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GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 2009

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS.

This report and the documents incorporated by eefs herein contain “forward-lookingtatements within the meaning of Section 27A o
Securities Act and Section 21E of the Exchangethat are based on managemsrassumptions, expectations and projections abmuand the indust
within which we operatethat have been made pursuant to the Private Sesulitigation Reform Act of 1995 which reflect oexpectations regarding ¢
future growth, results of operations, performanoe &dusiness prospects and opportunities. Wherpussible, words such as “anticipate”, “believe”
“continue”, “estimate”, “intend”, “may”, “plan”, “ptential”, “predict”, “expect”, “should”, “will” and similar expressions, or the negative of thesad o
other comparable terminology, have been used totifgethese forward-looking statements. These fooWooking statements may also use diffe
phrases. These statements regarding our exmetatflect our current beliefs and are basedirdaormation currently available to us. Accorgliy,
these statements by their nature are subjectks &isd uncertainties, including those listed uritten 1A Risk Factors, which could cause our actmaivth
results, performance and business prospects arattapities to differ from those expressed in, oplied by, these statements. We may not actuallyese
the plans, intentions or expectations discloseduinforward-looking statements and you should hatg undue reliance on our forwdaobking statement
Actual results or events could differ materiallprfr the plans, intentions and expectations disclasetle forwardlooking statements we make. Excef
otherwise required by federal securities lawe are not obligated to update or revise eh&srwardlooking statements to reflect new events
circumstances. We caution you that a variety offdfiss, including but not limited to the factors ciéised below under Item 1A Risk Factors and thofaing,
could cause our business conditions and resuttgfey materially from what is contained in forwalabking statements:

- changes in the rate of economic growth in the UdinB&ates and other maj
international economies;
- changes in investment by the nuclear and fosgitréteutility industry, the chemical and petrocheatiiindustries and the U.S. milital
- changes in the financial condition of our custom
- changes in regulatory environme
- changes in project design or schedu
- contract cancellation:
- changes in our estimates of costs to complete @)
- changes in trade, monetary and fiscal policies dvade;
- currency fluctuations
- war and/or terrorist attacks on facilities eithemed or where equipment or services are or may®aded,;
- outcomes of future litigatior
- protection and validity of our trademarks and othégllectual property rights
- increasing competition by foreign and domestic canigs;
- compliance with our debt covenar
- recoverability of claims against our customers atiers; anc
- changes in estimates used in our critical accogmolicies.

Other factors and assumptions not identified ahegee also involved in the formation of these fordvlroking statements and the failure of s
other assumptions to be realized, as well as dtwtors, may also cause actual results to diffeteraly from those projected. Most of these fastare
difficult to predict accurately and are generalgybnd our control. You should consider the areagstfdescribed above in connection with any fodvar
looking statements that may be made by us. Youldhmt place undue reliance on any forwérdking statements. New factors emerge from timéne
and it is not possible for us to predict which éastwill arise.




We undertake no obligation to publicly update aogwvrdiooking statements, whether as a result of newrinédion, future events or otherwi
You are advised, however, to consult any additioiedlosures we make in proxy statements, quartegdprts on Form 10-Q and current reports on Foit 8
filed with the SEC.

PART I
ITEM1. BUSINESS.

GSE Systems, Inc. (“GSE Systems”, “GSE”, the “Comypa‘“our”, “we” or “us”), a Delaware corporation organized in March 1994 igorlc
leader in reatime, high fidelity simulation. The Company progf&simulation and educational solutions and sesvicghe nuclear and fossil electric uti
industry and the chemical and petrochemical inéesstin addition, the Company provides plant maimtyp, signal analysis monitoring and optimiza
software primarily to the power industry. GSE lie tparent company of GSE Power Systems, Inc., av2eé corporation; GSE Power Systems, A
Swedish corporation; GSE Engineering Systems (@gijiCo. Ltd., a Chinese limited liability compan@SE Systems Ltd., a British limited liabil
company; and has a 10% minority interest in Emir&ienulation Academy, LLC, a United Arab Emiratesited liability company.

The Company’s annual report on Form 10-K, quarteforts on Form 10-Q, current reports on Forky, &nd all amendments to those reports
or furnished pursuant to Section 13(a) or 15(djhef Exchange Act (15 U.S.C. 78m(a) or 780(d) wéllrbade available free of charge through the Inv
Relations section of the Compasyhternet website (http://www.gses.com) as sooprasticable after such material is electronicéillsd with, or furnishe
to, the SEC. In addition, the public may read ang@y any materials we file with the SEC at the SE€ublic Reference Room at 100 F Street,
Washington, DC 20549. The public may obtain infation on the operation of the Public Reference Rbgmalling the SEC at 1-800-SHI330. The SE
maintains an Internet site that contains reportsgpand information statements, and other inforomategarding issuers that file electronically witte SE(
at http://www.sec.gov.

Recent Developments.

On September 4, 2009, the Company raised $15.@bmilhrough the sale of 2.5 million shares of isnmon stock, $.01 par value per share.
shares were sold under a shelf registration statemuhich was declared effective by the Securitied &xchange Commission on August 21, 2009
September 23, 2009, the Company raised an addit)250,000 when the Company’s underwriter exertan ovemllotment option in full to purchase
additional 375,000 shares of the Compangbmmon stock at the public offering price of $6er share. The aggregate net proceeds receivekle
Company from the two transactions was approxime®&g.9 million. The Company paid the underwritefiea in the amount of 6% of the gross proc
received by the Company from the offering ($1,088)0and paid $339,000 in other transaction fedse Company intends to use the net proceeds fora
working capital purposes and to fund acquisitioms ather strategic opportunities.




GSE is a 10% owner of the Emirates Simulation Aoadé&LC in the United Arab Emirates. Although ES¥as formed in late 2005, it had
grand opening on January 14, 2009 and signedréisdiustomer training contract on the same daysple ESAS promotional efforts, 2009 revenue tot:
only AED 209,000 ($57,000), and they incurred alog$ of AED 22.6 million ($6.1 million). Per ES#\latest financial projections, ESA would not bee
profitable until 2016 and would not become cashtp@suntil 2017.

At December 31, 2009, ESA had borrowed a total BDA36.4 million ($9.9 million) from its credit fdiy with Union National Bank, includir
accrued interest payable. ESA was delinquent yingaboth principal and interest (a total of AECB5nillion or $1.5 million) and in January 2010, U
drew upon the guarantees of the three partneraytfh the delinquency, withdrawing $145,000 frorBEs restricted cash account. In February 2010,
was notified that ESA had missed another loan payraed that 10% of the amount due ($24,000) woeldvithdrawn from the Comparg/restricted cas
account.

At a meeting of ESAS three shareholders held at ESA on February 110,28e shareholders reached agreement to sigintficreduce costs a
begin to explore options up to and including thérggof ESA.

Accordingly, based upon these events, the Compasydetermined that its remaining investment in B4 been impaired and has establi
reserves for the trade receivable due from ESAeateinber 31, 2009 and the cash that GSE has ositlejith UNB as a partial guarantee for ESAredi
facility. Partially offsetting these charges ig tfeversal of the remaining deferred profit relatethe Company sale of five simulators to ESA in prior ye
and the remaining agent fee that was due upon palyaighe final outstanding receivable. The chargecorded and the presentation in the statem:
operations for the year ended December 31, 2008saf@lows:

Year endec

December 31,

(in thousands) 2009
Trade receivabl $ 1,604
Accrued agent fee (96)
Operating expense 1,50¢

Restricted cas- bank guarantee at

accrued interest incon 1,291
Investment in ES/ 117
Deferred profit (549
Other expense, net 86E
Total $ 2,37¢




The nuclear power industry has been largely dorni@nthe last thirty years with few opportunities provide new full scope simulators. ~
Companys nuclear simulation business has concentratedlynaimproviding services to the installed base wélear simulators worldwide. These serv
are primarily related to upgrading antiquated satiah software and hardware systems, providing aesvimproved plant and system simulation modeld
modifying the simulator to reflect changes in thgygical plant. However, over the last several yetire nuclear power industry has experienced matie
change, and most energy experts believe the indisstin the verge of a “renaissancdtiven by the gap between the energy that the wierfgtojected t
need versus the current capacity, the instabifitthe cost of oil, and growing environmental conseover the usage of fossil fuels. According to th8
Energy Information Administration, U.S. energy comption alone will increase somewhere betwe@¥dlper year, even if the American economy grou
a fairly modest rate. Government and industry sesiand trade journals report that up to 252 nevieauplants could be built worldwide over the n2g
years. In the U.S. alone, there are proposalsyer twenty new reactors and the first 17 combioeastruction and operating licenses for these ez
applied for. Each new plant will be required tovénaa full scope simulator ready for operator tragnand certification about two years prior to p
operation. In February 2010, President Obama aroealithat the federal government will provide $88on in loan guarantees for a pair of nuc
reactors to be built in Georgia at the Alvin W. egElectric Generating Plant by Georgia Powentasgliary of Southern Company. Georgia Power reo
an early site permit from the U.S. Nuclear Regujatbommission for the two additional units in 2088d preliminary site work has begun. Westingh
Electric Company LLC (“Westinghouse3nd its consortium team member The Shaw Group maderucontract to provide two Westinghouse AP10!
nuclear power plants at the Vogtle site.

In 2005, the Company completed an agreement witstiighouse to become their preferred vendor fordineelopment of simulators for th
AP1000 reactor design. As a result of this agregm®SE is working closely with Westinghouse to paate in the development of simulators for
AP1000 design and assist Westinghouse in the eatidin and validation of the AP1000 Human Machimteriface. The Comparg/simulation models ha
been used to help Westinghouse successfully comptateral phases of Human Machine Interface testittgU.S. regulators. In addition to the cont
with Georgia Power, Westinghouse and its consorfiamners have received definitive mutiilion dollar contracts to provide four AP1000 tear powe
plants in China. The four plants are being comsédiin pairs on China’eastern coast at Sanmen in Zhejiang provincédaingng in Shandong province.
September 2007, Westinghouse authorized GSE t@edoon the Sanmen full scope AP1000 simulator grajeChina. The Sanmen plant is expecte
begin commercial operations in late 2013. In AgAD8, Westinghouse authorized GSE to proceed satand full scope AP1000 simulator at the Hai
site in China.

In July 2009, the Company announced the award mfulii-million dollar contract from Westinghouse to budd AP1000 nuclear power pl:
simulator based upon Westinghowsedesign for domestic customers. This award coasr#itial phase of work that will focus on buitdi high fidelity
simulation models for the AP1000 nuclear systenes€ models will help Westinghouse demonstratgldmg design and control room human factors.
models that will be built in this current phaselviie largely common to all future U.Based AP1000 plants and hence highly reusable friamt tc
plant. GSE anticipates future awards that willradd the remaining plant systems. These fututersgsare expected to be different from plant toipland
therefore, the Company expects these contractetsdued on a plant specific basis in the futimeaddition to the Vogtle Plant, the Westinghc
consortium has been selected to provide no less 12 additional AP1000s in the U.S. including féarrwhich Engineering, Procurement and Construm
contracts have been signed with the Westinghoussoctium. Providing a plant simulator at each sténcluded within the scope of work between
Westinghouse consortium and these U.S. customers.

In the first quarter 2009, the Company was awaadedntract valued at over $18 million to build avneuclear power plant simulator for a two |
reactor plant in Slovakia. The contract includegragimately $12 million of hardware that the cusesrhas requested be a part of the contract iniaddit
approximately $6 million related specifically toetlsimulator. Margins on the hardware portion of doatract are minimal, while margins on the n
traditional simulation portions are consistent witlose in the past. The utility customer in Slowgais constructing two new Russian designed V\/ER-
nuclear reactors at the site that will incorpoi@iemens / Areva control systems. Work on this @tcommenced in the first quarter 2009 and iscialee
for completion by the end of 2011. GSE, in parthigrsvith Siemens, built the first full scope simigiaat the same site in 1997.




In the fourth quarter 2009, the Company completddllascope simulator for the American Electric RswbDonald C. Cook Nuclear Genera
Station in Michigan. This project was unique awdis the first simulator of its kind to fully intege both control rooms of a dual site plant aredefore set
new standard for nuclear facilities with more tler@ unit occupying the same site.

A new generation of small reactors also promisesnéike nuclear power more affordable. For exampleSddle Power, Inc. (“NuScale”)s
commercializing, a modular, scalable 45 Megawatictic Light Water Reactor nuclear power plantclEdNuScale module has its own combi
containment vessel and reactor system, and itsdesignated turbingenerator set. NuScale power plants are scalalideying for a single facility to ha
just one or up to 24 units. In November 2008, @loenpany was awarded a contract from NuScale teldpwimulation models for its nuclear power g
which will be used in NuScalge’ design certification process, including designalgsis, and control system strategy and plant phoe
development. Eventually the simulation models foitim the basis for a full scope operator trairsygtem to license the operators of these plants.

In 2009, the Company introduced its VPanel™ intévacvisual training simulator. The advantagels ¥Panel simulator is its scalability and ¢
of configuration for both team and individual triaig, plant specific or cross training. The VPaakdws customers to utilize their existing simutakoac
while bringing many full scope simulator capabéidirectly into the classroom for a fraction o€ ttost. The Company’s “Operator Jump Stémfning
program, which utilizes the VPanel simulator, helpstomers screen and train new operator candidatas training program is designed to providecatia
knowledge and skills to potential nuclear plantrapes and to determine if candidates have thétylbi successfully complete the custonseown contrc
operator training programs. The program includegriiction on fundamental sciences (including GFpBnt systems and operations.

Most U.S. nuclear electric utilities have applied ficense extensions and/or power upgrades. Thesese extensions will lead to signific
upgrades to the physical equipment and control rgarhnology which will result in the need to modéfyreplace the existing plant control room simoisa
The Company, having what it believes is the largestalled base of existing simulators, over 60%aoglobal basis, is well positioned to capturerge
portion of this business, although no assurancebeagiven that it will be successful in doing Sthe Company logged approximately $47.5 million, $
million and $21.5 million in nuclear simulation @ in the years ended December 31, 2009, 2002@0%W respectively.

The Company also provides simulators to the fdasiled power product industry. The Company loggpdroximately $5.6 million, $13.6 millic
and $11.2 million of fossil fueled simulation orddor the years ended December 31, 2009, 2008 @@id, 2espectively. The global recession and fired
credit crisis along with confusing and sometimesflicting federal, state, and local regulatory mdores have impacted this portion of
business. However, the transition from obsolet@acontrol systems to modern digital control eyst and the new requirements for complex emi
control systems continues to provide opportunif@sthe Company in this business. GSE's Higlelity simulation models can be used to validgtest
control schemes and logic for new designs befagectintrol systems are deployed to the field. GGil® the plant models based upon design speddits
supplied by its customers, and the models theredtie actual digital control systems in the factoffis testing can uncover numerous control sy
discrepancies. By correcting these problems atfdlotory versus in the field, GS&'customers can save millions in reduced down tmeé reduce
commissioning time.

GSE'’s process industries simulation business custoinehsde primarily oil and gas production facilitjesil refining plants, chemical plants ¢
petrochemical facilities. As in the power industry, thés increasing focus on regular, periodic andesyatic training of plant operator personnel whitdy
reduce the risk of operator errors and potentizdiyastrophic environment disasters and/or los#eof IThe Company logged approximately $1.2 milli§1.:
million, and $3.4 million of process industry siratibn orders for the years ended December 31, ZIB and 2007, respectively.




The Company continues to develop its concept efjirsting simulation with broader training prograans! educational initiatives giving custome
turnkey alternative to traditional mite operator and maintenance training. In thetfoquarter 2008, the Company was awarded a nupleaer plar
operator training program contract with Georgia Bgva subsidiary of Southern Company, one of thgekt U.S. nuclear utilities. The scope of thera
included the development of course materials fitzeansed operator preparation course which includedules on nuclear plant fundamentals, introdacti
nuclear plant systems, human performance princgtesteam building, and an introduction to integglatuclear plant operations. The first\#28ek class fc
new nuclear plant instructor and operator candgdates completed in December 2009. Two classesheslsled for 2010.

Background.

GSE Systems was formed on March 30, 1994 to catedelithe simulation and related businesses of $Bribdogies, General Physics Internatit
Engineering & Simulation and EuroSim, each sepbrawened and operated by ManTech International G@on, GP Strategies Corporation and Vatte
AB, respectively.

In December 1997, the Company acquired 100% ofahistanding common stock of J.L. Ryan, Inc. (“Ryard provider of engineerii
modifications and upgrade services to the powertganulation market. The combination of the Compa preexisting technology with the technical s
of the acquired Ryan business positioned the Coynpate more competitive for modifications and wgutg service projects within the nuclear simule
market.

In October 2002, GSE purchased the stock of ManTAadomation Systems (Beijing) Company Ltd, from Mach International Corp. T
Chinese company, which has sixteen employees, emasred GSE Systems Engineering (Beijing) CompadyTtis acquisition gave the Company a ba
China to pursue and implement simulation projetthat emerging market.

In 2007, the Company formed a subsidiary, GSE &ystetd., in the United Kingdom. The British subiaig was established to provide trair
solutions to the nuclear power industry.
Simulation Business.
I. Nuclear and Fossil Fuel Power Simulation.
Industry History
The realtime simulation industry grew from the need tortrpeople on complex and potentially dangerous dijpei without placing life or capil
assets at risk. Re#ime simulation has been used for the training kaihp operators for the power industry, includingttbmuclear power plants a
conventional fossil fuel power plants (i.e., caal, and natural gas), since the early 1970s. few simulation usage has traditionally centerednitial

training of operators and follown training of operators in emergency conditionat tban best be achieved through simulation reptigaactual plar
operations.




In the nuclear power industry, use of a simulabat taccurately reflects the current actual plasigieis mandated by the U.S. Nuclear Regul:
Commission (“NRC"). This mandate resulted from the investigation ofaheident at the Three Mile Island nuclear plant®79, which was attributed,
least in part, to operator error. The NRC requireslear plant operators to earn their licensesutyjin simulator testing. Each nuclear plant sinoulatus
pass a certification program to ensure that thalrmplant design and all subsequent changes nadaetactual plant control room or plant operatiare
accurately reflected in the simulator. Plant opegdicenses are tied to simulator certification.

Full scope power plant simulators are a physigaiesentation of the entire plant control room. &lder plants, the control panels are connect
an input/output (I/0O) system, which converts anadtagtrical signals to digital signals understogdifie simulation computer. For newer plants, thetiol
rooms consist mainly of digital control systems angeries of computer screens used by the opécatontrol the plant. The simulation computer resut
mathematical models, which simulate the physicafopmance of the power plast'systems such as the reactor core, steam baieling water, stea
turbine, electrical generator, plant system costiaod electrical distribution systems. Partialpgcsimulators can be viewed as a subset of a dolbe
simulator. Instead of simulating the entire parfance of the power plant, a partial scope simulatight represent one or two critical systems sigkhe
steam turbine and/or electrical generator operation

In the past, training simulators had to strike &icdée balance between providing an accurate eegimg representation of the plant, while
operating in “real-time’in order to provide effective training. As commgfipower has increased, so too has the capacisymaflators to provide mo
accurate plant representations in ri@le based upon simulation models developed frogineering design codes. The more sophisticatedaandrat
engineering codes allows customers to use the atoruto help validate plant design, control syssmtegies, control system displays, and develapi
operating procedures and training material.

Simulation also is used to validate proposed paptipment changes and to confirm the results df shanges, prior to making the change ir
plant, which can save time and money, as well dgaethe risk of unsafe designs, for the utility.

The importance of nuclear power to the U.S. ensrgpply is resulting in the extension of the uséfids of U.S. nuclear power plants. Any ser
life extension of a nuclear power plant is likedyrequire major upgrades to the plant's equipmeatechnology, including its simulator.

Fossil fuel plant simulators are not required hy & regulation, but are justified as a ceffective approach to train operators on new digitatrol
systems being implemented at many fossil fuel poplents. The size, complexity and price of a fogkint simulator are much lower than for simula
used for nuclear plants. Fossil plant simulatasehtraditionally used lower fidelity (less sopluated) mathematical models to provide an approté
representation of plant performance. The demanthifghly accurate models did not exist in the eanlgrket for fossil simulators since the main us¢he
simulator was to train operators on the functidgalf distributed control systems for plant stgptactivities.

The deregulation of the power industry has forc#lities to view their assets differently. Powdamts are profit centers, and gaining the maxit
efficiency from the plant to become, or remain, petitive is a paramount issue. The mindset obfterator has shifted, as plant operators now narébir
within narrower and narrower performance margindentill maintaining safe operations. GSE bel®vts fossil fuel plant customers are recognizimg
benefits of high fidelity simulation models thabpide highly accurate representations of plant ajp@ns to help plant operators and managementrdiete
optimal performance conditions.




Beyond traditional operator training uses, the Canypsees a significant shift in the use of its $ataus to test plant automation systems before
are deployed in the actual plant. Control straegind equipment set points are validated on thelaior prior to plant start up to ensure the adrgcheme
work properly and the expected plant performancaciseved. Performing these tests on a high fidslmulator saves days or weeks in the plant sta
thereby reducing cost and ensuring quicker revgeneration by the utility.

Industry Future

The Company sees a renaissance in nuclear poweragiem both domestically and internationally thall provide significant opportunities f
expansion of the Company’s business. In 2002UtiseDepartment of Energy initiated the Nuclear Po2@&L0 (“NP 2010") program, a governmengiustry
50-50 costshared initiative that had two main goals: remguwine technical, regulatory and institutional kensito building new nuclear power plants in
U.S. and securing industry decisions to constrack a@perate those plants. Per the DOBffice of Nuclear Energy, NP 2010 program haskedrto 1
demonstrate untested regulatory processes, 2)figlaites for new nuclear power plants, 3) devedo bring to market advanced, standardized nupleai
technologies, and 4) evaluate the business cadmufiging new nuclear power plants. In Februar§@(President Obama announced that the Departrf
Energy will provide $8.33 billion in loan guaransef®r a pair of nuclear reactors to be built in @ at the Alvin W. Vogtle Electric Generating Ridy
Georgia Power, a subsidiary of Southern Companyrgi& Power received an early site permit fromth8. NRC for the two additional units in 2009
preliminary site work has begun. Westinghouse tEte€ompany LLC (“Westinghouse’and its consortium team member The Shaw Group ade!
contract to provide two Westinghouse AP1000™ nugbeaver plants at the Vogtle site. The new unitsexpected to begin commercial operation in :
and 2017. In addition to the Vogtle plant, the Weghouse consortium has signed Engineering, Pemcent and Construction contracts with Progressdy
Florida, a subsidiary of Progress Energy, to prevido AP1000 nuclear power units at Progreésgvy County, Florida site and with South Caroliactric
& Gas Company, principal subsidiary of SCANA Cormion, and Santee Cooper to provide two AP1000eaugbower units at the V.C. Summer Nuc
Station in Jenkinsville, S.C.

Internationally, there are currently over 50 nuclesactors under construction in 13 countries. tRefWorld Nuclear Association (“WNA"Chine
has 11 nuclear power reactors in commercial omerafl0 under construction and another 27 unitsplened, with construction due to start within 8
years. China aim is to have a sixfold increase in nuclear cipar more by 2020. In Russia, six large reesare under active construction, seven fu
reactors are then planned to replace some exigtargs, and by 2016 ten new reactors should beatipgr Further reactors are planned to add newsaity
by 2020. New plants are on the drawing board afeurconstruction in Argentina, Canada, Bulgarialdid, France, Japan, India, Pakistan, Rom
Slovakia and South Korea.

Beyond new construction, numerous U.S. utilities extending the useful life of their current assétBese license extension processes in the n
industry will result in significant changes in plaaguipment and control room technology. Based ugdh. NRC regulations, each training simulatc
required to reflect all changes that are made énattual plant, thus when changes in plant equipmed control room technology are made, the nu
power plants must either upgrade existing simusadorpurchase brand new simulators.

The second phenomena affecting the industry isatfing of the nuclear and fossil plant operator iande which will result in the need 1
simulation to train the next generation of planegtors. Per the U.S. Bureau of Labor Statisti@strent Population Survey, 2008, 53% of the ugd
industry workforce was age 45 or older in 20089% was over age 55. Thus, the industry is faceld an aging workforce at the same time new capés
needed, thereby placing significant pressure ornthastry to find and train the next generatiompérations and maintenance personnel. In theitgmen
outlook for the utilities industry, the Bureau ohltor Statistics states “Because on{thtetraining is very intensive in many utilitiesdiastry occupation
preparing a new workforce will be one of the indyisthighest priorities during the next decade”.
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Therefore, the Company believes that these tréhtisgy come to fruition in whole or even in pamtpresent a market opportunity for its réaie
simulation, plant optimization, asset managemedtcamdition monitoring products and services.

GSE'’s Solution

The Company’s Power Simulation business is a leadéne development, marketing and support of Highlity, realtime, dynamic simulatic
software for the electric utility industry. The @pany has built or modified about 65 of the apprately 75 fullscope simulators serving about
operating nuclear power plants in the United Sta@stside the United States, GSE has built or fremtliabout 73 of the approximately 167 fattopt
simulators serving approximately 329 operating eacpower plants.

The Company has developed integrated training isolsitvhich combine the power of the Compangimulation technology with training conten
provide turnkey training for the power and process industriesese training centers will help industry bridge gap between college and university |
training and real world experience through simolati

In addition to operator training, the Compasgimulation products and services permit planteraand operators to simulate the effects of cts
in plant configuration and performance conditionsoptimize plant operation. These features allb@ €Companys customers to understand the
implications of replacing a piece of equipmenttatisg new technology or holding out-skrvice assets. GSE has also developed a suitelsfbased ¢
sophisticated signal analysis and simulation tegples to help its customers manage their assetetgynaining equipment degradation before it sew
impacts plant performance.

The Company has also focused on upgrading oldén&degy used in power plants to new technology aggs for plant process computers
safety parameter display systems. As nuclear plarthe U.S. continue to age, the Company wilksaere business in this upgrade market.

GSE provides both turkey solutions, including simulated hardware andppetary software, to match a specific plant, afgtmrkte simulatio
technology for specific uses throughout a plaig. substantial investment in simulation technolégs led to the development of proprietary soft
tools. These tools significantly reduce the cost ime to implement simulation solutions and supfang-term maintenance. The Compankigh fidelity
real-time simulation technology for power plantidiulogic and control, electrical systems and aisded realtime support software, JADE, is available
use primarily on UNIX, Linux and Windows computelagiorms. The Compang’ Xtreme tools were designed for the Windows emvirent. Bot
technologies were specifically designed to provider friendly graphic interfaces to the CompanyghHidelity simulator.

In addition to the simulator market, the Companfersf products aimed at improving performance obtaxg plants by reducing the numbe
unplanned outages due to equipment failure. Uathgnced signal analysis techniques, the Companypls can predict when certain plant equipmentlt
to be replaced. Replacement of critical equipnmeitr to failure permits effective planning andiei#nt use of maintenance time during scheduledidf
periods.
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Products of the Power Simulation business include:

+ Java Applications & Development Environment (JADEa Javabased application that provides a window into iheutation instructor station and tal
advantage of the web capabilities of Java, alloveimgtomers to access the simulator and run simualatenarios from anywhere they have access
web. JADE includes the following software modelingls:

+ JFlow™, a modeling tool that generates dynamic modelsléov &ind pressure networks.

JControl™,a modeling tool that generates control logic modtels logic diagrams.

JLogic™,a modeling tool that generates control logic moftelsn schematic diagrams

JElectric™,a modeling tool that generates electric system tsdden schematic and one-line diagrams.

JTopmeret™a modeling tool that generates two phase netwonkahyc models

JDesigner™a JADE based intuitive graphic editor for all JAR®Is.

JStation™ a JADE based web-enabled Instructor Station.

* & & o o o

+ Xtreme Tools™a suite of software modeling tools developed utideMicrosoft Windows environment. It include
+ Xtreme Flow™, a modeling tool that generates dynamic models fav #fmd pressure network
+ Xtreme Control™a modeling tool that generates control logic modedstlogic diagrams.
+ Xtreme Logic™a modeling tool that generates control logic moftelsn schematic diagrams.
+ Xtreme Electric™, a modeling tool that generates electric systerdaisofrom schematic and one-line diagrams.

+ RELAPS5 R/T HC™ | a real-time version of the safety analysis code RE% developed by the Idaho National Laboratorye Tompanys HD (Higt
Definition) version of RELAP5 R/T enables the eragrs to understand and control all of the intefmattions of RELAPS, making this solution unic
in the market

+ SimExec®and OpenSim®,real-time simulation executive systems that con#iblreal-time simulation activities and allow fan offline softwart
development environment in parallel with the tragienvironment. OpenSimis targeted for users of Microsoft Windows opemtsystems, whil
SimExeudis targeted for users of Microsoft Windows, UNIXdalninux operating system

+ SmartTuto® , complementary software for instructor stations.pitovides new capabilities to help improve trainimgyethodologies ar
productivity. Using Microsoft Smart Tag technolpggmartTutor allows the control of the simulatorftware directly from Microsoft Offic
products. The user can run training scenariosctyrédrom a Microsoft Word document, or he can péotd show transients live within a Micros
PowerPoint slide

+ Xtreme I/S™, a Microsoft Windows based Instructor Station thddws the use of Microsoft Word and PowerPointdmtrol the reatime simulatiol
environment. Xtreme 1I/S is a user-friendly tool fdassroom training and electronic report genenatib provides reatime plant performance direc
from the simulator during classroom training, whirhstically increases learning efficien

+ Pegasus Surveillance and Diagnosis Syste, a software package for seaitomatic plant surveillance and diagnostics, ipotates sophisticat

signal processing and simulation techniques to loglerators evaluate the condition and performarfcplant components. Pegasus permits |
management to identify degraded performance arldaegomponents before they fi
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+ SIMON™ | a computer workstation system used for monitostapility of boiling water reactor plants. SIMONsists the operator in determin
potential instability events, enabling correctiwti@n to be taken to prevent unnecessary plantskuts.

+ VPanel™, an interactive visual training solution. Fostamers that already have a full scope ANS 3.5if@@ettsimulator, the VPanel provides a sec
hardware platform that will run the ASN 3.5 Simelasoftware model at a fraction of the cost of d#iuiy) a second full scope simulator. The VP
Simulator provides the same fidelity of operatiartizeir existing simulator but the VPanel offerstability and versatility at a very affordable micAll
of the features and functions of the full scope ANS Simulator are duplicated in the VPanel sinarlaut the VPanel can be used in a classroom g
or as a second simulator to alleviate many of iime foressures our customers are experiencing Wil turrent simulators. For nations conside
entry into the nuclear power industry the VPanehs ideal tool to help build a base of experiencedear workers either at a university or indiad
training facility. Since the VPanel uses a sofewvkrad from an ANS 3.5 Certified simulator it waltcurately reflect the operations and response
operating nuclear power plant. The VPanel provitgsons entering the nuclear power industry wihlistic hands on experience of the operation
nuclear facility long before they begin construatmn their facilities

The Simulation business also provides consultirfyengineering services to help users plan, desigglement, and manage/support simulation
control systems. Services include application esgiiimg, project management, training, site seryic@sntenance contracts and repair.

Strategy

The goal of the Power Simulation business is taagts business on three fronts:

+ Continue serving its traditional customer base.

+ Combine its simulation capability with training ¢ent to provide totally integrated training soluiso
+ Expand the use of high fidelity simulation beyorairting to help validate plant design.

Traditional Simulation Market.Nuclear power currently accounts for about 20%heftbtal electrical output in the United States #misl percentac
will likely remain the same even as total capaditgreases. Any new nuclear power plants will kkéle of the advanced reactor designs create
Westinghouse, General Electric and Areva. These designs require new simulators and training oy, as they are different from the nuclear p
plant designs currently in operation. In additiomew power plants, existing nuclear power plaritslikely be required to remain olire for a longer peric
than originally expected. In order to stay in @iem, many plants will require life extension nfachitions. Since all existing U.S. nuclear powkmps wen
ondine before 1979, their designs and technology alan benefit from the substantial advances in pi@sign and technology developed over the pa
years. For example, several of the Company'S. utility customers have been replacing teaisting hard panel control rooms with modern distiec
control systems (DCS) as are common in fossil fleshts and which have been implemented in Europsedweeral years. Significant changes to controin
instrumentation and overall control strategy froarchpanel to DCS generally require modificationreplacement of the plant simulator. With the lat
installed base of nuclear plant simulators in theley the Company believes it is uniquely positidrte serve this market segment with new simul:
products and services. GSE has received sevaijaekps in the last few years for implementing dibturbine control systems in U.S. plants.

As plants extend their useful life, many plan tg-tate” the existing capacity to increase electrical yieBy. changing the capacity of cert

equipment in a plant, the utility can gain upwanflss 10%15% increase in output. Again, any such changest brireflected in the control room simule
and operators must be trained on the new equipb&fate implementation.
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In addition to the United States markets, sevararging regions of the world are expanding thedcglcal capacity with both nuclear and fossil
power plants. This is particularly the case in @hamd India.

Classroom Simulation In recent years the Company has upgraded numérning simulators to utilize standard PC tedbgyp. As an extensic
of the PCbhased simulator technology, the Company has degéltgls which will allow the training simulator b@ used in a classroom setting, replacini
actual control room panels with “soft-panel” gragshi

Increased training requirements and demands fdonpeance improvement have resulted in simulataniimg time becoming scarce. By provid
the actual training simulator models in a classra®tting, the value of the simulator is increasgdaltowing more personnel the training advantagk
interactive, dynamic real-time simulation.

The Company pioneered the technology to run a sitoubn a PC several years ago. However, the tdofiy remains complex, which prever
wide deployment of the simulator in classroomse TBompany has developed unique software which allewulatorbased training lessons to be e
developed and deployed in a classroom setting.

Simulation Beyond Training.In addition to operator training, the Compasgimulation products can meet this increased fheedfficiency by
assisting plant operators in understanding the ioaglications of replacing equipment, installingnnéechnology and maintaining out-sérvice assets.
order to exploit this potential, the Company hasréased the fidelity of its simulation products daadmarketing its services to increase the fidetif
simulators that are already in operation.

As computing power and networking technologies wrpr several of the Compasycustomers have started to migrate simulatiomtzolyy from thi
training organization to the engineering organati The same full scope simulation software thized the simulated control room panels in a sitoulear
be used with graphical representations of the gas®lengineers can test design changes and setaddalance of the plant will react to such chan@e&&E
has developed a Jabased application to allow customers easier adoesmnd use of, the simulation capabilities acthgsorganization through netwc
communication.

Optimize Existing Engineering Resource&SES Power domestic service organization focuses mmlator upgrades and retrofits. In additio
domestic resources, GSE has developed a netwatraioBd engineers in Russia, Ukraine, Czech RepuBlilgaria, and China. These foreign resot
provide low cost engineering and software develagimapabilities and are readily available to supyet the United States engineering staff as negessa

Strategic Alliances
Power’s strategic alliances have enabled the Coynpa penetrate regions outside the United Stagyesdmbining the Compang’technologici

expertise with the regional presence and knowladdecal market participants. These strategiaatlies have also permitted the reduction of researc
development and marketing costs by sharing suds edgth other companies.
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In recent years, a significant amount of the Corgpaimternational business has come from contracEastern Europe, including the republic
the former Soviet Union, and the Pacific Rim. Idler to acquire and perform these contracts, thepany entered into strategic alliances with vai
entities including: All Russian Research Institide Nuclear Power Plant Operation (Russia); Kurohdnstitute (Russia); Risk Engineering Ltd. (Buigj
Samsung Electronics (Korea); Toyo Engineering Caian (Japan); and Westinghouse Electric Compadry (U.S.).

Competition

The Power Simulation business encounters intensgettion. In the nuclear simulation market, GRinpetes directly with larger firms primai
from Canada and Germany, such as MAPPS Inc., adsaysof L-3 Communications, CORYS T.E.S.S and Western Senv@m@p. The fossil simulatir
market is represented by smaller companies in ti% &hd overseas. Several of the Compaogmpetitors have greater capital and other ressuhan
has, including, among other advantages, more peetand greater marketing, financial, technical asskarch and development capabilities. Cust
purchasing decisions are generally based upon, ghieejuality of the technology, experience intedgprojects, and the financial stability of th@slier.

Customers
The Power Simulation business has provided appateiy 200 simulation systems to an installed bdsever 75 customers worldwide. In 20
approximately 65% of the Compasytevenue was generated from end users outsid&riited States. Customers include, among otheBB Anc.,
American Electric Power, Bernische Kraftwerke AGw{&erland), British Energy Generation Ltd. (UK)o®ision Federal De Electricidad (Mexic
Concern Titan-2 (Russia), Emerson Process Managenteorgia Power, Karnkraftséakerhet och Uthildnia® (Sweden), Kraftwerks—Simulator-
Gesellschaft mbH (Germany), Nuclear Engineering (dpan), PSEG Nuclear, Inc., Slovenské elektrarse (Slovakia), and Westinghouse Electric Co.

The following Power Simulation customers have pdedi more than 10% of the Company’s consolidateemes for the indicated periods:

Years ended December !

2009 2008 2007
Slovenské elektrarne, a 13.5% 0.0% 0.0%
Emerson Process Managem 12.1% 16.2% 7.9%
Titan-2 Concerr 10.7% 0% 0%
American Electric Powe 6.8% 10.5% 0.5%
Emirates Simulation Academy LL 0.0% 4.2% 31.1%

Sales and Marketing
The Company markets its Power Simulation produaid services through a network of direct sales stfents and representatives, sys

integrators and strategic alliance partners. Maokietnted business and customer development teafire dind implement specific campaigns to pu
opportunities in the power marketplace.
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The Company'’s ability to support its muléeility, international and/or multinational Pow8mulation clients is facilitated by its network affices
and strategic partners in the U.S. and overseasePS8imulation offices are maintained in MarylamitlaGeorgia, and outside the U.S., in Sweder
China. In addition to the offices located overs¢lhs Companys ability to conduct international business is ewea by its multilingual and multicultu
work force. GSE has strategic relationships withtems integrators and agents representing itsestein the Czech Republic, Bulgaria, Japan, Mg
People’s Republic of China, South Africa, SpainytBdorea, Taiwan, Ukraine and the United Kingdom.

Il. Process Industries Simulation.
Industry

Throughout the process industries there is comtipabmpetitive pressure, reduction of technicabueses, and an aging workforce which is for
process manufacturers to turn to advanced techiesldgr realtime optimization, training, and advanced proces#rol. Operational efficiency is vital
companies to remain competitive where many of thaufacturing industries operate on very thin magirhere are only one or two advanced technc
companies that offer services fully across thiscepen, and GSE offers dynamic raahe simulation capabilities for operator trainiagd plant desic
validation and verification into this segment.

GSE'’s Solution

The SimSuite Pro™ product was developed by GSEfggaly for dynamic reaftime simulation for operator training and validatithe plant desic
logic and control. The GSE culture and expertisenie of customized project execution and delivélrilis marketplace places a high value on experj
both companywide and for the individuals on the project teasts GSE promotes its long history in training sinbag, while also seeking new applicatic
The SimSuite Pro package continues to be enhanitkdeatures applicable not just to the executibprofessional training techniques and design aailich
but also to the recording and validating of procgssrator performance for potential certification.

Strategy

GSE is uniquely positioned in the process simutatiarket to provide total training solutions whimdmbine the development of the plant simul
with the training infrastructure and course mateidaenable the customer to truly benefit from 8imulator investment. The core concepts of pr¢
simulation make the technology a basis for othéemtéal process improvement activities, such asahded Process Control and Process Optimizatiorgh
is where some of the major GSE competition has rhosiness focus than for operator training. GSIEamihtinue to emphasize its operator training foane
strengths, as well as the application of the ps@nulator for change management, where changthe iprocess, control strategy, or operating prow
can be evaluated in real time before they are eppb the actual process units. &ream time is an important economic factor, aretethis recognizab
value in avoiding the risk of unplanned processudimnces from invalidated changes.

An emerging energy market is developing for IntégpteGasification Combined Cycle (“IGCCppwer plants. These new plants produce elect
more efficiently than traditional power plants lissf converting existing refinery waste materiaitoisynthetic gas that is used to power a gasrterbt h
gas is then burned to create steam to turn a diednime. The unique nature of these plants requespertise both in chemical process simulation@owe!
simulation. GSE is one of the few simulator conipaiin the world with expertise in both areas.
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Customers

Hydrocarbon and chemical process customers inalumieerous large oil refineries and chemical plantshsas Statoil ASA (Norway), Bayern
(Germany), Emerson Process Management, Saudi Bekistries Corporation (Saudi Arabia), Sinopec Mmé&ngineering Company (China), and Sava
River Nuclear Solutions, LLC.

Competition

GSE'’s process simulation competitors are a varied grdpre are major corporations offering a wide en§ products and services that incl
operator training simulators. There are also canigsafocused on Process Technology and manufagtarihancement, such as Invensys and Honeywe
are Distributed Control System (“DCS#istributors to the refining industry and providpeoator simulation as part of their DCS offerirthere is
collection of companies with specific industry réshthat enables them to compete in operator t@simulation, such as Invensys and RSI Simcon.& he
also the smaller training companies that competieealiower cost levels of Computer Based Traini@B({T”) or simple simulations close to CBT.

The GSE focus on dynamic simulation for trainingl atesign validation is a business strength, andetwlor independence, with the ability
integrate to different vendor’s process controkayss, is also a value which is appreciated by custs. GSE can be seen as a bedireéd type of suppli
because it is not tied to a major control systeon,isit providing simulation software for enginigy and business management with high annual lecéees.

Sales and Marketing

The Company will market its Process Simulation tetbgies through a combination of techniques iniclgdts existing direct sales channel, s
agents, and strategic alliance partners.

Competitive Advantages.
The Company believes that it is in a strong positmcompete in the Simulation markets based upetidilowing strengths:

+ Technical and Applications ExpertiseGSE is a leading innovator and developer of-tiez software with more than 38 years of experigmoelucing
high fidelity realtime simulators. As a result, the Company has iaedusubstantial applications expertise in the gyeand industrial proce
industries. The Company employs a highly educatetiexperienced multinational workforce of 201 esgpks, including approximately 152 engin
and scientists. Approximately 49% of these engmead scientists have advanced science and tetliggrees in fields such as chemical, meche
and electrical engineering, applied mathematicscamaputer science

+ Proprietary Software Tool. GSE has developed a library of proprietary safewtools including autoede generators and system models
substantially facilitate and expedite the desigmdpction and integration, testing and modificatminsoftware and systems. These tools are us
automatically generate the computer code and sgsteodels required for specific functions commordgdiin simulation applications, thereby enat
it or its customers to develop high fidelity -time software quickly, accurately and at lower sc
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+ Open System ArchitectureGSE’s software products and tools are executest@andard operating systems with third-party bé&ghelf hardware. Tt
hardware and operating system independence dffttsare enhances the value of its products by géngicustomers to acquire less expensive harc
and operating systems. The Companproducts work in the increasingly popular Micribsoperating environment, allowing full utilizatioanc
integration of numerous cthe-shelf products for improved performan

+ Training Curricula. The Company has developed detailed course ialatar nuclear power plant fundamental sciences apdcific industric
applications

+ International Strength. Approximately 65% of the Compe's 2009 revenue was derived from international saflés products and services. GSE
a multinational sales force with offices locatedigijing, China, and Nyképing, Sweden and agem{siasentatives and partners in 20 other counfri
capitalize on international opportunities and peatetforeign markets, the Company has establishrategic alliances and partnerships with se
foreign entities and universitie

Intellectual Property.

The Company depends upon its intellectual propegtyts in its proprietary technology and informatioGSE maintains a portfolio of trademe
(both registered and unregistered), copyrightsh(begistered and unregistered), and licenses. a/hith trademarks, copyrights and licenses asup gne
of material importance to the Company, it does ewitsider any one trademark, copyright, or licems&d of such importance that the loss or expir.
thereof would materially affect the Company. T@empany relies upon a combination of trade secmdpyright, and trademark law, contrac
arrangements and technical means to protect éfientual property rights. GSE distributes itsteafe products under software license agreemeatgtan
customers nonexclusive licenses for the use gfritslucts, which are nontransferable. Use of tbenked software is restricted to designated comrpal
specified sites, unless the customer obtains disénse of its use of the software. Software haddware security measures are also employed te@p
unauthorized use of the Compasysoftware, and the licensed software is subjedetms and conditions prohibiting unauthorized oepiction of th
software.

The Company does not own any patents. The Compaligves that all of the Compamsytrademarks (especially those that use the pli@GSe
Systems") are valid and will have an unlimited dieraas long as they are adequately protected affidiently used. The Comparg/licenses are perpet
in nature and will have an unlimited duration asgy@s they are adequately protected and the padtesre to the material terms and conditions.

GSE has eleven registered U.S. trademarks: RETACEBE Systems®, THOR®, OpenSim®, SmartTutor®, SiteSPro®, ESmart®
GAARDS®, Openexec®, REMITS-Real-Time Emergency Mgment Interactive Training System® and SimExe&®me of these trademarks have
been registered in foreign countries. The Compsy claims trademark rights to BRUS™, GCONTROL+GELOW+™, GLOGIC+™, GPower+™, Ja
Application and Development Enviroment (JADE)™, PESRS Plant Surveillance and Diagnosis System™, RXCSens Base™, SIMON™, SimSt
Power™, V-Panel ™, Vista PIN™, and Xtreme I/S™.,
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In addition, the Company maintains federal stajutoopyright protection with respect to its softwgseograms and products, has regist
copyrights for some of the documentation and maahted to these programs, and maintains tragtetg@otection on its software products.

Despite these protections, the Company cannot teethkat it has protected or will be able to protéstintellectual property adequately, that
unauthorized disclosure or use of its intellecpraperty will be prevented, that others have nawidirnot develop similar technology independently, to the

extent it owns any patents in the future, that igtheve not or will not be able to design arourabéhpatents. Furthermore, the laws of certaimtci@s ir
which the Company’s products are sold do not ptateproducts and intellectual property rightgtte same extent as the laws of the United States.

Industries Served.

The following chart illustrates the approximateqesritage of the Company's 2009, 2008, and 2007 bdatam revenue by industries served:

2009 2008 2007

Nuclear power industr 73% 54% 45%
Fossil fuel power industr 21% 31% 20%
Process industry 4% 9% 4%
Training and education indust 2% 6% 31%

Total 100%  100% 100%

Contract Backlog.

The Company does not reflect an order in backlotj itnhas received a contract that specifies tens and milestone delivery dates. A:
December 31, 2009, the Compasnigggregate contract backlog totaled approxim#&®8/9 million of which approximately $29.5 milliar 55% is expecte
to be converted to revenue by December 31, 20K)of ®ecember 31, 2008, the Company’s aggregateambiacklog totaled approximately $38.1 million.

Employees.

As of December 31, 2009, the Company had 201 erepkgs compared to 178 employees at December @, 20

ITEM 1A. RISK FACTORS.

The following discussion of risk factors contairferivard-looking statements,” as discussed on p&gasd 4 of this Annual Report on Form 10-
K. These risk factors may be important to undexditey any statement in this Annual Report on Fofi¥Klor elsewhere. The Company believes tha
following risk factors may cause the market prioe its common stock to fluctuate, perhaps signifilya In addition, in recent years the stock marik
general, and the shares of technology companigsaiticular, have experienced extreme price fluanat The Compang’ common stock has a
experienced a relatively low trading volume, makihdurther susceptible to extreme price fluctuatio The following information should be reac
conjunction with Item 7 ManagemestDiscussion and Analysis of Financial Conditionl &esults of Operations and the consolidated filahistatemen
and related notes under Item 8 Financial StatensmsSupplementary Data.
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We routinely encounter and address risks, sometoéhwmay cause our future results to be differentetimes materially, than we prese
anticipate. Discussion about important operatiateks that we encounter can be found in ltem 1sifss and Iltem 7, ManagemenbDiscussion ar
Analysis of Financial Condition and Results of Cyems. We have described certain important giiateisks below. Our reactions as well as
competitors’ reactions to material future developtaanay affect our future results.

The Company’s global growth is subject to a numbeof economic and political risks.

The Company conducts its operations in North Anzeriturope, Asia and the Middle East. Global ecanatavelopments affect businesses sut
GSE, and the Company’s operations are subject e¢oeffects of global competition. The Companylobal business is affected by local econ:
environments, including inflation, recession andrency volatility. Political changes, some of whimay be disruptive, can interfere with the Company
supply chain, its customers and all of its actidgtin a particular location. While some of theskgican be hedged using derivatives or other fiat
instruments and some are insurable, such attemptstigate these risks are costly and not alwaysessful. The current global recession has nohge :
material impact on the Company’s business. The fizmy's backlog as of December 31, 2009 totaled%68llion, a 41.5% increase over the Company’
backlog at December 31, 2008. The Company hasrseeignificant delays or cancellations to the potget is currently working on and is unaware of
significant delays or cancellations to projects the Company expects to secure in 2010. Howeethe recession continues, we may see an impabg
Company'’s operations.

The Company’s expense levels are based upon its expectationstaduture revenue, so it may be unable to adjustpending to compensate for
revenue shortfall. Accordingly, any revenue shortll would likely have a disproportionate effect orthe Company’s operating results.

The Companys revenue was $40.1 million, $29.0 million, and $3Million for the years ended December 31, 2009082 and 200
respectively. The Compars/operating income (loss) was $563,000, $(12,080), $2.2 million for the years ended December 80922008, and 20C
respectively. The Comparg/operating results have fluctuated in the pastraag fluctuate significantly in the future as auleof a variety of factor
including purchasing patterns, timing of new praduand enhancements by the Company and its cowomsetiand fluctuating global econor
conditions. Since the Compasyexpense levels are based in part on its expaaesasis to future revenue and includes certain foasds, the Company m
be unable to adjust spending in a timely mannerotmpensate for any revenue shortfall and such tevshortfalls would likely have a disproportior
adverse effect on operating results.

Risk of International Sales and Operations.

Sales of products and services to end users outsad&nited States accounted for approximately @8%e Companys consolidated revenue
2009, 63% of consolidated revenue in 2008, and @i%onsolidated revenue in 2007. The Company ipaties that international sales and services
continue to account for a significant portion &f ievenue in the foreseeable future. As a rethdtCompany may be subject to certain risks, inntydisks
associated with the application and imposition aitgctive legislation and regulations relating moport or export (including export of high technagk
products) or otherwise resulting from trade or iigmepolicy and risks associated with exchange flattuations. Additional risks include potentiabiylvers
tax consequences, tariffs, quotas and other bsrntential difficulties involving the Comparsystrategic alliances and managing foreign salestagp
representatives and potential difficulties in agusureceivable collection. The Company currengjissproducts and provides services to custome
emerging market economies. The following emergiragkets have provided more than 10% of the Compayenue for the indicated period:
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Years ended December !

2009 2008 2007
Slovenské elektrarne, a 13.5% 0.0% 0.0%
Emerson Process Managem 12.1% 16.2% 7.9%
Titan-2 Concerr 10.7% 0% 0%
American Electric Powe 6.8% 10.5% 0.5%
Emirates Simulation Academy LL 0.0% 4.2% 31.1%

The Company has taken steps designed to reducelthigonal risks associated with doing busineshése countries, but the Company believes
such risks may still exist and include, among atheeneral political and economic instability, lamkcurrency convertibility, as well as uncertaintjth
respect to the efficacy of applicable legal systeffisere can be no assurance that these and attierd will not have a material adverse effect o
Company'’s business, financial condition or resoftsperations.

The Company’s business is largely dependent on sales to the las power industry. Any disruption in this industry would have a material advers:
effect upon the Company’s revenue.

In 2009, 73% of GSE'revenue was from customers in the nuclear pavdersiry (54% in 2008 and 45% in 2007). The Compapects to derive
significant portion of its revenue from customershie nuclear power industry for the foreseeaktieréu The Companyg’ability to supply nuclear power pl:
simulators and related products and services isrttignt on the continued operation of nuclear p@hants and, to a lesser extent, on the constructiorew
nuclear power plants. A wide range of factorscftbe continued operation and construction of @archower plants, including the political and redaoity
environment, the availability and cost of altermatmeans of power generation, the occurrence ofdutuclear incidents, and general economic canditi

The Company’s line of credit agreement imposes operating andni@ncial restrictions on the Company which may prewet it from capitalizing on
business opportunities.

GSE'’s line of credit agreements with Bank of Americ®D@ impose operating and financial restrictionse3é restrictions affect, and in cer
cases limit, among other things, the Company’stgtio:

¢ incur additional indebtedness and liens;
+ make investments and acquisitions;
+ consolidate, merge or sell all or substantiallyodlits assets.

There can be no assurance that these restrictitinsotvadversely affect the Compasyability to finance its future operations or capiteeds or to engage

other business activities that may be in the istené stockholders. At December 31, 2009, the Gomgpvas in default on two of its financial coversanThe
financial covenant calculations at December 3192@1@ shown below:
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As of
Covenant Dec. 31, 2009

Tangible net worth Must Exceed $15.0 millior $33.5 million
Debt service coverage ratio  Must Exceed 1.25:1.00 (1,582): 1.00
Funded debt to EBITDA ratic Not to Exceed 2.50 : 1.( 2.74:1.00

At December 31, 2009 and throughout all of 2008,Glompany had no outstanding borrowings againihés of credit. Accordingly, we did not incuryan
bank interest expense in 2009. However, the Cogndighincur approximately $1,000 of interest expereated to late payments to vendors. This, in
conjunction with the Company’s net loss for thery@aded December 31, 2009, has resulted in a negddbt service coverage ratio. For the fundéud we
EBITDA ratio calculation, the amount of outstandiatiers of credit and bank guarantees that areasdi collateralized are included as funded d&he
Company has received a written waiver from BOA &nid the process of negotiating a revision tofthancial covenants for 2010. The Compangtailabl:
borrowing base under the two lines of credit wa® $6illion at December 31, 2009, of which $2.4 ioill had been utilized to collateralize three standb
letters of credit.

The Company is dependent on product innovation andesearch and development, which costs are incurregrior to revenue for new products anc
improvements.

The Company believes that its success will dependrge part on its ability to maintain and enhaiteeurrent product line, develop new prodt
maintain technological competitiveness and meeéxganding range of customer needs. The Companythigt development activities are aimed ai
development and expansion of its library of sofevamodeling tools, the improvement of its displayteyns and workstation technologies, and
advancement and upgrading of its simulation teaol The life cycles for software modeling toolsaghical user interfaces, and simulation technolkug
variable and largely determined by competitive puess. Consequently, the Company will need to naetio make significant investments in researct
development to enhance and expand its capabilititeese areas and to maintain its competitive aidwge.

The Company relies upon its intellectual property ights for the success of its business; however, tis¢eps it has taken to protect its intellectu:
property may be inadequate.

Although the Company believes that factors sucth@dechnological and creative skills of its persginnew product developments, frequent prc
enhancements and reliable product maintenancengreriant to establishing and maintaining a techgiokd leadership position, the Company's busi
depends, in part, on its intellectual property tsgim its proprietary technology and informatiohhe Company relies upon a combination of tradees;
copyright, and trademark law, contractual arrangeémand technical means to protect its intellegmaperty rights. The Company enters into confiidity
agreements with its employees, consultants, jogmtwre and alliance partners, customers and otfiel parties that are granted access to its prpy
information, and limits access to and distributadrits proprietary information. There can be neurance, however, that the Company has protectedlt
be able to protect its proprietary technology arfdrimation adequately, that the unauthorized d&gie or use of the Company's proprietary infornmatid|
be prevented, that others have not or will not t®vesimilar technology or information independently, to the extent the Company owns any patentise
future, that others have not or will not be abled&ssign around those future patents. Furthermbeeaws of certain countries in which the Compe
products are sold do not protect the Company'syatsdand intellectual property rights to the saxterg as the laws of the United States.
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The industries in which GSE operates are highly copetitive. This competition may prevent the Companyfrom raising prices at the same pace as
costs increase.

The Company's businesses operate in highly comgetihvironments with both domestic and foreign petitors, many of whom have substanti
greater financial, marketing and other resourcas the Company. The principal factors affecting petition include price, technological proficienegase ¢
system configuration, product reliability, applicais expertise, engineering support, local preseamm financial stability. The Company believes
competition in the simulation fields may furthetensify in the future as a result of advances @htelogy, consolidations and/or strategic allianag®n(
competitors, increased costs required to develop teehnology and the increasing importance of saftwcontent in systems and products. As
Companys business has a significant international comppreranges in the value of the dollar could advgraéfect the Company's ability to comp
internationally.

GSE may pursue acquisitions and joint ventures, andny of these transactions could adversely affedsioperating results or result in increased cos
or related issues.

The Company intends to pursue acquisitions and y@ntures, a pursuit which could consume substhiitne and resources. ldentifying appropi
acquisition candidates and negotiating and consumgracquisitions can be a lengthy and costly gecdhe Company may also encounter subst
unanticipated costs or other related issues sucompliance with new regulations and regulatoryesebs, additional oversight, elimination of redurmig
and increased employee benefit costs associatdd thét acquired businesses. The risks inherentig dinategy could have an adverse impact ol
Company’s results of operation or financial coruiti

The nuclear power industry, the Companys largest customer group, is associated with a nureb of hazards which could create significant liabities
for the Company.

The Companys business could expose it to third party claimghwespect to product, environmental and other lamdiabilities. Although th
Company has sought to protect itself from thesema! liabilities through a variety of legal andntractual provisions as well as through liabilitgurance
the effectiveness of such protections has not bdbntested. Certain of the Compagyproducts and services are used by the nucleagrgadustry primaril
in operator training. Although the Compasycontracts for such products and services typiaahtain provisions designed to protect the Congfaom
potential liabilities associated with such useréhman be no assurance that the Company wouldenwiatterially adversely affected by claims or actianict
may potentially arise.

The use of derivative instruments by the Company irthe normal course of business could result in firecial losses that negatively impact tr
Company’s net income.

GSE periodically enters into forward foreign exojparcontracts to manage market risks associatedtétfuctuations in foreign currency excha
rates on foreigmienominated trade receivables. The Company coutireéze financial losses as a result of volatilitghe market values of these contraci
if a counterparty fails to perform. The Companyimizes credit exposure by limiting counterpart@#ternationally recognized financial institutgn
The issuance of performance bonds and bid bonds blye Company in the normal course of business coul@sult in financial losses that negatively
impact the Company’s net income.
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The Company is often required to issue performdmurels to its customers as a normal part of itsrassi activities. The Compasycustomers m:
have the ability to draw upon these performancedbadn the event the Company fails to cure a madtbrizach of the contract within 30 days of recej
notice from the customer regarding the nature efliheach. As of December 31, 2009, the Compasyissued performance bonds on eight con
totaling $3.5 million; the largest of these perfame bonds was for $2.0 million. Although the Camp expects no material breaches to occur on
contracts, if such a breach were to occur and timapgany failed to cure such breach, the Companyddoclr a loss of up to $3.5 million.

The Company is subject to a wide variety of laws ahregulations.

The Companys businesses are subject to regulation by U.Srdeded state laws and foreign laws, regulatiors jolicies. Changes to laws
regulations may require the Company to modify iisibess objectives if existing practices becomeemestricted, subject to escalating costs or pitefl
outright. Particular risks include regulatory risksising from federal laws, such as laws regardigort of sensitive technologies or techr
information. The Compang’business and the industries in which it operatesalso at times being reviewed or investigatedelgylators, which could le
to enforcement actions, fines and penalties oafisertion of private litigation claims and damages.

ITEM 1B. UNRESOLVED STAFF COMMENTS .

None.

ITEM 2. PROPERTIES .

The Company is headquartered in a facility in E8arg, Maryland (approximately 36,000 square fdétg lease for this facility expires on June
2018.

In addition, the Company leases office space ddoadlst in St. Marys and Augusta, Georgia and Tawt, New York and internationally
Beijing, China and Nykdping, Sweden. The Compaagés these facilities for terms ending betweef 20d 2012.

ITEM 3. LEGAL PROCEEDINGS .

The Company and its subsidiaries are from timénte involved in ordinary routine litigation incideh to the conduct of its business. The Com|
and its subsidiaries are not a party to, and ibp@nty is not the subject of, any material pendewgl proceedings that, in the opinion of managenee
likely to have a material adverse effect on the Gany’s business, financial condition or result®pérations.

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

No matter was submitted to a vote of security haldriring the quarter ended December 31, 2009.
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PART Il

ITEM 5. M ARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCK HOLDER MATTERS, AND ISSUER PURCHASES
OF EQUITY SECURITIES.

The Company’s common stock is listed onNIV&SE Amex Stock Exchange, where it trades undesyiebol “GVP”. The following table
sets forth, for the periods indicated, the high lmdsale prices for the Company’s common stoclora by the NYSE Amex Stock Exchange for each full
quarterly period within the two most recent fisgahrs:

2009

Quarter High Low
First $ 6.8¢ $ 4.61
Second $ 6.7¢ $ 4.9¢
Third $ 8.0¢ $ 5.8t
Fourth $ 6.2 $ 4.3t

2008

Quarter High Low
First $ 10.78 $ 7.6€
Second $ 9.2: $ 7.0¢
Third $ 92( $ 6.9
Fourth $ 6.9¢ $ 471
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The following table sets forth the equity compeitsaplan information for the year ended December2®D9:

Number of Securities

Number of Securities to Weighted Average Remaining Available for
be Issued Upon Exercise] Exercise Price of Future Issuance Under Equity
of Outstanding Options, Outstanding Options, Compensation Plans (Excluding
Warrants and Rights Warrants and Rights Securities Reflected in Column (a)
Plan categor @) (b) (c)

Equity compensation
plans approved by 1,758,902 $4.44 463,603
security holders

Equity compensatio
plans not approved by - $-- -
security holders

Total 1,758,902 $4.44 463,603

There were approximately 70 holders of record ef ¢tommon stock as of December 31, 2009. The Compasynever declared or paid a ¢
dividend on its common stock. The Company curnyeintiends to retain future earnings to financedtmwth and development of its business and, thes
does not anticipate paying any cash dividendserfaheseeable future on its common stock.

At a special shareholder's meeting on Decembe2@87, the Companyg’shareholders approved an amendment to the Catifof Incorporatic
increasing GSE’s authorized common stock by 12anilshares to a total of 30 million shares.

The Company believes factors such as quarterlyulions in results of operations and announcemantew products by the Company or by
competitors may cause the market price of the comstock to fluctuate, perhaps significantly. Irdiidn, in recent years the stock market in genenat
the shares of technology companies in particulaiehexperienced extreme price fluctuations. Then@mys common stock has also experienc
relatively low trading volume, making it further sieptible to extreme price fluctuations. Thesdaofacmay adversely affect the market price of
Company's common stock.

On June 22, 2007, the Company raised $9.2 millat,of associated fees of $768,000, through the afall,666,667 shares (the “Sharesf)its
common stock, $.01 par value per share, by meamssprivate placement to selected institutional #ees. Each investor received a fiyear warrant t
purchase GSE common stock (the “Warrant Shaexgipl to 10% of the shares of common stock thdt eaestor purchased at an exercise price of $H6el
share (the “Warrants”). In aggregate, the Compssiyed Warrants to purchase a total of 166,66 &sh#rGSE common stock.
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The Company filed its registration statement onnk@&-3 with the Securities and Exchange Commissiba {Commission”)on July 16, 20C
covering the offer and sale, from time to timetlef Shares, the Warrant Shares and shares of costoghissuable upon exercise of warrants that log
issued as liquidated damages under the terms eftairc registration rights agreement entered ietwben the Company and the investors (fRedistratiol
Rights Agreement”jn connection with the private placement. The Rigtion Statement became effective on August 87 20hd, pursuant to the provisi
of the Registration Rights Agreement, the Companghiligated to use commercially reasonable eftortsifter the date on which the Registration Stetg
becomes effective, cause the Registration Statetogetmain continuously effective as to all Shaaed Warrant Shares, other than for an aggregateocd
than 30 consecutive trading days or for more thmaaggregate of 60 trading days in anyri@ath period. In the event of a default of the fmiaeg obligatior
the Company will be required to issue to the inmestas liquidated damages, on the date the farggtafault occurs and each monthly anniversaryetfear
a number of warrants (on the same terms as theaWajrequal to 2% of the number of Shares then Imelsuch investor, not to exceed 10% of the
number of Shares then held by such investor, amedfter cash, in an amount equal to 2% of theeagge purchase price paid by the investors, nextee:
30% of the aggregate purchase price paid by thestovs.

At the date of issuance, the fair value of the \Afais was $510,000 and the fair value of the Shaass$9.5 million. The fair value of the Warre
and the Shares was determined by the use of thveefair value method, in which the $10.0 milligross proceeds was allocated based upon thedfaie:
of the Warrants, as determined by using the Bfackeles Model, and the Shares, as determined bgidbang price of the common stock on the Amer
Stock Exchange on the date the transaction waed:los

The Company paid the placement agent for the ShamesWarrants 6% of the gross proceeds receivethé®yCompany from the offeril
($600,000). In addition to the placement agenttiee Company paid $168,000 of other transactien felated to the offering.

The proceeds were used to pay down the Compamgfi credit and for other working capital purposes

On September 4, 2009, the Company raised $15.mitrough the sale of 2.5 million shares of itsnton stock, $.01 par value per share.
shares were sold under a shelf registration statembich was declared effective by the Securitied xchange Commission on August 21, 2009
September 23, 2009, the Company raised an addit)250,000 when the Company’s underwriter, eseatian oveallotment option in full to purchase
additional 375,000 shares of the Compangbmmon stock at the public offering price of $6er share. The aggregate net proceeds receivelle
Company from the two transactions were approxirgeéb.9 million. The Company paid the underwrefee in the amount of 6% of the gross proc
received by the Company from the offering ($1,088)and paid $339,000 in other transaction fees.

The following graph compares the Compangumulative total shareholder return since JanligB005 through December 31, 2009 with that o
American Stock Exchange- US & Foreign Index andearmgroup index. The Peer Group consists of coiapaselected on a line-biisiness basis a
includes Aspen Technology, Inc.,3.€ommunications Holdings and Honeywell InternagioriThe graph assumes an initial investment oD&i® January
2005 in the Compang’common stock and each index. There were noetids declared or paid by the Company during theyiear period. The Compe
has never paid a dividend on its common stock. ifildéces are raveighted daily, using the market capitalization the previous tracking day. T
comparisons shown in the graph below are based historical data. The stock price performance showthe graph below is not necessarily indicat;
or intended to forecast, the potential future panfance of the Comparg’common stock. The graph was prepared for thep@agnby Research Data Gro
Inc.
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN”
Armong GSE Systems, Inc., The MNYSE Amex Composite Index
And A Peer Group
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=100invested on 12/31/04 in stock or index, including reimvestmert of dividends.
Fiscal year ending December 31,

12/31/200< 12/31/200¢ 12/31/200€ 12/31/2007 12/31/200¢ 12/31/200¢
GSE Systems, In 100.0( 45.9: 246.3: 379.2¢ 218.5: 202.9¢
Peer Group Inde 100.0( 125.8( 150.4( 178.9¢ 108.5¢ 147.2]
IAmex Market Inde» 100.0( 106.5( 129.3( 177.2¢ 102.7] 126.21

Sales of Unregistered Securities

The Company’s sales of unregistered securitiexdutie past three years are described in Item Beabo
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ITEM 6. SELECTED FINANCIAL DATA

Historical consolidated results of operations aathiice sheet data presented below have been démiwvedhe historical financial statements of
Company. This information should be read in cotinaavith the Company’s consolidated financial staénts.

(in thousands, except per share data) Years ended December !
2009 2008 2007 2006 2005
Consolidated Statements of Operatic
Contract revenu $ 40,06 $ 29,00 $ 31,90 $ 27,50 $ 21,95
Cost of revenu 29,73 21,18 22,21 19,60 18,60
Gross profit 10,32 7,81 9,68 7,90 3,34
Operating expense

Selling, general and administrati 7,74 7,38 7,21 4,92 6,95
ESA related charge 1,50 - - - -
Administrative charges from GP Strateg - - - 68 68
Depreciation 50 44 25 18 43
Total operating expenses 9,76 7,82 7,47 5,80 8,07
Operating income (los! 56 (1z 2,21 2,10 (4,727
Interest income (expense), | 5 13 (43¢ (764 (41€
ESA related charge (86& - - - -
Loss on extinguishment of de - - - (1,42¢ -
Gain (loss) on derivative instrumer 76 (453 (11 (24 (a7c
Other income (expense), net (397 (22€ (55E (81 66
Income (loss) before income tax 12 (561 1,21 (297 (4,64¢
Provision for income taxe 91 12 4 14 14
Net income (loss $ (797 $ (69C $ 1,16 $ (34€ $ (4,79
Basic income (loss) per common share $ (0.0t $ (0.04 $ 0.0 $ (0.07 $ (0.52
Diluted income (loss) per common share (1) $ (0.0 $ (0.04 $ 0.0 $ (0.07 $ (0.55

Weighted average common shares outstani
-Basic 16,93 15,74 12,92 9,53 8,99
-Diluted 16,93 15,74 14,81 9,53 8,99

As of December 31

2009 2008 2007 2006 2005
Balance Sheet dat
Working capital (deficit $ 31,46 $ 13,88 $ 14,71 $ 1,46 $ (92t
Total asset 49,52 31,01 28,36 18,44 11,98
Long-term liabilities 20 920 69 25 1,56
Stockholders' equit 37,14 20,70 20,36 7,36 89

(1) In 2006, $279,000 preferred stock dividendsenazlded to net loss to arrive at net loss ateihtt common shareholde
In 2007, $49,000 preferred stock dividendsenteducted from net income to arrive at net incattrébuted to common shareholde
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

On September 4, 2009, the Company raised $15.@milhrough the sale of 2.5 million shares of isnmon stock, $.01 par value per share.
shares were sold under a shelf registration statembich was declared effective by the Securitied &xchange Commission on August 21, 2009
September 23, 2009, the Company raised an addit)250,000 when the Company’s underwriter exertan ovemllotment option in full to purchase
additional 375,000 shares of the Compangbmmon stock at the public offering price of $6er share. The aggregate net proceeds receivelle
Company from the two transactions was approxime&.9 million. The Company paid the underwritefiea in the amount of 6% of the gross proc
received by the Company from the offering ($1,088)0and paid $339,000 in other transaction fedse Company intends to use the net proceeds fora
working capital purposes and to fund acquisitioms ather strategic opportunities.

GSE is a 10% owner of the Emirates Simulation Aoade_LC in the United Arab Emirates. Although ESvas formed in late 2005, it had
grand opening on January 14, 2009 and signedréisdustomer training contract on the same dayspie ESAS promotional efforts, 2009 revenue tot:
only AED 209,000 ($57,000), and they incurred alog$ of AED 22.6 million ($6.1 million). Per ES#\latest financial projections, ESA would not bee
profitable until 2016 and would not become cashtp@suntil 2017.

At December 31, 2009, ESA had borrowed a total BDA36.4 million ($9.9 million) from its credit fdiy with Union National Bank, includir
accrued interest payable. ESA was delinquent yingaboth principal and interest (a total of AECB53nillion or $1.5 million) and in January 2010, U
drew upon the guarantees of the three partneraytof the delinquency, withdrawing $145,000 frorBEs restricted cash account. In February 2010,
was notified that ESA had missed another loan payraed that 10% of the amount due ($24,000) woeldviihdrawn from the Comparg/restricted ca:
account.

At a meeting of ESAS three shareholders held at ESA on February 110),28e shareholders reached agreement to sigintficreduce costs a
begin to explore options up to and including thérgeof ESA.

Accordingly, based upon these events, the Compasydetermined that its remaining investment in EA been impaired and has establi
reserves for the trade receivable due from ESAeateinber 31, 2009 and the cash that GSE has ositefitn UNB as a partial guarantee for ESA&redi
facility. Partially offsetting these charges ig tieversal of the remaining deferred profit reldtethe Company sale of five simulators to ESA in prior ye
and the remaining agent fee that was due upon patyafehe final outstanding receivable. The chargecorded and the presentation in the statem:
operations for the year ended December 31, 2008saf@lows:
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Year ende

(in thousands) December 31, 200
Trade receivabl $ 1,6
Accrued agent fee (9
Operating expense 1,5
Restricted cas- bank guarantee at
accrued interest incon 1,2
Investment in ES/ 1
Deferred profit (54
Other expense, net 8l
Total $ 2,3

Critical Accounting Policies and Estimates.

As further discussed in Note 2 to the consolidditeahcial statements, in preparing the Comparfifiancial statements, management makes s
estimates and assumptions that affect the Compasported amounts of assets, liabilities, revemnelsexpenses. Those accounting estimates thatthe
most significant impact on the Compasiygperating results and place the most signifidantands on management's judgment are discussed. beloall o
these policies, management cautions that futuretevarely develop exactly as forecast, and thedstsnates may require adjustment.

Revenue Recognition on Long-Term Contract$he majority of the Comparg/revenue is derived through the sale of uniquekighed syster
containing hardware, software and other materiatiet fixedprice contracts. In accordance with U.S. genemadlyepted accounting principles, the reve
under these fixed-price contracts is accountedofothe percentage-of-completion method. This meilogy recognizes revenue and earnings a®rk
progresses on the contract and is based on anadstofthe revenue and earnings earned to dateatesunts recognized in prior periods. The Com
bases its estimate of the degree of completiom@fcontract by reviewing the relationship of castaurred to date to the expected total costs thithtoe
incurred on the project. Estimated contract easiaxg reviewed and revised periodically as the vpodgresses, and the cumulative effect of any olam
estimate is recognized in the period in which ttange is identified. Estimated losses are charggnst earnings in the period such losses
identified. The Company recognizes revenue arifioign contract claims either as income or as asedfgainst a potential loss only when the amofitite
claim can be estimated reliably and realizatioprizbable and there is a legal basis of the clainer& were no probable claims outstanding as of iDbel
31, 2009.

Uncertainties inherent in the performance of cangranclude labor availability and productivity, teaal costs, change order scope and pri
software modification and customer acceptance ssliee reliability of these cost estimates is caitito the Companyg’ revenue recognition as a signific
change in the estimates can cause the Compaayenue and related margins to change significéioim the amounts estimated in the early stadethe
project.
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As the Company recognizes revenue under the pagemtfecompletion method, it provides an accrual for eated future warranty costs basec
historical and projected claims experience. Then@any’s long-term contracts generally provide fan&year warranty on parts, labor and any bug fixe
it relates to software embedded in the systems.

The Company'’s system design contracts do not ndyrpebvide for “post customer support servic€GsS) in terms of software upgrades, soft\
enhancements or telephone support. In order @irpBXCS, the customers normally must purchaseaaepcontract. Such PCS arrangements are gst
for a oneyear period renewable annually and include custsupport, unspecified software upgrades, and nraniee releases. The Company recog
revenue from these contracts ratably over theofifihe agreements

Revenue from the sale of software licenses whicmatorequire significant modifications or custontiaa for the Companyg modeling tools a
recognized when the license agreement is signedicénse fee is fixed and determinable, delivexy dccurred, and collection is considered probable.

Revenue for contracts with multiple elements iogeized in accordance with ASC 605-RBvenue Recognition- Multiple Element Arrangements.

Revenue from certain consulting or training cort8ds recognized on a time-and-material basis. tlhoe-andmaterial type contracts, revenur
recognized based on hours incurred at a contrdaed rate plus expenses.

Capitalization of Computer Software Developmentt€osn accordance with U.S. generally accepted adaagiprinciples, the Company capitali.
computer software development costs incurred aiehinological feasibility has been established,dridr to the release of the software product fe gc
customers. Once the product is available to bk de Company amortizes the costs, on a stréilghimethod, over the three year estimated us#éubdf the
product. As of December 31, 2009, the Companynieagapitalized software development costs of #lilBon. On an annual basis, and more frequerd
conditions indicate, the Company assesses the eeco¥ the unamortized software computer costsdtynating the net undiscounted cash flows expetd
be generated by the sale of the product. If thasgndnted cash flows are not sufficient to recaher unamortized software costs the Company wilteari
down the investment to its estimated fair valuesbasn future discounted cash flows. The excessypiliaamortized computer software costs over traee
net realizable value is written down and charge@perations. Significant changes in the saleseptimns could result in impairment with respecthe
capitalized software that is reported on the Congjsaronsolidated balance sheet.

Deferred Income Tax Valuation Allowanc®eferred income taxes arise from temporary diffeesnbetween the tax bases of assets and liat
and their reported amounts in the financial statdmeéManagement makes a regular assessment aédtizability of the Companyg’ deferred tax assets.
making this assessment, management considers wihieithenore likely than not that some or all oétteferred tax assets will not be realized. Thienate
realization of deferred tax assets is dependent tip® generation of future taxable income durirey fbriods in which those temporary differences b
deductible. Management considers the schedulegrsalvof deferred tax liabilities and projectedufet taxable income of the Company in making
assessment. A valuation allowance is recordeddaae the total deferred income tax asset to dtizedble value. As of December 31, 2009, the Comjza
largest deferred tax asset related to a U.S. netatipg loss carryforward of $15.4 million whichpéses in various amounts between 2017 and 2028
amount of U.S. loss carryforward which can be usgdhe Company each year is limited due to chamgeése Companys ownership which occurred
2003. Thus, a portion of the Compamyoss carryforward may expire unutilized. We badi¢hat the Company will achieve profitable openagi in futur:
years that will enable the Company to recover theefit of its net deferred tax assets. Howevérewothan a portion of the net deferred tax assetisar
related to the Company’Swedish subsidiary, the recovery of the net defietax assets could not be substantiated by diyremailable objectiv
evidence. Accordingly, the Company has establistre$i8.4 million valuation allowance for its nefefeed tax assets.
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Results of Operations.

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

(% in thousands) Years ended December 3.
2009 % 2008 % 2007 %

Contract revenu $ 40,06 100.0 % $ 29,00: 100.0 ¥ $ 31,90 100.0 %
Cost of revenue 29,73 74.2 % 21,18 73.1 % 22,21 69.6 %
Gross profit 10,32 25.8 % 7,81 26.9 ¥ 9,68 30.4 %
Operating expense

Selling, general and administrati 7,74 19.3 % 7,38: 25.4 % 7,21 22.6 %

ESA related charge 1,50i 3.8% - 0.0 % - 0.0 %

Depreciation 50 1.3 % 444 1.5 % 25 0.8 %
Total operating expenses 9,76: 24.4 % 7,82! 26.9 ¥% 7,47 23.4 %
Operating income (los: 56. 1.4 % (12 (0.0)% 2,21 7.0 %
Interest income (expense), | 5i 0.1% 13 0.4 % (433 1.4)%
ESA related charge (865 (2.2)% - 0.0 % - 0.0 %
Gain (loss) on derivative instrumetr 76. 1.9 % (453 (1.6)% (11 (0.0)%
Other expense, net (397 (0.9)% (226 (0.8)% (555 (1.8)%
Income (loss) before income tay 121 0.3 % (561 (2.0)% 1,21. 3.8%
Provision for income taxes 91 2.3 % 12! 0.4 % 4, 0.1 %
Net income (loss $ (797 (2.0)% $ (690 (2.4)% $ 1,16 3.7 %

Comparison of the Years Ended December 31, 2009 Bcember 31, 2008.

Contract Revenue.Contract revenue for the year ended Decembe@®19 totaled $40.1 million, which was 38.1% higtiean the $29.0 millic
total revenue for the year ended December 31, ZDR8.Company recorded total orders of $54.4 milliothe year ended December 31, 2009 versus
million in the year ended December 31, 2008. Idetiin the 2009 orders was an $18.4 million conttmduild a new nuclear power plant simulator &
two unit reactor plant in Slovakia. The contramtlides approximately $12.0 million for hardwate targest portion being a distributed control eysfromn
Siemens, that the customer requested be a paheofdntract in addition to approximately $6.0 roillirelated specifically to the simulator. Due la
significant hardware portion of the project, theeall margin on the project is lower than the Comps normal gross margin. In the year ended Dece
31, 2009, the Company recognized $5.4 million oftcact revenue on this project using the percertdg®mpletion method, which accounted for 13.5¢
the Company’s consolidated revenue. At DecembgeBQa9, the Compang’backlog was $53.9 million, of which $13.0 millicglated to this contract. T
Company'’s backlog increased 41.5% from Decembe2@18 when the Company’s backlog totaled $38.lignill
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Gross Profit. Gross profit totaled $10.3 million for the yeamded December 31, 2009 versus $7.8 million forytbar ended December
2008. As a percentage of revenue, gross profitedsed from 26.9% for the twelve months ended Dbeeidl, 2008 to 25.8% for the twelve months e
December, 31 2009. The decrease in gross margijimly reflects the impact of the lower margin be $18.4 million full scope simulator and digitaintrol
system order received in the first quarter 200&nfepSlovak utility.

Selling, General and Administrative Expense3elling, general and administrative (“SG&A") exyses totaled $7.7 million and $7.4 million for the
years ended December 31, 2009 and 2008, respgctikictuations in the components of SG&A spendirge as follows:

+ Business development and marketing costs incrfased$2.9 million for the year ended December 310&to $3.1 million in the year enc
December 31, 2009. The spending increase maifigcte a $352,000 increase of bidding and proposstls, which are the costs of operat
personnel in assisting with the preparation of @mitproposals and a $104,000 increase in bustd®sdopment labor and benefit costs
2009 the Company hired business development mamaiger both its process simulation business andeisication and trainir
business. These increases were partially dffset$137,000 decrease in business developmeset gagenses. In addition, the Company
not have a Simworld user’s conference in 2009,dpaint approximately $75,000 in 2008 for itsabiual Simworld conference in Beijil
China.

+ The Companys general and administrative expenses were vigtugithanged at $4.2 million for the year ended Dréasr 31, 2009 and $¢
million for the year ended December 31, 2C

+ Gross spending on software product developmentéidpment”)totaled $1.3 million in the year ended December280)9 as compared
$907,000 for the same period in 2008. For the geded December 31, 2009, the Company expensed0®2&nd capitalized $861,00C
its development spending and expensed $316,00Ccapitblized $591,000 of its development spendinghi year ended December
2008. The Company’s capitalized development exiperesd in 2009 were mainly related to the custotivraof RELAPS5RT softwart
(which simulates transient fluid dynamics, neutesrand heat transfer in nuclear power plants) moor the Company’s redilme executiv
software; the replacement of the current GraphierUsterface of SimSuite Pro with JADE Designeg tlevelopment of generic simulat
models for three oil and gas refining processesticoous catalytic reformer, hydrotreater, and amneatment; and a generic combined ¢
gas turbine simulator. The Company anticipatasith total gross development spending in 2010apibroximate $900,00!

ESA related chargesGSE is a 10% owner of the Emirates Simulation AoadéLC in the United Arab Emirates. Although ES/s formed i
late 2005, it had its grand opening on January2089 and signed its first customer training corit@tthe same day. Despite ESASromotional effort:
2009 revenue totaled only AED 209,000 ($57,000y ey incurred a net loss of AED 22.6 million (Bénillion). Per ESAS latest financial projectior
ESA would not become profitable until 2016 and vdobt become cash positive until 2017.

At December 31, 2009, ESA had borrowed a total BDA36.4 million ($9.9 million) from its credit fddy with Union National Bank, includir
accrued interest payable. ESA was delinquent yingaboth principal and interest (a total of AECB5nillion or $1.5 million) and in January 2010, U
drew upon the guarantees of the three partneraytfh the delinquency, withdrawing $145,000 frorBEs restricted cash account. In February 2010,
was notified that ESA had missed another loan payraed that 10% of the amount due ($24,000) woeldvithdrawn from the Comparsg/restricted cas
account.
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At a meeting of ESAS three shareholders held at ESA on February 110,28e shareholders reached agreement to sigintficreduce costs a
begin to explore options up to and including thérggof ESA.

Accordingly, based upon these events, the Compasydetermined that its remaining investment in B4 been impaired and has establi
reserves for the trade receivable due from ESAetehber 31, 2009 and the cash that GSE has onideftbsUNB as a partial guarantee for ESACredi
facility. Partially offsetting these charges ig tfeversal of the remaining deferred profit relatethe Company sale of five simulators to ESA in prior ye
and the remaining agent fee that was due upon palyaighe final outstanding receivable. The chargecorded and the presentation in the statem:
operations for the year ended December 31, 2008saf@lows:

Year ende(
(in thousands) December 31, 200
Trade receivabl $ 1,6
Accrued agent fee (9
Operating expense 1,5(
Restricted cas-bank guarantee ar
accrued interest incon 1,2
Investment in ES/ 1
Deferred profit (54
Other expense, net 8l
Total $ 2,3

Depreciation Depreciation expense totaled $504,000 and $80dd the years ended December 31, 2009 and 2888ectively. The
higher 2009 depreciation expense is a result o€ttpany’s 2008 capital purchases related to thepgaay’s move to its Sykesville, Maryland headquarte
in 2008 and the purchase of new computers for riezg.h

Operating Income (Loss) The Company had operating income of $563,008%10f revenue) in the year ended December 31, 2898pmpare
with operating loss of $12,000 (0.0% of revenue)fie year ended December 31, 2008. The variamessdue to the factors outlined above.

Interest Income (Expense), NeThe Company interest income, net totaled $56,000 and $130@0the years ended December 31, 2009 and
respectively.

On March 28, 2008, the Company entered into twaisgp revolving line of credit agreements for tyear revolving lines of credit with Bank
America (“BOA”"), replacing the Comparg/credit facility with Laurus Master Fund. Oneeliaf credit is in the principal amount of up to%&illion and i
guaranteed by the U.S. Expdmtport Bank. The second line of credit was origfina the principal amount of up to $1.5 milliohpwever, on May 5, 20C
the credit agreement was amended to increase thepgal amount to $2.5 million. The Company has$ borrowed any funds against either BOA line
credit. However, at December 31, 2009, $2.4 nmltié the credit facility was utilized as collatefatf three standby letters of credit.
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The deferred financing costs incurred in conjunctidth the Laurus Master Fund line of credit weneoatized over the twgear period of the line
credit, with the final amortization expense recordie February 2008. Amortization expense total88,800 in the year ended December 31, 2008.
deferred financing costs incurred in conjunctiotivthe BOA lines of credit are being amortized other twoyear period of the lines of credit. Amortizat
began in April 2008 and totaled $46,000 and $53f00¢he years ended December 31, 2009 and 20§8ecéavely.

Interest income earned on short-term investmentiseo€ompany’s operating cash totaled $4,000 fery#ar ended December 31, 2009 versus
$67,000 in the year ended December 31, 2008. awkerlinterest income in 2009 mainly reflects threnieation of the Company’s commercial automated
investment account with BOA in the second quarfe009.

At December 31, 2009 and 2008, the Company hadajppately $336,000 and $2.9 million, respectivelfcash in Certificates of Deposit with
BOA that were being used as collateral for varipegormance bonds. At December 31, 2009, the Caynpkso had a $600,000 Certificate of Deposit w!
was issued as additional collateral for one ofB& lines of credit. The Company earned approxalya$61,000 and $132,000 in interest income on the
Certificates of Deposit in the years ended DecertheR009 and 2008, respectively.

In May 2007, the Company deposited $1.2 milliow iatrestricted, interest-bearing account at thet/Mational Bank in the United Arab Emirates
as a partial guarantee for the $11.8 million créatitlity that UNB has extended to ESA. GSE reeardpproximately $26,000 and $48,000 interest irecim
the years ended December 31, 2009 and 2008, resgecThe reduction in interest income reflecta/ém interest rates in 2009.

The Company had other interest income in the yede@ December 31, 2009 of $11,000 and $25,00Giyehar ended December 31, 2008.

Gain (Loss) on Derivative InstrumentsThe Company periodically enters into forward fgneexchange contracts to manage market risks iassdc
with the fluctuations in foreign currency exchamgtes on foreign-denominated trade receivablesofAecember 31, 2009, the Company had foreign
exchange contracts for sale of approximately 2ionilPounds Sterling, 3 million Euro, and 759 millidapanese Yen at fixed rates. The contracts eapire
various dates through February 2014. The Compadynbt designated the contracts as hedges anédwmized a gain on the change in the estimated fai
value of the contracts of $851,000 for the twehanths ended December 31, 2009.

At December 31, 2008, the Company had foreign enghaontracts for sale of approximately 2 milliauRds Sterling, 4 million Euro, and 68
million Japanese Yen at fixed rates. The contrexpsre on various dates through February 2014. Qdrapany had not designated the contracts as hedges
and had recognized a loss on the change in theagst fair value of the contracts of $174,000 lier tvelve months ended December 31, 2008.

The estimated fair value of the contracts at De@ari, 2009 and 2008 was a net asset of $812,aD@ aet liability of $58,000, respectively, i
were recorded on the balance sheets as follows:
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December 31

(in thousands) 2009 2008
Asset derivative
Prepaid expenses and other current a: $ 51t % 14
Other assets 39€ 537
911 551
Liability derivatives
Other current liabilitie: (39 (42€)
Other liabilities (65) (1893
(99) (609)
Net fair value $ 81z $ (58)

The foreign currency denominated trade receivadesunbilled receivables that are related to thstanding foreign exchange contract
December 31, 2009 are remeasured at the end ofpeaicid into the functional currency using the eatrexchange rate at the end of the period. I
years ended December 31, 2009 and 2008, the Conipeunyed an $88,000 loss and $279,000 loss, réspbg from the remeasurement of such trade
unbilled receivables.

Other Expense, Net For the years ended December 31, 2009 and 20&; expense, net was $397,000 and $226,000,ctesgde. The majc
components of other expense, net include the fatigutems:

The Company accounts for its investment in ESAgitiire equity method. In accordance with the equigghod, the Company eliminated 10% of
the profit from this contract as the training siatols are assets that have been recorded on the bbBSA, and the Company was thus required toietite
its proportionate share of the profit includedhie tisset value. The profit elimination totaled,$28 for the year ended December 31, 2008. ESArbag
amortize the training simulators effective Janugr2009 over a four year life; accordingly, GSE &e¢p amortize the deferred profit in January 2808
recognized income of $181,000 for the year endezkBder 31, 2009. However, in conjunction with @@npany’s determination that its investment in
ESA was impaired as of December 31, 2009, GSE vafftde balance of the deferred profit, recogrizadditional income of $543,000. See the discussio
above inESA related charges.

For the years ended December 31, 2009 and 2008.ampany recognized a $615,000 and $213,000 elpsity respectively, on its investment in
ESA. However, in conjunction with the Company’settmination that its investment in ESA was impaiastf December 31, 2009, it wrote off the balance
of its investment in ESA, recognizing an additioeglity loss of $117,000. See the discussion abok&A related charges.

The Company had other miscellaneous income in¢laesyended December 31, 2009 and 2008 of $37,@D6f&#15,000, respectively.

Provision for Income Taxes

The Company files in the United States federalsfliagtion and in several state and foreign jurisditt. Because of the net operating
carryforwards, the Company is subject to U.S. fedand state income tax examinations from years7 188 forward and is subject to foreign
examinations by tax authorities for years 2004 famdard. Open tax years related to state anddargirisdictions remain subject to examination &g no
considered material to our financial position, iessaf operations or cash flows.
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As of December 31, 2009, there have been no mhtdr@ages to the liability for uncertain tax pasits. Furthermore, the Company is not awa
any tax positions for which it is reasonably polesthat the total amounts of unrecognized tax henebuld significantly decrease or increase witthie nex
twelve months.

The Companys tax provision in 2009 was $917,000 and consisfe#i29,000 U.S. federal income taxes, $80,000 stateme taxes, $239,0
foreign income tax withholding on several non-W8&ntracts, and $569,000 foreign income taxes ieclioy the Company’s foreign subsidiaries.

The Companys tax provision in 2008 was $129,000 and consisté&10,000 state income taxes, $226,000 foreiganmetax withholding on seve
non-U.S. contracts, and $19,000 foreign incomegawreurred by the Comparg/foreign subsidiaries. The income tax expense peasally offset by
$126,000 credit from the reduction of the valuatiiowance against the net deferred tax asseteec€bompany’s Swedish subsidiary.

The Company has a full valuation allowance on ifS.Wet deferred tax assets at December 31, 2009.

Comparison of the Years Ended December 31, 2008 Becember 31, 2007.

Contract Revenue.Contract revenue for the year ended Decembe2(18 totaled $29.0 million, which was 9.1% lowearttthe $31.9 million tot
revenue for the year ended December 31, 2007.d&be=ase mainly reflected the completion of the$idllion ESA contract in 2008. For the years &x
December 31, 2008 and 2007, the Company recogfizedmillion and $9.9 million, respectively of camtt revenue on the ESA project, which accol
for 4.2% and 31.2%, respectively, of the Comparmgnsolidated revenue. The decrease in reveonetfre ESA project was partially offset by an i it
the Companyg fossil fueled power simulation revenue, whickaled $9.2 million in the year ended December 3082rsus $6.5 million in the year en
December 31, 2007. In the year ended DecembeR@®18, the Company recorded total orders of $44I0omiversus $37.8 million in the year ent
December 31, 2007. At December 31, 2008, the @oyip backlog was $38.1 million, a 54.9% increasenfthe Companyg backlog at December .
2007.

Gross Profit. Gross profit totaled $7.8 million for the yearded December 31, 2008 versus $9.7 million for th@ryended December 31, 2007.
a percentage of revenue, gross profit decreaset 3h4% for the twelve months ended December 307 20 26.9% for the twelve months ended Decer
31 2008. The decrease in gross margin reflaetdower revenue generated by the Compahjgher margined ESA contract and the lower regdrase t
recover the Company’s relatively fixed overhead.

Selling, General and Administrative ExpenseSelling, general and administrative (“SG&A”) exses totaled $7.4 million and $7.2 million for the
years ended December 31, 2008 and 2007, respgctikictuations in the components of SG&A spendirge as follows:

+ Business development and marketing costs incrfased$2.6 million for the year ended December 302to $2.9 million in the year enc
December 31, 2008. The spending increase maifigcts a $120,000 increase in business developfabot and benefit costs, a $115,
increase in business development travel expertsesost of participating in the first quarter 2@&iety in Computer Simulation trade st
($27,000) and the cost of the Company’s Septemb68B Bimworld uses conference in Beijing, China ($75,000). Thesgdases we
partially offset by a $51,000 decrease in biddimgl g@roposal costs, which are the costs of opemtersonnel in assisting with
preparation of contract propose
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+ The Companys general and administrative expenses totaledrilian for the year ended December 31, 2008 vef&gus million for the ye:
ended December 31, 2007. The increase mainly tefbe relocation expenses incurred in the movéhefCompanys headquarters
Eldersburg, Maryland in July 2008 and increaselityutiosts due to the additional space in the neadguarters

+ Gross spending on software product developmentgidpment”)totaled $907,000 in the year ended December 318 a6@ompared to $:
million in the same period of 2007. For the yeaded December 31, 2008, the Company expensed $R1L6r@ capitalized $591,000 of
development spending and expensed $514,000 anthleags $673,000 of its development spending in year ended December
2007. The Company’s capitalized development exiperesd in 2008 were mainly related to the custotivraof RELAPSRT softwart
(which simulates transient fluid dynamics, neutesrand heat transfer in nuclear power plants) moori the Company’s redilme executiv
software and the enhancement to JCAD to add thabilép to convert AutoCAD Control Logic Diagrame the Companyg JContrc
modeling tool.

Depreciation. Depreciation expense totaled $446,000 and $2B&d the years ended December 31, 2008 and 28§Fectively. The higher 20
depreciation expense reflected the increase in 2@@®ital spending which totaled $778,000, a 320%eiase as compared to the capital spendi
2006. Approximately 50% of the capital spendin@007 was for furniture and computer equipmenttiertraining centers that the Company establistl
Georgia Tech University and Strathclyde Universitye balance was for computers, printers, serveds saftware. Capital spending in the year e
December 31, 2008 totaled $706,000. Of the 20@Bataspending, $355,000 was related to the Comgamove to its new headquarters in Sykes'
Maryland.

Operating Income (Loss) The Company had operating loss of $12,000 (0®%venue) in the year ended December 31, 2008pmpared wit
operating income of $2.2 million (7.0% of reventm)the year ended December 31, 2007. The varsaweee due to the factors outlined above.

Interest Income (Expense), NefFor the year ended December 31, 2008, the Coyfpamterest income, net totaled $130,000 while far yea
ended December 31, 2007, the Company had netsh&xpense of $433,000.

In June 2007, using a portion of the proceeds ftbenCompanys June 2007 common stock and warrant transactienCbmpany paid off tl
outstanding balance of its Laurus Master Fund liné. of credit and did not borrow against this lwfecredit in 2008. On March 6, 2008, the Lauine of
credit expired. The Company incurred interest espeof $0 and $107,000 on borrowings from the Lsling of credit in the years ended December 308
and 2007, respectively.

On March 28, 2008, the Company entered into twaisgp revolving line of credit agreements for tyear revolving lines of credit with Bank
America (“BOA”) in an aggregate amount of up to $5.0 million. @ne of credit is in the principal amount of up$8.5 million and is guaranteed by
U.S. Exportimport Bank. The other line of credit is in theénuipal amount of up to $1.5 million. The Compdmd not borrowed any funds against ei
BOA line of credit since the closing and incurradinterest expense from the credit facility in 20@8wever, at December 31, 2008, $105,000 of thdit
facility was utilized as collateral for a standiegtér of credit.
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The deferred financing costs incurred in conjunctidth the Laurus Master Fund line of credit weneoatized over the twgear period of the line
credit, with the final amortization expense recarite February 2008. Such amortization expensdeid89,000 in the year ended December 31, 2008
compared to amortization expense of $533,000 inyee ended December 31, 2007. Amortization ofdiferred financing costs incurred in conjunc
with the BOA lines of credit began in April 2008nartization expense totaled $53,000 in the yeaedrizkcember 31, 2008.

Interest income earned on short-term investmenth@fCompanys operating cash totaled $67,000 for the year efmsmmber 31, 2008 ver:
$96,000 in the year ended December 31, 2007.

At December 31, 2008, the Company had approxim&2I9 million of cash in Certificates of DepositthvBOA that were being used as collat
for four performance bonds. At December 31, 2@8&,Company had approximately $2.9 million of caskCertificates of Deposit being used as colla
for six performance bonds. The Company earnedoappately $132,000 and $104,000 in interest incamehe Certificates of Deposit in the years el
December 31, 2008 and 2007, respectively.

In May 2007, the Company deposited $1.2 milliom iatrestricted, interestearing account at the Union National Bank in tgtédl Arab Emirate
as a partial guarantee for the $11.8 million créatitlity that UNB has extended to ESA. GSE reedrdpproximately $48,000 and $36,000 interest ircim
the years ended December 31, 2008 and 2007, rasggct

The Company had other interest income in the yade& December 31, 2008 of $25,000 and other irtesgsense of $29,000 in the year er
December 31, 2007.

Gain (Loss) on Derivative InstrumentsThe Company periodically enters into forward fgneexchange contracts to manage market risks ia$sc
with the fluctuations in foreign currency exchamagges on foreigmienominated trade receivables. As of December28@8, the Company had fore
exchange contracts for sale of approximately 2iomlPounds Sterling, 4 million Euro, and 68 millidapanese Yen at fixed rates. The contracts erp
various dates through February 2014. The Compadyniot designated the contracts as hedges aned@gnized a loss on the change in the estimate
value of the contracts of $174,000 for the tweh@nths ended December 31, 2008.

At December 31, 2007, the Company had foreign exgbaontracts for the sale of approximately 36iamllJapanese Yen and 125,000 Po
Sterling at fixed rates. The contracts expired anous dates through January 2008. The Companytiadesignated the contracts as hedges and reea
a loss on the change in the estimated fair valuheotontracts of $11,000 for the twelve monthseendecember 31, 2007.

The estimated fair value of the contracts at De@arth, 2008 and 2007 was a net liability of $58,806 a net asset of $1,000, respectively, anc
recorded on the balance sheet as follows:
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December 31

(in thousands) 2008 2007
Prepaid expenses and other current a: $ 14 3 1
Other asset 537 -
Other current liabilitie: (42€) -
Other liabilities (18%) -
Net fair value $ (58 $ 1

The foreign currency denominated trade receivahlebjlled receivables, and subcontractor accruzé &re related to the outstanding for
exchange contracts are remeasured at the end lofpesiod into the functional currency using thereat exchange rate at the end of the period. tlfre
twelve months ended December 31, 2008, the Comipanyred a $279,000 loss from the remeasuremesuaif trade and unbilled receivables.

Other Expense, Net For the years ended December 31, 2008 and 2806&; expense, net was $226,000 and $555,000,ctesge. The majc
components of other expense, net included thevialig items:

The Company accounts for its investment in ESAgisie equity method. In accordance with the equigthod, the Company had eliminated :
of the profit from this contract as the trainingnsiators are assets that have been recorded dootiles of ESA, and the Company was thus requir
eliminate its proportionate share of the profitlimied in the asset value. The profit eliminatiotaled $28,000 and $444,000 for the years endeérblee
31, 2008 and 2007, respectively.

For the years ended December 31, 2008 and 200G dh®any recognized a $213,000 and $54,000 equsty, Fespectively, on its investmen
ESA.

The Company had other miscellaneous income in ¢3¢ gnded December 31, 2008 of $15,000 and ottsmettdineous expense of $57,000 ir
year ended December 31, 2007.

Provision for Income Taxes The Company files in the United States fedemdgdiction and in several state and foreign jiggons.

The Company’s tax provision in 2008 was $129,008 eonsisted of $226,000 foreign income tax withirgidon several nok).S. contract:

$10,000 state income taxes, and $19,000 foreigmiectaxes incurred by the Companjoreign subsidiaries. The income tax expensepasially offset b
a $126,000 credit from the reduction of the valragllowance against the net deferred tax assé¢kledompany’s Swedish subsidiary.
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The Company had a full valuation allowance on @t deferred tax assets at December 31, 2008, hatlexception of the net deferred tax asse
its Swedish subsidiary which were expected to hézed in 2009.

Liquidity and Capital Resources.
As of December 31, 2009, GSE had cash and casthademis of $25.3 million versus $8.3 million at @Betber 31, 2008.

Cash From Operating ActivitiesFor the year ended December 31, 2009, net casldedby operating activities totaled $326,000 whics
decrease of $1.9 million as compared to the yede@December 31, 2008.

The Company has provided a partial guarantee of ADEGA’s credit facility with Union National Bank; $1.2 ifion was deposited into a restric
interestbearing account with UNB in 2006. The interestnedron the restricted cash is part of the pledggubsit. In January 2010, the Company
notified by UNB that ESA was delinquent in makimgnpipal and interest payments on the outstandargowings from their credit facility and that UNE¢
drawn upon the guarantees of the three partngrayt@ff the delinquency, withdrawing $145,000 fr@8E'’s restricted cash account. In February 2010,
was notified that ESA had missed another loan payraed that 10% of the amount due ($24,000) woeldviihdrawn from the Comparg/restricted ca:
account. The Company established a full reservmsigine $1.3 million restricted cash account aB@tember 31, 2009.

Significant changes in the Company’s assets abditias in the year ended December 31, 2009 iretiad

+ A 3$5.1 million increase in the Company’s contragseivable. The Comparsytrade receivables increased from $7.3 millioglgiding $1.¢
million due from ESA) at December 31, 2008 to $Bflion at December 31, 2009 (including the same5$iillion due from ESA). Tt
Companys unbilled receivables increased by $5.5 millio®%db million at December 31, 2009. The increaghénunbilled receivables is due
the timing of contracted billing milestones of fempanys current projects. In January and February 20E0Company invoiced $1.3 milli
of the unbilled amounts; the balance of the undbilenounts is expected to be invoiced and colleatéitin one year. At December 31, 2C
trade receivables outstanding for more than 90 tatpded $3.0 million versus $2.3 million at DecemB1, 2008; $1.6 million of the overc
amount was due from ESA at both dates. Approxim&200,000 of the over 90 day balance at DecerBibeP009 has been received as o
end of February 2010. At a meeting of ESAhree shareholders held at ESA on February 170,20e shareholders reached agreeme
siginificantly reduce costs and begin to exploréas up to and including the selling of ESA. Adtiagly, the Company increased its bad
reserve from $2,000 at December 31, 2008 to $1llibmat December 31, 2009 mainly to reserve therdue receivable from ES,

+ A $4.1 million increase in accounts payable, actreempensation and accrued expenses. The Col's accounts payable and accr
liabilities have increased due to material purchas®l the utilization of subcontractors on sevef#he Compan’'s current project:

¢ A $1.4 million decrease in hillings in excess ofeeue earned. The decrease is due to the timingpufracted billing milestones of 1
Compan’'s current projects

For the year ended December 31, 2008, net cashdpob\y operating activities totaled $2.3 milliondaincreased $385,000 as compare
2007. Significant changes in the Company’s assatdiabilities in 2008 included:
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¢ A $527,000 increase in the Company’s contractsivab&e. The Compang’trade receivables increased from $4.2 millioatember 3:
2007 (including $1.0 million due from ESA) to $h8llion at December 31, 2008 (including $1.6 mitlidue from ESA) while the Compay’
unbilled receivables decreased by $3.0 million 3c6$nillion at December 31, 2008. At December Z108, trade receivables outstanding
more than 90 days totaled $2.3 million (includirig@million from ESA) versus $2,000 at DecemberZ1Q7. Despite the increase in ovel
receivables, the Company believed the entire balaruld be received and did not increase its batl rdserve

+ A $1.0 million reduction in accounts payable, aectilcompensation and accrued expenses. The decressly reflected a reduction
outstanding trade payables at December 31, 2008rapared to the prior year and a payout in ear@82atf accrued vacation to U.S. employ
in excess of the annual carryover allowance in atztce with the Compa'’s vacation policy

+ A $1.8 million increase in billings in excess ofveaue earned. The increase is due to the timingoofracted billing milestones of 1
Compan’s current projects

Net cash provided by operating activities was $thilion for the year ended December 31, 2007. Tiuwst significant change in the Company’
assets and liabilities in 2007 was a $1.5 millieduction in the Company’accounts payable, accrued compensation and dcesgenses. After t
completion of the Company’June 2007 common stock transaction, the Compaidy$#05,000 to ManTech for the preferred stockddirds that had be
payable since 2003 and the related accrued intefédwt balance of the reduction was mainly duda¢opaydown of the Company’s trade payable balance.

Cash Provided by (Used in) Investing Activitieor the year ended December 31, 2009, net cashdp\by investing activities was $.
million. The Company made capital expenditure$®81,000, increased its investment in ESA by $1@,@0d capitalized software development cos
$861,000. $2.5 million of cash used as collatéoalletters of credit, bank guarantees and fora@igmency contracts was released in 2009, $2.1 ath
related to a performance bond for ESA which expine@ctober 2009.

Net cash used in investing activities was $2.6iamlfor the year ended December 31, 2008. The @oynmade capital expenditures of $705,
increased its investment in ESA by $486,000 andtal®ed software development costs of $591,000e Tompany also restricted an additional $836,0
cash as collateral for performance bonds issuatiddCompany and backed by standby letters of credit

Net cash used in investing activities was $3.5iamlfor the year ended December 31, 2007. The @oynmade capital expenditures of $778,
capitalized software development costs of $673,@0@d, made an additional investment in ESA of $281.,0The Company deposited $1.2 million in
restricted, interedbearing account at the Union National Bank in thetéd Arab Emirates as a partial guarantee foi$ttie 8 million credit facility that tr
bank extended to ESA. The Company also restrig#i0,000 of cash as collateral for performance bassued by the Company and backed by ste
letters of credit.

Cash Provided by Financing Activities For the year ended December 31, 2009, net castided by financing activities totaled $15.4 miflioOr
September 4, 2009, the Company raised $15.0 milioough the sale of 2.5 million shares of its camnnstock, $.01 par value per share. The shares
sold under a shelf registration statement which dexdared effective by the Securities and Exchabgmmission on August 21, 2009. On Septembe
2009, the Company raised an additional $2,250,088rvthe Company’s underwriter exercised an @etment option in full to purchase an additic
375,000 shares of the Compasmgommon stock at the public offering price of $6p@r share. The aggregate net proceeds receyvi ICompany from tt
two transactions was approximately $15.9 millidrhe Company received $121,000 from the issuancsomfmon stock for employee stock options
warrants exercised during the year ended Decenhe2(®9. In accordance with the amendment to tragainys $2.5 million BOA line of credit effecti
May 5, 2009, the Company placed $600,000 in aicestr certificate of deposit. This certificate ddposit is included in the borrowing base calcatatic
determine the amount of funds that the Companyutiéime under its $2.5 million line of credit. the year ended December 31, 2009, the Company
$20,000 on deferred financing costs in conjunctigth the Bank of America lines of credit.
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The Company generated $483,000 from financing iieivin the year ended December 31, 2008. The gaom received $571,000 from
issuance of common stock from the exercise of wigsrand employee stock options and spent $88,00feferred financing costs in conjunction with
new Bank of America lines of credit.

In the year ended December 31, 2007, the Compamgraied $8.7 million from financing activities. & Company generated net proceeds of
million from the issuance of 1,666,667 shares ohemn stock and warrants which was used to pay doenaurus Master Fund, Ltd. line of credit.
Company generated $2.1 million from the exercisavafrants and employee stock options. The Compawngrsed a tax benefit of $115,000 relate
employee stock option exercises that had been niedjin 2006. The Company paid dividends of $40,® the Series A Cumulative Convertible Prefe
stockholders and paid the $316,000 preferred sladlend that was due to ManTech since 2003.

Credit Facilities

On March 28, 2008, the Company entered into twaisgp revolving line of credit agreements for tyear revolving lines of credit with Bank
America, N.A. (“BOA”). The Company and its subsidi, GSE Power Systems, Inc., are jointly and salyeliable as cdsorrowers. The credit faciliti
enable the Company to borrow funds to support vmykiapital needs and standby letters of credie firkt line of credit in the principal amount g to $3.!
million enables the Company to borrow funds up@8&63of eligible foreign accounts receivable, plu&7éf eligible unbilled foreign receivables and 100¢
cash collateral pledged to BOA on outstanding weayatandby letters of credit. This line of cremit90% guaranteed by the Expdmiport Bank of th
United States. The interest rate on this linereflit is based on the daily LIBOR rate plus 150idasints, with interest only payments due monthije
second line of credit was originally in the prirgi@mount of up to $1.5 million, however, on May2B09, the credit agreement was amended to incthe
principal amount to $2.5 million. This line of die enables the Company to borrow funds up to 8@%omnestic accounts receivable, 30% of dom
unbilled receivables and 100% of the principal beéaof a $600,000 certificate of deposit issuedBA. The interest rate on this line of credit &sbd o
the daily LIBOR rate plus 225 basis points, witkenest only payments due monthly. The credit agesds contain certain restrictive covenants rega
future acquisitions, incurrence of debt and thenpanyt of dividends. In addition, both credit agreats contain financial covenants with respect &
Companys minimum tangible net worth, debt service covenagi®, and funded debt to EBITDA ratio. At Decesni31, 2009, the Company was in del
on two of the financial covenants. The financ@aenant calculations at December 31, 2009 are slhabaw:

As of
Covenan Dec. 31, 200!
Tangible net worth Must Exceed $15.0 $33.5 million
million
Debt service coverage ra Must Exceed 1.25: 1.C (1,582) : 1.0(
Funded debt to EBITDA rati Not to Exceed 2.50 : 1.( 2.74 :1.0C

At December 31, 2009 and throughout all of 2008, @mmpany had no outstanding borrowings againdinis of credit. Accordingly, we did not incury
bank interest expense in 2009. However, the Cosnjpiah incur approximately $1,000 of interest expemslated to late payments to vendors. Thi
conjunction with the Company’net loss for the year ended December 31, 20@Xdsalted in a negative debt service coverage. rafior the funded debt
EBITDA ratio calculation, the amount of outstandilegters of credit and bank guarantees that arecash collateralized are included as funded d€be
Company has received a written waiver from BOA.
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At December 31, 2009, the Compasvailable borrowing base under the two linesretlit was $6.0 million of which $2.4 million had drve utilized a
collateral for three standby letters of credit.

Common Stock Offering

On September 4, 2009, the Company raised $15.mitrough the sale of 2.5 million shares of ilsnton stock, $.01 par value per share.
shares were sold under a shelf registration statembich was declared effective by the Securitied &xchange Commission on August 21, 2009
September 23, 2009, the Company raised an addit)250,000 when the Company’s underwriter, eseatian oveallotment option in full to purchase
additional 375,000 shares of the Compangbmmon stock at the public offering price of $6er share. The aggregate net proceeds receivekle
Company from the two transactions was approxim&®&.9 million. The Company paid the underwritefiea in the amount of 6% of the gross proc
received by the Company from the offering ($1,088)and paid 339,000 in other transaction fees.

Common Stock and Warrant Transaction

On June 22, 2007, the Company raised $9.2 millat,of associated fees of $768,000, through the afall,666,667 shares (the “Sharesf)its
common stock, $.01 par value per share, by meamssprivate placement to selected institutional #ees. Each investor received a fiyear warrant t
purchase GSE common stock (the “Warrant Shamegiipl to 10% of the shares of common stock that tleel purchased at an exercise price of $6.0
share (the “Warrants”). In aggregate, the Compssiyed Warrants to purchase a total of 166,66 &sh#rGSE common stock.

The Company filed its registration statement onnk@-3 (the “Registration Statementi)ith the Securities and Exchange Commission
“Commission”)on July 16, 2007 covering the offer and sale, ftome to time, of the Shares, the Warrant Sharesshades of common stock issuable L
exercise of warrants that may be issued as ligpiddamages under the terms of a certain registretibts agreement entered into between the Comaat
the investors (the “Registration Rights Agreemeirt"3onnection with the private placement. The Regtion Statement became effective on August 87
and, pursuant to the provisions of the RegistraRaghts Agreement, the Company is obligated to asamercially reasonable efforts to, after the dat
which the Registration Statement becomes effectimase the Registration Statement to remain camiisiy effective as to all Shares and Warrant Sk
other than for an aggregate of more than 30 cotisedwading days or for more than an aggrega®Oairading days in any 2onth period. In the event o
default of the foregoing obligation, the Companyl We required to issue to the investors, as ligted damages, on the date the foregoing defaultr®eau
each monthly anniversary thereafter, a number ofamés (on the same terms as the Warrants) eq8btof the number of Shares then held by such foy,
not to exceed 10% of the total number of Shares tieéd by such investor, and thereafter cash, iamaount equal to 2% of the aggregate purchase paic
by the investors, not to exceed 30% of the aggeggatchase price paid by the investors.

At the date of issuance, the fair value of the \Afais was $510,000 and the fair value of the Shaass$9.5 million. The fair value of the Warre
and the Shares was determined by the use of thveefair value method, in which the $10.0 milligross proceeds was allocated based upon theafaie:
of the Warrants, as determined by using the Bfackeles Model, and the Shares, as determined bgidbang price of the common stock on the Amer
Stock Exchange on the date the transaction waed:los
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The Company paid the placement agent a fee inrttmuat of 6% of the gross proceeds received by thegany from the offering ($600,000).
addition to the placement agent fee, the Compaitd/$68,000 of other transaction fees related ¢odtffiering.

The proceeds were used to pay down the Compamgfi credit and for other working capital purposes
Series A Cumulative Preferred Stock

On February 28, 2006, the Company raised $3.9anijlinet of associated fees of $395,000, througlsadle of 42,500 shares of Series A Cumuli
Convertible Preferred Stock and Warrants by medre private placement to “accredited investoms, that term is used in rules and regulations €
Securities and Exchange Commission. The ConverBbéferred Stock was convertible at any time antotal of 2,401,133 shares of GSE common stoe
conversion price of $1.77 per share. The convergiare was equal to 110% of the closing price ef @ompanys Common Stock on February 28, 2006
date the sale of the Convertible Preferred Stock emmnpleted. Each investor received a fpear warrant to purchase GSE common stock equ20% o
the shares they would receive from the conversfaheoConvertible Preferred Stock, at an exercigmef $1.77. In aggregate, the Company issuatant
to purchase a total of 480,226 shares of GSE constomk. The Convertible Preferred Stock holdersevemtitied to an 8% cumulative dividend, payabi
a semiannual basis every June 30 and Decembdn3D06, the Company paid dividends totaling $209,® the preferred stockholders; in the nine ms
ended September 30, 2007 the Company paid dividendking $49,000. At the date of issuance, thevalue of the warrants was $342,000 and the
value of the preferred stock was $3.9 million. Taie value of the warrants and the preferred steak determined by the use of the relative fair @ahethoc
in which the $4.25 million gross proceeds was alled based upon the fair values of the warrantdetesmined by using the Bla8eholes Model, and t
preferred stock, as determined by an independgraigal. At any time after March 1, 2007, the Camphad the right to convert the Preferred Stotd
shares of GSE common stock when the average ofutrent stock price during the twenty trading dagysediately prior to the date of such conver
exceeded 200% of the Series A Conversion PriceM@nth 7, 2007, the Company sent notice to thedrsldf the remaining 20,000 outstanding sharets
Preferred Stock that the average current stocle facthe prior twenty trading days had exceeddaP20f the Conversion Price, and that the Compars
converting the outstanding Preferred Stock into mam stock. The 20,000 shares of Preferred Stockerted to 1,129,946 shares of GSE com
stock. Prior to March 7, 2007, the holders of PR,5hares of Preferred Stock had already electedrivert their Preferred Stock into a total of 1,AB7
shares of Common Stock; 8,580 shares of Prefemmak S/ere converted in 2006 and 13,920 sharesaf&éRed Stock were converted in 2007.

The Company paid the placement agent for the CtiblePreferred Stock and Warrants 6% of the gpmeseeds received by the Company fromn
offering ($255,000) plus five-year warrants to fhase 150,000 shares of the Compargdmmon stock at an exercise price of $1.77 perestin addition t
the placement agent fee, the Company paid $14@D06€her transaction fees related to the offeriAg the date of issuance, the fair value of theg@taen
agent warrants was $128,000, as established usinBlack-Scholes Model, and was recorded in paichpital, with the offset recognized as a reduci!
the preferred stock proceeds.

Contractual Cash Commitments
The following summarizes the Company’s contract@aah obligations as of December 31, 2009, andfteetéhese obligations are expected to have

on its liquidity and cash flow in future periods:
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Payments Due by Perioc
(in thousands)
Contractual Cash Obligations Total Lessthan1 1-3 Years 4-5 Years After 5 Years
year

Long Term Debt $ - $ - $ - $ - $ -
ISubcontractor and Purchase $ 14,62 $ 10,56 $ 3,90 $ 16 $ -
Commitments

Net Future Minimum Lease $ 4,40 $ 80 $ 1,52 $ 87 $ 1,20
Payments

Total $ 19,03 $ 11,36 $ 5,42 $ 1,03 $ 1,20

As of December 31, 2009, the Company was contihgéable for five standby letters of credit, onartk guarantee and two surety bonds totaling $3.5
million which represent performance bonds on eggimttracts. Two of the letters of credit and thelkbguarantee have been cash collateralized ane tffire
the letters of credit have been collateralizedgigie Company'’s line of credit. In addition, then@imny has provided $88,000 to one customer asewla

for a bid bond.

The Company has $1.3 million in a restricted, ieséihearing account at the Union National Bank (BJNin the United Arab Emirates as a pa
guarantee for the $11.8 million credit facility tidNB has extended to ESA. In January 2010, the@any was notified by UNB that ESA was delinq
in making principal and interest payments on thbeitstanding borrowings from their credit facilitpchthat UNB had drawn upon the guarantees of tte
partners to pay off the delinquency, withdrawingt$000 from GSE restricted cash account. In February 2010, G&& netified that ESA had miss
another loan payment and that 10% of the amoun{$24&000) would be withdrawn from the Compansestricted cash account. The Company establia
full reserve against the $1.3 million restrictedltaccount as of December 31, 2009.

2010 Liquidity Outlook

At December 31, 2009, the Company had cash and emsialents of $25.3 million and another $3.6 iorill available under its line of crec
Although the Company was in default on two of itehcial covenants under its line of credit agreetmiie Company has received a written waiver fits
bank. In addition, the Comparsybacklog of unissued project milestone invoic¢aléal $44.8 million at December 31, 2009. The Camypanticipates th
its normal operations and the utilization of itedit facility will generate all of the funds necasgsto fund its consolidated operations duringribgt twelve
months. The Company believes that it will havdisigit liquidity and working capital without ad@nal financing.
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Foreign Exchange.

A portion of the Company's international sales nesehas been and may be received in a currency thtée the currency in which the exper
relating to such revenue are paid. Accordinglg, @ompany periodically enters into forward foregthange contracts to manage the market risksiass
with the fluctuations in foreign currency exchamgtes.

Off-balance Sheet Obligations

The Company has no offalance sheet obligations as of December 31, 280%®pt for its operating lease commitments andtaudng letters ¢
credit, bank guarantees and surety bonds.Coeéractual Cash Commitmerabove.

New Accounting Standards.

In June 2009, the Financial Accounting Standardar8¢“FASB”) issuedAccounting Standards CodificatighASC” or “the Codification”)as the
source of authoritative generally accepted accogngirinciples recognized by the FASB for ngovernmental entities. The Codification is effeetifor
financial statements issued for reporting periddd end after September 15, 2009, which for GSE Seggember 30, 2009. The Codification superset
then-existing norBEC accounting and reporting standards. The @adiifin did not change rules and interpretationthef SEC which are also source:
authoritative GAAP for SEC registrants. There wsoechanges to the Company’s consolidated finastééments upon adoption.

In October 2009, the FASB issued Accounting Stasslddpdate (“ASU”) 2009-13Revenue Recognition (Topic 605), Multipleliverable
Arrangements. ASU 2009-13 amends the guidance that in the absehwendor-specific objective and third-party ewvide for deliverables in multiple-
deliverable arrangements, companies will be reduite develop a best estimate of the selling prizeséparate deliverables and allocate arrange
consideration using the relative selling price mdthASU 2009-13 expands the disclosure requiresrniemtmultipledeliverable revenue arrangements.
guidance will be effective for financial statemeigsued for fiscal years beginning after June X802 Early adoption is permitted. The Compar
currently evaluating the potential impact on itgficial statements.

In October 2009, the FASB issued ASU 20093dftware (Topic 985), Certain Revenue Arrangemiatisinclude Software ElementASU 2009-
14 amends the guidance to exclude for the scopeftare revenue accounting requirements tangitddyzts if the product contains both software aod-n
software components that function together to éelavproducs essential functionality and factors to considedétermining whether a product is within

scope of the guidance. The guidance will be affecfor financial statements issued for fiscal webeginning after June 15, 2010. Early adoptic
permitted. The Company is currently evaluatingghtential impact on its financial statements.

Other Matters .

Management believes inflation has not had a méateni@act on the Company's operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSUR ES ABOUT MARKET RISK.

The Companys market risk is principally confined to changegdreign currency exchange rates. During the yaded December 31, 2009, 33%
the Companys revenue was from contracts which required paysniena currency other than U.S. Dollars, princip&luros (18%), Japanese Yen (6%)
British Pounds Sterling (5%). For the years endedember 31, 2008 and 2007, 27% and 16%, resphgtofethe Companys revenue was from contra
which required payments in a currency other the® Dollars, principally Swedish Krona, British PalsrSterling and Japanese Yen.
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In addition, during the years ended December 3029202008 and 2007, 13%, 14% and 11%, respectieélyne Companys expenses were incur
in Swedish Krona. The Company’s exposure to for@gchange rate fluctuations arises in part fromricompany accounts in which costs incurred in
entity are charged to other entities in differearefgn jurisdictions. The Company is also expdsefreign exchange rate fluctuations as the firdmesult:
of all foreign subsidiaries are translated into .W8llars in consolidation. As exchange rates ytrgse results when translated may vary from etgions
and adversely impact overall expected profitahility

The Company utilizes forward foreign currency exa® contracts to manage market risks associatdd thé fluctuations in foreign currer
exchange rates. The principal currencies for wbieth forward exchange contracts are entered iettharPound Sterling, the Euro and the Japanese
is the Company's policy to use such derivativerfaia instruments to protect against market riggirag in the normal course of business in orderetiuce
the impact of these exposures. The Company minsrieedit exposure by limiting counterparties taorally recognized financial institutions.

As of December 31, 2009, the Company had foreigiamxge contracts for sale of approximately 2 millRounds Sterling, 3 million Euro, and °
million Japanese Yen at fixed rates. The contragfsre on various dates through February 2014 QTbmpany had not designated the contracts as ¢
and has recorded a gain on the change in the estrfair value of the contracts of $851,000 forykar ended December 31, 2009. The estimateddhit
of the contracts was a net asset of $812,000 a¢rbeer 31, 2009. The Company recognized lossepmbrimately $174,000 and $11,000 in 2008
2007, respectively, on the changes in fair valugoforward currency exchange contracts. A 1086tfiation in the foreign currency exchange ratesr
down as of December 31, 2009 would have increaserédsed the change in estimated fair value afdheracts by $81,000.

The Company is also subject to market risk relabetthe interest rate on its two existing lines fdit. As of December 31, 2009, the interest

on one line of credit is based on LIBOR plus 156i®goints and the interest rate on the otherdineredit is based on LIBOR plus 225 bagnts. Thi
Company had no outstanding borrowings against litie of credit in 2009.
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Report of Independent Registered Public Accountingrirm — Internal Control over Financial Reporting

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

We have audited GSE Systems, Inc. and subsidigties’“Company”)internal control over financial reporting as of Batber 31, 2009, based on crit
established irinternal Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatafnthe Treadway Commission (COSO).
Company's management is responsible for maintaieffegtive internal control over financial repogiand for its assessment of the effectivenesstefrin
control over financial reporting, included in thecampanying Managemest’'Report on Internal Control over Financial Repagrtitem 9A(b). Ou
responsibility is to express an opinion on the Canys internal control over financial reporting éa®n our audit.

We conducted our audit in accordance with the statglof the Public Company Accounting Oversight@d&nited States). Those standards require th
plan and perform the audit to obtain reasonablerasse about whether effective internal controlrdtgancial reporting was maintained in all matt
respects. Our audit included obtaining an undedstgnof internal control over financial reportingssessing the risk that a material weakness exist
testing and evaluating the design and operatingcefieness of internal control based on the asdetsle Our audit also included performing suchet
procedures as we considered necessary in the ctanoes. We believe that our audit provides a redse basis for our opinion.

A company's internal control over financial repogtis a process designed to provide reasonableasmgsuregarding the reliability of financial repogt anc
the preparation of financial statements for extepumposes in accordance with generally accepteduatting principles. A company's internal contrekr
financial reporting includes those policies andcgdures that (1) pertain to the maintenance ofrdscthat, in reasonable detail, accurately andyfagflect
the transactions and dispositions of the assetth@fcompany; (2) provide reasonable assurancetthasactions are recorded as necessary to |
preparation of financial statements in accordanitk generally accepted accounting principles, drad teceipts and expenditures of the company arg
made only in accordance with authorizations of ngan@ent and directors of the company; and (3) peva&hsonable assurance regarding preventi
timely detection of unauthorized acquisition, usedisposition of the company's assets that coale fa material effect on the financial statements.

Because of its inherent limitations, internal cohtwver financial reporting may not prevent or @detisstatements. Also, projections of any evatumat!

effectiveness to future periods are subject toriflethat controls may become inadequate becauskarfges in conditions, or that the degree of campd
with the policies or procedures may deteriorate.
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In our opinion, the Company maintained, in all mialerespects, effective internal control over fioal reporting as of December 31, 2009, basedriteria
established irinternal Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatafnthe Treadway Commission (COSO).

also have audited, in accordance with the standsrttee Public Company Accounting Oversight Bodddifed States), the consolidated balance shedts
Company as of December 31, 2009 and 2008 and thedeconsolidated statements of operations, cdmepstve income (loss), changes in stockholders’
equity and cash flows for each of the years inttiheeyear period ended December 31, 2009, and our relpteti March 11, 2010 expressed an unqua
opinion on those consolidated financial statements.

/s KPMG LLP

Baltimore, Maryland
March 11, 2010
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Report of Independent Registered Public Accountingrirm — Consolidated Financial Statements

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

We have audited the accompanying consolidated balaheets of GSE Systems, Inc. and subsidiarie§ Becember 31, 2009 and 2008, and the re
consolidated statements of operations, comprehensoome (loss), changes in stockholders’ equity @ash flows for each of the years in the threar
period ended December 31, 2009. These consolidatedcial statements are the responsibility of @@mpanys management. Our responsibility i
express an opinion on these consolidated finastaéments based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBio(United States). Those standards require
we plan and perform the audit to obtain reasonabfirance about whether the financial statemeat$ree of material misstatement. An audit inclt
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statesnefih audit also includes assessing the accot
principles used and significant estimates made bgagement, as well as evaluating the overall filmhistatement presentation. We believe that odits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all mater@spects, the financial position of GSE Systelms, anc
subsidiaries as of December 31, 2009 and 2008ttendesults of their operations and their cash $léar each of the years in the thigsar period ende
December 31, 2009 in conformity with U.S. generaligepted accounting principles.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@nited States), the Compaasyihternal contre
over financial reporting as of December 31, 2008sell on criteria established limernal Control—Integrated Frameworigsued by the Committee

Sponsoring Organizations of the Treadway Commisg@®SO), and our report dated March 11, 2010 esprean unqualified opinion on the effectivel
of the Company’s internal control over financigboeting.

/s/ KPMG LLP

Baltimore, Maryland
March 11, 2010
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PART | - FINANCIAL INFORMATION
Item 1. Financial Statements

Current asset:
Cash and cash equivalel
Restricted cas
Contract receivables, n
Prepaid expenses and other current assets
Total current asse

Equipment and leasehold improvements,
Software development costs, |

Goodwill

Long-term restricted cas

Other assets

Total assets

Current liabilities:

Accounts payabl

Accrued expense
Accrued compensation and payroll ta
Billings in excess of revenue earr

Accrued warrant

Other current liabilities
Total current liabilities

Other liabilities
Total liabilities
Commitments and contingenci

Stockholders' equity

GSE SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

Preferred stock $.01 par value, 2,000,000 shatb®ized, shares issued &

outstanding none in 2009 and 2(

Common stock $.01 par value, 30,000,000 sharegazgihdl, shares issued a
outstanding 18,930,368 in 2009 and 15,968,122 8.

Additional paic-in capital
Accumulated defici
Accumulated other comprehensive loss
Total stockholders' equity
Total liabilities and stockholders' equ

December 31

2009 2008
$ 2527 $ 8,27¢
93¢ 2,962
15,94! 10,95
1,491 1,11
43,64( 23,29]
98¢ 1,13¢
1,86¢ 1,48i
1,73¢ 1,73¢
87¢ 2,027
411 1,332
$ 49,52( $ 31,01¢
$ 500¢ $ 1,65¢
852 68t
1,743 1,23¢
2,57¢ 4,02(
1,272 1,06¢€
711 74¢
12,17 9,40¢
20€ 90¢€
12,37% 10,31¢
18¢ 16C
67,55¢ 50,57
(29,61%) (28,819
(990) (1,219
37,14: 20,70(
$ 49,52( $ 31,01¢

The accompanying notes are an integral part oktheasolidated financial statemer
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Contract revenu
Cost of revenue

Gross profit

Operating expense
Selling, general and administrati
ESA related charge
Depreciation
Total operating expenses

Operating income (los:

Interest income (expense), |

ESA related charge

Gain (loss) on derivative instrumei
Other expense, net

Income (loss) before income ta»
Provision for income taxes

Net income (loss

Preferred stock dividends

GSE SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share de¢

Net income (loss) attributed to common sharehol

Basic income (loss) per common share

Diluted income (loss) per common sh

Years ended December 3.

2009 2008 2007
$ 40,060 $ 29,00¢ $ 31,90
29,73¢ 21,18 22,21
10,32 7,817 9,68:
7,74¢ 7,38: 7,21¢
1,50¢ - ]
504 44€ 25¢
9,761 7,82¢ 7,47
562 12) 2,211
56 13C (432)
(86%) - -
763 (452) (11)
(397) (22€) (55E)
12¢ (561) 1,21z
917 12¢ 43
(797) (690) 1,16¢
- - (49)
$ 797 $ (690 $ 1,12(
$ (0.05) $ 0.0 $ 0.0¢
$ (0.05) $ 0.09 $ 0.0¢

The accompanying notes are an integral part oktheasolidated financial statemer
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GSE SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)
(in thousands

Years ended December 3!

2009 2008 2007
Net income (loss $ (797) $ (690) $  1,16¢
Foreign currency translation adjustment 224 (327) 69
Comprehensive income (loss) $ (679 $ (1,017) $ 1,23¢

The accompanying notes are an integral part oktheasolidated financial statemer
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GSE SYSTEMS, INC, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(in thousands

Accumulated

Preferred Common Additional Other
Stock Stock Paid-in Accumulated Comprehensive
Shares  Amount Shares Amount Capital Deficit Loss Total

Balance, January 1, 200° 3 $ - 11,01 $ 11 $37,50: $ (29,297 $ (95¢€ $ 7,36
Issuance of preferred sto - - 1,66 1% 8,70! - - 8,72.
Conversion of preferre -

stock to common stoc (34 - 1,91 1¢ (29 - - -
Preferred stock dividends pe - - - - (49 - - (49
Stock-based compensatic -

expens - - - - 34. - - 34.
Common stock issued fi -

options exercise - - 61 ¢ 1,67 - - 1,68:
Adjustment of tax benefit ¢

options exercise - - - - (115 - - (115
Common stock issued fi

services provide - - 3 - 22! - - 22!
Issuance of warran - - - - 511 - - 51
Common stock issued fi

warrants exercise - - 26 K 43! - - 44,
Foreign currency translatic -

adjustmen - - - - - - 6 6!
Net income - - - - - 1,16 - 1,16
Balance, December 31, 20C - - 15,50 15¢ 49,22! (28,12¢ (887 20,36!

Stock-based compensatic

expens - - - - 65( - - 65!
Common stock issued fi

options exercised, net

30,645 shares returned

GSE to pay for employee

income tax liabilities o

$251 - - 19 : 2! - - 3
Common stock issued fi

services provide - - 1 - 13: - - 13:
Common stock issued fi

warrants exercise - - 24 K 53 - - 54
Foreign currency translatic

adjustmen - - - - - - (327 (327
Net loss - - - - - (69(C - (690
Balance, December 31, 20C - - 15,96 16( 50,57. (28,81¢ (1,214 20,701
Stocl-based compensatic

expens - - - - 901 - - 90!
Issuance of common sto - - 2,87 2¢ 15,84 - - 15,871
Common stock issued fi

options exercise - - 5 - 10: - - 10:
Common stock issued fi

services provide - - 1 - 11 - - 11
Common stock issued fi

warrants exercise - - 1 - 1 - - 1
Foreign currency translatic

adjustmen - - - - - - 22 22.
Net loss - - - - - (797 - (797
Balance, December 31, 20C - $ - 18,93 $ 18¢ $67,55! $  (29,61F $ (99C $ 37,14.

The accompanying notes are an integral part obtheasolidated financial statemer
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GSE SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income (loss
Adjustments to reconcile net income (loss) to reh
provided by operating activitie
Depreciatior
Capitalized software amortizatic
Amortization of deferred financing cos
Stocl-based compensation expel

(in thousands

Elimination of profit on Emirates Simulation Acadgni.LC contraci
Amortization of deferred profit on Emirates Simidat Academy, LLC contrac
Equity loss on investment in Emirates Simulatiorademy, LLC

Reserve on cash collateral for Emirates Simulatioademy, LLC line of credi

(Gain)/loss on derivative instrumetr
Changes in assets and liabiliti
Contract receivable
Prepaid expenses and other as

Accounts payable, accrued compensation and acenphse:

Billings in excess of revenues earr
Accrued warranty reserv
Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Release (restriction) of cash as collateral faetstof credit, bank guarante:

and foreign currency contrac
Capital expenditure
Capitalized software development cc
Investment in Emirates Simulation Academy, LLC

Net cash provided by (used in) investing activitie

Cash flows from financing activities:
Proceeds from issuance of common st
Restriction of cash for credit facility collatel
Net proceeds from issuance of common stock ancawes
Decrease in borrowings under lines of cr
Payment of ManTech preferred stock divide
Tax benefit from option exercis
Payment of preferred stock divider
Deferred financing costs

Net cash provided by financing activities

Effect of exchange rate changes on cash

Net increase in cash and cash equivaler

Cash and cash equivalents at beginning of ye:

Cash and cash equivalents at end of peric

Years ended December 3

2009 2008 2007
$ (797 $ (69C $ 1,16
50 44 25
48 27 32
4 14 53
1,01 78 57
- 2 44
(724 - -
73 21 5
1,29 - -
(763 45 1
(5,100 (527 (62
15 (142 (41€
4,14 (1,032 (1,49¢
(1,421 1,75 40
20 34 (22
54 22 10
32 2,25 1,87
2,48 (83€ (1,79¢
(361 (708 (77¢
(861 (591 (672
(14 (48€ (261
1,24 (2,61€ (3,511
15,99 57 2,12
(600 - -
) ; 9,23
- - (2,155
- - (31€
- - (115
- - (ac
(20 (8¢ -
15,37 48 8,72
4 (1< 1
16,99 10 7,09
8,27 8,17 1,07
$ 2527 $ 827 $ 8,17

The accompanying notes are an integral part oethessolidated financial statemer
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008, and 2007

1. Business and basis of presentation

GSE Systems, Inc. ("GSE Systems", “GS&” the "Company") provides training simulators asdlicational solutions to the energy, proc
manufacturing and government sectors.

The Companys operations are subject to certain risks and teiogies including, among others, rapid technolabichanges, success of
Companys product development, marketing and distributimatsgies, the need to manage growth, the neeetamnrkey personnel and protect intellec
property, and the availability of additional finamg on terms acceptable to the Company.

At December 31, 2009, the Company had cash and egslvalents of $25.3 million and another $3.6 ioill available under its lines
credit. Although the Company was in default on wfats financial covenants under its line of cteatireements, the Company has received a writtérey
from its bank. The Company anticipates that itshcan hand and its normal operations will provitieohthe funds necessary to fund its consolid
operations during the next twelve months. The Camypbelieves that it will have sufficient liquidignd working capital without additional financing.

2. Summary of significant accounting policies
Principles of consolidatio

The accompanying consolidated financial statememtside the accounts of the Company and its wholiyred subsidiaries. All intercompe
balances and transactions have been eliminated.
Accounting estimate

The preparation of financial statements in conftymiith accounting principles generally acceptedthie United States of America requ
management to make estimates and assumptiondféetttae reported amounts of assets and liaksldied disclosure of contingent assets and liadsliit th
date of the financial statements and the repomeduats of revenues and expenses during the reggréniod. The Company’most significant estimat

relate to revenue recognition, capitalization oftweare development costs, the accrual for estimdtitare warranty costs, and the recoverability el
deferred tax assets. Actual results could diffemfthose estimates.




Revenue recognitic

The majority of the Compang’revenue is derived through the sale of uniquelsighed systems containing hardware, software #met onaterial
under fixed-price contracts. In accordance witB.lgenerally accepted accounting principles, thhemee under these fixgatice contracts is accounted
on the percentage-of-completion method. This madlugy recognizes revenue and earningswsrk progresses on the contract and is based @stanat
of the revenue and earnings earned to date, lessirasrecognized in prior periods. The Companyebais estimate of the degree of completion o
contract by reviewing the relationship of costsuimed to date to the expected total costs thathillncurred on the project. Estimated contraatiags ar
reviewed and revised periodically as the work pesges, and the cumulative effect of any changstimate is recognized in the period in which thargt
is identified. Estimated losses are charged agaiastings in the period such losses are identififte Company recognizes revenue arising from aof
claims either as income or as an offset againstengial loss only when the amount of the claim barestimated reliably and realization is probalolé ther
is a legal basis of the claim. There are no prigbelaims outstanding as of December 31, 2009.

As the Company recognizes revenue under the pagemtfeompletion method, it provides an accrual for eated future warranty costs basec
historical and projected claims experience. Then@any’s long-term contracts generally provide fan@year warranty on parts, labor and any bug fix¢
it relates to software embedded in the systems.

The Company'’s system design contracts do not ndyrpedvide for “post customer support servic€Js) in terms of software upgrades, soft
enhancements or telephone support. In order @irpBXCS, the customers must normally purchase aratepcontract. Such PCS arrangements are gst
for a oneyear period renewable annually and include cust@upport, unspecified software upgrades, and nranie releases. The Company recog
revenue from these contracts ratably over theofifihe agreements.

Revenue from the sale of software licenses whicimatorequire significant modifications or custontiaa for the Companyg modeling tools a
recognized when the license agreement is signedicénse fee is fixed and determinable, delivery bccurred, and collection is considered probable.

Revenue for contracts with multiple elements iogeized in accordance with ASC 605-RBvenue Recognition- Multiple Element Arrangements.

Revenues from certain consulting or training cacts are recognized on a time-and-material b&%s.time-andmaterial type contracts, revenu
recognized based on hours incurred at a contrdaed rate plus expenses.

Cash and cash equivalents

Cash and cash equivalents consist of cash on baathight sweep investments, and highly liquid stagents with maturities of three months or
at the date of purchase.

At December 31, 2009, the Company had $150,008 money market account with Bank of America (“BOAThere were no other ce
equivalents.

At December 31, 2008, the Company had a commeawi@mated investment account with BOA under whattthe end of each business day

funds in the Company’s operating account were svipt a money market fund. The funds were returteiethe Company operating account at 1
beginning of the next business day. At Decembel8@8, the Company had $7.5 million in this moneyrket account.
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Contract receivables

Contract receivables include recoverable costsamedued profit not billed which represents revereepgnized in excess of amounts billed.
liability “Billings in excess of revenue earnedpresents billings in excess of revenue recognized.

Billed receivables are recorded at invoiced amauifitse allowance for doubtful accounts is basedistorical trends of past due accounts, write-

offs, and specific identification and review of pdse accounts. The activity in the allowancedoubtful accounts is as follows:

(in thousands As of and for the
Years ended December .
2009 2008 2007

Beginning balanc $ 2% 2% 3
Current year provisio 1,74¢ - -
Current year write-offs - - (1)
Ending balance $ 1,74 $ 23 2

At a meeting of ES/ three shareholders held at ESA on February 110,20e shareholders reached agreement to sigintficreduce costs a
begin to explore options up to and including thiirgeof ESA. Accordingly, the Company increasesl aflowance for doubtful accounts by $1.6 millian
the outstanding trade receivable from ESA as ofeldier 31, 2009. See Note 7 Investment in EmiiGitresilation Academy, LLC.

Equipment and leasehold improvements,

Equipment is recorded at cost and depreciated ubmgtraightine method with estimated useful lives rangingrirthree to ten years. Leasef
improvements are amortized over the life of thedear the estimated useful life, whichever is sfrorsing the straighine method. Upon sale or retireme
the cost and related amortization are eliminatethfthe respective accounts and any resulting galioss is included in operations. Maintenance aahir:
are charged to expense as incurred.

Software development costs

Certain computer software development costs aréatiapd in the accompanying consolidated balarets in accordance with U.S. genel
accepted accounting principles. Capitalization coimputer software development costs begins upon esitablishment of technological feasibil
Capitalization ceases and amortization of capidlizcosts begins when the software product is comiallgr available for general release
customers. Amortization of capitalized computétvgare development costs is included in cost obreie and is determined using the stralgig-methor
over the remaining estimated economic life of thedpct, not to exceed three years.
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Development expenditur

Development expenditures incurred to meet custa@pecifications under contracts are charged to aontosts. Company sponsored develop
expenditures are charged to operations as incuamneldare included in selling, general and admirtisgraexpenses. The amounts incurred for Com
sponsored development activities relating to theetibgment of new products and services or the ingmment of existing products and services, \
approximately $1.3 million, $907,000, and $1.2 ioill for the years ended December 31, 2009, 20082807, respectively. Certain of these expenel
were capitalized as software development costs. Ne¢e 6, Software development costs.

Impairment of lon-lived assets

Property and equipment are reviewed for impairmvémgnever events or changes in circumstances imdibat the carrying amount of an asset
not be recoverable. Recoverability of assets thdid and used is measured by a comparison ofahgimg amount of an asset to estimated undiscd
future cash flows; an impairment charge is recagphizy the amount by which the carrying amount efdbset exceeds the fair value of the asset. FA&sbt
disposed of would be separately presented in tleaba sheet and reported at the lower of the cagrgmount or fair value less costs to sell, andharlnge
depreciated. The assets and liabilities of a diapgroup classified as held for sale would begtexl separately in the appropriate asset anditjadection:
of the balance sheet.

On an annual basis, and more frequently as condiiiedicate, the Company assesses the recoveng afitamortized capitalized software comg
costs by estimating the net undiscounted cash flaxypected to be generated by the sale of the prodiuthe undiscounted cash flows are not suffitie
recover the unamortized software costs the Compalhyvrite-down the investment to its estimated fair valueedasn future discounted cash flows.
excess of any unamortized computer software cogtisthe related net realizable value is written d@md charged to operations.

Goodwill is tested annually, on November 30, fopaimment, or more frequently if events and circianses indicate that the asset migh
impaired. An impairment loss is recognized to ¢l&ent that the carrying amount exceeds the astt’'value. For goodwill, the impairment detematior
is made at the reporting unit level and consistenvaf steps. First, the Company determines theviine of a reporting unit and compares it to d@srying
amount. Second, if the carrying amount of a répgminit exceeds its fair value, an impairment liesecognized for any excess of the carrying arhobithe
reporting units goodwill over the implied fair value of that geatl. The implied fair value of goodwill is deteined by allocating the fair value of 1
reporting unit in a manner similar to a purchaseepallocation. The residual fair value after this allocation i implied fair value of the reporting u
goodwill. No impairment losses were recognize@2009, 2008 or 2007.

Foreign currency translatio
Balance sheet accounts for foreign operations ramslated at the exchange rate at the balance dagst and income statement account:
translated at the average exchange rate for thedpefFhe resulting translation adjustments aréuthed in other comprehensive income (loss). Tretitsm

gains and losses, resulting from changes in exeheatgs, are recorded in operating income in thi@ghén which they occur. For the years ended Deus
31, 2009, 2008, and 2007, foreign currency tramsacfains (losses) were approximately $29,000,321,,and ($60,000), respectively.
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Warranty

As the Company recognizes revenue under the pagemtfecompletion method, it provides an accrual for eated future warranty costs basec
historical experience and projected claims. Thii@gin the warranty accounts is as follows:

(in thousands As of and for the

Years ended December {

2009 2008 2007
Beginning balanc $ 1,06¢ $ 724 $  T74€
Current year provisio 60% 79¢ 45¢
Current year claim (407) (448) (4893
Currency adjustment 10 (9) 3
Ending balance $ 1272 1066 $ 724

Income taxe

Income taxes are provided under the asset anditlyaliethod. Under this method, deferred incomeetaare determined based on the differe
between the financial statement and tax basesset@asand liabilities using enacted tax rates ipatffor the year in which the differences are etgubdc
reverse. Valuation allowances are establishednwieeessary, to reduce deferred tax assets tarthardas expected to be realized. Provision is madéht
Company's current liability for federal, state dackign income taxes and the change in the Compa®ferred income tax assets and liabilities.

Stock-based compensation

Compensation expense related to share based aigardsognized on a pro rata straigjhe basis based on the value of share awardsatfa
scheduled to vest during the requisite serviceogerDuring the twelve months ended December 329 20hd 2008, the Company recognized $906,00
$650,000, respectively, of pre-tax stdzksed compensation expense under the fair valusooheiAs of December 31, 2009, the Company had i$8ln of
unrecognized compensation related to the unvestabp of outstanding stock option awards expebbeloe recognized through October 2015.

Income (loss) per shai

Basic income (loss) per share is based on the wezighverage number of outstanding common sharghdqgueriod. Diluted income (loss) per si
adjusts the weighted average shares outstandinthéopotential dilution that could occur if stocktions, warrants or convertible preferred stocke
exercised or converted into common stock. The ramolf common shares and common share equivaleats insthe determination of basic and dilt
income (loss) per share was as follows:
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(in thousands, except for share and per share ahsd
Years ended December !

2009 2008 2007
Numerator:
Net income (loss $ 797 $ 690 $ 1,16¢
Preferred stock dividends - - (49)
Net income (loss) attributed
common stockholders $ (797 $ (690 $ 1,12(
Denominator
Weighter-average shares outstanding for bi
earnings per sha 16,938,39 15,746,61 12,927,122
Effect of dilutive securities
Employee stock options, warrants &
convertible preferred stock - - 1,890,52!
Adjusted weighte-average shares outstand
and assumed conversions for dilu
earnings per sha 16,938,39 15,746,61 14,817,65
Shares related to dilutive securities exclu
because inclusion would be anti-dilutive 1,791,75 1,196,741 74,80¢

Conversion of outstanding stock options and wasrargs not assumed for the years ended Decemb@082,and 2008, because the impact
anti-dilutive. Included in the 1,791,757 shares and1li®6,746 shares related to dilutive securitieduebed from the diluted earnings per share calauh
for the years ended December 31, 2009 and 200Bectgely, were in-thenoney options and warrants totaling 641,631 shares 910,480 shart
respectively. The difference between the basicdiluied number of weighted average shares outstgridr the year ended December 31, 2007, reprs
dilutive stock options and warrants to purchaseeshaf common stock computed under the treasunk steethod, using the average market price durie
period. The net income for the year ended Dece@be2007, was decreased by preferred stock didlen$49,000 in calculating the per share amounts.

Concentration of credit risk
The Company is subject to concentration of craslit with respect to contract receivables. Credit on contract receivables is mitigated by the

nature of the Company's worldwide customer basdtarmmedit policies. The Company's customersateconcentrated in any specific geographic region,
but are concentrated in the energy industry. THeviing customers have provided more than 10% ef@ompany’s revenue for the indicated period:
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Years ended December !

2009 2008 2007
Slovenské elektrarne, a 13.5% 0.0% 0.0%
Emerson Process Managem 12.1% 16.2% 7.9%
Titan-2 Concerr 10.7% 0% 0%
American Electric Powe 6.8% 10.5% 0.5%
Emirates Simulation Academy LL 0.0% 4.2% 31.1%

Fair values of financial instrumen

The carrying amounts of current assets and cultianitities reported in the Consolidated Balancee&b approximate fair value due to their <
term duration.

Deferred financing fee

The Company amortizes the cost incurred to obtabt financing over the term of the underlying oltigns. The amortization of deferred financ
costs is included in interest expense. Unamortieddrred financing costs are classified withineothssets in the consolidated balance sheets.

Derivative instrument

The Company adopted ASC 81Berivatives and Hedgingyn January 1, 2009. ASC 815 enhances the diselasguirements about an enty’
derivative instruments and hedging activities.

The Company utilizes forward foreign currency exad® contracts to manage market risks associatdd thét fluctuations in foreign currer
exchange rates. It is the Company's policy to usé gerivative financial instruments to protectingimarket risk arising in the normal course ofibass i
order to reduce the impact of these exposures. tmmpany minimizes credit exposure by limiting cauparties to nationally recognized finan
institutions.

As of December 31, 2009, the Company had foreigiamxge contracts for sale of approximately 2 millRounds Sterling, 3 million Euro, and °
million Japanese Yen at fixed rates. At Decemlgr2®08, the Company had foreign exchange contfactale of approximately 2 million Pounds Stegl|
4 million Euro, and 68 million Japanese Yen atdixates. The contracts expire on various datesigifiré-ebruary 2014. The Company had not desigrbaé
foreign exchange contracts as hedges and had ezttrd estimated fair value of the contracts incthresolidated balance sheet as follows:
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December 31

(in thousands) 2009 2008
Asset derivative
Prepaid expenses and other current a: $ 51t $ 14
Other asset 39€ 537
911 551
Liability derivatives
Other current liabilitie: (39 (42€)
Other liabilities (65) (1893
(99) (60€)
Net fair value $ 81z $ (58)

The changes in the fair value of the foreign exgeacontracts are included in gain (loss) on dexeanstruments in the consolidated stateme
operations.

The foreign currency denominated trade receivahlebijlled receivables, billings in excess of revermarned and subcontractor accruals the
related to the outstanding foreign exchange cotgrae remeasured at the end of each period ietéutictional currency using the current exchange a

the end of the period. The gain or loss resulfiogn such remeasurement is also included in gaiss) on derivative instruments in the consolid
statement of operations

For the years ended December 31, 2009, 2008 arid 2@ Company recognized a net gain (loss) omeitvative instruments as outlined below:

Year ended December :
(in thousands) 2009 2008 2007

Foreign exchange contra- change $ 8 % 174 3 (11
in fair value

Remeasurement of related contt
receivables and billings in exce
of revenue earned (88 (27¢

$ 76 $ (452 S (11

New accounting standart

In June 2009, the Financial Accounting Standardar@¢“FASB”) issued Accounting Standards Codifioati{“ASC” or “the Codification”)as tht
source of authoritative generally accepted accognfirinciples ("GAAP") recognized by the FASB foomgovernmental entities. The Codificatior
effective for financial statements issued for répgr periods that end after September 15, 2009¢hvfor GSE was September 30, 2009. The Codifio
superseded all then-existing nB&EC accounting and reporting standards. The Qadiifin did not change rules and interpretationhefSEC which are al
sources of authoritative GAAP for SEC registrantbere were no changes to the Company’s consotidatancial statements upon adoption.
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In October 2009, the FASB issued Accounting Stasslddpdate (“ASU”) 2009-13, Revenue Recognition (Tof05), MultipleDeliverable
Arrangements. ASU 2009-13 amends the guidanceithtite absence of vendor-specific objective ancttparty evidence for deliverables in multiple-
deliverable arrangements, companies will be reduite develop a best estimate of the selling prizeséparate deliverables and allocate arrange
consideration using the relative selling price mdthASU 2009-13 expands the disclosure requiresiiemtmultipledeliverable revenue arrangements.
guidance will be effective for financial statemeigsued for fiscal years beginning after June X802 Early adoption is permitted. The Compar
currently evaluating the potential impact on itsficial statements.

In October 2009, the FASB issued ASU 2009-14, Saféw(Topic 985), Certain Revenue Arrangementslitttdide Software Elements. ASU 2009-
14 amends the guidance to exclude for the scopeftare revenue accounting requirements tangitddyzts if the product contains both software aod-n
software components that function together to éelavproducs essential functionality and factors to considedétermining whether a product is within
scope of the guidance. The guidance will be gffector financial statements issued for fiscal weheginning after June 15, 2010. Early adoptic
permitted. The Company is currently evaluatingghgential impact on its financial statements.

3. Contract receivables
Contract receivables represent balances due frioroaal base of both domestic and international custs. All contract receivables are consider

be collectible within twelve months. Recoverablsts@and accrued profit not billed represent cosisrred and associated profit accrued on contthatswill
become billable upon future milestones or comptetibcontracts. The components of contract retéégare as follows:

(in thousands) December 31
2009 2008
Billed receivable: $ 8,18 $ 7,32
Recoverable costs and accrued profit not b 9,50. 3,63
Allowance for doubtful accounts (1,746 (2
Total contract receivables, net $ 15,94 $ 10,95

4. Prepaid expenses and other current assets

Prepaid expenses and other current assets cohsist following:

(in thousands) December 31
2009 2008
Prepaid expenst $ 34 $ 70
Employee advance - 1
Deferred income tax- current - 12
Other current assets 1,14 26
Total $ 1,49 $ 1,11
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5. Equipment and leasehold improvements

Equipment and leasehold improvements consist ofatif@ving:

(in thousands) December 31
2009 2008

Computer equipmer $ 2,95 $ 296
Leasehold improvemen 161 11
Furniture and fixtures 94. 91
4,06. 3,99
Accumulated depreciation (3,075 (2,861
Equipment and leasehold improvements, net $ 98 $ 113

Depreciation expense was approximately $504,0086 800, and $258,000 for the years ended Decenih@089, 2008, and 2007, respectively.

6. Software development costs

Software development costs, net, consist of tHeviahg:

(in thousands) December 31
2009 2008
Capitalized software development c¢ $ 2,31 $ 1,87
Accumulated amortization (452 (391
Software development costs, net $ 1,86 $ 1,48

Software development costs capitalized were appratdly $861,000, $591,000, and $673,000 for thesyeaded December 31, 2009, 2008,
2007, respectively. Amortization of software deyghent costs capitalized was approximately $483,8274,000, and $323,000, for the years e
December 31, 2009, 2008, and 2007, respectivetywars included in cost of revenue.

7. Investment in Emirates Simulation Academy, LLC

On November 8, 2005, the Emirates Simulation AcaddrhC (“ESA”), headquartered in Abu Dhabi, United Arab Emiratess formed to buil
and operate simulation training academies in thabABulf Region. The members of the limited lidpicompany include Al Qudra Holding PJSC of
United Arab Emirates (60% ownership), the Centr&xdellence for Applied Research and Training ef thmited Arab Emirates (30% ownership) and ¢
(10% ownership). Prior to the charges taken inftleth quarter as described below, GSEivestment in ESA totaled $117,000 and $718,@deaembe
31, 2009 and 2008, respectively, and was includethe consolidated balance sheet in other as$éis.Company accounts for its investment in ESAg
the equity method. For the years ended Decembe2@®9 and 2008, the Company recognized a $6156606213,000 equity loss, respectively, o
investment in ESA. The equity loss was recordeattier expense, net.
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In January 2006, GSE received a $15.1 million @mitfrom ESA (the “ESA Contracttp supply five simulators and an integrated trajrpmogram
The Company received change orders totaling $1li&mirom ESA which increased the total order vato $16.9 million. For the years ended Decel
31, 2008 and 2007, the Company recognized $1.2omind $9.9 million, respectively, of contracteaue on this project using the percentageenfipletior
method, which accounted for 4.2% and 31.2% of thenganys consolidated revenue. In accordance with théyeqethod of accounting, the Compi
eliminated 10% of the profit from the ESA Contrastthe training simulators are assets that have fse®rded on the books of ESA, and the Compan'
thus required to eliminate its proportionate shafréhe profit included in the asset value. Thefiprdimination totaled $28,000 and $444,000 foe trear
ended December 31, 2008 and 2007, respectivelywasdecorded as an other liability on the balasimset. ESA assigned a four year life to the simule
and began to amortize the training simulators air thooks effective January 1, 2009. Accordingly,January 1, 2009, GSE began to amortize therde
profit to other income over a four year period ogrizing income of $181,000 in the year ended Ddezr81, 2009.

Under the terms of the ESA Contract, the Companoyiged a $2.1 million performance bond to ESA, fhésformance bond expired on Septer
30, 2009 and the restricted cash that had coll&ecsthe performance bond was released by BOAuity ©ctober 2009.

The Company has provided a partial guarantee @f ADESA’s credit facility with Union National Bank; $1.2 llion was deposited into a restric
interest-bearing account with UNB in 2006. Theiest earned on the restricted cash is part gilédged deposit.

At December 31, 2009, ESA had borrowed a total BDA36.4 million ($9.9 million) from its credit fddy with Union National Bank, includir
accrued interest payable. ESA was delinquent yingaboth principal and interest (a total of AECB5nillion or $1.5 million) and in January 2010, U
drew upon the guarantees of the three partneraytfh the delinquency, withdrawing $145,000 frorBEs restricted cash account. In February 2010,
was notified that ESA had missed another loan payraed that 10% of the amount due ($24,000) woeldvithdrawn from the Comparg/restricted cas
account.

At a meeting of ESA three shareholders held at ESA on February 110,28e shareholders reached agreement to sigintficreduce costs a
begin to explore options up to and including thérgeof ESA.

Accordingly, based upon these events, the Comparydbtermined that its remaining investment in E&®ecember 31, 2009 has been imp:
and has established reserves for the $1.6 miliaxhetreceivable due from ESA at December 31, 268%a@ the cash that GSE has on deposit with UNE
partial guarantee for ESA’s credit facility. Palty offsetting these charges is the reversal efrémaining deferred profit related to the Comparsale ¢
five simulators to ESA in prior years and the ramrag agent fee that was due upon payment of ttaé dintstanding receivable. The charges recordddia
presentation in the statement of operations foy&a ended December 31, 2009 are as follows:
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Year ende

(in thousands) December 31, 200
Trade receivabl $ 1,6
Accrued agent fe (9
Operating expense 1,50
Restricted cas- bank guarantee at
accrued interest incon 1,2!
Investment in ES/ 1
Deferred profit (54
Other expense, net 8l
Total $ 2.3

8. Fair Value of Financial Instruments

The Company adopted ASC 820, Fair Value Measuresnandl Disclosures for nonfinancial assets and nanfiial liabilities measured or
nonrecurring basis in the first quarter of fisc@02, and such adoption did not have a material ainpa the Company’s financial statement disclosures

ASC 820 defines fair value as the exchange priaewhould be received for an asset or paid to teanafliability (an exit price) in the principle
most advantageous market for the asset or lialiilign orderly transaction between market partitip@n the measurement date. ASC 820 also estebli
fair value hierarchy which requires an entity toxm#ze the use of observable inputs and minimizeube of unobservable inputs when measuring fhaieva

The levels of the fair value hierarchy establishgd\SC 820 are:

Level 1: inputs are quoted prices, unadjustedciive markets for identical assets or liabilitieat the reporting entity has the ability to accatsthe
measurement date.

Level 2: inputs are other than quoted prices ietliwithin Level 1 that are observable for the tgséability, either directly or indirectly. A éve
2 input must be observable for substantially tHetéum of the asset or liability.

Level 3: inputs are unobservable and reflect #p@orting entitys own assumptions about the assumptions that mpekétipants would use
pricing the asset or liability.

The Company considers the recorded value of cedhits financial assets and liabilities, which st primarily of cash and cash equivale

accounts receivable and accounts payable, to ajppaibex the fair value of the respective assets mtnilities at December 31, 2009 and December 308
based upon the short-term nature of the assethadnildies.
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At December 31, 2009, the Company had $150,000sitedoin a money market account with BOA. At Debem31, 2008, the Company ha
commercial automated investment account under whitkthe end of each business day, the funds irCtrapanys operating account were swept in
money market fund. The funds were returned toofterating account at the beginning of the nextriess day. At December 31, 2008, the balance §
fund was $7.5 million and was included on the be¢asheet under cash and cash equivalents. Thedyngrminated this automated investment accot
the second quarter 2009.

As of December 31, 2009, the Company was contifgéable for five standby letters of credit, onartk guarantee and two surety bonds tot:
$3.5 million which represent performance bonds myhtecontracts. The Company has deposited thevallle of two of the standby letters of credi
certificates of deposit ($336,000) which have bessiricted in that the Company does not have adoe®se funds until the related letters of crédive
expired. The cash has been recorded on the Corispgaalance sheet at December 31, 2009 as restgetdtand longerm restricted cash depending on
expiration date of the certificate of deposit.

On May 5, 2009, one of the Compasiyivo credit agreements with Bank of America wagiaed to increase the principal amount of the fliom
$1.5 million to $2.5 million. In addition, the ag@ment was amended to include a $600,000 ceréfwfadeposit issued by Bank of America in the being
base calculation to determine the maximum amoutvaflable funds that the Company could borrow fitbmline. The cash deposited in this certifiaz
deposit has been recorded on the Company'’s batdress at December 31, 2009 as restricted cash.

The following table presents assets and liabilitte=sasured at fair value at December 31, 2009:

Quoted Price Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Asset: Inputs Inputs
(in thousands) (Level 1) (Level 2) (Level 3) Total
Money market funt $ 15C $ - $ - 3 15C
Certificates of depos 93€ - - 93¢
Foreign exchange contracts - 911 - 911
Total asset $ 1,08¢ $ 911 $ - $ 1,997
Foreign exchange contracts $ - $ 99 $ - $ (99
Total liabilities $ - $ 99) $ - $ (99)
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9. Long-term debt
At December 31, 2009 and 2008, the Company hadngp-term debt.
Line of Credit

On March 28, 2008, the Company entered into twaisgp revolving line of credit agreements for tyear revolving lines of credit with Bank
America, N.A. (“BOA”). The Company and its subsidi, GSE Power Systems, Inc., are jointly and salyeliable as cdsorrowers. The credit faciliti
enable the Company to borrow funds to support vmgykiapital needs and standby letters of credie firkt line of credit in the principal amount gf to $3.!
million enables the Company to borrow funds up@&eof eligible foreign accounts receivable, plu&o76f eligible unbilled foreign receivables and 106¢
cash collateral pledged to BOA on outstanding weayatandby letters of credit. This line of crewit90% guaranteed by the Expdmiport Bank of th
United States. The interest rate on this linereflit is based on the daily LIBOR rate plus 150idbasints, with interest only payments due monthie
second line of credit was originally in the prirgigmount of up to $1.5 million, however, on May2809, the credit agreement was amended to incthe
principal amount to $2.5 million. This line of dit enables the Company to borrow funds up to 8@%omnestic accounts receivable, 30% of dom
unbilled receivables and 100% of the principal be¢éaof a $600,000 certificate of deposit issuedB®A. The interest rate on this line of credit asbd o
the daily LIBOR rate plus 225 basis points, witkenest only payments due monthly. The credit agesgsncontain certain restrictive covenants regg
future acquisitions, incurrence of debt and thenpayt of dividends. In addition, both credit agreets contain financial covenants with respect &
Companys minimum tangible net worth, debt service covenagi®, and funded debt to EBITDA ratio. At Deceani31, 2009, the Company was in del
on two of the financial covenants. The financ@aenant calculations at December 31, 2009 are sth@haw:

As of
Covenan Dec. 31, 200¢
Tangible net wortl Must Exceed $15.0 millic ~ $33.5 million

Debt service coverage ra Must Exceed 1.25: 1.C (1,582) : 1.0(
Funded debt to EBITDA rati  Not to Exceed 2.50 : 1.( 2.74 :1.0C

At December 31, 2009 and throughout all of 2008,@wmpany had no outstanding borrowings againiniés of credit. Accordingly, the Company did
incur any bank interest expense in 2009. HoweherCompany did incur approximately $1,000 of iegtrexpense related to late payments to venddiis,
in conjunction with the Company’net loss for the year ended December 31, 20@dsalted in a negative debt service coverage. raior the funded de
to EBITDA ratio calculation, the amount of outstarglletters of credit and bank guarantees thanatecash collateralized are included as funded. d€bk
Company has received a written waiver from BOA.

At December 31, 2009, the Compasgvailable borrowing base under the two linesretlit was $6.0 million of which $2.4 million had dre utilized a
collateral for three standby letters of credit.
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10. Income taxes

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

(in thousands) Years ended December !
2009 2008 2007
Domestic $ (2115 % (674 $ 1,49
Foreign 2,23 11 (284
Total $ 12 $ (561 $ 1,21

The provision for income taxes is as follows:

Years ended December !

2009 2008 2007
Federa $ 2 $ - $ (111
State 8 1
Foreign 51 24 14
Subtotal 62 25 4
Federal and sta - - -
Foreign 29 (12€ -
Subtotal 29 (12€ -
Total $ 91 $ 12 $ 4

The Company is entitled to a deduction for fedearal state tax purposes with respect to employsesk option activity. The net reduction in ta
otherwise payable in excess of any amount creddeidcome tax benefit has been credited to additigraidin capital. As of December 31, 2009,
Company had $5.5 million of unrecognized excessdieductions related to compensation for stock apéirercises which will be recognized when the
operating loss carryforwards are fully utilized @ahdse excess tax benefits result in a reductioncmme taxes payable.

The effective income tax rate differed from thestary federal income tax rate due to the following
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Effective Tax Rate Percentage (
Years ended December !

2009 2008 2007
Statutory federal income tax re 34.% (34.C% 34.%
State income taxes, net of federal tax bel 44, 1. 0.
Effect of foreign operation 282. 0. 16.
Change in valuation allowan: 96.’ 39. (42.Cc
Other, principally permanent differences 306. 16. (5.1
Effective tax rate 764.% 23.% 3.%

Deferred income taxes arise from temporary diffeesnbetween the tax bases of assets and liabiitidstheir reported amounts in the finar
statements. A summary of the tax effect of thaifiigant components of the deferred income taxtaddiabilities) is as follows:

(in thousands) December 31
2009 2008 2007
Deferred tax asset
Net operating loss carryforwar $ 5,65 $ 6,69 $ 6,79
Capital loss carryforwarc 2,44. 1,67 1,58
Accruals and reserve 25 6 3
Expenses not currently deductible for tax purpc 1,15 41, 26
Alternative minimum tax credit carryforwar 16 16. 16.
Other 66! 65. 47
Total deferred tax ass 10,32 9,65 9,31
Valuation allowanct (8,375 (8,259 (8,868
Total deferred tax asset less valuation allmean 1,94 1,39 45

Deferred tax liabilities

Tax in excess of book depreciati - (8 -
Undistributed earnings of foreign subsidi (2,313 (683 -
Software development cos (724 (579 (451
Other (87 - -
Total deferred tax liability (2,124 (1,270 (451
Net deferred tax asset (liabilit $ (176 $ 12 $ -

In assessing the realizability of deferred tax @sseanagement considers whether it is more likedy not that some or all of the deferred tax a
will not be realized. The ultimate realization @ffdrred tax assets is dependent upon the generddtfature taxable income during the periods inehhihos:
temporary differences become deductible. Managewcmrsiders the scheduled reversal of deferredidabitities and projected future income in makinds
assessmentManagement believes that the Company will achieefitpble operations in future years that will eleathe Company to recover the benef
its deferred tax assets. However, other than fporion of the deferred tax assets that are relatethe Company Swedish subsidiary, the Comp
presently does not have sufficient objective evigeto substantiate the recovery of the deferrechsaets. Accordingly, the Company has established
$8.4 million valuation allowance on its deferred &ssets at December 31, 2009. The valuation aliow for deferred tax assets increased by $116n
2009, decreased by $609,000 in 2008 and decregskt dmillion in 2007.
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At December 31, 2009, the Compasmyargest deferred tax asset related to a U.Soperating loss carryforward of $15.4 million whieRpires i
various amounts between 2017 and 2028. The anoduhiS. loss carryforward which can be used byGbenpany each year is limited due to changes i
Company’s ownership which occurred in 2003. Tlaugortion of the Company’s loss carryforward magiexunutilized.

The Company is not aware of any tax positions fdictv it is reasonably possible that the total anteuwf unrecognized tax benefits wa
significantly decrease or increase within the iexelve months.

The Companys policy for recording interest and penalties aisged with uncertain tax positions is to recordhsitems as a component of income
expense. As of December 31, 2009, the Companydascrued interest or penalties.

11. Capital stock

The Companys Board of Directors has authorized 32,000,000 sitares of capital stock, of which 30,000,000 @esignated as common stock
2,000,000 are designated as preferred stock. TlaedBaf Directors has the authority to establish onenore classes of preferred stock and to deter,
within any class of preferred stock, the prefersndghts and other terms of such class.

On June 22, 2007, the Company raised $9.2 millat,of associated fees of $768,000, through the afall,666,667 shares (the “Sharesf)its
common stock, $.01 par value per share, by meamspivate placement to selected institutional #tees. Each investor received a fiyear warrant t
purchase GSE common stock (the “Warrant Shameglipl to 10% of the shares of common stock that iael purchased at an exercise price of $6.0
share (the “Warrants”). In aggregate, the Compssiyed Warrants to purchase a total of 166,66 &sh&ErGSE common stock.

The Company filed its registration statement onni@-3 (the “Registration Statementilith the Securities and Exchange Commission
“Commission”)on July 16, 2007 covering the offer and sale, ftome to time, of the Shares, the Warrant Sharesshades of common stock issuable L
exercise of warrants that may be issued as liggiddamages under the terms of a certain registragibts agreement entered into between the Comaiat
the investors (the “Registration Rights Agreemeint"§onnection with the private placement. The Regtion Statement became effective on August 87
and, pursuant to the provisions of the RegistraRaghts Agreement, the Company is obligated toasamercially reasonable efforts to, after the dat
which the Registration Statement becomes effectimase the Registration Statement to remain camisly effective as to all Shares and Warrant Sk
other than for an aggregate of more than 30 cotiseduading days or for more than an aggregaOairading days in any 12&onth period. In the event o
default of the foregoing obligation, the Companyl We required to issue to the investors, as ligted damages, on the date the foregoing defaultr®eau
each monthly anniversary thereafter, a number ofamés (on the same terms as the Warrants) eq8btof the number of Shares then held by such foy,
not to exceed 10% of the total number of Shares tieéd by such investor, and thereafter cash, iamaount equal to 2% of the aggregate purchase paic
by the investors, not to exceed 30% of the aggesgatchase price paid by the investors.
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At the date of issuance, the fair value of the \Mats was $510,000 and the fair value of the Shaass$9.5 million. The fair value of the Warre
and the Shares was determined by the use of tveefair value method, in which the $10.0 milligross proceeds was allocated based upon thedfaie:
of the Warrants, as determined by using the Blackeles Model, and the Shares, as determined byldkimg price of the common stock on the NYSE A
Stock Exchange on the date the transaction wasdlos

The Company paid the placement agent a fee inrtfeuat of 6% of the gross proceeds received by tmpgany from the offering ($600,000).
addition to the placement agent fee, the Compait/$#68,000 of other transaction fees related ¢ootffiering.

The proceeds were used to pay down the Compamgfi credit and for other working capital purposes

On September 4, 2009, the Company raised $15.@bmilhrough the sale of 2.5 million shares of isnmon stock, $.01 par value per share.
shares were sold under a shelf registration statembich was declared effective by the Securitied &xchange Commission on August 21, 2009
September 23, 2009, the Company raised an addit)250,000 when the Company’s underwriter, eseatian oveallotment option in full to purchase
additional 375,000 shares of the Compangbmmon stock at the public offering price of $6er share. The aggregate net proceeds receivekle
Company from the two transactions was approxime®&.9 million. The Company paid the underwritefiea in the amount of 6% of the gross proc
received by the Company from the offering ($1,088)and paid 339,000 in other transaction fees.

As of December 31, 2009, the Company has reseni@8 553 shares of common stock for issuance: 1993&hares upon exercise of outstan
stock options; 302,709 shares upon exercise ofamdig warrants; 463,603 shares for future granter the Company’s 1995 LoAgrm Incentive Plai
16,672 shares to be issued in accordance with timep@nys investor relations consulting agreement; andéBs6shares upon exercise of warrants the
Company is obligated to issue in the event of aulefinder its June 2007 common stock sale assisduabove.

12. Series A Convertible Preferred Stock

On February 28, 2006, the Company raised $3.9anjlinet of associated fees of $395,000, througlsaheof 42,500 shares of Series A Cumul;
Convertible Preferred Stock and Warrants by medns private placement to “accredited investoss, that term is used in rules and regulations €
Securities and Exchange Commission. The ConverBbéferred Stock was convertible at any time éntotal of 2,401,133 shares of GSE common stoe
conversion price of $1.77 per share. The convengiae was equal to 110% of the closing price ef @ompanys Common Stock on February 28, 2006
date the sale of the Convertible Preferred Stock eeenpleted.
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Each investor received a fiwear warrant to purchase GSE common stock equ20%b of the shares they would receive from the crsioer of the
Convertible Preferred Stock, at an exercise prfc®lo/7. In aggregate, the Company issued wartanpsirchase a total of 480,226 shares of GSE cao
stock. The Convertible Preferred Stockholders veatiled to an 8% cumulative dividend, payableagemiannual basis every June 30 and Decembdn
2007, the Company paid dividends totaling $49,@0t¢ preferred stockholders

At any time after March 1, 2007, the Company hadright to convert the Preferred Stock into shaféSSE common stock when the average o
current stock price during the twenty trading dagmediately prior to the date of such conversioneexed 200% of the Series A Conversion Price
March 7, 2007, the Company sent notice to the msldethe remaining 20,000 outstanding sharesd?iieferred Stock that the average current stack fmi
the prior twenty trading days had exceeded 200t%h@fonversion Price, and that the Company wasesting the outstanding Preferred Stock into com
stock. The 20,000 shares of Preferred Stock cteneép 1,129,946 shares of GSE common stock. 0V 2the Preferred Stockholders exercised 6:
warrants; no warrants were exercised in 2009 08200

The Company paid the placement agent, as parsdéd for assisting the Company with the offeri6gs of the gross proceeds received by
Company from the offering ($255,000) plus five-yearrants to purchase 150,000 shares of the Corhpaoynmon stock at an exercise price of $1.7°
share. In addition to the placement agent fee Ciwapany paid $140,000 of other transaction feextadlto the offering. At the date of issuance,ftir
value of the placement agent warrants was $128,89@stablished using the Black-Scholes Model, vaasl recorded in paith capital, with the offsi
recognized as a reduction of the preferred stookgeds. In the years ended December 31, 2009, £&aD2007, 10,000, 0, and 97,000, respectivelyhe
placement agent warrants were exercised.

13. Stock-based compensation
Long-term incentive pla

During 1995, the Company established the 1995 LBeigr Incentive Stock Option Plan (the “Planhich permits the granting of stock opti
(including incentive stock options and nonqualifistbck options) stock appreciation rights, restdctor unrestricted stock awards, phantom s
performance awards or any combination of thesenpl@yees, directors or consultants. Options telpase shares of the Compagbmmon stock under 1
Plan expire in either seven or ten years from tite df grant and generally become exercisablereetimstallments with 40% vesting on the first asrsan
of the grant date and 30% vesting on each of thergkand third anniversaries of the grant datejestito acceleration under certain circumstancésh¢
Special Meeting of Stockholders held on Decembe2807, the shareholders approved amendments ®ldnewhich extended the life of the plan ten 'y
to June 30, 2018 and increased the number of stiekesould be issued under the Plan to 3,500,080 £,500,000. As of December 31, 2009, the Cory
had 463,603 shares of common stock reserved farefgrants under the Plan.

The Company recognizes compensation expense oo afa straight-line basis over the requisite senperiod for stockased compensati

awards with both graded and cliff vesting term&e TCompany recognizes the cumulative effect of angh in the number of awards expected to ve
compensation expense in the period of change.Cbmepany has not capitalized any portion of itslstoased compensation.
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During the years ended December 31, 2009, 2008280d@, the Company recognized $906,000, $650,000$844,000, respectively of ptax
stock-based compensation expense under the faie vabthod.
Stock option and warrant activity

During the year ended December 31, 2009, the Coyngaanted stock options to purchase 115,000 shafredmmon stock to GSE directc
officers, and employees. No warrants to purchhaees of common stock were issued in 2009.

Information with respect to stock option and watractivity as of and for the year ended Decembe809, is as follows:

Weighted
Aggregate Average
Number Weighted Intrinsic Remaining
of Average Value Contractual Life
Shares Exercise Prict  (in thousands (Years)
Shares under option and warrant, December 31,
2008 2,018,671 $ 4.1€
Options grante: 115,00( 5.8¢
Options exercise (68,35() 4.3C
Options forfeitec (3,719 5.9t
Shares under option and warrant, December 31,
2009 2,061,61 43% g 3,331 5.23¢
Options expected to vest 827,72: 6.1¢ ¢ - 8.15¢
Options and warrants exercisable at December 31,
2009 1,233,88 ¢ 3.0¢ ¢ 3,331 3.281

A summary of the status of the Company’s nonvespeibns as of and for the year ended December(®19,2s presented below. All outstanding warrants
were vested prior to 2009.
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Weighted

Number Average

of Share: Fair Value
Nonvested options at December 31, 2 1,055,1€ $ 4.1
Options grante 115,0C 3.6
Options vested during the peri (338,72t 2.8
Options forfeited (3,71f 4.4
Nonvested options at December 31, 2 827,72 $ 4.3

The fair value of the options and warrants grame®009, 2008, and 2007, were estimated on the afagigant using a Black-Scholes optiprieing mode
with the following assumptions:

Years ended December !

2009 2008 2007
Risk-free interest rate 1.71%- 3.04% 2.75%- 3.05% 4.77%- 5.02%
Dividend yield 0% 0% 0%
Expected life 5.5- 7.0 year: 4.9- 8.5 year: 3.2- 5.4 year:
Volatility 65.9%- 78.22% 68.8%- 78.22% 70.54%- 71.99%
Weighted average volatilit 67.85% 77.40% 71.02%

As of December 31, 2009, the Company had $3.2anilhf unrecognized compensation expense relatdttonvested portion of outstanding stock options
expected to be recognized on a pro-rata straigatdasis over a weighted average remaining sepeided of approximately 5.8 years.

The Company received cash for the exercise priseciged with stock options exercised of $103,&2X82,000, and $1,683,000 during the y
ended December 31, 2009, 2008, and 2007, resplgctiviche total intrinsic value realized by pantiants on stock options exercised was $213,000.
million and $3.6 million during the years ended Beber 31, 2009, 2008, and 2007, respectively.

Common stock issued for services provided

In April 2006, the Company entered into a consgltagreement with an investor relations firm. Astiphcompensation for services rende
pursuant to the consulting agreement, the Compgrged to issue 50,000 shares of common stock.shiies vested in monthly increments of 2,778 s
commencing May 2006 and ending October 2007. Taragany delivered the 50,000 common shares to thesiar relations firm in October 2007.

The consulting agreement was extended for an additieighteen months from November 2007 throughil 009 and an additional 25,000 sh:
of common stock was issued as partial compens#&ioservices rendered, with the shares vesting amthdy increments of 1,388 shares. The Com
delivered the 25,000 common shares to the investations firm in April 2009.
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The consulting agreement was extended again fadaitional eighteen months from May 2009 throughoBer 2010 and an additional 30,/
shares of common stock will be issued as partiadpEnsation for services rendered, with the shagetng in monthly increments of 1,666.

Compensation expense is determined based on tte et share on the last day of each month. Heoyear ended December 31, 2009, the av
price per share was $5.96 and the total compemsakipense recognized by the Company was $113BP60the year ended December 31, 2008, the av
price per share was $7.87 and the total compemsakipense recognized by the Company was $131B00the year ended December 31, 2007, the av
price per share was $7.79 and the total compemsatipense recognized by the Company was $229,000.

14. Commitments and contingencies

Leases

The Company is obligated under certain noncancelapkrating leases for office facilities and equépin Future minimum lease payments u
noncancelable operating leases as of Decembe089,&e as follows:

(in thousands Gross Future
Minimum Lease
Payment:

2010 $ 801
2011 59z
2012 491
2013 444
2014 43C
Thereafter 1,64
Total $ 4,40¢

Total rent expense under operating leases foréhesyended December 31, 2009, 2008, and 2007 wwasxapately $867,000, $921,000, and $930,000,
respectively.

Standby Letters of credit, bank guarantees, suretds and performance bonds

As of December 31, 2009, the Company was contifgéable for five standby letters of credit, onartk guarantee and two surety bonds tot:
$3.5 million which represent performance bondsightecontracts. Two of the letters of credit and the bank guarahgeee been cash collateralized and t
of the letters of credit have been collateralizsithgi the Company’s line of credit
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The Company has provided a partial guarantee of ADEGA’s credit facility with Union National Bank; $1.2 ifion was deposited into a restric
interestbearing account with UNB in 2006. The interestnedron the restricted cash is part of the pledggabsit. In January 2010, the Company
notified by UNB that ESA was delinquent in makiminpipal and interest payments on the outstandorgowings from their credit facility and that UNB¢
drawn upon the guarantees of the three partngraytoff the delinquency, withdrawing $145,000 fr@8E’s restricted cash account. In February 2010,
was notified that ESA had missed another loan payraed that 10% of the amount due ($24,000) woeldvithdrawn from the Comparg/restricted cas
account. The Company established a full reservimsigne $1.3 million restricted cash account aBefember 31, 2009.

Contingencies

Various actions and proceedings are presently pgriwi which the Company is a party. In the opinddnmanagement, the aggregate liabilitie
any, arising from such actions are not expectdtht@ a material adverse effect on the financiaitipos results of operations or cash flows of thenpany.
15. Employee benefits

The Company has a qualified defined contributicanpthat covers substantially all U.S. employeeseur®kction 401(k) of the Internal Reve
Code. Under this plan, the Company's stipulatedch@mtribution matches a portion of the particiigacontributions based upon a defined schedule
Company's contributions to the plan were approxga$197,000, $171,000, and $136,000 for the yeaxed December 31, 2009, 2008, and =
respectively.

16. Segment information

The Company has one reportable business segmemptréivides simulation solutions and services torthelear and fossil fuel power industry, an
the chemical and petrochemical industries. Cotgrgpically range from 10 months to three years.

For the years ended December 31, 2009, 2008, abid, Z8%, 54%, and 45% of the Compangbnsolidated revenue was from customers i
nuclear power industry, respectively. The Compargsighs, develops and delivers business and teaposmlutions to the energy indus
worldwide. Revenue, operating income (loss) amal @ssets for the CompasyUnited States, European, and Asian subsidiasi@$ and for the years enc
December 31, 2009, 2008, and 2007 are as follows:
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(in thousands) Year ended December 31, 2C

United State: Europe Asia Eliminations  Consolidatec
Contract revenu $ 34,05¢ $ 6,000 $ - $ - $ 40,06(
Transfers between geographic locations 323 30 604 (957) -
Total contract revenue $ 34,37¢ $ 6,032 $ 604 $ (957 $ 40,06(
Operating income (loss) $ (536) $ 1,01¢ $ 81 $ - $ 56%
Total assets, at December 31 $ 71,21¢  $ 571C $ 231 $ (27,637) $ 49,52(
(in thousands) Year ended December 31, 2C
United State: Europe Asia Eliminations  Consolidatec
Contract revenu $ 24,48: $ 4521 $ - $ - % 29,00
Transfers between geographic locati 177 23 407 (607) -
Total contract revenue $ 2466( $ 454 $ 407 $ (607) $ 29,00
Operating income (loss) $ (682) $ 641 $ 29 3 - $ (12)
Total assets, at December 31 $ 55,46( $ 3,11C $ 82 $ (27,637) $ 31,01t
Year ended December 31, 2C
United State: Europe Asia Eliminations  Consolidatec
Contract revenu $ 28,53( $ 3,37C $ - $ - $ 31,90(
Transfers between geographic locations 26€ 89 18C (537) -
Total contract revenue $ 28,79¢ $ 3,45¢ $ 18C $ (537 $ 31,90(
Operating income (loss) $ 2,457 $ (182) $ (60 $ - $ 2,211
Total assets, at December 31 $ 48,25 $ 2,061 $ 86 $ (22,039 $ 28,36¢

Approximately 65%, 63%, and 71% of the Compang009, 2008, and 2007 revenue, respectively, waivadl from international sales of
products and services from all of its subsidiaries.

17. Supplemental disclosure of cash flow informatin

(in thousands) Year ended December &
2009 2008 2007
Cash paid
Interest $ $ $ 25
Income $ 2C $ 6 $ 17
taxes

18. Quarterly financial data (unaudited)

The Company’s quarterly financial information hast been audited but, in managemsmnapinion, includes all adjustments necessary ftair
presentation.
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(in thousands, except per share de
Year ended December 31, 2009 Quarterly [

First Seconc Third Fourth
Quarter Quarter Quarter Quarter
Contract revenu $ 8,12¢ % 10,65( $ 10,217 % 11,06¢
Operating income (los: 531 65€ 42¢ (1,059
Net income (loss 333 571 45¢ (2,159
Basic income (loss
per common share $ 0.0z $ 0.04 $ 0.0 $ (0.1))
Diluted income (loss
per common share $ 0.0z $ 0.0 $ 0.0 $ (0.1))
Year ended December 31, 2008 Quarterly [
First Seconc Third Fourth
Quarter Quarter Quarter Quarter
Contract revenu $ 7,08 $ 6,55F $ 7,001 % 8,36t
Operating incom (174) (14¢) 17C 14C
Net income (2993 (270) (58) (69)
Basic loss per common share $ 0.0 $ 0.02) $ - 3 -
Diluted loss per common share $ (0.02) $ (0.02) $ - 3 -

19. Subsequent Events

In May 2009, the FASB issued ASC 855, Subsequerhv(*“ASC 855")setting forth principles and requirements to beliagpo the accountir
for and disclosure of subsequent events. The staiesets forth the period after the balance shatet during which management shall evaluate even
transactions that may occur for potential recognitr disclosure in the financial statements, theumstances under which events or transactionsrong
after the balance sheet date shall be recognizéideirfinancial statements and the required discéssabout events or transactions that occurred ¢
balance sheet date. ASC 855 became effective feririm or annual reporting periods ending after JLie2009. The Company has evaluated the p
subsequent to December 31, 2009 and through MdrcR(lL1 (the date the financial statements weréadla to be issued) for events that did not eaidhe
balance sheet date but arose after that date.
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GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 2009

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOU NTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
ITEM 9A. CONTROLS AND PROCEDURES.

(a) Evaluation of Disclosure Controls and Procedure

The Company maintains disclosure controls and phaes that are designed to ensure that informa#quoired to be disclosed by it in its rep
filed or submitted pursuant to the Securities ExggaAct of 1934, as amended (the “Exchange A@")ecorded, processed, summarized and reportéh
the time periods specified in the Securities andnarge Commissios’rules and forms and that information requiretdéadisclosed by the Company in
Exchange Act reports is accumulated and communicitenanagement, including the Company’s Chief Httee Officer (“CEQ”), who is its principe
executive officer, and Chief Financial Officer (“OP, who is its principal financial officer, to allowntiely decisions regarding required disclosure. h&
end of the period covered by this report, an evalnavas performed under the supervision and vhithgarticipation of our management including ouQ
and our CFO, of the effectiveness of the designagradation of our disclosure controls and procesiprgsuant to Rule 185(e) of the Exchange Act. Ba:
on their evaluation, the CompasyChief Executive Officer and its Chief FinancidiiGr have concluded that, as of December 31, 2808h disclosu
controls and procedures were not effective becafidee material weakness identified as describéale

(b) Management’s Annual Report on Internal Controlover Financial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting as defined in Exchange Act rule 13a-
15(f). Our internal control processes and procesliare designed to provide reasonable assuranaedirg the reliability of financial reporting ante
preparation of our consolidated financial statemémfaiccordance with United States generally aeckatcounting principles.

Under the supervision and with the participatiomm@nagement, including our CEO and CFO, we conduateevaluation of internal control o
financial reporting as of December 31, 2009 basedhe criteria set forth by the Committee of Spoimgp Organizations of the Treadway Commissio
Internal Contro—Integrated Framework.Based upon our evaluation, we concluded that digrnal control over financial reporting was effeetias o
December 31, 2009.

The effectiveness of the Compasyhternal control over financial reporting as afd@mber 31, 2009 has been audited by KPMG LLPpdepiender
registered public accounting firm, whose reportesgp in Iltem 8 of this Annual Report on Form 10-K.
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(c) Changes in Internal Control over Financial Reprting

The Company has made no changes in its internafatsrover financial reporting during the quarteded December 31, 2009 that have mate
affected or are reasonably likely to materiallyeaffour internal control over financial reporting.

(d) Limitation of Effectiveness of Controls

Internal control over financial reporting has ingmar limitations. Internal control over financiaporting is a process that involves human dilig
and compliance and is subject to lapses in judgraadtbreakdowns resulting from human failureseriml control over financial reporting also car
circumvented by collusion or improper managememriade. Because of such limitations, there is la tligt material misstatements will not be preverdr
detected on a timely basis by internal control ofseancial reporting. However, these inherent tations are known features of the financial repg
process. Therefore, it is possible to design ineoprocess safeguards to reduce, though not elieninis risk.

ITEM 9B. OTHER INFORMATION
None.
PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

The information required by this item, includingrits 401, 405 406 and 407 of Regulatio,3s incorporated by reference to the sectiondicapc
“ Directors and Executive Officefsand “ Section 16(A) Beneficial Ownership Reporting Coerqle” in the definitive Proxy Statement for the Company
2010 Annual Meeting of Shareholders and incorpdratrein by reference or will be provided in an adment to this Annual Report on Form 10-K.

The Company has adopted a Conduct of BusinessyRhbkgt applies to its directors, officers and emgples, including its principal executive offic
and principal financial officer. The Conduct of dduess Policy is available on the Company’s welsitesww.gses.com In addition, the Company
adopted a Code of Ethics for its principal exeaitificer and senior financial officers which is@lavailable on the Compasyvebsite. The Company v
post on its website information about any amendnienor waiver from, any provision of the Code dhiEs that applies to its principal executive offi,
principal financial officer, or principal accoungirofficer.

ITEM 11. EXECUTIVE COMPENSATION.

The information required by this item will eithee ket forth under the Compensation of Directors and Executive Officesection in the definitiv
Proxy Statement for the 2010 Annual Meeting of Shalders and incorporated herein by reference Brbeiprovided in an amendment to this Anr
Report on Form 10-K.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEF ICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

The information required by this item will be eitheet forth under the sections captionédoting Securities and Principal Holders Thereadyid “
Compensation of Directors and Executive Officeirs the definitive Proxy Statement for the 2010 AahMeeting of Shareholders and incorporated hdrg
reference or will be provided in an amendment i® Annual Report on Form 10-K.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TR ANSACTIONS AND DIRECTOR INDEPENDENCE.

The information required by this item will be eitteet forth under the Directors and Executive Officerssection in the definitive Proxy Statem
for the 2010 Annual Meeting of Shareholders andriporated herein by reference or will be providedm amendment to this Annual Report on Form 10-K.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES .

The information required by this item will be eitreet forth under the Audit Committee Pre-Approval of Audit and Non-A®ktrvices section ii
the definitive Proxy Statement for the 2010 AnnMaleting of Shareholders and incorporated hereirebgrence or will be provided in an amendment is
Annual Report on Form 10-K.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) (1) List of Financial Statements
The following financial statements are includedtém 8:
GSE Systems, Inc. and Subsidiarie

Report of Independent Registered Public Accourfingn — Internal Control over Financial Reporti
Report of Independent Registered Public Accourfiiingn — Consolidated Financial Stateme
Consolidated Balance Sheets as of December 31,&@0200¢

Consolidated Statements of Operations for the yeaided December 31, 2009, 2008, and -
Consolidated Statements of Comprehensive Incomss{Lfor the years ended December 31, 2009,
2008, and 200

Consolidated Statements of Changes in StockholBqrsty for the years ended December 31, 2009,
2008, and 200

Consolidated Statements of Cash Flows for the yeradied December 31, 2009, 2008, and -

Notes to Consolidated Financial Statem:e
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(a) (2) List of Schedules

All other schedules to the consolidated financiatesnents are omitted as the required informat®riither inapplicable or presented in
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.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the reaiitthas duly caused this report to be signedsobehal
by the undersigned, thereunto duly authorized.

GSE Systems, Inc.
By: /s/ JOHN MORAN

John Moran
Chief Executive Officer

Pursuant to the requirements of the SecuritiestAid,report has been signed by the following pessao the capacities and on the dates indicated.

Date: March 11, 2010 s/ JOHN MORAN
John Moran, Chief Executive Officer
(Principal Executive Officer)

Date: March 11, 2010 s/JEFFERY G. HOUGH
Jeffery G. Hough, Senior Vice President
and Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: March 11, 2010 (Jerome |. Feldn@mgirman of the Board ) By s/JEFFERY G. HOUGH

(Michael D. Feldman, Director ) Jeffery G. Hough

(Dr. Sheldon L. Glashow, Director ) Attorney-in-Fact

(Jane Bryant Quinn, Director )

(Dr. Roger Hagengruber, Director )

(Joseph W. Lewis, Director )

(George J. Pedersen, Director )

(Orrie Lee Tawes lll, Director )

A Power of Attorney, dated March 2, 2010 authogzieffery G. Hough to sign this Annual Report omra0K for the fiscal year ended Decem
31, 2009 on behalf of certain of the directorshef Registrant is filed as Exhibit 24.1 to this AahReport.
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Exhibit Description of Exhibit

1 Underwriting Agreement

1.1Underwriting Agreement, dated August 31, 2009 betwthe Company and Roth Capital Partners, LLCvi®usly filed in connectio
with Form &K as filed with the Securities and Exchange Comimisen September 1, 2009 and incorporated herenefiegyence

3 Articles of Incorporation and Bylaws

3(i)Fourth Amended and Restated Certificate of Incafon of the Company. Previously filed in conm@ttwith the GSE Systems, |i
Form DEF 14A as filed with the Securities and Exgd@Commission on November 20, 2007 and incorptitadeein by referenc

3(iil)Amended and Restated Bylaws of the Company. Rushidiled in connection with Form DEF 4A as filedth the Securities ai
Exchange Commission on November 20, 2007 and incatgd herein by referenc

4. Instruments Defining Rights of Security Holders, irtluding Indenture .

4.1Specimen Common Stock Certificate of the CompamgviBusly filed in connection with Amendment Not@Bthe GSE Systems, It
Form Si Registration Statement as filed with the Seasitaind Exchange Commission on July 24, 1995 aratpocated herein t
reference

4.2Form of Warrant to Purchase 380,952 shares of Cam8tock of GSE Systems, Inc. dated as of May 2652@reviously filed i
connection with the GSE Systems, Inc. Forid 8led with the Securities and Exchange CommisgsianMarch 6, 2006 and incorpora
herein by referenct

4.3Form of Warrant to Purchase 150,000 shares of Canfdtock of GSE Systems, Inc. dated as of Febru@n2@06. Previously filed

connection with the GSE Systems, Inc. Forid 8led with the Securities and Exchange CommisgsianMarch 6, 2006 and incorpora
herein by referenct
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Exhibit Description of Exhibit

4.4Securities Purchase Agreement, dated as of Jun20D3, by and between GSE Systems, Inc. and eattfedfivestors to sell a total
1,666,667 shares of GSE Common Stock. Previoulsly in connection with the GSE Systems, Inc. F&4 filed with the Securitie
and Exchange Commission on June 18, 2007 and ioga herein by referenc

4.€Registration Rights Agreement, dated as of Jun@Q®/ by and between GSE Systems, Inc. and eatle dfivestors. Previously filed
connection with the GSE Systems, Inc. Forid 8led with the Securities and Exchange CommissionJune 18, 2007 and incorporz
herein by referenct

4. 7Consent and Waiver, dated as of June 15, 2007, @&8E Systems, Inc., GSE Power Systems, Inc. amdutaMaster Fund Lt
Previously filed in connection with the GSE Systeins. Form 8K filed with the Securities and Exchange CommissianJune 18, 20(
and incorporated herein by referen

10. Material Contracts

10.1Agreement among ManTech International Corporatidational Patent Development Corporation, GPS Teldgies, Inc., Gener
Physics Corporation, Vattenfall Engineering AB d&B8E Systems, Inc. (dated as of April 13, 1994)viBresly filed in connection wit
the GSE Systems, Inc. Form1SRegistration Statement as filed with the Seasitind Exchange Commission on April 24, 199&
incorporated herein by referen:

10.2GSE Systems, Inc. 1995 LoAgrm Incentive Plan, amended as of September 2%/.2@reviously filed in connection with the C
Systems, Inc. Form DEF 14A as filed with the Sdmsgiand Exchange Commission on November 20, 2@@7recorporated herein
reference. ’

10.2Form of Option Agreement Under the GSE Systems, 1885 Lon-Term Incentive Plan. Previously filed in connentigith the GSI
Systems, Inc. Form -K as filed with the Securities and Exchange Comimiisen March 22, 1996 and incorporated herein fsreace.
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Exhibit Description of Exhibit

10.EMemorandum of Association of Limited Liability Commpy dated November 8, 2005 by and between Al Qudtding PJSC, Centre
Excellence for Applied Research and Training, ar8EGystems, Inc. Previously filed in connectiothvihe GSE Systems, Inc. Fc
1C-Q/A filed with the Securities and Exchange Comneissin October 4, 2006 and incorporated herein feyeace

10.€Supply Agreement Contract by and between Emiraiewul8tion Academy, LLC and GSE Power Systems, khated January
2006. Previously filed in connection with the GSkstems, Inc. Form 1Q/A filed with the Securities and Exchange Comnoissor
October 4, 2006 and incorporated herein by refere

10.7License and Technology Transfer Agreement by arnsv@&n GSE Power Systems, Inc. and Emirates Simunla#tcademy, LLC date
January 3, 2006. Previously filed in connectiorthwihe GSE Systems, Inc. Form Q@A filed with the Securities and Exchai
Commission on October 4, 2006 and incorporatedimésereference

10.€0ffice Lease Agreement between 1332 Londontown, lAod GSE Systems, Inc. (dated as of February 278)20Previously filed i
connection with the GSE Systems, Inc. FornK &s filed with the Securities and Exchange Comimis®©n March 11, 2008 a
incorporated herein by reference.

10.€$3,500,000 Ex-Im Banksuaranteed Transaction Specific Revolving Line oédlt, dated as of march 28, 2008. Previouslydfiie
connection with the GSE Systems, Inc. ForiKk 8s filed with the Securities and Exchange Comimisen April 3, 2008 and incorporal
herein by reference.

10.1(Security Agreement by and among GSE Systems, BEE Power Systems, Inc and Bank of America, N.AediaMarch 2¢
2008. Previously filed in connection with the GS¥stems, Inc. Form B-as filed with the Securities and Exchange Comimisen April
3, 2008 and incorporated herein by reference.

10.11Borrower Agreement by and among GSE Systems, B&E Power Systems, Inc. and Bank of America, N.Ated March 2¢

2008. Previously filed in connection with the GS¥stems, Inc. Form B-as filed with the Securities and Exchange Comimisen April
3, 2008 and incorporated herein by reference.
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Exhibit Description of Exhibit

10.1zContinuing and Unconditional Guaranty by GSE Prec&wplutions, Inc. and Bank of America, N.A. datesl @ March 2¢
2008. Previously filed in connection with the GS¥stems, Inc. Form B-as filed with the Securities and Exchange Comimissn April
3, 2008 and incorporated herein by refere

10.1:Continuing and Unconditional Guaranty by MSHI, Irmsxd Bank of America, N.A. dated as of March 280&0Previously filed i
connection with the GSE Systems, Inc. Fori 8s filed with the Securities and Exchange Comimisen April 3, 2008 and incorporat
herein by reference.

10.14$1,500,000 Domestic Revolving Line of Credit dagsdof March 28, 2008. Previously filed in connectivith the GSE Systems, |i
Form 8-K as filed with the Securities and Excha@Ggenmission on April 3, 2008 and incorporated hebgimeference.

10.1tSecurity Agreement by and among GSE Systems, G®E Power Systems, Inc. and Bank of America, Na&ed as of March 28, 20
(Domestic Revolving Line of Credit). Previousliefi in connection with the GSE Systems, Inc. Forkh @s filed with the Securities a
Exchange Commission on April 3, 2008 and incorpmtdterein by reference.

10.1€Continuing and Unconditional Guaranty by GSE Prec&wlutions, Inc. and Bank of America, N.A. datesl af March 2¢
2008. Previously filed in connection with the GS¥stems, Inc. Form B-as filed with the Securities and Exchange Comimissn April
3, 2008 and incorporated herein by reference.

10.1%Continuing and Unconditional Guaranty by MSHI, Irmsxd Bank of America, N.A. dated as of March 280&0Previously filed i
connection with the GSE Systems, Inc. Fori 8s filed with the Securities and Exchange Comimisen April 3, 2008 and incorporat
herein by reference.

10.1¢Pledge Agreement by and among the Company, MSKI, ®SE Power Systems, Inc., GSE Process Solufionisand Bank of Americ
N.A. dated as of March 28, 2008. Previously filecconnection with the GSE Systems, Inc. FoI-K as filed with the Securities a
Exchange Commission on April 3, 2008 and incorpmtdterein by reference.

10.1¢Control Agreement Regarding Limited Liability Conmgalnterests by and among GSE Systems, Inc., BaAknerica, N.A. and GSE

Services Company LLC dated as of March 28, 20Q&viBusly filed in connection with the GSE Systemns, Form 8K as filed with the
Securities and Exchange Commission on April 3, 28@@incorporated herein by referer
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Exhibit Description of Exhibit

10.2(First Amendment to $1,500,000 Domestic RevolvingeLbf Credit, dated May 5, 2009. Previously filadconnection with the G<
Systems, Inc. Form -Q as filed with the Securities and Exchange Comiorissn May 11, 2009 and incorporated herein byresfee.

10.2JFirst Amendment to $3,500,000 Ex-Im Ba@kraranteed Transaction Specific Revolving Line ofdl, dated as of May
2009. Previously filed in connection with the GSkstems, Inc. Form 1Q-as filed with the Securities and Exchange Comioriser
May 11, 2009 and incorporated herein by refere

10.2ZFirst Amendment to Security Agreement by and am@®E Systems, Inc., GSE Power Systems, Inc. and Bankmerica N./
(Domestic Revolving Line of Credit), dated as ofyM@a 2009. Previously filed in connection with t88E Systems, Inc. Form ID-a:
filed with the Securities and Exchange CommissiotMay 11, 2009 and incorporated herein by refere

10.2Ratification of Guarantee by GSE Process Solutidns, and MSHI, Inc. (Domestic Revolving Line of egiit), dated May !
2009. Previously filed in connection with the GSkstems, Inc. Form 1Q- as filed with the Securities and Exchange Comiotiser
May 11, 2009 and incorporated herein by refere

10.2<Ratification of Guarantee by GSE Process Solutibies,and MSHI, Inc. (Ex-Im Bankuaranteed Transaction Specific Revolving Lin
Credit), dated May 5, 2009. Previously filed innnection with the GSE Systems, Inc. FormQas filed with the Securities &
Exchange Commission on May 11, 2009 and incorpdiadeein by referenc

10.2tEmployment Agreement dated as of May 1, 2008 betv@&8E Systems, Inc. and John V. Moran. Previofiiglg in connection with tr
GSE Systems, Inc. Forn-K filed with the Securities and Exchange CommissiarMay 7, 2008 and incorporated herein by refezer

10.2¢Employment Agreement dated as of January 1, 2068ee@ GSE Systems, Inc. and C-our Jerry Jen. Previously filed in connec
with the GSE Systems, Inc. Formk8filed with the Securities and Exchange CommissianJanuary 7, 2009 and incorporated here
reference.’

10.27Employment Agreement dated as of January 1, 2008ele® GSE Systems, Inc. and Jeffery G. Hough. iBusly filed in connectio

with the GSE Systems, Inc. Formkgfiled with the Securities and Exchange CommissianJanuary 7, 2009 and incorporated here
reference.’
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14.

21.

23.

24.

31.

Exhibit Description of Exhibit

10.2¢Employment Agreement dated as of January 1, 208@eea GSE Systems, Inc. and Michael D. FeldmaeyviBusly filed in connectic
with the GSE Systems, Inc. FormK8filed with the Securities and Exchange CommissianJanuary 7, 2009 and incorporated here
reference.’

10.2¢Employment Agreement dated as of January 1, 2009ee® GSE Systems, Inc. and Gill R. Grady. Preshofiled in connection wit
the GSE Systems, Inc. FormK8{iled with the Securities and Exchange CommissionJanuary 7, 2009 and incorporated herei
reference.’

10.3(Waiver of Certain Financial Covenant ViolationsathiMarch 10, 2010, filed herewit
Code of Ethics

14.1Code of Ethics for the Principal Executive Offi@ard Senior Financial Officers. Previously fileddonnection with the GSE Syste!
Inc. Form 1K filed with the Securities and Exchange CommissiarMarch 31, 2006 and incorporated herein by esfes.

Subsidiaries.
21.1List of Subsidiaries of Registrant at December28}9, filed herewith
Consents of Experts and Counse

23.1Consent of KPMG LLP, filed herewith.

Power of Attorney

24.1Power of Attorney for Directo’ and Officer’ Signatures on SEC Form-K, filed herewith.
Certifications

31.1Certification of Chief Executive Officer of the Caany pursuant to Securities and Exchange Act RBte14(a)/15(dt4(a), as adoptt
pursuant to Section 302 and 404 of the Sart-Oxley Act of 2002, filed herewitt

31.zCertification of Chief Financial Officer of the Cqany pursuant to Securities and Exchange Act R8te14(a)/15(dt4(a), as adopts
pursuant to Section 302 and 404 of the Sarbanesy@dt of 2002, filed herewith.

61




Exhibit Description of Exhibit
32. Section 1350 Certifications
32.1Certification of Chief Executive Officer and Chi€fnancial Officer of the Company pursuant to 18 .G.SSection 1350 as adop
pursuant to Section 906 of the Sarbanes-Oxley A2062, file herewith.
* Management contracts or compensatory plansimed|to be filed as exhibits pursuant to Item Idofcthis report
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Exhibit 10.3(
Bank of Americi

March 10, 2010

Mr. Jeffery G. Hough

GSE Systems, Inc.

GSE Power Systems, Inc.
Senior Vice President & CFO
1332 Londontown Blvd.
Suite 200

Sykesville, MD 21784

Re: Waiver of Certain Financial Covenant Violagon
Dear Jeff:

Bank of America, N.A (the “Bank”) and GSE Systeimg,. (“GSE”) and GSE Power Systems, Inc. (“Powea§,co-borrowers (GSE and Power, collectively,
the “Borrowers”) entered into that certain Loan égment (Ex-Im Bank-Guaranteed Transaction SpeR#olving Credit Facility) dated as of March 28,
2008, as amended (the “Ex-Im Line Loan Agreemettidt certain Loan Agreement (Domestic RevolvingeLof Credit) dated as of March 28, 2008, as
amended (the “Domestic Revolving Line of Creditjedbas of March 28, 2008, as amended (the “Domkst&Loan Agreement”, and together with the Ex-
Im Line Loan Agreement, the “Loan Agreements”), aaldted loan and security documents of even dtiatevith (collectively, including the Loan
Agreements, the “Loan Documents”).

The Loan Agreements each provide that GSE musttaiaion a consolidated basis (the “Financial Conésig a Debt Service Coverage Ratio of at least
1.25 to 1.00 and a Funded Debt to EBITDA Ratioexateeding 2.50 to 1.00. As of December 31, 2089Bbrrowers were in violation of the Financial
Covenants as follows: the actual Debt Service GmeRatio was approximately (1,581.97) to 1.00taedactual Funded Debt to EBITDA Ratio was
approximately 2.74 to 1.00.

The Borrowers have requested that the Bank war@liove-referenced violations of the Financial @aws, and the Bank has agreed to waive such
violations of the Financial Covenants as of Decen3ie 2009 in consideration of a waiver fee of $8,00. This limited waiver shall be effective with
respect to the Financial Covenants only for théoperspecified above and shall not constitute averdior any subsequent periods or of any otherirement
of the Loan Documents. This letter shall in no veayconstrued as a novation, an accord and sdiisfad any obligation or liability of the Borroweto the
Bank, or as a modification to the Loan Documeriigcept as expressly set forth in this letter, ealivts, conditions, rights and remedies containgdérLoan
Documents shall remain in full force and effect.

Please call with any questions.
Sincerely,
[s/Kevin Mahon

Kevin Mahon
Senior Vice President



Exhibit 21.1

SUBSIDIARIES OF REGISTRANT AT DECEMBER 31, 2009

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

« GSE Engineering Systems (Beijing) Company Ltd., G3&dite Software, Inc., GSE Power Systems AB, &3&cess Solutions, Inc., GSE Serv
Company L.L.C., MSHI, Inc. and GSE Systems Ltde,@holly owned subsidiaries of GSE Systems,

« GSE Government & Military Simulation Systems, ligca wholly owned subsidiary of GSE Power Systems, which is a wholly owned subsidiary
MSHI, Inc.

Name Place of Incorporation or Organizati
GSE Engineering Systems (Beijing) Company, Peoples Republic of Chir

GSE Erudite Software, In State of Delawar

GSE Power Systems A Sweder

GSE Process Solutions, Ir State of Delawar

GSE Services Company L.L. State of Delawar

MSHI, Inc. State of Virginie

GSE Systems Ltd United Kingdom

GSE Government & Military Simulation Systems, | State of Delawar

GSE Power Systems, Ir State of Delawar






Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Director
GSE Systems, In

We consent to the incorporation by reference inrégstration statements No. 333-138702 and No-13249 on Form S-8 and registration
statements No. 333-161121, No. 333-147537, No.13B&23, No. 333-143199, and No. 333-134569 on Fx3nof GSE Systems, Inc. of our reports dated
March 11, 2010, with respect to the consolidatddriz® sheets of GSE Systems, Inc. as of Decembh@08® and 2008, and the related consolidated
statements of operations, comprehensive incoms)(loBanges in stockholders’ equity and cash flimvgach of the years in the three-year period énde

December 31, 2009, and the effectiveness of inteorarol over financial reporting as of Decembér 3009, which reports appear in the December 329 2
Annual Report on Form 10-K of GSE Systems, Inc.

/s KPMG LLP

Baltimore, Maryland
March 11, 2010



Exhibit 24.1
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each personost signature appears below constitutes and agpiohn V. Moran and Jeffery
Hough, and each of them, with full power of sulbsiitn and reconstitution and each with full poweratct for him and without the other, as his troe
lawful attorney-infact and agent, for him and in his name, placeséedd, in any and all capacities, to sign anyana@mendments to this Annual Repor
Form 10K, and to file the same, with all exhibits therated all documents in connection therewith, with 8eesurities and Exchange Commission or
state, granting unto said attorneysfaigt and agents, and each of them, full power arnkagity to do and perform each and every act ambtrequisite ar
necessary to be done in and about the premiséd)ya® all intents and purposes as he or she trogltould do in person, hereby ratifying and coniing all
that said attorneys-in-fact and agents, or artheri, or their, his or her substitutes or subsjtaotay lawfully do or cause to be done by virtueebe

Pursuant to the requirements of the Security Exghaict of 1934, this Annual Report on Form KGwas been signed by the following persons it
capacities and on the date indicated.

Date: March 2, 2010 /s/ John V. Moral

John V. Morar
Chief Executive Officer and Direct
(Principal Executive Officer

Date: March 2, 2010 /sl Jeffery G. Houg
Jeffery G. Hougt
Senior Vice President and Chief Financial Offi
(Principal Financial and Accounting Office

Date: March 2, 2010 /s/ Jerome |. Feldme
Jerome |. Feldma
Chairman of the Boar

Date: March 2, 2010 /s/ Michael D. Feldma
Michael D. Feldmai
Executive Vice President and Direc

Date: March 2, 2010 /S/ Sheldon L. Glasho'

Dr. Sheldon L. Glashoy
Director

Date: March 2, 2010 /s/ Roger Hagengrub

Dr. Roger Hagengrubt
Director

Date: March 2, 2010 /s/ Joseph W. Lewi

Joseph W. Lewi
Director

Date: March 2, 2010 /s/ George J. Peders

George J. Peders:
Director

Date: March 2, 2010 /s/ Jane Bryant Quin

Jane Bryant Quin
Director

Date: March 2, 2010 /s/ O. Lee Tawes, |l

O. Lee Tawes, Il
Director




Exhibit 31.1
Certification of the Chief Executive Officer

I, John V. Moran, certify that:
1. I have reviewed this annual report on Forr-K of GSE Systems, Inc

2. Based on my knowledge, this report does not cordain untrue statement of a material fact or omistette a material fact necessary to maki
statements made, in light of the circumstancesuwtieh such statements were made, not misleaditigrespect to the period covered by this reg

3. Based on my knowledge, the financial statements,adiner financial information included in this amhweport, fairly present in all material respettie
financial condition, results of operations and clisivs of the registrant, as of, and for, the pésipresented in this repo

4. The registrans other certifying officer and | are responsible dstablishing and maintaining disclosure contesld procedures (as defined in Exch
Act Rules 13a-15(e) and 15d-15(e)) and internakrobrover financial reporting (as defined in ExcganAct Rules 13a-15(f) and 13df)) for the
registrant and hav

a) Designed such disclosure controls and proceduresaused such disclosure controls and procedures tiesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing preparec

b) Designed such internal control over financial réipg; or caused such internal control over finahporting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmmancial statements for external purpose
accordance with generally accepted accounting iples;

c) Evaluated the effectiveness of the registiadisclosure controls and procedures and presémtiis report are conclusions about the effectas
of the disclosure controls and procedures, aseétid of the period covered by this report basesligh evaluation; ar

d) Disclosed in this report any change in the registsanternal control over financial reporting thatcurred during the registragtfourth quarter th
has materially affected or is reasonably likelyrtaterially affect, the registrée’s internal control over financial reporting; &

5. The registrans other certifying officer and | have disclosedsédxh on our most recent evaluation of internal @brawer financial reporting, to tl
registran’s auditors and the audit committee of regis’s board of director:

a) All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which are reasonably il
to adversely affect the registr’s ability to record, process, summarize and refprahcial information; ant

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémtn the registrant’internal control ow
financial reporting

Date: March 11, 201 s/ John V. Morai
John V. Morar
Chief Executive Officer
(Principal Executive Officer



Exhibit 31.2
Certification of the Chief Financial Officer

1, Jeffery G. Hough, certify that:
1. I have reviewed this annual report on Forr-K of GSE Systems, Inc

2. Based on my knowledge, this report does not cordain untrue statement of a material fact or omistette a material fact necessary to maki
statements made, in light of the circumstancesuwtieh such statements were made, not misleaditigrespect to the period covered by this reg

3. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material respects theaficia
condition, results of operations and cash flowthefregistrant, as of, and for, the periods preseint this report

4. The registrans other certifying officer and | are responsible dstablishing and maintaining disclosure contesld procedures (as defined in Exch
Act Rules 13a-15(e) and 15d-15(e)) and internakrobrover financial reporting (as defined in ExcganAct Rules 13a-15(f) and 13df)) for the
registrant and hav

a) Designed such disclosure controls and proceduresaused such disclosure controls and procedures tiesigned under our supervision, to er
that material information relating to the registraincluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@teing preparec

b) Designed such internal control over financial réipg; or caused such internal control over finahporting to be designed under our supervi:
to provide reasonable assurance regarding thebiléiaof financial reporting and the preparatioh fmmancial statements for external purpose
accordance with generally accepted accounting iples;

¢) Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtdis report our conclusions about the effectas
of the disclosure controls and procedures, aseétid of the period covered by this report basesligh evaluation; ar

d) Disclosed in this report any change in the regigtsanternal control over financial reporting tratcurred during the registrastinost recent fisc
quarter (the registrarst’fourth fiscal quarter in the case of an annuabrg that has materially affected or is reasonéikbly to materially affect, tr
registran’s internal control over financial reporting; e

5. The registrans other certifying officer and | have disclosedsdxh on our most recent evaluation of internal @rawer financial reporting, to tl
registran’s auditors and the audit committee of regis’s board of directors

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are reasonably lit
to adversely affect the registr’s ability to record, process, summarize and refprahcial information; ant

b) Any fraud, whether or not material, that involveamagement or other employees who have a significdatn the registrand’ internal control ot
financial reporting

Date: March 11, 201 s/ Jeffery G. Houg
Jeffery G. Hougt
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Office




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fGSE Systems, Inc. (the “Company”) for the yeadahDecember 31, 2009 as filed with the Securities
and Exchange Commission on the date hereof (thpd®®, |, John V. Moran, Chief Executive Officer of the@pany, and |, Jeffery G. Hough, Senior v
President and Chief Financial Officer, certify, guant to 18 U.S.C. Section 1350, as adopted pursu&@ection 906 of the Sarbanes-Oxley Act of 2Q02t,

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

2. To my knowledge, the information contained in thepBrt fairly presents, in all material respects fmancial condition and results
operations of the Compar

Date: March 11, 201 /s/ John V. Morai /sl Jeffery G. Houg
John V. Morar Jeffery G. Hougt
Chief Executive Office Senior Vice President and Ch

Financial Officer



