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Exhibit-10.1

REPLACEMENT
PROMISSORY NOTE

US $2,100,000 30 March 2001
Columbia, MD

THIS INSTRUMENT AND ALL RIGHTS OF THE PARTIES HEREU NDER ARE

SUBJECT TO AND GOVERNED BY THE TERMS AND CONDITIONS OF A SUBORDINATION AND INTERCREDITOR
AGREEMENT DATED MARCH 30, 2001, BY AND BETWEEN MANT ECH INTERNATIONAL CORPORATION AND

NATIONAL BANK OF CANADA. WITHOUT LIMITATION OF THE FOREGOING, ALL RIGHTS OF PAYMENT, LIEN RIGHTS, AN
ENFORCEMENT RIGHTS OF THE HOLDER OF THIS INSTRUMENARE EXPRESSLY SUBORDINATED AND SUBJECT TO THE
RIGHTS OF NATIONAL BANK OF CANADA, AS PROVIDED IN HE SUBORDINATION AND INTERCREDITOR AGREEMENT.

RECITALS:

A. Reference is made to that certain Secured PeamjisNote dated October 2, 2000 in the originatgpal amount of One Million Eight
Hundred Thousand Dollars (US $1,800,000), made $F Systems, Inc., a Delaware corporation, (theriwer") payable to the order of
ManTech International Corporation, a New Jersepar@tion, and its successors and assigns (the dr&naés amended and modified
pursuant to that certain Allonge and First Modifica to Secured Promissory Note dated as of JarR&r2001, increasing the principal
amount of the Secured Promissory Note to Two Milli@ne Hundred Thousand Dollars (US $2,100,000).9¢mured Promissory Note, as
amended and modified, is referred to herein as@miginal Note". The aggregate Two Million One Huad Thousand Dollars (US
$2,100,000) of loans evidenced by the Original Nsteferred to herein as the "Loan."

B. Pursuant to the Original Note, the Loan was sstby the Borrower's equity interest in Avantiumternational B.V. (formerly known as
Avantium B.V.), a private company with limited liéity formed under the laws of The Netherlands (&wium") (the "Collateral"), which
security interest is subordinate to the securitgrigst held by National Bank of Canada, the Borrtsy@incipal lender ("NBOC"), in the
Collateral.

C. In connection with various proposed new crecditommodations from NBOC to the Borrower, NBOC hashjbited any security for the
Loan and the Original Note.

D. The Lender has agreed to release its secutiyeist in any collateral securing the Loan or tleeeNincluding, but not limited to, the
Collateral), in order to comply with NBOC's requirent.

NOW, THEREFORE, for Ten Dollars ($10.00) and otheod and valuable consideration, the receipt affec&ncy of which are hereb
acknowledged, the Borrower and the Lender agradfifsaNote is hereby substituted for and replabedOriginal Note.

**x*x * EOR VALUE RECEIVED the undersigned Borrogr unconditionally promises to pay to the ordethaf Lender, at the account
specified in writing, or at such place in the Uditgtates of America as a holder hereof may frone tiontime direct in writing, in lawful
money of the United States of America and in imratdy available funds, the principal amount of TWILLION ONE HUNDRED
THOUSAND DOLLARS (US $2,100,000), together with aticrued but unpaid interest thereon (the "Nofig interest rate shall be
computed on the actual number of days elapseddlasa 360-day year of twelve equal months) orutipmid balance of such principal
amount at the rate described below.

Interest shall be at the fluctuating prime raténtérest established and declared by Mellon Bank, ithe "Prime Rate") plus one (1)
percentage point per annum, to be paid in lawfuh@yoof the United States and in immediately avégldibnds. Interest shall be compounded
monthly, based on the Prime Rate in effect onakeday of such month.

The Borrower may borrow under this Note subjedhtprincipal amount of the Note. The Borrower rpagpay this Note in whole or in part
at any time or from time to time without penaltypsemium. Any such prepayment shall first be agpteeaccrued and unpaid interest, if any,
and thereafter to the principal outstanding untisrNote.

The Borrower shall repay this Note as follows:

1. Payments of accrued interest only shall be ddepayable on the first day of each month, comnmgnoih July 1, 2001, and continuing
through the Maturity Date (as defined below).

2. Twenty-four (24) equal installments of princigalll be due and payable on the first day of eaghth, commencing on April 1, 2004, and
continuing through the Maturity Dat



3. The entire principal balance of this Note, tbgetwith all accrued and unpaid interest thereahather sums payable hereunder, unless
sooner accelerated pursuant to the terms of this,dball be due and payable in full on April 108@the "Maturity Date").

This Note may be convertible, at the Lender's apfio whole or in part, into shares of convertipteferred stock of the Borrower at the rate
of One Hundred Dollars ($100) per share. Such medestock is to be convertible into common stotthe Borrower. The other rights and
preferences of the preferred stock shall be muyt@ateed upon by the Borrower and the Lender. Titteogization and/or issuance of such
preferred stock, and the common stock issuable agercise of the conversion right of such prefestetk, may be subject to the approve
the Borrower's stockholders, if it is determinedttsuch stockholder approval is required.

The Lender hereby releases, discharges and tegmsiiatsecurity interest in any and all collatesesdurity securing the Loan or the Note
(including, but not limited to, the Collateral),careleases to the Borrower any and all right, #tie interest which the Lender may have
acquired in and to such collateral (including, bot limited to, the Collateral), pursuant to thegdral Note or otherwise. The Lender agrees
to execute such documents, and to take all othEmscreasonably requested by the Borrower, toesdd the Lender's release of its security
interest in all of such collateral, including, mdt limited to, the Collateral.

Upon execution of this Note by the Borrower, thadler shall return the Original Note to the Borrowaarked "Cancelled."

The Borrower represents and warrants to the Lefvd@ch representations and warranties will be daktode repeated by the Borrower on
each day on which the Note or other obligatiorhef Borrower remains outstanding) that:

(A) It is a corporation duly organized, validly sting and in good standing under the laws of tla¢eSif Delaware;

(B) It is duly qualified, in good standing and amtlzed to do business in each jurisdiction wheregahise of the nature of its activities or
properties such qualification is required by apdlie laws or the failure to be so qualified coudardra material adverse effect on the
Borrower;

(C) It has the power to enter into the Note, towielthis Note and to perform its obligations untltes Note and has taken all necessary action
to authorize such execution, delivery and perforrean

(D) The execution, delivery and performance of thite by the Borrower does not and will not violateconflict with any law applicable to
it, any provision of its organizational documeraisy order or judgment of any court or other agesfayovernment applicable to it or any of
its assets or any contractual restriction bindingpaffecting it or any of its assets;

(E) All governmental and other consents, authoionat approvals, licenses and orders that arenextjtn have been obtained by it with
respect to this Note and the transactions contdetplerein have been obtained and are in full farmkeffect and all conditions of any such
consents, authorizations, approvals, licenses etet®have been complied with;

(F) Its obligations under this Note constitutelégal, valid and binding obligations, enforcealsl@ccordance with their respective terms
(subject to applicable bankruptcy, reorganizatingplvency, moratorium or similar laws affectingditors' rights generally and subject, as to
enforceability, to equitable principles of genaapplication (regardless of whether enforcemenbight in a proceeding in equity or at law));
and

(G) There is not pending or threatened againstyitaction, suit or proceeding at law or in equitypefore any court, tribunal, governmental
body, agency or official or any arbitrator thatikely to (1) affect the legality, validity or enfceability against it of this Note or its ability t
perform its obligations hereunder, or (2) mateyialifect its operations, business, property ortassefinancial or other condition.

The Borrower covenants to the Lender that, so Esthe Borrower has or may have any obligation utide Note:

(a) Except as expressly set forth herein, this ISbtdl constitute an unsecured direct, generalgednditional obligation of the Borrower.
Notwithstanding anything to the contrary statecehrerthis Note is subordinate in payment, prioabd collection to the Borrowel
obligations to NBOC, the terms of which subordioatare set forth in that certain Subordination kntelrcreditor Agreement dated as of the
date hereof by and between the Lender and NBOC.

(b) It will maintain in full force and effect andmply with all consents, authorizations, approviidgnses and orders of any governmental or
other authority that are required to be obtained lyth respect to this Note or the transactioostemplated hereby and will use all
reasonable efforts to obtain any such consentspedméations, approvals, licenses and orders thgthmaome necessary in the future;

(c) It will comply in all material respects withl @lpplicable laws and orders to which it may bejscth if failure so to comply would
materially impair its ability to perform its oblians under this Note; and

(d) It will notify the Lender upon the occurrendeam Event of Default (as defined below).

The occurrence of any of the following events anditons shall constitute an event of default (e@ch"Event of Default") with respect to



Borrower under this Note:

() Any amounts due under this Note are not pdigviih respect to principal and/or interest witfiian (10) calendar days after the date when
due, or
(i) with respect to other amounts within Twentp)2Zalendar days after the due date thereof;

(I Except as otherwise provided in subsectiorafipve, the failure or refusal of the Borrower togerly perform, observe or comply with
any condition, obligation, or covenant or agreenterite performed, observed or complied with byBberower in this Note, and such failure
or refusal continues for a period of Ten (10) cdiardays, or for such lesser period as stipulatelis Note after written notice thereof from
the Lender;

(IINA representation made or repeated or deemdtht@ been made or repeated by the Borrower irN\ibiie proves to have been incorrect or
misleading when made or repeated or deemed tobiere made or repeated; provided that in the caaeedeated representation, the
Borrower shall have a period of Ten (10) calendgyscafter notice from the Lender to cure such iresziror misleading representation; or

(IV) Borrower (1) is dissolved (other than pursuma consolidation or merger); (2) becomes ingulee is unable to pay its debts or fails or
admits in writing its inability generally to paysitlebts as they become due; (3) makes a geneigiimsesnt, arrangement or composition with
or for the benefit of its creditors; (4) instituteishas instituted against it a proceeding see&ipglgment of insolvency or bankruptcy or any
other relief under any bankruptcy or insolvency avother similar law affecting creditors' rights,a petition is presented for its winding-up
or liquidation which is not dismissed, dischargstdyed or restrained within Thirty (30) calendaysiaf the institution or presentation thert
(5) has a resolution passed for its winding-upduridation (other than pursuant to a consolidatomerger); (6) seeks or becomes subject to
the appointment of an administrator, provisiongliidator, conservator, receiver, trustee, custodiasther similar official for it or for all or
substantially all its assets; (7) has a distresscgion, attachment, sequestration or other lpgadess levied, enforced or sued on or against
all or substantially all its assets and such precesot dismissed, discharged, stayed or restfaineeach case within Thirty

(30) calendar days thereafter; (8) causes or igsutn any event with respect to it which, under applicable laws of any jurisdiction, has an
analogous effect to any of the events specifiedlanses (1) to (7) (inclusive); or (9) takes angpooate action in furtherance of, or otherwise
indicates its written consent to, written approsglor written acquiescence in, any of the foregaicts.

(V) The Borrower is a party to any merger or coiudlon or transfers all or substantially all issats to another person or entity without the
prior written consent of the Lender and, pursuarsitch merger, consolidation or transfer the onaatthiness of the resulting, surviving or
transferee entity is weaker than that of the Boamoimmediately prior to such action.

Upon the occurrence and during the continuance d&eent of Default, the Lender will have the optiapon notice to the Borrower, of
declaring any or all unpaid amounts under the Noggther with unpaid accrued interest thereoretorbmediately due and payable.

All payments and repayments shall be made on dhddybanks are open for business in the Commoniweélfirginia (a "Business Day"). If
any payment in respect of this Note becomes dueday that is not a Business Day, such paymeritishahade on the next succeeding
Business Day, and such extension of the time Bleailhcluded in computing interest in connectiorhvgitich payment.

All payments to the Lender hereunder shall be nigdeire transfer to the account specified by thadar in writing from time to time, in
lawful money of the United States of America.

All payments made by the Borrower in respect ofigipal of, and interest on the Note and all otlreoants payable in respect of this Note or
otherwise, will be made without set-off, countentiar other defense and will be made free and @é&aand without deduction or

withholding for, any present or future taxes, lsyignposts, duties, fees, assessments or othegeshaf whatever nature now or hereafter
imposed by any jurisdiction or by any political sliddsion or taxing authority thereof or therein aaltlinterest, penalties or similar liabilities
with respect thereto (collectively, the "Taxes"helBorrower shall pay on demand all stamp, docuangrand other similar duties and taxes,
if any, to which this Note from time to time may sgbject to or give rise. If the Borrower is reguitby applicable law to make any deduction
or withholding on any payment as described abovespect of Taxes or otherwise, the Borrower sligdlpromptly notify the Lender of such
occurrence; (ii) pay to the relevant taxation dreotauthorities the full amount of the deductiomvithholding within the time allowed; (iii)
furnish to the Lender within Thirty (30) calendays of such payment, an official receipt from saathorities for all amounts so deducted or
withheld; and (iv) pay to the Lender an additioaadount so that the Lender receives on the dueadiatech payment the full amount the
Lender would have received had no such deductiavitbholding taken place.

The Borrower agrees to pay on demand all of thaleea costs and expenses, including, without lioita reasonable attorneys' fees and
expenses, in connection with any judgment relatintpe collection of any sums due to the Lenderthedenforcement or protection of its
rights or interests hereunder, whether suit beddrbar not.

THIS NOTE SHALL BE GOVERNED BY AND CONSTRUED IN ACC ORDANCE WITH THE LAWS OF
THE COMMONWEALTH OR VIRGINIA, WITHOUT REGARD TO ITS  CONFLICTS OF LAW RULES.

Nothing contained herein shall limit or impair thight of the Lender to institute any suit, actiomtion or proceeding in any other couri
competent jurisdiction, nor shall the taking of auyt, action or proceeding in one or more juridits preclude the taking of proceeding:



any other jurisdiction, whether concurrently or.not

The Borrower may not assign any of its rights dedate any of its obligations under this Note (oy part thereof) without the prior written
consent of the Lender, which consent shall notriyeasonably withheld; provided, however, nothingtamed herein shall limit the right of
the Lender to assign any of its rights or obligagibiereunder.

The Borrower hereby waives diligence, presentnpaotest, demand, and notice of every kind andhedll extent permitted by law, the
right to plead any statute of limitations as a deéto any demand hereunder and further agreestound hereby, notwithstanding any
extension, modification or waiver by any holdeitluf Note or upon the discharge or release of dtigar hereunder.

If any clause, provision or section of this Notalsbe held illegal or invalid by any court, thie@ality or invalidity of such clause, provision
or section shall not affect the remainder of thaeé\ which shall be construed and enforced asctfi dlegal or invalid clause, provision or
section had not been contained in this Note. Ifagrngement or obligation contained in this Notedkl to be in violation of applicable law,
then such agreement or obligation shall be deeméd the agreement or obligation of the Borrowdy tmthe extent permitted by applicable
law.

IN WITNESS WHEREOF, the undersigned have causedNbie to be executed as of the date first aboiteewr
BORROWER:
GSE Systems, Inc.

By:
Name: Jeffery G. Hough
Title: Senior Vice President

LENDER:
ManTech International Corporation
By:

Name:
Title:




Exhibit 10.2

SUBORDINATION AND
INTERCREDITOR AGREEMENT

THIS SUBORDINATION AND INTERCREDITOR AGREEMENT ("AREEMENT") is made to be effective as of March 3002, by and
between NATIONAL BANK OF CANADA, a Canadian chagerbank ("LENDER"), and MANTECH INTERNATIONAL
CORPORATION, a New Jersey corporation ("SUBORDINNG CREDITOR").

RECITALS

GSE SYSTEMS, INC., a Delaware corporation ("GSE 3¥8BS"), GSE PROCESS SOLUTIONS, INC., a Delawargoaation, and GSE
POWER SYSTEMS, INC., a Delaware corporation (togethith GSE SYSTEMS, collectively, "BORROWERS") Meaobtained various
credit accommodations from the LENDER. SUBORDINATGNCREDITOR, GP STRATEGIES CORPORATION, a Delawasgporation,
GSE SYSTEMS INTERNATIONAL LTD., a Delaware corpdoat, MSHI, INC., a Virginia corporation, GSE ERUCETSOFTWARE, INC.
a Delaware corporation, GSE SERVICES COMPANY L.L&LDelaware limited liability company, GP INTERNAONAL ENGINEERING
& SIMULATION, INC., a Delaware corporation (colléeely, "GUARANTORS"), have agreed to guaranteehi ltENDER the repayment
and performance of the subject credit accommodsitidereafter, the BORROWERS and the GUARANTORSg(othan the
SUBORDINATING CREDITOR and GP STRATEGIES CORPORATNare collectively referred to as the "OBLIGORS."

The SUBORDINATING CREDITOR has extended, or has eutted to extend, a loan to GSE SYSTEMS. The SUBMNHTING
CREDITOR owns a substantial ownership interest8EGYSTEMS and derives substantial direct and éetlinenefits from the credit
facility extended by the LENDER to GSE SYSTEMS dinel other BORROWERS.

The LENDER is unwilling to continue to provide thexjuested credit accommodations to the BORROWERSsithe SUBORDINATING
CREDITOR agrees to the terms and conditions of ABKREEMENT. In order to induce the LENDER to coniinto extend the subject credit
accommodations to the BORROWERS, the SUBORDINATIGIREDITOR has agreed to be bound by the terms sfAGREEMENT.

NOW, THEREFORE, for good and valuable consideratibe receipt and sufficiency of which is herebiramvledged, the parties agree
follows:

Section 1. Definitions. In addition to the termdided in the recitals hereto, the following ternhsil have the following meanings for the
purposes of this AGREEMEN"



Section 1.1. Collection Action. The term "COLLECTNCACTION" means any of the following actions by tBBORDINATING
CREDITOR: (a) ask, demand, sue for, take or reckv@ or on behalf of any of the OBLIGORS, by sétor in any other manner, the whi
or any part of any monies which may now or heredfteowing by any of the OBLIGORS to the SUBORDINANG CREDITOR on the
SUBORDINATED DEBT; (b) initiate or participate withthers in any suit, action or proceeding againgta the OBLIGORS to enforce
payment of or to collect the whole or any parttef SUBORDINATED DEBT; (c) ask, demand, take or iee@ny security for any of the
SUBORDINATED DEBT; or (d) initiate or participateithy others in any action to realize upon any ofdksets of any of the OBLIGORS.
The mere acceleration of the SUBORDINATED DEBT by SUBORDINATING CREDITOR shall not in and of itsebnstitute a
COLLECTION ACTION, provided that the SUBORDINATINGREDITOR does not institute, pursue or take anpmaiment or collection
actions with respect thereto, including withoutitattion the institution of any proceedings to coller realize upon the SUBORDINATED
DEBT or against any of the OBLIGORS or the assétng of the OBLIGORS, or require that paymentsiizale as a result of such
acceleration.

Section 1.2. Default. The term "DEFAULT" has theamiag given that term in the LOAN AND SECURITY AGEEIENT.

Section 1.3. Event Of Default. The term "EVENT OEBAULT" has the meaning given that term in the LOAND SECURITY
AGREEMENT.

Section 1.4. Lender's Documents. The term "LENDHREBCUMENTS" means the LOAN AND SECURITY AGREEMENTcall
documents and writings defined therein as the "LO2OICUMENTS."

Section 1.5. Loan And Security Agreement. The td&r@AN AND SECURITY AGREEMENT" means the Loan And &gity Agreement
dated March 23, 2000, by and between the LENDERiaa@ORROWERS, as amended.

Section 1.6. Senior Debt. The term "SENIOR DEBT'am®all indebtedness, obligations and liabilitiaslgding interest accruing on such
debt after any of the BORROWERS or GUARANTORS beesmsubject to a bankruptcy proceeding, whethepbsunch interest is
enforceable against such BORROWER or GUARANTOReopverable against the bankruptcy estate) nowreafter owed by any of the
BORROWERS or GUARANTORS to the LENDER, whether dinsoor contingent, direct or indirect, joint owveeal, contemplated or
uncontemplated, secured or unsecured, includingiiimited to all principal, interest, fees, ches, reimbursements, advancements,
escrows, overdrafts, and other indebtedness, &@BLIGATIONS," as such term is defined in the LOIFAND SECURITY

AGREEMENT, and all obligations and duties of indefication, reimbursement, suretyship, or guaraatyd any replacements, renewals or
refinancings thereof.

Section 1.7. Subordinated Debt. The term "SUBORDIER DEBT" means all indebtedness, obligations &atdillties now or hereafter
owed by any of the OBLIGORS to the SUBORDINATING ERITOR under or in connection with the SUBORDINATINIDTE or any of
the SUBORDINATING CREDITOR'S DOCUMENTS, and any legements, renewals, or refinancing thereof, whedbsolute or
contingent, direct or indirect, joint or severantemplated or uncontemplated, secured or unsec



Section 1.8. Subordinated Note. The term "SUBORDIER NOTE" means the Replacement Promissory Noteddsttarch 30, 2001, in the
originally stated principal amount of Two Millionr@ Hundred Thousand Dollars ($2,100,000.00) fronE S§STEMS, as the maker
thereof, which is payable to the order of the SUBINRATING CREDITOR.

Section 1.9. Subordinating Creditor's Document® fEnm "SUBORDINATING CREDITOR'S DOCUMENTS" mearisdbcuments,
writings, or instruments evidencing, securing drepivise documenting the whole or any part of th @ SBDINATED DEBT, and alll
amendments, modifications, replacements and sutistis thereto. Without limitation of the foregojrapich term shall include the
SUBORDINATED NOTE.

Section 1.10. Subordination Notice. The term "SUBIIRATION NOTICE" means the providing by the LENDHE®the
SUBORDINATING CREDITOR of written notice of the aacence of a DEFAULT or an EVENT OF DEFAUL



Section 2. Subordination; Standby. The SUBORDINAGIEREDITOR agrees that payment of the SUBORDINATHEBT is expressly
subordinated to the prior and indefeasible payrirefull in cash of all SENIOR DEBT, upon the terarsd subject to the conditions contait
in this AGREEMENT. Except as expressly authorizatspant to Section 3 of this AGREEMENT, the SUBORBTING CREDITOR wiill
not take any COLLECTION ACTION unless and until ®ENIOR DEBT has been fully and indefeasibly paidull in cash and there is no
obligation, commitment or agreement under whichUtBBIDER is required to or may make loans or prowtteer financial accommodations
to or for the benefit of any of the OBLIGORS; prded, however, that nothing in this Section 2 shvait or restrict the SUBORDINATING
CREDITOR from filing a claim (or taking any actiorecessary to achieve allowance of its claim) dvjest to the prior written consent of the
LENDER, otherwise preserving its rights, if anytibé OBLIGORS shall be the subject of a bankruptogeeding not commenced by
SUBORDINATING CREDITOR. Any liens, security intetesmortgages, pledges of or into any of the asdeday of the OBLIGORS in
favor of or for the benefit of the SUBORDINATING &RITOR, both now existing or arising in the futune hereby expressly made
subordinate and junior in priority and right of erdement to any liens, security interests, mortgagepledges of or into any of the assets of
any of the OBLIGORS both now existing or arisinghe future, securing any of the SENIOR DEBT, reltgss of the record priority or dates
of any public filings or documents pertaining therer whether any or all of the security interests liens securing any of the SENIOR
DEBT are unperfected or avoidable. The SUBORDINAGIRREDITOR represents and warrants that, as afaie hereof, the
SUBORDINATED DEBT is unsecured. This subordinatpyovision shall apply with respect to all of theNsBR DEBT, regardless of how
or in what manner the SENIOR DEBT is incurred, tvether the SENIOR DEBT has already been incurreday be incurred in the future
by future advances or other financial accommodatimade or extended by the LENDER, or whether sutthd advances or other financial
accommodations are made at the discretion of tHe¢RER under the LENDER'S DOCUMENTS or pursuant tonoatment or otherwise. If
the SUBORDINATING CREDITOR in violation of this AGEEMENT shall attempt any COLLECTION ACTION, anytbe OBLIGORS o
the LENDER may interpose as a defense or plea #ieng of this AGREEMENT and the LENDER may intereeand interpose such
defense in its name or in the name of any of th&€IGBRS, and any of the OBLIGORS or the LENDER mgwbtue of this AGREEMEN"
restrain the enforcement thereof in the name ofadrilge OBLIGORS or the LENDER.

Section 3. Permitted Payments. Notwithstandingptio@isions of Section 2 of this AGREEMENT, untiethENDER has delivered to the
SUBORDINATING CREDITOR a SUBORDINATION NOTICE, GSEYSTEMS may pay to the SUBORDINATING CREDITOR, ahd
SUBORDINATING CREDITOR may accept or receive frorBEBESYSTEMS the following payments, provided thatitiaking of such
payments by or on behalf of GSE SYSTEMS will naulein a DEFAULT or an EVENT OF DEFAULT:

(a) Beginning on July 1, 2001, GSE SYSTEMS mayteaye SUBORDINATING CREDITOR regularly scheduleayments of accrued
interest provided for under the SUBORDINATED NOTEem and as the same become due under the terfostséh the
SUBORDINATED NOTE (but without giving effect to armymendment or modification thereof which would h#weeffect of increasing the
amount of any such payment or accelerating theddtes of such payments unless the LENDER has givg@nior written consent thereto);

(b) Beginning on April 1, 2004, GSE SYSTEMS may payhe SUBORDINATING CREDITOR regularly scheduleglyments of principal
provided for under the SUBORDINATED NOTE when aisdtlae same become due under the terms set fatttle BUBORDINATED NOTE
(but without giving effect to any amendment or niiedition thereof which would have the effect ofrieasing the amount of any such
payment or accelerating the due dates of any sagments, unless the LENDER has given its priortemitonsent thereto).

(c) GSE SYSTEMS may pay to the SUBORDINATING CREDR payments of other sums and charges provideghfder the
SUBORDINATED NOTE with the prior written consentthfe LENDER.

Upon the giving of a SUBORDINATION NOTICE by the NDER to the SUBORDINATING CREDITOR, the absolutdstdination and
standby provisions of Section 2 shall govern androb and the SUBORDINATING CREDITOR shall not batided to receive any paymel
upon the SUBORDINATED DEBT until the date the LENRprovides the SUBORDINATING CREDITOR with writtemtice that there
are no currently existing DEFAULTS or EVENTS OF DHEFLT. Within ten (10) calendar days after all DEFAUS and EVENTS OF
DEFAULT have been either expressly waived by th&DER in writing or are cured to the LENDER'S satitfon, the LENDER shall
provide written notice thereof to the SUBORDINATINGREDITOR.



Section 4. Subordinated Indebtedness Owed OnlybmiSinating Creditor. The SUBORDINATING CREDITORawants and represents to
the LENDER that: (a) no person or entity owns darigst or any right of any kind in or to the SUBORBTED DEBT, the
SUBORDINATING CREDITOR'S DOCUMENTS, or the lienscsieing the SUBORDINATED DEBT (whether as joint hetdf the
SUBORDINATED DEBT, participant, assignee, pledgeetherwise), other than the SUBORDINATING CREDIT@Rd First Union
Commercial Corporation, as Agent, which is the bolof a blanket security interest in all of thestixig and future assets of the
SUBORDINATING CREDITOR as security for a syndicataddit facility provided by First Union Commerci@brporation and other lend:
to the SUBORDINATING CREDITOR (and provided, howeMgirst Union Commercial Corporation, as Agentemsuch credit facility, has
been notified that the SUBORDINATED NOTE is subjerthis AGREEMENT and has acknowledged same; and

(b) the entire SUBORDINATED DEBT is owing solely ttee SUBORDINATING CREDITOR. The SUBORDINATING CREDOR
acknowledges that the LENDER is relying upon thevakstated representations and warranties of tH2RCRDINATING CREDITOR and
that the LENDER would not continue to extend SENIDEBT to the BORROWERS without obtaining such reprdations and warranties
from the SUBORDINATING CREDITOR and without the teflthat the representations and warranties weis ficcurate and complete in
respects.

Section 5. Priority On Distribution. In the eveifitamy distribution, division, or application, pattior complete, voluntary or involuntary, by
operation of law or otherwise, of all or any pdrthee assets of any of the OBLIGORS or of any nesitiient of the obligations and
indebtedness of any of the OBLIGORS, whether bgaraf liquidation, bankruptcy, arrangement, reeeship, assignment for the benefit of
creditors or any other action or proceeding invadvihe readjustment of the indebtedness of anfeoOBLIGORS, or of the sale of any
assets of any of the OBLIGORS, then, and in any swent, all of such distributions or proceedseispect of the SUBORDINATED DEBT
shall be made to the LENDER until all SENIOR DERTpiaid and satisfied in full.

Section 6. Payments Or Distributions Received Byd8dinating Creditor. Except as to payments orrithistions which the
SUBORDINATING CREDITOR is permitted to accept oceéve pursuant to Section 3 hereof, should any gayror distribution be receive
by the SUBORDINATING CREDITOR upon or with respsethe SUBORDINATED DEBT prior to the satisfactiohall SENIOR DEBT,
the SUBORDINATING CREDITOR shall receive and hate tsame in trust, as trustee, for the benefit@l ENDER and shall forthwith
deliver the same to the LENDER in precisely the s&émnm received (except for the endorsement ogassént of the SUBORDINATING
CREDITOR where necessary) for application on th&ll€®IR DEBT, due or not due, and until so deliverd, same shall be held in trust by
the SUBORDINATING CREDITOR as the property of thENIDER, and shall not be commingled with other fuadproperty of the
SUBORDINATING CREDITOR.



Section 7. Insolvency Proceedings. The SUBORDINAGINREDITOR may not commence or join with any ottreditor in commencing
any bankruptcy, reorganization or insolvency prolaegs with respect to any of the OBLIGORS, unlées$ENIOR DEBT has been fully
satisfied; provided, however, that nothing in tBection 7 shall limit or restrict the SUBORDINATINGREDITOR from filing a claim (or
taking any action necessary to achieve allowandts afaim) or, subject to the prior written consefithe LENDER, otherwise preserving its
rights, if any of the OBLIGORS shall be the subjefch bankruptcy proceeding not commenced or jolmethe SUBORDINATING
CREDITOR. Any payments with respect to the SUBORBTED DEBT received by the SUBORDINATING CREDITORihg any
bankruptcy or insolvency proceedings and prioragment in full of the SENIOR DEBT shall be heldthg SUBORDINATING CREDITOI
in trust for and turned over to the LENDER for apaiion to the SENIOR DEBT.

Section 8. Disposition Of Assets Of Obligors. TRéBORDINATING CREDITOR agrees that any dispositiontbe LENDER of the assets
of any of the OBLIGORS, whether by collection, saleother manner of liquidation, shall be conalesi presumed to be commercially
reasonable and may not be challenged or contegtdtelSUBORDINATING CREDITOR. In this regard andthaut limiting the foregoing,
the LENDER may (a) use such means of collectionexdcise such diligence with respect thereto @t ENDER, in its discretion, deems
appropriate under the circumstances, and (b) émtesuch compromise with and give such releasdsaaquittances to account debtors or
other obligors on any of the OBLIGORS' receivableighout obtaining the agreement or concurrencer afiving prior notice to the
SUBORDINATING CREDITOR, and the SUBORDINATING CREDDR hereby waives all right to require that itsesgnent or consent be
obtained or that it be given notice.

Section 9. Release Of Liens By Subordinating Coedithe SUBORDINATING CREDITOR agrees that in tiwert of any sale or other
disposition of any of the assets of any of the OBORS, whether by any of the OBLIGORS or by the LENR) if the LENDER agrees to
such sale or other disposition and releases its lieereon, the SUBORDINATING CREDITOR shall: (&) deemed ipso facto to have
released and terminated its liens thereon; (b) haveght to object to the sale or other dispositid such assets or withhold or delay its
consent, if such consent is required for the salgher disposition of such assets; and (c) ateeest of the LENDER, provide all necessary
releases or terminations of security interestslmd held by the SUBORDINATING CREDITOR necessiarprder to accomplish such sale
or other disposition free and clear of all secuirtgrests and liens of the SUBORDINATING CREDITCHR,without any consideration or
payment to the SUBORDINATING CREDITOR, unless tmegeeds from such sale are applied to repay thd@GENDEBT in full, in which
event any proceeds in excess of the amount usegpay the SENIOR DEBT in full shall be paid to 8l dBORDINATING CREDITOR if

the SUBORDINATING CREDITOR had a security interestien in such assets subject only to the pricuséy interest or lien of the
LENDER and such proceeds are not required by agigkdaw to be paid to any other party.

Section 10. Additional Covenants Of Subordinatingditor. Until all of the SENIOR DEBT has been palte SUBORDINATING
CREDITOR shall not permit any of the following toaur: (a) the SUBORDINATING CREDITOR shall not tadiepermit any action
prejudicial to or inconsistent with LENDER'S prityrposition over the SUBORDINATING CREDITOR thatdeeated by this
AGREEMENT; and

(b) without the prior written consent of the LENDERe SUBORDINATING CREDITOR shall not extend aowhs or credit
accommodations (other than forgiveness of somdl of the indebtedness evidenced by the SUBORDINEBMEOTE for the benefit of the
OBLIGORS) to any of the OBLIGORS after the datedoéror receive or take any security interestsiglier pledges. The LENDER hereby
consents to the loan to GSE SYSTEMS as describ#gkiapecific SUBORDINATING CREDITOR'S DOCUMENTS igh are listed by titl
in Section 1.9 of this AGREEMEN"



Section 11. Default. The SUBORDINATING CREDITOR Bhmovide the LENDER with immediate notice of tbecurrence of any defaults
under the SUBORDINATING CREDITOR'S DOCUMENTS. Upateipt by the LENDER of such written notice ofaldf from the
SUBORDINATING CREDITOR, the LENDER shall automatigabe deemed to have given a SUBORDINATION NOTI®E&he
SUBORDINATING CREDITOR.

Section 12. Instrument Legend. The SUBORDINATINGHEIRTOR agrees that the SUBORDINATED NOTE, and agryemals or
replacements thereof, and all security agreempledges, and other security documents which seberSUBORDINATED DEBT will on
the date hereof be inscribed with the followingded:

THIS INSTRUMENT AND ALL RIGHTS OF THE PARTIES HERENDER ARE SUBJECT TO AND GOVERNED BY THE TERMS
AND CONDITIONS OF A SUBORDINATION AND INTERCREDITORAGREEMENT DATED MARCH 30, 2001, BY AND BETWEEN
MANTECH INTERNATIONAL CORPORATION AND NATIONAL BANK OF CANADA. WITHOUT LIMITATION OF THE
FOREGOING, ALL RIGHTS OF PAYMENT, LIEN RIGHTS, ANENFORCEMENT RIGHTS OF THE HOLDER OF THIS
INSTRUMENT, ARE EXPRESSLY SUBORDINATED AND SUBJECIIO THE RIGHTS OF NATIONAL BANK OF CANADA AS
PROVIDED IN THE SUBORDINATION AND INTERCREDITOR AGREMENT.

The SUBORDINATING CREDITOR agrees to execute anideUCC-3 statements, and such other filingshestENDER may reasonably
require to reflect in the public records the sulrmation of the liens securing the SUBORDINATED NOfitEthe liens of the LENDER
securing the SENIOR DEBT.

Section 13. Assignees Bound By This Agreement. JUBORDINATING CREDITOR agrees that in the event tive SUBORDINATING
CREDITOR assigns any interest in the SUBORDINATEBEHT or the SUBORDINATING CREDITOR'S DOCUMENTS, aagsignee
thereof shall take subject to the terms and caymatof this AGREEMENT and shall be bound by eaaharery term contained herein. The
SUBORDINATING CREDITOR agrees to advise any propbassignee of the SUBORDINATED DEBT of the termd aanditions of this
AGREEMENT and that such assignee's rights in thBGRDINATED DEBT shall be subject to the terms astAGREEMENT.



Section 14. Subrogation. After all of the SENIORBJEhas been paid in full and until the SUBORDINATHEIEBT has been paid in full, the
SUBORDINATING CREDITOR shall be subrogated to tights of the LENDER to receive distributions withspect to the SENIOR DEBT,
to the extent that distributions otherwise payablthe SUBORDINATING CREDITOR have been appliedhte payment of the SENIOR
DEBT in accordance with the provisions of this AGRNEENT. As between GSE SYSTEMS and the SUBORDINATINREDITOR, a
distribution applied to the payment of the SENIORET in accordance with the provisions of this AGREENT which otherwise would
have been made to the SUBORDINATING CREDITOR shatlbe deemed a payment by GSE SYSTEMS on the SUBRARTED DEBT,

it being understood that the subordination provisiof this AGREEMENT are intended solely for thegmse of defining the relative rights
the SUBORDINATING CREDITOR, on the one hand, arnel tfENDER, on the other hand, and nothing containgdis AGREEMENT sha
impair the obligations of GSE SYSTEMS, which arsabte and unconditional, to pay to the SUBORDINNG CREDITOR the
SUBORDINATED DEBT as and when the same shall becdugeand payable in accordance with its terms,ghag such obligation is
modified by the rights confirmed hereunder in fagbthe LENDER, or affect the relative rights 0€tSUBORDINATING CREDITOR and
the creditors of GSE SYSTEMS other than the LENDERe LENDER shall have no obligation or duty totpad the SUBORDINATING
CREDITOR'S right of subrogation and shall haveiability to the SUBORDINATING CREDITOR for any loss impairment of the
SUBORDINATING CREDITOR'S subrogation rights.

Section 15. Term. This AGREEMENT shall constituteoatinuing agreement between the SUBORDINATING OREOR and the
LENDER, and the LENDER may continue, without notiocehe SUBORDINATING CREDITOR, to lend monies, extl credit and make
other accommodations to or for the account of drth@ OBLIGORS in reliance upon the provisionsto§tAGREEMENT. This
AGREEMENT shall be irrevocable by the SUBORDINATINEREDITOR until all of the SENIOR DEBT shall havedn paid and fully
satisfied and all financing arrangements betwegmofthe OBLIGORS and the LENDER pursuant to thiNCEER'S DOCUMENTS have
been terminated in writing, or until the SUBORDINBD DEBT shall have been paid and fully satisfietijalever first occurs. This
AGREEMENT and the obligations of the SUBORDINATINGREDITOR under this AGREEMENT shall continue todftective, or be
reinstated, as the case may be, if at any timegpaggnent in respect of the SENIOR DEBT is rescinalechust otherwise be restored or
returned by LENDER by reason of any bankruptcyrganization, arrangement, composition or similarcgeding or as a result of the
appointment of a receiver, intervenor or consenvaetoor trustee or similar official for any of tl@BLIGORS or any substantial part of its
property, or otherwise, all as though such payrhadtnot been made.

Section 16. Waivers of Subordinating Creditor. dflthe SENIOR DEBT shall be deemed to have beeremadhcurred in reliance upon this
AGREEMENT, and the SUBORDINATING CREDITOR expressigives all notice of the acceptance by the LENDQEhe subordination
and other provisions of this AGREEMENT, notice lo€ incurring of SENIOR DEBT from time to time undee LENDER'S DOCUMENTS
and all other notices not specifically requiredguant to the terms of this AGREEMENT or by law, dnel SUBORDINATING CREDITOR
expressly waives reliance by the LENDER upon thmatlination and other agreements as herein provitleel SUBORDINATING
CREDITOR agrees that the LENDER has made no waesanot representations with respect to the dueutixer; legality, validity,
completeness or enforceability of the LENDER'S DOMENTS or the collectibility of the SENIOR DEBT, aitlat the LENDER shall be
entitled to manage and supervise the SENIOR DEBAcaordance with applicable law and its usual prast modified from time to time as
the LENDER may deem appropriate under the circuncs®



Section 17. Actions Permitted Lender. The LENDER/mgtend, modify, or renew all or any part of tHeENSOR DEBT, release any surety
security, obtain additional security or exercisg ather right or make additional loans to any & @BLIGORS, all without any notice to or
consent by the SUBORDINATING CREDITOR and withoutainy way impairing or altering the LENDER'S righitgh respect to the
SUBORDINATED DEBT. The SUBORDINATING CREDITOR henglwaives all diligence in collection of the SENI@HEBT or in the
protection or perfection of any security interestien the LENDER may have in the assets of anjhefOBLIGORS. The LENDER may frc
time to time, whether before or after any discamtimce of this AGREEMENT and without notice to afyhe OBLIGORS or the
SUBORDINATING CREDITOR, assign or transfer all arygpart of the SENIOR DEBT or any interest theri, notwithstanding any su
assignment or transfer or any subsequent assigrongmainsfer thereof, such SENIOR DEBT shall be @mdain SENIOR DEBT for
purposes of this AGREEMENT and every assigneeamsferee and successive assignee or transfereg of the SENIOR DEBT or any
interest therein shall, to the extent of the irgeod such assignee or transferee in the SENIORDIBB entitled to the benefits of this
AGREEMENT as if such assignee or transferee ward ENDER; provided, however, that unless the LENDHRII otherwise consent in
writing, the LENDER shall have and retain an unimgaright prior and superior to that of any suskignee or transferee, of this
AGREEMENT for the benefit of the LENDER as to symzrt of the SENIOR DEBT that the LENDER has notgaesd or transferred.

Section 18. Waivers of Lender. No waiver shall berded to be made by the LENDER of any of its rifeiunder, unless the same shall be
in writing signed on behalf of the LENDER, and eagiver, if any, shall be a waiver only with resptecthe specific instance involved and
shall in no way impair the rights of the LENDERany other respect at any other time.

Section 19. Notices. Any notice required or perecitby or in connection with this AGREEMENT shallibenriting 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, uniricted delivery, return receipt requested,
postage prepaid, addressed to the LENDER or theCRRIBNATING CREDITOR at the appropriate addressfegh below or to such other
address as may be hereafter specified by writtéioeby the LENDER or the SUBORDINATING CREDITORobce shall be considered
given as of the date of the facsimile or the hagli/dry, one (1) calendar day after delivery to &edl Express or similar overnight delivery
service, or three (3) calendar days after the ofateailing, independent of the date of actual deiyvor whether delivery is ever in fact made,
as the case may be, provided the giver of notioeestablish the fact that notice was given as gexvherein. If notice is tendered pursuant to
the provisions of this Section and is refused leyittended recipient thereof, the notice, neveeglshall be considered to have been given
and shall be effective as of the date herein pexti



If to the LENDER:
NATIONAL BANK OF CANADA 125 West 55th Street New Yk, New York 1001¢
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 SUBORDINATING CREDITOR:

MANTECH INTERNATIONAL CORPORATION
12015 Lee Jackson Highway, 8th Floor
Fairfax, Virginia 22033

Attn.: Tracy A. Wilson, Assistant Secretary Fax N@03) 218-8296
With Courtesy Copies To:

GOLDEN & NELSON, PLLC
8285 Highglade Court
Millersville, Maryland 21108

Attn.: Hedy L. Nelson, Esquire Facsimile No.: (47@p-2246
and

DICKSTEIN SHAPIRO MORIN & OSHINSKY
2101 L Street, N.W.
Washington, D.C. 20037-1526

Attn: Matthew S. Bergman, Esq.
Facsimile No.: (202) 887-0689

The failure of the LENDER to send any or all of di®ve courtesy copies shall not impair the effectess of notice given to the
SUBORDINATING CREDITOR in the manner provided her¢



Section 20. 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 AGREEMENT #melrights and obligations of the parties herigtduding 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 AGRENT or which occurred or were to occur as a dicgdndirect result of this
AGREEMENT having been executed.

Section 21. Consent To Jurisdiction; Agreement A3/€nue. The SUBORDINATING CREDITOR irrevocably camts to the noexclusive
jurisdiction of the courts of the State of New Yarkd the State of Maryland and of the United StBistrict Court For The Southern Distri
Of New York and for the District of Maryland, iftasis for federal jurisdiction exists. The SUBORBINNG CREDITOR agrees that venue
shall be proper in any circuit court of the Statélew York or the State of Maryland selected by ItlEENDER or in the United States District
Court For The Southern District of New York or the District Of Maryland if a basis for federaligdiction exists and waives any right to
object to the maintenance of a suit in any of thgesor federal courts of the State of New Y orkhar State of Maryland on the basis of
improper venue or of inconvenience of forum.

Section 22. Parties. This AGREEMENT shall be bigdipon, and inure to the benefit of, the SUBORDINKMG CREDITOR and the
LENDER and their respective successors and assigpesterm "OBLIGORS" as used herein shall alsorref¢he successors and assigns of
any of the OBLIGORS, including, without limitatioa,receiver, trustee, custodian or debtor-in-paises

Section 23. Section Titles. The section titles adrdd in this AGREEMENT are and shall be withodistantive meaning or content of any
kind whatsoever and are not a part of the agreebeteen the parties hereto.

Section 24. Authority. The SUBORDINATING CREDITORpresents and warrants to the LENDER that it h#soaity to enter into this
AGREEMENT and that the person signing for it ishmuwized and directed to do so.

Section 25. Entire Agreement. This AGREEMENT cdngéis and expresses the entire understanding betiegarties hereto with respect
to the subject matter hereof, and supersedesiailgmd contemporaneous agreements and undersgandiducements or conditions, whet
express or implied, oral or written. Neither thiEREEMENT nor any portion or provision hereof maychanged, waived or amended orally
or in any manner other than by an agreement inngrgigned by the LENDER and the SUBORDINATING CREDR.

Section 26. Additional Documentation. The SUBORDINNG CREDITOR shall execute and deliver to the LER®such further
instruments and shall take such further actiomad. ENDER may at any time or times reasonably retjmeorder to carry out the provisions
and intent of this AGREEMENT.

Section 27. Defects Waived. This AGREEMENT is effifex notwithstanding any defect or voidability etvalidity or enforceability of any
instrument or document evidencing the SENIOR DE



Section 28. Severability. The provisions of thisREEMENT are independent of and separable from e#wdr. If any provision hereof shall
for any reason be held invalid or unenforceablis, the intent of the parties that such invalidityunenforceability shall not affect the validity
or enforceability of any other provision hereofdahat this AGREEMENT shall be construed as if sinsfalid or unenforceable provision
had never been contained herein.

Section 29. Execution In Counterparts; Delivery Facsimile. This AGREEMENT may be executed andveedid by the parties hereto in
counterparts. Signatures to this AGREEMENT may éeévdred via facsimile with each such signaturelslivered to be of the same force
and effect as if such signature were an origirgriature affixed by the signatory thereof to thiSREEMENT.

Section 30. Waiver Of Trial By Jury. Each partythis AGREEMENT agrees that any suit, action, orcpesling, whether claim or
counterclaim, brought or instituted by either pdréyeto or any successor or assign of any party evith respect to this AGREEMENT or
which in any way relates, directly or indirectly,the dealings of the parties with respect thewgiall be tried only by a court and not by a
jury. EACH PARTY HEREBY EXPRESSLY WAIVES ANY RIGH’

TO ATRIAL BY JURY IN ANY SUCH SUIT, ACTION, OR PROEEDING.

[SIGNATURES BEGIN ON NEXT PAGE]



IN WITNESS WHEREOF, this AGREEMENT has been dulgexted by the parties hereto as of the day andfiyshabove written.

WITNESS/ATTEST SUBORDINATING CREDITOR:

MANTECH INTERNATIONAL CORPORATION,

By: (SEAL)
Name:

Title:

Date: March ___, 2001

LENDER:
NATIONAL BANK OF CANADA

By: (SEAL)

Robert A. Incorvati,
Vice President

By: (SEAL)

James P. Sierakowski,
Vice President

Date: March , 2001
[CONTINUED ON FOLLOWING PAGE]



ACKNOWLEDGMENT AND AGREEMENT OF OBLIGORS

Each of the OBLIGORS does hereby accept and aclatgel receipt of a copy of the foregoing AGREEMEMRd agrees that it will not pay
any of the SUBORDINATED DEBT, except as expresd@ynpitted by the terms of the AGREEMENT, or grany dens to secure the

SUBORDINATED DEBT.

Each of the OBLIGORS hereby irrevocably and uncoowially authorizes the LENDER and the SUBORDINATINCREDITOR, without
any further notice to or consent from the OBLIGORSexchange and disclose to the other from tintere such information about the
businesses, financial affairs, operations, andistat collateral and credit facilities of the OBLORS as the LENDER and the

SUBORDINATING CREDITOR elect to exchange.

IN WITNESS WHEREOF, the undersigned have causexdAbknowledgment And Agreement to be duly execatedf the day and year first

above written.

WITNESS/ATTEST: OBLIGOR

GSE SYS

Jeffe
Seni

Date:

GSE PR

By:

By:

Jeffer
Senior
Date:

GSE POWE

Jeffery
Senior V

Date:

By:

S:
TEMS, INC.
(SEAL)
ry G. Hough,
or Vice President
March , 2001
OCESS SOLUTIONS, INC.
(SEAL)
y G. Hough,
Vice President
March , 2001
R SYSTEMS, INC.
(SEAL)

G. Hough,
ice President

March , 2001



GP STRATEGIES CORPORATION

By:

(SEAL) Name :

Date: March , 2001

Title;

GSE SYSTEMS INTERNATIONAL LTD.

Jeffery
Senior V

Date:

MSHI, INC.

Jeffery
Senior

Date:

GSE ERUDI

Jeffery
Senior

Date:

By:

By:

By:

G. Hough,
ice President

March , 2001

G. Hough,
Vice President

March , 2001

TE SOFTWARE, INC.

(SEAL)

(SEAL)

(SEAL)

G. Hough,
Vice President

March , 2001



GSE SERVICES COMPANY L.L.C.

Jeffery
Secretar

Date:

GP INTER

By:

By:

Jeffery
Senior

Date:

(SEAL)
G. Hough,
y
March , 2001
NATIONAL ENGINEERING
& SIMULATION, INC.
(SEAL)

G. Hough,
Vice President

March , 2001



Exhibit 10.3
THIRD MODIFICATION AGREEMENT

THIS THIRD MODIFICATION AGREEMENT ("MODIFICATION")is made as of the 30th day of March, 2001, by andrey GSE
SYSTEMS, INC., a Delaware corporation, GSE PROCESEBUTIONS, INC., a Delaware corporation, and GSBAHER SYSTEMS, INC.,
a Delaware corporation (collectively, "BORROWERS5R STRATEGIES CORPORATION, a Delaware corporaff@P STRATEGIES"),
MANTECH INTERNATIONAL CORPORATION, a New Jersey guration ("MANTECH"), GSE SYSTEMS INTERNATIONAL LTD a
Delaware corporation ("INTERNATIONAL"), MSHI, INCa Virginia corporation ("MSHI"), GSE ERUDITE SOFTARE, INC., a
Delaware corporation ("ERUDITE"), GSE SERVICES COM¥Y L.L.C., a Delaware limited liability company$ERVICES"), GP
INTERNATIONAL ENGINEERING & SIMULATION, INC., a Deaware corporation ("GP ENGINEERING"), and NATIONAANK OF
CANADA, a Canadian chartered bank ("LENDER"). GRRATTEGIES and MANTECH are referred to collectivelythe "LIMITED
GUARANTORS." INTERNATIONAL, MSHI, ERUDITE, SERVICESand GP ENGINEERING are referred to collectivedytiae
"GUARANTORS."

RECITALS

Pursuant to the terms of a Loan And Security Ager@rdated as of March 23, 2000, as amended purguarfirst Modification Agreement
dated as of May 30, 2000 ("FIRST MODIFICATION") apdrsuant to a Second Modification Agreement datedf July 20, 2000
("SECOND MODIFICATION"), and various letter agreemi® executed from time to time (the aforesaid Laad Security Agreement, as
amended from time to time, "LOAN AGREEMENT") by ahdtween the BORROWERS and the LENDER, the LENDER @viding to the
BORROWERS a revolving credit facility in the origily stated principal amount of Ten Million Dolla$10,000,000.00). All capitalized
terms used herein and not otherwise defined sha# ithe same meaning herein as in the LOAN AGREEWEN

MANTECH has guaranteed all of the BORROWERS' ohiages to the LENDER (subject to certain limitaticset forth therein) pursuant to a
Limited Guaranty Agreement dated as of March 2802@s amended pursuant to the SECOND MODIFICAT(@Namended, "MANTECI
GUARANTY"). GP STRATEGIES has guaranteed all of BERROWERS' obligations to the LENDER (subject ¢otain limitations set
forth therein) pursuant to a Limited Guaranty Agneat dated as of March 23, 2000. The GUARANTORSlguaranteed all of the
BORROWERS' obligations to the LENDER pursuant t@faaty Agreements dated as of March 23, 2



The CREDIT FACILITY is secured by, among other tiénthe security interests and liens granted bBtARBROWERS and the
GUARANTORS to the LENDER pursuant to the LOAN AGREENT and the other LOAN DOCUMENTS. MANTECH has pided

certain credit enhancements in connection withGR&DIT FACILITY, including but not limited to (ajrievocable standby letter of credit no.
5867621 having an originally stated face amourliok Hundred Thousand Dollars ($900,000.00), issaredpril 6, 2000 by Mellon Bank,
NL.A. for the benefit of the LENDER, against MANTEGt4 account party, and having an expiry date ofl p2001 (together with ar
extensions or renewals thereof, "APRIL 2000 MANTECAE"), and (b) irrevocable standby letter of ctawh. S868784, having an original
undrawn face amount of Nine Hundred Thousand Do($©00,000.00), issued by Mellon Bank, N.A. for tienefit of the LENDER, against
MANTECH as account party (together with any extensior renewals thereof, "ADDITIONAL MANTECH L/C").

The BORROWERS are in default under the LOAN AGREBWEas a result of violations of Sections 6.21, 6223, 7.3, and 7.4 of the
LOAN AGREEMENT on or before the date hereof ("EXISG DEFAULTS"). As a result of the occurrence o€ BXISTING DEFAULTS,
the LENDER may terminate the CREDIT FACILITY anccaterate the time for payment of the OBLIGATIONSIa@xercise its rights and
remedies upon default. Notwithstanding the EXISTINBFAULTS, the LENDER is continuing to provide adeas under the LOAN and
has not as of the date hereof demanded repaymentycfums under the CREDIT FACILITY.

The BORROWERS have requested that the LENDER masifiain terms of the LOAN AGREEMENT. The BORROWERS/e also
requested that the LENDER waive the EXISTING DEFAUA.

NOW, THEREFORE, in consideration of the premisaes, ather good and valuable consideration, the péegid adequacy of which &
hereby acknowledged, the parties agree as follows:

Section 1. Recitals. The parties acknowledge tiaracy of the above Recitals and hereby incorpahedrecitals into this
MODIFICATION.

Section 2. ManTech Letters of Credit. The BORROWERS8 MANTECH hereby request that the LENDER drawrughe APRIL 2000
MANTECH L/C and the ADDITIONAL MANTECH L/C and applthe net proceeds of same to the OBLIGATIONS; jzted, however, the
LENDER shall not, in any event, incur any liabilftyr any delay or failure to do so. Once drawn ypw@ither the APRIL 2000 MANTECH
L/C nor the ADDITIONAL MANTECH L/C shall constitutELIGIBLE ADDITIONAL COLLATERAL VALUE. The BORROWERS and
MANTECH agree to maintain the APRIL 2000 MANTECHQ And the ADDITIONAL MANTECH L/C until drawn by theENDER.



Section 3. Indebtedness to ManTech. GSE SYSTEMBshaermitted to borrow from MANTECH an aggregptencipal amount not to
exceed Three Million Nine Hundred Thousand Dol(&3,900,000); provided: (a) Two Million One Hundrédousand Dollars ($2,100,000)
of such indebtedness shall be evidenced, in pathdReplacement Promissory Note of even datenlittrén the principal amount of Two
Million One Hundred Thousand Dollars ($2,100,000)d5E SYSTEMS and payable to the order of MANTE@Hppy of which has been
provided to the LENDER; (b) Nine Hundred Thousarall&s ($900,000) of such indebtedness shall réarit a drawing by the LENDER
upon the APRIL 2000 MANTECH L/C in the amount offdiHundred Thousand Dollars ($900,000), as sdt for§ection 2 above, and such
indebtedness shall be evidenced by instrumentseawnts, and documents which shall be provideldeth ENDER in advance of execution
thereof and in form and substance satisfactoriiéd ENDER; (c) the balance of Nine Hundred Thous2oHars ($900,000) of such
indebtedness shall result from a drawing by the DER upon the ADDITIONAL MANTECH L/C in the amount dline Hundred Thousand
Dollars ($900,000) as set forth in Section 2 abawel such indebtedness shall be evidenced by imstris, agreements, and documents w
shall be provided to the LENDER in advance of exieouthereof and in form and substance satisfadimtiie LENDER; and (d) all of such
indebtedness shall be unsecured and subordinathd @BLIGATIONS in writing pursuant to a writtenlsordination agreement in the same
form as the Subordination and Intercreditor Agreenod even date herewith by and between MANTECH tiwedENDER.

Section 4. LIBOR Borrowing under the Loan Agreemédime BORROWERS agree that, notwithstanding angtharthe contrary set forth in
the LOAN AGREEMENT, during the period commencingtbe date hereof and continuing for twelve (12)ssmutive months hereafter, the
BORROWERS shall not elect to accrue interest atibdUSTED LIBOR RATE and the LENDER shall have rmigation to make any
advances under the CREDIT FACILITY as LIBOR BORROQWES. In the event that no DEFAULT or EVENT OF DEFAUshall occur or
exist during, or at the end of, such twelve-morghiqd, the BORROWER may, at the end of such twehosth period, make elections for
LIBOR BORROWINGS, subject to all of the terms amhditions set forth in the LOAN AGREEMENT.

Section 5. Amendment To Loan Agreement. The LOANREEMENT is hereby amended and modified as follows:
a. Section 1.11 of the LOAN AGREEMENT captioned plipable Margin" is hereby amended and restatatsiantirety as follows:

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

BASE RATE LIBOR R ATE
0.75% 3.25%
b. Section 1.18 of the LOAN AGREEMENT captioned " Borrowing Base" is

hereby amended by adding immediately followingwloeds and punctuation "INTEREST RATE PROTECTION AEERMENTS," the word
and punctuation "FOREIGN EXCHANGE EXPOSURE



c. Article 1 of the LOAN AGREEMENT is hereby amendey adding the following definition of "Current &' as new Section 1.29A
immediately following Section 1.29 captioned "Ctdekcility":

Section 1.29A. Current Ratio. The term "CURRENT RATmeans, as at the end of any period, the rdt{@)oTOTAL CURRENT ASSETS
as at the end of such period to (b) TOTAL CURRENARILITIES plus, without duplication, the aggregaimount of all outstanding
balances under the CREDIT FACILITY as at the enduwh period.

d. Section 1.34 of the LOAN AGREEMENT captioneditfiile Additional Collateral Value" is hereby ameudand restated in its entirety as
follows:

Section 1.34 Eligible Additional Collateral Valughe term "ELIGIBLE ADDITIONAL COLLATERAL VALUE" means, at any date of
determination thereof, an aggregate amount equabet® TATED AMOUNT of a letter of credit having ack amount satisfactory to the
LENDER, naming the LENDER as beneficiary, issuedtbank satisfactory to the LENDER, on terms amyigions acceptable to the
LENDER, having an expiration date satisfactoryiie tENDER, and being in form and substance satmfia¢o the LENDER, in its sole
discretion, provided the same shall be duly isaaratidelivered to the LENDER and in full force arfféet, and provided further, the same
shall cease to be included in the determinatioBldGIBLE ADDITIONAL COLLATERAL VALUE on the date wlich is thirty (30) days
prior to such letter of credit's expiry date.

e. Article 1 of the LOAN AGREEMENT is hereby amedd®y adding the following definition of "Foreign Eixange Exposure" as new
Section 1.48A immediately following Section 1.4®8aned "Fiscal Year":

Section 1.48A. Foreign Exchange Exposure. The t&6@REIGN EXCHANGE EXPOSURE" shall mean all existiagd future obligations
any of the BORROWERS to the LENDER, and all riskd axposure to the LENDER as a result of transastiequested by or for the ben
of any of the BORROWERS, including, but not limitex the risk that changes in foreign exchangesrai#t result in a financial loss, in ten
of US dollars, to the LENDER, whether existing asimg from time to time, and whether in connectiith foreign exchange credit
accommodations and transactions, currency tramsestioreign exchange trades and settlement amzengs, foreign exchange risk
derivative instruments, foreign exchange settlemieks, relative currency valuation, cr-currency risks, or otherwis



f. Clause (e) of Section 1.81 of the LOAN AGREEMERdptioned "Obligations" is hereby amended anditedtin its entirety as follows:

(e) payments, duties or obligations owed to the DER arising from or with respect to INTEREST RATRGTECTION AGREEMENTS,
FOREIGN EXCHANGE EXPOSURE (including but not linit¢o, foreign exchange facilities, foreign exchanigk derivative instruments,
or currency transactions), existing or arising friomme to time;

g. Section 2.1 of the LOAN AGREEMENT captioned "Agment to Extend the Loan" is hereby amended bingdd the end thereof the
following:

Subject to the terms and conditions of this AGREEBMEand the LOAN DOCUMENTS, including but not limitéo the terms of all
reimbursement agreements, applications and otlieeagents, instruments, and documents requiredebyEINDER, the LENDER may, in i
sole discretion, provide foreign exchange credibatmodations to the BORROWERS through but not tliolgithe TERMINATION DATE;
provided

(a) the aggregate amount of the FOREIGN EXCHANGEPBESURE as determined by the LENDER in its solerdtgm shall not at any
time exceed Five Hundred Thousand Dollars ($500,C0@ (b) one hundred percent (100%) of the aggesgmount of the FOREIGN
EXCHANGE EXPOSURE, as determined by the LENDER$rsple discretion from time to time, shall beyutkserved against the
BORROWING BASE. If at any time, the LENDER determdrthat the FOREIGN EXCHANGE EXPOSURE exceeds anh permitted
amounts, the BORROWERS shall pay to the LENDERuH@mount of such excess in immediately availdhleds.

h. The first two sentences of Section 2.2.3 oft@AN AGREEMENT captioned "Letter of Credit Fees A@ther Charges" are hereby
deleted and the following inserted in lieu thereof:

The BORROWERS, jointly and severally, shall payht® LENDER a fee with respect to each outstandiB§ TER OF CREDIT computed
the face amount of such LETTER OF CREDIT at an ahparcentage rate (based on a 360-day year) tmttake and one-quarter percent
(3.25%). The aforesaid letter of credit fee shalplayable quarterly in advance on the first BUSISEB\Y of each QUARTER.

i. Section 5.18 of the LOAN AGREEMENT captioned itfhle Additional Collateral Value" is hereby amewdand restated in its entirety as
follows:



Section 5.18 Eligible Additional Collateral Valugny letter of credit which any of the BORROWERS tad should be included in the
calculation of ELIGIBLE ADDITIONAL COLLATERAL VALUE shall be considered "eligible" only if, at the &rof determination of
eligibility, there shall be no less than thirty J2ays remaining from such date of determinatiothéoexpiry date of the letter of credit. In
addition, any letter of credit which any of the BRBWERS contend should be included in the calculatioELIGIBLE ADDITIONAL
COLLATERAL VALUE shall have an expiry date whichrist less than one year from issuance.

j. Section 6.12.5 of the LOAN AGREEMENT captioné@uarterly Financial Statements" is hereby amendedestated in its entirety
follows:

Section 6.12.5. Interim Financial Statements. (@)the QUARTER ending March 31, 2001, as soon adable and in any event within
forty-five (45) calendar days after the end of SQBARTER, the BORROWERS shall submit to the LEND&Bonsolidated and
consolidating balance sheet of the BORROWERS agid BUBSIDIARIES as of the end of such quarterpasolidated and consolidating
statement of income and retained earnings of thRBOWERS and their SUBSIDIARIES for the period comugirg at the end of the
previous FISCAL YEAR and ending with the end oftsgoarter, and a consolidated statement of cashdfahe BORROWERS and their
SUBSIDIARIES for the portion of the FISCAL YEAR eed with the last day of such quarter, all in reasd® detail and stating in
comparative form the respective consolidated amdaladating figures for the projection and budgetduch period and the respective
consolidated and consolidating figures for the egponding date and period in the prior FISCAL YE&RI all prepared in accordance with
G.A.A.P. and certified by the chief financial officof each of the BORROWERS (subject to -end adjustments



(b) In addition, as soon as available and in argnewithin thirty (30) calendar days after the efi@¢ach calendar month (provided in the case
of the month of March 2001 only, within forty-fi(d5) calendar days after the end of such calendatim), the BORROWERS shall submit

to the LENDER a consolidated and consolidating iizdasheet of the BORROWERS and their SUBSIDIARIE®fahe end of such month
consolidated and consolidating statement of incantkretained earnings of the BORROWERS and theBSDIARIES for the period
commencing at the end of the previous FISCAL YEAR anding with the end of such month, and a codatdd statement of cash flow of
the BORROWERS and their SUBSIDIARIES for the partaf the FISCAL YEAR ended with the last day of lsusonth, all in reasonable
detail and stating in comparative form the respeationsolidated and consolidating figures for tteqetion and budget for such period and
the respective consolidated and consolidating &éigdor the corresponding date and period in thar piSCAL YEAR and all prepared in
accordance with G.A.A.P. and certified by the cffiehncial officer of each of the BORROWERS (subjecyear-end adjustments).

k. Section 6.12.6 of the LOAN AGREEMENT captiongkhtiual Financial Statements" is hereby amendeddjng, immediately after the
words "stating in comparative form," the words "tespective consolidated and consolidating figloeshe projection and budget for such
period and".

I. Section 6.12.10 of the LOAN AGREEMENT captiori&krtificates of No Default" is hereby amended agstated in its entirety as follov

Section 6.12.10. Certificates of No Default. Witltiirty

(30) calendar days after the end of each calendathmeach of the BORROWERS shall submit to the DER certificates of the chief
financial officers of each of the BORROWERS ceitifythat: (i) there exists no DEFAULT or EVENT OFEBAULT, or if a DEFAULT or

an EVENT OF DEFAULT exists, specifying the naturereof, the period of existence thereof and whivasuch BORROWER proposes
take with respect thereto; (ii) no material adversange in the condition, financial or otherwisgsiness, property or results of operations of
such BORROWER has occurred since the previoudicaté was sent to the LENDER by such BORROWERfamy such change has
occurred, specifying the nature thereof and whiwasuch BORROWER has taken or proposes to takterespect thereto; (iii) all insuran
premiums then due have been paid; (iv) all taxes tlue have been paid or, for those taxes which havbeen paid, a statement of the taxes
not paid and a description of such BORROWER'S maim®therefor; (v) no litigation, investigation mmoceedings, or injunction, writ or
restraining order is pending or threatened omyf such litigation, investigation, proceeding, imjtion, writ or order is pending, describing
the nature thereof; and (vi) stating whether orthetGUARANTORS and the BORROWERS are in compliamitke the covenants in this
AGREEMENT, including a calculation of the financ@venants in the schedule attached to such dfficertificates in form satisfactory to
the LENDER.

m. Sections 6.21 and 6.22 of the LOAN AGREEMENTtmaped "Minimum EBITDA" and "Minimum Tangible Net @th Plus
Subordinated Debt" respectively, are hereby ameadddestated in their entirety as follo\



Section 6.21. Minimum EBITDA. The EBITDA of the BBROWERS and their respective consolidated SUBSIDERmeasured on a
consolidated basis shall be: (a) for the QUARTERi®mam March 31, 2001, measured at the end of SUCARJIER, not less than
$1,050,000.00; (b) for each of the calendar moattting April 30, 2001, through and including Decem®1, 2001, measured at the end of
each such month, not less than $383,000.00; (®doh calendar month thereafter, measured at thefezach such month, not less than
$450,000.00.

Section 6.22. Minimum Tangible Net Worth Plus Suldoaited Debt. As of the end of each accountingogeset forth below of the
BORROWERS and their respective consolidated SUBSHIES, the sum of TANGIBLE NET WORTH plus SUBORDINAD DEBT of
the BORROWERS and their respective consolidated SOBARIES on a consolidated basis shall be not{kas the respective amount set
forth for such accounting period:

(a) for the QUARTER ending March 31, 2001, anddach of the calendar months ending April 30, 20td May 31, 2001:

$3,700,000.00;

(b) for each of the calendar months ending Jun€@01, July 31, 2001, and August 31, 2001: $6,DD;

(c) for each of the calendar months ending Septe®®e2001, October 31, 2001, and November 30, 286.750,000.00;
(d) for each of the calendar months ending Decer@beP001, January 31, 2002, and February 28, 288850,000.00;
(e) for each of the calendar months ending March2802, April 30, 2002, and May 31, 2002: $7,000,00;

(f) for each of the calendar months ending June802, July 31, 2002, and August 31, 2002: $7, BDaD;

(g) for each of the calendar months ending SepteB®e2002, October 31, 2002, and November 30, 260300,000.00;
(h) for each of the calendar months ending Decer@bep002, January 31, 2003, and February 28, 200350,000.00.

n. Section 6.23 of the LOAN AGREEMENT captioned Hithum Working Capital" is hereby deleted and tH®feing new Section 6.23
captioned "Minimum Current Ratio" inserted in ligwereof:



Section 6.23. Minimum Current Ratio. The CURRENTR® of the BORROWERS and their respective constéid&sUBSIDIARIES on a
consolidated basis shall be not less than the céspeamount as of the end of each calendar maeitfogh below: (a) as of the end of each
calendar month ending March 31, 2001 through adldiding August 31, 2001: 0.80; (b) as of the endaxfh calendar month ending
September 30, 2001 through and including NovemBeRB01: 0.85; (c) as of end of the calendar mentting December 31, 2001: 0.90; i
(d) as of the end of the calendar month endingalgngd, 2002 and each calendar month thereaf@o: 1.

0. Section 6.24 of the LOAN AGREEMENT captioned tiRaf Total Liabilities to Tangible Net Worth Pli&ubordinated Debt" is hereby
amended and restated in its entirety as follows:

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 calendar month set fortbmb#ie ratio of (a) TOTAL
LIABILITIES to (b) TANGIBLE NET WORTH plus SUBORDIMTED DEBT not greater than the respective ratiofsgh below:

Month ending Ratio
3/31/01 6.25

4/30/01 6.25

5/31/01 6.25

6/30/01 and each calendar 4.00

month thereafter

Section 6. Amendment of ManTech Guaranty. The MARFFEGUARANTY is hereby amended and modified by aniega@nd restating
Section 3 thereof captioned "Letter of Credit"tmeéntirety as follows



Section 3. Letter of Credit. (a) The GUARANTOR himdivered to the LENDER an irrevocable standbyeletif credit no. 5867621 having an
original undrawn face amount of Nine Hundred ThowsBollars ($900,000.00) naming the LENDER as hieizgel/, issued by Mellon Bank,
N.A. on April 6, 2000 and having an expiration datépril 6, 2001 ("APRIL 2000 MANTECH L/C"). The GBARANTOR has also delivere
to the LENDER an additional irrevocable standbteledf credit no. S868784, having an original umdrdace amount of Nine Hundred
Thousand Dollars ($900,000.00), naming the LENDEReneficiary, issued by Mellon Bank, N.A., on JL®; 2000 and having an expirat
date of July 18, 2001 ("ADDITIONAL MANTECH L/C;" #én ADDITIONAL MANTECH L/C and the APRIL 2000 MANTECHL/C are eacl
sometimes referred to individually as a MANTECH Ld@d are referred to collectively as the "MANTECHKCK"). The GUARANTOR
acknowledges that the MANTECH L/Cs are to servpaasof the BORROWING BASE for the LOAN to the BORRVERS.

(b) Effective, respectively, upon the due deliverghe LENDER of each original fully executed, isduand effective MANTECH L/C
satisfying all of the conditions set forth above &pplicable to the APRIL 2000 MANTECH L/C or th®BITIONAL MANTECH L/C, as

the case may be), and continuing, respectivelysddong as each such MANTECH L/C shall be effexstthe provisions of Section 2 of this
GUARANTY shall be deemed amended to the effecttt@iGUARANTY MONETARY AMOUNT set forth in Sectiop shall be reduced t
an amount equal to the original undrawn face amotiasach such MANTECH L/C which continues so ireeff Upon expiration or release of
a MANTECH L/C, the amendments to the GUARANTY MON&RY AMOUNT set forth in this clause (b) arising asesult of the issuance
and delivery of such MANTECH L/C shall immediatelgd without further notice be void and of no furtf@ce and effect. Upon expiration
or release of both MANTECH L/Cs, all of the prowiss of Section 2 shall be as stated in Sectionp®nl& drawing or drawings by the
LENDER upon one or both of the MANTECH L/Cs and laggiion of such amount to payment of the obligasiof the BORROWERS to the
LENDER, subject to Section 24 hereof captioned hR&itement," the OBLIGATIONS of the GUARANTOR hender shall be reduced to
the extent of such drawing and application of peaise Upon a drawing by the LENDER upon both of MENTECH L/Cs equal to the full
$1,800,000.00 aggregate face amount of such MANTEQ4, and application of such amounts to paymétti@obligations of the
BORROWERS to the LENDER, subject to reinstatememsyeant to Section 24 hereof, this GUARANTY shalldautomatically terminated
and MANTECH shall have no further obligations herder.

Section 7. Waiver of Existing Defaults. Subjectte terms of this MODIFICATION, the LENDER herebyiwes the EXISTING
DEFAULTS. The contrary notwithstanding, the waigeanted herein shall not constitute a waiver of atier violation, DEFAULT, or
EVENT OF DEFAULT which may exist under the LOAN AGEMENT or any other LOAN DOCUMENT, whether or natdwn to the
LENDER, nor shall it constitute a waiver of anyuré violation, DEFAULT, or EVENT OF DEFAULT occung under the LOAN
AGREEMENT or any other LOAN DOCUMENT, including wibut limitation, any future or additional violatiar Sections 6.21, 6.22, 6.23,
7.3, and 7.4 of the LOAN AGREEMEN'



Section 8. Amendment Fee. This provisions set fiortBections 2 - 7, inclusive of this MODIFICATIO$hall be conditioned upon and shall
not be effective until the BORROWER shall have paithe LENDER a non-refundable and unconditioral équal to Twenty Thousand
Dollars ($20,000.00). The fee shall not be congidéo be a payment of any of the LENDER's expemsesred in connection with the
CREDIT FACILITY or this MODIFICATION.

Section 9. Acknowledgment of Guarantors and Lim{Bedrantors. Each of the GUARANTORS and the LIMITEDARANTORS hereby
acknowledges the modifications and other terméostt herein and, except as specifically modifieddby, ratifies and confirms all of its
respective obligations under the LOAN DOCUMENT SMuoich it is a party.

Section 10. Other Terms. Except as specifically iffrextiherein, all other terms and provisions of H@AN DOCUMENTS remain in full
force and effect and are hereby ratified and cordit. The modifications contained herein shall moistitute a novation of, or a refinancing
of, the CREDIT FACILITY or affect the validity, potity, or enforceability of the liens and secuiiityerests created by or granted in the
LOAN DOCUMENTS.

Section 11. Additional Representations and Warean#\s an inducement to the LENDER to enter inito AGREEMENT, the
BORROWERS, the GUARANTORS, and the LIMITED GUARANTRS hereby make the following additional represémtatand warrantie
to the LENDER:

a. Each of them: (i) has the power to enter ini® MMODIFICATION and any related documents, andedof@rm all of its obligations
hereunder and thereunder; (ii) has duly authoriecentry into and performance of this MODIFICATI@INd all related documents; and (iii)
is in good standing in the state of its incorpamatjor formation) and in all other states in whictransacts business, except where the failure
to be in good standing would not materially affeetformance under the LOAN DOCUMENTS.

b. None of them is in default of any of its respextuties or obligations of the LOAN DOCUMENTS lfet than the EXISTING
DEFAULTS).

c. No event exists which constitutes, or which Wit passage of time, the giving of notice, or bathuld constitute a default under the
LOAN AGREEMENT or any of the LOAN DOCUMENTS (oth#éran the EXISTING DEFAULTS).

d. None of them is in default under any other catiragreement or instrument to which it is a partynder which it or any of its property is
bound.

e. The execution, delivery and performance of Mi@@DIFICATION will not immediately, or with the paage of time, the giving of notice, or
both violate any laws or result in a default unaiey contract, agreement, or instrument to whicharthem is a party or by which any of
them or any of their property is bound.

f. All warranties and representations previoushydm#o the LENDER by the each of them in conneatidh the LOAN DOCUMENTS
remain true, accurate and complete, except toxttemethat the LENDER has previously been notif



g. There are no outstanding judgments, tax lienpeading litigation against any of them, and themeno actions, suits, investigations or
proceedings pending or, to the knowledge of anthein, threatened against any of them or againsbathe COLLATERAL, except as
disclosed on a schedule to the LOAN DOCUMENTS ofSsehedule A attached hereto.

h. No material adverse change has occurred initaadial condition of any of the BORROWERS or afiyie GUARANTORS, as indicated
on their financial statement most recently subrditteand reviewed by the LENDER, and no event keasimed or circumstance exists which
may cause such a material adverse change.

i. This MODIFICATION and all of the LOAN DOCUMENTS3s modified and amended in accordance herewiththarvalid and binding
obligations of each of them and are fully enfordeair accordance with all stated terms.

Section 12.Final Agreement. This MODIFICATION aite tother LOAN DOCUMENTS, as modified herein, consé the entire agreement
between the parties hereto with respect to the AREACILITY, and may not be altered, modified or anded except by a writing executed
by the LENDER and any other party against whomsamgh modification or amendment is to be enforced.

Section 13. Fees And Expenses. The BORROWERSjaint severally, agree to promptly pay all cosid expenses incurred by the
LENDER in connection with this MODIFICATION, inclig, but not limited to, all attorneys' fees.

Section 14. Binding Effect. This MODIFICATION shatiure to the benefit of the parties hereto, aralldie binding upon, their respective
personal representatives, successors and assigns.

Section 15. Choice Of Law. The laws of the Statbledv York (excluding, however, conflicts of law peciples) shall govern and be appliec
determine all issues relating to this MODIFICATIG@Nd the rights and obligations of the parties feiietluding the validity, construction,
interpretation, and enforceability of this MODIFITKON and its various provisions and the consequencel legal effect of all transactions
and events which resulted in the execution of M@DIFICATION or which occurred or were to occuraslirect or indirect result of this
MODIFICATION having been executed.

Section 16. Tense, Gender, Defined Terms, Captiamsised herein, the plural shall refer to andudelthe singular, and the singular shall
refer to and include the plural. The use of anydgershall include and refer to any other genddrdélined terms are completely capitalized
throughout this MODIFICATION. All captions are fire purpose of convenience only.

Section 17. Time. Time is of the essence with resfpethis MODIFICATION and all terms and conditedescribed hereil



Section 18. Release Of Claims. Each of the BORROWHERJARANTORS and LIMITED GUARANTORS hereby releaswaives,
discharges and agrees to hold the LENDER andfiteo$, directors, agents, attorneys, and emplofiaesless from any and all claims,
known or unknown, which such BORROWER, GUARANTORLGVITED GUARANTOR might have against the LENDER its officers,
directors, agents, attorneys, or employees whi@nijnway relate, pertain, or arise, directly oriectly, from the CREDIT FACILITY, the
LOAN DOCUMENTS, this MODIFICATION, or which othense relate or pertain to the collateral securingothliegations of the
BORROWERS (or any of them) to the LENDER, the teantions described in this MODIFICATION, or the cotiof the parties with
respect thereto.

Section 19. No Waiver. The LENDER, at any timeronf time to time, may waive all or any rights unttés MODIFICATION or the other
LOAN DOCUMENTS, as amended, but any such waivendulgence by the LENDER at any time or from tiroditme shall not constitute a
future waiver of performance or exact performang¢he BORROWERS.

Section 20. Waiver of Trial by Jury. Each partyhis MODIFICATION agrees that any suit, action pooceeding, whether claim or
counterclaim, brought or instituted by any partyette or any successor or assign of any party awithrrespect to this MODIFICATION or
any other LOAN DOCUMENT or which in any way relatégectly or indirectly, to the OBLIGATIONS or argvent, transaction, or
occurrence arising out of or in any way connectétl any of the OBLIGATIONS, or the dealings of tharties with respect thereto, shall be
tried only by a court and not by a jury. EACH PARFEREBY EXPRESSLY WAIVES ANY RIGHT TO A TRIAL BY JBY IN ANY
SUCH SUIT, ACTION, OR PROCEEDING.

[SIGNATURES BEGIN ON NEXT PAGE]



IN WITNESS WHEREOF, the parties hereto have exettliss MODIFICATION under seal as of the date fasbve written. This
MODIFICATION may be executed in counterparts and/ia delivered via facsimile.

WITNESS/ATTEST: BOR ROWERS:
GSE SYSTEMS, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
GSE PROCESS SOLUTIONS, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
GSE PO WER SYSTEMS, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
LIMITE D GUARANTORS:
GP STR ATEGIES CORPORATION
By: (SEAL)

Name :
Title:




MANTECH INTERNATIONAL CORPORATION

By: (SEAL)
Name: __
Title: __
GUARANTORS:
GSE SYSTEMS INTERNATIONAL LTD.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
MSHI, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
GSE ERU DITE SOFTWARE, INC.
By: (SEAL)
Jeffery G. Hough,
Senior Vice President
GSE SER VICES COMPANY L.L.C.
By: (SEAL)
Jeffery G. Hough,

Secreta ry



GP INTERNATIONAL ENGINEERING
& SIMULATION, INC.

By: (SEAL)

Jeffery G. Hough,
Senior Vice President

THE LENDER:

NATIONAL BANK OF CANADA

By: (SEAL)
Robert A. Incorvati,
Vice Pr esident

By: (SEAL)
James P . Sierakowski,

Vice Pr esident



Exhibit 21.1
SUBSIDIARIES OF REGISTRANT AT DECEMBER 31, 2000

The companies listed below are directly or indiseotvned 100% by GSE Systems, Inc. and are includéd consolidated financial
statements.

GS Information Systems FSC, Ltd., GSE Systemsnat@nal Ltd., MSHI, Inc., GSE Power Systems AB EI%¥ocess Solutions, Inc., GSE
Erudite Software, Inc., and VirtualPlant, Inc. argolly owned subsidiaries of GSE Systems, Inc.

GP International Engineering & Simulation, Inc. &B8E Services Company L.L.C. are wholly owned gsilibges of GSE Power Systems,
Inc. which is a wholly owned subsidiary of MSHIgIn

GSE Systems UK, Ltd. and GSE Process Solutions &#&/wholly owned subsidiaries of GSE Process Buwisi Inc.
GSE Process Solutions Singapore (Pte) Limitedwbally owned subsidiary of GSE Process Solutions. B.

J.L. Ryan, Inc., acquired by GSE Power Systems,itnDecember 1997, has been merged with and ifB Bower Systems, Inc. as of
February 1998, with GSE Power Systems, Inc. bdirgstirviving corporation.

Name Place of | ncorporation 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

VirtualPlant, Inc. State of Delaware

GP International Engineering State of Delaware
& Simulation, Inc

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 Singapore Singapore

(Pte) Limited



Exhibit 23.1
CONSENT OF INDEPENDENT AUDITORS

The Board of Directors
GSE Systems, Inc.:

We consent to the incorporation by reference irrdlggstration statement (N0.333-08805) on Form@-8SE Systems, Inc. of our report
dated March 30, 2001 relating to the consolidatddrize sheet of GSE Systems, Inc. as of Decembh&080, and the related consolidated
statements of operations, comprehensive incoms)(lokanges in stockholders' equity and cash ffowthe year then ended, which report
appears in the December 31, 2000 annual reporbon EO-K of GSE Systems, Inc.

/'s/ KPMG LLP

Bal ti more, Maryl and
March 30, 2001



Exhibit 23.2
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statement on Form S-8 (No-33805) of GSE Systems, Inc. of our
report dated February 29, 2000 relating to the @lichsted financial statements of GSE Systems, imlich appears in this Annual Report on
Form 10-K.

/sl Pri cewat er houseCoopers LLP
Pri cewat er houseCoopers LLP

McLean, Virgini a
March 30, 2001



POWER OF ATTORNEY

Exhibit 24.1

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.

IS

/'Sl

/'Sl

/'Sl

/'Sl

/'Sl

Name

JEROVE |. FELDMVAN
Jerone |. Fel dman

SHELDON L. GLASHOW
Shel don L. d ashow

SCOTT N. GREENBERG
Scott N. Greenberg

JOSEPH W LEW S
Joseph W Lew s

JOHN A, MOORE, JR
John A Moore, Jr.

GEORGE J. PEDERSEN
George J. Pedersen

Dat ed: March 15, 2001
Title

Chai rman of the Board

Di rector

Di rector

Director

Director

Director



Conformed

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K
(Mark One)

[ X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2000

OR
[1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 0-26494

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

Delaware 52-1868008

(State of incorporation) (I.R.S. Employer Identific ation Number)

9189 Red Branch Road, Columbia, Maryland 21045

(Address of principal executive offices) (Zip Code)
Registrant's telephone number, including area c@dd}) 772-3500
SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

Common Stock, $.01 par value
(Title of each class)

SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OFTHE ACT: NONE

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastag@s. Yes X No

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is aontained herein, and will not be
contained, to the best of registrant's knowledgeefinitive proxy or information statements incorated by reference in Part Il of this Form
10-K or any amendment to this Form 10-K. [X]

The aggregate market value of Common Stock helddmaffiliates as of March 15, 2001 was $7,322,873 aseclosing price of such stc
on that date.

Number of shares of Common Stock outstanding &sasth 15, 2001: 5,193,52
DOCUMENTS INCORPORATED BY REFERENCE

Part Il incorporates certain information by refere from the Registrant's definitive proxy statetrierbe filed for its 2001 Annual Meeting
Shareholders



GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 2000

Cautionary Statement Regarding Forward-Looking Staements.

This Form 10-K contains certain "forward-lookingt&ments" within the meaning of Section 27A of $eeurities Act of 1933, as amended,
and Section 21E of the Securities Exchange AcB8#]1as amended, which are subject to the saf@tsacbeated by those Acts. These
statements include the plans and objectives of gemant for future operations, including plans abgkctives relating to the development of
the Company's business in the domestic and inierrstmarketplace. All forward-looking statementsalve risks and uncertainties,
including, without limitation, risks relating toehlCompany's ability to enhance existing softwamelpcts and to introduce new products in a
timely and cost-effective manner, reduced develaggroénuclear power plants that may utilize the @amy's products, a long paack cycle
from the investment in software development, urdeties regarding the ability of the Company towgiits revenues and successfully
integrate operations through expansion of its exggdbusiness and strategic acquisitions, the ghifithe Company to respond adequately to
rapid technological changes in the markets for @secontrol and simulation software and systergsjf&ant quarter-to-quarter volatility in
revenues and earnings as a result of customer gmirghcycles and other factors, dependence upopéwpnnel, the ability of the Company
to meet bank financial covenants and manage cassnand general market conditions and competiBer."Risk Factors," in Part I. The
forward-looking statements included herein are Basecurrent expectations that involve numeroussrésmd uncertainties as set forth herein,
the failure of any one of which could materiallyadsely affect the operations of the Company. Thm@any's plans and objectives are also
based on the assumptions that market conditions@amgbetitive conditions within the Company's busiareas will not change materially or
adversely and that there will be no material advetsange in the Company's operations or businesaimptions relating to the foregoing
involve judgments with respect to, among otherghjrfuture economic, competitive and market coadgiand future business decisions, all
of which are difficult or impossible to predict acately and many of which are beyond the contrahefCompany. Although the Company
believes that the assumptions underlying the faiwaoking statements are reasonable, any of thegssons could be inaccurate and there
can, therefore, be no assurance that the forwarkirlg statements included in this Form 10-K wilbpe to be accurate. In light of the
significant uncertainties inherent in the forwdodking statements included herein, the inclusibsuzh information should not be regarde

a representation by the Company or any other pdtsdrihe objectives and plans of the Companylvélachievec
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PART |
ITEM 1. BUSINESS.

GSE Systems, Inc. ("GSE Systems", "GSE" or the "gamy") develops and delivers business and techpaolyitions by applying process
control, simulation software, systems and sernviogle energy, process and manufacturing industrigklwide. The Company's solutions
and services assist customers in improving qualifety and throughput; reducing operating expersesenhancing overall productivity.

The Company's products are used in over 700 apipiica representing over 250 customers in 44 casmtin the following industries:
specialty chemical, food & beverage, pharmaceuytarad fossil and nuclear power generation.

Recent Developments.
Power Simulation Business

The Company's Power Simulation Business Unit cometito show profitable performance during the yasithe Company maintained its
dominant market position in the nuclear power satiah industry. Utilizing its technical and projeonagement strengths, the business unit
expanded its focus to include the fossil power raadnd an emphasis was placed on developing therieoessary to exploit the fossil
simulation marketplace. As a result, the Company sucessful in several competitive bids for fosisilulators, including a multi-million
dollar order for a full scope fossil simulator imdia. The Company sees this as a growing marketeefor the power business. In addition,
the deregulation of the electric power industry im@seased the importance of efficient and reliagerations of power stations. The use of
simulation to address these issues has resulteglwropportunities for GSE to improve the simulafiigielity of existing simulators and the
supply of new simulators around the world. WhileE=®mulators are primarily utilized for power plagerator training, the uses are
expanding to include engineering, plant modificatitudies, and operating efficiency improvementdbfith nuclear and fossil utilities.

Process Control Business

GSE's Process Control business experienced sluggi$trmance during the first half of the year.ekfspending extensively in 1998 and the
first half of 1999 on upgrading their process cohsystems to deal with the Y2K date issue concenmstomer spending on additional
investments in their process control systems reatbitepressed in the first half of 2000. The emicezess control industry was affected by
this trend, as well as other economic factors @@hemical Industry which reduced overall capipergling on process control systems.
Accordingly, the Company implemented a restructyptan to bring the operating costs in line wittvés revenue projections. Actions taken
included personnel reductions, the outsourcingro€®ss' manufacturing and assembly operationsthensiale of Process' unprofitable
European operations based in Belgium to Newtorghated Services, B.V. of Bergen Op Zoom, Nethedaid part of the sale, Newton,
which is an engineering company that focuses actrétal, mechanical and control system servicetered into a marketing agreement with
Process to be the European distributor of the Dd8uyxct line. The Process Business Unit (net o¥iteualPlant(TM) activities) saw an
improvement to operating income in the third anarflo quarters of the year as a result of the resiring.

VirtualPlant Strategy

During 2000, the Company continued to develop amdst extensively in its VirtualPlant business aratketing strategy that was introduced
in 1999. VirtualPlant combined the benefits of fiiale simulation with control systems to createalitime representation of an operating
plant. VirtualPlant also allowed a customer to twesn environment for simulation-enhanced expertatam, thereby reducing the amount of
physical experimentation necessary to achieve imapdesign result for a new process product.

A significant step in implementing the VirtualPlasttategy was the Company's participation in ther&ary 2000 founding of Avantium
International B.V. ("Avantium"), a Netherlands-bddegh technology company that employs high-spe@eérmentation and simulation
technologies in contract research and developmethiei area of new product development and prodessistry. GSE licensed certain of its
simulation software products to Avantium in exchaufigy Avantium preferred and common stock. At Delben81, 2000 the Company held
approximately 10.4% of Avantium's outstanding pmefé and common stock. GSE was to provide the aisthe informatics system that
would automate and maximize Avantium's lab envirentnand utilize its core simulation technologieassist in the optimization of
experimentation as well as analysis of the requltiata.

In addition, the Company received a $2.9 milliontcact from Avantium to make certain improvementd anhancements to the software
licensed to Avantium. In the fourth quarter, GSHwideed Virtual Laboratory workstations to Avantitgiaboratory in the Netherlands anc
the Technical University in Delft. These Virtualhsause GSE's D/3 Control System(TM), VPBatch(TM)pe/experiment management
software, BatchCAD and SimSuite Pro(TM) simulatsmftware in combination with high-speed experimgoterobotic equipment to
accomplish high throughput catalyst development.

In early 2000, GSE's Board of Directors acknowletiget outside investment was required to suppertievelopment of the VirtualPlant

business since the Company's cash flow was ingiifiby itself. After the Company was unsuccessfttracting the needed capital with
terms acceptable to the Board, the Board madedébisidn to sell the VirtualPlant assets to Avantinnexchange for Avantium stock, thus
eliminating the cash burden on the Comp:



The asset sale closed on March 6, 2001 and incloeledin fixed assets of the Company, intellecpwaperty (including BatchCAD and
BatchWizard software products), and the employmécertain personnel in both the US and the UK. G&teived 8% of Avantium's stock,
thus increasing its holdings in Avantium to approately 18%. GSE retains one seat on the supervismayd of Avantium. Also, the
Company licensed their process control and simarabftware ("GSE Process Software") exclusivelfntantium for the R&D market. This
licensing arrangement includes free updates t&tBE Process Software. In return, GSE received @tyejree license to use any upgrades of
the GSE Process Software produced by Avantiumemthnufacturing market. GSE also received a royfedty license to use and produce
upgrades of the BatchWizard Software owned by Auamin the manufacturing market. Avantium and GSE eontinue to work together in
the marketplace and in product development socttraimon clients will be able to use Avantium's Vattelant technology to develop scala
products that will fit together at the manufactariavel with GSE's process control and simulatioedpcts, thus speeding up market
introduction and reducing the overall life cyclest

Continued Research and Development

Throughout the year, GSE continued to invest icd® products of D/3 Distributed Control Systend &ower Simulation technology. The
Company enhanced the capabilities of the D/3 toraanicate with more 1/O families, by adding a cortimtto the Allen Bradley ControlN
data highway, and continued the development ohthe release of the D/3, version 10.2. GSE alsaeaed the features of Microsoft
Windows NT(R) within the products, completing thevdlopment of its VPbatch product, which is the Wgws NT version of its FlexBatch
Recipe and Process management software.

Continuing its history of bringing leading edgehrology to the simulation market, the Company Hss started converting its Power
Simulation tools to be able to use Java technotodgke better advantage of the internet to proxeseote training to customers.

Background.

GSE Systems was formed on April 13, 1994, by MahTaternational Corporation ("ManTech"), GP StragsgCorporation ("GP
Strategies") and its affiliates, General PhysicgpBmtion and SGLG, Inc., and Vattenfall AB to colidate the simulation and related
businesses of their affiliates, GSE Power Systénas,("Power Systems" and formerly known as "Sirtialg Systems & Services
Technologies Company" or "S3 Technologies"), GBrimational Engineering & Simulation, Inc. ("GPI'YdaGSE 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 consultithgsiry through its acquisition of the processeaystdivision of Texas Instruments
Incorporated, which the Company operates as GS&eBsdolutions, Inc. ("Process Solutions™).

In April 1996, the Company aligned its operatingugss into three strategic business units to be#ere its then primary vertical markets -
Power, Process and Oil & Gas. The realignment a&tbthe Company to focus on providing all of itdhtezlogies to these markets, while
addressing the specific needs of each market divtdeg industry specific solutions.

In May 1996, the Company acquired Erudite Softwea@onsulting, Inc. ("Erudite"), a regional providef client/server technology, custom
application software development,training servitesdware/software sales, and network design apteimentation services. The acquisition
was made to facilitate the Company's efforts teetite client/server information technology solofianarket. Erudite was subsequently
combined with a small pre-existing consulting grevifhin the Company to form the Company's Busir@gstems business unit.

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 powent@mulation market. The combination of the Compapre-existing technology with the
technical staff of the acquired Ryan business jprst the Company to be more competitive for modifons and upgrade services projects
within the nuclear simulation market.

After incurring substantial losses in 1997, managetndecided to divest the Company's unprofitabkr®ss units and concentrate its
resources on its core businesses, Power Systenf3raoess Solutions. Accordingly, in April 1998, tbempany sold substantially all of the
assets of Erudite to Keane, Inc. and in Novemb@Blthe Company divested certain assets of th& Gias business unit to Valmet
Automation (USA), Inc. See Note 3, Acquisitions alispositions, in the " Notes to the ConsolidatethRcial Statements"” for a discussion of
these transactions.

In April 1999, the Company acquired certain asaatsemployed the associates of BatchCAD LimitedhWis acquisition, the Company
gained a presence in the United Kingdom, with dic®@in Hexham, England, that was to provide theetiae for future expansion in the
region. In addition, the BatchCAD product was a kgment in the Company's VirtualPlant businessraarketing strategy.

See the prior section "Recent Developments" faseugsion of GSE's development of its VirtualPktnategy in 2000 and the sale of the
VirtualPlant business to Avantium International Bil March 2001.

Business Strategy.

GSE Systems combines real-time control automateaitime simulation and application engineering foetproblem solving techniques a
solutions. The Company believes this provides hrtelogical advantage which, when combined wittidtsised efforts on targeted industry
markets and defined application solution approattbws its staff to assess, define, develop, amdyapnovative solutions that meet t



current and future industry-specific needs of istomers.

Low cost, high quality products is the mantra & thanufacturing business. GSE believes deregulatitre energy sector will result in the
same mantra for the power industry, thus resultirgn increase in the use of high fidelity simwdatin the fossil power market. In the past,
that market segment was characterized by simplgfiedilation solutions used mainly to teach opesatioe use of new distributed control
systems. With deregulation, the power companieseai&zing that sophisticated simulation modeld wdlp teach the operators how to
improve plant efficiency, avoid unscheduled outages maximize production in a competitive power kear

The strategy of combining simulation and contrahtgology to help customers optimize plant perforogaim the manufacturing space is a
viable strategy. The Company proved its value @RI&D market space through its VirtualPlant busénd$e Company will work on
exploiting the strategy in the manufacturing madqece. The combination of our technologies witiide a virtual representation of our
customers' ideal or existing plant that can be dgethodel reference control and assist managenfahe business with determining the
optimal approach to operating the plant. In thegynsector we will provide energy managers withabdity to reduce operating costs by
gaining more productivity through training, planfarmation, asset management, security and plaigee@nd optimization.

The Company will also continue to use our procesdrol and batch and recipe management systensitaine production in the chemical,
pharmaceutical and food & beverage industries lyraving process chemistry in correlation with pggéow throughout the plant. These
tools assist in "brand" transition to quickly megrket demands, and technology transfer betweetidors. The tools help the customer
understand and manage scheduling and equipmeamttitih to optimize plant throughput.

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 eir tstrengths.

Services and Products.

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

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

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

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

Other products include the following:

o VPbatch(TM) (formerly FlexBatch(R)) , a flexibatch manufacturing system used to facilitate #pédrcreation of various batch
production processes;

o TotalVision(TM), which is a graphical system tipabvides a client/server-based human-machinefatterfor real-time process and plant
information;

o VPtv(TM), a webenabled version of the TotalVismackage; and

o SABL(TM), which is a sophisticated batch and ssdial manufacturing software language that perthi#ésscheduling and tracking of raw
materials and finished products, data collectioth @mergency shutdown procedures.

The Company's proprietary technology also inclugestime dynamic simulation tools and productg Hra used to develop high fidelity
simulations for use in petroleum refineries, chahprocessing plants and other industrial planke most prominent set of products and t
is known as SimSuite Pro(TM), which facilitatesidesverification, process optimization and operataining.

The Power Business Unit focuses on developing fidgity, real-time, dynamic simulators for nuclesrd fossil power plants for use in both
operator training and plant optimization. GSE's Sinte Power(TM) set of auto-code generators previdate of the art simulation of flow
processes, logic and control systems and electtisaibution systems within a power plant. Thisheology is both licensed by the Comp:



to its customers as well as used by the Compadg\telop simulators for its customers.
In addition, other products include:

o SimExec(TM), a Windows NT(R) based real-time datian executive system that controls all simulatztivities and allows for an off-
line software development environment in parallghwhe training environment.

o Extreme I/S, a Windows NT(R) based Instructoti&tathat allows the use of Microsoft Word and Pgveént to control the real time
simulation environment. It is an extremely useeridly tool for classroom training and electronipad generation.

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

o SIMON(TM), a computer workstation system usednanitoring stability of boiling water reactor ptanSIMON assists the operator in
determining potential instability events, enabloagrective action to be taken to prevent unnecggsdant shutdowns.

o Vista PIN, a PC based plant information systerayides unparalleled flexibility usefulness andeeabmaintenance while decreasing the
cost of ownership. Vista PIN provides real-timepthy of process parameters, trends, alarm statdshiatorical data archiving with on-line
retrieval.

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 Z6@icustomers worldwide. In 2000,
approximately 52% of the Company's worldwide revemas generated from end users outside the UnitgdsS

The Company's customers include, among others,ek@hniels Midland Company, Ameron, Arizona Puldlarvice, Bethlehem Steel
Corporation, Cargill Incorporated, Carolina Powed &ight Company, Commonwealth Edison Company,eastCompany, Eskom South
Africa, Formosa Plastics Company, Karnaraft Sakefhdthildning AB, Korean Electric Power Companyghktk & Co., Inc., Miller
Brewing Company, Nationalina Elecktrischecka Konipa®rgrez SC, Pacific Northwest National Laborgtdraiwan Power Company, W
Bengal Development Corp. and Westinghouse SavaRian Company.

For the year ended December 31, 2000, one Proasgmuter accounted for approximately 11% of the Camgfs revenues, and one Power
customer accounted for approximately 22% of the @amy's revenues.

Strategic Alliances.

In conjunction with the sale of the Company's Batgsubsidiary in 2000, the Company has enteredamtimternational Business Associate,
Market and Sales Channel Agreement with Newtorghatied Services B.V. of the Netherlands to proraoig implement process control
solutions in Europe. The Company has often emplayedegic partners and systems integrators fédtser Simulation business, and is now
exploiting more of this strategy in the processtodmarket.

In recent years, a high portion of the Companyarivational business has come from major contiadEastern Europe, including the
republics of the former Soviet Union, the PacificnRand India. In order to acquire and perform thesaracts, the Company entered into
strategic alliances or partnerships with varioutties including Automation Systems Co. Inc., agidlary of Beijing Jihang Automation
(China); All Russian Research Institute for NuclPawer Plant Operation (Russia); Kurchatov IngifiRussia); Macmet Ltd.

(India); PowerGen (England); Risk Engineering l(Bllgaria); Samsung Electronics (Korea); Toyo Eergiiing Corporation (Japan); and
Institute for Information Industry (Taiwan). Theaiances have enabled the Company to penetrase tliegions by combining its
technological expertise with the regional or lggasence and knowledge of its partners.

Also, the Company continues to believe that it ninaste strong solutions partners as well as stredgniblogy partners in order to address the
myriad system needs of its customers in the vamg@agraphical areas in which they do business.

Sales and Marketing.

The Company markets its products and services girawunetwork of direct sales staff, agents andessptatives, systems integrators and
strategic alliance partners. The Company also eysgersonnel that support corporate advertisitgyaiure 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. Marl-oriented business and customer development tedfine @ad implement specific campaigns to put



opportunities in the power, process and manufagjumarketplaces. This effort is supported by aemsitre, regionally-based support
organization focused on the current customer ilestddase. The Company's ability to support its nrfatility, international and/or
multinational clients is facilitated by its netwark offices throughout the U.S. and overseas. Withe U.S., the Company maintains offices
in Alabama, Georgia, Louisiana, Maryland, North &wlith Carolina, Pennsylvania and Texas. Outsiel®tB., the Company has offices in
Sweden, Japan, and Taiwan. In addition to its effiocated overseas, the Company's ability to atiridternational business is enhanced by
its multilingual and multicultural work force.

Strategic alliance partners, systems integratodsagients represent the Company's interests in &8ussrmany, Switzerland, Bulgaria,
Belgium, Netherlands, Spain, the Czech RepubldialnSouth Africa, Mexico, Argentina, Taiwan, Koydapan and the People's Republic of
China.

Product Development.

In 2000, the Company completed the developmertsdfiPbatch product which is the Windows NT versibits FlexBatch Recipe and
Process Management software, and completed théogevent of version 10.2 (released in Decemberhef@ompany's D/3 Distributed
Control System. In addition, the Company contindedelopment initiatives to improve the product eafsese of its process simulation
products. For the years ended December 31, 200@, 48d 1998, gross research and product develomwrpanditures for the Company w
$3.6 million, $5.4 million, and $4.3 million, resp&ely. Capitalized software development costalast $1.9 million, $2.5 million, and $2.3
million for the years ended December 31, 2000, 18891998. See Note 2, Summary of significant actiog policies, in the "Notes to
Consolidated Financial Statements" for a discussfdhe Company's policy regarding capitalizatidisaftware development costs.

The Company also continued to develop simulatiateqgeneration tools applicable to the growing fqssiver industry. These tools bring
high fidelity modeling with easy to use graphiagtkirfaces to quickly build models for fossil plaimulators. This reduces the cost of
production to allow the Company to be price comntjwetiin the industry.

Industries Served.

The following chart illustrates the approximateqeertage of the Company's 2000, 1999, and 1998 uegenespectively, attributable to each
of the major industries served by the Company:

2000 19 99 1998
Process 45% 52% 49%
Power 55% 48% 42%
Other - - 9%
Total 100% 100% 100%

Contract Backlog.

The Company does not reflect an order in backldd iithas received a contract that specifies #rens and milestone delivery dates. As of
December 31, 2000, the Company's aggregate cobtaktog totaled approximately $23 millic



Employees.

As of December 31, 2000, the Company had 303 erepkya 26% decrease from December 1999. The redsietiere primarily associated
with the Process Controls Business Unit restructuas discussed in the "Recent Developments" sechmove.

Segment Information.

See Note 18, Segment information, in the "NoteSdasolidated Financial Statements"” for a discussfdhe Company's business segments.
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 commgetitnd 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 operating restilte Company believes that these factors mayedaesmarket price for its common stock
to fluctuate, perhaps significantly. In addition,recent years the stock market in general, andtihges of technology companies in partici
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 servicemntbusers outside the United States accountegfoorimately 52 % of the Company's
consolidated revenues in 2000. The Company antesphat international sales and services williootto account for a significant portion
of its revenues in the foreseeable future. As altighe Company may be subject to certain rigksluiding risks associated with the
application and imposition of protective legislatiand regulations relating to import or export [liging export of high technology products)
or otherwise resulting from trade or foreign polayd risks associated with exchange rate fluctnatidditional risks include potentially
adverse tax consequences, tariffs, quotas and lotingers, potential difficulties involving the Cpany's strategic alliances and managing
foreign sales agents or representatives and pateilifficulties in accounts receivable collectidine Company currently sells products and
provides services to customers in emerging mait@i@nies such as Russia, Ukraine, Bulgaria, an€#eeh Republic. The Company has
taken steps designed to reduce the additional ais&sciated with doing business in these countriggshe Company believes that such risks
may still exist and include, among others, gengaditical and economic instability, lack of currgneonvertibility, as well as uncertainty with
respect to the efficacy of applicable legal systeéfgre can be no assurance that these and otttersfavill not have a material adverse ef
on the Company's business, financial conditioresults of operations. Furthermore, the Companyfgyato expand its business into certain
emerging international markets is dependent, ih parthe ability of its customers to obtain finame

Revenues in the Nuclear Power Industry.

The Company will continue to derive a significaottpon 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 ostrs 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 demantiéo€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 spendingdypanies in the Company's target process indsstrteere can be no assurance that such
factors will not have a material adverse effectrmCompany's business, operating results anddialacondition.

Product Development and Technological Change.

The Company believes that its success will deperarge 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 expardiits library of software modeling tools, tmegrovement of its display systems and
workstation technologies, and the advancement pgdading of its simulation and process control textbgies. The life cycles for software
modeling tools, display system software, 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 advantag



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(R) environment; however, thema be no assurance of customer acceptance of\tfiesews NT(R)based products
that these products will be competitive with praduaffered by the Company's competitors. Although€ompany believes that no
significant trends to migrate to other operatingtiorms currently affect the markets for the Conysproducts, there can be no assurance
that customers will not require compatibility wighch other operating platforms in the future.

Intellectual Property Rights.

Although the Company believes that factors sudthe@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 teehmeans to protect its intellectual
property rights. The Company generally enters aaafidentiality agreements with its employees, citasits, 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 theutimarized disclosure or use of the Company's petgmy 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 productdraatlectual 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 fa@ffecting competition include price,
technological proficiency, ease of system confitjara product reliability, applications expertigagineering 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, consolidatamdyor strategic alliances among competitors, as®d 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'fitglio 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 substantial.

Legal Liability.

The Company's business could expose it to thirty detims 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 servicessed by the nuclear power industry. The Compang\es that it does not have significant
liability exposure associated with such use, asiy@#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 potelishllities associated with such use,
there can be no assurance that the Company wotltenoaterially adversely affected by claims oraast which may potentially arise.

Influence of Affiliate Stockholders.

As of the date of this report, certain directosssaitive officers and other parties that are afds of the Company beneficially own
approximately 43% 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.

The Company's Power business unit is headquarireredacility in Columbia, Maryland (approximatedg,000 square feet) which also hot
the Company's corporate headquarters offices goubsufunctions. The Process business unit is éatat a 34,000 square foot facility in
Baltimore, Maryland. The leases for both of themalities expire in 200¢



In addition, the Company leases office space ddoadigtin Alabama, Georgia, Louisiana, Texas, Pgiuania, North and South Carolina,
and internationally in Japan, Sweden, and Taiwae. Company leases these facilities for terms engitgyeen 2001 and 2002. During 1999,
as part of the wind down of the Oil & Gas busines#, the Company's facilities in Singapore andd&were closed. In 2000, the Company's
lease for its Belgian operations was transferretiénsale of its Belgian subsidiary, and the ledsesgs UK operations were transferred to
Avantium as part of the VirtualPlant asset salMarch, 2001.

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 maeragnt, are likely to have a material adverse efiadhe 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, 2



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 Comjsatommon stock reported by the
American Stock Exchange:

2000
Quarter High Low
First $9 $3
Second $82/3 $3
Third $45/8 $2
Fourth $33/8 $11/5
1999
Quarter High Low
First $5 $21/2
Second $63/4 $41/8
Third $61/4 $33/4
Fourth $41/4 $3

In January 1999, the Company's common stock wa®epg 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 35 holders of record efdbmmon stock as of March 15, 2001. Based upamnnrdtion available to it, the
Company believes there are approximately 700 beiakfiolders of the common stock. The Company leaemndeclared or paid a cash
dividend on its common stock. The Company curreintignds to retain future earnings to finance tteemgh and development of its business
and, therefore, does not anticipate paying any dastiends 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 technologypemmes in particular, have experienced extremeghictuations. The Company's common
stock has also experienced a relatively low tragislgme, making it further susceptible to extremiegfluctuations. These factors may
adversely affect the market price of the Compaogtamon 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. The Company disposed of substhnéhilof the assets of its subsidiary, GSE Eru@itétware, Inc., as of April 30, 1998.
Effective as of October 30, 1998, the Company cetepl the sale of certain assets related to aeswitf its Oil & Gas business unit ("O&G
Effective December 1, 1997, the Company acquiredRlyan, Inc. The statement of operations datdlferyear ended December 31, 1997
includes the activity of Ryan from the date ofatjuisition.

For information and disclosures regarding the Camgsabusiness segments, see Note 18, Segment atformin the "Notes to Consolidated
Financial Statements".

Years ended December 3 1,
(in thousands, except per share data) 2000 1999 1998 1997 1996
Contract revenue $55715 $66,699 $73818 $ 79,711  $96,033
Cost of revenue 40,822 41,629 49,814 58,326 63,679
Gross profit 14,893 25,070 24,004 21,385 32,354
Operating expenses:
Selling, general and administrative 17,853 22,646 20,345 27,320 24,192
Depreciation and amortization 1,695 1,680 1,768 2,368 2,111
Business combination costs - - - - 1,206
Employee severance and termination costs - - - 1,124 -
Total operating expenses 19,548 24,326 22,113 30,812 27,509
Operating income (loss) (4,655) 744 1,891 (9,427) 4,845
Gain (loss) on sales of assets (990) - 550 - -
Interest expense, net (687) (450) (350) (765) (387)
Other income (expense), net 55 40 326 (1,228) 394
Income (loss) before income taxes (6,277) 334 2,417 ( 11,420) 4,852
Provision for (benefit from) income taxes 2,537 233 1,020 (2,717) 709
Net income (loss) $(8,814) $101 $1397 $ (8,703) $4,143
Earnings (loss) per common share: -Basic $(1.70) $0.02 $0.28 $ (1.72) $0.82
-Diluted $(1.70) $0.02 $0.27 $ (1.72) $0.82
Weighted average common shares outstanding:
-Basic 5,182 5,066 5,066 5,066 5,066
-Diluted 5,182 5,351 5,107 5,066 5,073
As of Dec ember 31,
2000 1999 1998 1997 1996
Working capital $5,522 $8,665 $4,058 $ 1,646 $13,867
Total assets 35,949 43,027 48,743 48,362 51,006
Long-term liabilities 12,390 9,083 3,350 2,369 2,580

Stockholders' equity 8,713 17,170 17,089 15,924 24,693



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

During the year ended December 31, 2000, the Coynipaarred significant operating losses which resdiin non-compliance with certain
financial covenants included in the Company's baeklit facility. The Company has obtained a waivethe financial covenant defaults as
well as certain covenant modifications to help fiosithe Company for future compliance. Neverthelésture compliance will depend upon
achieving significantly improved operating resultsing 2001 and beyond.

Management has undertaken a number of initiatiuesig 2000 and 2001 to improve operating results@sh flows including:

(i) The restructuring of the Process businesstaniéduce operating costs. Actions taken in 208ided (a) personnel reductions; (b) the
outsourcing of Process' manufacturing and asseopg#yations; and (c) the sale of Process' unprdéditBblgian subsidiary to Newton
Integrated Services, B.V. of the Netherlands. Idelliin operating results for the year ended DeceBibe2000 are revenues of $1.5 million
and operating losses, before allocation of corpogapenses, of $308,000 attributable to GSE Prd@aistions N.V.

(i) The sale of the Company's VirtualPlant bussesAvantium International B.V. ("Avantium"). Tlasset sale closed on March 6, 2001 and
included certain fixed assets of the Company, lextalal property, and the employment of certairspenel in both the US and UK by
Avantium. GSE received 8% of Avantium's stock, tmegeasing its holdings in Avantium to approxintgate8%. For the year ended
December 31, 2000, the Company's VirtualPlant lassitad revenues of $6.1 million and an operatisg before allocation of corporate
expenses of $3.4 million.

(iii) ManTech International Corporation ("Mantechias agreed to allow the Company's bank to dram ifEnTech's $1.8 million letter of
credit which supports the Company's credit facilitpis paying down a portion of the Company's bi#eiit, in exchange for additional
subordinated debt in the Company. (See Note 1&t&kparty transations, in the "Notes to Consadid&inancial Statements.")

Management believes the initiatives undertakenevidble the Company to maintain compliance withrévéesed bank financial covenants as
well as provide sufficient cash flow to meet then@any's obligations as they become due. Howevéreifnitiatives are not successful or if
there are unforeseen decreases in demand for t@&y's products or increases in working capitadsghe Company may be unable to
meet the revised bank financial covenants and/getwrate sufficient cash flows from operationssuoh case, the Company will be required
to obtain additional covenant modifications anditioldal sources of funding. There can be no asswrdmat such covenant modifications or
funding, if needed, will be availabl



Results of Operations.

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

Years ended December 31,

200 0 % 1999 % 1998 %

Contract revenue $55,7 15 100.0%  $66,699 100.0%  $73,818 100.0 %
Cost of revenue 40,8 22 733% 41,629 62.4% 49,814 67.4 %
Gross profit 14,8 93 26.7% 25,070 37.6% 24,004 32.6 %
Operating expenses:

Selling, general and administrative 17,8 53 321% 22,646 34.0% 20,345 27.6 %

Depreciation and amortization 1,6 95 3.0% 1,680 25% 1,768 24 %
Total operating expenses 19,5 48 351% 24,326 36.5% 22,113 30.0%
Operating income (loss) (4,6 55) (8.4)% 744 11% 1,891 2.6 %
Gain (loss) on sales of assets 9 90) (1.8)% - -% 550 0.7 %
Interest expense, net 6 87) (1.2)% (450) (0.7)% (350) (0.5)%
Other income, net 55 0.1% 40 0.1% 326 0.5 %
Income (loss) before income taxes (6,2 77) (11.3)% 334 05% 2,417 3.3%
Provision for income taxes 25 37 45 % 233 0.3% 1,020 14%
Net income (loss) $(8,8 14) (15.8)% $101 02% $1,397 1.9%

Comparison of 2000 to 1999.
Contract Revenue. Total contract revenue was $68lion and $66.7 million for the years ended Debem31, 2000 and 1999, respectively.

The Process business unit's revenues decreasédbgniflion, or 27.2%, to $25.2 million in 2000 fro$34.6 million in 1999. Beginning in
the second half of 1999, the Process businesexpérienced an order slowdown as customers posipaditional investments in their
process control systems, pending the resolutior2éf date issue concerns. This order slowdown coetihinto 2000 as customers either
spent their capital funding on other projects (siro much money was spent on upgrading the prooesl| systems in 1998-1999) or were
faced with tougher economic conditions in 2000 éesglly customers in the chemical industry) whiohcéd them to cut back on their overall
capital spending. Included in the 2000 Processmawevas $2.9 million from the sale of licensesfioe of GSE's software products to
Avantium International B.V. ("Avantium") in Februarincluding the object and source codes, in exghdor an equity interest in Avantium.
See Note 4, Investment in Avantium International.Bin the "Notes to Consolidated Financial Statets&for a discussion of this
transaction.

The Power business unit revenue decreased by $flighpor 5.0%, to $30.5 million in 2000 from $32million in 1999, primarily due to
lower nuclear simulation upgrade orders from Japa@@&d Eastern European customers.

Gross Profit. In large part due to the lower revanim 2000, gross profit declined to $14.9 millinr2000 (26.7% of revenue) from $25.1
million in 1999 (37.6% of revenue). The decreasgrss profit as a percentage of revenue is dtfeetéollowing:

o In 1999, the Process business was benefiting ftestomer concerns about the Y2K issue and thiirtefto upgrade their D/3 systems to
Y2K compliant versions. Upgrade projects typicdigve less hardware and instrumentation componienisi( margined items as these are
typically "pass-through” purchases) and more liediegs and application engineering work which Hageer margins. In 2000, a higher
percentage of the revenues were generated throaghianance, time and material, spares and traintrigh have lower margins than the
upgrade projects.

o Capitalized software amortization increased f&In8 million in 1999 to $2.2 million in 2000 duettte completion in 1999 of the NT
platform conversion of the D/3 Distributed ContBystem, the release of version 10.1 of the D/3yebih July 2000, and the completion of
several upgrades to the SimSuite Pro Softwareljn2l00 and the initiation of the amortization bétrelated capitalized costs.

o A $710,000 provision was recorded in Decembe0Z66certain Process inventory to adjust its dagyalue to net realizable value.

Selling, General and Administrative Expenses. 8gllgeneral and administrative ("SG&A") expenséaléal $17.9 million in 2000 (32.1%
revenues), a 20.8% decrease from 1999 expens@2df Billion (34.0% of revenues). Other than changeaesearch and developments
costs, which decreased $1.2 million and are digtlbglow, the decrease in SG&A is attributable to:

o Fewer sales and marketing personnel and tragét @o the Process business unit due to the résting of this business.

o Lower sales commissions due to lower Processibssiunit orders.

0 A reduction in corporate personnel.

0 The completion in 1999 of the Company's intei&K compliance program for which an outside coremtitwas utilized as project manag



0 A reduction in recruiting and relocation costsefvly hired personnel.
0 The completion in 1999 of the amortization of tost of the warrants issued to ManTech and GRe8fiess in 1998 in consideration of
guarantees issued by these companies for GSE$ ferctity.

These reductions were somewhat offset by the figtiaof a marketing program in 2000 which was desifjto promote the benefits of
VirtualPlant, and the products and services astatiaith the Company's affiliation with Avantiuno, tnajor customers around the world.

Gross research and product development expendiwees$3.6 million (6.5% of revenue) and $5.4 miili(8.1% of revenue) for the years
ended December 31, 2000 and 1999, respectiveltheé3e expenditures, $1.9 million in 2000 and $2il8am in 1999 were capitalized. Thus,
net research and development ("R&D") costs includesklling, general and administrative expensegwé.7 million and $2.9 million
during the years ended December 31, 2000 and 1&€99ectively. The reduction in R&D spending reféettte completion of the conversior
Process' D/3 Distributed Control System to the bBoft Windows NT platform (Version 10.0, which iodiuced the new platform, was
released in October 1999) and a reduction in perdars part of the Process business restructuring.

In 2000, the Company completed the developmernsdfiPbatch product, which is the Windows NT versibiits FlexBatch Recipe and
Process Management software, and completed théopewent of version 10.2 (released in Decemberhef@ompany's D/3 Distributed
Control System. In addition, the Company contindedelopment initiatives to improve the product eafsese of its process simulation
products and to create a set of software simuldtols for fossil power utilities.

Depreciation and Amortization. Depreciation expess®unted to $1.2 million and $1.3 million durifgtyears ended December 31, 2000
and 1999, respectively.

Amortization of goodwill was $528,000 and $388,@0ing the years ended December 31, 2000 and 1888ectively. The increase in
amortization reflects the increase in goodwill dn@ayments made for contingent consideration fimr [year acquisitions.

Operating Income (Loss). The Company incurred aratpng loss of $4.7 million (8.4% of revenue) foe year ended December 31, 2000,
compared with operating income totaling $744,000%d of revenue) in 1999. The decrease in operaticmme (loss) reflects the lower
revenues in 2000 coupled with the reduction in Pssgross margin percent due to product mix asisisd above, the increase in capitalized
software amortization in 2000, the provision foiteadown of Process inventory and the investmergdarby the Company in developing its
VirtualPlant marketing and business strategy.

Loss on Sale of Assets. The loss on sale of ags2800 reflects the net pre-tax loss realizedhendisposition of GSE Process Solutions NV,
the Company's Belgian subsidiary in the fourth tpraiThis sale and related loss is described mdhednder Note 3, Acquisitions and
dispositions, in the "Notes to Consolidated Finah8tatements".

Interest Expense, net. Interest expense increaskB,000 in 2000 from $450,000 in 1999. Thisease is attributable primarily to an
increase in the Company's borrowings under itsdineredit made during the period to fund workirapital requirements.

Other Income, net. Other income amounted to $55y9@000 versus $40,000 in 1999, resulting fronogeized foreign currency transaction
gains.

Provision for Income Taxes. Despite incurring a&lbsfore income taxes in 2000, the Company hasdeda tax provision of $2.5 million.
This provision is mainly the result of an increas¢he valuation reserve against the Company'sideféencome tax assets. The reserve was
increased to reduce the total deferred tax assat tamount that management believes will moreylikehn not be realized. The difference
between the statutory U.S. tax rate and the Comgpafifgctive rate for 2000 is primarily due to tfenge in the deferred tax asset valuation
reserve and foreign taxes. The difference betwieestatutory U.S. tax rate and the Company's @ffecate for 1999 was primarily the effect
of foreign operations taxed at different ratestestaxes, and adjustments to the prior year taxigion based on the final 1998 tax returns.

Comparison of 1999 to 1998.

Contract Revenue. Total contract revenue was $68lion and $73.8 million for the years ended Debem31, 1999 and 1998, respectively.
During 1998, the Company disposed of substantallgf the assets of its Erudite subsidiary and&@as business unit. Included in 1998
revenue was $5.3 million from Erudite and $1.1 imrllfrom the Oil & Gas business unit. After excluglithese contract revenues from 1998
results, total revenues decreased $0.7 million ft888, or 1.0%.

The Power business unit increased revenue by $illidrmor 3.9%, to $32.1 million in 1999 from $3Dmillion in 1998, primarily due to
higher domestic simulator upgrade projects andiseontracts. The Process business unit's revetegesased 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 investmentsin pinocess control systems, pending the resolaiof2K date issue concerns.

Gross Profit. Despite the lower revenues in 1998sg profit increased to $25.1 million in 1999 @&%.of revenue) from $24.0 million in
1998 (32.6% 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, mainéyto customer concerns about Y2K date calculgtiiotheir existing process control
software. Such upgrades typically have fewer hardwad instrumentation components and more lickseseand application engineeri



work, which tend to generate higher margins. Initaaid the 1998 margins were impacted slightly by Imargins on revenues generated by
Erudite and the Oil & Gas business unit prior t® divestiture of their assets. Excluding the margin the revenues of these divested
businesses, 1998 gross profit as a percentage@fue would have been 33.1%.

Selling, General and Administrative Expenses. Bglligeneral and administrative expenses totaleds$8Rlion in 1999 (34.0% of revenues),
an 11.3% increase from 1998 expenses of $20.3omi{27.6% of revenues). Other than changes in relsead development costs which
increased $900,000 and are discussed below, theaise 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 gaiance programs.

Gross research and product development expenditees$5.4 million (8.1% of revenue) and $4.3 miili(5.8% of revenue) for the years
ended December 31, 1999 and 1998, respectivelthe€3e expenditures, $2.5 million in 1999 and $2IBam in 1998 were capitalized. Thus,
net research and development costs included imgefeneral and administrative expenses were dili®n and $2.0 million during the
years ended December 31, 1999 and 1998, respgcfired Company continued to invest in the conversibits D/3 Distributed Contrc
System (TM) (Version 10.0 was released in Octob299), VPBatch(TM), and SimSuitePro(TM) productshte Microsoft Windows NT(R)
platform.

Depreciation and Amortization. Depreciation expems®unted to $1.3 million and $1.2 million durimgtyears 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 amoutde’¥44,000 (1.1% of revenue) and $1.9 million 42.6f revenue), for the years ended
December 31, 1999 and 1998, respectively. The deerm operating income was due mainly to highdingegeneral and administrative
costs, as discussed above.

Gain (Loss) on Sales of Assets. The gain on sdilassets in 1998 reflects the net pre-tax gainzeglon the disposition of the Erudite and
the Oil & Gas business unit assets. During thersg:cpiarter of 1998, the Company recorded a ga$bdf million on the sale of the Erudite
assets. In the third quarter of 1998, the Companggnized a ($5.0) million pre-tax loss on the dgfon of the Oil & Gas business unit
assets. These sales and related gains and lossdssaribed more fully under Note 3, Acquisitiond dispositions, in the "Notes to
Consolidated Financial Statements".

Interest Expense, net. Interest expense increask4b0,000 in 1999 from $350,000 in 1998. Thiseask is attributable primarily to an
increase in the Company's borrowings under itslofecredit made during the period to fund workoagital requirements.

Other Income, net. Other income amounted to $40i90Q99 versus $326,000 in 1998, resulting fronogmized foreign currency
transaction gains.

Provision for Income Taxes. The Company's effedierate was 69.8% in 1999 versus 42.2% in 1988.difference between the statutory
U.S. tax rate and the Company's effective ratd 829 is primarily the effect of foreign operatidaged at different rates, state taxes and
adjustments to the prior year tax provision basethe final 1998 tax returns.

Liquidity and Capital Resources.

Operating Activities. The Company used $4.5 milliorits operating activities during 2000. The Comya $2.9 million revenue from
licensing software in exchange for stock of Avamtilnternational B.V. was a non-monetary transacéind had no impact on the Company's
operating cash flow. Significant changes in the @any's assets and liabilities included:

o A $1.9 million reduction in contract receivablgkich is mainly related to the decline in overalenues.

0 A $1.6 million reduction in inventories. In 1998¢ Process stockroom inventory increased app@tein $650,000 due to purchases of
large supplies of various PC boards that are exhgexpensive to purchase in small quantities andvhich the Company had forecasted
significant usage, plus the return of some maténmath customers. In 2000, this inventory decreagguroximately $800,000 as the Company
made a concerted effort to reduce on-hand invenidrg balance of the decrease is due to the woiteadf excess and slow moving
inventory.

o A $1.6 million reduction in billings in excess mfvenues earned due to the lower business volur2@do.

Net cash provided by operating activities was $&ilGon during 1999. Significant changes in the Gmamy's assets and liabilities include
$4.4 million reduction in contract receivables it due to improvements in internal collectioropesses; a $1.9 million reduction in
accounts payable and accrued expenses; and a $88 reduction in billings in excess of revenusned.

In 1998, the Company's operating activities usesth ¢ataling $772,00(



Investing Activities. Net cash used in investingh\aties totaled $3.3 million in 2000, including $2,000 of capital expenditures, $1.9 million
of capitalized software development costs, $658iA@&sh payments for acquired businesses ($59&06antingent considerations for prior
year acquisitions, and $60,000 for notes payalidtae to a prior year acquisition), and $261,008dnnection with the disposition of t
Company's Belgium subsidiary.

In 1999, the Company used $4.1 million for invegtattivities, consisting primarily of $1.4 milliaf capital expenditures, $2.5 million of
capitalized software development costs, and $980iD8ash payments for acquired businesses ($30000@he Mitech acquisition in 1999,
$530,000 for contingent considerations for prioaryacquisitions, and $100,000 for notes payab&eadIto a prior year acquisition.) The
Company received $731,000 from Keane, Inc. as fiagment on the 1998 Erudite sale.

In 1998, the Company's investing activities gereet&t5.3 million, consisting primarily of $9.7 mdh from the sale of assets (see Note 3,
Acquisitions and dispositions, in the "Notes to €didated Financial Statements"), partially offsgt$2.1 million used for capital
expenditures and $2.3 million for capitalized s@ftevdevelopment costs

Financing Activities. In 2000, the Company obtaii$8dé million net cash from the following financiagtivities:

0 The Company increased its borrowings under iték fiae of credit by $3.0 million.

o In January 2000, the Company issued 116,959 slodiits common stock to ManTech International @oagion for $500,000.

o The assignment of two long-term customer salps-tgase contracts to a finance company generatédillion.

o In the fourth quarter 2000, the Company issuddraand promissory note to ManTech Internationap@ation, which allows the Compa
to borrow up to $1.8 million. At December 31, 20€f% Company had borrowed a total of $1.6 millibhis note is subordinated to the
Company's bank credit facility. See additional d&sion of this promissory note in the "Credit Ftie#" section below.

o Cash used to collateralize outstanding lettexsedit was reduced by $202,000 due to the redudatithe value of outstanding letters of
credit in 2000.

In 1999, the Company generated $2.0 million neh dasmn financing activities. The assignment of twng-term customer sales-type lease
contracts to a finance company generated $3.4amidash, which was partially offset by the payd@fthe Company's credit lines ($.5
million), repayments under capital lease obligati¢$143,000) and the deposit of $735,000 into & la@aount for which the balance was
used to collateralize two of the Company's outstantetters of credit.

In 1998, the Company's financing activities useshaaf approximately $2.6 million, consisting printaof $2.3 million in repayments under
the Company's lines of credit.

Credit Facilities.

On March 23, 2000, the Company entered into a wew &nd security agreement with a bank for a neditcfacility with a maturity date of
March 23, 2003. Borrowings from this facility wareed to repay the existing debt under the Compangigous credit facility. The line of
credit (the "Credit Facility") provides for borromgs up to a total of $10.0 million to support wargkicapital needs and foreign letters of
credit. At December 31, 2000, the Company's avigilabrrowing base was $10.0 million, of which apgmeately $9.3 million had been
utilized. See Note 11, Longrm debt, in the "Notes to Consolidated FinanStaktements" for additional details about this bfieredit. Wher
the Credit Facility was first entered into, ManTdoternational Corp. provided a one-year $900,G80dby letter of credit to the bank as
additional collateral for the Company's Credit figcand a limited guarantee totaling $900,000Jufy 2000, ManTech's guarantee was
converted into a second one-year $900,000 staredt®y bf credit to the bank, which was also useddatitional collateral for the Company's
Credit Facility. GSE was allowed to borrow up t@%of the value of these two letters of credit.

The loan and security agreement requires the Coymjgacomply with certain financial ratios. At Decber 31, 2000, the Company was nc
compliance with its minimum EBITDA (earnings befanéerest, taxes, depreciation and amortizationeoant, its minimum working capital
covenant, its tangible net worth covenant, ordtaltliabilities to tangible net worth covenant.elibank has provided a written waiver of the
financial covenant violations as well as certaimezant modifications to help position the Compamyfiture compliance. Effective with the
execution of the waiver, the bank increased ther@st rate on outstanding borrowings under theitdiality to the bank's prime rate

plus .75% (8.75% at March 31, 2001).

In the fourth quarter of 2000, the Company issudéraand promissory note to ManTech Internationap@ation that allowed the Company
to borrow up to $1.8 million at an interest ratgpafme plus one percent. As of December 31, 2089 Company had borrowed $1.6 million,
which was used for working capital. The promissooye was secured by the Company's pledge of itiyeigterest in Avantium International
B.V., but such security interest was subordinatinédfirst lien thereon by the Company's bankhinfirst quarter of 2001, the promissory t
was amended to increase the maximum principal atious2.1 million. Subsequently in the first quamé 2001, and with ManTech's
approval, the Company issued a replacement prongisse in the amount of $2.1 million to ManTechguant to which the Company's
obligations to ManTech became unsecured, and theipal is payable ver a two year period, in eqosatallments, commencing April 1, 20
with interest payments to commence monthly on JuB001. The note permits ManTech to convert tiecgral into GSE convertible
preferred stock at a conversion rate of $100 parestpending shareholder approval. ManTech hagdgeesubordinate the note to the
Company's Credit Facility.

Other. As of December 31, 2000, the Company watragently liable for five letters of credit totair8533,000. All of these letters of credit
represent payment bonds on contracts and havedasarcollateralizec



Foreign Exchange.

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

New Accounting Standards.

Effective January 1, 2001, the Company will adapaRcial Accounting Standards No. 133, "AccounfimgDerivative Instruments and
Hedging Activities" and No. 138 "Accounting for @&n Derivative Investments and Certain Hedgingviiies." These statements require
that an entity recognize all derivatives as eitiggets or liabilities in the statement of finanpiasition and measure those instruments at fair
value. The adoption of these standards, includiegvaluation of derivative instruments outstandinghe effective date, will not have a
material impact on the Company's consolidated firdrstatements.

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

The Company's market risk is principally confinecchanges in foreign currency exchange rates atehppally adverse effects of differing
tax structures. The Company's exposure to foreighange rate fluctuations arises in part from Hetmpany accounts in which costs
incurred in one entity are charged to other erstitedifferent 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 expectatinsadversely impact overall expected profitahility

The Company is also subject to market risk rela&tettie interest rates on its existing line of ctefls of March 31, 2001, such interest rates
are based on the prime rate plus three-quarters. poi

As of December 31, 2000, $10.8 million of the Comps debt was subject to variable interest rates0@ basis-point change in such rates
during the year ended December 31, 2000 would mayeased the Company's interest expense by appatedy $78,000
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INDEPENDENT AUDITORS' REPORT
To The Board of Directors and Stockholders GSEe3gst Inc:

We have audited the accompanying consolidated balsineet of GSE Systems, Inc. as of December 8D, 20id the related consolidated
statements of operations, comprehensive incoms)(losanges in stockholders' equity and cash ffowthe year then ended. These
consolidated financial statements are the respiibsidf§ the Company's management. Our responsjbisi to express an opinion on these
consolidated financial statements based on out.audi

We conducted our audit in accordance with audisiagdards generally accepted in the United Stdtdmerica. Those standards require that
we plan and perform the audit to obtain reasonabéarance about whether the financial statemeatses of material misstatement. An ai
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstaements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the financial position of GSE
Systems, Inc. and subsidiaries as of December@®), 2ind the results of their operations and ttesh flows for the year then ended, in
conformity with accounting principles generally apted in the United States of America.

/'s/ KPMG LLP

Bal ti more, Maryl and
March 30, 2001



REPORT OF INDEPENDENT ACCOUNTANTS
To The Board of Directors and Stockholders of G$Et@&ns, Inc:

In our opinion, the consolidated balance sheef &eoember 31, 1999, and the related consolidastthents of operations, of comprehen:
income (loss), of changes in stockholders' equity @sh flows for each of the two years in thequkended December 31, 1999 (appearing
on pages F3 through F27 of the GSE Systems, I 20inual Report on this Form 10-K) present faiityall material respects, the financial
position, results of operations and cash flows 8E@ystems, Inc. and its subsidiaries at Decemhet@9, and for each of the two years in
the period ended December 31, 1999, in conformitly &ccounting principles generally accepted inltimited States of America. These
financial statements are the responsibility of@mempany's management; our responsibility is to @sgan opinion on these financial
statements based on our audits. We conducted dits ai these statements in accordance with agpgiandards generally accepted in the
United States of America, which require that wengad perform the audit to obtain reasonable assarabout whether the financial
statements are free of material misstatement. Alit ncludes examining, on a test basis, evidemppasrting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, and evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinide have not audited the consolidated
financial statements of GSE Systems, Inc. for ayop subsequent to December 31, 1999.

/ s/ Pri cewat er houseCoopers LLP

McLean, Virginia
February 29, 2000



PART | - FINANCIAL INFORMATION
Item 1. Financial Statements

GSE SYST

CONS
(in tho

Current assets:
Cash and cash equivalents
Restricted cash
Contract receivables
Inventories

Prepaid expenses and other current assets

Deferred income taxes

Total current assets

Investment in Avantium Technologies B.V.

Property and equipment, net
Software development costs, net
Goodwill, net

Deferred income taxes
Restricted cash

Other assets

Total assets
LIABILITI

Current liabilities:
Current portion of long-term debt

Accounts payable
Accrued expenses

Accrued compensation and payroll taxes
Billings in excess of revenue earned

Accrued warranty reserves

Income taxes payable

Other current liabilities
Total current liabilities

Long-term debt
Accrued warranty reserves

Total liabilities
Commitments and contingencies

Stockholders' equity:

Common stock $.01 par value, 8,000,000 shares
outstanding 5,193,527 in 2000 and 5,065,68

Additional paid-in capital

Retained earnings (deficit) - at formation
Retained earnings (deficit) - since formation
Accumulated other comprehensive loss

Total stockholders' equity

Total liabilities and stockholders' equity

The accompanying notes are an integral part of th

EMS, INC. AND SUBSIDIARIES
OLIDATED BALANCE SHEETS
usands, except share data)

December 31,

20 00 1999
ASSETS
$1 ,465 $ 2,695
30 255
14 ,489 16,881
1 ,587 3,255
2 ,520 2,207
277 146
20 ,368 25,439
2 ,895 -
2 ,299 3,094
5 ,067 5,395
2 ,996 2,949
847 3,251
503 480
974 2,419
$35 ,949 $ 43,027

ES AND STOCKHOLDERS' EQUITY

$2 ,347 $1,938
5 ,669 5,024
2 115 3,965
1 ,940 1,539
1 ,366 3,077
462 620
171 30
776 581
14 ,846 16,774
11 ,840 8,403
550 680
27 ,236 25,857
authorized, shares issued and
8in 1999 52 50
22 ,230 21,691
5 ,112) (5,112)
(7 ,555) 1,259
(902) (718)
8 , 713 17,170
$35 ,949 $ 43,027

ese consolidated financial statements.



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
Total operating expenses

Operating income (loss)

Gain (loss) on sales of assets
Interest expense, net

Other income, net

Income (loss) before income taxes
Provision for 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 th

Years ended Dece

2000 19

$55715 $66

40,822 41
14,893 25
17,853 22

1,695 1
19548 24
(4,655)

(990)

(687)
55

(6,277)

2,537

$(8,814) $
$(1.70) $
$(1.70) $

ese consolidated financial statements.

mber 31,
99

,699
,629
,070
,646
,680
,326

744

(4-50)
40
334
233
101

0.02

0.02

1998

$ 73,818
49,814
24,004
20,345
1,768
22,113
1,891

550
(350)

326
2,417
1,020

$1,397
$0.28

$0.27



GSE SYSTEMS, INC. AND SUBSID
CONSOLIDATED STATEMENTS OF COMPREHENSI
(in thousands)

Net income (loss)
Foreign currency translation adjustment
Comprehensive income (loss)

The accompanying notes are an integral part of th

IARIES
VE INCOME (LOSS)

Years ended Decemb
2000

$(8,814) $
(184)

$ (8,998)

ese consolidated financial statements.

er 31,

1999
101
(33)
$ 68

1998
$1,397
(532)

$ 865



GSE SYSTEMS, INC. AND SUBSID IARIES
CONSOLIDATED STATEMENTS OF CHANGES IN ST OCKHOLDERS' EQUITY
(in thousands)

Retained Earnings Accumulated
Common Additional (Deficit) Other
Stock Paid-in At Sinc e Comprehensive
S hares Amount Capital Formation Format ion Loss Total
Balance, January 1, 1998 ..................... 5066 $ 50 $21,378 $(5,112) $ (239 ) $ (153) $15,924
Foreign currency translation adjustment ...... - - - -- - (532) (532)
Fair value of warrants issued to non-employees - - 300 -- - - 300
Netincome ........ccccvvivviiiiiiinns - - - - 1,397 - 1,397
Balance, December 31, 1998 ............c...... 5,066 50 21,678 (5,112) 1,158 (685) 17,089
Foreign currency translation adjustment ...... - -- -- -- -- (33) (33)
Fair value of warrants issued to non-employees - -- 13 -- -- -- 13
Netincome ........ccccceeiiiiiiiiininne - - - -- 101 - 101
Balance, December 31, 1999 ..........ccccc.ee. 5,066 50 21,691 (5,112) 1,259 (718) 17,170
Common stock issued for options exercised .... 11 -- 40 -- - -- 40
Common stock issued to ManTech Intl. Corp. ... 117 2 499 -- - -- 501
Foreign currency translation adjustment ...... - -- -- -- -- (184) (184)
NEet 0SS ...oooivieiiiiiiieieeeee, - -- -- -- (8,814 ) -- (8,814)
Balance, December 31, 2000 ................... 5194 $ 52 $22,230 $(5,112) $ (7,555 ) $ (902) $ 8,713

The accompanying notes are an integral part of the se consolidated financial statements.



GSE SYSTEMS, INC. AND SUBSID

CONSOLIDATED STATEMENTS OF CAS

(in thousands)

Cash flows from operating activities:
Net income (I0SS) ...cccvvvvvvvvieiiiieieeeeeennne
Adjustments to reconcile net income (loss) to net ¢
provided by (used in) operating activities:
Depreciation and amortization ................
Foreign currency transaction gain ............
Fair value of warrants issued to non-employees
Non-monetary consideration received for softwa
Avantium Technologies B.V ................
Deferred income taxes .........ccccccveeene
(Gain) loss on sales of assets ...............
Changes in assets and liabilities:
Contract receivables .....................
INventories ........ccccoccvveeeeiiinenn.
Prepaid expenses and other assets ........
Accounts payable, accrued compensation and
Billings in excess of revenues earned ....
Accrued warranty reserves ................
Other liabilities ...........ccoeeeevnnn
Income taxes payable .....................
Net cash provided by (used in) operating activities

Cash flows from investing activities:
Proceeds from sale of assets .................
Net cash paid for acquisition of businesses ..
Net cash sold in disposition of business .....
Capital expenditures .............cceeeeeee
Capitalized software development costs .......
Net cash provided by (used in) investing activities

Cash flows from financing activities:
Proceeds from issuance of common stock .......
Proceeds from issuance of note payable to rela
Proceeds from issuance of notes payable ......
(Restrictions) releases of cash as collateral
Increase (decrease) in borrowings under lines
Proceeds from assignments of sales-type leases
Other financing repayments ...................

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash ...........

Net increase (decrease) in cash and cash equivalent

Cash and cash equivalents at beginning of year ....

Cash and cash equivalents at end of year ..........

The accompanying notes are an integral part of t

IARIES
H FLOWS
Years ended Decemb
2000 1999
......................... $(8,814) $ 101 $
ash
......................... 3,882 3,481
......................... (255) (40)
........................ -- 133
re licensed to
......................... (2,895) -
......................... 2,273 119
......................... 990 -
1,939 4,382
1,554 (363)
(164) (563)
accrued expenses ....... (690) (1,888)

......................... (1,599) (3,282)
(288)  (142)
(561) 744
......................... 141 (121)
........................ (4,487) 2,561

- 731
(658)  (930)

(472) (1-:398)
(1,868) (2,460)
(3,259) (4,057)

......................... 542 -

ted party ............... 1,550 -

......................... 458 -

under line of credit, net 202 (735)

of credit ............... 3,044 (513)

..................... 1,141 3,432

e (346)  (160)

........................ 6,591 2,024

(75)  (73)

(1,230) 455
2,695 2,240

......................... $1,465 $2695 $

hese consolidated financial statements.

er 31,
1998

1,397

3,492
(326)
180

301

(550)
(2,599)

(185)

(1,381)
(2,600)

102
1,428
(114)
(772)

9,697

(2,061)
(2,304)
5,332



GSE SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2000, 1999, and 1998

1. Business and liquidity

GSE Systems, Inc. ("GSE Systems", "GSE" or the "faimy") develops and delivers business and techypaolyitions by applying process
control, simulation software, systems and serviodle energy, process and manufacturing industrigklwide. The Company's solutions
and services assist customers in improving quaafety and throughput; reducing operating expersesenhancing overall productivity.

The Company's operations are subject to certais @ad uncertainties including, among others, régggtinological 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.

During the year ended December 31, 2000, the Coynipaarred significant operating losses which resdiin non-compliance with certain
financial covenants included in the Company's baeklit facility. The Company has obtained a waivethe financial covenant defaults as
well as certain covenant modifications to help fiosithe Company for future compliance. Neverthelésture compliance will depend upon
achieving significantly improved operating resultsing 2001 and beyond.

Management has undertaken a number of initiatiuesig 2000 and 2001 to improve operating results@sh flows including:

(i) The restructuring of the Process businesstani¢duce operating costs. Actions taken in 208ied (a) personnel reductions; (b) the
outsourcing of Process' manufacturing and asseog#yations; and

(c) the sale of Process' unprofitable Belgian siibsf to Newton Integrated Services, B.V. of thehdelands. Included in operating results
the year ended December 31, 2000 are revenues®fiilion and operating losses, before allocatiboorporate expenses, of $308,000
attributable to GSE Process Solutions N.V.

(il) The sale of the Company's VirtualPlant busgyesAvantium International B.V.("Avantium”). Theset sale closed on March 6, 2001 and
included certain fixed assets of the Company, lextalal property, and the employment of certairspenel in both the US and UK by
Avantium. GSE received 8% of Avantium's stock, tmegeasing its holdings in Avantium to approxintate8%. For the year ended
December 31, 2000, the Company's VirtualPlant lassitad revenues of $6.1 million and an operatisg before allocation of corporate
expenses of $3.4 million.

(iii) ManTech International Corporation ("ManTechgds agreed to allow the Company's bank to draw iyemmirech's $1.8 million letter of
credit which supports the Company's credit facilitpis paying down a portion of the Company's hielit, in exchange for additional
subordinated debt in the Company.(See Note 16 t&kfzarty transations, in the "Notes to Consolid&mancial Statements.)

Management believes the initiatives undertakenevidble the Company to maintain compliance withrévésed bank financial covenants as
well as provide sufficient cash flow to meet then@any's obligations as they become due. Howevéreifnitiatives are not successful or if
there are unforeseen decreases in demand for th@&y's products or increases in working capitadsghe Company may be unable to
meet the revised bank financial covenants and/geterate sufficient cash flows from operationsuoh case, the Company will be required
to obtain additional covenant modifications anditildal sources of funding. There can be no assrdmat such covenant modifications or
funding, if needed, will be available.

2. Summary of significant accounting policies
Principles of consolidation

The accompanying consolidated financial statemientade the accounts of the Company and its wholiyied subsidiaries. All
intercompany balances and transactions have berimaied.

Accounting estimates

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

Revenue recognition

Revenue under fixed-price contracts generally coanted for on the percentage-of-completion methaded on contract costs incurred to
date and estimated costs to complete. Estimatelacb@arnings are reviewed and revised periodieallthe work progresses, and



cumulative effect of any change is recognized enghriod in which the change is determined. Estohédsses are charged against earnin
the period such losses are identified. The effechanges in estimates of contract earnings wastease gross profit by approximately
$353,000 during the year ended December 31, 198% éhanges were not material during the yearscebgeember 31, 1998 and 2000.
Revenues from certain consulting or training carir@re recognized on a time-and-material basistifh@-and-material type contracts,
revenue is recognized based on hours incurre¢@antaacted labor rate plus expenses.

Cash and cash equivalents
Cash and cash equivalents consist of cash on hahtighly liquid investments with maturities of élermonths 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 andirsfare charged to expense as incurred.

Software development costs

Certain computer software development costs aréatiagd 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 coseeénue and is provided using the straight-line oetthver the remaining estimated
economic life of the product, not to exceed fivarnge

Research and development

Development expenditures incurred to meet cust@pecifications under contracts accounted for uttteepercentage of completion method
are charged to contract costs. Company sponsaosedneh and development expenditures are chargggetations as incurred and are
included in selling, general and administrativeenges. The amounts incurred for Company sponsesegrch and development activities
relating to the development of new products andises or the improvement of existing products agnises, exclusive of amounts
capitalized, were approximately $1,679,000, $2,808, and $2,051,000, for the years ended Decembhe&0®0, 1999, and 1998,
respectively.

Asset impairment

The Company periodically evaluates the recovetglfi 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 recognimenperating results to the extent that
the carrying value exceeds fair value. No impairmesses were recognized in 2000, 1999, or 1998.

Goodwill

Goodwill represents the excess of purchase pricadquired businesses over the fair value of megibkde and intangible assets acquired.
These amounts are amortized on a straight-linesloagr periods ranging from seven to fifteen ye@ine Company assesses the recovery of
goodwill by determining whether amortization of g@all over its remaining life can be recovered tlmgb undiscounted cash flows of the
acquired operations. Goodwill impairment, if arg/measured by determining the amount by which dneying value of goodwill exceeds its
fair value based upon discounting of future castv$l

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 thiedodrhe resulting translation adjustments areuidet in accumulated other comprehensive
income

(loss) in stockholders' equity. Transaction gaimd lvsses, resulting from changes in exchange, ratesncluded in other income (expense
the Consolidated Statements of Operations in thiegh@ which they occur. For the years ended Ddoam31, 2000, 1999, and 1998, foreign
currency transaction gains were approximately $85,840,000, and $326,000, respectiv



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 enactedatas 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 (loss) 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 earninghapex for the year ended December 31,
2000 because the effects of such items were dntin.

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

Years ended December 31,

2000 1999 1998
Weighted average shares outstanding - Basic 5,181,972 5,065,688 5,065,688
Weighted average shares outstanding - Diluted 5,181,972 5,351,474 5,107,428

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

Concentration of credit risk

The Company is subject to concentration of craslt 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 customezsiat concentrated in any specific
geographic region, but are concentrated in theggremd manufacturing industries. For the years émscember 31, 2000 and 1999, one
customer accounted for approximately 22% and 18%gectively, of the Company's revenues. At Decer@be000, the contracts receiva
balance related to this significant customer was@pmately $2.4 million, or 16.5% of that assetecgry, of which $1 million was unbilled
at year-end. In 2000, another customer accountegpjoroximately 11% of the Company's revenues.iNgles customer accounted for a
significant (greater than 10%) amount of the Conyfsarevenue during the year ended December 31,1998

Fair values of financial instruments

The carrying amounts of current assets, currebllili@s, and long-term debt reported in the Coitibd Balance Sheets 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 letteesanlit and performance guarantees in the ordinanyse 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 oaslly 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.

Reclassifications



Certain reclassifications have been made to pear ymounts to conform with the current year preaiem.
New Accounting Standards

Effective January 1, 2001, the Company will adapaRcial Accounting Standards No. 133, "AccounfimgDerivative Instruments and
Hedging Activities" and No. 138 "Accounting for @&n Derivative Investments and Certain Hedgingviiies." These statements require
that an entity recognize all derivatives as eitigmets or liabilities in the statement of finanpiasition and measure those instruments at fair
value. The adoption of these standards, includiegvaluation of derivative instruments outstandinghe effective date, will not have a
material impact on the Company's consolidated fir@rstatements.

3. Acquisitions and dispositions
Acquisitions

In April 1999, the Company completed two acquisiidor the Process business unit using the purahasieod of accounting. The Company
purchased certain assets and employed the assoofddatchCAD Limited, a United Kingdom-based sigapbf batch process development
and design consulting services and simulation softvtools. The purchase price was approximatelB 890 payable in cash in three equal
installments on January 1, 2000, 2001 and 2002nasdallocated as follows (in thousands):

Purchased software (property and equipment) $ 481

Trade receivables 45

Property and equipment 22
Total purchase price $ 548

The Company also acquired all proprietary technplagd software assets from, and assumed subshamafiadustomer contracts of, Mitech
Corporation, a Massachusetts-based supplier ohhaatwork and artificial intelligence software.elpurchase price was $350,000 and was
allocated 100% to property and equipment as puechasftware.

In December 1997, the Company acquired 100% obth&tanding common stock of J.L. Ryan, Inc. ("Rydat an initial purchase price of
$1,000,000 and contingent consideration based@peiformance of the business from 1998 to 200@iAmum of $250,000 of such
earnings payments for each of 1998 and 1999 wasgigseed by the Company. The Company paid $600j088sh upon the closing of the
transaction and entered into a promissory notelpaya four annual installments of $100,000 eadhitr@ng on January 2, 1999. This
acquisition was accounted for under the purchagbadeFor the years ended December 31, 2000, E98D]1998, the contingent
consideration in excess of the minimum guaranteeduat was approximately $549,000, $411,000, an® $08, respectively, which the
Company has recorded as additions to goodwill.

Dispositions

On November 30, 2000, the Company completed theecfats GSE Process Solutions N.V. subsidiary E@&®Ilgium") to Newton Integrate
Services B.V., pursuant to a stock purchase agneembereby Newton Integrated Services B.V. acglik of the assets and assumed all of
the liabilities of GSE Belgium. The aggregate passhprice for GSE Belgium was $1. The Company mized a loss before income taxes
this transaction of $990,000. Included in the Ctidated Statement of Operations for the year erdecember 31, 2000, are revenues of !
million and operating losses of $346,000 attribleab GSE Belgium prior to the sale to Newton Imétgd Services B.V.

In November 1998, the Company completed the sabeéin assets related to activities of its OiG&s business unit ("O&G"), to Valmet
Automation (USA), Inc. ("Valmet"), pursuant to asget Purchase Agreement, effective as of Octohet@B, by and between the Compi
and Valmet. The Company recognized a loss befa@me taxes on this transaction of $5.0 millionJuding the write-off of approximately
$2.9 million in capitalized software developmenstso since all operations that would support titeverability of these capitalized costs w
sold. The Company received approximately $742,80tash, subject to certain adjustments, and Vakssimed certain identified liabilities.
Included in the Consolidated Statement of Operatfonthe year ended December 31, 1998, are regasful.1 million and operating losses
of $721,000 attributable to O&G prior to the sale/falmet. See Note 18, Segment information, fordnisal revenues and business unit
contributionprovided by O&G during 1998.

In May 1998, the Company completed the sale oftamliglly all of the assets of GSE Erudite Softwéane. ("Erudite") to Keane, Inc.
("Keane"), pursuant to an Asset Purchase Agreerdated as of April 30, 1998, by and among the CampBrudite and Keane. The
aggregate purchase price for the Erudite assetap@eximately $9.6 million (consisting of $8.9 haih in cash and $731,000 in the form of
an uncollateralized promissory note due on Aprjl B289). In connection with the transaction, Kepnechased certain assets with a book
value of $4.4 million and assumed certain operdiadgjlities totaling approximately $2.2 million HE Company recognized a gain before
income taxes on this transaction of $5.6 milliancbnnection with the sale of these assets, thep@oynwrote off approximately $800,000 in
capitalized software development costs, as wed324,000 of purchased software, since all operatibat would support the recoverability
these costs were sold. The write-off of these dsgtsflected in the calculation of the gain on $laée. Included in the Consolidated Statement
of Operations for the year ended December 31, 1&@8evenues of $5.3 million and operating los$ek64,000 attributable to Erudite prior
to the sale to Keane. See Note 18, Segment infamdor historical revenues and business unitidoation provided by Erudite during 19¢



4. Investment in Avantium International B.V.

On February 24, 2000, the Company licensed ceofaits simulation software products to Avantium fieologies B.V. ("Avantium") in
exchange for 251,501 shares of Avantium prefertecks valued at $2.5 million, and 352,102 share&wantium common stock, valued at
$349,000. The software license, which is perpéatuahture, gives Avantium the right to use thewafe in the development of new software
products. Each share of preferred stock is corbleriinto common stock. Subject to certain reswitsi in the event that Avantium has not
conducted an initial public offering (or been puasid) within five years, the Company and certdieoholders of preferred shares may, at
their option, have their shares redeemed by Avantfor the greater of

(i) the original purchase price plus 8% intereshpounded annually plus any accrued and unpaidelidd whether or not declared, or (ii)
fair market value of the shares on an as-if-comekimto-common-shares-basis plus any accrued goaididividends.

Avantium was formed to develop high-speed expertatem and simulation ("HSE&S") technologies fophgation in new product and
process development in pharmaceutical, petrochéfiiza chemical, biotechnology and polymers indigst Avantium expects to develop
HSE&S technologies through in-house developmentcamdract research at leading universities, hardwlavelopers and informatics
companies. Avantium has various investors, inclg@hell International Chemical, SmithKline Beech&hR. Grace, three major European
universities and two venture capital firms.

During the year ended December 31, 2000, the Coyngsoognized software-licensing revenue of $2.9ionilbased on the fair value of the
consideration received from Avantium. The fair waluas established based on cash paid by othertémgder their respective preferred and
common stock interests in Avantium. The Companydaisered all elements of the software and hasther obligations to Avantium, other
than standard warranty. The Company will accounitfoinvestment in Avantium using the cost metlddccounting based on manageme
conclusion that the Company does not have sigmificdluence with respect to the operations of Auan. During the year ended December
31, 2000, the Company also received an additiodd fillion contract from Avantium to make cert@mprovements and enhancements to
the software on a best efforts basis. The ratesrardins in the contract are comparable to thos€thmpany earns performing services for
its existing customers.

As a result of the experience with Avantium in 200@ Company concluded that a combination of ¢éhevant interests of the two companies
would significantly increase the potential of botiganizations. In addition, focusing the technayadl marketing resources of Avantium and
the GSE VirtualPlant team would produce significemdt savings. Accordingly, in November 2000, tloenPany signed a letter of intent to
sell its VirtualPlant business to Avantium. Seed®1, Subsequent events, for the details of tleevglich was sale which was finalized in
2001.

5. Contract receivables

Contract receivables represent balances due froroaa base of both domestic and international custs. All contract receivables are
considered to be collectible within twelve 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 consathe components of contract receiva
are as follows:

(in thousands) December 31,
2000 1999
Billed receivables $ 9,265 $9,797
Recoverable costs and accrued profit not billed 5,548 7,593
Allowance for doubtful accounts (324) (509)
Total contract receivables $ 14,489 $ 16,881

6. Inventories

Inventories consist of the following:

(in thousands) December 31,
2000 1999
Raw materials $1,084 $2,536
Service parts 503 719
Total inventories $ 1,587 $ 3,255

7. Prepaid expenses and other current assets

Prepaid expenses and other current assets cohgist fmllowing:

(in thousands) December 31,
2000 1999

Investment in sales-type lease - current portion $1,617 $1,137

Prepaid expenses 459 641

Employee advances 66 98



Other current assets 378 331
Total $2,520 $ 2,207

8. Property and equipment

Property and equipment consist of the following:

(in thousands) December 31,
2000 1999
Computer equipment $ 5,106 $7,820
Leasehold improvements 847 817
Furniture and fixtures 2,065 2,944
8,018 11,581
Accumulated depreciation and amortization (5,719) (8,487)
Property and equipment, net $2,299 $ 3,094

Depreciation and amortization expense was apprdri;né1,163,000, $1,292,000, and $1,218,000 foydas ended December 31, 2000,
1999, and 1998, respectively.

The Company has assets held under capital leadatpapproximately $380,000 and $404,000 as ofebdxer 31, 2000 and 1999,
respectively. Accumulated amortization on thesetasincluded in accumulated depreciation and apadicn, was approximately $380,000
and $386,000 as of December 31, 2000 and 199%ctxaply.

9. Software development costs

Software development costs, net, consist of tHeviahg:

(in thousands) December 31,
2000 1999
Capitalized software development costs $9,419 $9,888
Accumulated amortization (4,352) (4,493)
Software development costs, net $ 5,067 $ 5,395

Software development costs capitalized were appratdly $1,869,000, $2,460,000, and $2,304,00thyears ended December 31, 2000,
1999, and 1998, respectively. Amortization of saftevdevelopment costs capitalized, excluding wftein connection with asset
dispositions and retirements, was approximatel22000, $1,801,000, and $1,909,000 for the yezdsaDecember 31, 2000, 1999, and
1998, respectively, and were included in cost vénele.

10. Goodwill

Gooduwill consists of the following:

(in thousands) December 31,
2000 1999
Goodwill, at cost $4,796 $ 4,287
Accumulated amortization (1,800) (1,338)
Goodwill, net $ 2,996 $2,949

Amortization expense for goodwill was approximat®528,000, $388,000, and $365,000 for the yearscBe&cember 31, 2000, 1999, and
1998, respectively



11. Long-term Debt

The Company's long-term debt consists of the fallgwotes payable and other financing arrangements:

(in thousands)

December 31,

2000 1999

Line of credit with bank $9,277 $ 6,233
Obligations under financing leases 2,261 2,465
Notes payable to related parties (see Note 16) 1,674 149
Notes payable, acquisitions 489 1,148
Notes payable, other 486 336
Other - 10

Total notes payable and financing arrangement s 14,187 10,341
Less amounts payable within one year 2,347 1,938

Long-term portion $ 11,840 $ 8,403

Line of Credit

The Company has a $10.0 million bank line of créti¢ "Credit Facility") under which the Companydats subsidiaries, GSE Process
Solutions, Inc. and GSE Power Systems, Inc., antlyaand severally liable as co-borrowers. TheditrEacility provides for borrowings to
support working capital needs and foreign lettérsredit ($2.0 million sublimit). The line is cotleralized by substantially all of the
Company's assets and provides for borrowings @»% of eligible accounts receivable, 50% of eligibhbilled receivables and 40% of
eligible inventory (up to a maximum of $1.2 milljprin addition, ManTech International Corp. prowddgl.8 million in standby letters of
credit to the bank as additional collateral for @@mpany's Credit Facility. The Company is allow@dorrow up to 100% of the letter of
credit value. GP Strategies Corporation has pravalBmited guarantee totaling $1.8 million. Théeirest rate on this line of credit is basec
the bank's prime rate (9.5% as of December 31,208t interest only payments due monthly. At Deder 31, 2000, the Company's
available borrowing base was approximately $10iomijlof which approximately $9.3 million had beenized.

The loan and security agreement requires the Coynjgacomply with certain financial ratios and pradts the Company from paying
dividends and making acquisitions beyond certanité without the bank's consent. At December 3002the Company was not in
compliance with its minimum EBITDA (earnings befangerest, taxes, depreciation and amortizationgpoant, its minimum working capital
covenant, its tangible net worth covenant or italttabilities to tangible net worth covenant. Tihenk has provided a written waiver of the
financial covenant violations as well as certaimestant modifications to help position the Compamyfiture compliance. Effective with the
execution of the waiver, the bank increased ther@st rate on outstanding borrowings under theitdiadlity to the bank's prime rate

plus .75%.

Obligations under financing leases

In December 1998, March 1999, October 2000 and hibree 2000, the Company entered into four sepamteacts with a customer for the
lease of certain hardware and software under 364meases. The Company has accounted for the leassses-type leases. The Company
assigned the payments due under the sales-typeslaaa third-party financing company and receppexteeds of $1,141,000 in 2000 and
$3,432,000 in 1999. Since the Company remains mgetitly liable for amounts due to the third-pamahcing company, the remaining
investment in and obligation under the financiragskes are reflected in the Company's balance sheédlows:

(in thousands) December 31,

2000 1999
Net investment in sales-type leases:

Prepaid expense and other assets $1,617 $1,137

Other assets 644 1,328
Total net investment $2,261 $ 2,465
Obligation under financing leases:
Current portion of long-term debt $1,617 $1,137
Long-term debt 644 1,328
Total obligations $2,261 $ 2,465

Minimum rentals receivable under these leases aémber 31, 2000 amount to $1,783,000 in 2001, $9B6nN 2002, and $342,000 in 2003.
As of December 31, 2000, the components of thénwestment in the sales-type leases are total miminentals receivable of $2,581,000,
less unearned interest income of $320,000.

Debt maturities

Aggregate maturities of debt outstanding at Decer@lhe2000 are as follows:

(in thousands)

2001 $ 2,347
2002 2,179
2003 9,597

2004 18



2005 18
2006 and thereafter 28

Total $ 14,187

12. Income taxes

The consolidated income (loss) before income taxgsilomestic and foreign sources, is as follows:

(in thousands) Years ended December 31,
2000 1999 199

Domestic $ (6,295) $ (1,386) $1,37

Foreign 18 1,720 1,03

Total $(6,277) $334 $2,41

~ 00 © 0o



The provision for (benefit from) income taxes id@tows:

(in thousands)

Years ended December 31,

2000 1999 1998
Current:
Federal $(177) $- $-
State 75 30 157
Foreign 366 84 257
Subtotal 264 114 414
Deferred:
Federal 2,543 (88) 556
State - - -
Foreign (270) 207 50
Subtotal 2,273 119 606
Total $ 2,537 $ 233 $ 1,020

The provision for income taxes varies from the antaf income tax determined by applying the apflied).S. statutory rate to ptax (loss

income as a result of the following:

Effective tax rate percentage (%)
Years ended December 31,

2000 1999 19 98
Statutory U.S. tax rate (34.0)% 34.0% 34. 0%
State income tax, net of federal tax benefit 0.8 2.7 2. 7
Effect of foreign operations 1.5 7.1 (2. 2)
Gain on debt forgiveness of foreign entities - (115.4) -
Change in valuation allowance 68.4 - (0. 8)
Adjustments to prior year provision based
on actual 1998 tax return amounts - 97.6 -
Other, principally permanent differences 3.7 43.8 8. 5
Effective tax rate 40.4 % 69.8 % 42. 2%

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 effddhe significant components of the deferred incdaexeassets (liabilities) is as follows:

(in thousands)

December 31,

2000 1999

Net operating loss carryforwards $ 6,240 $ 4,563
Software development costs (1,860) (1,980)
Expenses not currently deductible for tax purposes 1,344 1,165
Foreign tax credits 339 362
Property and equipment 240 326
Swedish tax deferral (270) (299)
Accrued expenses 267 109
Cash to accrual adjustment - (29)
Other 174 238

Subtotal 6,474 4,455
Valuation allowance (5,350) (1,058)

Total $1,124 $ 3,397

At December 31, 2000, the Company had available4B75000 and $2,068,000 of domestic and foreigropetating loss carryforwards,
respectively, which expire between 2007 and 202@ddition, the Company had $339,000 of foreignct@dit carryforwards, which expire
between 2000 and 2004. These carryforwards willthieed to reduce taxable income in subsequentsy@aportion of the net operating
losses were generated by certain of the Comparstepessors 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 year.

In assessing the realizability of deferred tax ssspanagement considers whether it is more litedy not that some or all of the deferred tax
assets will not be realized. The ultimate realaatf deferred tax assets is dependent upon theragion of future taxable income during the
periods in which those temporary differences becdetictible. Management considers the scheduledtsalof deferred tax liabilities and
projected future income in making this assessnizaged upon the level of historical taxable incoraeggated by the Company's Process and
Power business units and projections for taxalderire in fiscal 2001, management believes it is rfikedy than not that the Company will
realize the benefits of these deductible differsncet of the valuation allowance at December 2002

13. Capital stock

As of December 31, 2000, the Company had 10,00a@@0shares of capital stock authorized, of wi8g®00,000 are designated as common
stock and 2,000,000 are designated as preferrek. #is of December 31, 2000 and 1999, there arshaces of preferred stock outstanding.
The Board of Directors has the authority to estdibtine or more classes of preferred stock andtesrdime, within any class of preferred
stock, the preferences, rights and other termsict slass



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 rigipt@hase 150,000 shares of the
Company's common stock at $2.375 per share. In,18B88 ompany recorded $300,000 as the estimaitecefae of such warrants in the
consolidated financial statements and amortizet satue over the life of the initial guarantee, ehhexpired in June 1999. During 1999 and
1998, the Company recognized expense related $e tharrants totaling $120,000 and $180,000, reispdct

14. Stock options
Long term incentive plan

During 1995, the Company established the 1995 Lbawgr Incentive Stock Option Plan (the "Plan"), whiacludes all officers, key
employees and non-employee members of the CompRaogisl of Directors. All options to purchase sharethe Company's common stock
under the Plan expire seven years from the dageaoft and generally become exercisable in threaliments 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. The Company had reservd®, 080 shares of common stock for issuance of siptikns under the terms of the Plan.
At December 31, 2000, the Company had 427,015 slwireommon stock reserved for the future granteuthe Plan.

Stock option activity under the Plan is as follows:

200 0 1999 1998
Weighted Weighted Weighted
Average Average Average
Shares Exercise Price  Shares Exercise Price S hares Exercise Price
Options outstanding, beginning of period 1,167,605 $4.93 535,206 $5.93 595,015 $6.89
Options exercised (20,880 ) (3.56) - - - -
Options canceled (14,620 ) (3.73) (45,601) (5.62) ( 246,009) 4.77)
Options granted 295,000 5.07 678,000 4.07 186,200 2.79
Options outstanding, end of period 1,437,105 $4.81 1,167,605 $4.93 535,206 $5.93

The following table summarizes information relatbogcurrently outstanding and exercisable optidridecember 31, 2000:

Options Outstanding Optio ns Exercisable
w eighted
A verage
Re maining Weighted Weighted
Range of Options C ontract Average Options Average
Exercise Prices Outstanding  Life in Years Exercise Price  Exercisable Ex ercise Price
$1.48 - $2.95 162,550 5.2 $2.67 100,290 $2.68
$2.96 - $4.43 846,114 5.7 3.70 256,214 3.78
$4.44 - $5.90 254,500 6.1 4.87 208,000 4.79
$5.91 - $7.38 17,500 6.2 6.19 - -
$7.39 - $8.85 30,000 4.3 7.50 10,000 7.50
$8.86 - $11.80 200 5.6 11.25 200 11.25
$11.81 - $14.75 126,241 4.7 14.11 126,241 14.11
Total 1,437,105 5.6 $4.81 700,945 $5.84

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 necedyas all options granted under the
Plan have been granted at an exercise price egjtia fair value of the underlying common stocktom date of grant. Had compensation
expense been determined based on the fair vathe grant dates for awards under the Plan consisiémthe fair value method of FAS No.
123, "Accounting for Stock Based Compensation,"Gloenpany's pro forma net income (loss), and basicdiiuted earnings (loss) per
common share would have been approximately ($11libm) and ($2.14), respectively, in 2000; ($6130) and ($.12), respectively, in 19¢
and $900,000 and $.18, respectively, in 1998.

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 eddedmber 31, 2000, 1999, and 1998: expected \itfaifl 110%, 82%, and 61%; dividend
yield of 0%; risl-free interest rates ranging from 5.2% to 6.6%; expkcted terms ranging from 3 to 7 years. The htedyaverage fair value
of options granted during 2000, 1999, and 1998 $®833 per share, $2.82 per share, and $2.79 pez,shapectively.

15. 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 Dece3tb2000 are as follow



(in thousands)

2001 $1,639
2002 1,406
2003 1,274
2004 1,287
2005 1,321
Thereafter 3,146
Total $ 10,073

Total rent expense under operating leases forehesyended December 31, 2000, 1999, and 1998 wasapately $2,101,000, $2,013,000,
and $2,134,000, respectively.

Letters of credit and performance bonds

As of December 31, 2000, the Company was contitgéable for approximately $533,000 under fivetées of credit used as payment bonds
on contracts, all of which were secured by caslsiépclassified as restricted cash in the conatdidi balance sheet.

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 ¥velsl in escrow until April 2000, and approximat&l11,000 will be held in escrow ur
April 30, 2003. These deposits are classified heradssets in the Consolidated Balance Sheetscainiier 31, 2000 and 1999.

Contingencies

Various actions and proceedings are presently pgridiwhich the Company is a party. In the opirddmanagement, 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.

16. Related party transactions

In the fourth quarter of 2000, the Company issuddraand promissory note to ManTech Internationap@ation that allowed the Company
to borrow up to $1.8 million at an interest ratgpdfme plus one percent. As of December 31, 2048 Company had borrowed $1.6 million,
which was used for working capital. The promissooye was secured by the Company's pledge of itisyeigterest in Avantium International
B.V., but such security interest was subordinati¢dfirst lien thereon by the Company's bankhinfirst quarter of 2001, the promissory t
was amended to increase the maximum principal attous?.1 million. Subsequently in the first quamé 2001, and with ManTech's
approval, the Company issued a replacement promgissde in the amount of $2.1 million to ManTechguant to which the Company's
obligations to ManTech became unsecured, and theipal is payable over a two year period, in eqasfallments, commencing April 1,
2004 with interest payments to commence monthlywn 1, 2001. The note permits ManTech to convertgrincipal into GSE convertible
preferred stock at a conversion rate of $100 parestpending shareholder approval. ManTech hagdgoesubordinate the note to the
Company's credit facility.

In January 2000, the Company issued 116,959 sbéartsscommon stock, at fair value, to ManTech$600,000. The proceeds of the stock
issuance were used for working capital.

17. Employee benefits

The Company has a qualified defined contributianghat covers substantially all U.S. employeesudction 401(k) of the Internal
Revenue Code. Under this plan, the Company's atigilbasic contribution matches a portion of théiggpants' contributions based upon a
defined schedule. Contributions are invested bindapendent investment company in one or more@ra¢ investment alternatives. The
choice of investment alternatives is at the electibeach participating employee. The Company'sritariions to the plan were approximat
$340,000, $359,000, and $468,000 for the yearscebdeember 31, 2000, 1999, and 1998, respectively.

18. Segment information

The Company's two reportable segments are itshusimess units Process and Power. The Companytsa\Riant business is reported under
the Process segment. The accounting policies afabments are the same as those described in Nsternary of significant accounting
policies. The Company is primarily organized on llasis of these two business units. The Company made range of knowledge of control
and simulation systems and the processes thosmnsysire intended to improve, control and model. Chmpany's knowledge is concentr:
heavily in the process industries, which include ¢themicals, food & beverage, and pharmaceutitisf as well as in the power generation
industry. The Process business unit is primarilyagyed in process control and simulation in a wasécommercial industries. Contracts
typically range from three to nine months. The Polesiness unit is primarily engaged in simulafionthe power generation industry, with
the vast majority of customers being in the nucfeawer industry. Contracts typically range fromri8nths to three years.

The Company evaluates the performance of its bssineits utilizing "Business Unit Contribution”, ish is substantially equivalent to
earnings before interest and taxes before allogatity corporate expenses. The segment informagigerding the divested businesses is



included below (see Note 3, Acquisitions and digfmss, and Note 4, Investment in Avantium Inteioaal B.V.).



The table below presents information about the ntapte segments:

(in thousands) Year ended December 31, 2000

Process Power Total
Contract revenue $ 25,208 $ 30,507 $ 55,715
Business unit contribution $ (4,053) $ 4,549 $ 496
Year ended December 31, 1999
Process Power Total
Contract revenue $ 34,638 $ 32,061 $ 66,699
Business unit contribution $1,026 $ 5,093 $6,119
Year ended December 31, 1998
Process Power Total
Contract revenue $ 36,484 $ 30,930 $67,414
Business unit contribution $ 3,444 $ 4,535 $7,979

Contract revenues for the Process segment inchedesiues for the Company's VirtualPlant and Beltpiasinesses of $7.6 million for the
year ended December 31, 2000. Business unit catitibfor the Process segment includes losses iftwalPlant and Belgium of $3.
million for the year ended December 31, 2000.

A reconciliation of segment revenue to consolidataegnue and segment business unit contributiaornsolidated income before taxes for
the years ended December 31, 2000, 1999, and $388follows:

(in thousands) Years ended December 31,

2000 1999 1998
Total segment contract revenue $ 55,715 $ 66,699 $ 67,414
Erudite - - 5,267
Oil & Gas - - 1,137
Contract revenue $ 55,715 $ 66,699 $ 73,818
Segment business unit contribution $ 496 $6,119 $ 7,979
Corporate expenses (5,096) (5,335) (5,271)
Gain (loss) on disposition of assets (990) - 550
Erudite and Oil & Gas business unit losses - - (491)
Interest expense, net (687) (450) (350)
Income (loss) before taxes $ (6,277) $334 $2,417

The Company designs, develops and delivers busarebsechnology solutions to the energy, procedsniaenufacturing industries
worldwide. Revenue, operating income (loss) andtiflable assets for the Company's United Statespfiean, and Asian operations are as
follows:

(in thousands) Year Ended December 31, 2000

Uni ted States  Europe Asia  Elimination s Consolidated
Contract revenue $44,441  $11,274 $- $ - $ 55,715
Transfers between geographic locations 490 610 - 1,1 00) -
Total contract revenue $44,931 $11,884 $- $(1,1 00) $ 55,715
Operating income (loss) $(263) $(4,326) $ (66) $ - $ (4,655)
Identifiable assets, at December 31 $44,688 $2,912 $ 199 $(11,8 50) $ 35,949

Year Ended December 31, 1999

Uni ted States  Europe Asia  Elimination s Consolidated
Contract revenue $60,150 $6,549 $- $ - $ 66,699
Transfers between geographic locations 832 223 - (1,0 55) -
Total contract revenue $60,982 $6,772 $- $(1,0 55) $ 66,699
Operating income (loss) $ 1,690 $ (946) $- $ - $ 744
Identifiable assets, at December 31 $47,001 $4,568 $414 $(8,9 56) $ 43,027
Year Ended December 31, 1998
Uni ted States  Europe Asia  Elimination s Consolidated
Contract revenue $62,6890 $8241 $2,888 $ - $ 73,818
Transfers between geographic locations 1,761 423 - 2,1 84) -
Total contract revenue $64,450 $8,664 $2,888 $(2,1 84) $ 73,818
Operating income (loss) $1,571 $ 592 $(272) $ - $1,891
Identifiable assets, at December 31 $50,904 $5,836 $ 953 $(8,9 50) $ 48,743

19. Supplemental disclosure of cash flow infornmmatio



(in thousands) Years ended December 31,

2000 1999 1998
Non-cash investing & financing activities:
Obligations under capital leases $- $- $58
Asset acquisitions financed with debt to seller (se e
Note 3):
Notes payable issued $- $598 $ 250
Software product license sold in exchange for
stock of buyer (see Note 4):
Value of asset acquired $ 2,895 $- $-
Cash paid:
Interest $ 889 $481 $ 580

Income taxes $271 $ 683 $ 426



20. Quarterly financial data (unaudited)

The Company's quarterly financial information haslmeen audited but, in management's opinion, dedwall adjustments necessary for a fair
presentation.

(in thousands, except per share data) Year ended December 31, 2000 Quarterly Data
First Second Third Fourth
Q uarter Quarter Quarter Quarter

Contract revenues $1 5,124 $ 13,300 $ 13,694 $ 13,597
Operating income (loss) 1,135 (1,411) (1,249) (3,130)
Net income (loss) 537 (902) (869) (7,580)
Earnings (loss) per common share:

Basic $ 0.10 $(0.17) $(0.17) $ (1.46)

Diluted $ 0.09 $(0.17) $(0.17) $ (1.45)

Year ended December 31, 1999 Quarterly Data

Fi rst Second Third Fourth
Qu arter Quarter Quarter Quarter
Contract revenues $1 7,578 $ 17,987 $ 15,587 $ 15,547
Operating income (loss) 1,469 1,197 (1,011) (911)
Net income (loss) 860 743 (727) (775)
Earnings (loss) per common share:
Basic $ 0.17 $0.15 $(0.14) $ (0.16)
Diluted $ 0.17 $0.14 $(0.14) $(0.15)

The first quarter 200 includes contract revenuebratated profit from the licensing of softwareAeantium, as described in Note 4,
Investment in Avantium International B.V.

The fourth quarter 2000 net loss includes the falhg significant charges: a $710,000 provision tii@vdown Process inventory, a $990,000
loss on the sale of the Company's Belgian subsidsme Note 3, Acquisitions and dispositions), ar&#.3 million income tax charge to
increase the deferred tax asset valuation allowése®mNote 12, Income taxes).

21. Subsequent events
Sale of VirtualPlant business

On March 6, 2001, the Company sold its VirtualPlaudiness to Avantium International B.V. ("Avanti)mpurchased certain fixed assets
intellectual property (including BatchCAD and Baf¢lzard software products) of the Company, and eggaacertain personnel in both the
US and the UK. GSE received 8% of Avantium's stélolts increasing its holdings in Avantium to appnoately 18%. GSE retains one seat
on the supervisory board of Avantium. Also, the @amy licensed their process control and simulagmftware ("GSE Process Software")
exclusively to Avantium for the R&D market. Thisdinsing arrangement includes free updates to tlieR38cess Software. In return, GSE
received a royaltyree license to use any upgrades of the GSE Pr&sssare produced by Avantium in the manufacturimayket. GSE als
received a royalty-free license to use and prodpegades of the BatchWizard software in the marufatgy market. Avantium and GSE will
continue to work together in the marketplace angroduct development so that common clients wilabke to use Avantium's VirtualPlant
technology to develop scalable products that \titioigether at the manufacturing level with GSE@cess control and simulation produt
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

None.



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 2001 Annual Meeting of Shareholc



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
Independent Auditors' Report

Report of Independent Accountants Consolidatedrigal&heets as of December 31, 2000 and 1999 Cdateali Statements of Operations
for the years ended December 31, 2000, 1999, a98 19

Consolidated Statements of Comprehensive Incomss{Lfor the years ended December 31, 2000, 19891288 Consolidated Statement:
Changes in Stockholders' Equity for the years emsgember 31, 2000, 1999, and 1998 ConsolidatadrStats of Cash Flows for the years
ended December 31, 2000, 1999, and 1998

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 Securitiesl Exchange Commission during the quarter endeérileer
31, 2000



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/ Chin-Qur Jerry Jen

Chin-Qur Jerry Jen
Chi ef Operating 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 31, 2001

Date: March 31, 2001

Date: March 31, 2001

/ S/ Chin-Qur Jerry Jen

Chin-Qur Jerry Jen, Chief Operating Oficer
and President

(Principal Executive Oficer)

/ S/ JEFFERY G HOUGH

Jeffery G Hough, Senior Vice President

and Chief Financial Oficer

(Principal Financial and Accounting O ficer)

(Jerome |. Feldman, Chairnman of the Board) By:/ S/ JEFFERY G HOUGH
(Dr. Sheldon L. @ ashow, Director) Jeffery G Hough
(Scott N. Greenberg, Director) Att orney-in- Fact
(Joseph W Lewis, Director)

(John A. More, Jr., Director)

(George J. Pedersen, Director)

A Power of Attorney, dated March 15, 2001, authagzleffery G. Hough to sign this Annual ReportFamrm 10-K for the fiscal year ended
December 31, 2000 on behalf of certain of the dimscof the Registrant is filed as Exhibit 24 testAnnual Report



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 hazation of the Company. Previously filed in coniat with the GSE Systems, Inc. Fc
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 Amendmera.N to the GSE Systems, Inc.
Form S4 Registration Statement as filed with the Seasitind Exchange Commission on June 14, 1995 aoporated herein by referen

4. Instruments Defining Rights of Security Holderguding 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 Corpanatiational Patent Development Corporation, GPShielogies, Inc., General Physics
Corporation, Vattenfall Engineering AB and GSE 8ys$, Inc. (dated as of April 13, 1994). Previod#gd 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 Pdamended as of April 5, 1999. Previously filed amnection with the GSE Systems, Inc.
Form 10-K as filed with the Securities and Excha@genmission on March 30, 1999 and incorporatedihdngreference. *

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

d. Office Lease Agreement between Sterling RutldrRlaza, L.L.C. and GSE Systems, Inc. (dated &ebfuary 10, 1998). Previously filed
in connection with the GSE Systems, Inc. Form 18sKiled with the Securities and Exchange Commissio March 21, 1998 and
incorporated herein by referen:



Exhibit Exhibit Description of Exhibit Number Page

e. Office Lease Agreement between Red Branch Road;. and GSE Systems, Inc. (dated February 1981L%reviously filed in connectic
with the GSE Systems, Inc. Form 10-K as filed wiith Securities and Exchange Commission on Marci 248 and incorporated herein by
reference.

f. Loan and Security Agreement among GSE Systemes, GSE Process Solutions, Inc., GSE Power Systaims and National Bank of
Canada, dated March 23, 2000. Previously filecbimection with the GSE Systems, Inc. FormKlas filed with the Securities and Excha
Commission on March 30, 2000 and incorporated hdrgireference.

g. $10,000,000 Promissory Note dated March 23, 2006t GSE Systems, Inc., GSE Process Solutiors, &md GSE Power Systems, Inc
National Bank of Canada. Previously filed in cortir@twith the GSE Systems, Inc. Form-K as filed with the Securities and Exchange
Commission on March 30, 2000 and incorporated hdrgireference.

h. ManTech International Corporation Guaranteeatidthal Bank of Canada, dated March 23, 2000. Busly filed in connection with the
GSE Systems, Inc. Form 10-K as filed with the Siiesrand Exchange Commission on March 30, 2000irewtporated herein by reference.

i. GP Strategies, Inc. Guarantee to National BédrRamada, dated March 23, 2000. Previously filedannection with the GSE Systems, Inc.
Form 10-K as filed with the Securities and Excha@genmission on March 30, 2000 and incorporatedihdrgreference.

j. Subscription and Shareholders' Agreement byaandng Avantium International B.V., B.V. Licht endbht Maatschappij, SmithKlir
Beecham PLC, S.R. One, Limited, GSE Systems, letft Dniversity of Technology, Universiteit Twentéindhoven University of
Technology, the Generics Group Limited, and Alpstvdolding NV, dated February 24, 2000. Previotigbg in connection with the GSE
Systems, Inc. Form 10-K as filed with the Secusia@d Exchange Commission on March 30, 2000 armtpocated herein by reference.

k. Software License and Intellectual Property Agneat between GSE Systems, Inc. and Avantium Intiemel B.V. dated February 24,
2000. Previously filed in connection with the GSEstEems, Inc. Form 10-K as filed with the Securiesl Exchange Commission on March
30, 2000 and incorporated herein by reference.

l. $2,100,000 Replacement Promissory Note datetl 0.0.1 March 30, 2001 , from GSE Systems, IndlemTech Internation Corporation

m. Subordination and Intercreditor Agreement by 20@® X-10.2 between National Bank of Canada andTéah International Corporation,
dated March 30, 2001.

n. Third Modification Agreement dated March 30, 20@®.3 X-10.3 to the Loan and Sedurity AgreementregnGSE Systems,Inc., and
National Bank of Canada, dated March 23, 2(

16. Letter regarding change in Certified Accountant

a. Letter from PricewaterhouseCoopers, dated Ma@¢t2000, regarding change in certifying accoustapteviously filed in connection with
the GSE Systems, Inc. Form 10-K as filed with teeuBities and Exchange Commission on March 30, 20@0incorporated herein by
reference.

21. Subsidiaries.

a. List of Subsidiaries of Registrant at December 3 1,2000. 21.1 X-21.1-1
Exhibit

Exhibit Description of Exhibit Number Page

23. Consents of Experts and Counsel

a. Consent of Independent Accountants. 23.1 X-23.1-
b. Consent of Independent Accountants. 23.2 X-23.2-

24. Power of Attorney
a. Power of Attorney for Directors' and Officergi@atures on SEC Form 10-K. 24.1 X-24.1-1

99. Additional Exhibits



a. Form of Right of First Refusal Agreement. Pregly filed in connection with Amendment No. 3 t@ t8SE Systems, Inc. Form S-1
Registration Statement as filed with the Securiied Exchange Commission on July 24, 1995 and joocated herein by reference.

* Management contracts or compensatory plans requo be filed as exhibits pursuant to Item 14ofchis report.
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