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Cautionary Statement Regarding Forwarc-Looking Statements.

This report contains certain forward-looking states. Any statements contained herein that arstatgments of historical facts may be
deemed forward-looking statements. These stateraeatsased on management's current beliefs andtexijpas and are subject to numerous
risks and uncertainties and changes in circumssaagtual results may differ materially from thdeeward-looking statements due to
changes in global, economic, business, governmeatdinical, competitive, market and regulatorydex

PART |
ITEM 1. BUSINESS.

GSE Systems, Inc. ("GSE Systems", "GSE" or the "faimy") is a world leader in real-time power plantidation. The Company provides
simulation solutions and services to the nucledrfassil electric utility industry, as well as thbeemical and petrochemical industries. In
addition, the Company provides plant monitoringsity access and control, and signal analysis tadgng and optimization software
primarily to the power industry.

The Company's annual report on Form 10-K, quarteghprts on Form 10-Q, current reports on Form & all amendments to those
reports will be made available free of charge tigiothe Investor Relations section of the Compamy&rnet website (http://www.gses.com)
as soon as practicable after such material isrelaictlly filed with, or furnished to, the Secueitiand Exchange Commission.

Recent Developments.

In September 2003, the Company completed the $alebstantially all of the assets of GSE Procedst®as, Inc. (Process) to Novatech,

LLC (Novatech) pursuant to an Asset Purchase Ages¢neffective as of September 25, 2003, by anddsst the Company, Process and
Novatech. The Company received $5.5 million in casibject to certain adjustments. The operatinglt®sf the Company's Process busir
have been classified as discontinued operatiotisiConsolidated Statements of Operations foraalbgs presented. With the sale of the

Process business, the Company now has only ongaibfsegment, Power Simulation.

On October 23, 2003, ManTech International Corparffiech) converted its preferred stock to commocksamd sold all of its GSE common
stock and its $650,000 unsecured subordinated geamyi note to GP Strategies Corporation. The teifrtise subordinated note were
amended to allow the conversion of the subordindédd by GP Strategies to GSE common stock. Asutref these transactions, GP
Strategies currently owns approximately 58% of GleEecember 2003, John Moran, a GP Strategiesuéixeovith experience in both the
power industry and simulation technology, was elédchief Executive Officer of GSE by the Compamadsrd of Directors.

Power Simulation Business

The Company's Power Simulation Business had agtaher year, with the receipt of several signifiiciaternational simulation projects.
Additionally, the US upgrade market was stronge2003 than in the prior year, with the Company irngng several multi-million dollar
upgrade or simulator replacement contracts. Tatirs for the year exceeded $35 million, a 26%sdase over 2002, and backlog increased
59% to $30.4 million. Although the Company's 2088enue increased 23.7% over the prior year and gnadit increased from 17.6% in
2002 to 23.4% in 2003, the Company still incurracbperating loss of $1.0 million for the year end@stember 31, 2003. Thus, in
conjunction with the divestiture of the Processdknation business at the end of the third quaterQompany restructured its Power
Simulation Business in order to reduce expensesas on business development. Several operaérgppnel were terminated in the fou
quarter, and the Company entered into a ManageS@ntces Agreement with GP Strategies effectiveidgnl, 2004 in which the Company
outsourced most of its corporate functions (acdagnhuman resources, etc.) and terminated mast obrporate staff. The Company
recognized $256,000 of severance expense in thithfquarter 2003. The Company reorganized, creatidgdicated worldwide business
development organization under the direction of mra@mager, and consolidating all of its operatiotn€olumbia, Maryland, St. Mary's,
Georgia and Nykoping, Sweden under another man&ganaintain its capability to fulfill customer @, the Company strengthened and
expanded its relationships with international parsrto provide the necessary workforce augmentation

The Company is positioning itself to take advantafjemerging trends in the power industry. The apeg licenses for numerous nuclear
power plants will expire over the next several ge&iourteen plants have already received licen@msions, and sixteen more have
applications pending. Many plants are also plansiggificant upgrades to the physical equipment@drol room technology in conjuncti
with the license extensions. Both will result ire theed to modify or replace the existing plant mmbom simulators. The Company, having
the largest installed base of existing simulatisrsyell positioned to capture the majority of thissiness.

To address the varying levels of technology th#dtexacross the Company's installed base, the Quyries developed a Jabased graphici
overlay technology called JADE (Java ApplicationvBlepment Environment). JADE provides a common lan# feel to the Company's
various simulation tools regardless of whethenuthderlying technology is UNIX, LINUX or Microsoft Wdows XP. JADE also works with
all of the Company's tools for building electridalgic and control, and flow system models for pgan

The Company continues to focus on the fossil paggment of the power industry. Several fossil ptamiulator projects were awarded in
2003, expanding the Company's presence in the mankieestablishing key strategic relationships wittver industry DCS providers. The
Company expects continued growth in this marketrsag and is focusing on second time simulation kaitfeat now demand the mc



sophisticated and realistic simulation models effiey the Company. Sales and marketing resouraeslieen expanded for the fossil power
industry.

While GSE simulators are primarily utilized for pemplant operator training, the uses are expaningclude engineering analysis, plant
modification studies, and operation efficiency imyEments for both nuclear and fossil utilities. ibgrplant construction, simulators are used
to test control strategies and ensure on-time-gfarfA\fter commissioning, the same tools can bel iséncrease plant availability and
optimize plant performance for the life of the fagi In 2003, the Company demonstrated its abiiityink its simulation models to plant
optimization tools of third parties to provide ague and broad based optimization solution. The @amy and its partners will be bringing
these new products to market in 2004.

The Company has targeted the Process simulatiandassas an area with a significant potential foigh. The process industries,

particularly oil and gas and chemical, are expapeinrldwide and are faced with the challenges ofgpmance improvement at existing
facilities and training of personnel to staff nemdaipgraded facilities. The Company's SimSuiteffoaluct and experience in the process
industries provide the Company with excellent cdljias to service these needs. Dedicated salesrar#leting resources have been assigned
to Process simulation to facilitate this initiative

In 2003, the Company continued to expand the d4ts plant optimization tools based on advancetai analysis technology. The
Company's Pegasus Plant Surveillance and DiagBgsitem helps improve plant availability, safety asdnomy. Pegasus is a software
package for semi-automatic plant surveillance aagribstics and enables site engineers to perfotailei@ analysis for specified component
faults, allowing the identification of degraded foemance and replacement of components beforeftlileysensBase provides comprehensive
sensor test services, thus ensuring that changesnismitters and other instruments do not jeoparthie function of the nuclear plant
protection systems. BRUS, a noise analysis prograckage, is a collection of signal analysis todtécv allow users to detect developing
abnormalities in the plant. The Company's worldwiglgutation for boiling water reactor stabilityitriag lead to an increase in sales of both
stability training courses and the Company's SIM&iBbility Monitoring equipment. The Company hasrbeery successful in selling this
technology to European and Asian customers amd/éstigating its viability in the US market.

The acquisition by GP Strategies of controllingenest in GSE has led to further cooperation betweemrompanies. In addition to
cooperating in the marketing of individual produtksee companies will combine some of General Plsysixtensive training materials and
programs with GSE's power plant simulation modelgrbvide truly interactive and adaptive totalriiag solutions. Cooperative marketing
activities between General Physics and GSE wilbenthe Company to extend simulation capabilities industries beyond Power and
Process and to expand the range of products anidegoffered to customers.

In 2003, the Company began to aggressively matkeiccess control and intrusion detection systethemuclear and process industries,
however, the market has been slow to develop. Tiekear industry security focus has been on invgstirtechnology to detect the approach
of intruders farther away from the plant perime#es.a result, much of the anticipated sales ofGhmpany's GAARDS system have failed to
materialize. At the end of 2003, the Company maeedicision to reduce its investment in this maskgiment until the market rebounds.

In lieu of pursuing physical security system prégethe Company has turned its attention to oppdrés for simulation in disaster recovery
and terrorist threat response. In 2003, the Compaoyified its simulation technology to simulate tigeration of Emergency Operations
Centers (EOC) run by municipal and state governm@&EMITS is a Real-time Emergency Managementdaatere Training System
designed to simulate emergency situations and ef&®C staffs to train without requiring human gaptation in the field. REMITS enables
the EOC staff to stay current with the technologg anables instructors to introduce new problengsciiallenges during the exercise to test
the EOC staff response to changing situationshad-ederal Government spends billions in emergessgonse training, the Company
believes its REMITS product will find a large marke the developing field of training for disastecovery and terrorist threat response.

Research and Development
The Company's R&D expenditures in 2003 were reltded

* The completion of JADE 1.0 (Java Applications &&lopment Environment), a Java-based applicatiangrovides a window into the
simulation instructor station and takes advantdgheoweb capabilities of Java, allowing custonteraccess the simulator and run simulation
scenarios from anywhere they have access to theJA&E version 1.0 was released for sale on Madgt2803.

* Additional enhancements to JADE that were relddreversion 2.0, including implementing XML filéracture in JADE for pagination,
adding wireless PDA for JStation applications, iHalhguage support, and adding a two phase objemted flow network. JADE version
2.0 was released at the end of 2003.

Background.

GSE Systems was formed on March 30, 1994 to catatelithe simulation and related businesses of 88ribdogies, General Physics
International Engineering & Simulation and EuroSeach separately owned and operated by ManTecmatienal Corporation, GP
Strategies Corporation and Vattenfall AB, respexdivOn December 30, 1994, GSE Systems expandedhatprocess control automation
and supply chain management consulting industiquidin its acquisition of the process systems dimisibTexas Instruments Incorporated,
which the Company operated as GSE Process Solutiang"Process")



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

During 2002, the Company invested in RedStorm Siietnc., an emerging biotechnology company atilg a proprietary (patent pending)
computational technology for protein analysis ahllgrestar. RedStorm Scientific Inc. needed a swoftvdevelopment and operating
environment to optimize the Fyrestar code. The Gomgrustomized its eSMART (engineering, Simulatidanagement and Real-Time)
product. In addition to the potential growth of Béorm Scientific Inc., the Company proved that e SMAis a viable product to help
companies, laboratories and educational institstmptimize their large, complex and often ineffitiecomputer codes. At December 31, 2003
the Company owned 10.2% of RedStorm.

In October 2002, GSE purchased the stock of ManPaetbmation Systems (Beijing) Company Ltd, from Mach International Corp. The
Chinese company, which has seven employees, wamszhGSE Systems Engineering (Beijing) Company Thds acquisition gave the
Company a much needed base in China to pursuargidment simulation projects in that emerging marke

In September 2003, the Company completed the $algbstantially all of the assets of GSE Procedst®as, Inc. to Novatech, LLC
(Novatech) pursuant to an Asset Purchase Agreemffattive as of September 25, 2003, by and betweeCompany, Process and
Novatech. The Company received $5.5 million in ¢asibject to certain adjustmer

Simulation Business.
The Company is comprised of three divisions: Po8ierulation, Process Simulation and Emergency Mamagé Simulation.
Power Simulation.
Industry

The real-time simulation industry grew from the dhé@ train people on complex and potentially dangsroperations, without placing life or
capital assets at risk. Real-time simulation hahesed for the training of plant operators forgbwer industry, including both nuclear
power plants and conventional fossil fuel powengdi.e., coal, oil, and natural gas), since thdyel 970s. Real-time simulation usage has
traditionally centered on initial training of op&ses and follow-on training of operators in emergenonditions that can best be achieved
through simulation replicating actual plant opeasi.

In the nuclear power industry, use of a simulatet ticcurately reflects the current actual plastgfeis mandated by the U.S. Nuclear
Regulatory Commission. This mandate resulted floeninvestigation of the accident at the Three N&land nuclear plant in 1979, which
was attributed, at least in part, to operator effoe NRC requires nuclear plant operators to #ain licenses through simulator testing. E
nuclear plant simulator must pass a certificatiomgpam to ensure that the initial plant design alhdubsequent changes made to the actual
plant control room or plant operations are acclyatgflected in the simulator. Plant operating fises are tied to simulator certification.

Full scope power plant simulators are a physigalegentation of the entire plant control room. €betrol panels are connected to an
input/output (1/0) system, which converts analogctrical signals to digital signals understood gy $simulation computer. The simulation
computer houses the mathematical models, whichlatmthe physical performance of the power play&ems such as the reactor core,
steam boiler, cooling water, steam turbine, eleatrenerator, plant system controls and electdistfibution systems. Partial scope
simulators can be viewed as a subset of a fullesssopulator. Instead of simulating the entire perfance of the power plant, a partial scope
simulator might represent one or two critical sgsdesuch as the steam turbine and/or electricalrgeareoperation.

In the past, training simulators had to strike bcdée balance between providing an accurate ergimg representation of the plant, while ¢
operating in "real-time" in order to provide effieettraining. As computing power has increasedpschas the capacity of simulators to
provide more accurate plant representations intne@ based upon simulation models developed frogireering design codes.

Simulation also is used to validate proposed pgotipment changes to confirm the results of suemgés, prior to making the change in the
plant, which can save time and money, as well dsae the risk of unsafe designs, for the utility.

Demand for new simulators in the nuclear power gtigushifted to the international market in the @9%as the domestic market was limited
to upgrades and replacement of existing simulatdosvever, the Company believes that the econonmiddraportance of nuclear power to
the U.S. energy supply may result in the extensidhe useful lives of U.S. nuclear power plantayAervice life extension of a nuclear
power plant is likely to require major upgradeshte plant's equipment and technology, includingitsulator.

Fossil fuel plant simulators are not required by & regulation, but are justified as a cost-effecapproach to train operators on new digital
control systems being implemented at many fossil fower plants. The size, complexity and prica ébssil plant simulator are much lower
than for simulators used for nuclear plants. Fqdaiit simulators have traditionally used lowegfity (less sophisticated) mathematical
models to provide an approximate representatigriaft performance. The demand for highly accuratdets did not exist in the early mar
for fossil simulators since the main use of theudator was to train operators on the functionaditgistributed control systems for plant s-



up activities.

The deregulation of the power industry has forcédies to view their assets differently. Poweapts must now be profit centers, and gail
the maximum efficiency from the plant to becomeresnain, competitive is a paramount issue. The s@hdf the operator has shifted, as
plant operators now must perform within narrowed aarrower performance margins while still mainitagnsafe operations. GSE believes its
fossil fuel plant customers are now recognizingtltbeefits of high fidelity simulation models thabpide highly accurate representations of
plant operations to help plant operators and managedetermine optimal performance conditions.

Despite the recent down-turn in the domestic pgiemt development market, the Company sees twddgremich may indicate the need for
more simulation products and services. First, itenke extension process in the nuclear industsynesult in significant changes in plant
equipment and control room technology. Based upSrluclear Regulatory Commission regulations, eeaihihg simulator is required to
reflect all changes that are made in the actualtpthus when changes in plant equipment and clomtoon technology are made, the nuclear
power plants must either upgrade existing simusatorpurchase brand new simulators. Second, timg adithe nuclear and fossil plant
operator workforce will result in the need for siation to train the next generation of plant operst

Therefore, the Company believes that these trehiiigy come to fruition in whole or even in pagpresent a market opportunity for its real-
time simulation, plant optimization, asset manag&maed condition monitoring products and services.

GSE's solution

The Company's Power Simulation business is a ldadbe development, marketing and support of fiidglity, real-time, dynamic
simulation software for the electric utility indagt The Company has built or modified about 65haf &pproximately 75 full-scope simulators
serving about 103 operating nuclear power planteeénJnited States. Outside the United States, E&Ebuilt or modified about 73 of the
approximately 167 full-scope simulators servingrappnately 329 operating nuclear power plants.

In addition to operator training, the Company'sudation products and services permit plant ownads@perators to simulate the effects of
changes in plant configuration and performance itimmd to optimize plant operation. These featulsv the Company's customers to
understand the cost implications of replacing agief equipment, installing new technology or hofdout-of-service assets. GSE has also
developed a suite of tools based on sophisticagedlisanalysis and simulation techniques to halgitstomers manage their assets by
determining equipment degradation before it seyamapacts plant performance.

The Company has also focused on upgrading oldentdogy used in power plants to new technology aggs for plant process computers,
safety parameter display systems, and plant aseessity systems. As nuclear plants in the U.Sticoa to age, the Company will seek more
business in this upgrade market.

GSE provides both turnkey solutions, including deted hardware and proprietary software, to matspeific plant, and discrete simulation
technology for specific uses throughout a plastsitbstantial investment in simulation technology led to the development of proprietary
software tools. These tools significantly reduae ¢bst and time to implement simulation solutiond support long-term maintenance. The
Company's high fidelity, real-time simulation teckogy for power plant fluid, logic and control, etacal systems and associated real time
support software, JADE, is available for use pritgam UNIX and Linux computer platforms. The Conmga eXtreme tools were designed
for the Windows environment. Both technologies wagecifically designed to provide user friendlyra interfaces to the Company's high
fidelity simulator.

In addition to the simulator market, the Comparfeiaf products aimed at improving performance o$ting plants by reducing the numbe
unplanned outages due to equipment failure. Udilvgiaced signal analysis techniques, the Compamyfs tan predict when certain plant
equipment needs to be replaced. Replacement mfatrquipment prior to failure permits effectiviaipning and efficient use of maintenance
time during scheduled off-line periods.

Other products of the Power Simulation busineskide

--Java Applications & Development Environment (JAD& Java-based application that provides a winisibavthe simulation instructor
station and takes advantage of the web capabitifidava, allowing customers to access the simuéatd run simulation scenarios from
anywhere they have access to the web. JADE inclindgefollowing software modeling tools:

* Jflow, a modeling tool that generates dynamic alsdor flow and pressure networks.

* Jcontrol, a modeling tool that generates cortygic models from logic diagrams.

* Jlogic, a modeling tool that generates contrgidanodels from schematic diagrams.

* Jelectric, a modeling tool that generates eledyistem models from schematic and one-line diagram
* Jtopmeret, a modeling tool that generates twephwetwork dynamic models.

* Jdesigner, a JADE based intuitive graphic edidorall JADE tools.

* Jstation, a JADE based web-enabled Instructaidsta

--eXtreme Tools is a suite of software modeling taldgeloped under the Microsoft Windows environmérihcludes:



* XtremeFlow, a modeling tool that generates dyramodels for flow and pressure networks.

* XtremetControl, a modeling tool that generatestodl logic models from logic diagrams.

* XtremeLogic, a modeling tool that generates colnitrgic models from schematic diagrams.

* Xtreme Electric, a modeling tool that generatlesic system models from schematic and one-lingrams.

--SimExec, and OpenSim are real-time simulatiorcatiee systems that control all real-time simulatéxtivities and allows for an off-line
software development environment in parallel witl training environment. OpenSim is targeted fersi®f Microsoft Windows operating
systems, while SimExec is targeted for users ofrd&ioft Windows, UNIX and LINUX operating systems.

--SmartTutor, complementary software for instructations. It provides new capabilities to help ioye training methodologies and
productivity. Using Microsoft ActiveX controls, Smautor allows the control of the simulator softeatirectly from Microsoft Office
products. The user can run training scenarios tjréom a Microsoft Word document, or he can @od show transients live within a
Microsoft PowerPoint slide.

--eXtreme /S, a Microsoft Windows based Instru@tation that allows the use of Microsoft Word &wlverPoint to control the real-time
simulation environment. eXtreme I/S is a user-fillgrtool for classroom training and electronic reggeneration. It provides real-time plant
performance directly from the simulator during sta®m training, which drastically increases leagrefficiency.

--Pegasus Surveillance and Diagnosis System, wa@tpackage for semi-automatic plant surveillaante diagnostics, incorporates
sophisticated signal processing and simulationrigetes to help operators evaluate the conditionpmtbrmance of plant components.
Pegasus permits plant management to identify dedrpdrformance and replace components before #diley f

--SIMON, a computer workstation system used for itooimg stability of boiling water reactor planSIMON assists the operator in
determining potential instability events, enablawgrective action to be taken to prevent unnecggdant shutdowns.

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

The Power Simulation business also provides cangudind engineering services to help users plasigdeimplement, and manage/support
simulation and control systems. Services includdiegtion engineering, project management, traingiig services, maintenance contracts
and repair.

Strategy

The goal of the Power Simulation business is tamagpts business on three fronts. First, it inteledsontinue serving its traditional customer
base and to be prepared to meet increased demt@adiffonal simulation use grows in relation tari@ased electric capacity in the United
States. Second, it intends to market its existimdy@pgraded simulation products and its newly dmped signal analysis products as plant
optimization, asset management and condition mongdools. And, third, it intends to leverageétssting engineering staff to provide
additional services to domestic and internatiofiahts.

Traditional Simulation Market. Nuclear power cuttgraccounts for about 20% of the electrical poged capacity in the United States and
this percentage will likely remain the same evetota capacity increases. Any new nuclear powantsl will likely be of the advanced
reactor designs created by Emerson-WestinghouseréleElectric and Siemens. These new designsreegaiv simulators and training
programs, as they are different from the nucleavgrglant designs currently in operation. In additio new power plants, existing nuclear
power plants will likely be required to remain dnd for a longer period than originally expectedotder to stay in operation, many plants
will require life extension modifications. Since ekisting U.S. nuclear power plants went on-lieédoe 1979, their designs and technology
can also benefit from the substantial advancesaint plesign and technology developed over theZagears. For example, several of the
Company's U.S. utility customers are consideriqgagng their existing hard panel control roomshwitodern distributed control systems
(DCS) as are common in fossil fuel plants, and Winave been implemented in Europe for several y&agsificant changes to control room
instrumentation and overall control strategy froanchpanel to DCS generally require modificatiomeplacement of the plant simulator. With
the largest installed base of nuclear plant simutain the world, the Company believes it is unlgymsitioned to serve this market segment
with new simulation products and services.

As plants extend their useful life, many plan tp-hate" the existing capacity to increase eledtg@d. By changing the capacity of certain
equipment in a plant, the utility can gain upwanfla 10%-15% increase in output. Again, any su@ngles must be reflected in the control
room simulator, and operators must be trained eméw equipment before implementation.

In addition to the United States markets, sevararging regions of the world are expanding thescelcal capacity with both nuclear and
fossil fuel power plants. The Company believes #xgansion includes the need for integrated sinmnatnd training programs and has
developed products that will enable it to explbi fossil fuel simulation marketplace. GSE is iasieg its marketing efforts in this area.

Classroom Simulation. In recent years the Compasyupgraded numerous training simulators to utitaadard PC technology. As an
extension of the F-based simulator technology, the Company has degdltgols which will allow the training simulator be used in .



classroom setting, replacing the actual controhr@anels with "soft-panel” graphics.

Increased training requirements and demands fdonpeance improvement have resulted in simulatanitng time becoming scarce. By
providing the actual training simulator models iol@ssroom setting, the value of the simulatonéséased by allowing more personnel the
training advantages of interactive, dynamic reaktsimulation.

The Company pioneered the technology to run a sitoubn a PC several years ago. However, the témimoemains complex, which
prevented wide deployment of the simulator in dlaess. The Company has developed unique softwaiehvatiows simulator-based
training lessons to be easily developed and deplaya classroom setting. The Company is curresrlyaged in a cooperative effort with a
major U.S. utility to refine this capability. It expected that this technology will become comnadiscavailable in 2004.

Simulation Beyond Training. In addition to operati@ining, the Company's simulation products caetrti@s increased need for efficiency
assisting plant operators in understanding theiogstcations of replacing equipment, installingimntechnology and maintaining out-of-
service assets. In order to exploit this potentie, Company has increased the fidelity of its $ation products and is marketing its services
to increase the fidelity of simulators that areeafty in operation.

As computing power and networking technologies imnpr several of the Company's customers have dtartaigrate simulation technology
from the training organization to the engineerimgamization. The same full scope simulation sofenthat drives the simulated control room
panels in a simulator can be used with graphiqalesentations of the panels so engineers candsigrdchanges and see how the balance of
the plant will react to such changes. GSE has deeel a Javivased application to allow customers easier adoessid use of, the simulati
capabilities across the organization through nétveommunication.

Optimize Existing Engineering Resources. GSE's Pawmestic service organization focuses on simulggrades and retrofits. This group
employs over 20 engineers, and in addition, the om employs over 60 engineers at the Columbiayldad headquarters capable of
servicing the upgrade/retrofit and new simulatorket In addition to domestic resources, GSE hagldped a network of trained engineers
in Russia, Ukraine, Czech Republic, Bulgaria, Iretha China. These foreign resources provide lowengineering and software
development capabilities and are readily avail&bgupplement the United States engineering stafie@essary.

In addition, the Power Simulation business has gréwough acquisitions and will continue to pursgguisitions and investment
opportunities that will create value and enhanahdeow. The Company targets acquisitions and itnaents that provide:

* Cost savings opportunities
* Enhanced positioning in existing markets
* Entry into new geographic and industry markets
* Turnaround opportunities for under-performing inesses
Strategic Alliances

Power's strategic alliances have enabled the Coyripgmenetrate regions outside the United Statesbybining the Company's technolog
expertise with the regional presence and knowleddecal market participants. These strategic atles have also permitted the reduction of
research and development and marketing costs inghsuch costs with other companies.

In recent years, an increasing amount of the Cogipamternational business has come from contiadEastern Europe, including the
republics of the former Soviet Union, the PacificnRand India. In order to acquire and perform thematracts, 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 Ltd. (Bulgargamsung Electronics (Korea); Toyo Engineeringp@ration (Japan); and the Instit
for Information Industry (Taiwan).

In addition to traditional partners, GSE has depetba marketing cooperation arrangement with tiveelPdechnology group of PowerGen,
the UK's largest power company. This relationslivgeg GSE access to the European fossil simulatiarket, as well as the tools necessary to
simulate the Siemens Teleperm control system, btteeanore popular control systems being offered 8. nuclear power plants.

Competition

The Power Simulation business encounters intensgetition. In the nuclear simulation market, GSipetes directly with larger firms
primarily from Canada and Germany, such as Canailigiaspace & Electronics (CAE), and STN Atlas. Toesil simulation market is
represented by smaller companies in the U.S. aatsewas. Several of the Company's competitors haatey capital and other resources than
it has, including, among other advantages, morsgperel and greater marketing, financial, techracal research and development
capabilities. Customer purchasing decisions aremgdy based upon price, the quality of the tecbgg] experience in related projects, i



the financial stability of the supplier.
Customers

The Power Simulation business has provided apprateiy 200 simulation systems to an installed bdser 75 customers worldwide. In
2003, approximately 70% of the Company's revenue gemerated from end users outside the UnitedsStatestomers include, among oth
Ameren, Arizona Public Service, Carolina Power higtht Company, Commonwealth Edison Company, EskontiSAfrica, Karnaraft
Sakerhet & Utbildning AB, Korean Electric Power Queny, Nationalina Elecktrischecka Kompania, Org8€z Battelle's Pacific Northwest
National Laboratory, Taiwan Power Company, and VBestgal Development Cor

For the years ended December 31, 2003, 2002, &bl @te Power Simulation customer (Battelle's Pabdifirthwest National Laboratory)
accounted for approximately 29%, 23%, and 33%,aethely, of GSE's consolidated revenue. The Rablirthwest National Laboratory is
the purchasing agent for the Department of Enenglythe numerous projects GSE performs in EastedrCamtral Europe.

Sales and Marketing

The Company markets its Power Simulation produstssgervices through a network of direct sales stéafénts and representatives, systems
integrators and strategic alliance partners. Aatlisales force is employed in the continental UhBéates. Market-oriented business and
customer development teams define and implemeifgpeampaigns to pursue opportunities in the pomarketplace.

The Company's ability to support its multi-facilimternational and/or multinational Power Simudatclients is facilitated by its network of
offices and strategic partners in the U.S. andseas. Power Simulation offices are maintained inyMad and Georgia, and outside the U

in Sweden, China and Japan. In addition to theedfiocated overseas, the Company's ability towttridternational business is enhanced by
its multilingual and multicultural work force. G3tas strategic relationships with systems integsatod agents representing its interests in:

Russia South Africa

Germany Mexico

Bulgaria Brazil

Spain Taiwan

Czech Republic South Korea

India Japan

United Kingdom People's Repub lic of China
Ukraine

Process Simulation.
Industry

Throughout the process industries there is comigaobmpetitive pressure and a reduction of technésmurces, which is forcing process
manufacturers to turn to advanced technologiesgfalrtime optimization, training, and advanced pssccontrol. Operational efficiency is
vital for companies to remain competitive where gnahthe manufacturing industries operate on vhiy imargins. There are only one or two
advanced technology companies that offer serviggsdcross this spectrum, and GSE offers dynaesd-time simulation capabilities for
operator training into this segment.

GSE's Solution

The SimSuite Pro product was developed by GSE Spaby for operator training, and the GSE cultared expertise is one of customized
project execution and delivery. This marketpla@eps a high value on experience, both company-andeor the individuals on the project
teams, so GSE promotes its long history in trairsimgulators, while also seeking new applicatiortse BimSuite Pro package continues to be
enhanced with features applicable not just to Keegtion of professional training techniques, Bsb do the recording and validating of
process operator performance for potential cedtifor.

Strategy

The core concepts of process simulation make ttientdogy a basis for other potential process impneent activities, such as Advanced
Process Control and Process Optimization, whiethisre some of the major GSE competition has mosébas focus than for operator
training. GSE will continue to emphasize its operataining focus and strengths, as well as thdiegtjpn of the process simulator for cha
management, where changes in the process, cottatdgy, or operating procedures can be evaluateghi time before they are applied to
the actual process units. On-stream time is an itapbeconomic factor, and there is recognizableesan avoiding the risk of unplanned
process disturbances from invalidated changes. @ongpthe training expertise in chemical procesd mranufacturing industries from
General Physics, the Company will have access te patential customers to offer a Total Traininguon which includes both a simulator
from GSE and a training program from General Plgysic

Competition and Competitive Advantage



GSE's competitors are a varied group. There arerajporations offering a wide range of productd aervices that include operator
training simulators. There are also companies feduws Process Technology and manufacturing enhartesuch as ABB and Honeywell
who are DCS distributors to the refining industnggrovide operator simulation as part of their DsZféring. There is a collection of
companies with specific industry niches that ermtiiem to compete in operator training simulatguth as Invensys and Aspentech. There
are also the smaller training companies that coengeethe lower cost levels of Computer Based TingidCBT) or simple simulations close to
CBT.

The GSE focus on training simulation is a busirstsength, and its vendor independence, with thihyats integrate to different vendor's
process control systems, is also a value whicppsexiated by customers. GSE can be seen as afbested type of supplier because it is
tied to a major control system, nor is it providsigulation software for engineering and busineasaggement with high annual license fees.

Sales and Marketing

The Company will market its Process Simulation textbgies through a combination of techniques inicigdts existing direct sales channel,
sales agents, and strategic alliance partnerss 8atemarketing resources for Process Simulativa haen increased for 2004.

Emergency Management Simulation
Industry

With the increasing demand to improve Homeland 8ggall levels of government and civil emergemagnagement personnel need to be
trained in responding to manmade or natural disasBince an Emergency Operations Center (EOQjtipermanently staffed, there is a
significant loss of proficiency between disast¥¥hen a disaster happens, the staff must assinmilatey streams of data at once and make
decisions based upon the facts presented to them.

Today, training is accomplished in one of two wahisst is the tabletop exercise, where the EOJ st around a table and a scenatrio is
presented to them and they must think throughtéggs<to take and articulate a response. Experthare to record the exercise and provide
after action analysis. The second is a very castrcise utilizing civil authorities and supportanizations such as fire, police, civil works,
hospitals, National Guard etc. These are extremghgnsive and time consuming exercises in termsasfpower resources and after action
analysis.

The US Government is expected to request fundirg@8d billion in 2004 for First Responders. There BOC facilities at the municipal, st
and federal level.

GSE's Solution

GSE has utilized its over 30 years of experienaeat-time simulation modeling and operations pengbtraining to produce the Real-time
Emergency Management Interactive Training SysteBMR'S). REMITS is a PC-based real-time simulatioftware for training EOC staff
for emergency response. It is modular in desigrsatde and scalable to the specific training otiyes. It can interface with emergency
management software such that the REMITS trainingrenment will be identical to the actual EOC, ghallowing the emergency staff to
and train on the actual systems they will use éatent of a disaster. This provides the same tE&less and intensity as experienced in a
real emergency scenario. REMITS can perform IndiaicSkills Training in the familiarization of EOQ@ipment and procedures for differ
emergency scenarios. Leadership training can bengaéshed to teach effective command and contrel available assets. Finally, Team
Collaboration Training enables the staff to traineffective communications, moving resources anckimg with constrained equipments and
assets.

Strategy

GSE is working closely with General Physics to depenew business in the Homeland Security induggneral Physics has over 12 yeal
experience in training corporate and public seetAZMAT First Responders nationwide, 20 years ofrapiens/training support to the
Army's Chemical Weapons Disposal Program, 15 year®rming environmental compliance and biologicia#mical remediation and five
years support to the Department of Homeland Sec(DitlS), Office of Domestic Preparedness (ODP) Bongnt and Training Progran
Combining the Homeland Security related expertfSBaneral Physics and GSE's EOC simulator prod&R'S, the Company is
aggressively pursuing business in the governmenoisdocal, state and federal.

Competition

GSE's competitors are unclear at this time. Thexesianilar products being developed for the mabketmost of them are either designed for
military usage or do not provide the extensiveniraj features for civilian emergency response ingiexercises.

Sales and Marketing

GSE will market its product in the US Homeland S#gundustry through the existing sales channél&eneral Physics and foreign mark



through existing power simulation partners and &gen
Competitive Advantages.
The Company believes that it is in a strong positmcompete in the Simulation markets based uperidilowing strengths:

--Technical and Applications Expertise. GSE isalag innovator and developer of real-time softwaith more than 30 years of experience
producing high fidelity real-time simulators. Asesult, the Company has acquired substantial agifgits expertise in the energy and
industrial process industries. The Company empéolgghly educated and experienced multinationakfeoce of 146 employees, including
approximately 84 engineers and scientists. Appratéty 60% these engineers and scientists have eegatience and technical degrees in
fields such as chemical, mechanical and electeinglneering, applied mathematics and computer segen

--Proprietary Software Tools. GSE has developeéldrarly of proprietary software tools including awode generators and system models
substantially facilitate and expedite the designdpction and integration, testing and modificatdfrsoftware and systems. These tools are
used to automatically generate the computer codesystems models required for specific functionmmnly used in simulation
applications, thereby enabling it or its customerdevelop high fidelity real-time software quickBccurately and at lower costs.

--Open System Architecture. GSE's software prodaiststools are executed on standard operatingregsigth third-party off-the-shelf
hardware. The hardware and operating system indieper of its software enhances the value of itdyuts by permitting customers to
acquire less expensive hardware and operatingmgsiehe Company's products work in the increasipglyular Microsoft operating
environment, allowing full utilization and integi@t of numerous off-the-shelf products for improyetformance.

--International Strengths. Approximately 70% of thenbany's 2003 revenue was derived from internaltisaias of its products and servic
GSE has a multinational sales force with officezated in Beijing, China, Nykoping, Sweden, and Tmklapan and agents and
representatives in 22 other countries. To cap#adiz international opportunities and penetrateidorenarkets, the Company has established
strategic alliances and partnerships with severalidn entities.

Intellectual Property.

The Company depends upon its intellectual propaégtyts in its proprietary technology and informati&sSE maintains a portfolio of patents,
trademarks (both registered and unregistered),ragiftg (both registered and unregistered), anchéies. While such patents, trademarks,
copyrights and licenses as a group are of maten@brtance to the Company, it does not considercamgypatent, trademark, copyright, or
license to be of such importance that the losxpiration thereof would materially affect any segrer the Company as a whole. The
Company relies upon a combination of trade sectefsyright, patent and trademark law, contractua@rggements and technical means to
protect its intellectual property rights. GSE dHuites its software products under software licageements that grant customers
nonexclusive licenses for the use of its produetgch are nontransferable. Use of the licensedvso# is restricted to designated computers
at specified sites, unless the customer obtailite #icense of its use of the software. Softward hardware security measures are also
employed to prevent unauthorized use of the Conipajtware, and the licensed software is subgetdrms and conditions prohibiting
unauthorized reproduction of the software.

The Company has several U.S. patents that weredsauhe 1996 timeframe, none of which (individyalr collectively) have a significant

role in the Company's current business operationsccordance with Title 35 U.S. Code Section 1bdse patents have a duration of 20 y

from the filing date of the application, subjectatoy statutory extension, provided they are prgpmdintained. The Company believes tha

of the Company's trademarks (especially thoseubathe phrase "GSE Systems") are valid and wik fzen unlimited duration as long as t

are adequately protected and sufficiently used. Gtmpany's licenses are perpetual in nature aidvake an unlimited duration as long as
they are adequately protected and the parties adbéhe material terms and conditions.

GSE has one registered U.S. trademark: RETACT.dRagjon is pending or is being considered for pthkevant trademarks, including
JADE, SmartTutor, eSmart, and GAARDS. Some of thiesemarks have also been registered in foreigntces. The Company also clai
trademark rights to SimSuite Power, SimSuite PimEXec, eXtreme I/S, RACS, PEGASUS Plant Survedéaand Diagnosis System,
SIMON, and Vista PIN.

In addition, the Company maintains federal stayutmpyright protection with respect to its softwaregrams and products, has registered
copyrights for some of the documentation and manredhted to these programs, and maintains traxtetgerotection on its software
products.

Despite these protections, the Company cannotieetisat it has protected or will be able to protecintellectual property adequately, that
the unauthorized disclosure or use of its intellatproperty will be prevented, that others haveanavill not develop similar technology
independently, or, to the extent it owns pateihigt 6thers have not or will not be able to desiguad those patents. Furthermore, the laws of
certain countries in which the Company's produstssald do not protect its products and intellelgtuaperty rights to the same extent as the
laws of the United States.



Industries Served.

The following chart illustrates the approximateqegrtage of the Company's 2003, 2002, and 2001 uegdny industries served:

2003 2002 2001
Nuclear power industry 89% 86% 76%
Fossil power industry 9% 12% 22%
Other 2% 2% 2%
Total 100% 100% 100%

Contract Backlog.

The Company does not reflect an order in backldd iithas received a contract that specifies grens and milestone delivery dates. As of
December 31, 2003, the Company's aggregate cobmaktog totaled approximately $30.4 million. Appiraately $19.5 million or 64.1% of
the backlog is expected to be converted to revegudecember 31, 2004. As of December 31, 2002Ctdrapany's aggregate contract
backlog totaled approximately $19.1 million.

Employees.

As of December 31, 2003, the Company had 146 erepkya 39% decrease from December 2002. The redsietiere primarily associated
with the sale of the Process business and the urgisg of the corporate functions to General Phg/§lorporation, a wholly owned subsidiary
of GP Strategies.

Segment Information.
Following the disposition of the Process busindss Company operates in one business segment.
RISK FACTORS.

The Company's expense levels are based upon ks&tipns as to future revenues, so it may be ertabddjust spending to compensate 1
revenue shortfall. Accordingly, any revenue shdrtf@uld likely have a disproportionate effect dretCompany's 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 tomamsate for any revenue shortfall and such revehasefalls 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 rellatow trading volume, making it
further susceptible to extreme price fluctuations.

Risk of International Sales and Operations.

Sales of products and the provision of servicemnbusers outside the United States accountegfwogrimately 70% of the Company's
consolidated revenue in 2003. The Company antiegptitat international sales and services will car&ito account for a significant portior
its revenue in the foreseeable future. As a regdtCompany may be subject to certain risks, oholy risks associated with the application
and imposition of protective legislation and regjolias relating to import or export (including expof high technology products) or otherw
resulting from trade or foreign policy and risks@dated with exchange rate fluctuations. Additloisks include potentially adverse tax
consequences, tariffs, quotas and other barrietenpal difficulties involving the Company's segic alliances and managing foreign sales
agents or representatives and potential difficsiltieaccounts receivable collection. The Compamyectly sells products and provides
services to customers in emerging market econosuiels as Russia, Ukraine, Bulgaria, and the Czeghlitie. Although end users in the
Ukraine accounted for 28.7%, 22.8% and 33.2% ofXbmpany's consolidated revenue in 2003, 2002 a6d,Zespectively, GSE's customer
for these projects was Battelle's Pacific Northvidstional Laboratory, which is the purchasing agenthe U.S. Department of Energy. The
DOE provides funding for various projects in Eastend Central Europe. Accordingly, the Companyoissubject to the political and
financial risks that are normally faced when ddiuginess in the Ukraine. The Company has takes stegigned to reduce the additional
risks associated with doing business in these ci@gnbut the Company believes that such risks stilyexist and include, among others,
general political and economic instability, lackcofrrency convertibility, as well as uncertaintytiwiespect to the efficacy of applicable legal
systems. There can be no assurance that thesdtardazctors will not have a material adverse efecthe Company's business, financial
condition or results of operations.

The Company relies on one customer for a substauaition of its revenue. The loss of this customveuld have a material adverse effect
upon the Company's revenues and results of opesa



For the years ended December 31, 2003, 2002, &) 2he Power Simulation customer (Battelle's Rabibrthwest National Laboratory)
accounted for approximately 28.7%, 22.8%, and 33r2¥pectively, of the Company's consolidated reeeihe Pacific Northwest National
Laboratory is the purchasing agent for the Depamtro€Energy and the numerous projects the Compenfprms in Eastern and Central
Europe. If the Company lost this customer, the Camyfs revenue and results of operations would kemaly and adversely affected.

The Company's business is substantially dependesales to the nuclear power industry. Any disaptn this industry would have a
material adverse effect upon the Company's revenue.

In 2003, 89% of GSE's revenue was from custometisemuclear power industry. The Company will coné to derive a significant portion
of its revenue from customers in the nuclear paneustry for the foreseeable future. The CompaalyiBty to supply nuclear power plant
simulators and related products and services isrtgmt on the continued operation of nuclear pgiaarts and, to a lesser extent, on the
construction of new nuclear power plants. A widegeof factors affect the continued operation amstruction of nuclear power plants,
including the political and regulatory environmethig availability and cost of alternative meanpaiver generation, the occurrence of future
nuclear incidents, and general economic conditions.

The Company's debt agreement imposes significaeratipg and financial restrictions, which may pirgvie from capitalizing on business
opportunities.

GSE's debt agreement imposes significant operatidgfinancial restrictions. These restrictions @ffand in certain cases limit, among other
things, the Company's ability to:

* incur additional indebtedness and liens;

* make capital expenditures;

* make investments and acquisitions and sell assets

* consolidate, merge or sell all or substantiallyofits assets.

There can be no assurance that these restrictitinsotvadversely affect the Company's ability teaince its future operations or capital needs
or to engage in other business activities that beain the interest of stockholders.

The Company is dependent on product innovationraselarch and development, which costs are incpniedto revenues for new products
and improvements.

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

The Company relies upon its intellectual propeigits for the success of its business; howeverstigs it has taken to protect its intellectual
property may be inadequate.

Although the Company believes that factors sudh@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 enters into confiddityi agreements with its employees, consultaotsf yenture and alliance partners,
customers and other third parties that are grastedss to its proprietary information, and limitsess to and distribution of its proprietary
information. There can be no assurance, howevat tlie Company has protected or will be able téegotats proprietary technology and
information adequately, that the unauthorized disate or use of the Company's proprietary inforomawill be prevented, that others have
not or will not develop similar technology or infoation independently, or, to the extent the Compasmgs patents, that others have not or
will not be able to design around those patentsghEunore, the laws of certain countries in whioh €Company's products are sold do not
protect the Company's products and intellectugb@rty rights to the same extent as the laws otlthieed States.

The industries in which GSE operates are highlymetitive. This competition may prevent the Comp#moyn raising prices at the same pace
as its costs increase.

The Company's businesses operate in highly compge@hvironments with both domestic and foreign petitors, many of whom have
substantially greater financial, marketing and ptiesources than the Company. The principal fa@fiecting competition include pric



technological proficiency, ease of system confijara product reliability, applications expertigmgineering support, local presence and
financial stability. The Company believes that cetiton in the simulation fields may further intéigsn the future as a result of advances in
technology, consolidations and/or strategic allemamong competitors, increased costs requireevtelap new technology and the increa:
importance of software content in systems and mtsdThe Company believes that its technology lesidle, experience, ability to provide a
wide variety of solutions, product support and tedaservices, open architecture and internatidhiahaes will allow it to compete effectively
in these markets. As the Company's business hgsificant international component, changes inuhkie of the dollar could adversely aff
the Company's ability to compete internationally.

GSE will continue to pursue new acquisitions andtjeentures, and any of these transactions calléraely affect its operating results or
result in increased costs or other problems.

The Company intends to continue to pursue new attiguis and joint ventures, a pursuit which couddsume substantial time and resources.
Identifying appropriate acquisition candidates argdotiating and consummating acquisitions can leegthy and costly process. The
Company may also encounter substantial unantiaipadsts or other problems associated with the aedliusinesses. The risks inherent in
this strategy could have an adverse impact on timegany's results of operation or financial conditio

The nuclear power industry, the Company's largestoener group, is associated with a number of lsaahich could create significant
liabilities for the Company.

The Company's business could expose it to thirty detims with respect to product, environmentad ather similar liabilities. Although the
Company has sought to protect itself from thesem@l liabilities through a variety of legal anointractual provisions as well as through
liability insurance, the effectiveness of such potibns has not been fully tested. Certain of tbem@any's products and services are used by
the nuclear power industry primarily in operat@ining. Although the Company's contracts for suadpcts and services typically contain
provisions designed to protect the Company fronemtil liabilities associated with such use, theae be no assurance that the Company
would not be materially adversely affected by ckion actions which may potentially arise.

The Company is controlled by the Company's pririgpackholder, whose interests may not be alignitd those of the Company's other
stockholders.

As of March 1, 2004, GP Strategies Corporation, Daproximately 58% of GSE's outstanding commockstaccordingly, GP Strategies
controls the Company's business and affairs, ifetuthe election of individuals to the board ofetitors, and the outcome of actions that
require stockholder approval including mergerssalf assets, and to prevent, or to cause, a cludmgatrol of the Company.

On January 1, 2004, the Company entered into a ganant Services Agreement with GP Strategies Catiporin which GP Strategies
agreed to provide corporate support services to,8kiding accounting, finance, human resouraggall network support and tax. In
addition, GSE will use General Physics' financietem. GSE will pay an annual fee to General Plysic$685,000. The term of the
agreement is one year, subject to earlier terngnainly upon the mutual consent of the partiebi¢oagreement. The agreement can be
renewed for successive one-year terms.

ITEM 2. PROPERTIES.

The Company is headquartered in a facility in CdiianMaryland (approximately 53,000 square feehe Tease for this facility expires in
2008.

In addition, the Company leases office space dadoadistin Georgia and internationally in China, dapand Sweden. The Company leases
these facilities for terms ending between 2004 200 .

In September 2001, the Company entered into a asiblagreement with ManTech International, Inc. lictv ManTech subleases 1,432 sq.
feet of space in the Columbia, Maryland facilitheTsublease is currently on a month to month basis.

In September 2001, the Company entered into a asblagreement with MECx in which MECx sublease824dg,. feet of space in the
Columbia, Maryland facility. The sublease is cutigonn a month to month basis.

In May, 2003, the Company moved its Process Autmmdiusiness to its Columbia, Maryland facilityrdfrahe 34,000 square foot facility in
Baltimore, Maryland where this business had beauteartered. The lease of this facility terminateduly, 2008. The Company entered i
a sublease agreement with Alpharma USPD Inc. tkeagb 29,000 square feet of this Baltimore, MDlitgdior a five-year period
commencing on May 1, 2003. The subtenant may textmithe lease at the end of the second or thirdofehe agreement provided a six-
month notice is given.

In conjunction with the sale of the Process businiefNovatech LLC in September 2003, the Compatgred into a sublease agreement with
Novatech to sublease a portion of the Columbia,yldad facility for a on-year period.

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 that, in the opinion of mamaget, are likely to have a material adverse effecthe Company's business, financial
condition or results of operations.

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

No matter was submitted to a vote of security hadkiring the quarter ended December 31, 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 Comgjsatommon stock reported by the
American Stock Exchange:

2003
Quarter High Low
First $1.62 $1.05
Second $1.71 $1.05
Third $2.13 $1.25
Fourth $2.08 $1.57
2002
Quarter High Low
First $4.00 $3.00
Second $4.00 $25/7
Third $31/2 $21/9

Fourth $21/4 $6/7

The following table sets forth the equity compeimsaplan information for the year ended December2BD3:

Number of secur ittesto  Weighted average exercise Num ber of securities
be issued upon exercise price of outstanding rema ining available for
of outstanding options, options, warrants and fut ure issuance under
Plan category warrants and rights rights equity compensation plans
Equity compensation plan 1,656,476 $4.19 679,644

approved by security holders

Equity compensation plan not - - 0
approved by security holders

Total 1,656,476 $4.19 679,644

The Company's common stock is listed on the Amarick Exchange, where it trades under the syithdP".

There were approximately 34 holders of record efdbmmon stock as of March 1, 2004. Based upomrirgtion available to it, the Compe
believes there are approximately 700 beneficiadéid of the common stock. The Company has nevéargelocor paid a cash dividend on its
common stock. The Company currently intends tamdtaure earnings to finance the growth and degwelent of its business and, therefore,
does not anticipate paying any cash dividendserfdheseeable future on its common stock. In Deezr@b01, the Company issued to
ManTech International Corp. 39,000 shares of cdiblerpreferred stock which accrued dividends atanual rate of 6% payable quarterly.
ManTech elected to convert the preferred stoclotoronon stock in October 2003. The Company's creditify restricts the Company from
paying any dividends on the preferred stock, somltagly, at December 31, 2003, the Company haduadcdividends payable to ManTech
of $366,000.

The Company believes factors such as quarterlyufiions 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 technologypemnes in particular, have experienced extremesghictuations. 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 Compacgtamon stock.

ITEM 6. SELECTED FINANCIAL DATA.

Historical consolidated results of operations aaldhibce sheet data presented below have been déawvedhe historical financial statements
of the Company. This information should be readdnnection with the Company's consolidated findrst@tements.

Years ended December 31,

(in thousands, except per share data) 2003 2 002 2001 2000 1999




Contract revenue $25,019 $
Cost of revenue 19,175

Gross profit 5,844

Operating expenses:
Selling, general and administrative 6,443

Depreciation and amortization 392
Total operating expenses 6,835
Operating income (loss) (991)
Interest expense, net (504)
Other income (expense), net (273)

Income (loss) from continuing operations

before income taxes (1,768)
Provision (benefit) for income taxes 93
Income loss from continuing (1,861)

operations ~ semeeeeee -
Income (loss) from discontinued operations,

net of income taxes (1,409)
Loss on sale of discontinued (262)

operations ~ —eeeeeee- -
Income (loss) from discontinued (1,671)

operations ~ memeeeem -
Net income (loss) $(3,532) $
Basic income (loss) per common share:
Continuing operations $(0.61) $
Discontinued operations (0.26)
Net income (loss) $(0.87) $
Diluted income (loss) per common share:
Continuing operations $(0.61) $
Discontinued operations (0.26)
Net income (loss) $(0.87) $

Weighted average common shares outstanding:

-Basic 6,542
-Diluted 6,542
2003 2
Working capital $2,537 $
Total assets 16,536
Long-term liabilities 441

Stockholders' equity 5,679

20,220 $ 25,509 $ 30,507 $ 32,061
16,660 19,744 21,708 21,513

3,560 5,765 8,799 10,548

6,506 6,036 7,981 9,101
395 1,098 872 866

6,901 7,134 8,853 9,967

(3,341) (1,369) (54) 581
(55)  (469) (174) 10
37 442" 55  (37)

(3,359) (1,396) (173) 554
891 (153) 541 330

(4,250) (1,243) (714) 224

(1,693) 1,502 (8,100) (123)

(1,693) 1,502 (8,100) (123)

(5,943) $259 $(8,814) $101

(0.76) $(0.24) $ (0.14) $0.04
(0.29) 0.29 (1.56) (0.02)

(1.05) $0.05 $(1.70) $0.02

(0.76) $(0.24) $ (0.14) $0.04
(0.29) 0.29 (1.56) (0.02)

(1.05) $0.05 $(1.70) $0.02

5,863 5,217 5,182 5,066

5,863 5,259 5,182 5,351

As of December 31,

002 2001 2000 1999

6,036 $7,063 $5,522 $ 8,665
28,894 33,674 35,949 43,027
9,617 7,263 12,390 9,083
8,111 13,852 8,713 17,170



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

In September 2003, the Company completed the $algbstantially all of the assets of GSE Procedsti®as, Inc. (Process) to Novatech,
LLC (Novatech) pursuant to an Asset Purchase Agee¢neffective as of September 25, 2003, by anddsst the Company, Process and
Novatech. The Company received $5.5 million in casibject to certain adjustments. The operatingltesf the Company's Process busir
have been classified as discontinued operatiotisitConsolidated Statements of Operations foralbgs presented. Following the sale of
Process, the Company operates only in the Powéndsss

On September 29, 2003 the Company amended the MharPreferred Stock issuance agreement to reviseotieersion rate from $2.645 per
share to $1.5526 per share. The change in converaie increased the number of common shares blail@on conversion from 1,474,480
to 2,511,915. On October 23, 2003 ManTech electemmvert all of its preferred stock to common ktand sold all of its GSE common
stock and subordinated debt to GP Strategies. @tigi@nal common shares that ManTech receivedérctnversion due to the change in
conversion rate have been recorded as a benefanakrsion premium, valued at $1,950,000 based thponlosing market price per share
($1.88) as of October 23, 2003, and a reductiandgame attributable to common stockholders. Thaseof the $650,000 subordinated note
were amended by the Company to allow the converdidine subordinated debt to GSE common stockrateaof $1.5526 which was below
the market rate ($1.88) on the date the amendmasiadopted. Accordingly, the Company recognizedtiaddl interest expense of $137,C
reflecting the beneficial conversion premium. GRafgfgies elected to convert the note on OctobeP@33 and received 418,653 shares of
GSE common stock. As a result of these transactBRsStrategies owns approximately 58% of the mitdtanding common stock of GSE
December 31, 2003.

The Company enters 2004 with no bank debt, onlyG2of other notes payable, and backlog that ésfae year high. The Company
expects to return to profitability in 2004 and tbempany's cash flow is expected to be sufficienttiooperating needs during 2004.
However, the Company's liquidity can be affectedaby of the following significant risk factors:

--The Company's business is substantially deperatenales to the nuclear power industry (89% oénexe in 2003). Spending by companies
in this targeted industry is subject to period-&ripd fluctuations as a consequence of industrjesyeconomic conditions, political and
regulatory environments and other factors.

--The Company relies on one customer, BattellecsfieaNorthwest National Laboratory (29% of reverine2003) for a substantial portion of
its revenues. The loss of this customer would leareaterial adverse effect upon the Company' ligyidi

--Sales of products and the provision of servicesrd users outside the United States accountexpfooximately 70% of the Company's
revenue in 2003. Thus, the Company is subjecsia rassociated with the application and impositibprotective legislation and regulations
relating to import or export or otherwise resultingm trade or foreign policy.

Critical Accounting Policies and Estimates.

As further discussed in Note 2 to the consolidéiteehcial statements, in preparing the Compangarftial statements, management makes
several estimates and assumptions that affectahgp@ny's reported amounts of assets, liabilitegmues and expenses. Those accounting
estimates that have the most significant impadherCompany's operating results and place the smsificant demands on management's
judgment are discussed below. For all of thesecigalj management cautions that future events rdmlglop exactly as forecast, and the |
estimates may require adjustment.

Revenue Recognition on Long-Term Contracts. The @@y uses the percentage-of-completion revenugnéamn methodology to record
revenue under its long-term fixed-price contrantagcordance with the AICPA Statement of Positibfil8"Accounting for Performance of
Construction-Type and Certain Production-Type Garis." This methodology recognizes income as woogesses on the contract and is
based on an estimate of the income earned toldateincome recognized in earlier periods. The Gombases its estimate of the degree of
completion of the contract by reviewing the relagibip of costs incurred to date to the expected taists that will be incurred on the project.
The Company's project managers are responsiblesfonating the costs to be incurred at the beginofreach project and are responsible for
updating the estimate as the project progressesafament reviews the status of each project peabdiwith the project managers and
determines whether the cost estimates are reasonfbhanges in the estimated costs to complettbjects are required, the cumulative
impact on the percentage of completion revenueutaion is recognized in the period identified. Wbeer evidence indicates that the
estimated total cost of a contract will exceedatal contract value, the Company's operating tesuk charged for the full amount of the
estimated losses immediately. Uncertainties inttdéretine performance of contracts include laborilabdity and productivity, material costs,
change order scope and pricing, software modificaéind customer acceptance issues. The reliabflityese cost estimates is critical to the
Company's revenue recognition as a significant gham the estimates can cause the Company's reeguelated margins to change
significantly from the amounts estimated in thdyearages of the project.

Capitalization of Computer Software Developmentt€ol& accordance with Statement of Financial Aatimg Standards (SFAS) No. 86
"Accounting for the Costs of Computer Software ®®old, Leased, or Otherwise Marketed," the Compapjtalizes computer software
development costs incurred after technologicalilfééy has been established, but prior to the askeof the software product for sale to
customers. Once the product is available to be ssddCompany begins to amortize the costs oveestimated useful life of the product,
which normally ranges from three to five yearsD&icember 31, 2003, the Company has net capitadiaftadiare development costs of
$946,000. On an annual basis, the Company asgbsseovery of the unamortized software computetschby estimating the net
undiscounted cash flows expected to be generatdiebgale of the product. If the undiscounted dbstrs are not sufficient to recover t



unamortized software costs the Company will writevd the investment to its estimated fair value bamefuture discounted cash flows. The
excess of any unamortized computer software cosisthe related net realizable value is written d@amd charged to income. Significant
changes in the sales projections could result imgairment with respect to the capitalized sofevidrat is reported on the Company's
consolidated balance sheet.

Deferred Income Tax Valuation Allowance. Deferraddme taxes arise from temporary differences betilee tax bases of assets and
liabilities and their reported amounts in the fio@hstatements. As required by SFAS No. 109 "Aatimg for Income Taxes," management
makes a periodic assessment of the realizabilith@fCompany's deferred tax assets. In makingadiessment, management considers
whether it is more likely than not that some oradlthe deferred tax assets will not be realizdtk Tltimate realization of deferred tax asse
dependent upon the generation of future taxablenmecduring the periods in which those temporarfedihces become deductible.
Management considers the scheduled reversal ofrddftax liabilities and projected future taxabieame of the Company in making this
assessment. A valuation allowance is recordeddiocesthe total deferred income tax assets to tteeadizable value. At December 31, 2003,
the Company's deferred tax assets related printaréyU.S. net operating loss carryforward of $IBiion which expire in various amounts
over the next twenty years. The amount of lossyéamvard which can be used by the Company mayrbiiéd to approximately $500,000
annually. The recovery of the net deferred taxtassald not be substantiated by currently availatiigctive evidence and, accordingly, the
Company has established a full valuation allowdnc¢he balance of its deferred tax assets of &8lon. If the Company is able to realize
taxable income in the future the valuation allowendll be reduced.

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,

2003 % 2002 % 20 01 %
Contract revenue $25,01 9 1000% $20,220 100.0% $2 5,509 100.0 %
Cost of revenue 19,17 5 76.6 % 16,660 82.4% 1 9,744 774 %
Gross profit 5,84 4 23.4% 3,560 17.6 % 5,765 22.6 %

Operating expenses:

Selling, general and administrative 6,44 3 25.8% 6,506 32.2% 6,036 23.7%

Depreciation and amortization 39 2 1.6 % 395 1.9% 1,098 4.3%
Total operating expenses 6,83 5 274 % 6,901 34.1% 7,134 28.0 %
Operating loss (99 1) (4.0)% (3,341) (16.5% ( 1,369) (5.4)%
Interest expense, net (50 4) (2.0)% (55) (0.3)% (469) (1.8)%
Other income (expense), net 27 3) 1.1)% 37 0.2% 442 1.7%
Loss from continuing operations

before income taxes (1,76 8) 7.1)% (3,359) (16.6)%  ( 1,396) (5.5)%

Provision (benefit) for income taxes 9 3 0.3% 891 4.4 % (153) (0.6)%
Loss from continuing operations (1,86 1) 7.4)%  (4,250) 21.00% ( 1,243) (4.9)%

Income (loss) from discontinued operations,

net of income taxes (1,40 9) (5.6)%  (1,693) (8.4)% 1,502 5.9%

Loss on sale of discontinued operations (26 2) 1.1)% - 0.0% - 0.0%
Income (loss) from discontinued operations (1,67 1) 6.7)%  (1,693) (8.4)% 1,502 5.9%
Net income (loss) $(3,53 2) (14.1)% $(5,943) (29.4)% $ 259 1.0%

Comparison of 2003 to 2002.

Contract Revenue. Total contract revenue increa3etdo as compared to the prior year, from $20.8anifor the year ended December 31,
2002 to $25.0 million for the year ended DecemiierZB03. The increase reflects the receipt of sgvarge international simulator contracts
in 2003 which had been delayed in 2002. The Comipdracklog increased from $19.1 million at Decengigr2002 to $30.4. million at
December 31, 2003.

$9.1 million of the December 31, 2002 backlog et one project which was logged in late Decern2Bég.

Gross Profit. Gross profit totaled $5.8 million (2% of revenue) for the year ended December 313,280compared with $3.6 million
(17.6% of revenue) for the year ended Decembe2@02. The increase in gross margin reflects highemgins on the Company's fossil util
training simulator projects in 2003 and a highduwme of license sale



Selling, General and Administrative Expenses. Sgllgeneral and administrative ("SG&A") expenséaléal $6.4 million in 2003 (25.8% of
revenue), a slight decrease from the $6.5 millghZ% of revenue) for 2002. The Company reducehidding and proposal costs in 2003 as
compared to the prior year. Included in 2003 SG&AsW264,000 of severance, of which $213,000 hagletdieen paid at December 31,
2003 while $291,000 of severance expense was iadlud2002 SG&A. The Company increased its netareseand product development
expenditures ("R&D") in 2003, as discussed below.

Gross R&D, including software development costiléal $856,000 in 2003 versus $763,000 in 2002faged software development costs
totaled $542,000 in 2003 versus $555,000 in 200@;reet R&D, expensed and included in SG&A, was $30@ in 2003 versus $208,000 in
2002.

The increase in the Company's capitalized softwarkelopment expenditures was related to:

--The completion of JADE 1.0 (Java Applications &2lopment Environment), a Java-based applicatiangrovides a window into the
simulation instructor station and takes advantdgheoweb capabilities of Java, allowing custonteraccess the simulator and run simulation
scenarios from anywhere they have access to theJRAEIE version 1.0 was released for sale on Madgt2803.

--Additional enhancements to JADE that were reldaserersion 2.0, including implementing XML filéracture in JADE for pagination,
adding wireless PDA for JStation applications, idaliguage support, and adding a two phase objamted flow network. JADE version
2.0 was release at the end of 2003.

In 2004, the Company expects to reduce its gros® Bgending to approximately $600,000. The Compaegsarch and development efforts
will focus on the release of JADE 3.0 to incorperagquested enhancements to the Java-based sonutatis. In addition, the Company will
enhance its Xtreme tools to include more sophist@taodeling tools for Microsoft Windows customahéth the closer working relationship
with General Physics, the Company will be integigiits simulation capability into the various triaip programs offered by General Physics
to create a unique interactive classroom trainaigten. Refinements will also be made to the Ereany Operations Center simulator
platform REMITS to integrate more third party enargy management software packages. Finally, thep@oynwill continue to integrate its
simulation platform with third party thermal penfioance optimization tools to create a plant-widenoiation tool for the power industry.

Depreciation and Amortization. Depreciation expess®unted to $392,000 and $395,000 during the ysatsd December 31, 2003 and
2002, respectively.

Operating Loss from Continuing Operations. The Canyphad an operating loss from continuing operatwf$1.0 million (4.0% of revenu
for the year ended December 31, 2003 as compatbdperating loss of $3.3 million (16.5% of revepf@ the year ended December 31,
2002.

Interest Expense, Net. Net interest expense inede@$6% from $55,000 for the year ended Decemhe2®12 to $504,000 in 2003.

In September 2003, the Company paid off its outbtanbank debt from the cash proceeds of the $dleedProcess business. The interest
expense incurred on the outstanding bank debt@3 p@ior to the pay down and in 2002 has been dedun the costs of the discontinued
business.

In March, 2003, GP Strategies extended their $1ll®mlimited guarantee of the Company's banklfacfor a one-year period. In
consideration for the extension of the guaranteeompany issued 150,000 shares of its commok 8id8P Strategies. The number of
shares was calculated based upon a 10% fee dikid#te closing price of GSE's common shares on Maig 2003. The cost of the
guarantee is being amortized over the one yeaongie@SE recognized $135,000 of interest expen2003.

The fees paid to the Company's financial institutis consideration for the extension of the Comigamgdit facility are being amortized o
the life of the credit facility. In 2003, the Commparecognized $81,000 of interest expense.

On October 23, 2003, ManTech sold their subordthptemissory note to GP Strategies. The termsestibordinated note were amended to
allow the conversion of the subordinated debt t&@8mmon stock at a rate of $1.5526 which was bétaamarket rate ($1.88) on the date
the amendment was adopted. The Company recognilzktibaal interest expense of $137,000 reflectimg theneficial conversion premium.

In 2002, the Company had received $23,000 of isteneome related to a Federal income tax refund.

Other Income (Expense), Net. In 2003, the Comparmgenoff the balance of its investment in RedSt&urentific Inc. ($279,000) as the
Company deemed the decline in the estimated faiev®a be other than temporary. In 2002 the Comeatlyrecognized an equity loss of
$59,000 on its investment in RedStorm. These losses offset by foreign currency gains in both geand royalty income in 2002.

Provision for Income Taxes. In 2003, the Compampméed an income tax provision of $93,000. The jsiom is comprised of foreign and
state income taxes. The Company has a full valoailowance on its deferred income tax assets difference between the statutory U.S.
tax rate and the Company's effective rate for 2088 primarily due to an increase in the deferredatset valuation reserve and foreign ta



The Company recorded an income tax provision ofl§8® in 2002. This provision is mainly the re@flan increase in the valuation
allowance for the Company's deferred income tagtas$he Company established a full valuation adloge since recovery of the deferred
tax asset could not be substantiated by curremtilable objective evidence. The difference betwienstatutory U.S. tax rate and the
Company's effective rate for 2002 was primarily ttu¢he change in the deferred tax asset valuatiserve and foreign taxes.

Loss from Discontinued Operations. For the yeaedridecember 31 2003, the Company had an operasisgriom discontinued operations
of $1.7 million. The Company's Process businesssslison September 25, 2003. For the nine monttisce8eptember 30, 2003, the Pro«
business had a 27% decrease in revenue as contpdahedsame period in the prior year ($13.7 milNer18.7 million, respectively). The
decrease was mainly attributable to a reductiarders received from the business' major custowlestinghouse Savannah River Comps
Included in the 2003 operating loss was a $262|@89on the sale of the Process business and ad®Dlwrite down of the Company's
investment in Avantium International BV.

For the year ended December 31, 2002, the Compaahgim operating loss from discontinued operatidi®.& million. Included in this loss
was $2.8 million from the write down of the Companyvestment in Avantium International BV.

Comparison of 2002 to 2001.
Contract Revenue. Total contract revenue was $20ln and $25.5 million for the years ended Debem31, 2002 and 2001, respectively.

Although there was increased activity in the UiBwsator upgrade market in 2002 as compared t@tloe year, international revenue
decreased due to the completion of several largéij-gear projects. In addition, there were severly large full scope international
simulator orders that were delayed throughout 2002h negatively impacted the Company's 2002 regefune of these orders, a $9.1
million simulator for Unit 3 of the Zaporizhya Nwar Power Station in eastern Ukraine, was recdiyetie Company in late December 2C
The contract was awarded to GSE through Battéflatsfic Northwest National Laboratory and is pdrthe Department of Energy's
International Nuclear Safety Program.

Gross Profit. Gross profit totaled $3.6 million (8% of revenue) for the year ended December 312, 289compared with $5.8 million
(22.6% of revenue) for the year ended Decembe2@1]. During 2002, the Power business reduced tipesgpersonnel by 14 employees.
Despite this reduction in the Company's overheats¢cgross profit as a percentage of revenue demileas the overhead costs incurred were
spread over a lower revenue base.

Selling, General and Administrative Expenses. Sgllgeneral and administrative ("SG&A") expenséaléal $6.5 million in 2002 (32.2% of
revenue), a 7.8% increase from the $6.0 million{28of revenue) for 2001. The Company had incunigtier bidding and proposal costs in
the pursuit of new orders and from the additiotwad marketing personnel hired for its security bess in the beginning of 2002. In addition
there were two staff reductions in 2002; SG&A exgeereflected $291,000 of severance expense, ohvti, 000 had not been paid at
December 31, 2002. The Company decreased its sedneh and product development expenditures ("R&Esdiscussed below.

Gross R&D, including software development costleal $763,000 in 2002 versus $605,000 in 200liialaged software development costs
totaled $555,000 in 2002 versus $140,000 in 200d;reet R&D, expensed and included in SG&A, was $208 in 2002 versus $465,000 in
2001.

The increase in the Company's capitalized softwakelopment expenditures was related to:

--The replacement of the Graphic User Interfacddlj@r the Power GSuite and Topmeret tools withaaa based GUI, which provides
platform independence and internet enabling. Ver&i® of the new GUI, called JADE, was releasedséde on March 31, 2003.

Depreciation and Amortization. Depreciation expess®unted to $395,000 and $574,000 during the yeatsd December 31, 2002 and
2001, respectively. The decrease in depreciati®@d0®2 as compared to 2001 is due to certain alssetsning fully depreciated.

Due to the Company's adoption of SFAS No. 142 "®Galbdnd Other Intangible Assets" on January 1,2abodwill is no longer amortize
but is subject to an annual test of impairment.sThibe Company recognized $524,000 of goodwill aizetion in 2001 versus none in 2002.

Operating Loss from Continuing Operations. The Canyphad an operating loss from continuing operatmfi3.3 million (16.5% of
revenue) for the year ended December 31, 2002rapared with an operating loss of $1.4 million (5.4%6evenue) for the year ended
December 31, 2001.

Interest Expense, Net. Net interest expense desnleé383% from $469,000 for the year ended Dece@ibe?001 to $55,000 in 2002. This
decrease is due to a reduction in the average dmtautstanding on the Company's subordinated dédanTech ($691,000 average for the
year ended December 31, 2002 versus $3.6 milliencae for the prior year) plus the pay down ofaasinotes payable in 20(

Other Income (Expense), Net. The Company had foreigrency gains ($68,000) and royalty income ($28) in 2002, which were partially
offset by the recognition of a $59,000 equity loaghe Company's investment in RedStorm Scieritific



For the year ended December 31, 2001, other in¢gerpense), net includes the receipt of a $147,80@&yedistribution from the Company's
liquidated Joint Venture in China (this investmesats written off in a prior year), foreign currenggins of $253,000, and royalty income of
$42,000.

Provision for Income Taxes. The Company recordethesme tax provision of $891,000 in 2002. Thisyis®n is mainly the result of an
increase in the valuation allowance for the Comjsadgferred income tax assets. The Company establis full valuation allowance since
recovery of the deferred tax asset could not bstanliated by currently available objective eviderithe difference between the statutory
U.S. tax rate and the Company's effective rat @2 was primarily due to the change in the defeta® asset valuation reserve and foreign
taxes.

The Company recorded an income tax benefit of ®IEBin 2001. This benefit was mainly the resulaafecrease in the valuation allowance
for the Company's deferred income tax assets. litmwance was decreased to adjust the net defesseddset to an amount that management
believed was more likely than not to be realizeke difference between the statutory U.S. tax ratethe Company's effective rate for 2001
was primarily due to the change in the deferredasset valuation reserve and foreign taxes.

Loss from Discontinued Operations. For the yeaedridecember 31, 2002, the Company had an opeitagadrom discontinued operations
of $1.7 million. The Process business unit's reeemas $22.9 million in 2002 compared with $25.0iomlin 2001. The decrease in Process'
revenue was mainly attributable to a reductioreienue from Process' largest customer, WestingH®asagnnah River Corp. Included in this
loss was a $2.8 million write down of the Compamyiestment in Avantium International BV. For theay ended December 31, 2001, the
Company had operating income from discontinuedatpers of $1.5 million. Included in this operatimgome was a gain of $3.3 million
from the sale of the Company's VirtualPlant bussrteshnology and assets to Avantium and a losd.6f fillion from the write down of the
Company's investment in Avantium.

Liquidity and Capital Resources.
As of December 31, 2003, GSE had cash and cashadepis of $1.4 million versus $1.6 million at Dedzer 31, 2002.

Cash from operating activities. Net cash providgadperating activities was $1.4 million for the yemded December 31, 2003; $506,000
was provided by continuing operations and $883@06iscontinued operations. Significant changehénassets and liabilities of the
Company in 2003 included:

--A $3.0 million increase in contracts receivafilais increase reflects the higher revenue and bgakl 2003 and the completion of
significant billing milestones at year-end. The Qxamy's receivables continue to be collected omalyi basis without the need of significant
reserves.

--A $624,000 increase in prepaid expenses and a#fsats. The increase reflects an advance paymarsubcontractor by the Company on
one of its projects and fees incurred in the issaarf project advance payment and performance bonds

--A $2.2 million increase in accounts payable, aedrcompensation and accrued expenses. Due todfgased project activity in 2003,
purchases of materials and subcontractor laboataaehigher level.

--A $3.3 million increase in billings in excess ofeaue earned. The increase reflects the recegot eflvance payment of $1.3 million on
project in 2003 and the timing of milestone biléngn several other projects.

Net cash used in operating activities was $1.2onilfor the year ended December 31, 2002; $1.Ianillvas used in continuing operatic
and $110,000 was used in discontinued operatidms $L.6 million adjustment of the Company's defktex asset valuation allowance was a
non-cash item. Significant changes in the assetdialnilities of the Company in 2002 included:

--A $1.2 million reduction in contracts receivahlesflecting the lower project activity in 2002.

--A $674,000 decrease in billings in excess of reeezarned. The decrease reflects the completiorodf im 2002 on the full scope simula
at the Gorskomatom Rivne 2 unit in the Ukraine.

Net cash provided by operating activities was $iillon for the year ended December 31, 2001; $893,was used in continuing operatic
and $2.6 million was provided by discontinued ofiers. Significant changes in the assets and ifeslof the Company in 2001 included:

--A $3.4 million decrease in contracts receivabléalt was mainly related to the decline in overallenues.

--A $3.1 million reduction in accounts payable,raezi compensation and accrued expenses. Due @otnpany's improved operating cash
flow in 2001 and additional subordinated borrowifigen ManTech, the Company was able to reduceuitstanding payables and was cur
with its vendors at December 31, 2001.

Cash provided by investing activities. Net castdusanvesting activities for the year ended Decenfti, 2003 was $3.7 million; $4



million provided by continuing operations and $38) used by discontinued operations.

The $3.7 million provided by continuing operationsluded $5.2 million proceeds from the sale of Biecess business unit, net of transa
costs, offset by $515,000 in cash payments of ngatit consideration for a prior year acquisitict93$000 of capital expenditures, and
$542,000 of capitalized software development cdstslitionally, $245,000 of cash collateralized stéby letters of credit expired, and the
cash collateral was released. Standby lettersegfitcare issued by the Company in the ordinary smof business through banks as required
by certain contracts and proposal requirements.

For 2002, net cash used in investing activitiegtieryear ended December 31, 2002 was $3.2 milfidr2 million used in continuing
operations and $2.0 million used in discontinuedrapons. The $983,000 used in continuing operatincluded $45,000 in cash payments
for an acquired business, $170,000 of capital edipares, and $768,000 of capitalized software dgwalent costs. In addition, the Company
issued three cash-collateralized stand-by lettecsadlit totaling $243,000.

For 2001, net cash used in investing activities $&8 million; $2.3 million used in continuing opéons and $27,000 used in discontinued
operations. The $2.3 million used in continuing@piens included $1.1 million in cash paymentsdoquired businesses ($599,000 of
contingent consideration for a prior year acqusitand $491,000 for notes payable related to twar pear acquisitions), $591,000 of capital
expenditures, and $668,000 of capitalized softwarelopment costs. In 2001, $29,000 of cash co#lized letters of credit expired, and the
cash collateral was released.

Cash provided by financing activities. Cash usefihiancing activities was $5.5 million, all of whiavas used in the continuing operations.
The Company decreased its borrowings under its baelof credit by $5.4 million, and had no outstary bank debt at December 31, 2003.

For the year ended December 31, 2002, the Compamsrated $4.0 million net cash through financintiyaes; $1.4 million was provided
by continuing operations and $2.6 million was pdad by discontinued operations. The Company redepte3 million from its escrow agent
in January 2002 from a fixed-price rights offerimbich was completed on December 21, 2001 and rede$263,000 for the exercise of
employee stock options. The Company increasedit®wings under its bank line of credit by $443,80@ total of $5.4 million, and
decreased its borrowings from ManTech Internati@wporation by $350,000 to a total of $650,000.

Cash provided by financing activities was $1.0 imillfor the year ended December 31, 2001; $1.danillvas used in continuing operations
and $2.2 was provided by discontinued operatioi®E @Gduced its borrowings under its bank line eflitrin 2001 by $4.3 million to a total
of $5.0 million. However, in 2001 the Company amethds $1.8 million subordinated promissory notéf@nTech to increase the amount to
$3.9 million, and issued a second subordinated o1y note to ManTech for $1.0 million. Accordipgthe Company increased its
subordinated borrowings from ManTech by $3.4 millio 2001 to a total of $4.9 million. In Decemb@®02, ManTech elected to convert the
$3.9 million subordinated promissory note into 8er preferred stock, as permitted by the note.Gtmpany also generated $33,000 from
the conversion of employee stock options.

Credit Facilities.

The Company has a $1.5 million bank line of cretlite credit facility provides for borrowings to sgut working capital needs and foreign
letters of credit. The line is collateralized byostantially all of the Company's assets and pravideborrowings up to 85% of eligible
accounts receivable and 50% of eligible unbillezkieables (up to a maximum of $250,000). The irgierate on this line of credit is based on
the bank's prime rate plus 1.00% (5.00% as of Deeerd1, 2003), with interest only payments due imigntA\t December 31, 2003, the
Company's available borrowing base was $1.5 millimme of which had been utilized. The current kffedility was scheduled to expire on
May 31, 2004; but on March 30, 2004, the Comparsydrdered into a new loan and security agreemehtamiother financial institution.

In March, 2003, GP Strategies extended their $1ll®mlimited guarantee of the Company's banklfaciln consideration for the extension
of the guarantee, the Company issued 150,000 sbhitsscommon stock to GP Strategies. The numbshares was calculated based upon a
10% fee divided by the closing price of GSE's comrstmck on March 21, 2003.

In 2000, the Company issued a demand promissog/todflanTech that allowed the Company to borrovwoupl.8 million at an interest rate
of prime plus one percent. In addition, ManTechvjited $1.8 million in standby letters of creditttee Company's bank as additional
collateral for the Company's credit facility. In 2001, ManTech agreed to allow the Company'skkardraw upon ManTech's $1.8 million
letter of credit which supported the Company's itfedility, thus paying down a portion of the Coamy's bank debt in exchange for
additional subordinated debt in the Company. Acicmylgt, the Company's promissory note to ManTech aragnded to increase the amount
to $3.9 million. The amended note permitted ManTectonvert the principal amount of the note int®8ESSeries A convertible preferred
stock at a conversion rate of $100 per share. Tdmepany determined that the conversion of this debhot constitute a beneficial
conversion. ManTech elected to convert its subateith debt into preferred equity on December 5, 208& Series A convertible preferred
stock had no voting rights and bore dividends atrétie of 6% per annum payable quarterly. Divideamtsimulated if not paid quarterly and
compounded interest accrued on any unpaid dividévideTech at its discretion had the right to coheach share of Series A convertible
preferred stock into GSE common stock at a purchése of $2.645 per share at any time after ay@se-holding period from the date of
issuance. At the end of the third year from the drditissuance, the Series A convertible preferteckswould automatically convert into GSE
common stock

On June 25, 2001, the Company issued an additiorsslcured promissory note to ManTech for $1.0 omiliit an interest rate of prime plus
one percent. The Company used the loan proceedgfting capital purposes. The note was subordiheiéhe Company's credit facilit



During 2002, the Company repaid ManTech $350,00, $247,000 of interest. In 2003, the Company $&%l,000 of interest.

On September 29, 2003 the Company amended the MharFreferred Stock issuance agreement to reviseotiheersion rate from $2.645 per
share to $1.5526 per share. The change in converaie increased the number of common shares blail@on conversion from 1,474,480
to 2,511,915. On October 23, 2003 ManTech electemvert all of its preferred stock to common ktand sold all of its GSE common
stock and subordinated debt to GP Strategies. @tidi@nal common shares that ManTech receivedérctnversion due to the change in
conversion rate have been recorded as a benefan&ersion premium, valued at $1,950,000 based tiponlosing market price per share
($1.88) as of October 23, 2003, and a reductiondame attributable to common stockholders.

The terms of the $650,000 subordinated note weended by the Company to allow the conversion okth#rdinated debt to GSE common
stock at a rate of $1.5526 which was below the etardte ($1.88) on the date the amendment was edloficcordingly, the Company
recognized additional interest expense of $137r806cting the beneficial conversion premium. GRatggies elected to convert the note on
October 23, 2003 and received 418,653 shares of@®8Hnon stock. As a result of these transactioRsSGategies owns approximately 5

of the total outstanding common stock of GSE atdbswer 31, 2003.

On October 25, 2001, the Company filed a finalstrgtion statement with the SEC for a fixed prights offering which became effective on
October 29, 2001. In early November, the Compasiriiuted to non-affiliated holders of its commaock, based on an October 26, 2001
record date, subscription rights to purchase amfthtishares of common stock at a subscription @fi2.53 per share. Each non-affiliated
holder of its common stock received .711 subsaniptight for each share held as of the record &tareholders had until the expiration date
of December 21, 2001 to subscribe to the offer@igthe total 2,219,701 shares available, 522,6 Ateshwere subscribed. The proceeds to
GSE totaled $1.3 million prior to fees and expensésted to the offering of approximately $139,008e Company received the cash
proceeds from its escrow agent in January 2002 pfbeeeds were used for a partial repayment o$thmillion loan from ManTech
discussed above and working capital requirements.

Other. The following summarizes the Company's @mttral cash obligations at December 31, 2003, laméffect these obligations are
expected to have on its liquidity and cash floviuture periods:

Payments Due by Period
(in thousands)

Contractual Cash Obligations Total Les sthan 1year 1-3Years 4-5 Years After 5 Years
Long Term Debt $- $- $ - $ - $-

Related Party Long Term Debt $ 42 $ 33 $ 9 $ - $-

Purchase Commitments $ 6,466 $5,294 $1,172 $ - $-

Net future minimum lease payments $ 5,616 $ 827 $2,784 $ 2,005 $-

Total Contractual Cash“C—)-t-J]i—g-];tioBs $12,124 $6,154 $ 3,965 $ 2,00-; s-

The Company entered into a sublease agreemenfipktiarma USPD Inc. to sublease 29,000 square fatt Baltimore, MD facility for a
five-year period commencing on May 1, 2003. Theteindint may terminate the lease at the end of ttenseor third year of the agreement
provided a six month notice is given. The Compalegdse for the space expires in July 2008.

In conjunction with the sale of the Process busiiedNovatech LLC in September, 2003, the Compantgred into a sublease agreement
Novatech to sublease a portion of the Columbia,yldad facility for a on-year period.

As of December 31, 2003, the Company was contimgéable for six letters of credit totaling $502@. All of these letters of credit repres
payment bonds on contracts and have been cashecalized. In addition, the Company was contingelible at December 31, 2003 for
approximately $65,000 under a performance bondnencontract which was secured by a bank guaraftibe €ompany's foreign subsidie

Due to the Company's cash situation at the en®@@®2GSE experienced some difficulties in procusogplies from its vendors for business
operations. In January 2001, the Company entetedaipurchasing arrangement with ManTech wherebgTdah dealt directly with some
the Company's vendors, ordered the supplies nemutbtiad the products shipped per the Companytsiatisins. Purchases under this
agreement totaled $843,000 for the year ended Dieee®1, 2001. This purchasing arrangement termdnatdune 2001.

Recent Developments.

General Physics Corporation is a wholly owned siiasy of GP Strategies. On March 30, 2004, the Gamgpvas added as an additional
borrower under the Financing and Security Agreerhetween General Physics Corporation and a finkimstution. Under the terms of the
agreement, $1.5 million of General Physics' avélabedit facility has been carved out for use I8E5The line is collateralized by
substantially all of the Company's assets and ges/for borrowings up to 80% of eligible accoumtseivable and 80% of eligible unbilled
receivables. The interest rate on this line of itisbased upon the LIBOR Market Index Rate pl4s @ith interest only payments due
monthly. The credit facility expires on August 2805.



On January 1, 2004, the Company entered into a fganant Services Agreement with GP Strategies Catiporin which GP Strategies
agreed to provide corporate support services to,kiding accounting, finance, human resouraggall network support and tax. In
addition, GSE will use General Physics' financiatem. GSE will pay an annual fee to General Pkysi$685,000. The term of the
agreement is one year, subject to earlier ternunainly upon the mutual consent of the partiebiéoagreement. The agreement can be
renewed for successive one-year terms.

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 enters into forward exchaoggacts, options and swap
agreements as hedges against certain foreign cyrcemmitments to hedge its foreign currency risk.

Off-balance Sheet Obligations.
The Company has no off-balance sheet obligatiored Becember 31, 2003.
New Accounting Standards.

In June 2002, the FASB issued SFAS No. 146, Acéogribr Costs Associated with Exit or Disposal Adies. SFAS No. 146 requires tha
liability for a cost associated with the exit osjibsal activity be recognized when incurred atfalue. SFAS No. 146 eliminates the
definition and requirements of EITF Issue 94-3. SA¥0. 146 is effective for exit or disposal actedtthat are initiated after December 31,
2002 and may have an effect on the timing of futestructuring charges taken, if and when they nctioe Company implemented SFAS
No. 146 on January 1, 2003. Adoption had no mateniact on results for the year ended DecembeRGQ3.

In November 2002, the FASB issued FASB Interpretablo. 45 (FIN 45), Guarantor's Accounting and isare Requirements for
Guarantees, Including Indirect Guarantees of Iretidss of Others. FIN 45 addresses the disclosguerements of a guarantor in its inte
and annual financial statements about its obligationder certain guarantees that it has issued4&I&lso requires a guarantor to recognize,
at the inception of a guarantee, a liability foe fhir value of the obligation undertaken in isguihe guarantee. The liability recognition
requirements of FIN 45 will be applicable prospeslty to all guarantees issued or modified afterddeioer 31, 2002. The Company has not
issued any such guarantees other than productntigsa

In December 2003, the FASB issued Interpretationd&, Consolidation of Variable Interest Entitieich requires the consolidation of
certain types of entities. The Company does ndiqgiaate in any variable interest entities.

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. Duhia year ended December 31, 2003,
4% and 11% of the Company's revenue was from ooistrehich permitted payments in a currency othanttd.S. Dollars, principally
Swedish Krona and Japanese Yen, respectively heordar ended December 31, 2002, 5% of the Conmpeauwenue was in Swedish Krona,
3% was in Japanese Yen. In addition, during thesyeaded December 31, 2003 and 2002, 13% and 8@eatvely, of the Company's
expenses were incurred in Swedish Krona. The Coyparposure to foreign exchange rate fluctuatarises in part from inter-company
accounts in which costs incurred in one entitycr@ged to other entities in different foreign gadiictions. The Company is also exposed to
foreign exchange rate fluctuations as the finarreislilts of all foreign subsidiaries are translated U.S. dollars in consolidation. As
exchange rates vary, those results when transtadégdvary from expectations and adversely impactalvexpected profitability.

The Company is also subject to market risk rel&tettie interest rates on its existing line of crefls of March 30, 2004, such interest rates
are based on the prime rate plus 100 basis-points.

As of December 31, 2003, the Company did not hayeoaitstanding debt that was subject to varialiler@st rates. However, for the debt 1
was outstanding earlier in 2003, a 100 basis-pgiahge in such rates during the year ended Dece®ih@003 would have increased the
Company's annual interest expense by approxim$gy000.
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Independent Auditors' Report

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

We have audited the accompanying consolidated balsineets of GSE Systems, Inc. and subsidiaries2scember 31, 2003 and 2002, and
the related consolidated statements of operatamprehensive loss, changes in stockholders' egadycash flows for each of the years in
the three-year period ended December 31, 2003 €ldmssolidated financial statements are the redpbtysof the Company's management.
Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on aditsau

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6ig statements. 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 audits providesgonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of GSE
Systems, Inc. and subsidiaries as of December(®I3 and 2002, and the results of their operatiodstlaeir cash flows for each of the years
in the threeyear period ended December 31, 2003 in conformitly accounting principles generally accepted inWimited States of Americ

The Company adopted the provisions of SFAS No. G&iydwill and Other Intangible Assets, on Januar0D2.

/ sl KPMG LLP
Bal ti more, Maryl and
March 30, 2004

PART | - FINANCIAL INFORMATION
Item 1. Financial Statements

GSE SYSTEMS, INC. AND SUBSID IARIES
CONSOLIDATED BALANCE SHE ETS
(in thousands, except share data)
December 31,
20 03 2002
ASSETS
Current assets:
Cash and cash equivalents $1 ,388 $1,617
Restricted cash 473 608
Contract receivables 9 457 6,449
Prepaid expenses and other current assets 1 ,635 741
Current assets held for sale - 7,787
Total current assets 12 ,953 17,202
Equipment and leasehold improvements, net 643 933
Software development costs, net 946 742
Goodwill, net 1 , 739 1,739
Other assets 255 667
Non-current assets held for sale - 7,611
Total assets $16 ,536 $ 28,894
LIABILITI ES AND STOCKHOLDERS' EQUITY

Current liabilities:
Current portion of long-term debt $33 $30

Accounts payable 2 ,946 2,282
Accrued expenses 1 ,518 1,239
Accrued compensation and payroll taxes 1 ,752 997
Billings in excess of revenue earned 3 927 592
Other current liabilities 240 141
Other current liabilities held for sale - 5,885
Total current liabilities 10 416 11,166
Long-term debt 9 6,123
Accrued warranty reserves 407 586
Other liabilities 25 2
Non-current liabilities held for sale - 2,906
Total liabilities 10 ,857 20,783

Commitments and contingencies

Stockholders' equity:



Preferred stock $.01 par value, 2,000,000 shar es authorized, shares issued and

outstanding 39,000 in 2002
authorized, shares issued and

Common stock $.01 par value, 18,000,000 shares
outstanding 8,949,706 and 5,869,138 in 200 3 and 2002, respectively 89 59
Additional paid-in capital 30 ,815 27,841
Accumulated deficit - at formation 5 ,112) (5,112)
Accumulated deficit - since formation (19 ,162) (13,490)
Accumulated other comprehensive loss (951) (1,187)
Total stockholders' equity 5 679 8,111
$ 16 ,536 $ 28,894

Total liabilities and stockholders' equity

The accompanying notes are an integral part of thes e 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 loss

Interest expense, net

Other income (expense), net

Loss from continuing operations before income taxes

Provision (benefit) for income taxes

Loss from continuing operations
Income (loss) from discontinued operations, ne
Loss on sale of discontinued operations

Income (loss) from discontinued operations

Net income (loss)

Preferred stock dividends and beneficial conversion

Net income (loss) attributed to common shareholders
Basic earnings (loss) per common share:
Continuing operations
Discontinued operations
Net income (loss)
Diluted earnings (loss) per common share
Continuing operations
Discontinued operations

Net income (loss)

The accompanying notes are an integral part of the

Years ended Dec
2003 2002

5,844 3,56
6,443 6,50
392 39
6,835 6,90
(991) (3,34
(504) (5
(273) 3

t of income taxes (1,409) (1,69

(262)

(1,671) (1,69

(3,532) (5,94

(2,140) (23

$(5,672) $(6,17

$(0.61) $(0.7
(0.26) (0.2

$(0.87) $(1.0

$(0.61) $(0.7
(0.26) (0.2

$(0.87) $(1.0

se consolidated financial statements.

ember 31,
2001
0 $25,509
0 19,744
0 5,765
6 6,036
5 1,098
1 7,134
1) (1,369)
5) (469)
7 442
9) (1,396)
1 (153)
0) (1,243)
3) 1,502
3) 1,502
3) 259
4) 17)
7 $ 242
6) $(0.24)
9) 0.29
5) $0.05
6) $(0.24)
9) 0.29
5) $0.05



GSE SYSTEMS, INC. AND SUBSID IARIES
CONSOLIDATED STATEMENTS OF COMPRE HENSIVE LOSS
(in thousands)

Years ended De cember 31,

2003 2002 2001
Net income (loss) $(3532) $(59 43) $ 259
Foreign currency translation adjustment 236 1 28 (413)
Comprehensive loss $(3,296) $(58 15) $ (154)

The accompanying notes are an integral part of th ese consolidated financial statements.



GSE SYSTEMS, INC, AND SUBSID

CONSOLIDATED STATEMENTS OF CHANGES IN ST

(in thousands)

Common
Stock
Shares  Amount

Balance, January 1, 2001 5,194 $52

Fair value of options/warrants

issued to non-employees - -
Common stock issued for options

exercised 25 -
Conversion of subordinated debt

to preferred stock - -
Rights offering 523 5
Preferred stock dividends

declared and payable - -
Foreign currency translation

adjustment - -
Net income - -

Balance, December 31, 2001 5742 $57

Common stock issued for options
exercised 128 2
Stock option compensation - -
Preferred stock dividends
declared and payable - -
Foreign currency translation
adjustment - -
Net loss - -

Balance, December 31, 2002 5870 $59

Common stock issued to GP

Strategies Corporation 150 1
Fair value of warrants issued

to non-employees - -
Preferred stock dividends

declared and payable - -
Stock dividend issued due to

change in preferred stock

conversion price 1,037 10
Conversion of preferred stock to

common stock 1,474 15
Conversion of subordinated debt

to common stock 419 4
Foreign currency translation

adjustment - -
Net loss - -
Balance, December 31, 2003 8,950 $89

The accompanying notes are an integral part of thes

IARIES
OCKHOLDERS' EQUITY

Retained Earning

Preferred  Additional (Deficit)

Stock Paid-in At Sinc
Shares Amount Capital Formation Forma

- - $22,230 $(5,112) $ (7,55

- 194 - -

- - 33 - -
39 - 3,900 - -
- - 1,178 - -
- - - R @
o . .

- - 179 - -
- - 86 - -
- - - - (19
- - 1,940 - (1,95
(39) - (14) - -
783
- - - (358

- $- $30815 $(5112) $ (19,16

e consolidated financial statements.

s  Accumulated
Other

e  Comprehensive

tion Loss Total

5)  $(902) $8,713
- 194
- 33

- 3,900
- 1,183

7 - @n
(413)  (413)
- 259

3) $(1,315) $13,852

- 263

- 45
4) - (234)
128 128
3) - (5,943)

0) $(1,187) $8,111

- 180

0) - -

2) $(951) $5,679




GSE SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities:

Net income (loss)
Income (loss) from discontinued operations
Loss on sale of discontinued operations

Loss from continuing operations

Adjustments to reconcile net income (loss) to net ¢

provided by (used in) operating activities:

Depreciation and amortization

Foreign currency transaction gain

Stock option compensation

Deferred income taxes

Changes in assets and liabilities:
Contract receivables
Prepaid expenses and other assets

Accounts payable, accrued compensation and

Billings in excess of revenue earned
Accrued warranty reserves

Other liabilities

Income taxes payable

Net cash provided by (used in) continuing oper
Net cash provided by discontinued operations

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Proceeds from sale of Process business, net of

Net cash paid for acquisition of businesses
Capital expenditures

Capitalized software development costs
Releases (restrictions) of cash as collateral

Other cash used in discontinued operations, ne

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Proceeds from issuance of common stock
Proceeds from issuance of notes payable to rel
Repayment on note payable to related party
(Decrease) increase in borrowings under line o
Other financing repayments

Other cash provided by discontinued operations

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 thes

Years ended

ash

accrued expenses 2,160

ations 506 (

transaction costs 5,245

(542)
under letters of credit, net 245
t (506) (

ated party -

f credit (5,431)
(30)
, net -

$1,388 $

e consolidated financial statements.

December 31,

653 1,537
(34) (253)
45 -

1,600 (476)

1,248 3,407
272 (464)
230 (3,125)

(674) 297
(60) 85
(61) (390)
(64) (68)

(170) (591)
(768) (668)
(243) 29

1,997) 27)

(269) (269)
2,589 2,198

1,617 $ 2,040




GSE SYSTEMS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2003, 2002, and 2001

1. Business and liquidity

GSE Systems, Inc. ("GSE Systems", "GSE" or the "gamy") develops and delivers business and techyaolyitions by applying
simulation software, systems and services to tleeggrindustry worldwide. The Company's solutiond aervices assist customers in
improving quality, safety and throughput; reducoggrating expenses; and enhancing overall prodtyctiv

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

In September 2003, the Company completed the $algbstantially all of the assets of GSE Procedsti®as, Inc. (Process) to Novatech,
LLC (Novatech) pursuant to an Asset Purchase Ageetneffective as of September 25, 2003, by anddszt the Company, Process, and
Novatech. The Company received $5.5 million in casibject to certain adjustments. The operatingltesf the Company's Process busir
have been classified as discontinued operatiotigiConsolidated Statements of Operations foralbps presented.

On September 29, 2003 the Company amended the MharFreferred Stock issuance agreement to reviseotiheersion rate from $2.645 per
share to $1.5526 per share. The change in converaie increased the number of common shares biail@on conversion from 1,474,480
to 2,511,915. On October 23, 2003 ManTech electebvert all of its preferred stock to common ktand sold all of its GSE common
stock and subordinated debt to GP Strategies. @tigi@nal common shares that ManTech receivedérctnversion due to the change in
conversion rate have been recorded as a benefan&ersion premium, valued at $1,950,000 based tiponlosing market price per share
($1.88) as of October 23, 2003, and a reductiondame attributable to common stockholders. Theseof the $650,000 subordinated note
were amended by the Company to allow the converdidine subordinated debt to GSE common stockrateaof $1.5526 which was below
the market rate ($1.88) on the date the amendmasiadopted. Accordingly, the Company recognizedtiaddl interest expense of $137,C
reflecting the beneficial conversion. GP Strategiested to convert the note on October 23, 20@3raceived 418,653 shares of GSE
common stock. As a result of these transactionsSt&egies owns approximately 58% of the totastauiding common stock of GSE at
December 31, 2003.

2. Summary of significant accounting policies
Principles of consolidation

The accompanying consolidated financial statemiantade the accounts of the Company and its wholyted subsidiaries. All
intercompany balances and transactions have barimaied.

Accounting estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfiztttae reported amounts of assets and liatsliied disclosure of contingent assets
liabilities at the date of the financial statemeams! the reported amounts of revenues and expduoseg the reporting period. Actual results
could differ from those estimates.

Revenue recognition

The majority of the Company's revenue is derivedubh the sale of uniquely designed systems cdantaimardware, software and other
materials under fixed-price contracts. In accor@anith Statement of Position 81-1 Accounting forfBenance of Construction-Type and
Certain Production-Type Contracts the revenue utiaese fixed-price contracts is accounted for enpibrcentage-of-completion method.
This methodology recognizes income as work progess the contract and is based on an estimabe @ficome earned to date, less income
recognized in earlier periods. The Company basesstimate of the degree of completion of the @attoy reviewing the relationship of co
incurred to date to the expected total costs thiabesincurred on the project. Estimated contratnings are reviewed and revised
periodically as the work progresses, and the cutivelaffect of any change in estimate is recogniretie period in which the change is
identified. Estimated losses are charged agaimstrggs in the period such losses are identified.

As the Company recognizes revenue under the pageraf-completion method, it provides an accruak&timated future warranty costs
based on historical and projected claims experieflse Company's long-term contracts generally g®¥or a one-year warranty on parts,
labor and any bug fixes as it relates to softwaneedded in the systems.

The Company's system design contracts do not pedeid'post customer support service" (PCS) in teafnsoftware upgrades, software
enhancements or telephone support. In order toroB@S, the customers must purchase a separa@coiBuch PCS arrangements



generally for a one-year period renewable annwally include customer support, unspecified softmagrades, and maintenance releases.
The Company recognizes revenue from these contiatetsly over the life of the agreements in accocgavith Statement of Position 97-2
"Software Revenue Recoghnition”.

Revenues from certain consulting or training cartyare recognized on a time-and-material basistifie-and-material type contracts,
revenue is recognized based on hours incurred@tt@acted labor rate plus expenses.

Cash and cash equivalents
Cash and cash equivalents consist of cash on mahtighly liquid investments with maturities of élermonths or less at the date of purchase
Equipment and leasehold improvements, net

Equipment is recorded at cost and depreciated uisagtraight-line method with estimated usefutdivanging from three to ten years.
Leasehold improvements are amortized over thefitbe lease or the estimated useful life, whichévshorter, using the straight-line
method. Upon sale or retirement, the cost andaglamortization are eliminated from the respediseounts and any resulting gain or loss is
included in operations. Maintenance and repairchaeged to expense as incurred.

Software development costs

Certain computer software development costs aréatiaed in the accompanying consolidated balameets. Capitalization of computer
software development costs begins upon the edtafdint of technological feasibility. Capitalizatioeases and amortization of capitalized
costs begins when the software product is commniBreigailable for general release to customers. Arpation 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 are charged to aohtiosts. Company sponsored rese
and development expenditures are charged to opesadis incurred and are included in selling, gé@erd administrative expenses. The
amounts incurred for Company sponsored researcll@nglopment activities relating to the developnadntew products and services or the
improvement of existing products and services, va@roximately $856,000, $763,000, and $605,000th® years ended December 31,
2003, 2002 and 2001, respectively.

Asset impairment

The Company periodically evaluates the recovetshilfi its long-lived assets by comparing the cargyvalue of the asset to management's
best estimate of the expected future cash flovbetgenerated by the asset, undiscounted and withteu¢st costs. Impairments are
recognized in operating results to the extentttmatarrying value exceeds fair value. No impairnesses were recognized in 2003, 2002 or
2001.

Goodwill

On January 1, 2002, the Company adopted Staterh&nancial Accounting Standards (SFAS) No. 142o0@aill and Other Intangible
Assets, which requires that goodwill and intangéssets with indefinite useful lives no longer beized, but instead tested for impairment
at least annually. As of the date of adoption oASHWo. 142, the Company had unamortized goodwithanamount of $1.7 million. During
2002, the Company completed its analysis pursweifie transitional provisions of SFAS No. 142 aetedmined that no impairment charge
was necessary. On December 31, 2002 and 2003 otinp&hy completed a further analysis of goodwill datermined no impairment charge
was necessary.

Net income and net income per share for the yededDecember 31, 2001, adjusted to eliminate histoamortization of goodwill an
related tax effects, are as follows:

(in thousands, except for per share amounts) December 31,
2001

Net income attributed to common stockholders, as re ported $ 242

Add: goodwill amortization, net of taxes 602

Net income, as adjusted $ 844

Net income per share, as reported:

Basic earnings (loss) per common share:
Continuing operations $(0.24)



Discontinued operations 0.29

Net income $0.05
Diluted earnings (loss) per common share
Continuing operations $(0.24)
Discontinued operations 0.29
Net income $0.05

Net income per share, as adjusted:

Basic earnings (loss) per common share:

Continuing operations $(0.14)
Discontinued operations 0.30
Net income $0.16
Diluted earnings (loss) per common share
Continuing operations $(0.14)
Discontinued operations 0.30
Net income $0.16

Prior to the adoption of SFAS No. 142, goodwill vimesng amortized over periods from three to fiftgears on a straight-line basis. At each
reporting date, the Company assessed the recolgrabigoodwill by determining whether the amoetion of goodwill over its remaining
useful life could be recovered through undiscoumeerating cash flows of the acquired operatiom& dmount of goodwill impairment, if
any, was measured based on projected discountee foperating cash flows using a discount ratecéfig the Company's average costs of
funds.

Foreign currency translation

Balance sheet accounts for foreign operationsransiated at the exchange rate at the balance dateetand income statement accounts are
translated at the average exchange rate for thiedodrhe resulting translation adjustments areuidet in accumulated other comprehensive
loss in stockholders' equity. Transaction gainslasses, resulting from changes in exchange ratesncluded in other income (expense) in
the Consolidated Statements of Operations in thiegh@ which they occur. For the years ended Ddoam31, 2003, 2002, and 2001, foreign
currency transaction gains were approximately 5,834,000, and $253,000, respectively.

Warranties

As the Company recognizes revenue under the pageraf-completion method, it provides an accruak&iimated future warranty costs
based on historical experience and projected cldlims activity in the warranty accounts is as feto

(in thousands)

For the years e nded December 31,
2003 2002 2001
Beginning balance $ 667 $ 727 $ 642
Current year provision 569 686 666
Current year claims (628) (746) (581)
Ending balance $ 609 $ 667 $ 727

As of December 31, 2003 and 2002, $407,000 and,8886respectively, of the warranty reserve waended as a long-term liability with
the balance recorded as a current liability.

Income taxes

Deferred income taxes are provided under the asskliability method. Under this method, defernedome taxes are determined based o
differences between the financial statement and#mes of assets and liabilities using enactecdatas in effect for the year in which the
differences are expected to reverse. Valuatiomallces are established when necessary to reduseeatbfax assets to the amounts expectec
to be realized. Provision is made for the Companytsent liability for federal, state and foreigrtome taxes and the change in the
Company's deferred income tax assets and liakiliN® provision has been made for the undistribetedings of the Company's foreign
subsidiaries as they are considered permanentistad. Amounts of undistributed earnings are naériz to the overall consolidate



financial statements.



Stock Compensatior

The Company applies the intrinsic-value-based ntetii@ccounting prescribed by Accounting Princifiesrd (APB) Opinion No. 25,
Accounting for stock issued to Employees, and edl@nterpretations including FASB Interpretation. Md, Accounting for Certain
Transactions involving Stock Compensation, andmegation of APB Opinion No. 25, issued in Mar@08, to account for its fixed-plan
stock options. Under this method, compensation esgés recorded on the date of grant only if theeesu market price of the underlying
stock exceeds the exercise price. SFAS No. 123pding for Stock-Based Compensation, establisieedunting and disclosure
requirements using a fair-value-based method afatting for stock based employee compensation pkmallowed by SFAS No. 123, the
Company has elected to continue to apply the isitimalue-based method of accounting describe alamhas adopted only the disclosure
requirements of SFAS No. 123. The following talilestrates the effect on net income if the fairnexbased method had been applied to all
outstanding and unvested awards in each period.

(in thousands, except per share data) Years ended
December 31,

2003 2002 2001

Net income (loss) attributed to

common stockholders, as reported $(5,672) $(6,177) $242
Add stock-based employee compensation expense

included in reported net loss, net of tax - 45 -
Deduct total stock-based employee compensation

expense determined under fair-value-method

for all awards, net of tax (381) (422) (878)

Pro forma net loss $ (6,053) $ (6,554) $ (636)
Net income (loss) per share, as reported:
Basic $(0.87) $ (1.05) $0.05
Diluted $(0.87) $ (1.05) $0.05
Proforma net loss per share:
Basic $(0.93) $(1.12) $(0.12)
Diluted $(0.93) $(1.12) $(0.12)

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 year endegmbber 31, 2001: expected volatility of 110%; diévid yield of 0%; risk-free interest

rate of 4.0%; and expected lives of 4.5 years.Whighted-average fair value of options grantedriul001 was $1.55 per share. There were
no options granted during 2003 or 2002.

Earnings (loss) per share

Basic earnings per share is based on the weightrdge number of outstanding common shares fgpehied. Diluted earnings per share
adjusts the weighted average shares outstandirigeiqrotential dilution that could occur if stogitions, warrants, or convertible preferred
stock were exercised or converted into common stblak number of common shares and common shareadeuis used in the determinat
of basic and diluted earnings (loss) per shareasdsllows:

(in thousands, except for share and per share amoun ts)
Years ended December 31,
2003 2002 2001
Numerator:
Net income (loss) $(3,532) $(5,943) $ 259
Stock dividend- beneficial conversion (1,950) - -
premium
Preferred stock dividends (190) (234) (17)

Net income (loss) attributed to
common stockholders $ (5,672) $(6,177) $ 242

Denominator:

Weighted-average shares outstanding for basic
earnings per share 6,542,000 5,863,134 5,217,453

Effect of dilutive securities:
Employee stock options, warrants and
options outside the plan - - 41,563

Adjusted weighted-average shares outstanding



and assumed conversions for diluted
earnings per share 6,542,000 5,863,134 5,259,016

Shares related to dilutive securities
excluded because inclusion would
be anti-dilutive: 1,903,976 3,166,456 3,436,195

The difference between the basic and diluted nurobereighted average shares outstanding for thegre@ed December 31, 2001 represents
dilutive stock options and warrants to purchaseeshaf common stock computed under the treasuck steethod, using the average market
price during the period. The net income (loss)ti@r years ended December 31, 2003, 2002 and 209 tieeaeased by preferred stock
dividends and related charges of $2,140,000, $284ahd $17,000, respectively, in calculating thegbere amounts. The preferred stock
converted into common stock on October 23, 2003wErsion of the preferred stock was not assumethéoyears ended December 31, 2002
and 2001 because the impact was anti-dilutive.

Concentration of credit risk

The Company is subject to concentration of craslit with respect to contract receivables. Credk on contract receivables is mitigated by
the nature of the Company's worldwide customer baskits credit policies. The Company's customerqat concentrated in any specific
geographic region, but are concentrated in theggriadustry. For the years ended December 31, 220X and 2001, one customer
accounted for approximately 29%, 23%, and 33%,aethely, of the Company's revenue. At Decembe2BD3, the contracts receivable
balance related to this significant customer wagg@pmately $2.5 million, or 26.8% of contract re@bles, of which $774,000 was unbilled
at year-end.

Fair values of financial instruments

The carrying amounts of current assets, currebllili@s, and long-term debt reported in the Coitaibd Balance Sheets approximate fair
value.

Off balance sheet risk and foreign exchange cotstrac

The Company utilizes various derivative financiatruments to manage market risks associated hétfluctuations in foreign currency
exchange rates. It is the Company's policy to esvative financial instruments to protect agaimstrket risk arising in the normal course of
business. The criteria the Company uses for designan instrument as a hedge include the instrieffectiveness in risk reduction and
one-to-one matching of derivative instruments tdartying transactions. The Company monitors iteifgm currency exposures to maximize
the overall effectiveness of its foreign currenegle positions. Principal currencies hedged incthdeéeuro and the Japanese yen. The
Company's objectives for holding derivatives arentnimize the risks using the most effective methtmreduce the impact of these
exposures. The Company minimizes credit exposuterbting counterparties to nationally recognizéuagicial institutions.

All derivatives, whether designated as hedgingtiaiahips or not, are required to be recorded erbtilance sheet at fair value. If the
derivative is designated as a fair value hedgeclia@ges in the fair value of the derivative anthefhedged item attributable to the hedged
risk are recognized in earnings. If the derivatsdesignated as a cash flow hedge, the chande ifair value of the derivative and of the
hedged item are recognized as an element of otimeprehensive income.

At December 31, 2003, the Company had contractthéosale of approximately $81,000 and $746,000unbs and Japanese Yen,
respectively, at fixed rates. The contracts expirearious dates through June, 2004. The Companpndtadesignated the contracts as hedges
and, accordingly, has recorded the estimated #irevof the contracts of $1,000 at December 313 2@0an other asset in the consolidated
balance sheet and other income (expense) in treolidated statement of operations.

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

In June 2002, the FASB issued SFAS No. 146, Acéogribr Costs Associated with Exit or Disposal Adies. SFAS No. 146 requires tha
liability for a cost associated with the exit osjibsal activity be recognized when incurred atfalue. SFAS No. 146 eliminates the
definition and requirements of EITF Issue 94-3. SA¥0. 146 is effective for exit or disposal actedtthat are initiated after December 31,
2002 and may have an effect on the timing of futestructuring charges taken, if and when they nctioe Company implemented SFAS
No. 146 on January 1, 2003. Adoption had no mateniact on results for the year ended DecembeRGQ3.

In November 2002, the FASB issued FASB Interpretablo. 45 (FIN 45), Guarantor's Accounting and isare Requirements for
Guarantees, Including Indirect Guarantees of Iretidss of Others. FIN 45 addresses the disclosguerements of a guarantor in its inte
and annual financial statements about its obligationder certain guarantees that it has issued4&I&lso requires a guarantor to recognize,
at the inception of a guarantee, a liability foe fair value of the obligation undertaken in isguihe guarantee. The liability recogniti



requirements of FIN 45 will be applicable prospeslty to all guarantees issued or modified afterddeioer 31, 2002. The Company has not
issued any such guarantees other than productnti@sa

In December 2003, the FASB issued Interpretationd$&, Consolidation of Variable Interest Entitiesich requires the consolidation of
certain types of entities. The Company does ndigigate in any variable interest entities.

3. Discontinued Operations

In September 2003, the Company completed the $algbstantially all of the assets of GSE Procedst®os, Inc. (Process) to Novatech,
LLC (Novatech) pursuant to an Asset Purchase Ages¢neffective as of September 25, 2003, by anddsst the Company, Process and
Novatech. The Company received $5.5 million in ¢asibject to certain adjustments. The Company m&zed a loss on this transaction
$262,000. In conjunction with the transaction, Neea purchased certain assets with a book val$& bf7 million and assumed certain
operating liabilities totaling approximately $6.8lion. The Company incurred approximately $865,@J@losing costs associated with the
transaction. Results of operations have been egbtatclassify the net earnings, assets and liglsilof the Process business as discontinued
operations.

The contract revenue and net income (loss) fodibeontinued Process business was:

(in thousands) Years ended December 31,
2003 2002 2001

Contract revenue 13,693 22,896 24,822

Income (loss) from discontinued operations (1,671) (1,693) 1,502

Income (loss) from discontinued operations includesme in 2001 of $3.3 million from the sale of tGompany's VirtualPlant business
technology and assets, developed by the ProcesseBasto Avantium International BV ("Avantium")diosses in 2003, 2002 and 2001 of
$115,000, $2.8 million and $4.6 million, respeclyydérom the write down of the Company's investmenfvantium.

Significant categories of assets and liabilitiesfrthe discontinued operations at December 31, 28®hcluded in the table below:

(in thousands) December 31,
2002
Contract receivables $4,313
Inventories 1,561
Prepaid expenses and other current assets 1,915
Property and equipment, net 764
Software development costs, net 3,659
Goodwill, net 1,162
Other assets 2,024
Total assets 15,398
Current portion of long-term debt 1,875
Accounts payable 240
Accrued expenses 488
Accrued compensation and payroll taxes 404
Billings in excess of revenue earned 2,467
Accrued warranty reserves 410
Long-term debt 1,909
Billings in excess of revenue earned- long term 998
Total liabilities 8,791
Net assets $ 6,607

4. Contract receivables

Contract receivables represent balances due froroaa base of both domestic and international custs. All contract receivables are
considered to be collectible within twelve montRecoverable costs and accrued profit not billedesgnt costs incurred and associated f
accrued on contracts that will become billable updnre milestones or completion of contracts. Themponents of contract receivables ai
follows:

(in thousands) December 31,

2003 2002



Billed receivables $ 5,069 $2,853

Recoverable costs and accrued profit not billed 4,395 3,631
Allowance for doubtful accounts ) (35)
Total contract receivables $9,457 $ 6,449

5. Prepaid expenses and other current assets

Prepaid expenses and other current assets cohtist following:

(in thousands) December 31,
2003 2002
Prepaid expenses $1,485 $ 446
Employee advances 16 49
Other current assets 134 246
Total $1,635 $ 741

6. Equipment and leasehold improvements

Equipment and leasehold improvements consist ofaff@ving:

(in thousands) December 31,
2003 2002
Computer equipment $2,772 $ 2,900
Leasehold improvements 692 828
Furniture and fixtures 1,158 1,304
4,622 5,032

Accumulated depreciation and amortization (3,979) (4,099)

Equipment and leasehold improvements, net $ 643 $ 933

Depreciation and amortization expense was apprarign&392,000, $395,000, and $1,098,000, for treeyended December 31, 2003, 2(
and 2001, respectively.

7. Software development costs

Software development costs, net, consist of tHeviahg:

(in thousands) December 31,
""" 2003 2002
Capitalized software development costs $1_207 ________ $ 9;36
Accumulated amortization (261) (244)
Software development costs, net . $ 9346 ------- $74;2

Software development costs capitalized were apprataly $542,000, $555,000, and $140,000, for tleesyended December 31, 2003, 2002
and 2001, respectively. Amortization of softwar@elepment costs capitalized was approximately 889, $256,000, and $575,000, for the
years ended December 31, 2003, 2002 and 2001 ctashe, and were included in cost of reven

8. Long-term Debt
The Company's long-term debt consists of the falkgwotes payable and other financing arrangements:

(in thousands) December 31,



Line of credit with bank $ - $5,431

Note payable to related parties (see Note 16) - 650

Notes payable, other 42 72
Total notes payable and financing arrangement s 42 6,153

Less amounts payable within one year 33 30
Long-term portion $9 $6,123

Line of Credit

The Company has a $1.5 million bank line of cretlite credit facility provides for borrowings to sgut working capital needs and foreign
letters of credit. The line is collateralized byostantially all of the Company's assets and pravideborrowings up to 85% of eligible
accounts receivable and 50% of eligible unbilleckreables (up to a maximum of $250,000). The irgierate on this line of credit is based on
the bank's prime rate plus 1.00% (5.00% as of Deeerd1, 2003), with interest only payments due mign#\t December 31, 2003, the
Company's available borrowing base was $1.5 millimme of which had been utilized. The current kffedility was scheduled to expire on
May 31, 2004; but on March 30, 2004, the Comparsydrdered into a new loan and security agreemeéhtamiother financial institution. See
Note 20, Subsequent events for a discussion afdhecredit facility.

In March, 2003, GP Strategies extended their $ill®mlimited guarantee of the Company's bankfaciln consideration for the extension
of the guarantee, the Company issued 150,000 sbhitsscommon stock to GP Strategies. The numbshares was calculated based upon a
10% fee divided by the closing price of GSE's commsimck on March 21, 2003. The Company recorded#dhes of $180,000 as deferred
financing cost with a corresponding credit to commstock and additional paid-in capital. The deféicests are being amortized over the life
of the guarantee.

Notes Payable to Related Parties

In 2000, the Company issued a demand promissog/todflanTech that allowed the Company to borrowoupl.8 million at an interest rate
of prime plus one percent. In addition, ManTechvjited $1.8 million in standby letters of creditttee Company's bank as additional
collateral for the Company's credit facility. In 001, ManTech agreed to allow the Company'skkardraw upon ManTech's $1.8 million
letter of credit which supported the Company's itfedility, thus paying down a portion of the Coamy's bank debt in exchange for
additional subordinated debt in the Company. Acicmylgt, the Company's promissory note to ManTech aragnded to increase the amount
to $3.9 million. The amended note permitted ManTectonvert the principal amount of the note intBEsSeries A convertible preferred
stock at a conversion rate of $100 per share. Tdrepany determined that the conversion of this debhot constitute a beneficial
conversion. ManTech elected to convert its subateih debt into equity on December 5, 2001 (see Mbte

On June 25, 2001, the Company issued an additiorsglicured promissory note to ManTech for $1.0 onilkt an interest rate of prime plus
one percent. The Company used the loan proceedgftiing capital purposes. The note was subordéhiehe Company's credit facility.
During 2002, the Company repaid ManTech $350,006, $247,000 of interest. In 2003, the Company (816,000 of interest.

On October 23, 2003, ManTech sold this subordinattd to GP Strategies Corporation. The termseftibordinated note were amended to
allow the conversion of the subordinated debt t&E@8mmon stock at a rate of $1.5526 which was bétaamarket rate ($1.88) on the date
the amendment was adopted. Accordingly, the Compaeggnized additional interest expense of $137r808cting the beneficial

conversion premium. GP Strategies elected to cotlvemote on October 23, 2003 and received 418&658s of GSE common stock.

Debt maturities
Aggregate maturities of debt outstanding at Decer@lhe2003 are as follows:

(in thousands)

2004 $33
2005 9
Total $42

9. Income taxes

The consolidated loss before income taxes, by diereesd foreign sources, is as follows:

(in thousands) Years ended December 31,
2003 2002 2001
Domestic $ (3,60 9) $(3,866) $ (135)

Foreign 19 6 (688) 41



Total $ (3,41 3) $(4554)  $(94)

The provision (benefit)for income taxes is as falo

(in thousands) Years ended December 31,

2003 2002 2001
Current:
Federal $- $(112) $54
State 53 (57) 26
Foreign 66 (42) 43
Subtotal 119 (211) 123
Deferred:
Federal and state - 1,694 (448)
Foreign - (94) (28)
Subtotal - 1,600 (476)
Total $119 $ 1,389 $ (353)

The allocation of the provision (benefit)
for income taxes to continuing and
discontinued operations is as follows:

Continuing operations

Discontinued operations 26

$119 $1,389 $ (353)

$93 $891 $ (153)
498 (200)

The provision (benefit)for income taxes varies friita amount of income tax determined by applyiregapplicable U.S. statutory rate to pre-
tax loss as a result of the following:

Effec tive tax rate percentage (%)
Years ended December 31,

2003 2002 2001
Statutory U.S. tax rate (34 .0)% (34.0)% (34.0)%
State income tax, net of federal tax benefit 1 .0 (2.0) 31.0
Effect of foreign operations (] 1) 0.9 6.2
Change in valuation allowance 36 1 61.8 (447.6)
Other, principally permanent differences 0 5 3.8 68.9

Effective tax rate 3 5% 305% (375.5)%




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,
2003 2002
Net operating loss carryforwards $6,133 $ 6,246
Investments 1,570 1,512
Foreign tax credits 378 379
Accrued expenses 288 243
Expenses not currently deductible for tax purposes 268 878
Alternative minimum tax credit carryforwards 162 162
Property and equipment 34 (90)
Software development costs (347) (1,615)
Other 95 60
Subtotal 8,581 7,775
Valuation allowance (8,581) (7,775)
Total $- $ -

In assessing the realizability of deferred tax ssaanagement considers whether it is more litedy not that some or all of the deferred tax
assets will not be realized. The ultimate real@atf deferred tax assets is dependent upon theragion of future taxable income during the
periods in which those temporary differences becdetrictible. Management considers the schedulertsalof deferred tax liabilities and
projected future income in making this assessn&inte management could not substantiate recovetheaiet deferred tax assets with
currently available objective evidence, the Complaay established a full valuation allowance of 88,600 at December 31, 2003. If the
Company is able to realize taxable income in ther&ithe valuation allowance will be reduced. Theahange in the valuation allowance for
deferred tax assets was an increase of $806,0800, an increase of $2,845,000 in 2002 and a tieducf $420,000 in 2001.

At December 31, 2003, the Company had available8B05000 and $955,000 of domestic and foreign petating loss carryforwards,
respectively, which expire between 2012 and 2023addition, the Company had $378,000 of foreignctadit carryforwards, which expire
various amounts during 2004 and 2005. The amoulatssfcarryforward which can be used by the Compaay be limited to approximately
$500,000 annually.

10. Capital stock

The Company's Board of Directors has authorize@@®DPO00 total shares of capital stock, of whict0@08,000 are designated as common
stock and 2,000,000 are designated as preferrek. Sthe Board of Directors has the authority t@eksh one or more classes of preferred
stock and to determine, within any class of pref@stock, the preferences, rights and other tefresah class.

On April 5, 1999, the Company agreed to replaceptitetanding warrants of two non-employees as densiion for their consulting services
relative to the Company's equity raising initiafv®ne non-employee had 6,000 warrants, the oiteP#,000. The replacement warrants
have an exercise price of $4.125 and expire 5 yfeamsthe date of grant.

On March 6, 2001, the Company granted warrantsitohase shares of the Company's common stock todwaemployees for certain
services rendered. The warrants provide the rghé¢&ch employee to purchase 37,500 shares ofdhgpé&hy's common stock at $1.00 per
share. In 2001, the Company recognized expensedeiathe warrants of $115,000.

On March 9, 2001, the Company arranged a consuingement with a terminated employee. In consiideraf consulting services, the
Company granted fully vested options to purchas@®@Bshares of the Company's common stock at $ie76hare. In 2001, the Company
recognized expense related to these options bastten estimated fair value of $79,000.

As of December 21, 2001, the Company completedhagioffering granting rights to shareholders techase additional shares of common
stock for a subscription price of $2.53 per sh@itee rights granted 0.711 for every share of comstook held of record as of October 26,
2001. Each whole right entitled the shareholdgnuichase one share of common stock for $2.53 eeshAs of December 31, 2001, the
Company had a rights offering receivable of $1.Bion due from its escrow agent and accrued $13®diGosts associated with the
completion of the rights offering. The Company ieed the cash proceeds from its escrow agent inalg2002. The proceeds were used for
a partial repayment of a $1 million loan from Magfend working capital requirements.

In March, 2003 GP Strategies extended their $1lBomiimited guarantee of the Company's bank facthrough March 31, 2004. In
consideration for the extension of the guaranteeompany issued 150,000 shares of its commok BId8P Strategies. The number of
shares was calculated based upon a 10% fee dild#te closing price of GSE's common stock on M&th2003. The Company recorded
the value of $180,000 as deferred financing cost wicorresponding credit to common stock and exfdit paidin capital. The deferred cos
are being amortized over the life of the guarantee.

In June 2003, the Company received a $6.6 millimeofrom the Mexican utility Comision Federal dedfricidad (CFE) for a majc



simulator upgrade to the Laguna Verde nuclear piaat Vera Cruz, Mexico. The contract required thatCompany issue an advance
payment bond ($1.8 million) and a performance b@id3 million) to CFE. On July 9, 2003, the Compamyered into a Collateral
Agreement with ManTech in which ManTech agreedssué two letters of credit on the Company's bebaifMexican surety company as
collateral for the bonds. One letter of credit ol outstanding for at least 30 months or untilatieance payment bond is released, which
ever is later, and the other letter of credit Ww#él outstanding for at least 42 months or untilgadormance bond is released, which ever is
later. As consideration of ManTech's issuance efliétters of credit, the Company issued 100,000amés at an exercise price of $1.33 per
share, the closing price on July 8, 2003 and vaill ManTech a fee equal to 7% per annum on theadataunt of the then-existing value of
the letters of credit, payable on a quarterly ba&me Company is amortizing the estimated fair eatithese warrants ($86,000) over the live
of the related letters of credit as additional cacit costs.

On October 23, 2003 ManTech converted its prefesteck to 2,511,915 shares of GSE common stockti&ediscussion of this transaction
in Note 11, Series A Convertible Preferred Stock.

On October 23, 2003 GP Strategies purchased at@b0nsecured subordinated promissory note fromdeln. The terms of the
subordinated note were amended by the Companyow tie conversion of the subordinated debt to @&Bmon stock at a rate of $1.5526.
GP Strategies elected to convert the note on Oc&%e2003 and received 418,653 shares of GSE constoek. See Note 8, Long-term debt
for further discussion of this transaction.

As of December 31, 2003, the Company has resen@83,B76 shares of common stock for issuance upertise of stock options and
warrants.

11. Series A Convertible Preferred Stock

On December 5, 2001, ManTech elected to conve® B8lion of subordinated debt into Series A coriide preferred stock at a conversion
rate of $100 per share. The Company determinedtiratonversion of this debt into preferred stoickrbt constitute a beneficial conversion.
The Series A convertible preferred stock had ningatights and bore dividends at the rate of 6%agwetum payable quarterly. Dividends
accumulated if not paid quarterly and compoundsgt@st accrued on any unpaid dividends. As of Déesrl, 2003 and 2002, the
Company had accrued dividends payable of $366,46(6476,000, respectively

ManTech, at its discretion, had the right to cotheach share of Series A convertible preferredksitito GSE common stock at a purchase
price of $2.645 per share at any time after a araa-holding period from the date of issuance. Qpté3aber 29, 2003 the Company amended
the Preferred Stock issuance agreement to rewveseatfiversion rate to $1.5526 per share. The changgnversion rate increased the number
of common shares available upon conversion fromi4,480 to 2,511,915. On October 23, 2003 ManTeetied to convert all of its

preferred stock to common stock in conjunction ifith sale of its ownership in GSE to GP Stratedis. additional common shares that
ManTech received in the conversion due to the chamgonversion rate have been recorded as a bal&®nversion premium, valued at
$1,950,000 based upon the closing market priceipere ($1.88) as of October 23, 2003, and a remuitiincome attributable to common
stockholders.

12. 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. At December 31, 2003, thagamy had 679,644 shares of common stock reseoveld future grants under the Pl

Stock option activity under the Plan is as follows:

Weighted
Average
Shares Exercise Price
Options outstanding, as of January 1, 2001 1,437,105 $4.81
Options exercised (25,000) (1.33)
Options canceled (99,950) (4.59)
Options granted 547,000 1.95
Options outstanding, as of December 31,2001 1,859,155 $4.03
Options exercised (128,000) (2.05)

Options canceled (39,179) (2.00)
Options granted - -



Options outstanding, as of December 31, 2002 1,691,976 $4.15

Options exercised -
Options canceled (35,500) (2.28)
Options granted -

Options outstanding, as of December 31, 2003 1,656,476 $4.19

The following table summarizes information relatbogcurrently outstanding and exercisable optidridecember 31, 2003:

Options Outs tanding Options Exe rcisable
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 - $2.95 510,550 4.0 $2.15 393,550 $2.18
$2.96 - $4.43 789,485 2.6 3.67 389,485 3.83
$4.44 - $5.90 200,000 3.1 4.75 200,000 4.75
$5.91 - $7.38 10,000 3.3 6.38 10,000 6.38
$7.39 - $8.85 20,000 3.2 7.50 20,000 7.50
$8.86 - $11.80 200 2.6 11.25 200 11.25
$11.81 - $14.75 126,241 1.7 14.11 126,241 14.11
Total 1,656,476 3.0 $4.19 1,139,476 $4.65

In 1997, the Company granted one of its senior @tkers a stock option to acquire 25,000 share®ofraon stock at an exercise price of
$11.25. This grant was not made pursuant to the. Flais option expires ten years from the daterahtyand was exercisable in three
installments with 40% vesting on the first anniaysof the date of grant and 30% vesting on eachefecond and third anniversaries of the
date of grant. During 1999, the executive termidaaployment with the Company and was vested in @Dghe stock options (17,500) at*
date of termination.

In 1998, the Company granted stock options to timectbrs to acquire 12,500 shares each of comnumk sit an exercise price of $2.25. The
grants were not made pursuant to the Plan.

13. 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 Dece3tth2003 are as follows:

(in thousands) Gross future Sublease Net future
minimum lease rental minimum leas e
payments income payments
2004 $ 1,515 $ (688) $ 827
2005 1,522 (147) 1,375
2006 1,409 - 1,409
2007 1,363 - 1,363
2008 642 - 642
Thereafter - - -
Total $6,451 $ (835) $5,616

Total rent expense under operating leases forehesyended December 31, 2003, 2002, and 2001 wasapately $998,000, $999,000, and
$902,000, respectively.

In September 2001, the Company entered into a asiblagreement with ManTech International, Inc. ictv ManTech subleases 1,432 sq.
feet of space in the Columbia, Maryland facilitheTsublease is currently on a month to month basis.

In September 2001, the Company entered into a asiblagreement with MECx in which MECx sublease884dg;. feet of space in tl



Columbia, Maryland facility. The sublease is cutignn a month to month basis.

In May, 2003, the Company moved its Process Autmmadtusiness to its Columbia, Maryland facilityrfrahe 34,000 square foot facility in
Baltimore, Maryland where this business had beauteartered. The Company entered into a subleaseragnt with Alpharma USPD Inc.
to sublease 29,000 square feet of this Baltimor@,fitility for a five year period commencing on May2003. The subtenant may terminate
the lease at the end of the second or third yetireohgreement provided a six month notice is given

In conjunction with the sale of the Process busiiedNovatech LLC in September, 2003, the Compantgred into a sublease agreement
Novatech to sublease a portion of the Columbia,yldad facility for a on-year period.

Letters of credit and performance bonds

As of December 31, 2003, the Company was contitgéable for approximately $502,000 under six et of credit used as payment bonds
on contracts, all of which were secured by caslosiépclassified as restricted cash in the conatditibalance sheet. In addition, the
Company was contingently liable at December 313206 approximately $65,000 under a performancedtmmone contract, which was
secured by a bank guarantee of the Company's foseipsidiary.

Contingencies

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

14. Other related party transactions

Due to the Company's liquidity situation at the eh@000, GSE experienced some difficulties in prowy supplies from its vendors for
business operations. In January 2001, the Compateyesl into a purchasing arrangement with ManTelobraby ManTech dealt directly
with some of the Company's vendors, ordered thplggneeded and had the products shipped in a&meoedwvith the Company's instructic
Purchases under this agreement totaled $843,00Bdgrear ended December 31, 2001. This purchasmggement terminated in June 2(
The supplies purchased through ManTech were aahe prices at which the Company could have prddiesupplies directly.

In September 2001, the Company entered into a asiblagreement with ManTech, allowing ManTech tdesde 1,432 square feet of space
at the Company's Columbia, Maryland office thro&gptember 2002. Subsequent to September 2002abe s on a month to month basis.
For the years ended December 31, 2003, 2002 ard 206h sublease rentals amounted to $32,000, @32y8d $13,000, respectively.

In September 2001, the Company entered into aanalti with General Physics Corporation, one oféh€eihg suppliers of operator
instructional training programs for the Power inysin addition to cooperating in marketing of midual products, the companies will
combine some of General Physics' extensive traimatgrials and programs with GSE's power plant kitirmin models to provide interactive
and adaptive total training solutions. GSE willaalelp sell and distribute General Physics' GFEpcbto GSE's customer base.

On December 7, 2001, the Company agreed to makarceash and in-kind contributions to RedStorneS8tific, Inc. ("RedStorm") in
exchange for a 10.2% interest in RedStorm. RedSimarprivately held computational drug design camp Its technology (patents
pending), known as Fyrestar, utilizes bio-inforrostand computer-aided molecular design to creattdempounds that are developed into
successful new drugs. It greatly reduces the sagmif cost associated with screening thousandstehtial compounds common in the drug
development process.

The Company paid $50,000 to RedStorm in the foguidrter of 2001 and made additional cash paymér&2aD,000 in the year ended
December 31, 2002. GSE's in-kind contribution cstissbf the development of a graphical user interthat will allow scientists to easily
access and use the Fyrestar technology and théogevent of additional functionality to Fyrestaroating results to be graphically displayed
as the calculations take place. This will allowestists the opportunity to adjust their assumptiongal time and further improve results.
GSE will receive a perpetual, worldwide, royaltedt non-transferable exclusive license for RedStosoftware products solely in the power
markets.

One of the Company's directors is also on RedSsoBward of Directors and another director owns exiprately 0.5% of RedStorm. The
Company has accounted for its investment in Red®tming the equity method of accounting based omagement's conclusion that the
Company has significant influence with respech®aperations of RedStorm. During the year endezeber 2002, the Company recorded
a loss $59,000 on this investment. In 2003, the @om wroteeff the remaining balance of its investment,$270,86 the decline in fair val
was deemed to be other than temporary.

In October 2002, the Company purchased a Chindssdiary of ManTech. See the discussion of thisdaation in Note 16. Acquisitions.

In December 2003, GSE's Board of Directors eledtéth Moran, a GP Strategies executive with expeeiémthe power industry and
simulation technology, as Chief Executive Offiddr. Moran will continue as a GP Strategies employmavever, Mr. Moran will devot



100% of his time to the performance of his dutie€&0O of GSE. For 2003, GSE will reimburse GP Sgigs $35,000 for his compensation
and benefits; in 2004 GSE will reimburse GP Striae§300,000 for Mr. Moran's compensation and benef

In December 2003, GSE agreed to pay to Generai¢2hgsfully-owned subsidiary of GP Strategies,ragnately $35,000 for services
performed by General Physics personnel in the fioguarter 2003 for the implementation of the Mamagiet Services Agreement effective
January 1, 2004. See Note 20, Subsequent everaddition, GSE will reimburse General Physics $80,fbr coverage under General
Physics' directors and officers liability and untarénsurance for November and December 2003.

15. Employee benefits

The Company has a qualified defined contributianghat covers substantially all U.S. employeesu@ction 401(k) of the Internal
Revenue Code. Under this plan, the Company's atigilbasic contribution matches a portion of théiggpants' contributions based upon a
defined schedule. Contributions are invested bindapendent investment company in one or more@raé investment alternatives. The
choice of investment alternatives is at the electibeach participating employee. The Company'sritmrtions to the plan were approximat
$239,000, $215,000, and $293,000, for the yearsceicember 31, 2003, 2002, and 2001, respectively.

16. Acquisitions

In October 2002, the Company completed an acquisftr the Process business unit which was accdunteusing the purchase method. -
Company purchased the stock of ManTech Automatimie®ns (Beijing) Company Ltd, from ManTech Inteioaal Corp. The Chinese
company, which has seven employees, was renamedg8&ms Engineering (Beijing) Company Ltd. Thecpase price was $45,000 and
was allocated 100% to certain assets and propedgquipment.

In December 1997, the Company acquired 100% obti&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 $600j9088sh upon the closing of the
transaction and entered into a promissory notelgaya four annual installments of $100,000 eadhiti@ng on January 2, 1999. This
acquisition was accounted for under the purchagbadeFor the year ended December 31, 2002, théingamt consideration totaled
approximately $515,000, which the Company recoredn addition to goodwill. For the year ended Ddssr 31, 2001, there was no
contingent consideration.

17. Segment information

With the sale of the Company's Process business;dmpany has only one reportable segment. The @wyripas a wide range of knowlec
of simulation systems and the processes thosensystee intended to control and model. The Compdmgsr/ledge is concentrated heavily
the power generation industry. The Company is piilgnangaged in simulation for the power generafimfustry and simulation for the
process industries, with the vast majority of costes being in the nuclear power industry. Contrggigally range from 18 months to three
years. The Power business is comprised of thrdsiaiis: Power Simulation, Process Simulation, ameEency Management Simulatic

For the years ended December 31, 2003, 2002, &0ii B@e customer (Battelle's Pacific Northwest dtadl Laboratory) accounted for
approximately 29%, 23%, and 33%, respectivelyhef€ompany's consolidated revenue. The PacificiM@st National Laboratory is the
purchasing agent for the Department of Energy hagtojects the Company performs in Eastern andr@ldturope.

For the years ended December 31, 2003, 2002, &t 88%, 85%, and 76% of the Company's consolidateehue was from customers in
the nuclear power industry, respectively. The Comypesigns, develops and delivers business andaéayy solutions to the energy indus
worldwide. Approximately 70%, 56% and 73% of thengany's 2003, 2002, and 2001 revenue, respectiwely derived from international
sales of its products and services. Revenue, apgriatome

(loss) and identifiable assets for the Company’itddrStates, European, and Asian operations asdfax the years ended December 31,
2003, 2002, and 2001 are as follows:

(in thousands) Year Ended December 31, 2003
L:lnlted St ates Europe Asia  Eliminations Cons olldated
Contract revenue $21 214 $3,661 $ 144 $ - $ 25,019
Transfers between geographic locations 162 - - (162) -
Total contract revenue $21 376 $ 3,661 $ 144 $ (162) $ 25019
Operating income (Iossjzz:::::: $(1 ,313) $ 346 $(24) $- $(991)
Identifiable assets, at Dece:rrzltjgr:;f:: $41 423 $2,651 $40 $(27,578) $ 16,536

(in thousands) Year Ended December 31, 2002




United St
Contract revenue $18
Transfers between geographic locations

Total contract revenue $18

(in thousands) Year

Contract revenue $23
Transfers between geographic locations

Total contract revenue $23
Operating income (loss) $(1
Identifiable assets, at December 31 $40

ates Europe Asia  Eliminations Cons olidated
600 $1,575 $ 45 $ - $20-220
92 - - (92) -
692 $1575  $45  $(92) $20,220
,607)  $(716) $(18) $- $(3,341)
,000 $1,363 $52 $ (8,521) $ 28,894
Ended December 31, 2001
ates Europe Asia  Eliminations Cons o||dat-ed
070 $2439  $-  $- $ 25,509
123 37 - (160) -
193 $2476  $-  $(160) $25,509
388) $(52) $71 $- $ (1,369)
168 $1,921 $ 101 $(8,516) $ 33,674




18. Supplemental disclosure of cash flow infornmmatio

(in thousands) Years ended December 31,

2 003 2002 2001

Issuance of options/warrants to
non-employees (see Note 10) $ 86 $- $194

Conversion of related party note payable to
preferred stock (see Note 11) $- $- $3,900

Conversion of related party note payable to

common stock (see Note 11) $ 787 $- $-
Conversion of preferred stock to

common stock $ 3,900 $- $-
Cash paid:

Interest $ 668 $ 485 $ 845

Income taxes $138 $ 385 $434




19. 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, 2003 Quarterly Data
First Second Third Fourth
Quarter Quarter Quarter  Quarter
Contract revenue $ 4,975 $5545 $6,139 $8,360
Operating loss (157) (400) (197) (237)
Loss from continuing operations (135) (597) (313) (816)
Loss from discontinued operations (383) (535) (383) (370)
Net loss $ (518) $(1,132) $(696) $(1,186)
Basic loss per common share:
Continuing operations $(0.03) $(0.11) $(0.06) $(0.34)
Discontinued operations (0.07) (0.09) $(0.07) (0.04)
Net loss $ (0.10) $(0.20) $(0.13) $(0.38)
Diluted loss per common share:
Continuing operations $(0.03) $(0.11) $(0.06) $(0.34)
Discontinued operations (0.07) (0.09) (0.07) (0.04)
Net loss $(0.10) $(0.20) $(0.13) $(0.38)
(in thousands, except per share data) Year ended December 31, 2002 Quarterly Data
First Second Third Fourth
Quarter Quarter  Quarter Quarter
Contract revenue $4,573 $5215 $5,483 $4,949
Operating loss (772) (694) (336) (1,539)
Loss from continuing operations (1,558) (1,053) (382) (1,257)
Income (loss) from discontinued 1,990 1,176 300 (5,159)
operations = -emeemeeee
Net income (loss) $432 $ 123 $(82) $(6,416)

Basic earnings (loss) per common share:

Continuing operations $(0.27) $(0.19) $(0.07) $(0.22)
Discontinued operations $0.33 0.20 0.05 (0.88)
Net income (loss) $0.06 $0.01 $(0.02) $(1.10)

Diluted earnings (loss) per common share:

Continuing operations $(0.27) $(0.19) $(0.07) $(0.22)
Discontinued operations 0.33 0.20 0.05 (0.88)
Net income (loss) $0.06 $0.01 $(0.02) $(1.10)

The fourth quarter 2002 net loss includes a $21Bomipre-tax write down of an investment and aS8$illion increase in the Company's
deferred tax valuation allowance.

20. Subsequent events

General Physics Corporation is a wholly owned siiasy of GP Strategies. On March 30, 2004, the Gamgpvas added as an additional
borrower under the Financing and Security Agreerbetween General Physics Corporation and a finhimsiitution. Under the terms of the
agreement, $1.5 million of General Physics' avéglabedit facility has been carved out for usety Company. The line is collateralized by
substantially all of the Company's assets and ges/for borrowings up to 80% of eligible accoumtseivable and 80% of eligible unbilled
receivables. The interest rate on this line of ikiedased upon the LIBOR Market Index Rate pl4s @iith interest only payments due
monthly. The credit facility expires on August 2805.

On January 1, 2004, the Company entered into a fganant Services Agreement with GP Strategies Catiporin which GP Strategies
agreed to provide corporate support services to,G8Riding accounting, finance, human resouraggall network support and tax. In
addition, GSE will use General Physics' financijatem. GSE will pay an annual fee to General Pkysi$685,000. The term of the
agreement is one year, subject to earlier ternunainly upon the mutual consent of the partieti¢oagreement. The agreement ca



renewed for successive one-year terms.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.

ITEM 9A. CONTROLS AND PROCEDURES.

Within the 90day period prior to the filing of this report, G&tanagement, including the Chief Executive Officetl &€hief Financial Office
conducted an evaluation of the effectiveness ofitfmgn and operation of the Company's disclosoinérals and procedures as defined in
Exchange Act Rule 1384(c). Based on that evaluation, the Chief Opegdfifficer and Chief Financial Officer concludedttttze Company'
disclosure controls and procedures were effectvef dhe date of that evaluation. There have beesignificant changes in internal controls,
or in factors that could significantly affect intet controls, subsequent to the date the Chief @jpgr Officer and Chief Financial Officer
completed their evaluation.
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PART 1lI

The information required in response to Items 10,1P 13, and 14 is hereby incorporated by referénd¢he information under the captions
"Election of Directors", "Principal Executive Offics of the Company Who Are Not Also Directors", Bextive Compensation”, "Voting
Securities and Principal Stockholders", "Securityr@rship of Management”, "Certain Related Traneasti and "Principal Accountant Fees
and Services" in the Proxy Statement for the Compé2004 Annual Meeting of Shareholders.



PART IV
ITEM 15. 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

Consolidated Balance Sheets as of December 31,#802002 Consolidated Statements of Operationthéyears ended December 31,
2003, 2002, and 2001 Consolidated Statements ofp@mansive Loss for the years ended December 8B, 2002, and 2001 Consolidated
Statements of Changes in Stockholders' Equitytferyears ended December 31, 2003, 2002, and 20@dolated Statements of Cash
Flows for the years ended December 31, 2003, 20822001 Notes to Consolidated Financial Statements

(a)(2) List of Schedules

All other schedules to the consolidated finandiatesnents are omitted as the required informasagither 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 ieh are incorporated by reference are set forthénExhibit Index hereto.
(b) Reports on Form 8-K

Form 8-K was filed by the Registrant with the Sé@tes and Exchange Commission on October 8, 200&ich the Company filed the Sixth
Modification of the Company's Loan and Securityemgnent between GSE Systems, Inc. and PNC Bank N.A.

Form 8-K was filed by the Registrant with the Sétes and Exchange Commission on October 10, 266arding the sale of the Company's
Process Solutions business unit to NovaTech LLSeptember 25, 2003.

Form 8K was filed by the Registrant with the Securitiesl &xchange Commission on November 7, 2003 annogribe change in control
the ownership of the Company.



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, thereduatyp authorized.

GSE Systems, Inc.

By: /sl JOHN MORAN
John Moran
Chi ef Executive Oficer

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

Date: April 13, 2004 /sl JOHN MORAN
John Moran, Chief Executive Oficer
(Principal Executive Oficer)

Date: April 13, 2004 /'s/ JEFFERY G HOUGH
Jeffery G Hough, Senior Vice President
and Chief Financial Oficer
(Principal Financial and Accounting
O ficer)

Date: April 13, 2004
(Jerone |. Feldman, Chairman of the Board) By: [/s/ JEFFERY G HOUGH
(Dr. Sheldon L. @& ashow, Director Jeffery G Hough
(Scott N. Greenberg, Director Attorney-in-Fact

(Dr. Roger Hagengruber, Director
(Andrea Kantor, Director

(Joseph W Lewis, Director

(John A. Moore, Jr., Director
(Ceorge J. Pedersen, Director
(Dougl as Sharp, Director

— N e

A Power of Attorney, dated March 12, 2004, authiagzleffery G. Hough to sign this Annual ReportFarm 10-K for the fiscal year ended
December 31, 2003 on behalf of certain of the dimsoof the Registrant is filed as Exhibit 24 tsstAnnual 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 Description of Exhibit

3.
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Exhibit 10.1
MANAGEMENT SERVICES AGREEMENT

This Agreement is made as of January 1, 2004 bet@éxStrategies Corporation, a Delaware corporgtié®") and GSE Systems, Inc., a
Delaware corporation ("GSE").

WITNE S S ETHWHEREAS, GP has processesesystequipment and personnel capable of suppdhégusiness operations of its
own and other businesses; and WHEREAS, GSE hasafi¢led types of business support services that@&Mrovide and GSE wishes to
avail itself of services GP can provide; and WHEREBP and GSE desire in this Agreement to eviddme¢erms upon which GP shall
provide mutually agreed services; NOW, THEREFORE,dnsideration of the mutual promises set fortieime and for other good and
valuable consideration, the parties agree as fallow

ARTICLE I. - MANAGEMENT SERVICES

During the term of this Agreement, GP shall prowiae following support services to the extent anthe areas described (collectively, the
"Services"):

1. Supervision and administration of payroll andoyee-benefit services covering GSE employeedydtg the administration of health
care claims.

2. Obtaining and maintaining in force all insurapodicies necessary or appropriate in connectiadh @ISE's activities, provided that GP s
have no obligation to pay premiums or other feedeusuch insurance policies on GSE's behalf (andt@R be promptly reimbursed for any
insurance-related cost it incurs on GSE's behalf).

3. GP shall provide GSE with financial analysis angport, accounting and audit service and suppod,accounts payable services using the
systems, processes and practices utilized by GP.

4. GP shall provide GSE with legal advice throughn-house counsel, and supervision of matteesmed to outside counsel, including
assistance with respect to the preparation aneéweef SEC reports, general corporate and securit@ters, corporate governance issues,
issues relating to compliance with the SarbanegyAkt, claims, litigation, the preparation andiesy of contracts and other matters. GP
shall have the authority to engage on behalf of @&Side counsel satisfactory to GSE, provided $hah engagement shall be approved in
advance by GSE and further provided that all feesexpenses in connection with services rendereslibly counsel shall be borne by GSE.
5. GP shall assist GSE to comply with federalestatd local laws, rules and regulations applicabl8SE's activities, including the
preparation and filing of tax returns, reports atiter documents required of GSE by any public aitthor agency.

6. GP shall advise GSE in banking, financial arshaaanagement affairs, and shall use its bestteffmobtain payment and performance
bonds and letters of credit for GSE. Any fees chdrgy GP for obtaining such bonds or letters oflitifer GSE shall be based on
commercially reasonable terms and payment thesesiltiject to approval by GSE's independent direcliar the extent requested by GSE,
GP shall prepare and present to GSE's Board otire recommendations as to the appropriate mddimsaacing GSE's activities and shall
assist in the supervision of banking and other casitrol matters.

7. GP shall assist GSE in matters relating to pasictg, leasing, procurement, disposal and otheritées relating to resources utilized in its
business, and GSE shall receive the financial liteofesuch activities. By way of example only, iPGiegotiates a volume discount or other
savings relating to purchasing, such benefits slall directly to GSE. 8. GP shall assist GSE wiithoicing and collection services, but GP
shall not be a guarantor of the collectability o @mounts owed to GSE.

9. GP shall provide network support services andrftial system support services using the systachpmacesses used by GP. This includes
providing the actual financial system that GSE wiilize.

10. GP shall provide human resources advice amitssrto GSE management and GSE employees, ingadisistance regarding
employment issues, benefits, policies and procedame the administration thereof.

11. GP shall assist GSE with such other generabdnnistrative services as are necessary to e@&dieto function in the ordinary course
of business.

12. GP shall provide GSE with executive managersepport to assist GSE with business performancelandlopment.

ARTICLE Il. - PERSONNEL AND EXPENSES

GP shall employ and maintain a staff adequatdsijudgment, to provide management and adminiggaérvices to GSE pursuant to this
Agreement. In addition to the Compensation statedrticle VI, GSE shall reimburse GP any for anggenable travel and temporary living
expenses incurred while traveling and other reaslenaut-of-pocket costs incurred by its employeesroviding the services described in
Article | of this Agreement. GP shall invoice GS&agterly and GSE shall, within 30 days after theeigt of each such invoice, remit payn
to GP.

GSE shall pay directly to the provider/vendor, lbalsreimburse GP after the payment therefor by &lR;osts related to services furnishec
third parties, such as legal and accounting fessirance premiums, facility costs, printing coststs of consulting services furnished by
independent contractors, and all taxes and othreices requested by GSE or reasonably requiredriy out the objectives of this
Agreement. GP agrees to work with GSE in good faitminimize the use of third parties for any seeg contemplated hereunder and any
such third party use shall be governed by Artitlasd IlI.

ARTICLE lll. - EXTENT OF GP's AUTHORITY

GP shall not have the authority to obligate GSEafoy expenditure in excess of $10,000 or otheigahbn not outlined herein without prior
approval from an officer or other authorized mamagjeGSE.



ARTICLE IV. - CONFIDENTIAL INFORMATION

For purposes of this Agreement, "Confidential Infation” shall mean information disclosed to GP mown by GP or any of its officers,
directors, stockholders, agents or employees assequence of or through the performance by GRi®ftgreement, which in the reasona
judgment of GSE is not generally known in any intdus which GSE is engaged, about GSE's prodpectg;esses and services, includ
information relating to research, development, imikans, manufacturing, purchasing, accounting, megjiing, marketing, merchandising and
selling. Except as may be required by law or asired in the fulfillment of its duties under thiggfeement, GP will not, directly or indirect
use, disseminate or disclose any Confidential médiron, and GP shall take all steps reasonablyssecg to prevent the dissemination or
disclosure of Confidential Information by any of &gents or employees. Upon termination of thissAgrent, GP will return to GSE all
documents, records, notebooks and similar repés#taf such Confidential Information, including eepthereof, then in GP's possession,
whether prepared by GP, its agents, employeederstHowever, nothing in this Article 1V shall tége GP to segregate records, electronic
data or other information that would increase thst of providing the services under this Agreemamess GSE pays the additional cost of
doing so.

ARTICLE V. - COOPERATION

A. GSE shall make available to GP such informatienprds and other data as may be needed by G&ftomp the services required by this
Agreement. Any material misstatement by GSE orfailyre by GSE to inform GP of any material facttwiespect to GSE shall relieve GP
of any liability relating to such material fact @mission arising under this Agreement.

B. Each party hereto will, and will cause theiqrestive subsidiaries to, give one another reaseratiess (including duplication rights) to
any books, records, contracts, instruments and otf@mation used in the businesses of GP and @%®f to the date hereof which may
prove reasonably necessary to the other partyrinection with their respective businesses bothreedad after the date hereof.

ARTICLE VI. - COMPENSATION

As compensation for the services provided by GRurater, in addition to the reimbursement payabl@Raunder Article 1l above, GP shall
receive a total yearly fee of Six Hundred Eightye-Thousand Dollars ($685,000), which fee shakjpglicable to the first year and, if
exercised, the second year of this Agreement. dta yearly fee of $685,000 shall be reduced td$820 for the first year, and $590,000 for
the second year, in the event that GP does notdq@@/loan guarantee to GSE in the amount of $108Q0 Thereafter, any fee for the serv
provided by GP hereunder shall be agreed upon bar@FRGSE not less than 30 days prior to the comereant of any year, subject to
approval by GSE's independent directors. The fegpemsation for all services shall be payable ireequarterly installments on the last day
of each calendar year quarter (with the first syicarterly fee being due on April 1, 2004).

ARTICLE VII. - LIMITATION OF LIABILITY

In providing services hereunder, GP shall havetg ttuact, and to cause its agents to act, in sorebly prudent manner, but neither GP nor
any officer, director, employee or agent of GP Ishalliable to GSE for any error of judgment or take of law or for any loss incurred by
GSE in connection with the matters to which thigéegnent relates, except a loss resulting from wittiisfeasance, bad faith or gross
negligence on the part of GP or from GP's disregéambligations and duties under this Agreement.

ARTICLE VIII. - indemnificatlon GSE shall indemnifgnd hold harmless GP, its subsidiaries (other 3k and its subsidiaries) and their
respective stockholders, officers, directors anglegrees from and against any and all losses, lissi] claims, damages, costs and expenses
(including reasonable attorneys' fees and otheermsgs of litigation) to which such party may becaulgject arising out of the provision by
GP to GSE of services under this Agreement, bui sutemnity shall not protect any person againgtlability to which such person would
otherwise be subject by reason of willful misfeasarbad faith, gross negligence or disregard afjabibns and duties hereunder.
Notwithstanding the foregoing, in no event shallE3s liable for any consequential damay

article ix. - arbitration In the event the partiegeto shall not be able to agree as to the anadarty services rendered or expenses incurred
under this Agreement, or as to any other mattatirg to this Agreement, the matter shall be sitihe arbitration in New York in accordance
with the Commercial Arbitration Rules of the AmenicArbitration Association and the award rendengduzxh arbitrator(s) shall not be
subject to appeal and may be entered in any cawihg jurisdiction thereof.

ARTICLE X. - TERM

The term of this Agreement shall commence on the kareof and shall continue for a period of oney€hr, subject to earlier termination
only upon the mutual consent of the parties hevetat the election of one of the parties upon defauthe other in performance of its
obligations hereunder, provided that this Agreemmeay be renewed by GSE for successive one-yeastepwn notifying GP in writing at
least three (3) months prior to the end of thaahierm of this Agreement or any renewal therddfer the initial term, and only for any
renewal period, GSE may terminate the Agreemeamnwtime for its own convenience upon providing i@ at least sixty (60) days prior
written notice.

ARTICLE XI - OTHER PROVISIONS

1. Any notice provided for herein shall be in wrgiand shall be deemed to have been given if arhwhblivered personally or otherw



actually received after it is (i) deposited in theited States mail, certified, return receipt rexiad, postage prepaid, (ii) hand delivered by a

recognized courier service or otherwise, or (ajdd (with receipt confirmed) to the recipient added as follows:
If to GP:

777 Westchester Ave, 4th Floor
White Plains, New York 10604

Attn: Scott Greenberg, President Fax: (914) 2495974



If to GSE:

9189 Red Branch Road
Columbia, Maryland 21045

Attn: Jerry Jen
Fax: (410) 772-3599

Or addressed to any such party at any such otlieesslas such party shall have furnished by writtgite to the other.

2. This Agreement contains the entire agreememidest the parties with respect to the transactionseenplated herein and supersedes alll
previous written or oral negotiations, commitmesmsl writings with respect to such transactions.

3. Neither this Agreement nor any term hereof maglmanged, amended, modified, waived, dischargéehminated other than by an
agreement in writing signed by the parties heraal, the waiver of any provision of this Agreemdrdlbnot constitute a general waiver or a
waiver of any other provision hereof.

4. In the event any provision of this Agreemerdeslared to be invalid or unenforceable the rermeziind this Agreement shall be considered
valid and enforceable in accordance with its teransl the parties shall endeavor to replace thdithsaunenforceable provision with a new
provision as close as possible to the original ihaalid and enforceable.

5. This Agreement may be executed in one or mawateoparts, each of which shall be deemed an aligamd all of which together shall
constitute one and the same instrument.

6. This Agreement shall be governed by the lawb@fState of New York and inure to the benefithef successors and assigns of the parties
hereto, provided that this Agreement may not bagasd by either of the parties hereto without tHerpwritten consent of the other party
hereto.

7. This Agreement is subject to the prior apprafdbSE's independent directors.

IN WITNESS WHEREOF, the undersigned have executedAgreement as of the date first above written.
GP STRATEGIES CORPORATION GSE SYSTEMS, INC.

By: By: Title: Title:




Exhibit 10.2

FIRST AMENDMENT TO FINANCING AND SECURITY
AGREEMENT

THIS FIRST AMENDMENT TO FINANCING AND SECURITY AGREMENT (this

"Agreement") is made as of the 30th day of Mar€i)£, by GENERAL PHYSICS CORPORATION, a corporatganized under the laws
of the State of Delaware ("General Physics") andLERIGHT, INC., a Delaware corporation ("SkillrightGeneral Physics and Skillright ¢
hereinafter referred to collectively as "the "Baves"), GSE SYSTEMS, INC., a corporation organizeder the laws of the State of Delaw
("GSE Systems"), GSE POWER SYSTEMS, INC., a Delavearporation ("GSE Power") and MSHI, INC., a Virgi corporation ("MSHI";
GSE Systems, GSE Power and MSHI are hereinafterresf to collectively as "GSE"), jointly and sevMgrand WACHOVIA BANK,
NATIONAL ASSOCIATION, a national banking associati¢the "Lender")

RECITALS

A. The Borrower, MXL Industries, Inc. ("MXL") andhé Lender are parties to a Financing and Secugteément dated August 13, 2003 |
same, as amended, modified, substituted, exteratedsenewed from time to time, the "Financing Agneat").

B. The Financing Agreement provides for some ofatpeeements between the Borrower and the Lendbrrespect to a revolving credit
facility in an amount not to exceed $25,000,000.

C. Pursuant to Section 2.4.12 of the Financing Agrent, the Borrower has notified the Lender thatlaigations of MXL shall be
terminated, and therefore the Financing Agreemieait be deemed modified to eliminate all referertoelsIXL and any and all obligations of
MXL under the Financing Agreement and all of thieestFinancing Documents.

D. The Borrower has requested that the Lender raaéidable to GSE a revolving credit facility in theaximum principal amount of
$1,500,000 as a part of the revolving credit factiescribed in Recital B above.

E. The Lender is willing to agree to the Borrowegguest on the condition, among others, thatAgieement be executed by the Borrower
and GSE.

AGREEMENTS

NOW, THEREFORE, in consideration of the premises fan other good and valuable consideration, reagigvhich is hereb
acknowledged, the Borrower and the Lender agrédellasvs:

1. The Borrower and the Lender agree that the Rlsabove are a part of this Agreement. Unlesswike expressly defined in this
Agreement, terms defined in the Financing Agreersiatl have the same meaning under this Agreement.



2. The Borrower and the Lender agree that on the liereof the aggregate outstanding principal lcglamder the Revolving Credit Note
(subject to change for returned items and otharsagljents made in the ordinary course of busineskd,244,984.

3. The Borrower represents and warrants to the &easl follows:

(a) Borrower is a corporation duly organized, aatidly existing and in good standing under the lafvthe State of Delaware and is duly
qualified to do business as a foreign corporatingaod standing in every other state wherein timelgot of its business or the ownership ¢
property requires such qualification;

(b) Borrower has the power and authority to exeeuig deliver this Agreement and perform its oblzd hereunder and has taken all
necessary and appropriate action to authorizexbeution, delivery and performance of this Agreetnen

(c) The Financing Agreement, as heretofore ameadddas amended by this Agreement, and each othikee Binancing Documents remains
in full force and effect, and each constitutesvthid and legally binding obligation of Borrowemnferceable in accordance with its terms;

(d) All of Borrower's representations and warrasmtientained in the Financing Agreement and therdtlmancing Documents are true and
correct on and as of the date of Borrower's exeoudf this Agreement; and

(e) No Event of Default and no event which, withio®, lapse of time or both would constitute an iiwef Default, has occurred and is
continuing under the Financing Agreement or theo&inancing Documents which has not been waiveriting by the Lender.

4. The Financing Agreement is hereby amended kmifel

(a) Section 1.1 (Certain Defined Terms) is moditigddeleting the following defined terms in theittieety and inserting the following in
place thereof:

"Collateral" means the Borrower Collateral and @®E Collateral.

"Credit Facility" means the Revolving Credit Fagilithe Letter of Credit Facility or the GSE Loas, the case may be, and "Credit Facilities"
means collectively the Revolving Credit FacilitiyetLetter of Credit Facility and the GSE Loan anyg and all other credit facilities now or
hereafter extended under or secured by this Agreeme

"Guarantor" or "Guarantors" means GP Strategiep@ation, a corporation organized and existing utige laws of the State of Delaware
("GPX") and its successors and assigns.



"Guaranty" means that certain guaranty of paymenthfe benefit of Lender dated the date hereof f@&RX, as the same may from time to
time be extended, amended, restated or otherwisifigth

"Note" means the Revolving Credit Note or the GSEd\and "Notes" means collectively the Revolvirrgdit Note, the GSE Note and any
other promissory note which may from time to tirvédence all or any portion of the Obligations.

"Permitted Uses" means (a) as to Borrower, to agite existing indebtedness owed to Fleet NatioaakBLaSalle Business Credit, Inc. and
Washington Mutual Bank, FA (the successor in irdete Dime Savings Bank of New York, FSB) and fengral working capital purposes
arising in the ordinary course of Borrower's busgand to support the issuance of Letters of Ceedit(b) as to GSE for general working
capital purposes arising in the ordinary cours&8E's business.

"Prepayment” means a Revolving Loan Mandatory Bmgat, a Revolving Loan Optional Prepayment, a G&Biadatory Prepayment or a
GSE Optional Prepayment, as the case may be, aagdyments" mean collectively all Revolving Loanridatory Prepayments, Revolving
Loan Optional Prepayments, GSE Mandatory Prepayyar GSE Optional Prepayments.”

(b) Section 1.1 (Certain Defined Terms) is modifilydadding the following defined terms:

"Cash Flow means as to GSE and its Subsidiariearfpperiod of determination thereof, the sum dtlia net profit (or loss) determined in
accordance with GAAP consistently applied lessa@imidends or distributions and less any capitalim=karch and development expense,
plus (b) depreciation and amortization, plus (t¢lest expense.

"Debt Service" means as to GSE and its Subsidiéoresny period of determination thereof an amaquial to the total of the aggregate
amount of all payments of principal and interegshwespect to Indebtedness for Borrowed Money dE @8d its Subsidiaries scheduled to be
due and payable during such period.

"Debt Service Coverage Ratio means as to GSE ar@lbsidiaries for the period of any determinati@ratio of (a) Cash Flow to (b) Debt
Service

"GSE" means GSE Systems Inc., a Delaware corpaotat®successors and assigns.”

"GSE Borrowing Base" has the meaning described in
Section 2.5.3 (GSE Borrowing Base).



"GSE Borrowing Base Deficiency" has the meaningdbed in
Section 2.5.3 (GSE Borrowing Base).

"GSE Borrowing Base Report" and "GSE Borrowing BReports" have the meanings described in Sectm8 2GSE Borrowing Base).

"GSE Collateral" means all property of GSE subfeain time to time to the Liens of this Agreementy af the Security Documents and/or
any of the other Financing Documents, together aith and all Proceeds thereof.

"GSE Collateral Account" has the meaning describheSection
2.5.8 (GSE Collateral Account).

"GSE Eligible Receivables" means Eligible Receieatds defined herein, as related to GSE only anthedorrower.
"GSE Loan" has the meaning described in Sectiorl ZGSE Revolving Credit Facility).

"GSE Loan Account: has the meaning described itiGec
2.5.9 (GSE Loan Account.

"GSE Lockbox" has the meaning described in Se@iér8 (GSE Collateral Account).

"GSE Mandatory Prepayment" and "GSE Mandatory Bmagats" have the meanings described in Sectiob P\Nandatory Prepayments of
GSE Loan).

"GSE Note" has the meaning described in Sectioh ZGSE Revolving Credit Note).

"GSE Optional Prepayment" and "GSE Optional Pregays! have the meanings described in Section 23ptional Prepayments of GSE
Loan).

"GSE Revolving Credit Committed Amount" has the nmirg described in Section 2.5.1 (GSE Revolving Gredcility)

"GSE Revolving Credit Commitment Period" meansphgod of time from March 30, 2004 to the BusinBsy preceding the Revolving
Credit Termination Date.

"GSE Unbilled Receivables" means Receivables whibkerwise qualify as GSE Eligible Receivables bhiclv shall be billed within fifteen
(15) days after the last day of the prior month aredincluded in GSE's General Ledger Account nurhit60-0001 titled "Sales earned not
billed".

"GSE Unused Line Fees" and individually, a "GSE &kuiLine Fee" have the meanings described in $e21t010 (GSE Unused Line Fee)."



(c) Section 2.1.1 (Revolving Credit Facility) isreby deleted in its entirety and the following e&réby inserted in its place:
"2.1.1 Revolving Credit Facility.

Subject to and upon the provisions of this Agreetirieender establishes a revolving credit facilityfavor of Borrower. The aggregate of all
advances under the Revolving Credit Facility (whintludes advances of the GSE Revolving Credit CatathAmount) is sometimes
referred to in this Agreement as the "Revolving h'ba

The principal amount of Twenty Five Million Dolla($25,000,000) is the "Revolving Credit Committechdunt".

During the Revolving Credit Commitment Period, Lendgrees to make advances under the Revolvingt@@allity in accordance with the
provisions of this Agreement; provided that afteingg effect to Borrower's request, the outstanginigcipal balance of the Revolving Loan
and all Letter of Credit Obligations would not e&dethe lesser of (a) the Revolving Credit Commita@dount less the GSE Loan or (b) the
then most current Borrowing Base.

Unless sooner paid, the unpaid Revolving Loan,ttegewith interest accrued and unpaid thereon,aimather Obligations shall be due and
payable in full on the Revolving Credit Expiratibate."

(d) Section 2.3(a) is hereby deleted in its entieatd the following is hereby inserted in its ptace

"(a) Each advance of the Revolving Loan and the G&h shall bear interest until maturity (whethgrdeceleration, declaration, extension
or otherwise) at the Applicable Rate as determineatcordance with the provisions of this Section."

(e) Section 2.4.1 is hereby deleted in its entiegtyl the following is hereby inserted in its place:
"2.4.1 Borrowers' Representatives.

(a) Borrower: Lender is hereby irrevocably authediby Borrower and GSE to make advances underehielfAng Loan to Borrower
pursuant to the provisions of this Agreement uganwtritten, oral or telephone request of any oneorre of the Persons who is from time to
time a Responsible Officer of Borrower under thevisions of the most recent certificate of corpenasolutions and/or incumbency of
Borrower on file with Lender. Lender assumes npoesibility or liability for any errors, mistakeand/or discrepancies in the oral,
telephonic, written or other transmissions of amstriuctions, orders, requests and confirmationiseteld by Borrower to Lender in
connection with the Credit Facilities, any advantéhe Revolving Loan, any Letter of Credit or astier transaction in connection with the
provisions of this Agreement.

(b) GSE: Lender is hereby irrevocably authorizedBbyrower and GSE to make advances under the GaB toGSE pursuant to the
provisions of this Agreement upon the written, anatelephone request of any one or more of thedPerwho is from time to time a
Responsible Officer of GSE under the provisionthefmost recent certificate of corporate resolgiand/or incumbency of GSE on file with
Lender. Lender assumes no responsibility or ligbibr any errors, mistakes, and/or discrepancidbé oral, telephonic, written or other
transmissions of any instructions, orders, requastisconfirmations delivered by GSE to Lender inrezrtion with the GSE Loan or any ot
transaction in connection with the provisions a$ thgreement.”

(f) The following section is added to Article IIi§€ Credit Facilities): "Section 2.5 The GSE RevalyvCredit Facility. Section 2.5.1 GSE
Loan. Subject to and upon the provisions of thise&gent and as a part of the Revolving Credit Cammnit, Lender establishes a revolving
credit facility in favor of GSE. The aggregate #falvances under the GSE Revolving Credit Facifitgometimes referred to in this
Agreement as the "GSE Loan".

The principal amount of One Million Five Hundredddsand Dollars ($1,500,000) is the "GSE Revolvingdd Committed Amount" and
shall be included in and a part of the Revolvingdir Committed Amount.

During the GSE Revolving Credit Commitment Peribender agrees to make advances under the GSE Ray@vedit Facility in
accordance with the provisions of this Agreemertdyjuled that after giving effect to GSE's requést.the outstanding principal balance of
the GSE Loan would not exceed the lesser of (iJ3B& Revolving Credit Committed Amount of (ii) ttteen most current GSE Borrowing
Base and

(b) the outstanding principal balance of the Revm\Loan, the GSE Loan and all Letter of Crediti@dtions would not exceed the
Revolving Credit Committed Amount.

Unless sooner paid, the unpaid GSE Loan, togethhbrimterest accrued and unpaid thereon, and b#raDbligations shall be due and payi
in full on the Revolving Credit Expiration Date.

Section 2.5.2 Procedure for Making Advances UnidemRevolving Loan; Lender Protection Loans.

Borrower may borrow under the GSE Revolving Cré&ditility on any Business Day. Advances under th&l&@an shall be deposited to a
demand deposit account of GSE with Lender (or dili#€ of Lender) or shall be otherwise applieddagcted by GSE, which directic



Lender may require to be in writing. No later tHh00 p.m.(Eastern Time) on the date of the re@ddsbrrowing, GSE shall give Lender
oral or written notice (a "Loan Notice") of the anmb and (if requested by Lender) the purpose ofé¢lj@ested borrowing. Any oral Loan
Notice shall be confirmed in writing by GSE withiree (3) Business Days after the making of theestpd advance under the GSE L
Each Loan Notice shall be irrevocable.

In addition, GSE hereby irrevocably authorizes Learat any time and from time to time, without funtliequest from or notice to GSE, to
make advances under the GSE Loan, and to estabitstout duplication, reserves against the GSE @eimg Base, which Lender, in its sole
and absolute discretion, deems necessary or apg@ s protect the interests of Lender, includiwghout limitation, advances and reserves
under the GSE Loan made to cover debit balancé#®itGSE Loan Account, principal of, and/or inteistthe GSE Loan, the Obligations
(including, without limitation, any Letter of CradDbligations), and/or Enforcement Costs, priormto, or after the termination of other
advances under this Agreement, regardless of whtbeutstanding principal amount of the GSE Lthaat Lender may advance or reserve
hereunder exceeds the GSE Revolving Credit Cominitaount or the GSE Borrowing Base. Lender shathcmnicate to Borrower from
time to time any action taken under this parageipiter orally or in writing.

2.5.3 GSE Borrowing Base. As used in this Agreenthietterm "GSE Borrowing Base" means at any temeamount equal to the aggregate
of (a) eighty percent (80%) of the amount of GSIgiBle Receivables and (b) eighty percent (80%E8E Unbilled Receivables.

The GSE Borrowing Base shall be computed baseti®GSE Borrowing Base Report most recently delivéoeand accepted by Lender in
its sole and absolute discretion. In the event &#& to furnish a GSE Borrowing Base Report regdiby Section 2.5.4 (GSE Borrowing
Base Report), or in the event Lender believesaf@SE Borrowing Base Report is no longer accutateder may, in its sole and absolute
discretion exercised from time to time and withlimiting its other rights and remedies under thgrdement, suspend the making of or limit
advances under the GSE Loan.

If at any time the total of the aggregate princigalount of the GSE Loan exceeds the GSE BorrowaseBa borrowing base deficiency
("GSE Borrowing Base Deficiency") shall exist. Edithe a GSE Borrowing Base Deficiency exists, G&Ehe sole and absolute discretion
of Lender exercised from time to time, shall pagy @SE Borrowing Base Deficiency ON DEMAND to Lender

Without implying any limitation on Lender's disdmt with respect to the GSE Borrowing Base, theeda for GSE Eligible Receivables
contained in the definition of GSE Eligible Recdiles is in part based upon the business operatioBSE existing on or about March 30,
2004 and upon information and records furnisheldetader by GSE. If at any time or from time to tilmereafter, the business operations of
GSE change or such information and records furdisbé.ender is incorrect or misleading, Lendernsndiscretion, may at any time and from
time to time during the duration of this Agreemehnange such criteria or add new criteria. Lendall lommunicate such changed or
additional criteria to GSE from time to time eitloeally or in writing.

2.5.4 GSE Borrowing Base Report.

GSE will furnish to Lender no less frequently thanthly and at such other times as may be requésteeénder a report of the GSE
Borrowing Base (each a "GSE Borrowing Base Repodilectively, the "GSE Borrowing Base Reports"}hie form required from time to
time by Lender, appropriately completed and dulyietd. The GSE Borrowing Base Report shall conteraimount and payments on the (
Receivables, both billed and unbilled, and thewdatons of the GSE Borrowing Base, all in suchadeaind accompanied by such supporting
and other information, as Lender may from timeintetrequest. Upon Lender's request GSE will proldgleder with (a) confirmatory
assignment schedules; (b) copies of Account Debtaices; (c) evidence of shipment or delivery; &ddsuch further schedules, documents
and/or information regarding the Receivables, tiiited and unbilled, as Lender may reasonably meqdihe items to be provided under this
subsection shall be in form satisfactory to Lended certified as true and correct by a Respon€§iMfieer (or by any other officers or
employees of GSE whom a Responsible Officer franetio time authorizes in writing to do so), andwekd to Lender from time to time
solely for Lender's convenience in maintaining rdsof the Collateral. The failure of GSE to defie@y of such items to Lender shall not
affect, terminate, modify, or otherwise limit theehs of Lender on the Collateral.

2.5.5 GSE Revolving Credit Note.

The obligation of GSE to pay the GSE Loan, witleiest, shall be evidenced by a promissory notédastime to time extended, amended,
restated, supplemented or otherwise modified, B8E Note") substantially in the form of EXHIBIT Ba2tached hereto and made a part
hereof, with appropriate insertions. The GSE Nbwlde dated as of March 30, 2004, shall be paytbthe order of Lender at the times
provided in the GSE Note, and shall be in the pmicamount of the GSE Revolving Credit Committeti@dunt. GSE acknowledges and
agrees that, if the outstanding principal balarfab® GSE Loan outstanding from time to time excatbe@ face amount of the GSE Note, the
excess shall bear interest at the Post-Default Ratbe GSE Loan and shall be payable, with aatiogerest, ON DEMAND. The GSE Note
shall not operate as a novation of any of the @liligps or nullify, discharge, or release any subligations or the continuing contractual
relationship of the parties hereto in accordandh thie provisions of this Agreement.

2.5.6 Mandatory Prepayments of GSE Loan. GSE sfaite the mandatory prepayments (each a "GSE Maydatepayment" and
collectively, the "GSE Mandatory Prepayments")ief GSE Loan at any time and from time to time ichsamounts as is required pursuar
Section 2.5.3 (GSE Borrowing Base) in order to carey GSE Borrowing Base Deficiency.

2.5.7 Optional Prepayments of GSE Loan. GSE sl lthe option, at any time and from time to titogyrepay (each a "GSE Optional
Prepayment" and collectively the "GSE Optional Ryepents") the GSE Loan, in whole or in part withptgmium or penalty



2.5.8 The GSE Collateral Account. GSE will depasitcause to be deposited, all Items of Paymeatttank account or bank accounts
designated by Lender and from which Lender alorsepuaver of access and withdrawal (collectively,"BSE Collateral Account”). In the
case of any deposit that is made by GSE manuadly {he payment is received by the GSE ratherbleamy delivered to the GSE Lockbox or
wired to the Collateral Account), such deposit khalmade not later than the next Business Day tifeedate of receipt of the Items of
Payment. The Iltems of Payment shall be depositpdeicisely the form received, except for the enelments of GSE where necessary to
permit the collection of any such Items of Paym&8E hereby agreeing to make such endorsemettie levent GSE shall fail to do so,
Lender is hereby authorized by GSE to make thersedrent in the name of GSE. Prior to such a degdSiE will not commingle any ltems
of Payment with any of the other funds or propeftiSE, but will hold them separate and apartusttand for the account of Lender.

GSE shall direct its Account Debtors that all Itesh$ayment are to be either (a) wired to the G8Hateral Account or (b) mailed to one or
more post-office boxes designated by Lender, suth other additional or replacement post-officedsgpursuant to the request of Lender
from time to time (collectively, the "GSE LockboxDender shall have unrestricted and exclusivessctethe Lockbox.

GSE hereby authorizes Lender to inspect all ItehiBagment, endorse all Items of Payment in the naf@&SE, and deposit such Items of
Payment in the GSE Collateral Account. Lender rnesethe right, exercised in its sole and absoligeretion from time to time, to provide to
the GSE Collateral Account credit prior to finalleotion of an Item of Payment and to disallow éréar any Item of Payment which is
unsatisfactory to Lender. In the event ltems ofrRayt are returned to Lender for any reason wha&peender may, in the exercise of its
discretion from time to time, forward such ItemsRayment a second time. Any returned Items of Paystell be charged back to the
Collateral Account, the GSE Loan Account, or otherount, as appropriate.

Lender will apply the whole or any part of the eglied funds credited to the GSE Collateral Accagtinst the GSE Loan (or with respect to
Items of Payment that are not proceeds of Accoomédter the occurrence and during the continuafi@ga Event of Default, against any of
the Obligations) or credit such collected funda wepository account of GSE with Lender (or anlfsfié of Lender), the order and method of
such application to be in the sole discretion afider.

2.5.9 GSE Loan Account. Lender will establish aradntain a loan account on its books (the "GSE La&atount") to which Lender will (a)
debit (i) the principal amount of each advancehef&SE Loan made by Lender hereunder as of thextide, (ii) the amount of any interest
accrued on the GSE Loan as and when due, andrijipther amounts due and payable by GSE to Ldrmlartime to time under the
provisions of this Agreement in connection with @8E Loan, including, without limitation, EnforcenteCosts, Fees, late charges, and
service, collection and audit fees, as and wheratidepayable, and (b) credit all payments made 8 @ Lender on account of the GSE
Loan as of the date made including, without liniaf funds credited to the GSE Loan Account from &SE Collateral Account. Lender ir
debit the GSE Loan Account for the amount of aylbf Payment that is returned to Lender unpaibcrldit entries to the GSE Loan
Account are conditional and shall be readjustedfdlse date made if final and indefeasible paynienbt received by Lender in cash or
solvent credits. Any and all periodic or other stagnts or reconciliations, and the information aorgd in those statements or reconciliati
of the GSE Loan Account shall be final, binding aedclusive upon GSE in all respects, absent msirdfgor, unless Lender receives
specific written objection thereto from GSE withiinirty (30) Business Days after such statemenéeoomciliation shall have been sent by
Lender.

2.5.10 GSE Unused Line Fee.

GSE shall pay to Lender a revolving credit facifigg (collectively, the "GSE Unused Line Fees" amttividually, a "GSE Unused Line Fee")
in an amount equal to three-eighths percent (388 annum of the average daily unused and undistyosrtion of the GSE Revolving
Credit Committed Amount in effect from time to timecruing during each quarter. The accrued andidmuation of the GSE Unused Line
Fee shall be paid in arrears by GSE to Lender erfitst day of each September, December, Marchland, commencing on the first such
date following the date hereof, and on the Revgl\@nedit Termination Date.

2.5.11 GSE Origination Fee.

GSE shall pay to Lender on or before March 30, 280#hn origination fee in the amount of Fifteeroliand Dollars ($15,000), which fee
has been fully earned and is non-refundable.”

Exhibit A to this Agreement shall be deemed to Rbikit B-2 to the Financing Agreement.
(9) Section 3.2.2 (MXL Collateral) is hereby dette its entirety and the following is insertedpilace thereof:

"Section 3.2.2 GSE Collateral.

(a) GSE hereby assigns, pledges and grants to Lesmtk agrees that Lender shall have a perfectg@d@ntinuing security interest in, and

Lien on, (i) all of GSE's Accounts, Inventory, ClehPaper, Documents, Instruments, Equipment, invest Property, and General
Intangibles (in which GSE is permitted under thenethereof to grant a security interest) and G 8E's deposit accounts with any financial
institution with which GSE maintains deposits, wieetnow owned or existing or hereafter acquiredri®ing, (ii) all returned, rejected or
repossessed goods, the sale or lease of whichhghadlgiven or shall give rise to an Account ort@Hdaper, (iii) all insurance policies
relating to the foregoing and the right to reca®finds of unearned insurance premiums under thalgges, (iv) all books and records in
whatever media (paper, electronic or otherwisednebed or stored, with respect to the foregoinga@hBquipment and General Intangibles
necessary or beneficial to retain, access andémegss the information contained in those booksraodrds; and (v) all Proceeds and products
of the foregoing. GSE further agrees that Lendall $tave in respect thereof all of the rights aghedies of a secured party under



Uniform Commercial Code as well as those providethis Agreement, under each of the other FinanBioguments to which it is a party
and under applicable Laws.

(b) GSE covenants and agrees that GSE shall praedder with all necessary information and will exte and deliver such documents a
required to comply with the Federal Assignment tafilis Act of 1940 (31 U.S.C. ss.3727 and 41 U.S<L15), to perfect Lender's security
interest in the Accounts arising under Governmaartitéacts with a contract value equal to or gretiten Fifty Thousand Dollars ($50,000)
and such other Government Contracts as Lender etayrdine in its sole discretion.”

(h) The following section is hereby added to Secidl (Affirmative Covenants - Borrower):
"7.1.23 Financial Covenants - GSE.

(a) Total Liabilities to Tangible Net Worth. GSEadlmaintain, at all times a ratio of Total Liali#is to Tangible Net Worth not greater than
3.0to 1.0.

(b) Commencing March 31, 2004 GSE will maintain,aoconsolidated basis and tested as of the lastfdegch of GSE's fiscal quarters for
the four (4) quarter period ending on that datéeht Service Coverage Ratio of not less 1.2 tofdrd@vided, however, this covenant for the
period ending March 31, 2004 shall be calculatednbitiplying the Cash Flow as of March 31, 2004abfactor of 4; for the period ending
June 30, 2004 shall be calculated by multiplying @lggregate Cash Flow as of March 31, 2004 and3Wr2004 by a factor of 2; and for the
period ending September 30, 2004 shall be calailayemultiplying the aggregate Cash Flow as of M&t, 2004, June 30, 2004 and
September 30, 2004 by a factor of 1.33.

(i) All references to MXL shall be deemed to beetedl from the Financing Agreement as of the datedieMXL is hereby released from a
and all obligations under the Financing Agreement.

(j) Section 9.1 (Notices) is modified by adding thlowing to the list of parties:

"GSE" GSE Systems
9189 Red Branch Road
Columbia, MD 21045
Attention: Jeffery G. Hough

with a copy to: GP Strategies Corporation 777 Wresgter Avenue, 4th Floor White Plains, NY 10604eAtion: Andrea Kantor, Esquire

5. The agreements of the Lender under this Agreearersubject to fulfillment on or before the dateéhis Agreement of the following
conditions precedent in a manner satisfactory imfand substance to Lender and its counsel:

(a) Organizational Documents - GSE: Lender shalehaceived:
(i) a certificate of good standing certified by tBecretary of State, or other appropriate Governahéwthority, of the state of formation of
GSE;

(i) a certified copy from the appropriate Govermtad Authority under which GSE is organized, of GS&rganizational documents and all
recorded amendments thereto;

(iii) a certificate of qualification to do businessrtified by the Secretary of State or other Goxental Authority of each jurisdiction in whi
the character of the properties owned by GSE warhith the transaction of its business makes suelifmation necessary; and

(iv) a certificate dated as of the date of this@ament by the Secretary or an Assistant SecretdbB& covering:
(A) true and complete copies of GSE's organizatiand governing documents and all amendments theret

(B) true and complete copies of the resolutiongsoBoard of Directors authorizing (1) the execatidelivery and performance of the
Financing Documents to which it is a party, (2) bloerowings hereunder, and (3) the granting ofLlees contemplated by this Agreement
and the Financing Documents to which GSE is a party

(C) the incumbency, authority and signatures ofaffieers of GSE authorized to sign this Agreemeemd the other Financing Documents to
which GSE is a party; and (D) the identity of GSétisrent directors.

(b) Opinion of GSE's Counsel. Lender shall haveire the favorable opinion of counsel for GSE added to Lender.

(c) Note. Lender shall have received the GSE Nmirforming to the requirements hereof and exechyeal Responsible Officer of GSE and
attested by a duly authorized representative of GSE

(d) Financing Documents and GSE Collateral. GSH bhse executed and delivered the Financing Docusi® be executed by it, and st



have delivered original Chattel Paper, Instrumentgestment Property, and related GSE Collaterdlahopinions and other documents
contemplated by ARTICLE Il (The Collateral).

(e) Other Financing Documents. In addition to tiraRcing Documents to be delivered by GSE, LenHall ave received all other
Financing Documents duly executed and delivereBdrgons other than GSE.

(f) Other Documents, Etc. Lender shall have reabsugch other certificates, opinions, documentsiasiiuments confirmatory of or otherw
relating to the transactions contemplated herebyashave been reasonably requested by Lender.

(g) Payment of Fees. Lender shall have receivethpayof any Fees due on or before the date hereof.

(h) Collateral Disclosure List. GSE shall have deded to Lender a Collateral Disclosure List regdiunder the provisions of
Section 3.3 (Collateral Disclosure List) duly exitliby a Responsible Officer of GSE.

() Recordings and Filings. GSE shall have: (ihauized, executed and/or delivered all Financingioents required to be filed, registered
or recorded in order to create, in favor of Lendgperfected Lien in the Collateral (subject owlyte Permitted Liens) in form and in
sufficient number for filing, registration, and oeding in each office in each jurisdiction in whistich filings, registrations and recordations
are required, and (ii) delivered such evidenceexsder deems satisfactory that all necessary fiieg and all recording and other similar fi
and all Taxes and other expenses related to sliregpsfi registrations and recordings will be or haeen paid in full.

() Insurance Certificate. Lender shall have reediinsurance certificates in accordance with tloeipions of the Financing Agreement.

(k) Landlord's Waivers. Lender shall have receigedgaiver from the landlord of the 9189 Red Brandad Columbia, Maryland location
leased by Borrower in form reasonably acceptableetaler and its counsel in their sole and absaligeretion.

() Borrowing Base Report. Lender shall have reedia current GSE Borrowing Base Report.

6. GSE hereby joins in the Financing Agreement lasreower for the purpose of rendering the repregEms, warranties and covenants
contained in the Financing Agreement, as amendegbiie

7. The Borrower hereby issues, ratifies and cordithe representations, warranties and covenantained in the Financing Agreement, as
amended hereby. The Borrower agrees that this Aggeeis not intended to and shall not cause a fvatith respect to any or all of the
Obligations.

8. GSE shall pay at the time this Agreement is eteztand delivered all fees, commissions, costmges, taxes and other expenses incurred
by the Lender and its counsel in connection with greement, including, but not limited to, reaable fees and expenses of the Lender's
counsel and all recording fees, taxes and charges.

9. This Agreement may be executed in any numbduplficate originals or counterparts, each of sughlidate originals or counterparts shall
be deemed to be an original and all taken togeshall constitute but one and the same instruméve.Borrower agrees that the Lender may
rely on a telecopy of any signature of the Borrawidre Lender agrees that the Borrower may rely tategopy of this Agreement executec
the Lender.

IN WITNESS WHEREOF, the Borrower and the Lenderehaxecuted this Agreement under seal as of theatiatgear first written above.

WITNESS OR ATTEST: GENERAL PHYSI CS CORPORATION

By:
(SEAL)
Name:
Title:

WITNESS OR ATTEST: SKILLRIGHT, | NC.
By: (SEAL)
Name:
Title:

WITNESS OR ATTEST: GSE SYSTEMS, INC.



Title:

By:
Name:

WITNESS OR ATTEST:

By:

Name:

Title:

GSE POWER SYS

TEMS, INC.

(SEAL)

(SEAL)



WITNESS OR ATTEST: MSHI, INC.

By:
(SEAL)
Name:
Title:
WITNESS: WACHOVIA BANK , NATIONAL ASSOCIATION
By:
(SEAL)
Lucy C. Ca mpbell
Vice Presi dent

AGREEMENT OF GUARANTOR

The undersigned is the "Guarantor" under a GuarainBayment Agreement, dated August 13, 2003 (anded, modified, substituted,

extended and renewed from time to time, the "Gugtarin favor of the Lender. In order to inducethender to enter into the foregoing
Agreement, the undersigned (a) consents to thedcdions contemplated by, and agreements madestBatiower under, the foregoing
Agreement, and (b) ratifies, confirms and reisgshegerms, conditions, promises, covenants, grassgnments, security agreements,

agreements, representations, warranties and poosisiontained in the Guaranty.

WITNESS signature and seal of the undersigned #&seadate of the
Agreement. WITNESS OR ATTEST: GP STRATEGIES CORPORATION

By: (SEAL)
Name:
Title:



Exhibit 21.1
SUBSIDIARIES OF REGISTRANT AT DECEMBER 31, 2003

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

o0 MSHI, Inc., GSE Power Systems AB, GSE Processti®ols, Inc., GSE Erudite Software, Inc. and GSHiE®ering System (Beijing)
Company Ltd. are wholly owned subsidiaries of G§Et&ns, Inc.

0 GP International Engineering & Simulation, InndaGSE Services Company
LLC. are wholly owned subsidiaries of GSE Powert8yss, Inc. which is a wholly owned subsidiary of MSInc.

0 GSE Process Solution BV is a wholly owned subsydof GSE Process Solutions,Inc.

o J.L. Ryan, Inc., acquired by GSE Power Systents,ih December 1997, has been merged with and3Bte Power Systems, Inc. as of
February 1998, with GSE Power Systems, Inc. bdirgstirviving corporation.

Name Place of | ncorporation or Organization
MSHI, Inc. State of Virginia

GSE Power Systems AB Sweden

GSE Erudite Software, Inc. State of Delaware

GP International Engineering

& Simulation, Inc. State of Delaware

GSE Services Company LLC. State of Delaware

GSE Power Systems, Inc. State of Delaware

GSE Engineering Systems

(Beijing) Company, Ltd Peoples Republic of China
GSE Process Solutions, Inc. State of Delaware

GSE Process Solutions BV Netherla nds



Exhibit 23.1_
Independent Auditors' Consent

The Board of Directors
GSE Systems, Inc.

We consent to the incorporation by reference inrégéstration statement (No. 333-08805) on Form@-BSE Systems, Inc. of our report
dated March 30, 2004 relating to the consolidaddrre sheets of GSE Systems, Inc. and subsidasiesDecember 31, 2003 and 2002,
the related consolidated statements of operatammprehensive loss, changes in stockholders' egodycash flows for each of the years in
the three-year period ended December 31, 2003 hwbjmort appears in the December 31, 2003 annpaitren Form 10-K of GSE Systems,
Inc. Our report refers to the Company's adoptioSEAS No. 142, Goodwill and Other Intangible AssetsJanuary 1, 2002.

/'SI KPMG LLP
Bal ti more, Maryl and
April 12, 2004



Exhibit 24.1
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS that the undersigr@flicers and Directors of GSE Systems, Inc., aaldalre corporation, herel
constitute and appoint John Moran and Jeffery Gighpand each of them, the true and lawful agemdsastorneys-in-fact of the undersigned
with full power and authority in said agents aniteys-in-fact, and in any one or both of thensigm for the undersigned and in their
respective names as Officers and Directors of thg@ation, the Annual Report of Form 10-K of therration to be filed with the
Securities and Exchange Commission, Washington,, Dr@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. This Power of Attormdyich is dated as of March 12, 2004, may be exelint any number of counterparts, and
such signatures may be by means of facsimile @ratieans of transmission.

Narme Title
/sl Jeronme |. Feldman Chai rman of the Board
Jerome |. Fel dnan
/sl John V. MNoran Chi ef Executive O ficer and
John V. Moran Director (Principal Executive

O ficer)

/sl Chin-our Jerry Jen Presi dent, Chief Operating Oficer
Chin-our Jerry Jen and Director
/sl Jeffery G Hough Seni or Vice President and Chief
Jeffery G Hough Fi nancial O ficer (Principal

Fi nance and Accounting O ficer)
/sl Sheldon L. d ashow, Ph.D. Di rector
Shel don L. d ashow, Ph.D.
/sl Scott N. Greenberg Di rector
Scott N. Greenberg
/sl Roger L. Hagengruber, Ph.D. Di rector
Roger L. Hagengruber, Ph.D.

/'s/ Andrea Kantor Di rector
Andr ea Kant or

/sl Joseph M Lew s Di rector
Joseph M Lew s

/'s/ John A. Moore, Jr. Di rector
John A Moore, Jr.

/sl George J. Pedersen Di rector
George J. Pedersen

/sl Dougl as Sharp Di rector
Dougl as Sharp



Exhibit 31.1

SECTION 302 CERTIFICATIONS

[, John Moran, certify that:

1. I have reviewed this annual report on Form 16fIGSE Systems, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dacimit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this annual report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#{He registrant and have:

a) Designed such disclosure controls and procedaressure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this annual report is being prepared;

b) Evaluated the effectiveness of the registratidslosure controls and procedures as of a datena80 days prior to the filing date of this
annual report (the "Evaluation Date"); and

c) Disclosed in this report any change in the tegig's internal control over financial reportifgt occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal derin the case of an annual report) that has madlyeaffected, or is reasonable likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatyab the registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and rtefpmaincial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: April 13, 2004
/'SI JOHN MORAN
John Moran
Chi ef Executive O ficer
(Principal Executive Oficer)



Microsoft Word 10.0.4524;Exhibit 31.2

SECTION 302 CERTIFICATIONS

I, Jeffery G. Hough, certify that:

1. I have reviewed this annual report on Form 16fIGSE Systems, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dacimit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this annual report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#{He registrant and have:

a) Designed such disclosure controls and procedaressure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this annual report is being prepared;

b) Evaluated the effectiveness of the registratidslosure controls and procedures as of a datena80 days prior to the filing date of this
annual report (the "Evaluation Date"); and

c) Disclosed in this report any change in the tegig's internal control over financial reportifgt occurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal derin the case of an annual report) that has madlyeaffected, or is reasonable likely to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifying officer(s) drithve disclosed, based on our most recent evatyab the registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and rtefpmaincial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: April 13, 2004
/'SI JEFFERY G HOUGH
Jeffery G Hough Senior Vice President
and Chi ef Financial Oficer
(Principal Financial and Accounting O ficer)



WRITTEN STATEMENT OF CHIEF EXECUTIVE OFFICER

AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

The undersigned, the Chief Executive Officer arel@hief Financial Officer of GSE Systems, Inc. (tBempany"), each hereby certifies
that, to his knowledge, on the date hereof:

(a) the Annual Report on form 10-K of the Compaoiythe year ended December 31, 2003 filed on tke ldereof with the Securities and

Exchange Commission (the "Annual Report") fully goies with the requirements of Section 13(a) ord}5f the Securities Exchange Act of
1934; and

(b) the information contained in the Annual Redaitly presents, in all material respects, theiitial condition and results of operations of
the Company.

/sl JOHN V. MORAN

John V. Moran
Chi ef Executive O ficer
Date: April 13, 2004

/sl JEFFERY G HOUGH

Jeffery G Hough

Seni or Vice President and
Chi ef Financial Oficer

Date: April 13, 2004



