or obligatiorthe part of the
LENDER. The GUARANTOR agrees to obtain all inforinatwhich the GUARANTOR considers either approgiat relevant to this
GUARANTY from sources other than the LENDER andbé@ome and remain at all times current and contislyapprised of all informatic
concerning the BORROWERS, other guarantors, anctaltgteral which is material and relevant to thdigations of the GUARANTOR
under this GUARANTY.

Section 14. Existing Or Future Guaranties. The etien of this GUARANTY shall not discharge, termiaar in any way impair or adverst
affect the validity or enforceability of any othgmaranty given by the GUARANTOR to the LENDER. Téhecution and delivery by the
GUARANTOR of any future guaranty for the benefittbé LENDER shall not discharge, terminate, orrig way impair or adversely affect
the validity or enforceability of this GUARANTY. Abuaranties provided by the GUARANTOR to the LEN®ERre intended to be
cumulative and shall remain in full force and effenless and until discharged and terminated inm@ance with any expressly stated
termination provisions set forth therein.

Section 15. Cumulative Liability. The liability thie GUARANTOR under this GUARANTY shall be cumulagito, and not in lieu of, the
GUARANTORS liability under any other LOAN DOCUMENGr in any capacity other than as GUARANTOR hereunde

Section 16. Obligations Are Unconditional. The paytand performance of the OBLIGATIONS shall bedhsolute and unconditional duty
and obligation of the GUARANTOR, and shall be inelegent of any defense or any rights of setoff, upawent or counterclaim which the
GUARANTOR might otherwise have against the LENDERJ the GUARANTOR shall pay and perform these OBATBONS, free of any
deductions and without abatement, diminution coféetUntil such time as the OBLIGATIONS have beeiiyf paid and performed, the
GUARANTOR: (a) shall not suspend or discontinue payments provided for herein; (b) shall perforrd abserve all of the covenants and
agreements contained in this GUARANTY; and (c) shal terminate or attempt to terminate this GUARRNfor any reason. No delay by
the LENDER in making demand on the GUARANTOR faiifaction of the OBLIGATIONS shall prejudice or &my way impair the
LENDERS ability to enforce this GUARANTY.

Section 17. Defenses Against Borrowers. The GUARGIRTwaives any right to assert against the LENDERd®iense (whether legal or
equitable), claim, counterclaim, or right of setoffrecoupment which the GUARANTOR may now or hésgehave against the
BORROWERS (or any of them) or any other guarantor.

Section 18. Events Authorizing Acceleration Of Tieligations. The occurrence of any of the follow{egch an EVENT OF DEFAULT)
shall entitle the LENDER, without notice or dematalaccelerate and call due the OBLIGATIONS, efe¢he LENDER has not accelerated
and called due the sums owed to the LENDER by BRBOWERS: (a) the commencement by any of the BORER®/or the
GUARANTOR of a voluntary case or proceeding under fderal or state bankruptcy, insolvency or samidw; (b) the commencement of
an involuntary case or proceeding against any@BORROWERS or the GUARANTOR under any federaltatesbankruptcy, insolvency,
or similar law, and either (i) such case or progegds not dismissed within ninety (90) calendayslafter commencement, or (ii) an order for
relief is entered in such case; (c) the appointméatreceiver, assignee, custodian, trustee dfagiofficial under any federal or state
insolvency or creditors rights law for any propesfyany BORROWER or the GUARANTOR; (d) the GUARANRGhall suffer final
judgments for the payment of money aggregatingaess of Two Hundred Fifty Thousand Dollars ($2580)0and shall not discharge t
same within a period of thirty (30) days unless)gieg further proceedings, execution has not beemeenced or if commenced has been
effectively stayed; (e) the occurrence of any EVEDR DEFAULT as such term is defined in the LOAN ABRMENT; (f) a failure of the
GUARANTOR to perform any covenant or agreement&ioieid in this GUARANTY or in any other agreementiimen the GUARANTOR
and the LENDER; (g) any representation or warramégle in this GUARANTY or in any report or financgatement furnished in connection
with this GUARANTY, shall prove to have been fatgemisleading when made; (h) the LENDER in the gfath reasonable exercise of the
LENDERS discretion determines that a material esivehange has occurred in the financial conditicth@ GUARANTOR; (i) the
liquidation or dissolution of any of the BORROWERSof the GUARANTOR,; or (j) a failure of the GUARATOR to satisfy any of the
obligations of the GUARANTOR to the LENDER with pest to any loan or extension of credit by the LENDto the GUARANTOR or
under any other guaranty given by the GUARANTORh® LENDER.

Section 19. Expenses Of Collection And Attorneyss=&hould this GUARANTY be referred to an attorfarycollection, the
GUARANTOR shall pay all of the holders reasonalusts, fees and expenses resulting from such réferctuding reasonable attorneys
fees, which the holder may incur, even thoughsait not been filed.

Section 20. Interest Rate After Judgment. If judghig e ntered against the GUARANTOR on this GUARIAN the amount of the judgment
entered (which, unless applicable law specificpigvides to the contrary, and subject to the litiates set forth in Section 2 hereof, includes
all principal, prejudgment interest, late chargespayment charges if any are provided for, catbeotxpenses, attorneys fees, and court
costs) shall bear interest at the highest rate défault authorized by the LOAN DOCUMENTS as df thate of entry of the judgment to the
extent permitted by applicable law. In the event statute or rule of court specifies the rate ¢diiest which a judgment on this GUARANTY
may bear or the amount on which such interestmatg apply and such rate or amount is less tharctiked for in the preceding sentence
absent a restriction under applicable law, the GBAROR agrees to pay to the order of the LENDER mwoant as will equal the intere



computed at the highest rate after default provideih the LOAN DOCUMENTS which would be due oretludgment amount (which, for
this purpose, but subject to the limitations sethfin Section 2 hereof, shall be considered ttuhe all principal, prejudgment interest, late
charges, prepayment charges if any are providedddection expense fees, attorneys fees, and costs) less the interest due on the am
of the judgment which bears judgment interest.

Section 21. Enforcement During Bankruptcy. Enforeatrof this GUARANTY shall not be stayed or in amgy delayed as a result of the
filing of a petition under the United States Bankay Code, as amended, by or against any or &iledBORROWERS. Should the LENDER
be required to obtain an order of the United StBskruptcy Court to begin enforcement of this GUMNR'Y after the filing of a petition

under the United States Bankruptcy Code, as amehgeant against any or all of the BORROWERS, theARANTOR hereby consents to
this relief and agrees to file or cause to be fdcdppropriate pleadings to evidence and effeetaach consent and to enable the LENDER to
obtain the relief requested.

Section 22. Remedies Cumulative. All of the LENDERfBits and remedies shall be cumulative and aihyréaof the LENDER to exercise
any right hereunder shall not be construed as weawaf the right to exercise the same or any otight at any time, and from time to time,
thereafter.

Section 23. Continuing Guaranty. This GUARANTY isa@ntinuing guaranty of all existing and futureightions of the BORROWERS (or
any of them) to the LENDER arising out of, relatedas a result of, or in connection with the LOANe LETTERS OF CREDIT, the
CREDIT FACILITY, the LOAN AGREEMENT, or any of theansactions contemplated by the LOAN DOCUMENTScdpt as provided in
Section 2 hereof, this GUARANTY may not be termathby the GUARANTOR until after the terminationtbé LOAN DOCUMENTS, in
accordance with the provisions thereof, and thermant (which payment shall not be subject to chgkeor contest) in full of all of the
OBLIGATIONS and all of the BORROWERS obligationsddiabilities to the LENDER under the LOAN DOCUMEIST

Section 24. Reinstatement. If at any time any paynoe portion thereof, made by, or for the accaafnany BORROWER or the
GUARANTOR on account of any of the obligations diafbilities under any of the LOAN DOCUMENTS is s&tide by any court or trustee
having jurisdiction as a voidable preference, auftulent conveyance or must otherwise be restaregturned by the LENDER to a
BORROWER or any other person or entity under asglirency, bankruptcy or other federal and/or dtates or as a result of any dissoluti
liquidation or reorganization of any BORROWER oy anther person or entity, or for any other reashe, GUARANTOR hereby agrees that
this GUARANTY shall continue and remain in full ter and effect or be reinstated, as the case malltas though such payment(s) had not
been made.

Section 25. Rights Of Subrogation, Etc. In the ¢¥leea GUARANTOR pays any sum to or for the benefithe LENDER pursuant to this
GUARANTY, the GUARANTOR may not enforce any rigttemntribution, indemnification, exoneration, reiovbement, subrogation or
other right or remedy against any BORROWER, angiotfuarantor, or any collateral, whether real, s or mixed, securing the
obligations of any BORROWER to the LENDER or thdigditions of any other guarantor to the LENDER Lsttich time as the LENDER h
been paid in full and has no further claim agaamst of the BORROWERS, any other guarantor, or afipteral. The GUARANTOR waives
and releases any claim which the GUARANTOR hereafigy have against the LENDER if some action oftB&IDER, whether intentional
or negligent, impairs, destroys, or in any way adely affects any right of contribution, indemnéton, exoneration, reimbursement,
subrogation, or the like which the GUARANTOR maywéaipon the payment of any sum to or for the bénéthe LENDER pursuant to th
GUARANTY.

Section 26. Subordination Of Certain Indebtedndésbe GUARANTOR advances any sums to any BORROWERS successors or assigns,
or if any BORROWER or its successors or assign Baeeafter become indebted to the GUARANTOR, ssietms and indebtedness shal
subordinate in all respects to the amounts theheseafter due and owing to the LENDER by such BORFER.

Section 27. Renewals, Etc. This GUARANTY shall gpipl all sums now or hereafter owed by any of tIRIROWERS to the LENDER al
to all extensions, modifications, amendments, retgvsubstitutions, and refinancings thereof.

Section 28. Choice Of Law. The laws of the Statbledv York (excluding, however, conflict of law pciples) shall govern and be applied to
determine all issues relating to this GUARANTY d&hd rights and obligations of the parties heretoluding the validity, construction,
interpretation, and enforceability of this GUARANTad its various provisions and the consequenagegial effect of all transactions and
events which resulted in the issuance of this GUARX or which occurred or were to occur as a dimrdndirect result of this GUARANT
having been executed.

Section 29. Consent To Jurisdiction; Agreement A3/€nue. The GUARANTOR irrevocably consents toriba-exclusive jurisdiction of

the courts of the State of Maryland and the Statéesv York and of the United States District Cofiant the District of Maryland and for the
Southern District of New York, if a basis for fedkjurisdiction exists. The GUARANTOR agrees thahue shall be proper in any circuit
court of the State of Maryland or the State of Néak selected by the LENDER or in the United Stddéstrict Court for the District of
Maryland or for the Southern District of New Yoflai basis for federal jurisdiction exists and waiagy right to object to the maintenance of
a suit in any of the state or federal courts ofSkate of Maryland or the State of New York onllasis of improper venue or of inconvenie

of forum.

Section 30. Proofs Of Sums Due On Guaranty. Inaatipn or proceeding brought by the LENDER to atillhe sums owed on this
GUARANTY, a certificate signed by an officer of thENDER setting forth the unpaid balances of ppati and any accrued interest, defi
interest, attorneys fees, and late charges owddresipect hereto shall be presumed correct anbshatimissible in evidence for the purp



of establishing the truth of what it asserts. # BUARANTOR wishes to contest the accuracy of ieré set forth in any such certificate,
GUARANTOR shall have the burden of proving that teetificate is inaccurate or incorrect.

Section 31. Actions Against Lender. Any action lgiouby the GUARANTOR against the LENDER which iséd, directly or indirectly, on
this GUARANTY or any matter in or related to thif¥GBRANTY, including but not limited to the obligatis of the BORROWERS to the
LENDER, the administration, collection, or enforeamhthereof, shall be brought only in the courtshef State of New York or, if LENDER
has instituted action against the GUARANTOR in soetrt, the State of Maryland. The GUARANTOR agréwed any forum other than the
State of Maryland or the State of New York is aroimvenient forum and that a suit brought by the ®RANTOR against the LENDER in a
court of any state other than the State of New Marrthe State of Maryland should be forthwith disseid or transferred to a court located in
the State of New York or, if the LENDER has ind&it action against the GUARANTOR in such state Stade of Maryland, by that court.

Section 32. Invalidity Of Any Part. If any provisi@r part of any provision of this GUARANTY shatirfany reason be held invalid, illegal,
or unenforceable in any respect, such invaliditggality, or unenforceability shall not affect aather provisions or the remaining part of any
effective provisions of this GUARANTY, and this GBRANTY shall be construed as if such invalid, illegax unenforceable provision or
part thereof had never been contained herein, tdytto the extent of its invalidity, illegality, arenforceability.

Section 33. Amendment Or Waiver. This GUARANTY ntsyamended only by a writing duly executed by thlARANTOR and the
LENDER. No waiver by the LENDER of any of the preigins of this GUARANTY or any of the rights or redies of the LENDER with
respect hereto shall be considered effective areafible unless in writing.

Section 34. Notices. Any notice required or pereaitby or in connection with this GUARANTY shall lrewriting and shall be made by
facsimile (confirmed on the date the facsimiledatsdby one of the other methods of giving noticavjated for in this Section) or by hand
delivery, by Federal Express, or other similar oignt delivery service, or by certified mail, unirgsted delivery, return receipt requested,
postage prepaid, addressed to the LENDER or the RAMTOR at the appropriate address set forth below such other address as may be
hereafter specified by written notice by the LEND&Rhe GUARANTOR. Notice shall be considered giasmof the date of the facsimile or
the hand delivery, one (1) calendar day after @ejivo Federal Express or similar overnight delnsgrvice, or three (3) calendar days after
the date of mailing, independent of the date dfi@adelivery or whether delivery is ever in factdeaas the case may be, provided the giver
of notice can establish the fact that notice wasmias provided herein. If notice is tendered pamsto the provisions of this Section and is
refused by the intended recipient thereof, theceptevertheless, shall be considered to havedieen and shall be effective as of the date
herein provided. If to the LENDER:

NATIONAL BANK OF CANADA
125 West 55th Street
New York, New York 10019

And
c/o NATIONAL BANK OF CANADA

401 E. Pratt Street, Suite 631
Baltimore, Maryland 21202

Attn: Robert A. Incorvati, Vice President Facsimi|¢10) 837-8359
If to the GUARANTOR:

MANTECH INTERNATIONAL CORPORATION
12015 Lee Jackson Highway, 8th Floor
Fairfax, Virginia 22033

Attn.: Tracy A. Wilson, Assistant Secretary Fax N@03) 218-8296
With A Courtesy Copy To:

GOLDEN & NELSON, PLLC
8285 Highglade Court
Millersville, Maryland 21108

Attn.: Hedy L. Nelson, Esquire Facsimile No.: (4¥@p-2246

The failure of the LENDER to send the above coyrtexpy shall not impair the effectiveness of notibeen to the GUARANTOR in the
manner provided herein.

Section 35. Binding Nature. This GUARANTY shall reuto the benefit of and be enforceable by the LEREand the LENDERS success



and assigns and any other person to whom the LENBDE§Rgrant an interest in the obligations of theFRBRDWERS to the LENDER, and
shall be binding upon and enforceable against tHARRANTOR and the GUARANTORS successors, and assigns

Section 36. Assignability. This GUARANTY or an ingst therein may be assigned by the LENDER, omtyyagher holder, at any time or
from time to time, without any prior notice to ansent from the GUARANTOR.

Section 37. Final Agreement. This GUARANTY contaihs final and entire agreement between the LENBE&Rthe GUARANTOR with
respect to the guaranty by the GUARANTOR of the BRORVERS obligations to the LENDER. There are no sapaoral or written
understandings between the LENDER and the GUARANTMXR respect thereto.

Section 38. Tense, Gender, Defined Terms, Captidsmsised herein, the plural includes the singaad the singular includes the plural. The
use of any gender applies to any other gendedeihed terms are completely capitalized throughloist GUARANTY. All captions are for
the purpose of convenience only.

Section 39. Seal And Effective Date. This GUARANTBYan instrument executed under seal and is tmbsidered effective and enforceable
as of the date set forth on the first page heiadépendent of the date of actual execution.

Section 40. Waiver Of Trial By Jury. The GUARANTGIRd the LENDER, by their execution and acceptarespectively, of this
GUARANTY, agree that any suit, action, or proceggiwhether claim or counterclaim, brought or ingdtl by either party hereto or any
successor or assign of any party on or with redjpeittis GUARANTY or which in any way relates, ditly or indirectly, to this
GUARANTY or any event, transaction, or occurrendeiag out of or in any way connected with this GRIANTY, or the dealings of the
parties with respect thereto, shall be tried oyhalzourt and not by a jury.

EACH PARTY HEREBY EXPRESSLY WAIVES ANY RIGHT TO ARIAL BY JURY IN ANY SUCH SUIT, ACTION, OR
PROCEEDING.

[Signatures Begin On Next Page] IN WITNESS WHERE®IE, GUARANTOR has executed this GUARANTY with sgecific intention of
creating a document under seal.

ATTEST/WITNESS: GUARANTOR:
MANTECH INTERNATIONAL CORPORATION

By: (SEAL)
Name:
Title:

ACKNOWLEDGMENT

COMMONWEALTH OF VIRGINIA, CITY/COUNTY OF , TO WIT:

| HEREBY CERTIFY that on this day of Mar@000, before me, the undersigned Notary Publib@f@ommonwealth of Virginia,
personally appeared ackmbwledged himself/herself to be the of
MANTECH INTERNATIONAL CORPORATION, a New Jersey qmration , and that he/she, as such, being auttbsa to do, executed
the foregoing instrument for the purposes thereimtained by signing the name of MANTECH INTERNATIAGN CORPORATION, by
himself/herself as

IN WITNESS MY Hand and Notarial Seal.

(SEAL)

NOTARY PUBLIC
My Commission Expires:




Exhibit 10.5
LIMITED GUARANTY AGREEMENT

THIS LIMITED GUARANTY AGREEMENT (GUARANTY) is givenas of March , 2000, by GP STRATEGIES CORPORAY, a
Delaware corporation (GUARANTOR), for the benefitNATIONAL BANK OF CANADA, a Canadian chartered bafLENDER), with
respect to the obligations of GSE SYSTEMS, INMgedaware corporation, GSE PROCESS SOLUTIONS, IM@elaware corporation, a
GSE POWER SYSTEMS, INC., a Delaware corporatiodifidually, a BORROWER and collectively, the BORREGWRS), to the LENDER.

RECITALS

The BORROWERS have requested certain credit accatatioms from the LENDER as set forth in the Load &ecurity Agreement of even
date herewith by and between the BORROWERS andBEMNDER (as the same may be amended, modified, égtenmrenewed, restated,
supplemented or replaced from time to time LOAN AKEERENT). The LENDER has agreed to provide the retpecredit accommodatic
to the BORROWERS, but only if, inter alia, the GUARTOR provides to the LENDER the guaranties of pagirand performance set forth
in this GUARANTY. The GUARANTOR is willing to prode this GUARANTY to the LENDER in order to indudeetLENDER to provide
the requested credit accommodations to the BORROSVER

All capitalized terms used in this GUARANTY withodeéfinition shall have the respective meaningsmysach terms in the LOAN
AGREEMENT.

NOW, THEREFORE, in consideration of these prem#s other good and valuable consideration, thaépeard sufficiency of which ar
hereby acknowledged, the GUARANTOR hereby agregsdeide to the LENDER the following guaranties amdemnifications.

Section 1. Guaranty. The GUARANTOR guaranteesthi@payment of any and all sums now or hereafterashd owing to the LENDER by
the BORROWERS (or any of them) arising out of, tediato, as a result of, or in connection with ti@AN, the LETTERS OF CREDIT, the
CREDIT FACILITY, or any other existing or futuredebtedness, liability, or obligation of every kimature, type, and variety owed by the
BORROWERS (or any of them) to the LENDER from titodime, arising out of, related to, as a resultoofin connection with the LOAN
AGREEMENT, or any of the transactions contempldtgdhe LOAN DOCUMENTS (as defined below), includialy renewals, refinancings,
extensions, substitutions, amendments, and motiditathereof, no matter when or how created, ragistvidenced, or acquired, and whether
or not presently contemplated or anticipated, wéejthint or several, including, but not limited &l amounts of principal, interest, charges,
reimbursements, advancements, escrows, and fees;

(b) that all sums now or hereafter due and owingheyBORROWERS (or any of them) to the LENDER agsbut of, related to, as a result
of, or in connection with the LOAN, the LETTERS @REDIT, the CREDIT FACILITY, the LOAN AGREEMENT, aany of the
transactions contemplated by the LOAN DOCUMENTSlldbe paid when and as due, whether by reasamstdliment, maturity,
acceleration or otherwise, time being of the esseaid (c) the timely, complete, continuous, andtgberformance and observance by the
BORROWERS of each of the terms, covenants, agretsmaed conditions contained in any and all existinfuture documents, instruments,
agreements, and writings of every kind, naturee tygmd variety which evidence, reflect, embodyegige to or secure any and all existing
and future indebtedness, liabilities, and obligadiof any kind of the BORROWERS (or any of themjht® LENDER arising out of, related
to, as a result of, or in connection with the LOANe LETTERS OF CREDIT, the CREDIT FACILITY, the XDl AGREEMENT, or any of
the transactions contemplated thereby (togethédr v LOAN AGREEMENT, collectively, LOAN DOCUMENTSASs used in this
GUARANTY, the term OBLIGATIONS shall refer to théligations of payment, performance, and indemniiieawhich the GUARANTOF
has undertaken and assumed pursuant to this GUARANGth as described in this Section and in otleatiSns of this GUARANTY.

Section 2. Maximum Amount of Guaranty. The moneteyility of the GUARANTOR with respect to the OBEATIONS hereunder shall
be limited to the sum of One Million Eight Hundrédousand Dollars ($1,800,000.00) (GUARANTY MONETARYOUNT); provided
that the proceeds of the liquidation of any of ¢b#lateral securing the obligations of the BORROV#ERr any of them) to the LENDER and
any payments made by any of the BORROWERS or amgrgfuarantor, and any other payments obtained &myrother source, shall not be
applied to, or be considered a discharge of, thelGBTIONS until all amounts, other than those whitdve been guaranteed, have been
in full. Notwithstanding the immediately precedisgntence, the GUARANTY MONETARY AMOUNT and the litaion set forth in this
Section on the monetary liability of the GUARANTQ®h respect to the OBLIGATIONS shall not includeribe deemed a limit upon the
LENDERS right pursuant to any other Section of BISARANTY (including, without limitation, Section8Lhereof) to recover from the
GUARANTOR costs and expenses, including reasorethdeneys fees, in enforcing or realizing upon (BISARANTY. The GUARANTY
MONETARY AMOUNT may be reduced at each fiscal yead date (beginning with the BORROWERS fiscal y@ating December 31,
1999) upon the determination by the LENDER, in easkance, that the BORROWERS have achieved argfiedtthe following conditions
precedent: (a) no EVENT OF DEFAULT (as defined betnd as defined in the LOAN AGREEMENT) shall haoeurred hereunder or
under the LOAN AGREEMENT during the fiscal yeartoé BORROWERS ending on such fiscal year-end dbjejo DEFAULT (as
defined in the LOAN AGREEMENT) shall have occurit be continuing on such fiscal year end datendajefault (defined for purposes
of this clause (c) to mean any event, occurrenaarossion which, with the giving of notice, the page of time, or both, would constitute an
EVENT OF DEFAULT) under this GUARANTY shall have@ared and be continuing on such fiscal year-end; dd) EBITDA (as defined
in the LOAN AGREEMENT) of the BORROWERS and theinsolidated subsidiaries for the fiscal year of B@RROWERS ending on
such fiscal year-end date, and reported to the LERDy the BORROWERS in their audited annual finahstatements for such fiscal year,
shall have been equal to at least Five Million Riltendred Thousand Dollars ($5,500,000.00); andNE) PROFIT AFTER TAX (as define
in the LOAN AGREEMENT) of the BORROWERS and theansolidated subsidiaries for the fiscal year of B@RROWERS ending on
such fiscal yeeend date, and reported to the LENDER by the BORRB®WIh their audited annual financial statementstmh fiscal yeal



shall have been equal to at least One Million Tlhteadred Thousand Dollars ($1,300,000.00). Onitiséfiscal yearend date as of which :
of the foregoing conditions precedent are achiaretisatisfied, the GUARANTY MONETARY AMOUNT unddris GUARANTY shall be
the sum of Nine Hundred Thousand Dollars ($900@@0.0On the second fiscal year-end date as of wdllabf the foregoing conditions
precedent are achieved and satisfied, this GUARANNAI be released. As used in this Section 2tethm fiscal year shall mean the FISC
YEAR of the BORROWERS as defined in the LOAN AGREENTT.

Section 3. Nature Of Guaranty. This GUARANTY: (gi) irrevocable,

(i) absolute and unconditional, (iii) direct, imdiate, and primary, and (iv) one of payment andjusttcollection; and (b) makes the
GUARANTOR a surety to the LENDER with respect te tbBLIGATIONS and the equivalent of a co-obligotmwihe BORROWERS.
Without limiting the foregoing, it is specificaliynderstood that any modification, limitation oratiarge of any of the liabilities or obligations
of the BORROWERS (or any of them), any other gu@maor any other obligor under any of the LOAN DOREBNTS, arising out of, or by
virtue of, any bankruptcy, arrangement, reorgaionadr similar proceeding for relief of debtors endederal or state law initiated by or
against the BORROWERS (or any of them), any otlwarantor or any obligor under any of the LOAN DOCENITS shall not modify, limi
lessen, reduce, impair, discharge, or otherwisechthe liability of the GUARANTOR hereunder in amanner whatsoever, and this
GUARANTY shall remain and continue in full forcechaffect.

Section 4. Accuracy Of Representations. The GUARBIRTguaranties that all representations and waasuntiade by the GUARANTOR to
the LENDER prior to or after the date of this GUARAY are and will continue to be true, correct, aete, and complete and not knowingly
misleading, and, subject to the limitations setifan Section 2 hereof, the GUARANTOR agrees temdify and hold the LENDER
harmless from any loss, cost, or expense whiclh BEMDER may suffer, sustain or incur as a resuliof representation or statement of the
BORROWERS (or any of them) or of the GUARANTOR hematerially false, incorrect, inaccurate, incongl®r knowingly misleading.

Section 5. Representations And Warranties Of Guarafio induce the LENDER to accept this GUARANTOf the purposes for which it is
given, the GUARANTOR represents and warrants td tBDER as follows:

(2) The GUARANTOR is a corporation duly organizedlidly existing and in good standing under theda¥the state of its incorporation.
The GUARANTOR has the lawful power to own its prdjes and to engage in the businesses it condarutsis duly qualified and in good
standing as a foreign corporation in the jurisdicsi wherein the nature of the business transagtédb property owned by it makes such
gualification necessary and the failure to so dualiould have a material adverse effect on thetgnf the GUARANTOR to perform its
OBLIGATIONS hereunder.

(b) Any financial statements submitted by the GUARFOR to the LENDER, including any schedules andagtertaining thereto, have b
prepared in accordance with G.A.A.P. (as definddvipg and fully and fairly present the financialnbtion of the GUARANTOR at the dat
thereof and the results of operations for the pisrimovered thereby, and there has been no matdsialse change in the financial conditio
businesses of the GUARANTOR from the dates thei@tlie date hereof, other than as disclosed thEMNDER or in any other public
document or press releases. All information suledilty or on behalf of the GUARANTOR in connectioithrany of the OBLIGATIONS is
true, accurate and complete in all material respastof the date made and contains no knowingbg fahcomplete or misleading statements.

(c) There are no material actions, suits, inveitga, or proceedings pending, or to the knowleofghe GUARANTOR, threatened against
the GUARANTOR or the assets of the GUARANTOR, exapspecifically disclosed on Schedule 5(c) agddiereto. The GUARANTOR
has no material direct or contingent liability knoto the GUARANTOR and not previously disclosedhie LENDER except (i) as disclosed

in the financial statements and (ii) for liabilgiand obligations (A) incurred in the ordinary s®iof business and consistent with past
practices and (B) the restructuring charges antkvaffifs in the third and fourth quarters of 1998altbsed in the press releases attached heret
or in any other public documents, nor does the GANROR know of or have any reason to expect anyratieterial adverse change in the
GUARANTORS assets, liabilities, properties, bustnes condition, financial or otherwise.

(d) The GUARANTOR is not in default with respectaioy of its existing indebtedness, except as dpatiif disclosed on Schedule 5(d)
attached hereto, and the making and performanttesoGUARANTY will not (immediately, with the pasga of time, the giving of natices,
both), (i) violate the charter or by-laws of the SRIANTOR, (ii) violate any laws, (iii) result in aeflault under material any contract,
agreement, or instrument to which the GUARANTOR jzarty or by which the GUARANTOR or its propersytiound, or (iv) result in the
creation or imposition of any security interestanjien or encumbrance upon, any of the assetseoEUARANTOR. No approval, consent,
order, authorization or license by, or giving netto, or taking any other action with respect ty, governmental or regulatory authority or
agency is required for the execution and deliveryhe GUARANTOR of this GUARANTY or for the perforance by the GUARANTOR of
any of the agreements and obligations hereunder.

(e) The GUARANTOR has the power and legal authddtgnter into and perform this GUARANTY, to indhe OBLIGATIONS, and to
perform, observe and comply with all of the GUARABIRS agreements and obligations hereunder. The GUIMIRIR has taken all
corporate action necessary to authorize the exatudelivery, and performance of this GUARANTY.

(H This GUARANTY, when delivered, will be validjiding, and enforceable in accordance with its s&erm

(9) The incurring or satisfaction of the OBLIGATI@\has not left and will not leave the GUARANTORdh&nt, with an unreasonably
small capital, or unable to pay existing or futdebts as they mature.

Section 6. Reporting Requirements. The GUARANTOR®Isfubmit the following items to the LENDE!



(a) As soon as available and in any event withtg (60) calendar days after the end of each ofitisethree fiscal quarters of each fiscal year
of the GUARANTOR, the GUARANTOR shall submit to thENDER its quarterly report on Form 10-Q, certfiey an officer of the
GUARANTOR familiar with the financial operations tife GUARANTOR (subject to year-end adjustments).

(b) As soon as available and in any event withia bandred thirty
(130) calendar days after the end of each fiscal gethe GUARANTOR, the GUARANTOR shall submitttee LENDER its annual report
on Form 10-K.

(c) All financial statements shall be in reasonat@tail, including all supporting schedules and omnts necessary to verify or confirm
entries in the financial statements. All finanatdtements shall be prepared in accordance withAGRAAs used in this GUARANTY, the
term G.A.A.P means, with respect to any date aérdeihation, generally accepted accounting prinsiple used by the Financial Accounting
Standards Board and/or the American Institute ofif@mate Public Accountants, consistently applad maintained throughout the periods
indicated. The costs of supplying the financiatesteents shall be paid by the GUARANTOR.

Section 7. Lender Need Not Pursue Other Rights.LHMDER shall be under no obligation to pursue afthe LENDERS rights and
remedies against any BORROWER or any of the colihtd any BORROWER securing the obligations of B@RROWERS (or any of
them) to the LENDER or against any other guaraot@ny collateral of any other guarantor beforespimg the LENDERS rights and
remedies against the GUARANTOR.

Section 8. Certain Rights Of Lender. The GUARANTB#eby assents to any and all terms and agreeipefmisen the LENDER and the
BORROWERS (or any of them) or between the LENDER amy other guarantor, and all amendments and matidns thereof, whether
presently existing or hereafter made and whethedrasrin writing. The LENDER may, without comprornmig, impairing, diminishing, or in
any way releasing the GUARANTOR from the OBLIGATISNind without notifying or obtaining the prior appal of the GUARANTOR,

at any time or from time to time:

(a) waive or excuse a default by the BORROWERSfgrof them) or any other guarantor, or delay édkercise by the LENDER of any or
all of the LENDERS rights or remedies with respgecsuch default or defaults; (b) grant extensidrtinoe for payment or performance by the
BORROWERS or any other guarantor; (c) release tdutes exchange, surrender, or add collaterahgfBORROWER or of any other
guarantor, or waive, release, or subordinate, inlevbr in part, any lien or security interest hieydthe LENDER on any real or personal
property securing payment or performance, in wioli part, of the obligations of the BORROWERS day of them) to the LENDER or of
any other guarantor; (d) release the BORROWERS&r{grof them) or any other guarantor; (e) apply payts made by the BORROWERS or
by any other guarantor to any sums owed by the BORERS to the LENDER, in any order or manner, cang specific account or
accounts, as the LENDER may elect; and (f) modifignge, renew, extend, or amend in any respetENOERS agreement with the
BORROWERS (or any of them) or any other guararogny document, instrument, or writing embodyingedlecting the same, including
without limitation modifications which increase tamount of the obligations of the BORROWERS untertOAN DOCUMENTS or

extend the maturity of the obligations of the BORRBRS under the LOAN DOCUMENTS.

Section 9. Waivers By Guarantor. The GUARANTOR weaiv(a) any and all notices whatsoever with resjoetttis GUARANTY or with
respect to any of the obligations of the BORROWHE®&Sany of them) to the LENDER, including, but fiatited to, notice of (i) the
LENDERS acceptance hereof or the LENDERS intertiagict, or the LENDERS action, in reliance herdonthe present existence or futt
incurring of any of the obligations of the BORROWEKor any of them) to the LENDER or any terms opants thereof or any change
therein,

(iii) any default by the BORROWERS (or any of theon)any surety, pledgor, grantor of security, gotwaor any person who has guarantied
or secured in whole or in part the obligationsief BORROWERS (or any of them) to the LENDER, amiltfie obtaining or release of any
guaranty or surety agreement, pledge, assignmeather security for any of the obligations of B®® RROWERS (or any of them) to the
LENDER,; (b) presentment and demand for paymentgfsam due from the BORROWERS (or any of them)myr @ther guarantor and
protest of nonpayment; (c) demand for performancthb BORROWERS (or any of them) or any other goiana and (d) any and all
defenses based on suretyship or impairment oftecdia

Section 10. Unenforceability Of Obligations Of Bmsrers. This GUARANTY shall be valid, binding, andferceable even if the obligations
of the BORROWERS to the LENDER which are guarantieceby are now or hereafter become invalid or foreaable for any reason.

Section 11. No Conditions Precedent. This GUARANSRI be effective and enforceable immediately up®execution. The
GUARANTOR acknowledges that no unsatisfied condgiprecedent to the effectiveness and enforceabflithis GUARANTY exist as of
the date of its execution and that the effectiversasl enforceability of this GUARANTY is not in ampy conditioned or contingent upon
any event, occurrence, or happening, or upon angition existing or coming into existence eithefdve or after the execution of this
GUARANTY.

Section 12. No Duty To Disclose. The LENDER shalé no present or future duty or obligation to digr or to disclose to the
GUARANTOR any information, financial or otherwissyncerning any BORROWER, any other guarantor, grcatiateral securing either
the obligations of any BORROWER to the LENDER oraf/ other person who may have guarantied in wiiole part the obligations of the
BORROWERS to the LENDER. The GUARANTOR waives aigyt to claim or assert any such duty or obligatiorthe part of the
LENDER. The GUARANTOR agrees to obtain all inforinatwhich the GUARANTOR considers either approgiat relevant to this
GUARANTY from sources other than the LENDER andézome and remain at all times current and contisiyaapprised of all informatic
concerning the BORROWERS, other guarantors, anctaltgteral which is material and relevant to thdéigations of the GUARANTOR
under this GUARANTY



Section 13. Existing Or Future Guaranties. The etien of this GUARANTY shall not discharge, termiaar in any way impair or adverst
affect the validity or enforceability of any othgmaranty given by the GUARANTOR to the LENDER. Téhescution and delivery by the
GUARANTOR of any future guaranty for the benefittbé LENDER shall not discharge, terminate, orrig way impair or adversely affect
the validity or enforceability of this GUARANTY. Abuaranties provided by the GUARANTOR to the LEN®ERre intended to be
cumulative and shall remain in full force and effealess and until discharged and terminated inm@@nce with any expressly stated
termination provisions set forth therein.

Section 14. Cumulative Liability. The liability éfie GUARANTOR under this GUARANTY shall be cumulegito, and not in lieu of, the
GUARANTORS liability under any other LOAN DOCUMENGr in any capacity other than as GUARANTOR hereunde

Section 15. Obligations Are Unconditional. The paytand performance of the OBLIGATIONS shall bedhsolute and unconditional duty
and obligation of the GUARANTOR, and shall be inelegent of any defense or any rights of setoff, upatent or counterclaim which the
GUARANTOR might otherwise have against the LENDEBRJ the GUARANTOR shall pay and perform these OBATBONS, free of any
deductions and without abatement, diminution coféetUntil such time as the OBLIGATIONS have beeiiyf paid and performed, the
GUARANTOR: (a) shall not suspend or discontinue payments provided for herein; (b) shall perforrd abserve all of the covenants and
agreements contained in this GUARANTY; and (c) khal terminate or attempt to terminate this GUARRNfor any reason. No delay by
the LENDER in making demand on the GUARANTOR faiifaction of the OBLIGATIONS shall prejudice orémy way impair the
LENDERS ability to enforce this GUARANTY.

Section 16. Defenses Against Borrowers. The GUARGIRTwaives any right to assert against the LENDERd®iense (whether legal or
equitable), claim, counterclaim, or right of setoffrecoupment which the GUARANTOR may now or h&srehave against the
BORROWERS (or any of them) or any other guarantor.

Section 17. Events Authorizing Acceleration Of Tieligations. The occurrence of any of the follow{egch an EVENT OF DEFAULT)
shall entitle the LENDER, without notice or dematwlaccelerate and call due the OBLIGATIONS, efehe LENDER has not accelerated
and called due the sums owed to the LENDER by BRBOWERS: (a) the commencement by any of the BORER®/or the
GUARANTOR of a voluntary case or proceeding under fderal or state bankruptcy, insolvency or samidw; (b) the commencement of
an involuntary case or proceeding against any@BORROWERS or the GUARANTOR under any federaltatesbankruptcy, insolvency,
or similar law, and either (i) such case or progegds not dismissed within ninety (90) calendayslafter commencement, or (ii) an order for
relief is entered in such case; (c) the appointméatreceiver, assignee, custodian, trustee dfagiofficial under any federal or state
insolvency or creditors rights law for any propesfyany BORROWER or the GUARANTOR; (d) the GUARANRGhall suffer final
judgments for the payment of money aggregatingaess of Two Hundred Fifty Thousand Dollars ($280)0and shall not discharge t
same within a period of thirty (30) days unless)gieg further proceedings, execution has not beemeenced or if commenced has been
effectively stayed; (e) the occurrence of any EVEDR DEFAULT as such term is defined in the LOAN ABRMENT; (f) a failure of the
GUARANTOR to perform any covenant or agreement &@ioieid in this GUARANTY or in any other agreementieen the GUARANTOR
and the LENDER; (g) any representation or warram&gle in this GUARANTY or in any report or financ&atement furnished in connection
with this GUARANTY, shall prove to have been fatgemisleading when made; (h) the LENDER in the gfath reasonable exercise of the
LENDERS discretion determines that a material esivehange has occurred in the financial conditith@ GUARANTOR; (i) the

liquidation or dissolution of any of the BORROWERSof the GUARANTOR,; or (j) a failure of the GUARATOR to satisfy any of the
obligations of the GUARANTOR to the LENDER with pest to any loan or extension of credit by the LENDto the GUARANTOR or
under any other guaranty given by the GUARANTORh® LENDER.

Section 18. Expenses Of Collection And Attorneyss=&hould this GUARANTY be referred to an attorfaycollection, the
GUARANTOR shall pay all of the holders reasonalists, fees and expenses resulting from such réfarciuding reasonable attorneys
fees, which the holder may incur, even thoughlsait not been filed.

Section 19. Interest Rate After Judgment. If judghig entered against the GUARANTOR on this GUARANThe amount of the judgment
entered (which, unless applicable law specificpigvides to the contrary, and subject to the litiates set forth in Section 2 hereof, includes
all principal, prejudgment interest, late chargeepayment charges if any are provided for, cabectxpenses, attorneys fees, and court
costs) shall bear interest at the highest rate défault authorized by the LOAN DOCUMENTS as df thate of entry of the judgment to the
extent permitted by applicable law. In the event statute or rule of court specifies the rate ¢diiest which a judgment on this GUARANTY
may bear or the amount on which such interestmatg apply and such rate or amount is less tharctiked for in the preceding sentence
absent a restriction under applicable law, the GBAROR agrees to pay to the order of the LENDER awoant as will equal the interest
computed at the highest rate after default provideih the LOAN DOCUMENTS which would be due oretfudgment amount (which, for
this purpose, but subject to the limitations sethfin Section 2 hereof, shall be considered ttuhe all principal, prejudgment interest, late
charges, prepayment charges if any are providedddection expense fees, attorneys fees, and costs) less the interest due on the am
of the judgment which bears judgment interest.

Section 20. Enforcement During Bankruptcy. Enforeatrof this GUARANTY shall not be stayed or in amgy delayed as a result of the
filing of a petition under the United States Bankay Code, as amended, by or against any or &iledBORROWERS. Should the LENDER
be required to obtain an order of the United StBeskruptcy Court to begin enforcement of this GUMNR'Y after the filing of a petition

under the United States Bankruptcy Code, as amehgeant against any or all of the BORROWERS, theARANTOR hereby consents to
this relief and agrees to file or cause to be fdtcdppropriate pleadings to evidence and effeetaach consent and to enable the LENDER to
obtain the relief requeste



Section 21. Remedies Cumulative. All of the LENDERfBits and remedies shall be cumulative and aihyréaof the LENDER to exercise
any right hereunder shall not be construed as wewaf the right to exercise the same or any otight at any time, and from time to time,
thereafter.

Section 22. Continuing Guaranty. This GUARANTY isa@ntinuing guaranty of all existing and futureightions of the BORROWERS (or
any of them) to the LENDER arising out of, relatedas a result of, or in connection with the LOANe LETTERS OF CREDIT, the
CREDIT FACILITY, the LOAN AGREEMENT, or any of theeansactions contemplated by the LOAN DOCUMENTScépt as provided in
Section 2 hereof, this GUARANTY may not be termathby the GUARANTOR until after the terminationtbé LOAN DOCUMENTS, in
accordance with the provisions thereof, and thermant (which payment shall not be subject to chgkeor contest) in full of all of the
OBLIGATIONS and all of the BORROWERS obligationsddiabilities to the LENDER under the LOAN DOCUMEIST

Section 23. Reinstatement. If at any time any paynoe portion thereof, made by, or for the accaafnany BORROWER or the
GUARANTOR on account of any of the obligations diadiilities under any of the LOAN DOCUMENTS is setide by any court or trustee
having jurisdiction as a voidable preference, auftulent conveyance or must otherwise be restaregturned by the LENDER to a
BORROWER or any other person or entity under asglirency, bankruptcy or other federal and/or dtates or as a result of any dissoluti
liquidation or reorganization of any BORROWER oy aither person or entity, or for any other reasbhe, GUARANTOR hereby agrees that
this GUARANTY shall continue and remain in full tmr and effect or be reinstated, as the case malltas though such payment(s) had not
been made.

Section 24. Rights Of Subrogation, Etc. In the ¢veea GUARANTOR pays any sum to or for the benefithe LENDER pursuant to this
GUARANTY, the GUARANTOR may not enforce any rigttamntribution, indemnification, exoneration, reioveement, subrogation or
other right or remedy against any BORROWER, angiotfuarantor, or any collateral, whether real, g or mixed, securing the
obligations of any BORROWER to the LENDER or thédigdttions of any other guarantor to the LENDER Lsitich time as the LENDER h
been paid in full and has no further claim agaamst of the BORROWERS, any other guarantor, or artateral. The GUARANTOR waives
and releases any claim which the GUARANTOR hereafi@y have against the LENDER if some action oftB&IDER, whether intentional
or negligent, impairs, destroys, or in any way adely affects any right of contribution, indemnéton, exoneration, reimbursement,
subrogation, or the like which the GUARANTOR mayéaipon the payment of any sum to or for the béoéthe LENDER pursuant to th
GUARANTY.

Section 25. Subordination Of Certain Indebtedndéske GUARANTOR advances any sums to any BORROWIERSs successors or assigns,
or if any BORROWER or its successors or assignd saeeafter become indebted to the GUARANTOR, ssietms and indebtedness shal
subordinate in all respects to the amounts theheyeafter due and owing to the LENDER by such BORFER.

Section 26. Renewals, Etc. This GUARANTY shall gppl all sums now or hereafter owed by any of tIRIROWERS to the LENDER al
to all extensions, modifications, amendments, ratgvsubstitutions, and refinancings thereof.

Section 27. Choice Of Law. The laws of the Statdledv York (excluding, however, conflict of law pciples) shall govern and be applied to
determine all issues relating to this GUARANTY ahd rights and obligations of the parties heretoluiding the validity, construction,
interpretation, and enforceability of this GUARANTad its various provisions and the consequenagegial effect of all transactions and
events which resulted in the issuance of this GUARX or which occurred or were to occur as a dimrdndirect result of this GUARANT
having been executed.

Section 28. Consent To Jurisdiction; Agreement A3/€nue. The GUARANTOR irrevocably consents toriba-exclusive jurisdiction of

the courts of the State of Maryland and the Statéesv York and of the United States District Cofant the District of Maryland and for the
Southern District of New York, if a basis for fedejurisdiction exists. The GUARANTOR agrees thahue shall be proper in any circuit
court of the State of Maryland or the State of Néavk selected by the LENDER or in the United Stddéstrict Court for the District of
Maryland or for the Southern District of New Yoflkai basis for federal jurisdiction exists and waiagy right to object to the maintenance of
a suit in any of the state or federal courts ofSkete of Maryland or the State of New York onasis of improper venue or of inconvenie

of forum.

Section 29. Proofs Of Sums Due On Guaranty. Inaantipn or proceeding brought by the LENDER to azilthe sums owed on this
GUARANTY, a certificate signed by an officer of thENDER setting forth the unpaid balances of pipati and any accrued interest, defi
interest, attorneys fees, and late charges owddresipect hereto shall be presumed correct anttshatimissible in evidence for the purp
of establishing the truth of what it asserts. # B®UARANTOR wishes to contest the accuracy of igeré set forth in any such certificate,
GUARANTOR shall have the burden of proving that tleetificate is inaccurate or incorrect.

Section 30. Actions Against Lender. Any action lgouby the GUARANTOR against the LENDER which iséd, directly or indirectly, on
this GUARANTY or any matter in or related to thi®¥GBRANTY, including but not limited to the obligatis of the BORROWERS to the
LENDER, the administration, collection, or enforeamhthereof, shall be brought only in the courtshef State of New York or, if LENDER
has instituted action against the GUARANTOR in soetrt, the State of Maryland. The GUARANTOR agréwed any forum other than the
State of Maryland or the State of New York is atoimvenient forum and that a suit brought by the ®RANTOR against the LENDER in a
court of any state other than the State of New Marrthe State of Maryland should be forthwith disseid or transferred to a court located in
the State of New York or, if the LENDER has ind&i action against the GUARANTOR in such state Stade of Maryland, by that court.

Section 31. Invalidity Of Any Part. If any provisi@r part of any provision of this GUARANTY shatirfany reason be held invalid, illegal,
or unenforceable in any respect, such invaliditggality, or unenforceability shall not affect aather provisions or the remaining part of «



effective provisions of this GUARANTY, and this GBRANTY shall be construed as if such invalid, illegax unenforceable provision or
part thereof had never been contained herein, fiytto the extent of its invalidity, illegality, armenforceability.

Section 32. Amendment Or Waiver. This GUARANTY mayamended only by a writing duly executed by thlARANTOR and the
LENDER. No waiver by the LENDER of any of the preiains of this GUARANTY or any of the rights or redies of the LENDER with
respect hereto shall be considered effective areaéble unless in writing.

Section 33. Notices. Any notice required or permitby or in connection with this GUARANTY shall ewriting and shall be made by
facsimile (confirmed on the date the facsimileaatsdhy one of the other methods of giving noticeviated for in this Section) or by hand
delivery, by Federal Express, or other similar oignt delivery service, or by certified mail, unirested delivery, return receipt requested,
postage prepaid, addressed to the LENDER or the RAMTOR at the appropriate address set forth below such other address as may be
hereafter specified by written notice by the LEND&Rhe GUARANTOR. Notice shall be considered giasrof the date of the facsimile or
the hand delivery, one (1) calendar day after éejivo Federal Express or similar overnight delpnsgrvice, or three (3) calendar days after
the date of mailing, independent of the date afi@adelivery or whether delivery is ever in factdeaas the case may be, provided the giver
of notice can establish the fact that notice wasmias provided herein. If notice is tendered pamsto the provisions of this Section and is
refused by the intended recipient thereof, theceotievertheless, shall be considered to havedieen and shall be effective as of the date
herein provided.

If to the LENDER:
NATIONAL BANK OF CANADA
125 West 55th Street
New York, New York 10019

And

c/o NATIONAL BANK OF CANADA
401 E. Pratt Street, Suite 631
Baltimore, Maryland 21202

Attn: Robert A. Incorvati, Vice President Facsimi|é¢10) 837-8359
If to the GUARANTOR:

GP STRATEGIES CORPORATION 9 West 57th Street NewkYdlew York 10019 Attn.: Andrea D. Kantor, Viced3ident and Corporate
Counsel Fax No.:
(212) 230-9545

Section 34. Binding Nature. This GUARANTY shall reuo the benefit of and be enforceable by the LEREand the LENDER successors
and assigns and any other person to whom the LENBE§Rgrant an interest in the obligations of theFBRDWERS to the LENDER, and
shall be binding upon and enforceable against tHARRANTOR and the GUARANTORS successors, and assigns

Section 35. Assignability. This GUARANTY or an inést therein may be assigned by the LENDER, omyyadher holder, at any time or
from time to time, without any prior notice to arnsent from the GUARANTOR.

Section 36. Final Agreement. This GUARANTY contaihe final and entire agreement between the LENBE&Rthe GUARANTOR with
respect to the guaranty by the GUARANTOR of the BRORVERS obligations to the LENDER. There are no sapaoral or written
understandings between the LENDER and the GUARANTMXR respect thereto.

Section 37. Tense, Gender, Defined Terms, Captimsised herein, the plural includes the singalad the singular includes the plural. The
use of any gender applies to any other gendedé&ihed terms are completely capitalized throughloist GUARANTY. All captions are for
the purpose of convenience only.

Section 38. Seal And Effective Date. This GUARANTBYan instrument executed under seal and is tmbsidered effective and enforceable
as of the date set forth on the first page heirdgpendent of the date of actual execution.

Section 39. Waiver Of Trial By Jury. The GUARANTGIRd the LENDER, by their execution and acceptarespectively, of this
GUARANTY, agree that any suit, action, or proceegglwhether claim or counterclaim, brought or ingdtl by either party hereto or any
successor or assign of any party on or with resjpeittis GUARANTY or which in any way relates, ditly or indirectly, to this
GUARANTY or any event, transaction, or occurrengsiag out of or in any way connected with this GRIANTY, or the dealings of the
parties with respect thereto, shall be tried oghalzourt and not by a jury.

EACH PARTY HEREBY EXPRESSLY WAIVES ANY RIGHT TO ARIAL BY JURY IN ANY SUCH SUIT, ACTION, OR
PROCEEDING



[Signatures Begin On Next Page] IN WITNESS WHERE®IE, GUARANTOR has executed this GUARANTY with sgecific intention of
creating a document under seal.

ATTEST/WITNESS: GUARANTOR:

GP STRATEGIES CORPORATION

By: (SEAL)
Name:
Title:
ACKNOWLEDGMENT
STATE OF , CITY/COUNTY OF , TOWIT: | HEREBY CERTIFY that on this day of
March, 2000, before me, the undersigned NotaryiPwolblithe aforesaid jurisdiction, personally apear , and
acknowledged himself/herself to be the of GP STRATEGIES CORPORATION, aaf@ale corporation, ai

that he/she, as such, being authorized so to ézugad the foregoing instrument for the purposereih contained by signing the name of GP
STRATEGIES CORPORATION, by himself/herself as .

IN WITNESS MY Hand and Notarial Seal.

(SEAL)

NOTARY PUBLIC
My Commission Expires:




Exhibit 10.6
SUBSCRIPTION AND SHAREHOLDERS AGREEMENT
by and among

AVANTIUM B.V.
(to be renamed AVANTIUM INTERNATIONAL B.V.)

(as the Company)

B.V. LICHT EN KRACHT MAATSCHAPPIJ
(as the Chemical Shareholder)

SMITHKLINE BEECHAM PLC
S.R. ONE, LIMITED
(as the Pharmaceutical Shareholders)

GSE SYSTEMS, INC.
(as the Informatics Shareholder)

DELFT UNIVERSITY OF TECHNOLOGY
UNIVERSITY OF TWENTE
EINDHOVEN UNIVERSITY OF TECHNOLOGY

(as the University Shareholders)

THE GENERICS GROUP LIMITED
ALPINVEST HOLDING NV
(as the Financial Shareholders)

Dated as of February 24, 2000

CARON & STEVENS/BAKER & McKENZIE
Leidseplein 29
1017 PS Amsterdam
The Netherlands

The shares in the share capital of Avantium B.¥ b renamed Avantium International B.V.) to beeodfl and purchased pursuant to this
Agreement are to be offered, sold, transferredetiveired in or from the Netherlands as part ofrth@tial distribution only to individuals or
legal entities who or which trade or invest in g@@s in the conduct of business or a professisach as banks, brokers, dealers, institutional
investors and multinationals with a treasury departt - in accordance with Article 2 of the Netheda Exemption Regulation to the Act on
the Supervision on Securities Transactions 1995ij%llingsregeling Wet toezicht effectenverke®4%").

("Vrijstellingsregeling Wet toezicht effectenverke95").
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THIS SUBSCRIPTION AND SHAREHOLDERS AGR
made and entered into on this 24th day

among:

1. AVANTIUM B.V. (the Company), a pr
liability, with its registered address

2596 HR The Hague, The Netherlands
INTERNATIONAL B.V.)

2. B.V. LICHT EN KRACHT MAATSCHAPPIJ "She
limited liability, with its registe
Bylandtlaan 30, 2596 HR The Hague, The Ne

3. SMITHKLINE BEECHAM PLC ("SmithKline"
registered address at New Horizons Cour
9EP, United Kingdom;

4. S.R. ONE, LIMITED ("SRO"), a pr
liability, with its registered address a
Harbor Drive, Suite 250, West Conshohocke

America;

5. GSE SYSTEMS, INC. ("GSE"), a Delawa
registered address at 9189 Red Branch Roa
United States of America,

6. DELFT UNIVERSITY OF TECHNOLOGY ("Delf
registered address at Julianalaan 134, 26

7. UNIVERSITY OF TWENTE (“Twente"), a uni
address at Drienerlaan 5, 7522 NB Ensched

8. EINDHOVEN UNIVERSITY OF TECHNOLOGY
with its registered address at Den D
Eindhoven, The Netherlands;

9. THE GENERICS GROUP LIMITED ("Generic
limited liability, with its registered

Harston,

Cambridge CB2 5NH, United Kingdo

10. ALPINVEST HOLDING NV ("Alpinvest"),
liability, with its registered addres

Naarden-

Vesting, The Netherlands;
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ivate company with limited
at Carel van Bylandtlaan 30,
(to be renamed AVANTIUM

I"), a private company with
red address at Carel van
therlands;

), a public company with its
t, Brentford, Middlesex TW8

ivate company with limited
t Four Tower Bridge, 200 Barr
n, PA 19428, United States of

re public company, with its
d, Columbia, Maryland 21045,
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28 BL Delft, The Netherlands
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e, The Netherlands;

("Eindhoven"), a university,
olech 2, HG 1.03, 5612 AZ

s"), aprivate company with
address at Harston Mill,
m; and

a public company with limited
s at Gooimeer 3, 1411 DC

each of the parties to this Agreement a "Party" @itkctively the Parties; Party 2 the "Chemicahf&nolder";
Parties 3 and 4 collectively the "Pharmaceuticar8holders”; Party 5 the "Informatics Shareholder";

Parties 2 through 5 collectively the "Industry Saniders”; Parties 6 through 8 collectively the Rdnsity Shareholders”; Parties 9 and 10

collectively the "Financial Shareholders"; and Rar® through 10 collectively the "Shareholde



WHEREAS:

A. The Company is incorporated by Shell ( the "mpawator”) on January 28, 2000, in order to devdiigh-speed experimentation and
simulation technologies, also referred to as HSE, &or application in new product and process dgwakent in the pharmaceutical,
petrochemical and fine chemical, bio technology polymers industries (the "Business").

B. The Company has or will have, as soon as passiitér the Completion Date, incorporated as ieyajing company Avantium
Technologies B.V., a directly wholly-owned subsiglia

C. The Shareholders have agreed to subscribe fmesln the Company on the terms and conditiotisi®fAgreement so that the Business
can be established.

D. The Company has delivered to the Shareholdbrsimess plan (the Business Plan), a copy of wikialtached hereto as Schedule 1.

E. Each of the Shareholders has conducted and satilsfaction finalized its own independent duigeince investigation as to the viability of
the Business Plan.

F. A due diligence investigation as to the viapibf the Business Plan, including but not limitedtie Intellectual Property Rights (as
hereinafter defined) and Tangibles (as hereinafdined), has been completed and the results alubeliligence exercise are satisfactory to
the Shareholders in their sole and absolute discret

G. A copy of the Business Plan has been submittéioiet Securities Supervision Board (Stichting TolezEffectenverke) of the Netherlands
pursuant to article 2 of the Exemption Regulatimthie Act on the Supervision of the Securities €rAdt 1995

(Vrijstellingsregeling Wet Toezicht Effectenverked95)

H. The Parties hereto wish to have their mutuatrehs and their respective rights and obligationgspect of their investment and their
resulting shareholdings in the Company to be gaeby the provisions of this Agreement and theladiof association of the Company.

DECLARED TO HAVE AGREED AS FOLLOWS
Article 1. Definitions and Interpretation

1.1In this Agreement and all of its schedules (imarfter individually referred to as a ("Schedulald exhibits (hereinafter individually
referred to as an (Exhibit), the following capitaldl words shall have the meaning referred to irptbeisions indicated below:

2o == 141 o Ot introduction
AlPINVESE...coiiiiiiii e e introduction
AMtiCIES. ..o e Article 2.1
BOArd....ccoovviiiiiiiiie e e Article 2.3
Board of Managing Directors...............cc....... . ...Article 2.3
Business Plan................. . e —— recital D
Business PrinCiples.......cccoocveeiviienenneees e Article 5.3
BUSINESS...ooviiiiieiiiiiiicieveeeeeeee e recital A
CaSh.u s Article 3.1
Chemical Shareholder...........cccccovvvvvcicveeees. introduction
CommoN Shares......ccoovviviveiiiieeeeeeeeeeeeeeee e, Article 2.2
COMPANY..ccoiiiicieeee e e, introduction
Completion....cooeeeei e s Article 5.1
Completion Date.......ccoceevviiieeeiicieeeeeee e Article 5.1
ConditioNS. ..o, ...Article 4.1
Deed of AdherencCe.....ccueveeeeeeiiiiiiiciiceeee e Article 8.3
Delfteeiiiiiee e ..introduction
Documentation......ccccccveeeeevviiiiiciieeee e Article 5.3
EiNdhOVEN.....coooviiiiiiiiiiieeeee s introduction
EXNiDit..cooiieiiiiii e, Article 1.1
Financial Shareholders........cccccoceveeeeees s introduction
Foundation.......ccccoovvvviiiiiciiiiices e Article 7.2
GENEIICS.....cceeeeeeeiiieeee e introduction
GMS....e s Article 7.1
GSE.. oo e, introduction
Incidental Shares.........cccooovvvvvcvvveeeees e Article 12.2
INCOIPOratOr.....ovvveeiiiiie e s recital A
Industry Shareholders.........cccooovvevvveeeeee. L ..introduction
Informatics Shareholder.......ccccccocceveeeee. s introduction
Intellectual Property Rights.......ccccococceeeeee. Article 3.1
IPO e s Article 12.1
Negotiator.....cccovviiiiiiiiiie e e Article 13.2
Notarial Deed........covvvvvvviiiiiiiienees e Article 3.5

PartieS. . s introduction



Party. .o e introduction

Pharmaceutical Shareholders..........ccccoveeeeeee. s introduction
Preferred Proceeds.........ccccovvvvvvvveeeeees e Article 9.1
Preferred Shares........ccooovvvvvveveeeeeeceeees e Article 2.2
Registration Shares.......cccccevveevvcceenes e Article 12.1
Schedule......ccooviviiiiiiiee e Article 1.1
SNAreS...ciiiiiiii e s Article 2.2
Shareholders.....ccoovvvveeeeieeieiiiiiiiiiicceeeee e, introduction
Shelloeoiiiiiiii e e, introduction
SMIthKIINE..covviiiviiiii s introduction
SRO e e, introduction
Stock Option Plan.......ccccovvvieiiiicieee e Article 7.1
Supervisory Board.......ccccccvviiiiiinicieeees e Article 2.3
Tangibles....ovvvv e, Article 3.1
Technology Transfer Agreements.......ccccccceeeeee. i, Article 8.1
TWENE ...t e, introduction
University Shareholders.........ccccoooeeeeveeeeee introduction

1.2The recitals, the exhibits and the scheduléiscAgreement form an integral part of this Agresmmand any reference to this Agreement
includes such recitals, exhibits and schedulethinAgreement, reference to a recital, articldileix or schedule is a reference to a recital,
article of, or exhibit or schedule to this Agreememless the context requires otherwise.

1.3In this Agreement, unless the context indicathsrwise, references to the singular shall inciederences to the plural and vice versa and
references to any pronoun shall include the coarding masculine, female or neuter, and referetepsrsons shall include bodies and
corporate and unincorporated associations of person

1.4In this Agreement a reference to a particulaeagent, enactment, regulation or other documesik lsk construed as a reference to such
agreement, enactment, regulation or documentraayitfrom time to time be binding, enforceable ofarce, as such agreement, enactment,
regulation or document may be novated, assigneehaeted (with or without modification), restatednsolidated, amended or supplemented
from time to time hereafter.

1.5In this Agreement a reference to a companylwrdegal entity shall be construed so as to irelkudy legal entity or entities into which
such company may during the continuance of thissAgrent be merged by means of a statutory mergetoowhich it may be split up or
demerged.

1.6In this Agreement headings are inserted for enience only and shall not affect the constructibthis Agreement.
Article 2. Company' Articles of Association, Shaeesl Corporate Governance

2.1Upon Completion, the Incorporator shall haveiporated the Company as a private limited liapdidmpany ("besloten vennootschap
beperkte aansprakelijkheid" under the laws of tkéhdrlands. The Company' articles of associatisnm@y be amended from time to time,
the "Articles") are substantially in the form ataahed hereto, as Exhibit 1.

2.2The Company's share capital shall be dividegltinb types of shares (collectively the ("Share€))common shares (the "Common
Shares"), each such share having a nominal vale®J& 1 (one Euro); and (ii) preferred shares (feferred Shares"), each such share
having a nominal value of EUR 1 (one Euro).

2.3 The Company shall have a board (the "Boardhsisting of
(i) a board of managing directors ("statutair bastuof the Company (the "Board of Managing Direstd and (ii) a supervisory board (the
"Supervisory Board").

2.4 In addition to the Articles, the members of wpervisory Board shall each serve for a perio2l @ivo) years. Each director may be
reappointed.

2.5 In addition to the Articles, the Board shalpamt the members to the scientific advisory bo&itthermore, any and all transactions to be
entered into between the Company and any of itseBléders require the prior written approval of Baard

2.6 In addition to the Articles, Shareholders wioondt have an employee directly nominated as a rewftthe Supervisory Board have
observation rights to the Supervisory Board. 2.@Hegroup of Shareholders is required to nominatgesupervisory director ("commissaris")
of the Company. All Shareholders shall vote thearss to ensure that the nominees so nominateuehyifferent groups of Shareholders s
be appointed accordingly.

Article 3. Issue and Subscription

3.1The Incorporator agrees to procure that the Gowyssues to each Shareholder appearing in coluafrSchedule 2 the number of
Preferred Shares and Common Shares as set foitisatheat Shareholders name in respectively colugfsnd 4(i) of Schedule 2



consideration for the payment by such Shareholfifreoamount in cash ("Cash"), and/or intellecpralperty rights ("Intellectual Property
Rights") and/or tangibles in kind ("Tangibles")s&t forth against its name in respectively colu®ii)s 5(ii) and 5(iv) of Schedule 2 and at
such time as set forth against its name in resgagtcolumns 5(i), 5(ii) and 5(iv) of Schedule 2ppided, however, that such issue occurs
within two (2) months after the date of this Agreamh To that effect, the Incorporator shall atdlage hereof execute a shareholders'
resolution, substantially in the form as set fontischedule 3, authorizing the Board of ManagingeBtors to issue such shares. Furthermore,
Schedule 3 sets forth such number of shares agaiobtshare issue price to be issued to such Eitehareholders which the Board is
empowered to issue shares to, such issue referiadSchedule 2 as the "Second Closing".

3.2Each of the Shareholders hereby agree to sbbgorithe same, all subject to the terms and dondibf this Agreement.

3.3Each of the Shareholders subscribing to Prefé3teres pays for a Preferred Share a par valE&/&f1 (one Euro) and a surplus ("agio")
of EUR 9.2167 (nine Euros and twenty-one pointyssdven eurocents).

3.4Each of the Shareholders agrees to procur@tiatto the issue, it shall have made the payrméfitash payable by such Shareholder to
the Company as contribution to the shares to heetsto such Shareholder on each of the dates &weagainst its name in respectively
columns 5(i) and 5(iv) of Schedule 2 into accownnber 54.31.72.201 with ABN AMRO Bank in the naniéStichting Derdengelden
Notariaat Caron & Steven:

(SWIFT-code ABN-ANL 2A).

3.5The shares will be issued to each of the Shidefmpursuant to a notarial deed ("Notarial Deéu'the form as attached hereto as Exhibit
2, which will be executed by one of the civil lawataries of Caron & Stevens / Baker & McKenzie in g¢erdam, The Netherlands.

3.6Each of the Shareholders may for internal pwepd®Id its Shares through an affiliate, wherelmhsshareholder controls such affiliate
whereby "control" means the right or power to dit@ccause the direction of the management andlicigs of such affiliate whether throu
the ownership of securities with the right to vateder or pursuant to any contract or voting areamgnt, or under or pursuant to any statu
sovereign power, or otherwise, provided howevet i obligations under this Agreement shall renvaisted in such Shareholder.

Avrticle 4. Conditions Precedent

4.1The obligations of each of the Parties under Mlgreement are conditional upon the following ddads precedent ("opschortende
voorwaarden") ("Conditions"):

(a) Parties having reached agreement on the Dodatitan(as hereinafter defined in Article 5.3);

(b) all consents and approvals of the ShareholtleesCompany, all government authorities and aititharties that are required under the
laws of the Netherlands in connection with the setions as contemplated by this Agreement beitajraddd and in full force and effect at
Completion Date (as hereinafter defined);

(c) the European Commission having been notifietiapproval or sufficient comfort obtained; and
(d) the payments of Cash pursuant to Article 3vitabeen made.

4.2Unless specifically waived by the Shareholdéemy of the Conditions shall not be fulfilled on before the Completion Date (as
hereinafter defined), this Agreement shall terneraid cease to have any effect (unless such dexéecisded by mutual written agreement
between the Parties), except that the terminatidhi® Agreement does not affect accrued rightsa@sijations of the Parties at the date of
termination including those obligations of confitiatity.

Article 5. Completion

5.1Subject to the provisions of Article 4, competi("Completion") shall take place on February 2200 or at such later date as Parties have
agreed upon (the "Completion Date") at the officE€aron & Stevens / Baker & McKenzie, Leidsepl2$ 1017 PS Amsterdam, The
Netherlands or at such other place as shall beatiytagreed between the Parti

5.2At Completion, all of the following actions shiaé effected:
(a) the Parties shall execute and deliver the Deeuation as hereinafter defined | in Article 5.3;

(b) the Incorporator shall appoint each of (i) @n Maxwell and (ii) Mr. Richard John Artley as anaging director ("statutair bestuurder")
of the Company, and shall accept the resignatidiiroMaarten Geuze, Mr. Piet Hein Dieters and Mn ¥an der Eijk as directors of the
Company;



(c) the Company shall provide a duly executed diaders' resolution, substantially in the form eh&dule 3, authorizing the Board of
Managing Directors to issue the shares, as fugbeforth in Article 3.1;

(d) the Company and each of the Shareholders app#iar before the civil law notary to execute tln¢aNal Deed;

(e) the Shareholders shall appoint each of (i)aarten Geuze, as the nominee of the Chemical Bolaler, (i) Mrs. Elaine V. Jones, as the
nominee of the Pharmaceutical Shareholders, (iii)Bfian K. Southern, as the nominee of the InfdicsaShareholder, (iv) Prof. dr. ir. Day
N. Reinhoudt, as the nominee of the University 8halders, (v) Mr. Stan Vermeulen, as the nomingbef-inancial Shareholders, and (v
nominee of the Board of Managing Directors, aspestisory director (commissari) of the Company;

(f) the Shareholders shall instruct Stichting Deigidden Notariaat Caron & Stevens to transfer theumts of Cash by telephone transfer to
the Companys bank account number 66.83.93.858IN{EhBank in Amsterdam;

(9) the Company shall provide evidence of life iagice cover having been obtained in favor of then@any and on terms reasonably
satisfactory to the Parties, on the life and pdsgiermanent disability of Dr lan Maxwell in the aomt of EUR 500,000 (five hundred
thousand Euros);

(h) the Parties shall do all such further acts exetute all such further documents as shall beoapiate to fully effect the transactions
contemplated in this Agreement.

5.3At Completion, all of the following documentsafitbe executed and/or delivered, or in the cagbeEmployment agreement agreed upon
(collectively, the Documentation):

(a) this Agreement;
(b) the Company's business principles, substapiialihe form as attached hereto as Exhibit 3 (Bess Principles);

(c) the technology transfer agreements (Technologysfer Agreements) between the Company and reggkgcShell International
Chemicals B.V., SmithKline and GSE, substantiallyhie form as attached hereto as respectively ExhiliExhibit 5 and Exhibit 6;

(d) the letter of intent between the Company, Simédrnational Chemicals B.V. and Dr. I.E. Maxwslljbstantially in the form as attached
hereto as Exhibit 7A,;

(e) the employment agreement between the Compahipar.E. Maxwell, substantially in the form asaathed hereto as Exhibit 7B; and
(f) the secondment agreement between the Compah@anerics substantially in the form as attachedtbeas Exhibit 8.
Article 6. Decision Procedure within One Group bB&8&holders

Where each of the different groups of shareholersquired to nominate or appoint a nominee ochigadecision, such nomination or
decision needs to be approved by the shareholeprsgenting at least 51 % (fifty one percent) efubting rights within each such group of
shareholders, unless such group of shareholderadugded an alternative procedure, provided, howehat the general rule as stated above
shall prevail in the event the alternative procediwes not properly result in a nomination or denis

Article 7. Stock Option Plan

7.1As soon as possible after Completion, the Sloddebs will ensure that the Company adopts a sbption plan for the Companys
management, employees and/or advisors (Stock Optam), substantially in the form as attached lbeaistSchedule 4, equal to an amount of
20% (twenty percent) of such number of common shases equal to the sum of the numbers of alkidsund outstanding Preferred Shares
and Common Shares at September 30, 2000. The Satn Plan shall be administered by the Board.rUgeoefinancing round and upon
the recommendation of the Board, the general mgefirshareholders of the Company (GMS) shall take consideration increasing the
number of stock options.

7.2The Shareholders will ensure that under thekS@igation Plan, any shares to be issued in conneetith the exercise of any option gran
under the Stock Option Plan shall be held in thysa Stichting Administratiekantoor (the Foundatidjich for that purpose will be
incorporated, and that the Foundation, for eadh@khares it holds, will issue a depository reoegptificaat van aandeel) to the holder of the
option so exercised, through which depository gdiie relevant individual will hold economic owakip of the relevant share without being
a shareholder of the Company (and without havirigtd to vote).

Article 8. Transfer of Shares

8.1The Shareholders acknowledge and agree thadral8iider may transfer, sell, assign, exchangeharwise dispose of all or any porti



of its shares or any interest therein (each a (i3fiex")only upon and subject to the terms and dardi set forth in the Articles and this
Article 8. Any attempted Transfer that does not phnwith the terms and conditions of this ArticleBd the Articles shall be null and void
(nietig). The Shareholders shall cause the Compaogmply with the requirements of this Article @danot to register any Transfer of shares
unless the provisions of this Article 8 have badlyfcomplied with, provided, however, that theqde of shares in connection with a loan
document entered into by a Shareholder shall nabbsidered a Transfer. Notwithstanding, in thengtieat any such pledge results in a
forfeiture, such lender shall be bound by the teofithis Article 8.

8.2The Shareholders agree that in the event a B#lder wishes to Transfer some or all of its shéwestransferee who is an affiliate (as
defined in article 2:24(b) Netherlands Civil Coadé}he transferor, the other Shareholders shaetieir pre-emptive rights set forth in the
Articles in respect of such Transfer, provided, boer, that:

(a) the transferor shall procure that the shardsassferred will be réransferred to the transferor immediately upon deahsferee (i) ceasir
to be an affiliate of the transferor and/or (iijrigedeclared bankrupt or suspending all paymemtd(ts the provisions of Article 8.3 are
complied with.

The term affiliate with respect to Shell means: NKéninklijke Nederlandsche Petroleum Maatschagpljletherlands company, the Shell
Transport and Trading Company plc, an English cam@ad any company (Parent Company as definedrtadter), which is at the time in
question directly or indirectly affiliated with the two companies or either of them, whereby forpimpose of this definition:(a) a particular
company is directly affiliated with a company ongoanies if the latter holds/hold shares carryingpR€ifty percent) or more of the votes
exercisable at a general meeting (or its equivakgithe particular company; and

(b) a particular company is indirectly affiliatedtiva company or companies (the Parent Companyorganie") if a series of companies can
be specified, beginning with the Parent Compangampanies and ending with a particular companyekded that each company of the
series except the Parent Company or Companiessistigi affiliated with one or more companies eariiethe series.8.3To effect a Transfer, a
transferee of the shares shall execute and debwie non-transferring Shareholders and the Cognpateed of adherence, substantially in
the form as attached hereto as Schedule 5 (DeAdtadrenc) by which the transferee agrees to be@pwety to and be bound by the terms
and conditions of this Agreement, as if such traresf is substituted for the transferring Sharehi@dedo the shares transferred, and the
transferor Shareholder shall discharge all itsgattions with respect to those shares arising poithe date of the Transfer. Upon the
execution and delivery of such instrument and slisbharge, the transferee shall, subject to anlicaybe legal requirements, become a
Shareholder in the place of the transferor asdctiares transferred and shall have all the rightsers, duties and obligations as to the st
transferred by the transferor under this AgreemBm. transferor shall then cease to be a Sharehadd® those shares and shall have no
further rights, powers, duties and obligations urides Agreement in regard to them; provided, hosvethat the transferor shall remain liable
under all of its confidentiality undertakings t@t@ompany and the other Parties under this Agreeaseifithe transferor had continued to
own the shares being transferred with respect toaters arising prior to the date of the Transfer

9.1In the event of any liquidation, dissolutionminding-up of the Company, either voluntary or ihuttary, the holders of the Preferred
Shares, if any, shall rank on a parity with eadteotind be entitled to receive, prior and in pegiee to any distribution of any of the assets of
the Company, whether such assets are capital suvplearnings, to the holders of Common Sharesnimunt paid for the subscription of -
Preferred Shares plus any declared but unpaidetidsl plus 8% (eight percent) interest compoundadally on such shares up to the date
fixed for distribution (as adjusted for any stod¢kidends, combinations, recapitalizations or sitsl the like) (collectively, the Preferred
Proceeds).

9.2In the event the assets and funds that pursodis article should be distributed to the hotdef the Preferred Shares shall be insufficient
to fully pay the Preferred Proceeds, then suchteissel funds shall be distributed ratably amondtiiders of the Preferred Shares in
proportion to the full preferential amount eachtsholder is otherwise entitled to receive.

9.3Any surpluses in assets and funds availabldifribution to the Company's shareholders aftstrithution of the Preferred Proceeds to the
holders of the Preferred Shares, if any, shallis&ilduted among the holders of Common Sharesateobased on the number of Common
Shares held by each holder.

9.4The Parties hereby agree that in case of a me@esolidation, reorganization or sale of alsabstantially all of the Company's assets, all
proceeds of such merger, consolidation, reorganizat sale of all or substantially all of the Caanp's assets will be distributed as if such
proceeds were generated from a liquidation of tam@any in which case the provisions of this Artiglapply mutatis mutandis to such
proceeds.

Article 10. Conversion Right10.1Preferred Shareg beconverted, at any time, into Common Sharascainversion rate of 1:1.

10.2Before any holder of Preferred Shares shadiribiéled to convert the same into Common Shareshtider shall give written notice to the
Company that the holder elects to convert the saime. Company shall, as soon as practicable there&fsue to such holder of Preferred
Shares a notice in writing for the number of Comrtrares to which such holder shall be entitled@®said. Such conversion shall be
deemed to have been made immediately prior tolds® ©f business on the date of such surrendéredPteferred Shares to be converted.

Article 11. Weighted Average Anti-Dilution Adjustmil1.1In the event of an issue of new shares efitteShareholders shall have such
pre-emptive rights as contained in the Articl



11.2The Shareholders agree not to make use ofrtgktrto limit or suspend the pre-emptive right@ny Shareholder in the event of an issue
of new shares.

11.3In the event of any issue of additional Sh&Besnmon or Preferred) in the capital of the Compafitgr Completion for a price per Share
less than EUR 10.2167 (ten Euros and twenty-onet goity-seven eurocents), then the Company sleatiiiiged to issue to the holder of the
Preferred Shares such number of Preferred Sharescfantribution equal to the nominal value of Breferred Shares per Share as is
necessary to achieve a situation in which the grezeShare paid for the aggregate number of Slierasding the newly issued Shares) by
the holder of the Preferred Shares is equal tptive per Share additionally issued multiplied byaetion, the numerator of which shall be
the number of Shares outstanding after the issuain@éditional Shares (excluding the Shares ispuegluant to this Article 11.3) plus the
number of Shares the Preferred Shares would purdhtee investment of such holder of the Prefe@édres would have been made for a
price per Share equal to the price per Share obttages additionally issued to the new sharehadérthe denominator shall be the numbt
Shares outstanding before the issuance of addit®mares and the number of Shares additionall\etbso the new shareholder (and exclu
the Shares issued pursuant to this Article 11.8poked hereto as Schedule 8 is a numerical exaofifie weighted average anti-dilution
adjustment. Each of the Parties hereby irrevocagiges to such issue of Preferred Shares anddperadte in all actions and resolutions
required for the issuance as contemplated by tHislé 11.3.

11.4 The beneficiaries of this Article 11 are thpaeties having joined this Agreement prior to May000. Article 12. Registration Right.

12.At the request of 51% (fifty-one percent) of Bteares, such request to be made with the supptht 8oard and an internationally
recognized underwriter, and for an anticipatedrafteprice to the public exceeding EUR 100,000,0®% hundred million Euros), the
Company will apply for all or part of the Shardse(fRegistration Shares) to be listed on an intennally recognized stock exchange or
internationally recognized automated stock quotesigstem in the European Union or the United Staftésnerica (the IP). Prior to the IPO,
all Preferred Shares shall be converted into Com8tmres. At the IPO, this Agreement shall no lomgarain in effect, but the Stock Option
Plan (as attached hereto as Schedule 4) remaiids val

12.2If, at any time, the Company proposes to regesty shares in the Company for public sale foovtn account or for the account of any
shareholder, the Company shall give the Shareholustice of such proposed registration statemembnUhe written request of the
Shareholders delivered to the Company within 30n®ss days after the receipt of the notice fromG@benpany, which request shall state the
number of shares (the (Incidental Shares) thabtlereholders wish to sell or distribute publiclylanthe registration statement proposed to
be filed by the Company, the Company shall uskbet efforts to register such Incidental Shared tarcause such registration to become and
remain effective for as long as the Company keaph segistration effective as to such other sharks.Shareholders shall be entitled to
deliver a request to register the Incidental Sharése Company with respect to every proposedstetion of shares by the Company. The
Company's managing underwriter shall have the tghimit, in whole or in part, the total numbertbe Incidental Shares to be registered, so
long as such limitation is applied on a pro ratsibavith respect to all other shares proposedqueasted to be registered by other
Shareholders.

12.3The Company shall pay all of the expensesimection with the registration of the Registratiimares or Incidental Shares, including
costs of reorganization of the Company if requigg@paring, printing and filing a registration staent in compliance with any applicable
securities laws, qualifying the offering under sselgurities laws pursuant to which the offeringeiguired to be qualified, accounting and
auditing expenses and reasonable fees and expefismsnsel to each Investor provided, however, ti@iCompany shall not be required to
pay underwriting discounts and commissions appléectibthe Registration Shares and the Incidentalé&h

12.4The Company shall provide each Shareholdersuighomary indemnification in connection with amyesby such Shareholder of share
a public offering pursuant to this Article 12.

Article 13. Drag-along Right

13.1At the request of the holders of at least 5(ify one percent) of the voting rights in the Cpamy and until an IPO has been effected,
each of the Shareholders shall be obliged to sdllteansfer all of their shareholding(s) in the @amy for such price per share, and on such
other terms as are customary, as may be agree@értive Shareholders and any reasonable bondfidearty, who is prepared to buy all
of the shares available for sale.

13.2In the event of such a request, the Sharetso#tell irrevocably appoint a person (the Negotjatto will be authorized to negotiate the
conditions of sale with the third party. Subjecthie conditions of the preceding subparagraph 1BelNegotiator will be deemed authorized
by all Shareholders to negotiate all conditionswiite prospective buyer and conclude the contréahtauch third party on behalf of all
Shareholders.

Article 14. Tag-along Right

In the event a Shareholder wishes to sell anysahiires in the Company to a bona fide third paugh Shareholder shall be obliged to give
the other Shareholders at least 30 days prioremritbtice of his intention to sell. In such an @vube other Shareholder(s) shall have the right
(but not the obligation) to demand from the sell8ttareholder(s) within 15 days of receipt of suctice that the relevant selling Shareholder
also sells the shares held by the other Sharel{s)derthe same price per share and on such @&tmesas are agreed between that selling
Shareholder and the third party. This clause besamé and void at an IPO or after

5 (five) years after Completio



Article 15. Redemption Right

15.1 In the event that the Company has not condwaid PO (or been purchased) 5 (five) years aften@letion, any holder of Preferred
Shares participating in this round of financinglkle its option, have its shares redeemed byCibpany, for the greater of (i) the original
purchase price (subject to price adjustment) plag&ight percent) interest compounded annually physaccrued and unpaid dividends
whether or not declared, or

(i) the fair market value of the shares on anfasmverted into Common Shares basis plus any adauad unpaid dividends. Such amounts
may be paid in 4 (four) equal quarterly paymemghe extent permitted under Netherlands law.

15.2 For a period of 3 (three) years commencintherfifth anniversary of the Completion Date, ndamption right may be exercised to the
extent such exercise of redemption right would ltéeitthe Company having less than 35% (thirty-fpercent) of its balance sheet value as at
the close of the previous tax year.

Article 16. Limitation on Shareholding

Notwithstanding anything provided for in this Agneent and/or the Articles, the Shareholders agraertbither any of the Shareholders
any of the group of Shareholders (the Chemical St@der, the Pharmaceutical Shareholders, ther#tics Shareholder, the University
Shareholders or the Financial Shareholders) skadllowed to have a direct or indirect interesthi@ Company of more than 40% (forty
percent) of the voting rights and that the InduS&ihvareholders shall not be allowed to have a daoertdirect interest in the Company of mi
than 49% (forty-nine percent).

Article 17. Dividends

The Parties agree that the Company shall not makeligtributions to the Shareholders from profitseserves until the net profits after tax
exceed the total capital expenditures and researdidevelopment needs at the minimum level, asgwed in the high growth financial plan
in the Business Plan, for a period of 5 (five) ypeafter the date of this Agreement and if and wherh distributions are approved by the
Supervisory Board.

Article 18. Reportin
The Board of Managing Directors shall:

(a) keep books of account and therein make truecamplete entries of all its dealings and transastiof and in relation to the Business (s
books of account and all other records and docusireidting to the business affairs of the Compédmall §e open to inspection by each of the
Shareholders during normal business hours and(twa} working days prior notice;

(b) provide each member of the Board within 15€6h) days from the end of each calendar monthmwithagement accounts for such mc
in a form acceptable to the Shareholders (suchumtsdo include a balance sheet, a profit anddessunt of the prior month and an estimate
for the coming month);

(c) provide each Shareholder within 30 (thirty) sldnom the end of each quarter with a managemewotrte

(d) provide each Shareholder as soon as the sanavaitable (and in any event within 3 (three) rherdfter the end of each financing year)
with the audited annual accounts of the Companytfat financial year, each such audited accounte taccompanied by an unqualified
declaration (verklarin) of the external auditomasant in article 2:393(5) of the Netherlands C&dlde, or in the case of any future
subsidiaries established outside the Netherlandsngarable unqualified declaration of an exteaualitor in the respective jurisdictions
where any such subsidiary is established;

(e) each year prepare an annual business planualggbno later than 75 (seventy five) days pridhtbeginning of each financial year;

(f) keep each Shareholder fully informed as tatalfinancial and business affairs and in particslaall provide each Shareholder with full
details of any actual or prospective material cleaingsuch affairs as soon as such details aresd@jland

(9) provide each Shareholder within 2 (two) weekreoeipt with copies of all reports and documedrsvn up or designated by the auditor,
including in any case the management letter.

Article 19. Representations and Warranties
Each of the Parties hereto represents and wantiie other Parties that:

(a) each Party is a company, and in the case bf @fathe University Shareholders it is a universibder the laws of the Netherlands, duly
organized and validly existing under the laws sfiiicorporation, and has all requisite corporat@gyaand authority to own its property anc



conduct its business in the manner presently cdeduc

(b) each Party has full power and authority (coap®or otherwise) to enter into, execute, delivier @arry out the terms of this Agreement
to incur the obligations provided for herein, dlich have been duly authorized by all proper aadessary corporate action and are not in
violation of its articles of association or govemidocuments;

(c) except as specifically set forth in this Agresm no consent, authorization or approval ofadjlivith, notice to, or exemption by, any
person or any governmental instrumentality is respito authorize or is required in connection with execution, delivery and performance
of this Agreement, or is required as a conditiothevalidity or enforceability of this Agreement;

(d) this Agreement is its legal and binding obligat enforceable in accordance with its terms, pkas such enforceability may be limited
applicable bankruptcy, insolvency, reorganizatioother similar laws affecting the enforcement @ditors rights generally or by general
principles of equity;

(e) the execution, delivery and carrying out byteBarty of the terms of this Agreement will not stitute a default under, conflict with, or
require any consent under (other than consentshwidee been obtained), any mortgage, indenturétaminagreement, judgment, decree or
order to which it is a party or by which it or dssets is bound, which defaults, conflicts and eotss if not obtained, would have a material
adverse effect on the rights or obligations of ahthe Parties under this Agreement, or the abhiiftit to perform its obligations hereunder;
and

(f) there is no litigation pending or, to the bektts knowledge, threatened to which any Party marty and which affects the rights and
obligations of the Parties under this Agreement.

Article 20. Confidentiality

Each of the Parties agrees to keep secret anddemtifil and not to use, disclose or divulge to thirgl party or to enable or cause any person
to become aware of (except for the purpose of hmganys business) any confidential informationtiedato the Company including but not
limited to intellectual property (whether ownedlicensed by the Company), lists of customers, rspaotes, memoranda and all other
documentary records pertaining to the Companytsdrusiness affairs, finances, suppliers, custowrecentractual or other arrangements but
excluding any information which is in the publicrdain (otherwise than through the wrongful disclesof any party, and any of their
successors and predecessors) or which they aregaeda disclose by law or by the rules of any fatpry body to which the relevant party is
subject.

Article 21. Companys Auditors The Shareholders agoeexercise their voting right in such a manrseisanecessary to ensure that one of the
(presently five) leading internationally recognizaetit firms shall be and continue to be appoirigduditors of the Company. Article 22.
Shareholders and Customer Treatment

Attached hereto as Schedule 6 are the in prinégphas of business, pursuant to which the individtereholders may place R&D orders \
the Company. Furthermore, attached hereto as Skhédue the in principle terms of sale and purehaa which individual Shareholders
may purchase equipment and software from the Compan

Article 23. Notices

Any notices given in connection with this Agreememist be in writing and may be given by fax andstged mail to the following
addresses or, in respect of any of such addressgsch other address as the recipient may natifie other Parties for such purpose:

the Company: Avantium B.V.
(to be renamed Avantium International B.V.)
Attn: Dr. lan E. Maxwell

Siriusdreef 17-27,

2132 WT Hoofddorp
The Net herlands
Tel: +3 123568 9213
Fax: +3 1235689111
Shell: B.V. Li cht en Kracht Maatschappij
Cl/o Maa rten Geuze
Badhuisweg 3
1031 CM Amsterdam
The Net herlands
Tel: +31 20 630 3883
Fax: +3 120
SmithKline: SmithKline Beec ham Pharmaceuticals

Attn. P eter L. Thurlby



New Fro ntiers Science Park (North)

Third A venue

Harlow

Essex C M19 5AW

United Kingdom

Tel: +4 41279 622393
Fax: +44 1279 622749
SRO: S.R.On e, Ltd.

Attn. E laine V. Jones, Ph.D

200 Bar r Harbor Drive, Suite 250

Four To wer Bridge

West Co nshohocken,

PA 1942 8-2977

United States of America

Tel: +1 610 567 1019

Fax: +1 610 567 1039
GSE: GSE Sys tems, Inc.
Attn. Mr. Brian K. Southern

9189 Re d Branch Road

Columbi a

Marylan d 21045

United States of America

Tel: +1 410 772 3588

Fax: +1 410 772 3599
Delft: Delft U niversity of Technology

Attn. J . Krul L.L.M.

Postbus 5

2600 AA Delft

The Net herlands
Tel: +31 15 278 2964

Fax: +3 1152787749
Twente: Univers ity of Twente
Attn. Prof. D.N. Reinhoudt

Driener laan 5

7522 NB Enschede

The Net herlands

Tel: +3 1534892714

Fax: +3 153 489 2575
Eindhoven: Technische Univer siteit Eindhoven Holding B.V.

Attn: D rs. B.P. Hiddinga

Den Dol ech 2

HG 0.02

Postbus 513

5600 MB Eindhoven

The Net herlands
Tel: +31 40 247 4949 Fax: +3 140 246 7097
enerics:

The Generi ¢s Group Limited

Attn. Chris Coggill

Harston Mill

Harston

Cambrid ge CB2 5NH

United Kingdom

Tel: +4 4 122 387 5200
Fax: +44 122 387 7201
Alpinvest: Alpinve st Holding NV
Attn. J.J. de Swart

Gooimee r3

Postbus 5973

1410 AB Naarden-Vesting

The Net herlands

Tel: +3 1 35695 2600

Fax: +3 135 694 7425

Article 24. Expenses



24.1 The Parties agree that each shall bear itscosts and expenses with respect to the transaatmmemplated by this Agreement,
provided, however, that if Completion has beenaéf@, the Company shall pay within 30 (thirty) dafter the Completion Date the
reasonable out-of-pocket costs of: (i) patent neseearried out by Generics; (i) market reseatattied out by PricewaterhouseCoopers; (iii)
in kind contribution research carried out by PrietavhouseCoopers and Generics; (iv) incorporatidheoCompany carried out by the
Incorporator; and

(v) start-up expenditures of the Company financgthle Incorporator as of January 1, 2000, as ireclby the Incorporator up to and
including the Completion Date. The Company shabdlear the fees and expenses of its advisorsn@aBievens / Baker & McKenzie and
KPMG Corporate Finance N.V.

24.2 The Company shall reimburse the directorb®fSupervisory Board for reasonable travel expefm#sncluding first-class travel).

Article 25. Governing Law and Jurisdiction 25.1TAigreement shall be governed by and construeddardance with the laws of the
Netherlands

25.2The competent courts of Amsterdam, The Nethdslashall have exclusive jurisdiction over anydtie arising out of or in connection
with this Agreement.

Article 26. Counterparts

This Agreement may be executed in two or more eaparts (whether original or facsimile counterparsach of which upon due execution
shall be deemed an original and part of the samardent.

Article 27. General Provisions

27.1This Agreement and its annexes set out theeeagreement and understanding between the Paitiesespect to the subject matter of
this Agreement and supersedes all prior discussagreements, including, but not limited to, theeagnents on the term sheet and
understandings of every and any nature betweeRdhées.

27.2Amendments to this Agreement must be madeiting/iin order to be effective and be signed byPaltties to this Agreement.

27.3In the event of any discrepancies or contramtistbetween this Agreement and the Articles, Algeeement shall prevail to the extent
permitted under the laws of the Netherlands.

27.4Should any provision of this Agreement be aooee partly or entirely invalid, this shall notedt the validity of any of the remaining
provisions.

IN WITNESS WHEREOF, this Agreement has been sigaatiexecuted by the Parties hereto in Amsterdam Nétherlands on February
2000.

Avantium B.V.
(to be renamed Avantium International B.V.)

By: []

B.V. Licht en Kracht Maatschappij B.V. Li cht en Kracht Maatschappij
By: [ ] By: [ ]

SmithKline Beecham Plc.
By: []

S.R. One, Limited
By: Mrs. Elaine V. Jones

GSE Systems, Inc.
By: Mr. Brian K. Southern



Delft University of Technology
By:[]

University of Twente
By: []

Eindhoven University of Technology
By:[]

The Generics Group Limited
By: [1

Alpinvest Holding NV
By: [1

Exhibit 10.7

GSE SYSTEMS, INC.
AVANTIUM B. V.
SOFTWARE LICENSE
AND INTELLECTUAL PROPERTY AGREEMENT

This Software License and Intellectual Property&ggnent (Agreement) together with all Exhibits, $etth all terms and conditions by and
between, Avantium B.V. (Avantium) a Dutch compaagd GSE Systems, Inc., (GSE) a corporation orgdnineler the laws of Delaware in
the U.S., (parties), is for the licensing of GSi@prietary software, new developments and verdioaeof (including the object and source
codes thereof), which may be developed by GSE duhia term of this Agreement, intellectual propentyl the underlying intellectual
property rights (GSE Products), listed and desdribeExhibit A hereto, to Avantium for its internase and for research and development
(R&D) on the GSE Products by Avantium and the ¢osadf new, derivative products (New Software Pradpand the use and exploitation
thereof by Avantium .

WHEREAS, GSE desires to own an equity interestvamiium; and,

WHEREAS, Avantium desires to be granted a licenile kggard to the GSE Products for its own usetange for R&D so that the GSE
Products become the basis for New Software Progacts

WHEREAS, GSE will license the GSE Products in Eithibto Avantium in exchange for which Avantium dh@onvey an equity interest in
Avantium to GSE; and,

WHEREAS, any and all New Software Products derivedh or arising out of Avantiu's R&D on the GSE &uwets shall be the joint
intellectual property of Avantium and GSE, and G8IEhave rights to market, distribute and sell tiew Software Products for which GSE
shall pay Avantium royalties at a rate(s) to beedatned; and,

WHEREAS, Avantium desires to have GSE provide aersources for use in the development and creafidNew Software Products for
the benefit of Avantium and GSE.

NOW THEREFORE, in consideration of the mutual cars and promises set forth herein and other gndd/aluable consideration, t
receipt of which is hereby acknowledged, the psudigree as follows and enter into this Agreemenherday and year entered below.

1. License and Consideration

1.1 GSE License to Avantium. GSE hereby grantswantium and its subsidiaries and Avantium heretlpepts from GSE the following: (i)
non-transferable, exclusive, irrevocable and peigddicense in accordance with, and subject togfalhe provisions of this Agreement
throughout the term of this Agreement to use the@code of the GSE Products; (ii) a non-transietanon-exclusive, irrevocable and
perpetual license in accordance with, and subgeclk of the provisions of this Agreement throughthe term of this Agreement to use



object code of the GSE Products; for the reseamdrdavelopment (R&D) of a HSE&S informatics systena the development of New
Software Products;

Promptly after the Effective date GSE shall tranafed disclose to Avantium: the object code(s),sinerce codes and all other relevant
information, data and documentation of the GSE &etsd Neither Avantium, nor any shareholder, shaile the right to sell, license or
distribute either the GSE Products or the New SafwProducts, unless this Agreement provides otkerw

In the event any Avantium shareholders desirecenke any of the GSE Products or New Software Rtedilne terms of such licensing shall
be separately agreed between such shareholderSEdGAvantium.

2. Remedies in case of Breach, bankruptcy or Lafiodh 2.1 This agreement, the license and rigtaatgd hereunder, shall be irrevocable
perpetual following the Effective Date hereof, ®dbjto the provisions of this Agreement.

2.2 In the event of a material breach of this Agrest by a party, which breach has not been curéuktsatisfaction of the non-breaching
party within a period of sixty (60) days after threaching party has been requested by writtenentgicio so, the non breaching party can
invoke the following remedies (A or B):

A. the non-breaching party can seek injunctiveefab force the breaching party to cease and digsisteach immediately; or

B. (i) Avantium shall only have the right to use thbject codes of the GSE Products in order tooéxble developed New Software Products
at its own discretion against the payment of omet{lump sum) fee of US$ 965,000.= to GSE;

(if) Avantium shall return immediately the souramles of the GSE Products to GSE and delete oroyestircopies thereof;

(iii) GSE and Avantium will grant each other theeirocable, perpetual and royalty free right to eitghe New Software Products (together
with the related object- and sources codes) at tven discretion; (iv) GSE shall assign and transfemediately all its preferred and common
shares in Avantium to Avantium; (v) Avantium shadly to GSE the difference between the value oftlseares at the moment these shares
were conveyed to GSE and the fair market valub®shares at the moment of the aforementionedramsigt and transfer, which fair market
value will be determined in accordance with thesguiption and Shareholders Agreement, providedveimeh sufficient capital is available;
(vi) all payments due and owing either party shalimade immediately; (vii) for a period of one ydart no longer than one year, after
termination of this Agreement, unless GSE waivehdime, Avantium shall offer to GSE any improvesivp updated, upgraded, revised,
reformatted, modified, similar or renamed versiéthe New Software Products, pursuant to SectiaB.1&hich remedies (i through

vii) can only be invoked together, and not sepéyateindividually.

2.3 In the event: - an order is made or resolusgrassed for the winding-up of GSE, or a provialdiguidator is appointed in respect of
GSE, or an administration order is made in respeE@SE, a receiver (which expression shall incladexdministrative receiver) is appointed
in respect of GSE or all or any of its assets,iambt discharged within a period of 30 days or aolyntary arrangement is proposed in
respect of GSE; or, - GSE ceases to exist or ty car (i) the business for which it was createdhoprporated or (ii) the business which is
essential for the purpose of this Agreement; Avantcan only invoke the following remedies, whicmeglies only can be invoked together,
and not separately or individually: (i) all the pigions of the Agreement shall terminate immediatedith exception of the granted non-
transferable, exclusive, perpetual, irrevocable gampetual license to Avantium as set forth in

Section 1.1; (ii) Avantium shall be granted an agale, perpetual, irrevocable, royalty free liceasd right to use and to exploit the
developed New Software Products at its own dismnefiii) all payments due and owing either pattalsbe made immediately.

2.4 In the event: - an order is made or resolusgrassed for the windingp of Avantium, or a provisional liquidator is ajpped in respect ¢
Avantium, or an administration order is made irpeesd of Avantium, a receiver (which expression lshalude an administrative receiver) is
appointed in respect of Avantium, all or any ofassets, and is not discharged within a periodaf&/s or any voluntary arrangement is
proposed in respect of Avantium; or, - Avantiumsasato exist or to carry on (i) the business foictlit was created or incorporated or

(i) the business which is essential for the puepafthis Agreement; - GSE can only invoke thedwihg remedies, which remedies only can
be invoked together, and not separately or indadigu (i) all the provisions of the Agreement shialtminate immediately; (i) GSE shall be
granted an exclusive, perpetual, irrevocable, tgyfate license and right to use and to exploitdaeeloped New Software Products at its
discretion; (iii) all payments due and owing eitparty shall be made immediately.

2.5 The above remedies are the sole remedies tiépand each party hereby waives all its rightetminate this Agreement, including its
right to terminate under statutory law, article 6:

265 Burgerlijk Wetboek (Dutch Civil Code) and itghtt to invoke the obligation to undo and its righttompensation for damage, other than
explicitly set forth in this Agreement.

3. Ownership of New Software Products and InteliacProperty.
3.1 New Software Products. The following are d¢ifimis of the various forms of New Software Products

3.1.1 HSE&S Modules (HSE Module), The newly develdmodules specifically developed for the purpdsévantium that are a derivative
of or extension of GSE Products including the obg source code and all relevant informationa @aid documentation, and compensated
for as described in the Section 1(



3.1.2 HSE&S New Software Products (HSE Productg iiéwly developed products specifically developgdbantium and GSE for the
purpose of Avantium, including the object and seuwrode and all relevant information, data and dantation, and compensated for as
described in the Section 10.1.

3.2 Underlying Intellectual Property Rights. Withquejudice to Sections 3.5 and 3.6, all of thearhihg intellectual property rights (such
copyrights, patent rights and trademark rights)aimed in or with respect to the New Software Potslighall be co-owned by and be
proprietary to Avantium and GSE together, and Awantand GSE shall be acknowledged as the ownessalf Intellectual Property rights.
GSE shall have the right to seek patent, copyrigatiemark protection or related notices or appibos anywhere in the world in respect tc
co-ownership of the New Software Products and upigkgrintellectual property rights in the joint nasmof Avantium and GSE. Both parties
shall cooperate fully and completely and do whatewts are necessary to aid Avantium and GSE iaimibg full and complete protection f
said proprietary, intellectual property rights myacountry or jurisdiction in the world that Avamth and GSE mutually select.

3.3 Avantium and GSE agree that both parties wilvjgle the necessary assistance in obtaining tbessary intellectual property rights
referred to in Section 3.2. GSE shall be solelpoesible for the filing and the costs of filing,igation, registration and maintenance of the
intellectual property rights.

3.4 Product Displays and Notices. Neither partyll $learesponsible or liable to the other partydamages, payment or otherwise, if the New
Software Products become embedded in or co-mingiédan operating system resulting in a loss ofdisplay identifying information about
the other party and its contribution to the Newt®afe Products. Neither party will remove any caglyt;, patent right, trademark right and/or
confidentiality notices from, or assert any claiffrownership to, the New Software Products.

3.5 The ownership of any information, data andveasfe, further developments and versions thereofy@ing the underlying intellectual
property rights) which have been solely developgédwantium and which do not contain any confiderntiformation received from GSE
under this Agreement remain and shall be exclugivested in Avantium.

3.6 The ownership of the GSE Products, any infolonatlata and software, further developments amsiaas thereof (including the
underlying intellectual property rights) which haween solely developed by GSE and which do notado@iny confidential information
received from Avantium under this Agreement renaaid shall be exclusively vested in GSE.

4. Relationship of Parties.

4.1 The parties are signatories to a SubscriptimhShareholders' Agreement dated February 24, 2@6i6h specifies the respective rights
and obligations in regard thereto. In respect isf Agreement, GSE and Avantium will each act ake @firmative steps to market and
promote each other's products in accordance wth shandard business practices. Neither party shiatepresent or make any negative
statements about the other, its products or sendod each party shall indemnify the other withpees to such misrepresentation or negative
statement. Neither party is responsible to anywsad for the quality or services of the other.

4.2 Except as expressly set forth herein, no ritfle;,or interest in or license to, any patentade secrets, copyrights, other intellectual
property rights or rights to the GSE Products owNsoftware Products is granted or conveyed to thergarty pursuant to this Agreement.

5. Names and Trademarks.

Nothing in this Agreement grants to either pary tight to use or display the trademarks, tradeasamogos or service marks of the ot
party, except as provided herein. Avantium agreesibmit to GSE for written approval, and GSE agteesubmit to Avantium for written
approval, any marketing materials which may usdigplay any trademark, trade name, logo or semwiagk of Avantium and GSE
respectively. Each party at its sole discretion megept or reject the other party's use of suchketiaig materials. In accordance with this
Agreement, each party may make general referentteetiact the parties hereto have entered intmpaative development and business
alliance of which GSE is a member as a sharehaid&vantium.

6. Confidentiality.

6.1 Each party acknowledges that it may receiverinétion regarding the GSE Products, Avantium petgland New Software Products
from the other party that the providing party retgaas confidential and proprietary. To the extbat such confidential information had been
disclosed by the providing party to the receivirgty in writing marked Confidential, or orally oisually disclosed and summarized in
writing and delivered by the providing party to tleeeiving party within thirty (30) days of suctsdiosure, such information shall be
Confidential for the purpose of this Article.

6.2 Other than as expressly contemplated hereitheangarty shall disclose, provide or otherwisekmavailable to any third party (including

a prospective client) any confidential informatimfithe other party except to the extent necessaexploit its rights granted under this
Agreement and provided such third party has agi@ednfidentiality obligations no less stringenantthose assumed by the receiving party
hereunder. Each party agrees that it will proteetdonfidential information of the other througle ixercise of at least reasonable care, and ir
no event less protection and care than is custbmased in safeguarding its own confidential orgpietary information of a similar nature.

6.3 In no event shall either party use any confidémformation of the other party except to theemt necessary to effect the provisions



purposes, as expressly contemplated under the tdrthiss Agreement.

6.4 The foregoing shall not prohibit or limit a pes use of information, including but not limitéalideas, concepts, know how, techniques
and methodologies, which (a) are or become patiepublic domain through no breach of the confiiddity provisions of this Agreement;
(b) are rightfully obtained by the receiving pafitym a third party without restriction; (c) areedidy and rightfully known to or independently
developed by the receiving party.

7. Limited Warranty.
7.1 GSE represents and warrants that it is thefulgbwner of the GSE Products and that it is ablovto grant the rights herein to Avantium.

7.2 In accordance with its standard license prousj GSE will provide a twelve (12) month warraatythe GSE Products. With regard to
GSE Products and New Software Products, GSE makésgther warranty, either express or implied, uathg but not limited to implied
warranties of merchantability or fitness for a marar purpose, and all other warranties are heddglaimed. Notwithstanding anything
contained in this Agreement, GSE makes no repratenf warranty, or guaranty that Avantium's uséhefGSE Products or New Software
Products will be uninterrupted or error free.

7.3 Avantium provides no warranty, either exprassnplied, including but not limited to implied wanties of merchantability or fithess fa
particular purpose towards GSE with regard to aaw$oftware Product, and all other warranties arelby disclaimed. Notwithstanding
anything contained in this Agreement, Avantium ngaRke representation, warranty, or guaranty that$agie of the New Software Products
will be uninterrupted or error free.

8. Limitation of Liability

8.1 Except as otherwise provided in Section 9, G8&bility, if any, to Avantium for claimed loss damage, whether based on contract, tort,
strict liability or any other legal theory, sha# Btrictly limited to the payments made by Avantiunder this Agreement.

8.2 Avantium's liability, if any, to GSE for clairdéoss or damage, whether based on contractstadt liability or any other legal theory,
shall be strictly limited to the payments made [§Eunder this Agreement.

8.3 The warranties and commitments expressly stt o this agreement are in lieu of all other ghtions or liabilities on the part of each
party for damages or other relief, including, withtmitation, special, indirect, incidental, orrsequential damages that in any way arise
from or are in connection with the use and/or penince of the GSE Products or New Software Products

9. Intellectual Property Indemnification

9.1 GSE will indemnify Avantium against any losdiability awarded by final judgment of a court@§mpetent jurisdiction based on a suit
that the GSE Products infringe or misappropriateatent, copyright, trademark, trade secret, beioproprietary right. Avantium shall
promptly notify GSE in writing of any such suitihireatened suit. Avantium shall provide GSE albinfation and reasonable assistance for
the defense of the same. GSE shall have no lliditany such claim of infringement or misappragion to the extent that it is based on the
use of services and/ or software not specificallypdied by GSE, which have been used in combinatim a GSE Product or New Software
Products. GSE shall have absolute discretion weisipect to the defense and settlement of any sitegal proceeding, or claim.

9.2 In the event a third party claims that a Nevingare Product infringes or misappropriates angpgtcopyright, trademark, trade secret, or
other proprietary right, each party will promptlgtify the other party in writing of any such claifach party will provide the other party all
information and reasonable assistance for the defefithe same. Parties will decide in mutual agerg, how such claim will be dealt with.
Each party will bear 50% of all the (legal) costsl dattorney) fees as well as the awarded claimanfium shall have no liability for any st
costs, fees and claims of infringement to the exteat it is based on the use of services andbfware added, used or supplied by GSE,
which have been used in combination with a Newvgaf Product.

9.3 If a GSE Product becomes, or if in GSE's saliginent appear might become subject to a thirgy jrafringement claim, GSE in its sole
discretion may: i) procure at no cost to Avantiuoni the third party the right to allow Avantiumdontinue to use the GSE Product ; ii)
modify or replace at GSE's own costs that portiotihe GSE Product which is alleged to be infringihmgthe event the foregoing options are
not reasonably practical, GSE, in its sole judgmenaty terminate the license for such GSE Produttraturn to Avantium the license
valuation for such GSE Products on the Effectivéeldd this Agreement, pro rated over a 5 (five)rygariod from such date.

9.4 If a New Software Product becomes, or if inhbodrties judgment appear might become subjecthodparty infringement claim, both
parties shall: i) procure from the third party tight to allow Avantium and GSE to continue the,distribution and sale of that New
Software Product; ii) modify or replace that pontiof that New Software Product which is allegetédanfringing; or iii) in the event that the
foregoing options are not reasonably practicalseead desist the use, distribution and sale oiNba Software Product.

9.5 The foregoing states the entire liability ofle@arty with respect to the infringement of anpyrights, patents, trademarks, trade secrets,
or other proprietary rights pertaining to the GS&dacts and any New Software Produ



10. Development costs and Exclusive DistributoNefv Software Products.

10.1 All costs, expenditures (including costs dfdiparties involved) with regard to the developineina New Software Product by Avantium
will be borne by both parties equally. Each pahsglsappoint a person(s) responsible for deterngitiie project development, including
release date, of any proposed New Software Product.

10.2 A New Software Product will be deemed to beettiped once a full product acceptance has beee imaoth GSE and Avantium.
During the first two years after the developmena dfew Software Product both parties will decidenimtual agreement whether the New
Software Product will be brought on the markeis kxpressly understood by both parties that eady pas a veto right with regard to the
decision to bring a New Software Product on theketaduring those first two years. After the expoatof those two years GSE may decide
at its own discretion whether such New SoftwaredBcd will be brought on the market, provided howatat GSE accepts the exclusive
distribution license agreement offered by Avantias set forth in Section 10.3. If GSE refuses sxaitusive distribution agreement,
Avantium can decide at its own discretion to bréngh New Software Product on the market whetheobby appointing a third party or
parties as its distributor(s), with GSE being éeitto the same royalty as defined in Section 10.3.

10.3 Avantium hereby grants to GSE the first rightefusal to be appointed as the sole and exaudistributor of each such New Software
Product and all upgraded, revised, reformatted,ifieald similar or renamed version and improvemdrgach such New Software Product for
which distribution license GSE shall pay to Avantia royalty of ten per cent (10%) of the reven@adized by GSE as a result of the
distribution of the New Software Product, which atiy shall increase if the revenues exceed a ceataiount, to be decided by both parties
with regard to each distribution license. Furtherena such distribution license agreement stangesdisions mutually agreeable to GSE and
Avantium will be inserted.

10.4 Avantium Shareholders will be entitled to doglicenses of the HSE Module and HSE Productieasloped under this Agreement at a
preferred status for a term; the duration and ebsgthich shall be determined at the time by muagrteement of the Avantium Board and
GSE, but not longer than one year after compledfogach New Software Product.

11. Marketing and Sales.

11.1 Avantium shall advise GSE of potential uséthe New Software Product(s) so that GSE may clansts marketing and sales activities
accordingly.

11.2 Avantium shall furnish information kits for nkating purposes which shall include GSE overvieavrganization and contact informati
New Software Product(s) description and positioririgrmation and suggested lead qualification goest All of the information shall k
subject to GSE's approval and Avantium shall nstritiute any information kits without GSE's priontten approval. All costs, expenditure
(including costs of third parties involved) withgaerd to the information kits will be borne by bgtérties equally.

11.3 The parties agree to inform appropriate persbin each company about this Agreement and peowidtually agreed upon training to
personnel needing same to ensure that such petsrerimowledgeable about the GSE Products and Stetware Products and informed of
all improvements, changes, upgrades and chandhke 8SE Products and New Software Products. Thepahall inform such personnel
that they are subject to the confidentiality pravis set forth in Section 6 hereof.

12. General Provisions.

12.1 The parties agree that in the event of a bre&the provisions of the Sections on: Names aradi@marks; Confidentiality and Non-
solicitation, money damages alone may not be aquede remedy; in such event, the aggrieved pary maddition to such other equitable
and legal relief which may be available, seek titeyeof injunctive relief by a court of competentigdiction.

12.2 To the extent that GSE Products and New SoftReoducts are subject to the U.S. Export Admiaistn Regulations, Avantium will
comply with such regulations. To assist Avantiunsuch compliance, GSE shall promptly advise Avantin writing the Export Control
Classification Number (ECCN) of all GSE Productd &ew Products.

12.3 For the term of this Agreement and for oney€Br after its termination, neither party will thdut the other's prior written consent,
knowingly employ or independently contract for Agmeent related services of any employee from ejiely

12.4 This Agreement shall be governed by and coedtin accordance with the laws of The Netherlamitisout giving effect to any conflict
of laws principles. The competent courts of Amstendthe Netherlands shall have exclusive jurisolictiver any dispute arising out of or in
connection with this Agreement. .

12.5 This Agreement constitutes the entire agreébeween the parties with respect to the matetréosth herein and shall supersede all
prior endorsements, representations and unders@gpértaining thereto.

12.6 This Agreement may not be modified, exceptiiting signed by both parties. If any of the pigns of this Agreement are held inva
such provisions shall be deemed severed and th&imamg provisions shall remain in full force andieet.



12.7 This Agreement may not be assigned or traregfenor may rights or obligations be delegatethavit the prior written Agreement of t
parties. Notwithstanding the foregoing, this Agrestshall be binding upon and inure to the beméfihe parties to this Agreement, as well

as their respective successors and assigns.

12.8 Failure of any party to enforce in any onenofe instances, any of the terms or conditionsisfAgreement shall not be construed as a

waiver of the future performance of any such teomsonditions .
12.9 This Agreement shall come into force on the da which the Subscription and Shareholders Agess comes into full force, all
conditions precedent having been met (the Effedate).

12.10 Any notices given in connection with this Agment must be in writing and may be given by fa @gistered mail to the following
addresses or, in respect of any of such addressgsch other address as the recipient may natifge¢ other Party for such purpose:

the Company: Avantium B.V.

GSE:

Attn: Dr. I.E.
Siriusdreef 17-
2132 WT Hoofdd
The Netherlands
Tel: +31 23 568
Fax: +31 23 568

GSE Systems, In
Attn: Brian K.
9189 Red Branch
Columbia
Maryland 21045
USA
Tel: +1 410 772
Fax: +1 410 772

Maxwell
27
orp

9213
9111

c.
Southern
Road,

3588
3599

IN WITNESS WHEREOF, the parties agree to and acttepterms herein and have caused this Agreemdrst signed by their authorized

representatives as of the Effective Date.

GSE SYSTEMS, INC.

AVANTIUM B. V.

Brian K. Southern Dr. lan Maxwell

Name (typed or printed) Name (t yped or printed)
Signature Signature
Senior Vice President CEO

Title Title

February 24, 2000 Februar y 24, 2000

Date Date

9189 Red Branch Road Siriusdreef 17-27
Columbia, Maryland 21045 2132 WT Hoofddorp

USA The Netherlands
Address Address

EXHIBIT A

GSE PRODUCTS

A. BatchCAD Version 7.0 or later

B. BatchWizard Version 1.0 or later
C. VPbatch Version 1.3 or later

D. SimSuite Pro Version 3.0 or later
E. TotalVision Version 1.1 or latt



Exhibit 16.1
March 30, 2000

Securities and Exchange Commission
450 Fifth Street, N.W.
Washington, D.C. 20549

Commissioners:

We have read the statements made by GSE Systemmsyhich we understand will be filed with the Corasion, pursuant to Item 9 of Form
10-K, as part of the Company's Annual Report omFd0K to be filed on March 30, 2000. We agree with sketements concerning our Fi
in such Form 10-K.

Very truly yours,

PricewaterhouseCoopers LLP
McLean, Virginia

X-16.1-1



Exhibit 21.1
SUBSIDIARIES OF REGISTRANT AT DECEMBER 31, 1999

The companies listed below are directly or indiseotvned 100% by GSE Systems, Inc. and are includéd consolidated financial
statements.

0 GS Information Systems FSC, Ltd., GSE Systeneational Ltd., MSHI, Inc., GSE Power Systems &SE Process Solutions, Inc., and
GSE Erudite Software, Inc. are wholly owned sulzsids of GSE Systems, Inc.

0 GP International Engineering & Simulation, InndaGSE Services Company L.L.C. are wholly ownedgliéiries of GSE Power Systems,
Inc. which is a wholly owned subsidiary of MSHIgIn

0 GSE Systems UK, Ltd. and GSE Process Solutiovis@e wholly owned subsidiaries of GSE ProcessitBnis, Inc.

0 GSE Process Solutions Belgium N.V. and GSE PeoBefutions Singapore (Pte) Limited are wholly od/sabsidiaries of GSE Process
Solutions B.V.

o J.L. Ryan, Inc., acquired by GSE Power Systents,ih December 1997, has been merged with and3&te Power Systems, Inc. as of
February 1998, with GSE Power Systems, Inc. agebflary 1998, with GSE Power Systems, Inc. beirgsthviving corporation.

Name Place of Incorporation or Organization
GS Information Systems FSC, Ltd. Barbados

GSE Systems International Ltd. State of Delaware
MSHI, Inc. State of Virginia
GSE Power Systems AB Sweden

GSE Process Solutions, Inc. State of Delaware
GSE Erudite Software, Inc. State of Delaware
GP International Engineering & Simulation, Inc. State of Delaware
GSE Services Company L.L.C. State of Delaware
GSE Power Systems, Inc. State of Delaware
GSE Systems UK, Ltd. United Kingdom
GSE Process Solutions B.V. Netherlands

GSE Process Solutions Belgiuim N.V. Belgium

GSE Process Solutions Singapore (Pte) Limited Singapore
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Exhibit 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statement of GSE Systems,dnd=orm S-8 (No. 333-08805) of our
report dated February 29, 2000, except for Notea$9p which date is March 23, 2000, relating tofthancial statements of GSE Systems,
Inc., which are included in this Annual Report @R 10-K for the year ended December 31, 1999.

/sl PricewaterhouseCoopers LLP
Pri cewat er houseCoopers LLP

McLean, Virgini a
March 30, 2000

X-23.1-1



......... Exhibit 24.1

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS that the undersigr@flicers and Directors of GSE Systems, Inc., aaldalre corporation, herel
constitute and appoint Christopher M. CarnavosJaitéry G. Hough, and each of them, the true awflleagents and attorneys-faet of the
undersigned with full power and authority in saigtats and attorneys-in-fact, and in any one or bbthem, to sign for the undersigned and
in their respective names as Officers and Direatbthe Corporation, the Annual Report of Form 1@fthe Corporation to be filed with the
Securities and Exchange Commission, Washington,, Di@ler the Securities Exchange Act of 1934, asnaled, and any amendment or
amendments to such Annual Report, hereby ratifgimgdj confirming all acts taken by such agents atwdregtys-in-fact, or any one or more of

them, as herein authorized.

/'Sl

/'Sl

/'Sl

/'Sl

Nane

JEROVE |. FELDVAN
Jerone |. Fel dman

SCOTT N. GREENBERG
Scott N. Greenberg

JOHN A, MOORE, JR
John A Moore, Jr.

GEORGE J. PEDERSEN
George J. Pedersen

Dat ed: March 30, 2000

......... Title

Chai rman of the Board

Di rector

Di rector

Di rector

X-24.1-1



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 2,69¢
SECURITIES 0
RECEIVABLES 17,39(
ALLOWANCES (509
INVENTORY 3,25¢
CURRENT ASSET¢ 25,91¢
PP&E 11,58
DEPRECIATION (8,487
TOTAL ASSETS 43,02]
CURRENT LIABILITIES 16,77¢
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 50
OTHER SE 17,12(
TOTAL LIABILITY AND EQUITY 43,02}
SALES 66,69¢
TOTAL REVENUES 66,69¢
CGS 41,62¢
TOTAL COSTS 41,62¢
OTHER EXPENSE! 24,32¢
LOSS PROVISION 0
INTEREST EXPENSE (450;
INCOME PRETAX 334
INCOME TAX (233)
INCOME CONTINUING 101
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 101
EPS BASIC .02
EPS DILUTED .02
End of Filing
pewerad 5y EDCAR -
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