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GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1997
Cautionary Statement Regarding Forward-Looking Staements.

This Form 10-K contains certain "forward-lookingtsiments," within the meaning of Section 27A of 8seurities Act of 1933, as amended,
and

Section 21E of the Securities Exchange Act of 1@34amended, which are subject to the safe hacbeased by those Acts. These statements
include the plans and objectives of managemerfutare operations, including plans and objectivaating to the development of the
Company's business in the domestic and interndtinagketplace. All forward-looking statements inv@lrisks and uncertainties, including,
without limitation, risks relating to the Compangisility to enhance existing software products nohtroduce new products in a timely and
cost-effective manner, reduced development of mugewer plants that may utilize the Company's pet&] a long pay-back cycle from the
investment in software development, uncertainggmrding the ability of the Company to grow itseenes and successfully integrate
operations through expansion of its existing bussrend strategic acquisitions, the ability of tlenpany to respond adequately to rapid
technological changes in the markets for procestralp data acquisition and simulation software apstems, significant quarter-to-quarter
volatility in revenues and earnings as a resuttustomer purchasing cycles and other factors, digre® upon key personnel, and general
market conditions and competition. See Item 1AkRactors. The forward-looking statements inclubdeckin are based on current
expectations that involve numerous risks and uat#igs as set forth herein, the failure of any ohehich could materially adversely affect
the operations of the Company. The Company's @adsobjectives are also based on the assumptianhm#rket conditions and competitive
conditions within the Company's business areasnsiiichange materially or adversely and that theallebe no material adverse change in the
Company's operations or business. Assumptionsnglad the foregoing involve judgments with resparhong other things, to future
economic, competitive and market conditions andriubusiness decisions, all of which are diffiarlimpossible to predict accurately and
many of which are beyond the control of the Compaithough the Company believes that the assumsgtioderlying the forward-looking
statements are reasonable, any of the assumptaitts foe inaccurate and there can, therefore, ssorance that the forward-looking
statements included in this Form 10-K will proveb®maccurate. In light of the significant uncertigis inherent in the forward-looking
statements included herein, the inclusion of snérimation should not be regarded as a representhi the Company or any other person
that the objectives and plans of the Company wvelabhieved.

PART |
ITEM 1. BUSINESS.

GSE Systems, Inc. ("GSE Systems" or the "Compaahg$)gns, develops and delivers business and temiyneblutions by applying high-
technology-related process control, data acquisitiigh fidelity simulation, systems and serviage iapplications for worldwide industries
including energy and process manufacturing. The @2omy's solutions and services assist customensgroving quality, safety and
throughput; reducing operating expenses; and elaoeerall productivity.

The Company's products are used in over 700 apiplisa representing over 250 customers in 30 castin the following industries:
specialty chemical, food & beverage, petroleunmiefj, oil & gas pipelines, pharmaceutical, fossitlanuclear power generation, metals and
water treatment.



Recent Developments.

In 1997, the Company had poor financial result® $&nior management of the Company has been stiyarhanged in the last twelve
months and the current management has set a douesduce costs and to return the Company's faxiis tore businesses of controls and
simulation.

The Company had previously acquired Erudite Sofw&aConsulting, Inc. ("Erudite Software"), a regadprovider of client/server
technology, custom application software developmieaining services, hardware/software sales, atdark design and implementation
services. This acquisition was made to facilitaee €Company's efforts to enter the client/servesdilitions market. However, as a result of
Company's decision to fecus its strategy on its core businesses, the @agnpas taken steps toward the divestiture of Exugbftware upc
the receipt of an appropriate purchase offer. Tom@any's current plan is to complete such a diwsstduring the second quarter of 1998,
however, there can be no assurance that such stitlive will occur within this time.

The Company had previously sought to expand itsguree in overseas markets, especially in Asia.ofifjh the Company has made inroads
in the Asia-Pacific region from its base in Singapdhe Company has decided, as a result of thahitity caused by the recent Asian
economic crisis, to significantly reduce its presein the region for at least the next twelve menithe Company believes that such action
will reduce its business risk and cost in this oegi

For the last several years, the Company has oatapiacility of approximately 154,000 square fee€Ciolumbia, Maryland. However, in

order to better meet the Company's expected fasiliequirements for the foreseeable future, tha@my has entered into commitments
whereby the lease for its existing Columbia fagiitill be terminated and the affected operatioressmheduled to relocate into two separate
facilities during the second quarter of 1998; ofithese facilities will be in Columbia, Marylandparoximately 53,000 square feet); the other
facility will be in Baltimore, Maryland (approximealy 33,000 square feet). The Company believesitachieve an annualized savings in
excess of $1 million by the implementation of thisglities arrangements.

The Company believes these actions will resulhimagoing, viable enterprise more closely focuseitcore businesses.
Background.

GSE Systems was formed on April 13, 1994, by MahTaternational Corporation ("ManTech"), GP StrasgCorporation ("GP Strategies”
and formerly known as "National Patent Developr@mnitporation” or "NPDC") and its affiliates, GenePRdlysics Corporation ("GPC") and
SGLG, Inc. ("SGLG" and formerly known as "GPS Tealogies, Inc.” or "GPS"); and Vattenfall AB ("Vattill") to consolidate the
simulation and related businesses of their afBalGSE Power Systems, Inc. ("Power Systems" antkefty known as "Simulation, Systems
& Services Technologies Company" or "S3 TechnolgjeGP International Engineering & Simulation, I(t&GPI") and GSE Power Systems
AB ("Power Systems AB" and formerly known as "Eu@\B" or "EuroSim"). On December 30, 1994, GSE t8gss expanded into the
process control automation, and supply chain manageconsulting industry through its acquisitiortted process systems division of Texas
Instruments Incorporated ("TI"), which the Compamperates as GSE Process Solutions, Inc. ("Proa#ssdis”).

In April 1996, the Company aligned its operatingugrs into three strategic business units (SBUbgtter serve its primary vertical markets -
Power, Process and Oil & Gas. The realignment atbthhe Company to focus on providing all of itdtealogies to these markets, while
addressing the specific needs of each market diedeg industry specific solutions.
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In May 1996, the Company acquired Erudite Softwanesgional provider of client/server technologystom application software
development, training services, hardware/softwatess and network design and implementation sesviemidite Software was subsequently
combined with a small pre-existing consulting grevithin the Company to form the Company's Busir@gstems unit. See "Recent
Developments".

In December 1997, the Company acquired 100% obti&tanding common stock of J.L. Ryan, Inc., ("RYyaa small provider of engineeri
modifications and upgrade services to the poweart@anulation market, for an initial purchase prafeb1 million ($600,000 of which was
paid in cash upon the closing of the transactiahthe remainder through a promissory note payableur annual installments of $100,000
each beginning on January 2, 1999) and an amouad &m50% of the earnings before interest, taxesaanortization of the acquired busir
from 1998 to 2002; a minimum of $250,000 of sucinggs payments for each of 1998 and 1999 has tpesranteed by the Company. The
combination of the Company's pre-existing technphgh the technical staff of the acquired Ryanibass positions the Company to be
more competitive for modifications and upgrade m&w projects within the nuclear simulation marRétis acquisition has been accountec
under the purchase method. The acquisition wasoparcomprehensive settlement of claims among P8ystems, Ryan and certain
individuals affiliated with Ryan which had been gerg in connection with a lawsuit filed by PowersEms in early 1997. See Item 3. Legal
Proceedings.

Business Strategy.

Users in the markets served by the Company wafiocies their resources on their own customers ast i spend less resources on
managing non-core-competency areas such as canaadimulation systems.

At the same time, rapid change brought on by thmifaoity of Microsoft(R) operating systems has offtusers the promise of historically
equivalent technology at greatly reduced costsaaridiproved technology at equal costs. The emerehopen standards portends a future
where applications and systems adhering to theselatds will work together seamlessly regardlesshat combination of software the user
desires. However, this multi-vendor systems enwirent is very complicated and users with fewer recssginow need more assistance to
manage this new technology to meet the specifigirements of their enterprises.

Furthermore, the Company believes change with cddpagyovernmental controls is occurring as a tesuihdustry and utilities moving to a
more decentralized and unregulated posture worlelwitie Company believes the governmental roleshift from direct
control/intervention/regulation to audit/assuranteerefore, industrial and utility customers mayréguired to train and certify their
operations staffs using an approved training prmogsach as simulation technology, of which the Comyga a worldwide leader.

By strategically focusing its products and servioHsrings on opportunities created by these tloesergent trends - greater reliance by the
market on key vendors, greater complexity of ajgpion and solution integration, and growing demamrdsimulation technology and servic
- the Company believes its prospects for the fuiuiliebe strengthened.

Services and Products.

GSE Systems has a wide range of knowledge of daamidbsimulation systems and the processes thasensy are intended to improve,
control and model. The Company's knowledge is catnated heavily in the process industries, whiaude the chemicals, food & bevera
oil & gas; and pharmaceuticals fields, as wellrathe power generation industry, where the Compaayworld leader in nuclear power plant
simulation.



As the Microsoft Windows NT(R) operating environrh&ethnology evolves to have the robustness, featand benefits necessary for the
requirements of the Company's target industriesbmpany has continued the migration of its pregltecthis platform in such a way as to
assure current customers' legacy applicationsfwilttion properly while at the same time offerihg advantages of the new technology.
Although the Company uses open standards for agymts, the Company's standard system configuiatiombased on proprietary
technology and know-how which are necessary to mheetequirements of its customers in the contrals simulation markets. Since the
Company's business model is based on recoveringnewia software licensing and value-added servag®r than the common industry
practice of embedding software costs inside thevare sold, the Company can maintain its businesteirin an environment of rapidly
decreasing hardware costs.

The Company's proprietary products include a Distad Control System ("DCS") product, known asiti@ DCS(TM) that is highly flexibl
and open and a family of real-time dynamic simolatiools. This product is a real-time system, whishs multiple process control modules
to monitor, measure, and automatically controlafalgs in both continuous and complex batch prose€¥er products include the
following: FlexBatch(R), a flexible batch manufadhg system used to facilitate the rapid creatibmasious batch production processes;
TotalVision(TM), which is a graphical system thabyides a client/server-based human machine irderfiar real-time process and plant
information; and SABL(TM), which is a sophisticatedtch and sequential manufacturing software laggulaat permits the scheduling and
tracking of raw materials and finished productgadmllection and emergency shutdown procedures.

The Company's proprietary technology also inclugattime dynamic simulation tools and productg #ra used to develop high fidelity
simulations for nuclear and fossil power plantgrgieum refineries, oil & gas pipelines, chemicedgessing plants and other industrial ple
This technology is both licensed by the Companysteustomers as well as used by the Company teloewimulations for its customers.
The most prominent products and tools are knowsimSuite Pro(TM), SimSuite Pipeline(TM) and Sim8&ufower(TM). Each of these to
facilitates design verification, process optimiaatand operator training.

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

Customers.

The Company has provided over 700 simulation, g®centrol and data acquisition, and businessragste an installed base of over 250
customers worldwide. In 1997, approximately 36.5%he Company's worldwide revenue was generatad frastomers outside the United
States.

The Company's customers include, among others,Mjlgio Gas Transmission Company, Alyeska Pipelinei&= Company, Archer Daniels
Midland Company, BASF Corporation, Cargill Incorpted, Exxon Company USA, Kraftwerks Simulator Gissbhft (Germany), Miller
Brewing Company, PECO Energy, Tokyo Electric Po@empany (Japan) and USX-US Steel Group.

No individual customer represented more than 10%he@fCompany's 1997 reveni
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Strategic Alliances.

In recent years, a high portion of the Companytarivational business has come from major contiadisirope, the republics of the former
Soviet Union and the Pacific Rim. In order to acgu@nd perform these contracts, the Company eniet@dtrategic alliances or partnerships
with various entities including: Siemens AG (Eurppdl Russian Research Institute for Nuclear PoRkant Operation (Russia), Kurchatov
Institute (Russia), Beijing Aerospace Industriah@ol Automation Group Company (China), Samsungttmics (Korea), Toyo Engineeril
Corporation (Japan), and Institute for Informatindustry (Taiwan). These alliances have enableCtirapany to penetrate work in these
regions by combining its technological expertiséhwine regional or local presence and knowledgtsgfartners.

Also, the Company continues to believe that it ninaste strong solutions partners as well as stredgniblogy partners in order for it to
address the myriad of systems needs of its custoiméine various geographical areas in which trebusiness.

Sales and Marketing.

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

GSE Systems employs a direct sales force in thérmmal United States which is regionally basedrkat focused and trained on its product
and service offerings. Market-oriented businessarsiomer development teams define and implemeifspcampaigns to pursue
opportunities in the power, process and clientkseswolutions marketplaces. This effort is suppokig@n extensive, regionally-based support
organization focused on the current customer ilestddase. The Company's ability to support its rfatility, international and/or
multinational clients, is facilitated by its netwasf offices throughout the U.S. and overseas. Withe U.S., the Company maintains offices
in: Maryland, Utah, Arizona, New Jersey, North Giaia Georgia, Louisiana, Texas, and Pennsylvabdidside the U.S., the Company has
offices in Sweden, Belgium, Singapore, Taiwan anded. In addition to its offices located oversd¢las,Company's ability to conduct
international business is enhanced by its multilalgand multicultural work force.

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

Product Development.

In 1997, the Company continued investment in thevecsion of its D/3

DCS(TM) product to the Microsoft Windows NT(R) plat form, enhancement of its S/3
SCADA(TM) system and the productization of its SimS uite(TM) software tools.

During the years ended December 31, 1997, 1996 and 1995, gross research and
product development expenditures for the Company we re $5.1 million, $5.8 million
and $4.6 million, respectively. Capitalized softwar e development costs totaled
$3.5 million, $3.9 million and $1.6 million during the years ended December 31,
1997, 1996 and 1995. See Note 2 of "Notes to Consol idated Financial Statements"
for a discussion of the Company's policy regarding capitalization of software

development costs.



Industries Served.

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

Contract Backlog.

The Company does not reflect an order in backldd iithas received a contract that specifies #rens and milestone delivery dates. As of
December 31, 1997, the Company's aggregate cobtmaktog totaled approximately $39.0 million. Atd@enber 31, 1996, contract backlog
totaled $35.2 million.

Employees.

As of February 28, 1998, the Company had approxim&30 employees, which represents a decreaggpobdmately 13% compared to
February 1997. GSE Systems' operations are depeodé¢he efforts of its technical personnel andé@sior management. Thus, recruiting
and retaining capable personnel, particularly esgis, computer scientists and other personnelexjblertise in computer software and
hardware, as well as particular customer processegyritical to the future performance of the Camp Competition for qualified technical
and management personnel is substantial. Certalred€ompany's senior executives are subject tdsment agreements which include
non-competition covenants. Although the Compantyierokey personnel are not subject to long-termleympent or non-competition
agreements, they are subject to standard confaligythigreements.

ITEM 1A. RISK FACTORS.
Fluctuations in Quarterly Operating Results, Market Price.

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



International Sales and Operations.

Sales of products and the provision of servicesugtomers outside the United States accountegfmoaimately 36.5% of the Company's
revenues in fiscal year 1997. The Company antiegp#tat international sales and services will corito account for a significant portion of
its revenues in the foreseeable future. As a rethdtCompany may be subject to certain riskspifiolg risks associated with the application
and imposition of protective legislation and regjolias relating to import or export (including expof high technology products) or otherw
resulting from trade or foreign policy and risks@dated with exchange rate fluctuations. Additloisks include potentially adverse tax
consequences, tariffs, quotas and other barrietenpal difficulties involving the Company's segic alliances and managing foreign sales
agents or representatives and potential difficsiltieaccounts receivable collection. The Compamyectly sells products and provides
services to customers in emerging market econosuiels as Russia, Ukraine, Bulgaria, and the Czeghlstie, as well as customers in
countries whose economies have suffered in thentéksan financial crisis. The Company has takepstdesigned to reduce the additional
risks associated with doing business in these ci@gnbut the Company believes that such risks stilyexist and include, among others,
general political and economic instability, lackoofrrency convertibility, as well as uncertaintytwiespect to the efficacy of applicable legal
systems. There can be no assurance that theseahardaxtors will not have a material adverse eféecthe Company's business, financial
condition or results of operations. Furthermore, @mpany's ability to expand its business intta@@emerging international markets is
dependent, in part, on the ability of its custonmersbtain financing.

Revenues in the Nuclear Power Industry.

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

Revenues in the Chemicals Industry.

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

The Company believes that its success will deperiarge part on its ability to maintain and enhait€eurrent product line, develop new
products, maintain technological competitivenessraeet an expanding range of customer needs. Thp&uy's product development
activities are aimed at the development and expardiits library of software modeling tools, tmegrovement of its display systems and
workstation technologies, and the advancement pgdading of its simulation, process control andadatquisition technologies. The life
cycles for software modeling tools, display systmfiware, process control, data acquisition andikition technologies are variable and
largely determined by competitive pressures. Camseiy, the Company will need to continue to malkificant investments in research ¢
development to enhance and expand its capabilitifese areas and to maintain its competitive aidyge.

The Company's products are offered in markets &gty technological change and emerging standenith are influenced by customer
preferences. The Company has expended signifieantrces in developing versions of its core pragiwttich operate in the increasingly-
popular Windows NT environment, however, there lsamo assurance of customer acceptance of thesgoWSNT-based products or that
these products will be competitive with productierdd by the Company's competitors. Although then@any believes that no significant
trends to migrate to other operating platformsently affect the markets for the Company's produbesre can be no assurance that custc
will not require compatibility with such other op¢ing platforms in the future.

Intellectual Property Rights.

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

Competition.

The Company's businesses operate in highly cormygeéivironments with both domestic and foreign petitors, many of whom have
substantially greater financial, marketing and ptiesources than the Company. The principal facffecting competition include price,
technological proficiency, ease of system confitjara product reliability, applications expertigamgineering support, local presence and
financial stability. The Company believes that cetiton in the simulation and process automatietdf may further intensify in the future
a result of advances in technology, consolidatanmd/or strategic alliances among competitors, asmd costs required to develop new
technology and the increasing importance of softvweantent in systems and products. The
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Company believes that its technology leadershipgggnce, ability to provide a wide variety of dadans, product support and related
services, open architecture and internationalradka will allow it to compete effectively in thesarkets. As the Company's business has a
significant international component, changes invdlee of the dollar could adversely affect the @amy's ability to compete internationally.

Emergence of New Requirements.

The Company is aware of general industry concdratssioftware products provide consistent operatioough and after the year 2000. The
Company has established a compliance programtares if necessary, modify new versions of itsdoiets which are designed for use in
connection with applications for actual plant opierss. An evaluation of the Company's products Whice not designed for use in connec
with actual plant operations has also been comnte#agy failure or delay in testing and/or modifyiitg products to be year 2000 compliant
could affect the Company's competitive positiohead to product obsolescence.

Reliance on Key Technical and Executive Personnel.

The Company's operations are dependent on theseffbits technical personnel and its senior mameagg. Thus, recruiting and retaining
capable personnel, particularly engineers, compgientists and other personnel with expertisomputer software and hardware, are
critical to the future performance of the Compadgmpetition for qualified technical and managenpsonnel is substantial, and there can
be no assurance that the Company will be successétiracting and retaining the personnel it reggito continue to operate profitably.
Certain of the Company's senior executives areestibp employment agreements which include nonctittggecovenants. Although the
Company's other key personnel are not generalljesuto long-term employment or noncompetition agnents, they are subject to standard
confidentiality agreements.

Legal Liability.

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

Influence of Affiliate Stockholders.

As of the date of this report, certain directosssaitive officers and other parties which are iatiés of the Company own in excess of 50% of
the Common Stock of the Company. If these stocldrsldote together as a group, they will be abkeffiectively control the business and
affairs of the Company, including the electionmdividuals to the Company's Board of Directors, #raloutcome of actions which require
stockholder approval.
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ITEM 2. PROPERTIES.

As of the date of this report, GSE Systems maistdtheadquarters and leases a facility of apprately 154,000 square feet in Columbia,
Maryland. However, in order to better meet the Canyfs expected facilities requirements for thegesable future, the Company has eni
into commitments whereby the lease for its exis@ajumbia facility will be terminated and the opwas presently occupying such facility
are scheduled to relocate into two separate fasilduring the second quarter of 1998; one of tfesfities will be in Columbia, Maryland
(approximately 53,000 square feet) and will be poedi by the Company's corporate headquarters efftbe operations of Power Systems, as
well as various other Company operations; the damlity will be in Baltimore, Maryland (approxintely 33,000 square feet) and will be
occupied by the operations of Process Solutionsh Bathe leases for these smaller facilities htesra of ten (10) years.

In addition, the Company also leases office spaceastically in Arizona, Georgia, Louisiana, Texasnnsylvania, New Jersey, North
Carolina, and Utah, as well as in Belgium, Japasreld, Singapore, Sweden and Taiwan. The Compasgddahese facilities for terms ending
between 1998 and 2002.

ITEM 3. LEGAL PROCEEDINGS.

In December 1997, Power Systems, Ryan, and cendividuals affiliated with Ryan reached a compmetiee settlement of the previously-
reported lawsuit pending among them; pursuantitostgttiement, Power Systems acquired all the alapittstanding stock of Ryan and all
claims among the parties were dismissed. See ltdudiness - "Background.”

Various other actions and proceedings are prespatiging to which the Company is a party. In thmiop of management, the aggregate
liabilities, if any, arising from such actions aret expected to have a material adverse effedh@financial position of the Company.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
No matter was submitted to a vote of security hddkiring the quarter ended December 31, 1
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED

STOCKHOLDER MATTERS.

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

1996 High Low
First Quarter........coccoovvevvveeeeee. $16 $131 14
Second Quarter......ccccoveeeeeevcveeeeeee . $17 3/4 $12
Third Quarter......ccccoeveeevvviveeeeeeees $147/8 $91 14
Fourth Quarter.......ccccoceevvvvevveeeees $113/4 $61 2

1997 High Low
First Quarter........coccoevvevvvveeeee. $11 $53 14
Second Quarter.......ccccoevvevevveeeeeee . $ 714 $43 /8
Third Quarter....... — $ 634 $ 33 14
Fourth Quarter......ccccccoevvvveeeeeeeee. $ 63/4 $3

There were approximately 50 holders of record ef@@mmon Stock as of March 6, 1998. Based upomrirgtion available to it, the
Company believes there are approximately 600 bein&fiolders of the Common Stock. The Company lea®indeclared or paid a cash
dividend on its Common Stock. The Company curreintignds to retain future earnings to finance tfengh and development of its busine
and therefore does not anticipate paying any casthethds in the foreseeable future.

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

In 1997, the Company granted one of its senior @tkers a stock option to acquire 25,000 sharesoofiion Stock at an exercise price of
$11.25. In 1996, in exchange for services, the Gommranted stock options to two consultants ta@ed.0,000 shares of Common Stock in
the aggregate at an exercise price of $14.00. Mbttee aforementioned stock option grants were npaglsuant to the Company's 1995 Long-
Term Incentive Plan. Such transactions were exéropt the registration requirements of the Secigifiet of 1933, as amended, pursuant to
Section 4(2) thereunder.
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ITEM 6. SELECTED FINANCIAL DATA.

The following tables present selected unauditediined financial data of Power Systems, GPI, Powsteins AB and Erudite Software w
respect to the periods beginning January 1, 19@Ri¢in April 13, 1994 and of the Company for periafter April 13, 1994. Historical results
of the Company from April 13, 1994 through DecemB®&r1994 include the operations of Power Syst&®d, Power Systems AB and
Erudite Software. Power Systems, GPI, Power SysfeBand Erudite Software are collectively refertedas the "Predecessors" with respect
to all periods between January 1, 1993 and AprillB®4. The balance sheet data of the Company Bee#gmber 31, 1994 includes the
Predecessors and Process Solutions which was edguirDecember 30, 1994, except for certain intemnal operations of the Tl process
systems business which were acquired by the Comipathy second quarter of 1995. Historical resoftsperations and balance sheet data
for 1997, 1996 and 1995 include the Predecessar®eotess Solutions. The financial information Ib@sn derived from the historical
financial statements of the Predecessors and thgp@uy. Erudite Software was acquired on May 2261B8ugh a merger. The merger was
accounted for by using the pooling of interestshoét Accordingly the Company's and Predecessoeiial statements have been restated
to include on a historical cost basis the accoantsoperations of Erudite Software for all peripdssented. The balance sheet data of the
Company as of December 31, 1997 includes the aprsadf Ryan which was acquired by Power Systent 8ecember 1, 1997. The
statement of operations data for the year ende@er 31, 1997 includes the activity of Ryan sitheedate of its acquisition.
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P redecessors (1) Compan y

Yea r Jan.1 Apr. 14 Year En ded December 31,
Ende d through through  —---memmemeee e
Dec. 31, April13, Dec. 31,

199 3 1994 1994 (2) 1995 (3) 1 996 (3) 1997 (3)(4)

(in thousands, except per share data)
Statement of Operations Data:

REVENUES .....cceeevvveiieeieceieeie $50 242 $14,659  $37,085 $96,060 $ 96,033 $79,711
Cost of revenue ........cccoceeveennnnne 45 ,656 10,380 27,932 65,592 63,679 58,326
Gross profit ......cccoceveveverieennne. 4 ,586 4,279 9,153 30,468 32,354 21,385
Operating expenses:
Selling, general and administrative ..... 11 342 2,628 6,313 21,815 24,192 27,320
Depreciation and amortization ........... 1 ,041 420 1,125 2,341 2,111 2,368
Business combination costs - - -- - 1,206 -
Employee severance and terminatio

12 ,383 3,048 7,438 24,156 27,509 30,812

Operating income (loss) . 7 ,797) 1,231 1,715 6,312 4,845 (9,427)
Interest expense ................... . 48 41 402 983 387 765
Other expense (income), net ................ 57 (43) (192) (364) (394) 1,228
Income (loss) before income taxes .......... 7 ,902) 1,233 1,505 5,693 4,852 (11,420)
Provision (benefit) for income taxes ....... (849) 678 552 2,017 709 (2,717)
Net income (I0SS) ....ccccovveeuveeneennen. $(7 ,063) $ 555 $ 953 $3,676 $4,143 $(8,703)
Earnings (loss) per common share - Basic .... $0.26 $ 091 $0.82 $ (1.72)
- Diluted .. $0.26 $ 091 $0.82 $ (1.72)
Weighted average common shares
outstanding - Basic .... 3,341 4,049 5,066 5,066
- Diluted... 3,341 4,059 5,073 5,066
As of As of As of December 31,
Dec .31, ApPr 13, e e
19 93 1994 1994 1995 1996 1997
Working capital...........cccocevveeveennen. ($2 ,039) ($434) $1,269 $16,077 $ 13,867 $ 1,646
Total assets......... 29 ,588 35,655 42,312 54,688 51,006 48,362
Long-term liabilities....... ... 10 ,326 15,570 15,783 6,055 2,580 2,369
Series A Preferred Stock..... - - 2,400 - - -
Stockholders' equity (deficit)............... 3 ,128) (2,563)  (4,229) 20,532 24,693 15,924

(1) Historical results of operations and balanaeesllata for the Predecessors include the comb@sedts of operations and the combined
balances on a historical cost basis of Power Systasa wholly-owned subsidiary of Bicoastal Cogpion until August 31, 1993 and of
ManTech thereafter), GPI, Power Systems AB and iE@&bftware.

(2) Statement of operations data for the periodlAgrthrough December 31, 1994 include the rexaflgperations of the Company and its
wholly-owned subsidiaries Power Systems, GPI, P@ystems AB and Erudite Software. Balance sheatatabf December 31, 1994 also
includes the domestic operations of Process Salsitiwhich was acquired on December 30, 1994.

(3) Statement of operations data for the year eitmber 31, 1995, 1996 and 1997 includes thextipas of Power Systems, GPI, Power
Systems AB, Erudite Software, the domestic opematif Process Solutions and the international dipexg.0f Process Solutions, substanti
all of which the Company acquired in the secondtguaf 1995. Balance sheet data as of Decembetr@®h, 1996 and 1997 includes Power
Systems, GPI, Power Systems AB, Erudite Softwaedbmestic and international operations of ProSedstions.

(4) Statement of operations data for the year efgbmber 31, 1997 also includes the operatiofyah since its acquisition by Power
Systems as of December 1, 1997.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

Results of Operations.

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

Year Ended December 31,

1997 1996 1995
Contract revenue ..........ccccoeeenee. $79,711 100.0% $ 96,033 100.0% $96,060 100.0%
Costof revenue ..........ccccceeeeee. 58,326 73.2 63,679 66.3 65,592 68.3
Gross profit ......cccceeveiiieninne 21,385 26.8 32,354 33.7 30,468 317
Selling, general and administrative....... 27,320 34.3 24,192 25.2 21,815 22.7
Depreciation and amortization ........... 2,368 3.0 2,111 2.2 2,341 2.4
Business combination costs .............. - - 1,206 1.3 - -
Employee severance and termination costs.. 1,124 1.4 - -
Operating (loss) income ................. (9,427) (11.8) 4,845 5.0 6,312 6.6
Interest expense ..........cccoeennens 765 1.0 387 0.4 983 1.0
Other expense (inCOME) ..........c....... 1,228 15 (394) (0.4) (364) (0.4)
(Loss) income before income taxes ....... (11,420) 14.3 4,852 5.0 5,693 5.9
(Benefit from) provision for income
TAXES eiviieeie e (2,717) (3.4) 709 0.7 2,017 21
Net (loss) income ........ccccvenne $(8,703) (10.9)% $ 4,143 4.3% $ 3,676 3.8%

Comparison of 1997 to 1996.

Contract Revenue. Total contract revenue was $mélion and $96.0 million for the years ended Debem31, 1997 and 1996, respectively.
This $16.3 million (17%) decrease in revenue wananily attributable to a significant decrease awgr plant simulation revenue, resulting
from the conclusion of several full-scope nucleawpr plant simulation projects in the first halfk#97, and a decrease in third party
hardware sales by the Company's Business Systeinsvhith decreases were only partially offset b}286 increase in the domestic revenue
of the Company's Process business. The Companwhsla continues its transition towards smaller shdrter-term projects that often
include licenses of the Company's proprietary tools

Revenues from fixed price contracts constitute axiprately 90% of the Company's revenues for the thase years. Any unexpected cost
unanticipated delays in connection with the perfamge of fixed priced contracts could adverselycffiee Company's financial results.

International sales were approximately $29.1 millas 36.5% of total revenues in 1997 and $48.2ionilbr 50.2% of total revenues in 1996,
a decrease which reflects the significant redudtigpower plant simulation revenue in 1997. Thisrdase notwithstanding, the Company
expects that international sales will continuedpresent a significant portion of its total reveniuehe Company currently sells products and
services to customers in emerging market econosuiels as Russia, Ukraine, Bulgaria, and the Czeghlstie, as well as customers in
countries whose economies have suffered in thenteksian financial crisis. The Company's internaéb
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operations are subject to various risks, includirgosure to currency fluctuation, regulatory reguients, political and economic instability
and trade restrictions. The Company has taken steesluce these risks, particularly risks assediatith doing business in emerging
markets, but there can be no assurance that thve ahentioned risk factors will not have a mateaidverse affect on the Company's business,
financial condition or results of operations.

Gross Profit. Gross profit decreased to $21.4 anilin 1997 from $32.4 million in 1996, a decline3®.9%, primarily due to lower revenues
generated by power plant simulation contracts. &poefit percentage was 26.8% in 1997 compare®@1i®8 in 1996, reflecting a higher
percentage of government contract-related reveimutbe power simulation business with correspondinger margins, an increase to the
amortization of software development costs capialj lower labor utilization within the Businesss&ms unit, as well as reserves taken
against certain contracts in 1997.

Selling, General and Administrative Expenses. Sgllgeneral and administrative expenses increas$a.3 million, or 34.3% of revenues,
during the year ended December 31, 1997 from $2dlidn, or 25.2% of revenues, during the corregfing period in 1996. The increase in
these expenses in 1997 consists of increasedaadamarketing costs, primarily within the Busin&gstems unit, increased recruiting and
relocation costs, and increased costs for profeakgervices related to the lawsuit referred tBanmt I, Item 3. Legal Proceedings.
Additionally, the increase reflects a reserve @600 recorded to reduce certain Korean receigabléheir estimated realizable value as a
result of the Asian financial crisis. In the foughbarter of 1997, the Company also recorded cdsk8%2,000 associated primarily with the
future lease commitments on the unused portioh@turrent Columbia, Maryland leased facility fdrigh the Company will derive no futL
benefit.

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

platform, enhancement of its S/3 SCADA(TM) System f or the Microsoft Windows

NT(R) platform and the productization of its SimSui te(TM) software tools.
Employee Severance and Termination Costs. The Company recorded a net

charge for severance and other employee obligations of $1.1 million in

connection with cost reduction efforts initiated to offset the impact of a

decrease in contract revenues. Of this charge, $976 ,000 has been expended as of

December 31,1997.

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

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

Business Combination Costs. In 1996, business auatibh costs related to the acquisition of EruBitdtware, which consist primarily of
consulting fees, legal and accounting expensescamgpensation expense for the shares issued togegs by the owners of Erudite
Software pursuant to stock transfer agreementsuatad to approximately $1.2 million and were chdrgeoperating expenses.
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Operating (Loss) Income. Operating loss amountd@3at) million, or

(11.8)% of revenues, and operating income amount&d.9 million, or 5% of revenues, during the yeanded December 31, 1997 and 1996,
respectively. This significant decrease in opegaiittome reflects the reduction in margin from poplant simulation projects, increased
sales and marketing costs and employee severadderamnation costs as well as several other fogurter adjustments. See Note 18 of
"Notes to Consolidated Financial Statements".

Interest Expense. Interest expense increased ®@I®in 1997 from $387,000 in 1996. This incraastributable primarily to a significant
increase in the Company's borrowings under itslofecredit made during the period to fund workagital requirements.

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

(Benefit from) Provision for Income Taxes. Duelte {oss experienced in 1997, the Company recogiizas benefit of $2.7 million as
compared to the tax provision of $709,000 recoghinel996. The effective tax rate was differenlt@97 as a result of reductions in the
valuation allowance recognized as income by the fg2om in 1996.

Comparison of 1996 to 1995.

Contract Revenue. Total contract revenue was $88lion and $96.1 million for the years ended Detem31, 1996 and 1995. There was an
increase in 1996 revenues from the Company's ggualient/server solutions business of 82% or $8l8am, which was offset by a

reduction in nuclear simulation project revenued#% or $7.0 million, due in part to the maturirfglee nuclear simulation business and the
stoppage on a large Eastern European project daekof customer funding.

Contract backlog at December 31, 1996 and 199%th&85.2 million and $60.1 million, respectively.
International sales were approximately $48.2 millaw 50.2% of total revenues in 1996 and $50.8ionilbr 52.8% of total revenues in 1995.

Gross Profit. Gross profit increased to $32.4 wnillia gross margin of 33.7% for the year ended Dbee 31, 1996 from $30.5 million, a
gross margin of 31.7%, in the corresponding peoiotl995. The increased gross margin was primatifjbatable to declining volume of
certain low margin contracts, settlement of claongwo international contracts, changes in con@act warranty estimates and cost
containment measures.

Selling, General and Administrative Expenses. Sgllgeneral and administrative expenses increas$a4.2 million, or 25.2% of revenues,
during the year ended December 31, 1996 from $2ill®dn, or 22.7% of revenues, during the corregfing period in 1995. The increase in
selling, general and administrative expenses f@6Mas primarily attributable to increased salesdpbid and proposal activities, a full year
charge attributable to the international operatioiBrocess Solutions, a one time charge for sagerand employee related obligations as a
result of the Company's alignment into strategisitess units and business expansion efforts. Tdgmmnses were offset, in part, by a
significant decrease in net research and developexgenses as discussed below and to aiore$1.1 million adjustment in connection w
consolidation of duplicate facilities.

Gross research and product development expenditees$5.8 million and $4.6 million for the yearsdled December 31, 1996 and 1995,
respectively. Capitalized software developmentststhled $3.9 million and
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$1.6 million, during the years ended December 3961and 1995, respectively. Net research and denedat costs expensed and included
within selling, general and administrative expensese $1.9 million and $3.0 million during the ye@nded December 31, 1996 and 1995,
respectively. During 1996, the Company continueggting in its FlexBatch(R) recipe and process rgamaent system,

conversion of the S/3 SCADA(TM) System to Microsoft Windows NT(R) platform and
productization of SimSuite(TM) software tools.

Depreciation and Amortization. Depreciatio n expense amounted to $1.9
million and $1.6 million during the years ended Dec ember 31, 1996 and 1995,
respectively. This increase was attributable to hig her levels of capital

expenditure in 1996.

Amortization of goodwill and intangibles was $1688)0and $766,000 during the years ended Decembdi988,and 1995, respectively. This
decrease was attributable to the significant rednéh goodwill and other intangible assets at Deloer 31, 1995, as fully discussed in Note 8
of "Notes to Consolidated Financial Statements".

Business Combination Costs. Business combinatistsaelated to the acquisition of Erudite Softwarkich consisted primarily of
consulting fees, legal and accounting expensescampensation expense for the shares issued togegd by the owners of Erudite
Software pursuant to stock transfer agreementsuatad to approximately $1.2 million and were chdrgeoperating expenses in 1996.

Operating Income. Operating income amounted to fdllbn and $6.3 million during the years endedccBber 31, 1996 and 1995,
respectively. During 1996, excluding the n@turring acquisition costs, operating income wa4 $nillion, or 6.3% of revenues, as compz
with $6.3 million, or 6.6% of revenues during theresponding period of 1995. The decrease in operatcome for 1996 was attributable to
higher expenses relating to sales and marketimgtefind business expansion activities, which ygaréally offset by higher margins on
contracts, continued cost control initiatives, lowet research and development expenses and oadattifity adjustment.

Interest Expense. Interest expense decreased 100R8Bduring the year from $983,000, during 199%sHecrease is attributable primarily
the repayment in August 1995 of a five year proorigsiote to finance the Process Solutions acqoisiind temporary pay-down of the
working capital bank lines with the Company's adifpublic offering of Common Stock in mid-1995 (OP) proceeds.

Other Expense (Income). Other income amounted %4 $80 from interest earned from short-term investis of excess cash during the year
ending December 31, 1996 as well as proceeds frersdle of an equity interest in a joint ventureribg the corresponding period of 1995,
$364,000 in interest income was earned from skont-investments of cash proceeds from the IPO.

Income Tax Expense. The Company's effective taxdatreased to 14.6% in 1996 from 35.4% in 199B6.1996 rate was decreased as a
result of a one time reduction of the tax provisiéi$1.1 million. This reduction reflected the Ccang's assessment that it would be able to
utilize previous net operating loss carry forwagdserated by its power business unit.

Liquidity and Capital Resources.

The Company has funded its activities primarilynfroperations and from borrowings under lines oflitrén 1997, the Company's operating
activities used cash totaling approximately $3.8iom, primarily
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related to the 1997 net loss of $8.7 million, tbgetwith an increase in deferred income tax ass=tsciated with a net operating loss
carryforward, partially offset by non-cash itemslsas depreciation and amortization. For the yadee@ December 31, 1996, the Company's
operating activities used cash of approximatel@ $dillion. At December 31, 1997, the Company hashcand cash equivalents of $334,000
compared to $2.4 million as of December 31, 1996.

The Company used approximately $4,449,000 in oasimbesting activities, made up primarily of $344000 of capitalized software
development costs and $918,000 of capital expemditu

The Company generated cash flows from financintyities of approximately $6,167,000, made up prifyasf $6,450,000 in borrowings
under the Company's lines of credit.

The Company maintains, through its subsidiaries, ltes of credit that provide for borrowings upatdotal of $14.0 million to support
foreign letters of credit, margin requirementsanefgn exchange contracts and working capital neBus first line for $7.0 million is 90%
guaranteed by the Export-Import Bank of the Uniates ("EXIM"), is collateralized by Power Systépmntract receivables and inventory,
and provides for borrowings up to 90% of eligibdeeivables and 60% of unbilled receivables. Thersgtine, also for $7.0 million, is
collateralized by substantially all of Process 8ohs' assets, and provides for borrowing up to 8%ligible receivables and 20% of
inventory (not to exceed $500,000). The lines negtiie Company to comply with certain financialastand preclude the Company from
paying dividends and making acquisitions beyondaaetimits without the bank's consent.

In November 1997, the Process Solutions line wasnaled to permit the use of loan proceeds to supp@rvorking capital needs of Erudite
Software. In connection with this amendment, Erididftware became fully liable for amounts outstagdinder the line and substantially
of its assets were pledged as collateral.

In March 1998, the Company entered into agreemeititsthe bank whereby each of the Power Systemd$Pandess Solutions lines of credit
was conditionally extended through June 30, 19%Baatemporary $1.5 million over-advance limit watablished for the Process Solutions
line. In connection with the aforementioned agremngcencerning the Process Solutions line, the Compas arranged for certain guaranties
to be provided on its behalf to the bank by GPt8tfi@as and ManTech. In consideration for the gugganthe Company has agreed to grant
both GP Strategies and ManTech warrants to purdiases of the Company's Common Stock; the nunflstrames of Common Stock and
other provisions for such warrants have not beealified as of the date of this report. The afordioaad agreement concerning the Process
Solutions line also provides for: (i) an increas¢he applicable interest rate from the prime tatthe prime rate plus 1.00% or from LIBOR
plus 1.0% to LIBOR plus 3.00%, as the case maybe,(ii) a reduction in the available borrowingdé\and a repayment of outstanding
borrowings above such level, in the event of thenfany's sale or transfer of certain assets. TheeP8wystems line continues to bear interest
at the prime rate or LIBOR plus 1.5%, as the caag be.

Although the Company was not in compliance wittcash flow coverage ratio or minimum tangible nett ratio covenants as of Decem
31, 1997, the Company has received a written waf/euch covenants from its bank.

In 1997, the Company entered into an equipmentlaasngement which provided for up to $1.2 millafravailable credit to be used for the
procurement of certain computer hardware and offipgpment. The Company had utilized $610,000 editrunder this arrangement, of
which $521,000 related to a sale and lease-baek@pment previously purchased by the Companyr psiexpiration of the availability of
credit on December 31, 1997. The terms of the lpa®@de for the Company's payment of monthly lezs#rges for a term of 36 months.

The Company's additional commitments as of DecerBbet997 consisted primarily of leases on its jeaders and other facilities. Further,
the performance of certain of the Company's custaoetracts are secured by performance guaraatiesyunting to $548,000, and letters of
credit, amounting to $318,000, as of December 827 1furnished by its subsidiaries' respective farparent organizations in accordance
with the
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agreement among ManTech, GP Strategies, GPC, S@aiznfall and the Company dated April 13, 1994 (tRormation Agreement").
Letters of credit are issued by the Company irottatnary course of business through commercial saskrequired by certain contracts and
proposal requirements.

During the year ended December 31, 1997, the Coynganerated a net loss of $8.7 million. The Comfsacnedit facilities expire at June .
1998, and currently the Company does not haveitl@dial wherewithal to repay these loans. The Camggplans to reduce its borrowings
through the proceeds from the sale of Erudite Sawwhich sale the Company is currently activelgsping. Further, the Company is
exploring other options to enhance its liquidityoiligh an additional restructuring of its operatiohhough the Company intends to seek to
renegotiate or replace its expiring credit fa@htin connection with these liquidity enhancingats, there can be no assurance that such
financing will be available to the Company, orvidable, will be on terms favorable to the Company

In the event that the sale of Erudite Software dagesult in sufficient proceeds to meet the Canys current obligations as they become
due, or in the event that the sale of Erudite Safendoes not occur before June 30, 1998, certdimaCompany's principal stockholders
ManTech and GP Strategies have agreed to provideivgocapital support to the Company through credlhancements, a portion of which
is subject to bank approval which is expected toggeived, or by taking actions that would resuladditional liquidity to the Company.
Although the specific form(s) of this working cadisupport has not yet been determined, such stipyay be in the form of credit
enhancements, corporate guaranties and/or purcbisedain of the Company's assets.

Management believes that the above actions willlt@s sufficient liquidity and working capital rearces necessary for planned business
operations, debt service requirements, plannedstments and capital expenditures.

Although the terms of the aforementioned creditkiray capital support arrangements have not yet degrmined, such arrangements could
have a dilutive effect on the interests of othddars of the Company's Common Stock.

Foreign Exchange.

A portion of the Company's international sales nexeis received in a currency other than the cagrémwhich the expenses relating to such
revenue are paid. The Company manages its foreigercy exposure primarily by entering into foremnrency exchange agreements and
purchasing foreign currency options. The formeunegs the Company, on a specified date or durisgegified period, to exchange a set
amount of foreign currency for United States dallar another base currency. The latter provide€trapany with the option to exchange
foreign currency for United States dollars or apotbase currency on a specified date or duringeifsgpd period. The Company utilizes thi
foreign exchange agreements and options only tacesthe impact of foreign currency fluctuationsitsroperating results and does not
engage in foreign currency speculation. Foreigmarge contracts do not expose the Company to rabtisi because any losses on the
contracts are calibrated to be offset by gainshernvalue of the foreign receivables being hedgeckifn exchange options do not expose the
Company to material risk since the Company hasigjie not to exercise the option.

At December 31, 1997, the Company had forward aptamtracts of $460,000 to hedge future German meandipts and the Company's
Swedish subsidiary had forward exchange contrdcsvedish krona 7.0 million, or approximately $90@0) to hedge future Japanese yen
German mark receipts. Gains and losses on suchactsare recognized as part of the cost of thenlyidg transactions being hedged.
Foreign exchange contracts have an element oftregkthe counterparty may not be able to meetdired of the agreement. However, the
Company minimizes such risk exposure by limitingrterparties to NationsBank and Nordbanken AB. Meanzent believes that the risk of
incurring such losses is immaterial. The Comparg/diso entered into foreign exchange option cotgtnaith NationsBank, which permit, b
do not require, the Company to exchange foreigreagies at a future date with the bank at a cot#tdaexchange rate. Costs associated with
such contracts are amortized over the life of thr@ract matching the underlying receipts.

Other Matters.
The Financial Accounting Standards Board issueteStant of Financial Accounting Standards No. 130,
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"Reporting Comprehensive Income,"” and Statemefiraincial Accounting Standards No. 131, "Discloswabout Segments of an Enterprise
and Related Information,” in June 1997, which aréhleffective for the year ending December 31, 18FAS No. 130 establishes standards
for reporting comprehensive income in a full segeheral purpose financial statements either inrtb@me statement or in a separate
statement. SFAS No. 131 establishes standardsforting information about operating segments uigiclg related disclosures about
products and services, geographic areas and magtoroers. These standards are not expected taahaagerial impact on the financial
reporting or disclosures of the Company.

Statement of Position 97-2 ("SOP 97-2") regardin§are Revenue Recognition will be effective fiarnisactions entered into in fiscal years
beginning after December 15, 1997. SOP 97-2 adesesmtract accounting issues in the context o$dffisvare industry. Adoption of SOP
97-2 is not expected to have a material impachenCompany.

The Company is in the process of assessing its atanppplications to ensure their functionalitylwiespect to the year 2000 millennium
change. At present, the Company does not antictpatanaterial incremental costs will be incurredny single future year.

To date, management believes inflation has nothadterial impact on the Company's operations.
ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

Not applicable

GSE Systems, SimSuite Pro, SimSuite Pipeline, SiraRower,

FlexBatch, TotalVision, SABL, D/3 DCS and S/3 SCADA are trademarks of GSE
Systems, Inc. All other trademarks and/or registere d trademarks are the property
of their respective owners.
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REPORT OF INDEPENDENT ACCOUNTANTS
To The Board of Directors and Stockholders of G$Et@ns, Inc.

We have audited the accompanying consolidated balsineets of GSE Systems, Inc. and SubsidiarieOgimpany) as of December 31,
1997 and 1996, and the related consolidated statsmoéoperations, changes in stockholders' eqdéficit) and cash flows for each of the
three years in the period ended December 31, Td8%e financial statements are the responsibilithieoCompany's management. Our
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referealbove present fairly, in all material respedts, ¢consolidated financial position of GSE
Systems, Inc. and Subsidiaries as of December®l/, &nd 1996, and the consolidated results of tparations and their cash flows for each
of the three years in the period ended Decembet@®7, in conformity with generally accepted acamgprinciples.

COOPERS & LYBRAND L.L.P.

McLean, Virginia
March 31, 1998
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GSE SYSTEMS, INC. AND SUBSIDIARIES

Current assets:

Cash and cash equivalents ....................
Contract receivables
INVENtOries .......ccoeeveeiiiiiiiiiiins

Prepaid expenses and other current assets ....
Deferred Income taxes .......ccccccceeeeennn.

Total current assets ..........ccce.....

Property and equipment, net
Investment in joint venture ..................
Software development costs, net ..............
Goodwill and other intangible assets, net ....
Deferred income taxes .........ccccecuveeenne
Other assets ........ccceveeviivieeeniiinns

Total assets ......c.ccceeevvevnvnnnns

LIABILITIES AND STOCKHOLDERS' E

Current liabilities:

Lines of credit ..........ccceevvvienennnns
Accounts payable ..........cccccoiiiieenn.
Accrued eXpenses ........ccccocveeeeieinnen.
Obligations under capital lease ..
Accrued severance COStS ............cc.coe...
Billings in excess of revenue earned .........
Accrued contract reserves
Accrued warranty reserves ..
Other current liabilities ...
Income taxes payable ...............co..e..

Total current liabilities ............
Notes payable to related parties ............
Obligations under capital lease ..............
Billings in excess of revenue earned ........
Accrued contract and warranty reserves .......
Other liabilities ..........cccoeeevenenen.

Total liabilities ....................

Stockholders' equity:
Common stock $.01 par value, 8,000,000 sha
5,065,688 shares issued and outstanding
Additional paid-in capital ..............
Retained earnings (deficit) - at formation
Retained earnings (deficit) - since format
Cumulative translation adjustment.........

Total stockholders' equity ............

Total liabilities & stockholders' equit

CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS

December 31,

1997

The accompanying notes are an integral part oktheasolidated financial statements.
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GSE SYSTEMS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Years ended December 31,

1997 1996 1995
Contract reVENUE.........ccceeeeveeeiieaiiene $79,711 $96,033 $96,060
Cost of revenue.........ccceeeviveieeieiiieenn. 58,326 63,679 65,592
Gross profit.......cccceveveeeeveeeeeeenennnn. 21,385 32,354 30,468
Operating expenses:
Selling, general and administrative.............. 27,320 24,192 21,815
Depreciation and amortization 2,368 2,111 2,341
Business combination costs.............c.coc.ue. - 1,206 -
Employee severance and termination costs......... 1,124 -- --
Total operating eXpenses............ccceeeenee 30,812 27,509 24,156
Operating (loss) income ...............co.... (9,427) 4,845 6,312
Interest expense, Net......ccccceeeeveriiicinnnes 765 387 983
Other (income) expense .........cccccveeeeeenenen. 1,228 (394) (364)
(Loss) income before income taxes............. (11,420) 4,852 5,693
(Benefit from) provision for income taxes.......... (2,717) 709 2,017
Net (loss) income...........ccceeeuvrennnen. .. $(8,703) $4,143 $3,676
Basic and diluted (loss) earnings per common share. .. $(172) $ 0382 $ 0.91

The accompanying notes are an integral part oktheasolidated financial statements.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)
(in thousands)

Retained Earnings

Common Stock (Deficit)
--------------- A dditional = ----------=-=--mmen
Paid-in At Since

Shares Amount Capital Formation Formation
Balance January 1, 1995......... 3,341 $ 33 $ - $(5,048) $ 874
Issuance of common stock........ 1,725 17 21,121 - -
Distribution to shareholder..... -- -- -- (64) (229)
Reductions in notes receivable.. - - - -- --
Foreign currency translation....  -- - - -- --
Pension liability adjustment.... - -- -- -- --
Netincome... ........cccoeunee - - -- - 3,676
Balance, December 31, 1995...... 5,066 50 21,121

Compensation expense............ -- -- 257 -
Foreign currency translation....  -- -- - - -
Pension liability adjustment.... - - - - -

Netincome...........ccccevuuees - - - - 4,143

Balance, December 31, 1996...... 5,066 50 21,378  (5,112) 8,464

Foreign currency translation....  -- - - -- --

Net 10SS....ccovvivieieiiiins - - - - (8,703)

Balance, December 31, 1997...... 5,066 $ 50 $21,378  $(5,112) $ (239)

Notes Pension Foreign
Receivable from Liability =~ Currency
Stockholders Adjustment Translation Total

Balance January 1, 1995......... $ (@75 $ (73) $ 60 $(4,229)
Issuance of common stock........ - -- -- 21,138
Distribution to shareholder..... - - - (293)
Reductions in notes receivable.. 75 - - 75
Foreign currency translation.... -- -- 194 194
Pension liability adjustment.... -- (29) -- (29)
Netincome... ........ccceeuuee -- - - 3,676
Balance, December 31, 1995...... -- (102) 254 20,532
Compensation expense............ -- -- -- 257
Foreign currency translation.... - - (341) (341)
Pension liability adjustment.... - 102 - 102
Netincome............cccoeunee -- -- -- 4,143
Balance, December 31, 1996...... - - (87) 24,693
Foreign currency translation.... - - (66) (66)
Net 10SS.....ccvvvvviieeienens -- -- -- (8,703)
Balance, December 31, 1997...... $ - - $(153) $15,924

The accompanying notes are an integral part oktheasolidated financial statements.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years ended Dec

1997 1996
Cash Flows From Operating Activities
Net (I0SS) iINCOME ...cccvvvecvvieeiieccieee, $(8,703) $4,
Adjustments to reconcile net (loss) income to net ¢
(used in) operating activities:
Depreciation and amortization.................. 3,492 2,7
Accrued facility reserve..........ccccccveeeen 852 (1,4
Provision for doubtful contract receivables ... 723
Foreign currency transaction loss.............. 1,275
Non-cash stock compensation - 2
Deferred income taxes ...........cccccvveveens (2,277)
Interest imputed on discounted note payable ... -
Changes in assets and liabilities:
Contract receivables...................... 1,464 2,1
INVENtOriesS. ....uuvvvieieieeeeeeeieeis 727 (1,2
Prepaid expenses and other current assets. 836 3
Other assets.......coceeeeiiieeeeninnes 17) 1
Accounts payable and accrued expenses..... (2,152) 1.3
Accrued severance ..............c.cuo.... 148
Billings in excess of revenue earned...... 644 (6,9
Accrued contract and warranty reserves.... (710) (1,9
Other current liabilities................. 200 7
Income taxes payable .... (315) 5
Other liabilities..........cccccveern... 2)
Net cash provided by (used in) operating activities (3,815) (1,9
Cash Flows From Investing Activities:
Capital expenditures..........cccceeeeevvennns (918) (2,8
Capitalization of software development costs.... (3,474) (3,8
Purchase of business, net of cash acquired...... (578)
Proceeds from sale/leaseback transaction........ 521
Net cash used in investing activities............ s (4,449) (6,7

Cash Flows From Financing Activities:
Increase in (repayments under) lines of credit with bank.................. 6,450 2,3
Cash overdraft .........cccccevvvvereininnns -
Repayment to Vattenfall .......................
Repayments under capital lease obligations.....
Principal payments under term-note.............
Decrease in notes payable to related parties .. @nn
Payments to shareholder at formation ..........
Net proceeds from sale of common stock ........
Redemption of preferred stock .................

(266) (

Net repayment of amounts due from stockholders. - (2
Net cash provided by (used in) financing activities 6,167 2,1
Effect of exchange rate changes on cash............ (29) (
Net increase (decrease) in cash and cash equivalent LS (2,116) (6,5
Cash and cash equivalents at beginning of period... 2,450 9,0
Cash and cash equivalents at end of period.......... . $ 334 $24

The accompanying notes are an integral part oktheasolidated financial statements.
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1995
43 $3,676
47 2,813
51) (348)
- 102
57 -
71 627
- 17
03 (7,962)
45) 271
55 (1,208)
81) (150)
99 3,645
33) 617
27) (2,605)
80) (157)
20) 676
41 Q)
21) 13
34) (1,501)
90) (1,664)
24) (3,165)
69 (4,024)
- (13)
- (1,411)
37) (75)
- (7,882)
- (38)
- (64)
-- 21,138
- (2,400)
04) 2,473
28 7,704
49) 112
66) 4,664
16 4,352
50 $9,016



GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Business

GSE Systems, Inc. (the "Company") designs, devedogsdelivers business and technology solutioraspmyying process control, data
acquisition, simulation, client/server and businesfsware, systems and services to the energyepsoand manufacturing industries
worldwide. The Company was formed on April 13, 19¥8¢bugh the consolidation of operations of GSE &o8ystems, Inc. ("Power
Systems" and formerly "Simulation, Systems & Segsig echnologies Company" and its immediate paresiiMInc.), GP International
Engineering & Simulation, Inc. ("GPI") and GSE Paovsystems AB ("Power Systems AB" and formerly "Eira AB"). In December 1994
and in the second quarter of 1995, the Companyrelqzhinto the process control and data acquisitiminess through the acquisition of the
net assets of the process control systems dividfidexas Instruments Incorporated ("TI"), which ndees business as GSE Process
Solutions, Inc. ("Process Solutions"). In May 198t Company acquired all of the outstanding shafeapital stock of Erudite Software &
Consulting, Inc. ("Erudite Software"), a providdratient/server solutions through custom applicatoftware development, training services,
hardware-software sales and network design anceimgahtation. In December 1997, the Company acqaitesf the outstanding shares of
capital stock of J.L. Ryan, Inc. ("Ryan"), a prosicf engineering modifications and upgrade sesvioghe power plant simulation market.

During the year ended December 31, 1997, the Coynganerated a net loss of $8.7 million. The Com{saoredit facilities expire at June !
1998, and currently the Company does not haveitl@dial wherewithal to repay these loans. The Camygplans to reduce its borrowings
through the proceeds from the sale of Erudite Sawwhich sale the Company is currently activeigsping. Further, the Company is
exploring other options to enhance its liquidityoiligh an additional restructuring of its operatiohhough the Company intends to seek to
renegotiate or replace its expiring credit fa@htin connection with these liquidity enhancinga, there can be no assurance that such
financing will be available to the Company, orvidable, will be on terms favorable to the Company

In the event that the sale of Erudite Software dagesult in sufficient proceeds to meet the Canys current obligations as they become
due, or in the event that the sale of Erudite Safendoes not occur before June 30, 1998, certaimaCompany's principal stockholders
ManTech and GP Strategies have agreed to providemngocapital support to the Company through creditancements, a portion of which
is subject to bank approval which is expected todoeived, or by taking actions that would resuladditional liquidity to the Company.
Although the specific form(s) of this working cadisupport has not yet been determined, such stipyay be in the form of credit
enhancements, corporate guaranties and/or purcbfisegain of the Company's assets.

Management believes that the above actions willlt@s sufficient liquidity and working capital rearces necessary for planned business
operations, debt service requirements, plannedstments and capital expenditures.

Although the terms of the aforementioned creditkiray capital support arrangements have not yet beégrmined, such arrangements could
have a dilutive effect on the interests of othddars of the Company's Common Stock.

2. Summary of significant accounting policies
Formation of the Company

The Company was formed through the contributiothefbusinesses of Power Systems (and its immegtaient), GPl and Power Systems
AB by their parent organizations, ManTech and ¢emdits employees and related parties, GP Stieseand GP Strategies' affiliates, SGLG,
Inc. ("SGLG" and formerly "GPS Technologies, Inot™GPS") and General Physics Corporation ("GPaiy Vattenfall Engineering AB
("Vattenfall"). In exchange, the contributors reea shares of Common Stock of the Company. In iddiManTech received shares of
preferred stock of the Company and Vattenfall neegticash and notes. In light of the equality oéiiests of the Company's principal
stockholders, there was no identifiable acquirgh@consolidation. Thus, the assets and lialslideeach of the businesses contributed were
recorded at historical cost.

Principles of consolidation

The accompanying consolidated financial statemiactade the results of operations of the Company/imwholly-owned subsidiaries:
Power Systems, GPI, Power Systems AB, Processi@uyErudite Software and Ryan. All inter-comp&@ances and transactions have
been eliminated.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
Accounting estimates

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

Cash and cash equivalents

Cash and cash equivalents consist of cash on mahsghortterm highly liquid investments with original maties of less than three month:
the date of purchase.

Supplemental disclosures of cash flow informatiortifousands):

Year Ended December 31,

1997 1996 1995

Non cash investing & financing activities:

Obligations under capital leases............... ... $ 102 $ 313 $90
Notes payable to related party for investment in joint
VENEUME...ooiiiiii st saeneee $ 252 $ -- $--

Cash paid:

INtEreSt ., 741 228 882
INCOME taXES...ovvveviieieiiiii e 233 285 767

As discussed in Note 3 the Company acquired Prdgelsgions' international operations in the secgualrter of 1995 and the operations of J.
L. Ryan in December of 1997. In conjunction witlesk acquisitions, the purchase price consisteuediilowing: (in thousands)

Cash paid.....cccocvevvvevieiiiieie e $ 600 - $ -

Long-term note payable issued.........ccocoeeeeeeee. L 900 - 1,043

Total purchase price.......ccocevvvvevvveeeees $1,500 - $1,043
Inventories

Inventories are stated at the lower of cost, asrdehed by the average cost method, or market. letesor unsaleable inventory is reflecte:
its estimated net realizable value. Inventory costhide raw materials and purchased parts.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

A summary of inventories is as follows (in thoussind

De cember 31,
1997 1996
Raw materials.............c..coveeenn. $1,610 $2,115
Service pars.....ccccccceveveeeeeennn. 1,090 1,423
$ 2,700 $ 3,638

Property and equipment

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

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

Software development costs

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

Research and development

Development expenditures incurred to meet cust@pecifications under contracts accounted for utttiepercentage of completion method
are charged to contract costs. Company sponsosedneh and development expenditures are chargguktations as incurred and are
included in selling, general and administrativeenges. The amounts incurred for Company sponsesegurch and development activities
relating to the development of new products andises or the improvement of existing products agwises, exclusive of amounts
capitalized, were approximately $1,580,000, $1,880,and $2,945,000 for the years ended Decembd9®%, 1996 and 1995, respectively.

Goodwill

Goodwill represents the excess of purchase priee the fair value of net tangible and intangiblsets acquired. These amounts are amol
on a straight-line basis over periods ranging femwen to fifteen years.

Asset Impairments

At each balance sheet date, management evaluatescbverability of identifiable tangible and ingglnle assets using certain financial
indicators, such as historical and future abiliygenerate income from operations. The Companyisyge to record an impairment loss
against the net unamortized cost of the assegipéhiod when it is determined that the carryingpant of the asset may not be recoverable.
This determination is based on an evaluation o $actors as the occurrence of a significant evestgnificant change in the environment in
which the business operates, or if the expectaddutet cash flows (undiscounted and without ist@neould become
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
less than the carrying amount of the asset. Measmeof the impairment loss is based on the estidhfatir value of the asset.
Foreign currency translation

Balance sheet accounts for foreign operationsransiated at the exchange rate at the balance dateetand income statement accounts are
translated at the average exchange rate for thedodihe resulting translation adjustments areudet as a separate component of
stockholders' equity. Transaction gains and lossssiting from changes in exchange rates, arediecl in operations in the period in which
they are incurred. For the year ended Decembelt 37, the foreign currency transaction loss, wigdhcluded in other (income) expense,
was approximately $1,275,000. This transaction i@gsimarily the result of intercompany transactiavhich have been negatively impacted
by the poor financial condition of Asian marketsr&ign currency transaction gains and losses warenaterial in 1996 and 1995.

Revenue recognition

Revenue under fixed-price contracts generally coanted for on the percentage-of-completion methaded on contract costs incurred to
date and estimated costs to complete. Estimatemlaob@arnings are reviewed and revised periogieallthe work progresses and the
cumulative effect of any change is recognized enghriod in which the change is determined. Estohédsses are charged against earnin
the period such losses are identified. The remgihiability for contract costs to be incurred incess of contract revenue is reflected as
accrued contract reserves in the Company's corgetidalance sheets. Revenue from sales of othéugis is recorded when the products
are shipped, and for software products, upon ei@tof a licensing agreement, shipment of the pcodnd the determination by
management that the resulting receivable is deamkettible. Revenue from certain consulting oirirag contracts are recognized on a time
and material basis. For time-anthterial type contracts, revenue is recognizeddasehours incurred at a contracted labor rate @hpense:
The Company has no significant vendor obligationsodlectibility risk associated with its productlss.

Warranties

As the Company recognizes revenue under the pagerf-completion method, it provides an accruakfiimated future warranty costs
based on historical and projected claims experieboeng 1997 and 1996, the Company revised itisnasé for future warranty costs. The
effect of these changes in estimates was to dexggass profit in 1997 by approximately $(230,0800 increase gross profit in 1996 by
approximately $601,000.

Income taxes

Deferred income taxes are provided under the asskliability method. Under this method, defernredome taxes are determined based o
differences between the financial statement andb#asis of assets and liabilities using enactedates in effect for the year in which the
differences are expected to reverse. Valuatiomallces are established when necessary to reduseeatkfax assets to the amounts expectec
to be realized. Income tax expense consists oEtimapany's current liability for federal, state darkign income taxes and the change in the
Company's deferred income tax assets and liakiliNi® provision has been made for the undistribetrdings of the Company's foreign
subsidiaries as they are considered permanenthsiad. Amounts of undistributed earnings are naeriz to the overall consolidated
financial statements.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
Earnings per share

Effective December 31, 1997, the Company adoptatk®ient of Financial Accounting Standards No. IB&8rnings Per Share," which
requires the presentation of basic earnings peesta diluted earnings per share. Basic earniagshare is based on the weighted average
number of outstanding common shares for the pebddted earnings per share adjusts the weightedsae for the potential dilution that
could occur if stock options, warrants or otheneatible securities were exercised or converted @ommon stock. Diluted earnings per
share is the same as basic earnings per shateefgear ended December 31, 1997 because the aifestish items were anti-dilutive. The
earnings per share computations have been restatati periods presented to conform to FAS 128.

The number of common shares and common share éepisaised in the determination of basic and dile®rnings (loss) per share was as
follows. The difference between these amounts B6l#nd 1995 represents dilutive options to purckhaees of common stock computed
under the treasury stock method.

1997 1996 1995
Basic........ccceeuee 5,065,700 5,065,700 4,049,000
Diluted............... 5,065,700 5,073,700 4,059,000

New Accounting Standards

The Financial Accounting Standards Board issueteBtant of Financial Accounting Standards No. 1B&gorting Comprehensive Income,"
and Statement of Financial Accounting Standardsli8a, "Disclosures about Segments of an EnterpriseRelated Information,” in June
1997, which are both effective for the year enddegember 31, 1998. SFAS No. 130 establishes st dar reporting comprehensive
income in a full set of general purpose financiataments either in the income statement or irparsgée statement. SFAS No. 131 establishes
standards for reporting information about operasagments, including related disclosures aboutyntsdand services, geographic areas and
major customers.

Statement of Position 97-2 (SOP 97-2) regardingv&ot Revenue Recognition will be effective fonsactions entered into in fiscal years
beginning after December 15, 1997. SOP 97-2 adesasmtract accounting issues in the context o$dliftevare industry. Adoption of SOP
97-2 is not expected to have a material impacherCompany.

Concentration of credit risk

Financial instruments that potentially subject @mmpany to concentration of credit risk consisinaniily of contract receivables. Credit risk
on contract receivables is mitigated by the natdithe Company's worldwide customer base and @ditpolicies. The Company's customers
are not concentrated in any specific geographimnedput are concentrated in the energy and matwfag industries. No single customer
accounted for a significant (greater than 10%) amhofithe Company's revenue during the years eBémgmber 31, 1997, 1996 and 1995
and there were no significant contract receivabile® a single customer at December 31, 1997 an@.18®% Company typically performs a
credit evaluation before extending credit and negyuire letters of credit, bank guarantees or advpagments. Thereafter, the Company
continues to monitor its contract receivables eypasfter giving effect to letters of credit, bagkarantees, the status of work performed on
contracts, and its customers' financial condition.

Off balance sheet risk and foreign exchange cotstrac

The Company enters into forward exchange contraptins and swaps as hedges against certain fioceigency commitments. The
Company also enters into letters of credit andgrerdnce guarantees in the ordinary course of bssiag required by certain contracts and
proposal requirements. The Company does not hgldiarivative financial instruments for trading poses.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

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

3. Acquisitions

The Company acquired the net assets of the domgsti@tions of Process Solutions on December 38 48d the international operation:
the second quarter of 1995 for an aggregate pueghiace of $9,882,000. This acquisition was accedfiér under the purchase method. The
financial results of Process Solutions have beeludted in the results of operations from the dafescquisition. The acquisition was finant
through a promissory note payable in the amou®6¢882,000 with a five year term (the "TI Five-Yé&ote"), a short-term promissory note
payable in the amount of $2,000,000 and cash frpenations of the Company in the amount of $2,00D,0®e Tl Five-Year Note, which
was guaranteed by the Company and certain ofatkkblders, and the shagrm promissory note, bore interest at a rate o@&hwere fully
repaid in 1995. The Company is also required toexqlarterly performance payments to Tl equal to d5%ae revenue earned through
December 30, 1999 attributable to the Real Timeri&ss Controls portion of the acquired businesh wiminimum payment of $750,000 ¢
a maximum payment of $4,000,000. The minimum amo@f750,000 has been accrued and recorded as gba@od all additional
payments above $750,000 will be recorded as gobdwiid. The acquisition resulted in total gootlwi $2,427,000, which is being
amortized over fifteen years.

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

Combined and separate results of the Company amtitEiSoftware during the periods preceding thegerewere as follows (in thousands):

The Company Erudite Software  Combined

Three Months Ended March 31, 1996:
Revenue............ccceeuvenn. $ 18,545 $ 3,758 $ 22,303

Net income.........cceeenne. $ 860 $ 231  $ 1,091

Year Ended December 31, 1995:
Revenue.........ccccoeeeeenns $ 85,302 $ 10,758 $ 96,060

Net income.........cccccue.... $ 3,490 $ 186 $ 3,676

On December 1, 1997, the Company acquired 100%eodtitstanding common stock of J.L. Ryan, Inc. 8RY for an initial purchase price
of $1,000,000 and contingent consideration baseti®@performance of the business from 1998 to 2868inimum of $250,000 of such
earnings payments for each of 1998 and 1999 hasdemanteed by the Company. The Company paid 8800n cash upon the closing of
the transaction and entered into a promissory payable in four annual installments of $100,00thdz&ginning on January 2, 1999. This
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acquisition has been accounted for under the peecheethod. The financial results of Ryan have lim@nded in the results of operations
from the date of acquisition. The acquisition resiiin total goodwill of $1,133,976, which is beiagortized over seven years. The follow
unaudited pro forma information has been prepassdraing that the acquisition was consummated oumadgrl, 1996.

Pro Forma Information (Unaudited)

Year Ended
1997 1996
(In thousands, except per share data )

(Unaudited)
REVENUES ..o, $ 81,239 $ 98,310
NEetinComMe ..cocoovvvvvviiiiieeee e, $ (8,861) $ 4,505
Basic and diluted (loss) earnings per share........ ... $ (1.75) $ .89
Weighted Average Number of Shares Outstanding - Bas (o 5,066 5,066

The pro forma results are not necessarily indieatiwhat actually would have occurred if the asiign and the payment of debt had been
made at the beginning of the above periods. Int@tdithey are not intended to be a projectionutdife results.

4. Fair values of financial instruments

The carrying amounts of cash and cash equivalentshort-term debt approximate fair value becafiskeoshort-term maturity of these
instruments. The carrying amount of long-term dgdjroximates fair value based on either marketprior the same or similar issues or the
current rates offered to the Company for simildstdd the same maturities. Fair value estimatdemign currency instruments, which are
included in prepaid expenses and other currentsassthe consolidated balance sheet, were basgdates from financial institutions, as set
forth below (in thousands):

December 31, 1997 December 31, 1 996
Notional/ Notional/
Carrying Fa ir  Contract Carrying Fair Contract

Amount Va lue Value Amount Value Value

OptioNS.....ccveveeeeeieins $55 $ 62 $ 520 $ 333 $ 231 $ 3,973
Forward contracts............... $- $ - $1,410 $ 370 $ 409 $ 4,665
SWAPS. ..eerereeieiieieeeeeaane $- $ - $- $ 106 $ 89 $ 594

5. Contract receivables and billings in excesewénue earned

Contract receivables represent balances due froroaa base of both domestic and international custs. Due to the various billing and
payment terms, none of these individual customkmicas is significant (more than 10%). All contramteivables are considered to be
collectible within twelve months. The componentgoftract receivables are as follows (in thousands)
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December 31,

1997 1996
Billed receivables........ccccoovvviiiveneeces s $ 16,994 $ 18,041
Recoverable costs and accrued profit - not billed.. 8,398 9,714
Allowance for doubtful accounts........cccccceeeee. e (1,021) (298)
Total contract receivables........ccccceceeeeee. e $ 24,371 $ 27,457

Recoverable costs and accrued profit - not billgresent costs incurred and associated profit edayn contracts that will become billable
upon future milestones or completion of contracts.

Revisions in estimated contract costs at completirerreflected in the period during which facts amdumstances necessitating such a ch
first become known. The effect of changes in estsaf contract profits was to decrease grosstigpfapproximately $410,000 for the year
ended December 31, 1997 and to increase gross pyadpproximately $1,900,000 and $1,019,000 dutfiegyears ended December 31, 1
and 1995 respectively.

For the year ended December 31, 1995, the totah&tstd contract revenue and costs at completiotwfolinternational contracts included
claims revenue, which was equal to estimated futasts, of $1,200,000. During 1996, the Compangived contract modifications totaling
$2,200,000 for the claims recognized in 1995 amd#fiulitional claims in 1996. In connection withgbecontract modifications, the Company
incurred total costs of approximately $1,600,00@|uding costs related to the claims recognizeti®i®5. Accordingly, the Company
recognized additional gross profit of approximat®p0,000 during 1996.

Additionally, in early 1997, the Company settledinis and counterclaims with its consortium partrethese international contracts for
which there was no net impact to the Company.

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

December 31,

1997 1996
Computer eqUIPMENt......coovvieiiieeieeeieeeee e $7,771 $7,101
Leasehold improvements.......cccccevvcveeenneees e 1,889 1,829
Furniture and fiXtUres........cccccvvveenvcceeeees e 1,652 1,521

11,312 10,451
Accumulated depreciation and amortization.......... L. (7,448) (5,133)
Property and equipment, Net........cccceceveeeeee. e, $ 3,864 $5,318

Depreciation and amortization expense was $2,189$D,943,000 and $1,575,000 for the years endeédrleer 31, 1997, 1996 and 1995,
respectively.

The Company has $962,000 and $860,000 in assetsihder capital lease as of December 31, 1997 896, tespectively. Accumulated
amortization on these assets was $384,000 and(®1®8as of December 31, 1997 and 1996, respectively.
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7. Software development costs
Software development costs, net, consist of tHevahg (in thousands):

December 31,

1997 1996
Capitalized software development coSts.............. .. $ 9,028 $ 5,554
Accumulated amortization.........ccccceeeeveceeees e (1,502) (378)

Software development costs, net....................

Software development costs capitalized were $30004,$3,890,000 and $1,664,000 for the years ebdéedmber 31, 1997, 1996 and 1995,
respectively. Amortization of software developmensts capitalized was $1,124,000, $635,000, $40lf@Cthe years ended December 31,
1997, 1996 and 1995, respectively, and are includ#dn cost of revenue. During 1996, the Compamgte~off approximately $2.4 million

in fully amortized capitalized software developmeosts.

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

December 31,

1997 1996
COStuiiiiiiiiie e e $ 3,559 $ 2,425
Accumulated amortization.........ccccccvcvccceeees e (585) (366)

Amortization expense for goodwill was approximat®B19,000, $168,000 and $270,000 for the yearsceBeéeember 31, 1997, 1996 and
1995, respectively. For the year ended Decembet @5, the Company recorded amortization expen$d 6,000 for other intangible ass
that were fully amortized by December 31, 1995.

As discussed in Note 11, during 1996 and 1995Cimapany reduced the valuation allowance (agairfstrighel tax assets) that was set up in
connection with the acquisition of Power SystemAugust 1993. This resulted in a corresponding cédo of goodwill of $109,000 and

$525,000 during the years ended December 31, 1998395, respectively, and other intangible adse$829,000 during the year ended
December 31, 1995.

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

December 31,

Accrued vacation, severance and other benefits.....
Accrued compensation and payroll taxes.............
Other accrued expenses...........cccceeeveveeenn.
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10. Notes payable and financing arrangements
Notes payable and financing arrangements constbedbllowing (in thousands

December 31,

1997 1996
Lines of credit with bank........ccccovcneecee $9,032 $2,582
Notes payable to related parties........cccceeeee. L 185 202
Capital lease obligations........ccccccceeeeees s 442 606
Total notes payable and financing arrangements... L. 9,659 3,390
Less amounts payable within one year.............. L. (9,240) (2,768)
Long-term portion.......cccccvvvevcveeccieeees e $ 419 $ 622

Lines of Credit

The Company maintains, through its subsidiaries, Iltes of credit that provide for borrowings uphtb4.0 million to support foreign letters
of credit, margin requirements or foreign exchaogetracts and working capital needs. The first, ltheough Power Systems, of $7.0 million
is 90% guaranteed by the Export-Import Bank ofiin¢éed States ("EXIM") and is collateralized by Ravystems' contract receivables and
inventory. The line provides for borrowings up @8 of eligible receivables and 60% of unbilled reables. The outstanding borrowings
under the Power Systems line at December 31, 189 $4,943,000. The second line, through Processi@ts, of $7.0 million is
collateralized by substantially all of Process $iohs' assets and provides for borrowings up to 8s#igible receivables and 20% of
inventory (limited to $500,000). The outstandingrbwings under the Process Solutions line at Deegr8b, 1997 were $4,090,000. The
weighted average interest rate on these borrowirgs8.3%, 8.25% and 8.5% for the years ended Deze@ih 1997, 1996 and 1995,
respectively.

In November 1997, the Process Solutions line wasnaled to permit the use of loan proceeds to supp@rvorking capital needs of Erudite
Software. In connection with this amendment, Emidibftware became fully liable for amounts outsiiagdinder the line and substantially
of its assets were pledged as collateral.

In March 1998, the Company entered into agreemeititsthe bank whereby each of the Power Systemdaocdess Solutions lines of credit
was conditionally extended through June 30, 192Baatemporary $1.5 million over-advance limit watablished for the Process Solutions
line. In connection with the aforementioned agre@neencerning the Process Solutions line, the Campas arranged for certain guaranties
to be provided on its behalf to the bank by GPt&tji@as and ManTech. The aforementioned agreemertooing the Process Solutions line
also provides for: (i) an increase of the applieahterest rate from the prime rate to the primie pdus 1.00% or from LIBOR to LIBOR plus
3.00%, as the case may be, and (ii) a reductidindravailable borrowing level, and a repaymentutéanding borrowings above such level,
in the event of the Company's sale or transfeedafn assets. The Power Systems line continuksdpinterest at the prime rate or LIBOF
the Company's option.

The aforementioned lines of credit also containadercovenants which restrict the Company from, agnather things, incurring additional
indebtedness, entering into merger, consolidatraacquisition transactions, disposing of all orsahbtially all of its assets, creating liens on
assets, and creating guaranty obligations. FurtherCompany is required to comply with certairafinial ratios, including minimum levels
tangible net worth and cash flow to fixed obligapand is also required to provide the bank wéttiain periodic financial reports. The
Company was in violation of the cash flow coveregtéeo and the tangible net worth covenants as aeDwer 31, 1997 and is probable of
violating these covenants as of March 31, 1998.@rk has waived such covenant
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violations at December 31, 1997 and March 31, 1888®uld a violation of any loan covenant occurrat fature measurement date, the bank
would have the right to declare an event of defauld the loans would be payable on demand.

Other debt

The Company entered into capital lease agreemengsdperty, furniture and equipment, totaling $00®, $313,000, and $90,000 during

years ended December 31, 1997, 1996 and 1995 ctashe. These obligations bear interest at betw&#nand 11% per annum and ex
between 1998 and 2000.

Debt maturities

Aggregate maturities of debt as of December 317 £98 as follows: 1998, $9,240,000; 1999, $169,2000, $32,000; 2001, $25,000; 2002,
$27,000; and $166,000 thereafter.

11. Income taxes

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

Year Ended December 31,
1997 1996 1995
DOMESHIC..cciiiiiiiiiiiiie et e ($ 8,850) $ 3,884 $3,844
FOreign. .o e ($2,570) 968 1,849
Total ($11,420) $ 4,852 $ 5,693
The (benefit from) provision for income taxes id@ows (in thousands):
Year Ended December 3 1,
1997 1996 1995
Current:
Federal......oocoovvviviiiiiieieeeeeee $ (27) $(23) $ 210
State....ccooieiiiiii - 29 40
FOreign. oo (413) 642 508
(440) 648 758
Deferred:
Federal.....ccooeviiiiiiiciceieeee (2,388) 186 1,160
State..viiiiii e (229) 23 99
FOreign. oo 340 (148) -
(2,277) 61 1,259
$(2,717) $ 709 $ 2,017
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The (benefit from) provision for income taxes varieom the amount of income tax determined by apglyhe applicable U.S. statutory rate
to pre-tax
(loss) income as a result of the following:

Year Ended December 31,

1997 1996 1995
Statutory U.S. tax rate.......ccoceevvvvvveeenneee L (34.0)% 34.0% 34.0%
State income tax, net of federal tax benefit....... ... 2.7) 2.7 2.8
Effect of foreign operations............ccceeeeeeee. L 3.8 (6.6) 2.3
Amortization of goodwill and other intangible asset [T - - 5
Change in valuation allowance.........ccccccceeee.. L 7.8 (19.5) (3.4)
Research and development credit........ccccceeeee.. L - -- (1.4)
Others...cocoe 1.3 4.0 .6
Effective tax rate......ccoccevevvieevieceeeee. (23.8)% 14.6% 35.4%

At December 31, 1997, the Company had availableai20000 of federal net operating loss carryforsamtiich expire between 2007 and
2017. In addition, the Company had $338,000 ofifpréax credit carryforwards which expire betwe®0@ and 2001. These carryforwards
will be utilized to reduce taxable income in suhsag years. A portion of the net operating lossesevgenerated by certain of the
Predecessors prior to the formation of the Comparty as a result, there are limitations on the ansothat can be utilized to offset taxable
income in a given year.

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

December 31,

1997 1996
Deferred Tax De ferred Tax
Asset/(Liability) Ass et/(Liability)
CoNtract I0SS reSeIVES.....cccvvvvvcvvcicnee s $ 46 $ -
Property and equipment......ccccccvevvvcceenceees e 135 (135)
Accrued eXpenses..........ccveviveerinns e e 207 230
Net operating loss carryforwards..........coeeeeee. e 7,152 2,013
Book reserves not deductible for tax purposes...... L 458 859
Software development COStS.....ccovvvvvnicenncees e (2,762) (1,753)
Deferred revVenUe.......ccccccvvivvivvccccieeeee e 777
Cash to accrual adjustment.......cccocccvevvceeees e (71) (142)
Foreign tax CcreditS ....cccvevcvveevcieeiicees e 338 214
OtherS. i e (125) 147
5,378 2,210
Valuation allowance........cccccvvvevicvenneees e (1,078) (187)
$ 4,300 $2,023

During 1996 and 1995, the Company reduced the tiatuallowance by $1,033,000 and $1,619,000, resmdy, of which $109,000 and
$1,354,000, respectively, reduced goodwill and mithiangibles arising out of the acquisition of RevBystems. The valuation allowance at
December 31, 1997 primarily relates to the futuiiézation of foreign net operating loss carryfomata and foreign tax credits that the
Company has determined are not realizable atithis t

Management believes that it is more likely thanthat the net deferred tax asset as of December98T, is realizable. The Company has tax
planning strategies available that include defesfalertain expenses for tax purposes and theo§aertain assets, net of liabilities, of Erudite
Software to generate tax gains.

F-17



GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

When combined with expected future taxable incaime tax planning strategies will enable the Compamgalize its net deferred tax asset.
Management will take these actions, if necessarpréserve the net deferred tax asset.

12. Capital Stock

As of December 31, 1997, the Company had 10,00a@@0shares of capital stock authorized, of wt8g00,000 are common stock and
2,000,000 are preferred stock. As of December 827 and 1996, there are no shares of preferred stastanding. The Board of Directors
has the authority to establish one or more clagépeeferred stock and to determine, within anyslaf preferred stock, the preferences, ri
and other terms of such class.

13. Stock options
Long term incentive plan

During 1995, the Company established the 1995 LBergn Incentive Stock Option Plan (the "Plan"), whiacludes all officers, key
employees and non-employee members of the CompRaogisl of Directors. All options to purchase sharethe Company's common stock
under the Plan expire ten years from the dateanitgand generally become exercisable in threelimstats with 40% vesting on the first
anniversary of the grant date and 30% vesting ch e&the second and third anniversaries of thatgtate, subject to acceleration under
certain circumstances. Under the original termthefPlan, the Company had reserved 425,000 shhcesnmon stock for issuance of stock
options, which amount was increased to 625,000shar1996 by action of the Company's directorssiadkholders.

Upon a determination in 1997 by the executive amdpensation committees of the Company's boardretuirs that the purposes of the
Company's 1995 Longerm Incentive Plan were no longer being met watbpect to those individuals holding nonstatutooglsoptions witt
exercise prices greater than the then-current magtee of the Company's Common Stock, the Compdieyed certain employees and non-
management directors who were holders of outstgnalions under the 1995 Long-Term Incentive PofedDecember 1, 1997 the
opportunity to exchange such options for replacerattk options at an exercise price of $3.875spare, the fair market value of the
Company's Common Stock at the close of businessairdate. Each option holder accepting such effes required to surrender his or her
existing option and enter into new stock optioneagnents whereby each option's three-phased vemtinag (40% vested as of the first
anniversary of the date of grant, 70% vested dseo$econd anniversary of the date of grant, af8al\@ested as of the third anniversary of
the date of grant) would re-commence as of Decemp#®97, the new date of grant. A total of 84 widlials were eligible to participate in
this replacement of options, and those individuatisting options had an average exercise pridgl8f26 per share prior to the replacement.
Of such individuals, 81 participated in the reptaeat of options, representing a total of 295,83ffooig which are included in the stock
option activity table as new options granted antioog cancelled.
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Stock option activity under the Plan is as follows:

Year Ended December 31,

199 7 1996 1995
Weighted Weighted Weighted
Average Average Average
Shares Exercise Price Shares Exercise Price Shares Exercise Price

period.......ccceveeeniiinnene 413,366 $13.61 297,516 $ 14.00 -- $ -
Options canceled (306,044) (11.57) (26,150) (14.07) - -
Options granted............c....... 487,693 4.12 142,000 12.89 297,516 14.00

Options outstanding, end of period.. 595,015 6.89 413,366 13.61 297,516 14.00

The Company accounts for grants under the Plandardance with APB 25, "Accounting for Stock IsstedEmployees,” and related
interpretations. Had compensation expense beemdetd based on the fair value at the grant dateaviards under the Plan consistent with
the method of SFAS 123, "Accounting for Stock Ba€ednpensation,” the Company's net income (loss)asat and diluted net income
(loss) per share would have been reduced (incrgésegproximately $(10,276,000) ($(2.03) per sha$8,601,000 ($0.71 per share), and
$3,219,000 ($0.79 per share) for the years endeeérleer 31, 1997, 1996 and 1995, respectively.

The fair value of each option is estimated on thie @f grant using a Black-Scholes option-pricinadel with the following weightedwverage
assumptions used for grants during the years eddedmber 31, 1997, 1996, and 1995, respectivehdelid yield of 0%, expected volatili
of 80%, risk-free interest rates of 6.51%, 6.31%d 6.15%, and expected terms of 6 years.

As of December 31, 1997, 1996, and 1995, respéytitreere were 86,442, 119,000, and 0 stock opte@scisable under the Plan, and the
Company had 211,634 shares of common stock resévéuke future grants under the Plan. The weighteetage fair value of options
granted during 1997, 1996 and 1995 was $3.00 @eesh9.55 per share and $10.44 per share, regggcths of December 31, 1997, the
weighted average remaining contractual life ofdp&ons outstanding was approximately 8 years.

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

In 1996, in exchange for services, the Companytgdhstock options to two consultants to acquir®@d0 shares of Common Stock in the
aggregate at an exercise price of $14.00. Thesgsyngere not made pursuant to the Plan. Theserspérpire on December 31, 2000 and
became exercisable in two installments with 50%ingsas of January 1, 1997 and the remaining 508ting as of January 1, 1998.

14. Commitments and contingencies
Leases

The Company is obligated under certain noncancelapérating leases for office facilities and equepin Future minimum lease payments
under noncancelable operating leases as of Dece3tth&097 are approximately as follows (in thousand

1998 2,765
1999 i 2]-.28
2003 and thereafter.........cocovcvvvvcecneeees Ll $6-500
Total.oooviiiiiii $15-831

The Company maintains its headquarters and leasedity of approximately 154,000 square feet iol@nbia, Maryland. However, in ord



to better meet the Company's expected facilitiggirements for the foreseeable future, the Compasyentered into agreements whereby
lease for its
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existing Columbia facility will be terminated arttetoperations presently occupying such facilitysateeduled to relocate into two separate
facilities during the second quarter of 1998; ofithese facilities will be in Columbia, Marylandpfaroximately 53,000 square feet) and will
be occupied by the Company's corporate headquafférss, the operations of Power Systems, as agllarious other Company operations;
the other facility will be in Baltimore, Marylan@dgproximately 33,000 square feet) and will be oedipy the operations of Process
Solutions. Each of the leases for these smallditfas has a term of ten (10) years. The Compatprded an accrual of $852,000 related
primarily to future lease commitments on the excgece of the current corporate headquarters tiigiravide no future economic benefit to
the Company.

During 1997, the Company sold equipment to a leggsompany for approximately $521,000 and leased bacequipment under an
operating lease. The future minimum rental paymargsncluded in the schedule above. The Compathyali record a gain or loss associ:
with this transaction.

Total rent expense under operating leases was G8@2, $1,876,000, and $2,487,000 for the yearecdecember 31, 1997, 1996 and 1!
Rent expense in 1996 is net of amortization of $3d@ and reversal of $1,103,000 of remaining extaxghty costs. Rent expense in 1995 is
net of amortization of $348,000 of excess facitiosts. At December 31, 1995, the Company had ad@&Lg51,000 of excess facility costs.

Letters of credit

As of December 31, 1997, the Company and certaits glibsidiaries were contingently liable undételes of credit totaling $318,000.
Further, the performance of certain of the Commaoystomer contracts is collateralized by perfomaaguarantees totaling $548,000 by its
subsidiaries' respective former parent organization

Contingencies

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

15. Related party transactions

In 1997, a subsidiary of the Company entered iettain agreements regarding the formation of & j@émture with a company organized in
the People's Republic of China. In connection whthinitial capitalization of this joint ventureaeh of ManTech and GP Strategies made
advances of $126,000 on behalf of the Company .lidbgity for these amounts is included in accruegbenses. These advances were ma
exchange for future considerations, including th&am for direct investment in the joint venture ldanTech and/or GP Strategies subject to
necessary approvals and consents in the PeoplelsolReof China. The operations of this joint varetuwvere immaterial during the year ended
December 31, 1997.

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

A subsidiary of the Company subleases office spaddanTech at market price based on square foatagé. For the years ended December
31, 1997, 1996 and 1995, such charges amountetlta®0, $67,000 and $46,000, respectively. A slidosi of the Company purchased
computer run-time from ManTech until April 1996;cbucharges amounted to $36,000 and $63,000 in 498@.995, respectively. GPC
historically has performed services as a subcotutran certain contracts of a subsidiary of the @any and that subsidiary may continue to
subcontract with GPC from time to time. For thergeanded December 31, 1997, 1996 and 1995, suclrsnct costs amounted to $0, $0,
and $51,000, respectively.

One of the Company's subsidiaries' bi-weekly paysgrocessed by a company whose owner is alsaebolder of the Company. Expenses
incurred for such payroll processing for the yearded December 31, 1997, 1996 and 1995 were $6%6QM000, and $42,000, respectively.
The Company subleases a portion of one of itsifiesilto this related party. Sublease paymenthiby¢lated party were approximately
$4,700, $4,000 and $3,000 for the years ended Disee8i, 1997, 1996 and 1995, respectively.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

In November 1993, the three founding stockholdéiisradite Software sold an aggregate of 2,000 shafeommon stock on a pro-rata basis
to two other individuals in exchange for demancesdbtaling $200,000 with no stated interest rEbese notes were collateralized by the
shares of common stock received by the two indafsluThe founding stockholders immediately transf@ithe $200,000 in notes receivable
from the new stockholders to Erudite Software int@nge for notes due from Erudite Software on delwéth no stated interest rate. For
financial reporting purposes, the notes receivabi® the new stockholders were included as a datazkholders' equity in the
accompanying financial statements until such tisiéha notes receivable were fully collected andstigres of common stock no longer
represented collateral against the notes. Foréhe gnded December 31, 1995, the notes receivaintestockholders were reduced through
cash receipts of $15,000 and through services geovio Erudite Software of $58,000. The servicesiged to Erudite Software have been
valued based upon salaries, bonuses and commissaomsd by these two individuals. These notesvabks were reduced to $0 during the
year ended December 31, 1995. For the years endeehiber 31, 1996 and 1995, cash payments to theifaistockholders in satisfacti

of the note payable totaled $189,000 and $11,@pactively.

16. Employee benefits

In 1996, the Company began the process of termigét defined benefit plan for the union employdéw® assets in this plan were
distributed on September 3, 1997. The Companyédwgnized expense of $124,000 during 1996 relatélukettermination of the plan. Net
periodic pension expense of $29,000 was recogriaetie year ended December 31, 1995.

The Company also has a qualified defined contrilbugilan that covers substantially all employeesamdplies with Section 401(k) of the
Internal Revenue Code. Under this plan, the Compatipulated basic contribution matches a pordibtihe participants' contributions based
upon a defined schedule. Contributions are invelsyeah independent investment company in one oerabseveral investment alternatives.
The choice of investment alternatives is at thetila of each participating employee. The Compaogtgributions to the plan were
approximately $524,000, $671,000, and $484,00Q¢laes ended December 31, 1997, 1996 and 1995 ctasbe.

The Company recorded a net charge for severancethademployee obligations of $1.1 million in cetion with cost reduction efforts
initiated to offset the impact of a decrease int@st revenues. Of this charge, $976,000 was exqukad of December 31, 1997.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
17. Financial information by geographic area

The Company operates in a single industry segnitatesigns, develops and delivers business anshédofly solutions to the energy, process
and manufacturing industries worldwide. Revenuerating income and identifiable assets for the Camys United States, European and
Asian operations are as follows (in thousands):

Year Ended December 31, 1997

Unit ed States Europe Asia Elim inations  Consolidated
Revenue.........cccocviveiiiiiciins $ 70,580 $ 5,907 $ 3,224 $ - $ 79,711
Transfers between geographic locations...... 1,582 -- 1,314 (2,896) --

Total revenue..........................._._._.. $ 72£62 >__$_IS____5_,907 ______ $ . 4,538;_ $ (2896) “;—_7_;3,711
Loss from operations o $ (6,930) $ (3249 $(2,173) $ - - $(9,427)
Identifiable assets............ccccecueeene _ $ 50,296 $ 3,686 $ 2,111 $ - (7,731) $ 48,362

Year Ended December 31, 1996

Unite d States Europe Asia Elim inations  Consolidated
""" 83263 $ 9026  $3744 § T - $96033
659 - 622 (1,281) -
83922 $9026 ------ $ y 4,366__ $ (1281) $96033
Income from operations.............c........ $ 3,832 $ 1,267 $ (452) $ - 198 $ 4,845
Identifiable assets 54,584 $ 6,416 $ 3,057 $( N 13,051) $ 51,006

Year Ended December 31, 1995

Unite d States Europe Asia Elimi nations Consolidated
""" 87000 $ 7,050  $2001 § T $96,060
1,173 - - (1,173) -
88182 $ 7050  § 2001 (1173)  $96,060
Income from operations..................... $ 5,028 $ 1,628 $ 7 $ (351) $ 6,312
Identifiable assets.....................f.. $ 49,958 $ 7,298 $ 2,337 $ - (4,905) $ 54,688

The Company has intercompany distribution arrangesngith its subsidiaries. The basis of these gmarents, disclosed as transfers
between geographic locations, is principally atkeaprices.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

Domestic and export sales from the Company's UrStatks operations in thousands of dollars andp@scentage of revenue are as follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
1997 1996 1995
DOMESHC. ..o $52,365 72.6% $47,868 57.5% $45,222  52.0%
Export:
GEIMANY...coiiieiiiii e 2,791 3.9 9.236 11.1 8,039 9.2
Remaining Western Europe.......ccccooeeeeeee L 1,748 2.4 2,806 3.4 12,400 14.3
RUSSIA. oo 6,074 8.4 7,716 9.2 9,135 105
Remaining Eastern Europe.......cccceeeeeeee 6,481 9.0 11,070 13.3 4,547 5.2
ASIBiciiiiiii 1,278 1.8 3,910 4.7 6,853 7.9
South America and others........cccoceeeeee. L 1,425 19 657 8 813 0.9
$72,162 100.0% $83,263 100.0% $87,009 100.0%

18 Fourth quarter data

During the fourth quarter of 1997, the Company msaleeral adjustments which are material to thetfioguarter results. These adjustments
include an $852,000 accrual related primarily tiufe lease commitments on excess space of the redegreadquarters that will provide no
future economic benefit to the Company, $450,00@igation costs, an additional $230,000 in anmation of capitalized software
development costs, additional allowances of appnasely $800,000 to reduce accounts receivablerarehtory to their estimated net
realizable value, approximately $1,000,000 in fgneturrency transaction losses associated withciotepany transactions which have been
negatively impacted by the poor financial condisiarf Asian markets and approximately $240,000 doice certain nogurrent assets to the
estimated net realizable value. The aggregate ingfdbese adjustments was to increase the lossdaefcome taxes, net loss and basic and
diluted loss per common share for the fourth quédayeapproximately $3,572,000, $2,250,000 and $&rdcommon share, respectively.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.
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GSE SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
PART 1lI

The information required in response to Items 10,1P and 13 is hereby incorporated by referen¢bednformation under the captions
"Election of Directors", "Principal Executive Offics of the Company Who Are Not Also Directors", Bentive Compensation”, "Voting

Securities and Principal Stockholders", "Securityr@rship of Management", and "Certain Related Taetisns" in the Proxy Statement for
the Company's 1998 Annual Meeting of Stockholders.
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K.
(a)(2) List of Financial Statements
The following financial statements are includedtém 8:
GSE Systems, Inc. and Subsidiaries

Report of Independent Accountants

Consolidated Balance Sheets as of December 31,d897996 Consolidated Statements of Operationsdan of the three years in the
period ended December 31, 1997

Consolidated Statements of Stockholders' Equityfi¢iefor the years ended December 31, 1997 argbXhd 1995 Consolidated Statements
of Cash Flows for the years ended December 31, 48671996 and 1995

Notes to Consolidated Financial Statem

(a)(2) List of Schedules

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

(a)(3) List of Exhibits

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

No reports on Form-K were filed during the quarter ended Decemberl39,7.
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SIGNATURES

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

GSE Systems, Inc.

By: /s/ CHRISTOPHER M. CARNAVOS

Christopher M. Carnavos
Director and President

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

Sighatures Title Date

/s/ JEROME I. FELDMAN Chairman of the Board March 31, 1998

Jerome I. Feldman

/sl CHRISTOPHER M. CARNAVOS Director and President March 31, 1998
(Principal Executive Officer)

Christopher M. Carnavos

/s/ ROBERT W. STROUP Executive Vice President, Secretary & Treasurer March 31, 1998
(Principal Financial and Accounting Officer)

Robert W. Stroup

/sl EUGENE D. LOVERIDGE Director and Senior Vice-President March 31, 1998

Eugene D. Loveridge
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/sl

HANS |. EBENFELT

/sl

Hans I|. Ebenfelt

SHELDON L. GLASHOW

/sl

Sheldon L. Glashow

JOHN A. MOORE, JR.

/sl

John A. Moore, Jr.

GEORGE J. PEDERSEN

/sl

George J. Pedersen

MARTIN M. POLLAK

/sl

Martin M. Pollak

SYLVAN SCHEFLER

Sylvan Schefler

Director

Director

Director

Director

Director

Director

29

March 31, 1998

March 31, 1998

March 31, 1998

March 31, 1998

March 31, 1998

March 31, 1998



EXHIBIT INDEX

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

incorporated by reference.
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10.17 (5) * Employment Agreement dated as of May 17, 1996 by and
between GSE Systems, Inc. and Daniel Masterson
effective May 22, 1996

10.18 (6) * Employment Agreement dated as of May 2, 1996 by and
between EuroSim AB and Lar s-Goran Mejvik effective July
1, 1996

10.19 (7) * Letter Agreement dated Jan uary 8, 1997 between GSE
Systems, Inc. and Christop her M. Carnavos

10.20 (7) * Agreement dated as of Apri I 3, 1997 between GSE
Systems, Inc. and William E. Kuhlmann

10.21 (7) Amendment Number Two to Am ended and Restated Letter of
Credit, Loan and Security Agreement between CoreStates
Bank, N.A. and GSE Process Solutions, Inc. (dated as of
November 11, 1997)

10.22 (7) Lease Termination Agreemen t between 8930 Stanford
Boulevard, L.L.C. and GSE Power Systems, Inc. (dated as
of January 30, 1998)

10.23 (7) Indemnification Agreement between Genus Corporation and
GSE Power Systems, Inc. (d ated as of February 2, 1998)

10.24 (7) Office Lease Agreement bet ween Sterling Rutherford
Plaza, L.L.C. and GSE Syst ems, Inc. (dated as of
February 10, 1998.)

10.25 (7) Lease Agreement between Re d Branch Road, L.L.C. and GSE
Systems, Inc. (dated Febru ary 10, 1998)

10.26 (7) Letter Agreement dated Mar ch 6, 1998 between CoreStates
Bank, N.A. and GSE Power S ystems, Inc.

10.27 (7) Letter Agreement dated Mar ch 6, 1998 between CoreStates
Bank, N.A. and GSE Process Solutions, Inc.

111 (7) Statement regarding comput ation of earnings per share

211 (7) Subsidiaries of Registrant

23.1 (7) Consent of Independent Acc ountants

24.1 (7) Power of Attorney for Dire ctors' and Officers'
Signatures on SEC Form 10- K

99.1 (3) Form of Right of First Ref usal Agreement

(1) Previously filed in connection with the GSE t&yss, Inc. Form S-1 Registration Statement as filitd the Securities and Exchange

Commission on April 24, 1995 and incorporated helsi reference.

(2) Previously filed in connection with Amendmen.NL to the GSE Systems, Inc. Form S-1 Registré&iatement as filed with the
Securities and Exchange Commission on June 14, 48@%ncorporated herein by reference.
(3) Previously filed in connection with Amendmen.\B to the GSE Systems, Inc. Form S-1 Registra&8itatement as filed with the
Securities and Exchange Commission on July 24, a@@5ncorporated herein by reference.

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

(5) Previously filed in connection with the GSE f&yss, Inc. Forms 8-K and 8-K-A as filed with thec&eties and Exchange Commission on
June 5, 1996 and June 13, 1996, respectively,ramdporated herein by reference.

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

(7) Filed herewith.

* Management contract or compensatory plan.
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EXHIBIT 10.19
GSE SYSTEMS, INC.

FORM 10-K
For the Year Ended December 31, 1997
January 8, 1997
Mr. Christopher M. Carnavos
Dear Chris:

| am pleased to confirm our offer and your accegtasf employment with GSE Systems, Inc., in thetesof Senior Vice President. Your
responsibilities will be to act as the general nggmaf the Company's Process Industry StrategitnBas Unit and other matters as reasor
requested. In this capacity you will report dirgdtd me.

| have set forth below the specifics of our offks.we have discussed, the precise terms of ank sfaion grant and any bonus plan are the
purview of the Executive Compensation CommittethefBoard of Directors. Therefore, we are not auttyein a position to bind the
Company regarding those matters. However, thearéer below to those two matters is intended tordeswhat my recommendation will be
to the Committee upon employment.

Your compensation shall include an annual sala§135,000 per year. You will also receive a hitimus in the gross amount of $30,000.
This will be paid in two equal installments of $a80 on April 1 and July 1, 1997, respectively. thiigion, you will qualify for the executive
bonus program which | will be recommending to tlmaRil's Executive Compensation Committee shortplect this program will enable
you to earn as much as 30% of you salary in anaroash performance bonus. The performance crisbad be tied to three princip

factors: 1) the financial performance of the Compas a whole; 2) the financial performance of thsibess you will be managing; and 3) the
attainment of certain prescribed personal goaladhtition, | will recommend to the Executive Compation Committee that you be granted
options to acquire 23,000 shares of Company stoekcordance with the Long Term Compensation Alaa.exercise price for these options
will be the market value at the time of employméiite options shall vest over a thigear period at the rates of 40%, 30% and 30% atitl

of years one, two and three. Due to the potertiaitfe market price to fluctuate above or belowitgent price of $9.50, the Company shall
have the right to adjust the number of shares basesignificant changes in the market.

As you know, this offer is for "at will"* employmenrather than a specified period of time. Thereforeesponse to your desire for some
reasonable severance arrangements should the siiaee arise that the Company no longer desiressgsuices, this offer includes a six
month severance provision. Should the Company tertaiyou without cause, you will be entitled to mpayt of your salary for a period of ¢
additional months. In this context "cause" shaltlbéined to include only the following: 1) intential misconduct; 2) gross negligence; 3)
commission and subsequent conviction of a crimiff@nse; and 4) some other type of intentional bihiahat significantly damages the
Company. This provision for severance shall nofyafyou voluntarily leave the Company.

The relocation package will consist of the reimlanent of both the moving expenses and the closiats dor both the sale of your current
home as well as the purchase of your new home. Wégnoss up" the calculation of those reimbursetngayments which will be taxable to
you so as to take your payment of income taxesantount. We will also pay for temporary living exyses for a period of up to six mon
and or mortgage assistance to a combined maximumarinof $14,400. Additionally, in the event thag thale of your Atlanta home is less
than what you paid for it approximately three ané-half years ago (not including closing costsg, @ompany shall pay to you 75% of such
loss up to a total payment by the Company of $25,8@ interest free bridge loan in
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the amount of $85,000 will be provided by GSE ia #vent that you purchase a new home prior todteed$ your existing home. This loan
will be due and payable on the earlier of the sélgour existing residence or six months from tbenmencement of your employment. This
agreement will be covered by a promissory notewhiabe provided as agreed to by both parties. Widlibe responsible for the tax
consequences on the inputted interest of the biage

As an executive in the Company, you will also reedhe following benefits:

o Reimbursement of country club dues up to $4,G00/par

o Car allowance of $600 per month;

o Executive term life insurance coverage (3x salary

o Company paid medical and dental plan with altgxisting conditions waived

0 Reimbursement for the use of business commuaitatind productivity tools such as a mobile phaorteaahome fax;
o Executive vacation policy.

o Company provided gas credit card

In addition, you will receive other Company benefitich are as follows:

o Participation in the Company's 401(k) Plan

o Coverage by the Company's sick leave and shart-désability policies
o Company paid holidays

o Travel insurance

o Long term disability program

0 Supplemental Life Insurance

o Personal Accident Insurance

We all look forward to the commencement of your Eapment on Thursday, January 9, 1997. If you hawequestions feel free to contact
me or Debbie Caddy at
(410) 312-3644.

Sincerely,

/S/ William E. Kuhlmann

Offer accepted by: Sta rt Date

/S/ Christopher M. Carnavos Jan uary 9, 1997




EXHIBIT 10.20
GSE SYSTEMS, INC.

FORM 10-K
For the Year Ended December 31, 1997
AGREEMENT

This Agreement (this "Agreement") effective as @irih3, 1997, is made by and between William E. Kuodnn (the "Employee”), and GSE
Systems, Inc., a Delaware corporation (the "Company

WITNESSETH:

WHEREAS, Employee has served as Chairman of thedBafaDirectors and Chief Executive Officer of tiempany pursuant to the terms
and conditions of an Employment Agreement betweaaplayee and the Company dated July 26, 1995 (thepl&y/ment Agreement");

WHEREAS, the parties have agreed that Employeé s#sagin as Chairman of the Board and Chief Exgeudfficer and shall assume the
responsibilities outlined hereunder; and

NOW, THEREFORE, in consideration of the foregoimgmises and the covenants herein contained, thiepagree as follow:

1. Statement of Intentions and Resignation. Thaégsaunderstand and agree that this Agreementdadied to apply in lieu of the application
of

Section 8(b) (Termination Without Cause) and SecéidSeverance Payments) of the Employment Agreemenordingly, in lieu of the
invoking a Termination without Cause (as such tergefined in the Employment Agreement), the pardigree that the Employee hereby
resigns as Chairman of the Board of Directors ahig¢ftExecutive Officer of the Company, and heredsigns as an officer and/or director of
any and all of the Company's subsidiaries. Thagmdgree that the Employee shall no longer beegtdir of the Company and shall not be
entitled to participate in Board of Directors mags.

2. Employment as Chairman Emeritus. Nothwithstagdire aforementioned resignations of the Employdiesstorships and officer positio
with the Company, Employee shall remain employethieyCompany and shall be promoted to the positfd@€hairman Emeritus.” In this
role, Employee shall perform such duties as arglémt and commensurate with such position and asheanutually agreed by him and the
Board of Directors of the Company and/or the Chanrof the Board.

3. Compensation.

A. Initial Payment. In consideration of enteringainhis Agreement, Employee shall receive fromG@oepany, upon the execution hereof, an
initial lump sum payment equal to two (2) monthasd salary and the present value of any benefifgdy®e would normally receive under
the Employment Agreement for such period includimgt, not limited to, country club dues, car allowangas credit card, car phone and
mobile phone, insurance benefits, and 401(k) platching.

B. Salary and Benefits. Through April 2, 1998, Eaygle shall receive a base salary of $235,000 prmanpayable bi-weekly. In addition,
Employee shall participate in or received all bésefhich he is currently receiving under the Enyph@nt Agreement through April 2, 1998
including, but not limited to, the payment of cayntlub dues (payable in December 1997 with resuetd98), car allowance, gas credit
card, car phone and mobile phone, insurance benafitl 401(k) plan matching. In the event of a @easf Control (for purposes of defining
this term, Paragraph 1.c. of the Employee's Nomstgt Stock Option Agreement dated July 27, 1998l d¥e incorporated herein by
reference), the Employee shall, within five (5) slageceive a lump sum equivalent to all remainilgry and related benefits that would have
otherwise been paid through April 2, 1998.



4. Stock Options; Bonuses. Employee has 30,000stedetock options outstanding as of April 3, 199,000 of these shares shall be fully
vested and exercisable as of August 1997. The aE00 shares shall not vest. In all other respacich options shall be governed by the
terms of the Company's 1995 Long Term Incentive Rlad the Employee's Option Agreement. Employeb sbabe entitled to participate
any other incentive bonus plans, programs, arrapg&rand practices sponsored by the Company.

5. Mutual Releases.

A. By the Company. In consideration for the promjamdertakings and covenants of the Employeestdsith herein, the receipt and
sufficency of which are hereby acknowledged, then@any hereby releases, discharges, and acquitsolgegbf and from any liability,
contracts, suits, demands, claims, debts, actiosses, damages or causes of action of whatsoawkrkd nature, known or unknown,
accrued or unaccrued, which the Company has orlraag against the Employee and all other relatesbperand entities, from the beginning
of the world up to and including the date firstttem above, from every matter, cause or thing vadeatsr.

B. By the Employee. In consideration for the prasisundertakings and covenants of the Compantdsrth herein, Employee, intending
to be legally bound hereby, for himself and hig$iesuccessors, administrators, executors andnasssiges hereby fully release, remise and
forever discharge the Company, all corporationgrotlad by, intertwining with or under common casitof the Company, its shareholders,
officers, board memebers, directors, attorneysemsmtatives, assigns, successors, partners, emeglayd other agents, as agents and as
individuals, of and from any liability, contractjits, demands, claims, debts, actions, lossesagkesror causes of action of whatsoever kind
and nature, known or unknown, accrued or unaccwbith Employee has or may have against the Comadyall other related persons
and entities, from the beginning of the world umtal including the date first written above, fromely matter, cause or thing whatsoever,
including, but not limited to, all matters arisiogt of or relating to Employee's employment with tbompany or his termination from said
employment, including but not limited to all claim&ich Employee may have under any and all fedstate and local laws, regulations,
ordinances or common law, specifically includingthaut limitation, the Maryland Human Relations A€title VIl of the Civil Rights Act of
1964, and the Age Discrimination in Employment R&DEA"), all claims for wrongful discharge or chas that the Company dealt unfairly
with Employee, in bad faith, or in violation of angreement expressed or implied, that may havéeekizetween Employee and the
Company, and all claims for personal injury, emuadildistress, pain and suffering.

6. Employment Agreement. In all other respectsiéhms of the Employment Agreement, including battlimited to the covenant of non-
competition, shall apply as if there was a Ternamatvithout Cause on April 3, 1997.

7. Entire Agreement. This Agreement representettige agreement between the parties hereto aretsages all prior agreements,
understandings and arrangements, oral or writtelwyden the parties hereto with respect to the stibjatter hereof. This Agreement cannot
be modified, waived or amended except as may beatiytagreed to by the parties in writing.
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IN WITNESS WHEREOF, this Agreement has been dubycexed under seal as of the date first above writte

GSE Systems, Inc.

/S/ MICHAEL J. CROMWELL, I (SEAL)
By: Michael J. Cromwell, Il Director
/S/ WILLIAM E. KUHLMANN (SEAL)

William E. Kuhlmann



EXHIBIT 10.21
GSE SYSTEMS, INC.

FORM 10-K
For the Year Ended December 31, 1997

AMENDMENT NUMBER TWO TO AMENDED AND
RESTATED LETTER OF CREDIT, LOAN AND SECURITY AGREEM ENT
AND PROMISSORY NOTE

This AMENDMENT NUMBER TWO ("Amendment Two") to Ameiled and Restated Letter of Credit, Loan and SegcAgteement and
Promissory Note is made and effective as of thtk #ihy of November, 1997 by and between GSE Prdgelssions, Inc., a Delaware
Corporation (the "Borrower") and CoreStates Banld.Nthe "Bank").

BACKGROUND

WHEREAS, the Borrower and the Bank entered intéd\arended and Restated Letter of Credit, Loan andif8gAgreement dated as of
October 13, 1995 pursuant to which the Bank agreéehd up to $7,000,000 to the Borrower for theppses set forth in Section 11.2 thereof
(the Amended and Restated Letter of Credit, LoahSecurity Agreement is herein referred to as timath Agreement") and as amended by
Amendment Number One to the Loan Agreement datbdugey 23, 1996 ("Amendment One"); as used hernttie term "Loan

Agreement” shall mean the Loan Agreement as amelnglésnendment One. In connection with Amendment,Gine Borrower and the

Bank amended the $7,000,000 Promissory Note datefl@ctober 13, 1995, (the "Note").

WHEREAS, the Borrower has requested that the Bartkér amend the Loan Agreement to permit the Begrdo advance funds to another
subsidiary of its parent company, GSE, for the psepof furnishing working capital to such subsigi@SE Erudite Software, Inc.
("Erudite").

WHEREAS, the Bank is agreeable to such an amendaometite conditions that the advances do not extteedmount of the Commitment,
are evidenced by a Master Note in the amount of @ibment, which Master Note is duly pledged to trenB, and Erudite becomes fully
liable to the Bank for all amounts due under thar.dgreement and the Note and such liability isisstt by a first lien on the assets of
Erudite. The Bank will, if such conditions are madd the collateral so provided by Erudite to tledla@eral Value for purposes of determin
Available Commitment; and

WHEREAS, the Borrower has requested and the Baagriseable, to add a LIBO Rate interest rate oftioadvances under the Loan.
WHEREAS the Borrower and the Bank have agreed ®nainthe Loan Agreement on the terms, and subjebetoonditions set forth herein.

NOW THEREFORE, the Borrower and the Bank, in coasition of the mutual agreements herein and othed @nd valuable consideratic
intending to be legally bound, hereby agree ag¥il



|. DEFINED TERMS

1. All capitalized words used herein shall havertteaning ascribed to them in the Loan Agreemenésgrsuch terms are defined herein, in
which case they shall have the meaning ascribéketo herein.

II. DEFINITIONS

2. The following Defined Terms in Section 1.1 of thoan Agreement are hereby added to the Loan Aggeeor, if presently in the Loan
Agreement are hereby deleted and replaced witfotloaving:

"Application and Agreement for Standby Letter o@it" shall mean an Application and Agreement f@tandby Letter of Credit in
substantially the form attached hereto as Exhikéindl made a part hereof, or in such other form vlsigrovided by the Bank to the
Borrower or Erudite as the form of Application aikgreement which is then in use by the Bank in catinga with the issuance of its Standby
Letters of Credit, which is executed by the BorroweErudite and delivered to the Bank in connettidgth a request for the issuance of a
Standby Letter of Credit.

"Base Receivables" shall mean the aggregate facerstmf Receivables, excluding General Intangibdsso which the Borrower or Erudite
has acquired title, the Bank has acquired a frisfripy, perfected security interest, and the Bareo or Erudite has invoiced the Account
Debtor in accordance with the terms of the relexantract which provides for billing on the basigvilestone Payments and furnished the
Bank with information deemed by the Bank in the Basole discretion adequate for the purpose diiatiag whether or not such Base
Receivables are Eligible Receivables hereunder.

"Borrowing Certificate" shall mean a Certificatentaining all of the information contemplated by fbem attached hereto as Exhibit AA and
made a part hereof.

"Borrower's Obligations" shall mean, collectivellge Loan Obligations and the Letter of Credit Oafigns, together with all other sums due
from the Borrower to the Bank under the terms effimancing Documents and the Erudite Obligations.

"Eligible Receivable" and "Eligible Receivables'aiimean, at any time of determination thereof,dblective reference to each Base
Receivable which conforms and continues to confartihe following criteria to the satisfaction oktBank: (a) the account arose in the
ordinary course of the Borrower's or Erudite's eesipe businesses from a bona fide outright saleame of goods by the Borrower, or from
services performed by the Borrower or Erudite, eesigely; (b) the account is based upon an enféreearitten order or contract for goods
delivered or for services performed; (c) the retigeditle of the Borrower or Erudite to the accoismabsolute and is not subject to any prior
assignment, claim, lien, or security interest, @k¢germitted Liens or liens permitted under thediieuSecurity Agreement, and the Borrower
or Erudite otherwise has the full and unqualifiedpective right and power to assign and grant @arisgdnterest in it to the Bank as security
and collateral for the payment of the Borrower'sigattions; (d) the amount shown on the respectivakb of the Borrower or Erudite and on
any invoice, certificate, schedule or statemenivdetd to the Bank is owing to the Borrower or Breidnd no partial payment has been
received unless reflected with the delivery of simloice, certificate, schedule or statement; ife)@amount of the account has been reduc
the amount of any claim of reduction, counterclasetoff, recoupment, or other defense in law oiitggar any claim for credits, allowances,
or adjustments by the Account Debtor because ofmetl, refused, inferior, or damaged goods or isfaatory services, or for any other
reason; (f) the account is not outstanding mora 8tcalendar days from the original date of the
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original invoice therefor or more than 60 calendiays from the original due date therefor; (g) tbecaint does not arise out of a contract v
or order from, an Account Debtor that, by its terfesbids or makes void or unenforceable the assant by the Borrower or Erudite to the
Bank of the account arising with respect thereip iie Account Debtor is not a Subsidiary or othffiliate of the Borrower or Erudite,
without the prior written consent of the Bank;n@ither the Borrower nor Erudite is indebted in amnner to the Account Debtor, with the
exception of customary credits, adjustments andi&mounts given to an Account Debtor by the BornowreErudite respectively in the
ordinary course of its business; (j) no part ofdleount represents a retainage; (k) the Accownwes in U.S. Dollars or in major foreign
currency where an appropriate hedging transacsiam place; () the account is not owing by any éuat Debtor for which fifty percent
(50%) or more of such Account Debtor's total actsulue to the Borrower or to Erudite respectivahg, non-Eligible Receivables; (m) the
account is not an International Receivable, urlessentire amount of the payment obligation represeby the account is secured by (1) an
irrevocable commercial letter of credit denominate®ollars (or such foreign currency as the Ban#ét the Borrower may agree) in form and
substance satisfactory to the Bank issued or guefirby a financial institution acceptable to thelgahe proceeds of which letter of credit
have been assigned to the Bank or which letteraafitshall specifically provide that payment tharder shall be negotiated only at the
Bank's counters or, alternatively, made solely dinekctly to a Restricted Account or (2) foreignditénsurance in form and substance
satisfactory to the Bank, issued by the Export-ImBank of the United States, the proceeds of winishrance have been assigned to the
Bank; (n) no notice of the bankruptcy, receivershiorganization or insolvency of the Account Delaiwing such account has been received
by the Bank or the Borrower or Erudite; (0) the Aignt Debtor is not the federal government or awlgfal governmental agency except tc
extent that such agency and the subject accousuidject to the Federal Assignment of Claims AdherFederal Assignment of Contracts
Act and the provisions of such Acts have been fadlynplied with; (p) the Account Debtor is not atstar a local government or a state or
local governmental agency unless any provisionatesor local law equivalent to the Federal Assigntrof Claims Act or the Federal
Assignment of Contracts Act has been fully compligth; and (q) the Bank in the exercise of its mable discretion has not deemed the
account ineligible because of uncertainty as tcctlditworthiness of the Account Debtor or becahseBank otherwise considers the
collateral value thereof to the Bank to be impaibedts ability to realize such value to be insecun the event of any dispute under the
foregoing criteria, as to whether an account i)as ceased to be, an Eligible Receivable, thesidecof the Bank in the exercise of its sole
and absolute discretion shall control.

"Erudite's Account" shall mean an account entitl8&E Erudite Software, Inc. Cash Collateral Acctutit4190-06553 with Bank.

"Erudite's Guaranty" shall mean a Guaranty Agredpieriorm and substance satisfactory to the Bdaked the same date as the Amendment
Two, executed and delivered by Erudite in favothef Bank assuring and guarantying the repaymethteoBorrower's Obligations (and
thereby becoming part of Borrower's Obligations)ressame may be amended, supplemented or othanediied, in accordance with the
terms thereof and the Loan Agreement.

"Erudite Master Note" shall mean the Master Notecdbed in the Background section hereof and imfand substance as attached hereto as
Exhibit BB and pledged to Bank.

"Erudite Master Letter of Credit" means a MastettéreCredit Agreement executed by Erudite prioth®issuance of any Standby Letter
Credit for the account of Erudite, which shall hdarm substantially similar to the Master LettéiGredit Agreement.
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"Erudite's Obligations" shall mean Erudite's oligas to pay the Borrower's Obligations by virtddeoudite's Guaranty from the proceeds of
the collateral pledged to the Bank by Erudite fer Borrower's Obligations or otherwise arising byteact or operation of law.

"Erudite Security Agreement" shall mean that cerécurity Agreement of Erudite of even date witd & form and substance as attache
Exhibit CC to Amendment Two.

"Eurocurrency Reserve Requirement” means for agyadapplied to a Eurodollar Loan, the aggregatbefates (such aggregate being
expressed as a decimal) of reserve requiremesf$dct on such day (including, without limitatidmgsic, supplemental, marginal and
emergency reserves under any regulations of thedBifasovernors of the Federal Reserve Systemhmardbovernmental Authority having
jurisdiction with respect thereto, as now and friimme to time hereafter in effect) for eurocurrefiggding (currently referred to ¢
"eurocurrency liabilities" in Regulation D of suBlvard) maintained by a member bank of the FedezabRre System, without benefit of
credit for proration, exceptions or offsets othemvavailable from time to time under such regutegio

"Eurodollar Loan" means any advance under the lovgrortion thereof when and to the extent the egerate thereof is determined by
reference to the LIBO rate.

"Financing Documents" shall mean, collectivelystAgreement, the Master Letter of Credit AgreemalhtApplications and Agreements for
Standby Letters of Credit and Standby Letters @difrissued pursuant thereto, the Promissory NiogeGSE Guaranty, the Erudite Guaral
the Erudite Security Agreement and any other docishénstruments, certificates and agreements wiiste been, are or are hereafter
executed and delivered by the Borrower or any dieeson in connection with any of the Borrower'sigaitions.

"General Intangibles" shall mean all general inthleg of every nature, whether presently existingereafter acquired or created, including
without limitation all books and records, claimsdfuding without limitation all claims for incomest and other refunds), choses in action,
contract rights, judgments, patents, patent licensademarks, trademark licenses, licensing ageatsnrights in intellectual property,
goodwill (including goodwill of the Borrower's ortidite's respective business symbolized by andcagsd with any and all trademarks,
trademark licenses, copyrights and/or service n)ar&galty payments, licenses, contractual righights as lessee under any lease of real or
personal property, literary rights, copyrights véss names, service marks, logos, trade secretsy@isireceived as an award in or settlement
of a suit in damages, deposit accounts, interagtsnt ventures or general or limited partnershifights in applications for any of the
foregoing, books and records in whatever mediagpagectronic or otherwise) recorded or storedhwéspect to any or all of the foregoing
and all equipment and general intangibles necessdrgneficial or desirable to retain, access angitocess the information contained in
those books and records, and all proceeds (cashamdash) of the foregoing.

"Governmental Authority or Authorities" shall meany nation or government, any state or other palisubdivision thereof, any
governmental or quasi-governmental entity, couttibunal including, without limitation, any deparént, commission, board, bureau,
agency, administration, service or other instruraligtof any foreign or domestic governmental gntéxercising executive, legislative,
judicial, regulatory or administrative functionsafpertaining to governmer

"Instrument"” shall mean a negotiable instrumentdgfted under Article 3 of the Uniform Commerdizide), a "certificated security” (as
defined under Article 8 of the Uniform Commercialde)



other than any certificated security evidencing exship in the Borrower or Erudite or any Subsidiaigither, or any other writing which
evidences a right to payment of money and is setfie. security agreement or lease and is of awjpeh is in the ordinary course of busin
transferred by delivery with any necessary indoesgm

"Interest Payment Date" means (A) as to any Pri@e Roan, the first day of each calendar month cenuimg on the first of such days to
occur after such Prime Rate Loan is made and (B) ary Eurodollar Loan, the last day of the Inteferiod pertaining to such Eurodollar
Loan.

"Interest Period" means with respect to any Eudaddloan: (1) initially, the period commencing dretborrowing or conversion date, as the
case may be, with respect to such Eurodollar Loahemding one, two or three months thereafter lasteel by the Borrower in their notice
borrowing, and (2) thereafter, each period comnrenon the last day of the immediately precedingrigdgt Period applicable to such
Eurodollar Loan and ending one, two or three motiithseafter as selected by the Borrower, provitiatithe Borrower has given its notice of
continuation; provided that, all of the foregoingyisions relating to Interest Period are subjedht following: (a) if any Interest Period
pertaining to a Eurodollar Loan would otherwise enda day which is not a Working Day, such InteRestiod shall be extended to the next
succeeding Working Day unless the result of sutereston would be to carry such Interest Period amother calendar month in which event
such Interest Period shall end on the immediatedggrling Working Day; and (b) if any Interest Penpertaining to a Eurodollar Loan beg
on the last Working Day of a calendar month (oaatay for which there is no numerically correspagdiay in the calendar month at the

of such Interest Period), such Interest Period €mal on the last Working Day of a calendar month.

"International Receivable" means an account whicdesa out of a transaction between the Borrowétradite and an Account Debtor who
meets at least one of the following criteria: (A® tAccount Debtor is a non-United States (i) gorent, (i) government-controlled business
or (iii) governmental agency, (B) the Account Delitonot subject to the jurisdictions of the casystems of the United States and any state
of the United States and/or (C) the Account Debites not maintain in the United States an officethach such account is invoiced and
tangible assets with a book value equal to at faaest

(5) times the aggregate accounts owed by such Atdoebtor.

"Inventory" shall mean all of the respective innaqtof the Borrower or Erudite and all respectiight, title and interest of the Borrower or
Erudite in and to all of its now owned and hergadiEjuired goods, merchandise and other persoapépy furnished under any contract of
service or intended for sale or lease, includinigheut limitation, all raw materials, inventory adéd work-in-progress, finished goods and
materials and supplies of any kind, nature or deson which are used or consumed in its business®or might be used in connection with
the manufacture, packing, shipping, advertisinflingeor finishing of such goods, merchandise atlteolicenses, warranties, franchises,
general intangibles, personal property and all doamnits of title or documents relating to the santeahproceeds (cash and non-cash) of the
foregoing.

"Laws" means all ordinances, statutes, rules, egiguis, orders, injunctions, writs or decreed of faueral, state or local government or
political subdivision or agency thereof, or any tar similar entity established by any of the fgoéng.

"Letter of Credit Obligations" shall mean, in respef each Standby Letter of Credit, the obligatidrthe Borrower or Erudite to pay to the
Bank all sums required to be paid by the term$fief\laster



Letter of Credit Agreement and the Erudite Mastettér of Credit Agreement and the related Applaratind Agreement for Standby Letter
of Credit and any Borrower's Obligations relatethi® Letters of Credit which are described by #rens of this Agreement.

"LIBO Rate" means, with respect to each Interesiolgpertaining to a Eurodollar Loan, the rate @enum equal to the quotient of (1) the
rate (expressed as a decimal) at which the BaoKeged Dollar deposits two Working Days prior hetbeginning of such Interest Period in
the London Interbank Market at 11:00 a.m., Londoref for delivery on the first day of such InterBgtriod for the number of days compri:
therein and in an amount equal to the amount di &uwodollar Loan divided by (2) a humber equal 80 minus the Eurocurrency Reserve
Requirement on the day which is two Working Dayisipio the beginning of such Interest Period (sui#0 Rate to be rounded upward to
the nearest 1/16 of 1%).

"Milestone Payment" shall mean a payment made patgo and in accordance with the terms of a writtentract between the Borrower or
Erudite, respectively, and an Account Debtor whiobvides for payments to the Borrower or Erudigspectively, in respect of materials
supplied or to be supplied and/or services render¢d be rendered under such contract in amoundsatimes which are readily calculated
and/or determinable by reference to facts, datevents such that a reasonably informed third paotyd identify appropriate invoice dates
and calculate the amounts of such invoices undecatract. Without limiting the generality of tfegegoing, a Milestone Payment shall not
include any payment made on a percentage of coimpleasis, unless the Account Debtor has acknowlgdiy writing that an invoice issued
for a particular percentage of completion is prédgefue and owing in accordance with the termdefihvoice.

"Prime Rate Loan" means any advance under the boportion thereof when and to the interest rageebf is determined by reference to the
Prime Rate.

"Qualified Inventory" shall mean the aggregate eglower of cost, as determined by the averageroetiiod, or market), determined in
accordance with United States generally accepteduating principles, of the Inventory consistingpafrts and service parts used by the
Borrower to conduct its business as described @ti&e7.20, or used by Erudite to conduct its bestnas described in the Security
Agreement in all cases as to which the Borrowerodite has acquired respective title and the Baatkacquired a first priority, perfected
security interest.

"Restricted Account" shall mean Erudite's Accowdronvhich Restricted Account the Bank shall have power of withdrawal until all of tt
Erudite's Obligations and the Borrower's Obligaditiave been repaid and satisfied in full.

"Utilized Portion of the Commitment" shall mean then of (a) all outstanding advances of the Loah vaspect to which the Borrower has
not satisfied in full its Loan Obligations, and @) amounts which have been drawn and not reingalios are then available to be drawn by
the beneficiaries of all Standby Letters of Credih respect to which the Borrower or Erudite hassatisfied in full its Letter of Credit
Obligations.

"Working Day" means any Business Day on which aegliin foreign currencies and exchange betweensbaualy be carried on in London,
England and in Philadelphia, Pennsylvania.



3. The following term defined in Section 1.2 of thean Agreement is hereby deleted and replacedtiitiollowing:

"Receivables" shall mean, collectively, the Borrower Erudite's now owned or hereafter acquirecreated respective Accounts, Chattel
Paper, Contract Rights, General Intangibles anagluments related thereto, and all cash and non{masteeds thereof.

lll. LETTER OF CREDIT

4. Provided that all of the conditions of Eruditec8rity Agreement, this Amendment Two, each otheafcing Document and any other
conditions imposed by any document required oreroptated by such are met, Letters of Credit maigdiged under Article 11l of the Loan
Agreement for which Erudite is the account partyf.rdimbursement obligations as to such lettersretlit shall remain Borrower's
Obligations and Letter of Credit Obligations.

IV. NEGATIVE COVENANTS
5. Section 11.2 of the Loan Agreement (Use of LBeoteeds and Letters of Credit) is hereby amermlegbd as follows:

"Use of Loan Proceeds and Letters of Credit". Ther@®ver will not use the Loan proceeds or the Letté Credit for any purposes other tt
(1) to repay to Texas Instruments Incorporatedptirecipal outstanding under the $2,000,000 notedi&tecember 30, 1994, which repayn
was made on January 31, 1995; (2) to repay to GSE®s, Inc. $1,250,000 under its $2,000,000 nateddDecember 30, 1994 (the "GSE
Note"), which repayment was made on January 315;18%d (3) to meet working capital needs, includinghout limitation, to maki
advances under the Loan to fund Letter of Creditlbbersement obligations and to make or repay teraompany borrowings permitted un
Section 11.18 and the investment in existing Suases permitted under Section 11.8 so long asetbists no Default or Event of Default at
the time of such repayment and such repayment waatldreate a Default or an Event of Default.

6. Section 11.18 of the Loan Agreement is herebgrated to delete the word "and" prior to clauseh{ejeof and insert the following phrase
at the end of such Section:

"and (f) loans and advances to Erudite, from tim&rhe, not to exceed at any one time outstandiegatnount of the Commitment.”
V. CONDITIONS PRECEDENT

7. As conditions to the Bank's execution of thisexdment Two, the Bank shall have received all efftllowing, in form and substance
satisfactory to the Bank in all respects:

(a) Copies of resolutions of the Board of Directoigach of the Borrower and Erudite authorizing ¢éixecution, delivery and performance of
this Amendment Two, the Erudite Security Agreem#rd,Erudite Guaranty and any other agreementsindects and instruments delivered
in connection therewith to which either is a pdthe "Loan Documents”) certified by the SecretanAssistant Secretary of the Borrower or
Erudite, as appropriate.

(b) A certificate of the Secretary or Assistantr@tary of each of the Borrower and Erudite as #itltumbency and specimen signatures of
the officers of the Borrower and Erudite signing ttban Documents.

(c) This Amendment Two.



(d) The Erudite Guaranty.

(e) A favorable opinion of counsel for each of B@mrower and Erudite in form and substance satisfgdo the Bank.

(f) The Erudite Security Agreement and each documemuired thereby.

(9) The Erudite Master Note.

(h) UCC financing statements.

(i) Such other agreements, documents, instrumerntshe like as the Bank may request.

VI. REPRESENTATIONS AND WARRANTIES

8. The Borrower hereby represents and warrantsdkaif the date hereof and after giving effec¢his Amendment Two:
(a) The Borrower is in compliance with all termslarovisions of the Loan Agreement and the otheak¢ing Documents.

(b) The representations and warranties set forther_Loan Agreement and in the other Financing Doants are true and correct in all
material respects (references to financial statésnefithe Borrower and GSE shall be deemed to feeeneces to the latest financial statem

of the Borrower and GSE) with the same effect asgh made on and as of the date thereof, excepétextent that such representations and
warranties expressly relate to an earlier date.

(c) No Default or Event of Default under the Loagréement, as amended, has occurred as of thisthatiethan in connection with loans or
advances to Erudite.

(d) This Amendment Two has been duly authorizedlbyequisite action on behalf of the Borrower aodstitutes the legal, valid and
binding obligation of the Borrower enforceable atardance with its terms, except as the same méyniied by applicable bankruptcy,
insolvency, reorganization, moratorium or otherikimaws affecting creditors' rights generally ageheral principles of equity.

(e) The execution, delivery and performance of irr'endment Two will not violate any applicable pigign of law or judgment, order or
regulation of any court or of any public or govelantal agency or authority nor conflict with or cbge a breach of or a default under any
instrument to which the Borrower is a party or byiet the Borrower or any of the Borrower's propestis bound.

(f) No approval, consent or authorization of, agisération, declaration or filing with, any goveranial or public body or authority, or any
trustee or holder of any indebtedness, is requir@dnnection with the valid execution, deliverydgrerformance by the Borrower of this
Amendment Two, except such as have been obtained.

(9) There has been no material adverse change ifinlncial condition, business or prospects ofBberower since the date of the Loan
Agreement.



(h) The GSE Guaranty and the Subsidiary Guaramtyaire in full force and effect and are binding, dadind enforceable in accordance with
their terms.

All of the above representations and warrantiedl shavive the making of this Amendment Two.
VII. WAIVER

9. The Bank hereby waives any Default or Event efablt under the Loan Agreement arising solely ftbmBorrower making loans or
advances to Erudite. Nothing contained herein slwaittitute a waiver of any other Default or EvehbDefault whether now existing or
hereafter arising and the Bank expressly reseive$ its rights and remedies with respect to angtsDefault or Event of Default.

VIII. LIBOR PROVISIONS
10. Article 1l of the Loan Agreement (THE LOAN) iereby deleted and replaced with the following:

"2.1 Advances of the Loan. Subject to the provisiohthis Agreement, including the satisfactionha conditions precedent described in
Article VIII hereof, the Bank agrees to make adwemnof the Loan in Dollars to the Borrower's Accoastrequested by the Borrower from
time to time during the Commitment Period, providieat after giving effect to the Borrower's requidst outstanding principal balances of
Loan Obligations and the Letter of Credit Obligagavould not exceed the lesser of the Commitmedhtlae Collateral Value as reflected on
the applicable Borrowing Certificate.

2.2 Procedure for Making Advances Under the LoamkBProtection Advances. The Borrower may requéstrae Rate Loan to be made on
any Business Day and may request a Eurodollar kmae made on any Working Day. Each such requaditist in writing and delivered to
the Bank not later than 1:00 P.M., Philadelphizetifa) at least two Working Days prior to the datendnich a Eurodollar Loan is to be made
and (b) on the Business Day on which a Prime Ra#lis to be made, specifying (i) the amount tbdreowed, (ii) the requested borrowing
date, (iii) whether the advance is to be a PrimRaan or a Eurodollar Loan and (iv) the lengthhaf Interest Period for any Eurodollar
Loan (such request may be made by telephone if uiatedy followed by telecopy confirmation thereofhe request for such advance shall
be irrevocable. Advances under the Loan shall ppsited to the Borrower's Account. In addition, Barowers hereby irrevocably author
the Bank, which shall have the right, but not thégation, at any time and from time to time, withdurther request from or notice to the
Borrower, to make advances under the Loan whiclBtr, in its reasonable discretion, deems necgssappropriate to protect the Bank's
interest under this Agreement, including, withantifation, advances under the Loan made to coveBamrower's Obligations, including,
without limitation, Expense Payments, prior to, onafter the termination of other advances unlisrAgreement, regardless of whether at
such time there shall exist Available Commitmentvbether the conditions precedent described irckrVIll hereof shall be satisfied; all
such advances shall constitute Prime Rate Loans.



2.3 Interest.

(a) Subject to the terms of subsection 2.3(d) beaeh Prime Rate Loan shall bear interest fop#érad from and including the date such
advance is made until repayment in full of the pipal amount thereof or conversion of such advaa@Eurodollar Loan pursuant to Seci
2.4 on the unpaid principal balance thereof afRtfime Rate, such rate to change at the openingsiféss on the day of each change in the
Prime Rate.

(b) Each Eurodollar Loan shall bear interest dugagh Interest Period applicable thereto on thaidngrincipal balance thereof at a rate per
annum equal to the LIBO Rate determined for sutérést Period plus 1.00%.

(c) Interest on each Prime Rate Loan and Eurodbban shall be payable on the Interest Paymentaiplicable thereto.

(d) Any principal amount or other amounts (othentlinterest) payable hereunder not paid when duen(demand by the Bank, if applicak
on default, or otherwise, whether or not the Bamkilshave accelerated the Borrower's Obligatiohg)ldear interest thereafter until paid in
full, payable on demand, at an annual rate equal to

(i) For each Prime Rate Loan at a rate three péagerpoints in excess of the Prime Rate; and

(il) For each Eurodollar Loan, at a rate equah®sthen applicable rate as determined under Se2tBfh) above plus three percent from the
time of default in payment of principal until thedceof the then current Interest Period therefod, thiereafter at a rate three percentage points
in excess of the Prime Rate.

2.4 Interest Rate Conversion/Continuation. (a) Bberower may elect from time to time to convertalla part of a Prime Rate Loan or
Eurodollar Loan into the other type of loan or tmtinue all or part of a Prime Rate Loan or a Eotiad Loan for a new Interest Period by
giving the Bank written or telegraphic Notice (efige upon receipt) not later than 1:00 P.M., Rielahia time, on a Business Day for
conversion into a Prime Rate Loan on such dayt leaat two Working Days before a conversion inteantinuation of a Eurodollar Loan,
specifying: (1) the conversion or continuation ¢é# the amount to be converted or continuedjr(3he case of conversions, the type of loan
to be converted into; and (4) in the case of camatiions of or a conversion into Eurodollar Loahg, duration of the Interest Period applice
thereto provided that (a) Eurodollar Loans can dr@yconverted on the last day of the Interest Bddpsuch loan; (b) no loan may be
converted or continued as a Eurodollar Loan whenzfault or Event of Default has occurred andastmuing. All notices given under this
Section 2.4 shall be irrevocable and shall be givarater than 1:00 P.M. Philadelphia time ondhg which is not less than the number of
Business or Working Days specified above for sumica. If the Borrower shall fail to give the Batile notice as specified above for the
continuation or conversion of a Eurodollar Loaropto the end of the Interest Period applicablegte such Eurodollar Loan shall
automatically be converted into a Prime Rate Laathe last day of the Interest Period for such loan
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2.5 Inability to Determine Interest Rate. In theeithat the Bank shall have determined (whichrd@tetion shall be conclusive and binding
upon the Borrower) that, by reason of circumstadescting the London Interbank Market, adequat r@asonable means do not exist for
ascertaining the LIBO Rate for any proposed IntdPesiod pertaining to any requested funding ottiooiation of or conversion to a
Eurodollar Loan, or if the Bank shall have detereairfwhich determination shall be conclusive andlinig upon the Borrower) prior to such
funding, continuation, or conversion that the LIBate determined by the Bank for such Interest Beslall not adequately and fairly reflect
the cost of maintaining or funding such Eurodollaan for such Interest Period, the Bank shall feith give notice of such determination to
the Borrower. If such notice is given, such loaalkbe funded or continued as or converted to m@iRate Loan. Until such notice has been
withdrawn, no further Eurodollar Loans shall be madr shall the Borrower have the right to conedPrime Rate Loan to a Eurodollar Lc

2.6 lllegality. If, after the date of this Agreentgthe adoption of any applicable law, rule or dagjan, or any change therein or in any
currently applicable law, rule or regulation, oyatange in the interpretation or administratiogréof by any Governmental Authority,
central bank or comparable agency charged witlintiegpretation or administration thereof, or coraptie by the Bank with any request or
directive (whether or not having the force of laxflany such Governmental Authority, central bank@mparable agency shall make it
unlawful or impossible for the Bank to make, maimtar fund any loan at the LIBO Rate, the Bank ksalnotify the Borrower. Upon receipt
of notice pursuant to this Section 2.6 from the lBavery Eurodollar Loan then outstanding shalbentically and without any requirement
of additional notice to the Borrower be converte@tPrime Rate Loan, on either (a) the last dap@then current Interest Period with res
to such loan, if the Bank may lawfully continuentaintain and fund the loan at the rate then inceti@ such day or (b) immediately, if the
Bank may not lawfully continue to fund and mainttie loan at the rate then in effect to such dayillthe notice given pursuant to this
Section 2.6 is withdrawn by the Bank, no furtherdgéiollar Loans shall be made nor shall the Borromeere the right to convert a loan to a
Eurodollar Loan.

2.7 Additional Costs. The Borrower will pay to tBank such amounts relating to increased costsasdad in Section 5.3(a).

2.8 Funding Loss Indemnification. The Borrower spal to the Bank, upon the request of the Ban&h stmount or amounts as shall be
sufficient (in the reasonable opinion of the Battkfompensate it for any loss, cost, or expensgriad as a result of:

(a) Any payment of a Eurodollar Loan on a date othan the last day of the Interest Period pemgittio such loan including, but not limited
to, any such payment made as a result of any \anyprepayment or of acceleration by the Bank afefault; or

(b) Any failure by the Borrower to borrow or contjeas the case may be, a Eurodollar Loan on thefdaborrowing or conversion, as the
case may be, specified in the relevant notice.

2.9 Calculations. Interest on the advances undekdlan shall be calculated on the basis of a ye86@ days for the actual number of days
elapsed.

2.10 Other Provisions Regarding Eurodollar Loans.
(a) At no time shall there be more than six différaterest Periods pertaining to Eurodollar Loans.
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(b) Each Eurodollar Loan shall be in an originahpipal amount of $500,000, or an integral multipfe100,000 in excess thereof.

2.11 Payment Due on Non-Business Days. Whenevepayment to be made hereunder or under any othan€ing Document (other than
interest on a Eurodollar Loan) shall be statedetallbe on a day which is not a Business Day, sugimeat may be made on the next
succeeding Business Day, and such extension ofdfirakin such case be included in the calculadiinterest payable hereunder or under
any other Financing Document, as the case may be.

2.12 Repayment of Advances of the Loan. Each advahthe Loan, together with interest thereon,|dh@akepaid, and may be prepaid, in
accordance with the provisions hereof and of tlwrissory Note; provided, however, that the Borrdsveoan Obligations must be repaid to
the extent that the Borrower or the Bank receiweRiroceeds of the Collateral.

For purposes of this Section, Proceeds of the @ollashall not be deemed to include the Procekdryintercompany Receivables which
are collected by the Borrower in the ordinary cewsbusiness until the occurrence of an Eventefbit. Intercompany Receivables
constitute Collateral for the Borrower's Obligagdo the Bank; however, intercompany Receivablesal@ualify as Eligible Receivables for
purposes of determining the amount of Available @otment from time to time. Accordingly, until theaurrence of an Event of Default, the
Borrower shall be entitled to collect and utilizeo&eds of any intercompany Receivables for angqaes within the ordinary course of
business.

Amounts which are advanced under the Loan andadpathe Borrower shall thereafter be availablbdaeadvanced to the Borrower under
the Loan, in accordance with the terms of this &grent, at any time prior to the Termination Datewhich date the entire balance of
principal, all accrued and unpaid interest ana#iler amounts owing hereunder or under any othearieing Document shall be due and
payable."

11. Section 3.2 (Reimbursement of Drawings under#tters of Credit) and Section 5.1(b) (Paymests)each hereby amended to add at the
end thereof the following phrase:

". all such advances shall constitute Prime Ratenisd'
12. Section 5.3(a)(iii) (Increased Costs and RediReturn) is hereby deleted and replaced withdhewing:

(iii) does or shall impose on the Bank or any Phaagty other condition (including without limitatiancondition affecting a loan or a note or
the cost of Dollar deposits obtained by the Banth@London Interbank Market or other applicablekats);

IX(A) ERISA PROVISIONS
12A. Section 7.15 of the Loan Agreement is hereddgteéd and replaced with the following:

7.15 ERISA and Code. Neither the Borrower nor anyn@only Controlled Entity maintains and/or conttésito, or has ever maintained or
contributed to, any Defined Benefit Plan other ttiaa Simulation, Systems & Services Technologiesi@any Union Pension Plan (the
"Union Plan"), which was terminated effective Augds1996. All assets of the Union Plan were disiiéd on or before September 3,
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1994. Except as specifically disclosed to the Bankriting prior to the date of this Agreement:
(a) no Reportable Event has occurred with respeitte Union Plan;
(b) [intentionally omitted]

(c) no liability (whether or not such liability eing litigated) has been asserted against theo®error any Commonly Controlled Entity in
connection with the Union Plan by the PBGC or lisuatee appointed pursuant to Section 4042(b))arf(ERISA, and no lien has been
attached and no person has threatened to attéeh t@ lany property of the Borrower or any Commadabntrolled Entity as a result of any
failure of the Union Plan to comply with the CodeEdRISA,;

(d) neither the Borrower nor any Commonly ContrbliEntity maintains any employee welfare benefingleoviding for retiree health and/or
life benefits other than (i) such continuation ehbkfit coverage as is required by law, (ii) coveréay a closed group of four retired former
employees (and their families, if any) under theltiebenefit program for active employees, whicliezage will continue only until each
retiree attains age 65 (at which time, such persha$i become eligible for benefits under the Matiécsupplemental program referred to in
subparagraph (iii) below), (iii) a Medicare suppbstal program for a present group of seven retifaed a maximum group of 11 retirees)
with a lifetime claim maximum of $15,000 per reéir@nd (iv) a death benefit for each retiree dbedrin subparagraphs (ii) and (iii) above
not to exceed $10,000 per retiree, except for etieee having a death benefit not to exceed $30 200

(e) neither the Borrower nor any Commonly Contiablintity maintains or makes contributions to, o baer been required to make
contributions to, any Multiemployer Plan.

12B. Section 9.13 of the Loan Agreement is heredigtdd and replaced with the following:

9.17 Pension Matters. The Borrower and each Comyr@ohtrolled Entity will comply in all material rpects with the provisions of ERISA
and the Code with respect to any "employee bepkit," as defined in

Section 3(3) of ERISA. Neither the Borrower nor &@gymmonly Controlled Entity will adopt any employeension benefit plan subject to
minimum funding standards of ERISA and the Codbemome obligated to contribute to any Multiemploy&&n. Neither the Borrower nor
any Commonly Controlled Entity will adopt any emyde welfare benefit plan that provides for post-Eyyment life and/or health benefits
(other than such continuation of benefit coveragisaequired by law and the plan described iniSeat.15). The Borrower will not acquire
or permit the acquisition by any Commonly ContrdlEentity of any trade or business which maintaineamtributes to any plan described
above.

12C. Section 11.1 of the Loan Agreement is herepjaced with the following:

11.1 ERISA Compliance. Neither the Borrower nor &@mmmonly Controlled Entity shall fail to maintaan all times such bonding as is
required by ERISA.
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IX. AMENDMENT TO NOTE
13. Paragraph (a) of the Promissory Note is hedelbgted and replaced with the following:

"(a) interest on the unpaid principal balance atrites provided in the Loan Agreement (the inteeds options are set forth in Article 1l of
the Loan Agreement), shall be due and payableedtirtie provided in the Loan Agreement, until theagipal sum is paid in full; and"

X. MISCELLANEOUS

14. Upon the effectiveness of this Amendment Twoand after the date hereof, each reference ihdha Agreement to "this Agreement",
"hereunder", "hereof", "herein" or words of likeport, and each reference in the Financing Docunsel mean and be a reference to the
Loan Agreement as amended hereby.

15. The execution, delivery and effectiveness f Amendment Two shall not, except as expresslyigedl herein, operate as a waiver of
right, power or remedy of the Bank under any ofRfiancing Documents, nor constitute a waiver gf grovision of any of the Financing
Documents.

16. The Borrower agrees to pay on demand all @giexpenses of the Bank in connection with thpgration, reproduction, execution and
delivery of this Amendment Two and the other instemts and documents to be delivered hereundeudimg the fees and out-of-pocket
expenses of counsel for the Bank with respect there

17. Recognizing and in consideration of the Baagi®ement to consent to the amendments set faginhéhe Borrower hereby waives and
releases the Bank and its officers, attorneys,tagand employees from any liability, suit, damadeim, loss or expense of any kind or
nature whatsoever and howsoever arising that it lexe or now has against the Bank arising out eélating to the Bank's acts or omissions
with respect to this Amendment Two, the Loan Agrertnthe Loan, the Letters of Credit, the Note,Enedite Security Agreement, the
Erudite Guaranty, the Erudite Master Note and ghgroFinancing Document or any other matters deedror referred to herein.

18. All of the terms, conditions, provisions (inding, without limitation, provisions relating to Ents of Default) and covenants in the Loan
Agreement, the Note, and all other Financing Doaumand obligations secured thereby shall remaéttered and in full force and effect
without defense, counterclaim or offset by the Bargr, except as specifically modified by this Ameraht Two.

19. The headings of any paragraph of this Amendmeiat are for convenience only and shall not be wsandterpret any provision hereof.

20. This Amendment Two, the Loan Agreement, theeNwid each document incident thereto shall be geddny and construed in
accordance with the laws of the Commonwealth ohBglvania.
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IN WITNESS WHEREOF, the parties hereto have catisei duly authorized officers to execute this Amerent Two as of the day and y

first above written.

Attest: GSE PROC

By: /s/ Thomas K. Milhollan By /s/ R

Title: Assistant Secretary Title:
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GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1997
SECURITY AGREEMENT

THIS (this "Agreement") is made as of this 11th ddjNovember, 1997, between GSE Erudite Software, b Delaware corporation (the
"Debtor") and CORESTATES BANK, N.A., a national l&rg association (the "Bank™).

BACKGROUND

WHEREAS, the GSE Process Solutions, Inc. ("Borrdjvand the Bank entered into an Amended and Rektattter of Credit, Loan and
Security Agreement dated as of October 13, 1995yaunt to which the Bank agreed to lend up to $70WDto the Borrower for the purposes
set forth in Section 11.2 thereof (the "Loan Agreett) and amended the Loan Agreement by Amendmantitiér One to the Loan
Agreement dated February 23, 1996 ("Amendment Qas"Yysed hereinafter the term "Loan Agreementl siean the Loan Agreement as
amended by Amendment One. In connection with Amesrdr®ne, the Borrower and the Bank amended thé®@@000 Promissory Note
dated as of October 13, 1995, (the "Promissory 'Note

WHEREAS, the Borrower has requested that the Bartkdér amend the Loan Agreement to permit the Begrdo advance funds to the
Debtor for the purpose of furnishing working cabpitathe Debtor.

WHEREAS, the Bank is agreeable to such an amendaometite conditions that the advances do not extteedmount of the Commitment,
are evidenced by a Master Note in the amount of @idment, which Master Note is duly pledged to ttenB, and the Debtor becomes fully
liable to the Bank for all amounts due under thari.dgreement and the Promissory Note and such adsaecured by a first lien on the
assets of the Debtor. The Bank will, if such condi are met, add the collateral so provided byDxbbtor to the Collateral Value for
purposes of determining Available Commitment; and

WHEREAS the Debtor and the Bank have agreed tgitiet of the first lien on the Debtor's assets yams to this Security Agreement set
forth herein.

AGREEMENTS

NOW, THEREFORE, in consideration of the mutual agnents herein and other good and valuable consioleréhe Debtor and the Bau
hereby agree as follows:

ARTICLE |
DEFINITIONS

1.1 Defined Terms. As used in this Agreement, thleding terms shall have the following meanings:

"Account" individually and "Accounts" collectivelshall mean all presently existing or hereafter &eguor created accounts, accounts
receivable, contract rights, notes, drafts, insents, acceptances, chattel paper, leases andgsréiridencing a monetary obligation or a
security interest in or a lease of goods, all sghtreceive the payment of money or other conataer under present or future contracts
(including, without limitation, all rights to reass payments under presently existing or hereaftquiaed or created letters of credit), or by
virtue of merchandise sold or leased, servicesamt] loans and advances made or other considesafieen, by or set forth in or arising out
of any present or future chattel paper, note, diedise, acceptance, writing, bond, insurance pascéom claims, instrument or document,
and all extensions and renewals of any thereofjgilts under or arising out of present or futusateacts,
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agreements or general interest in merchandise vgaeh rise to any or all of the foregoing, incluglall goods, all claims or causes of action
now existing or hereafter arising in connectionhwat under any agreement or document or by operafitaw or otherwise, all collateral
security of any kind (including real property matgs) given by any person with respect to anyefdhegoing, all books and records in
whatever media (paper, electronic or otherwisednebed or stored, with respect to any or all offiivegoing and all equipment necessary or
beneficial or desirable to retain, access and/ocgss the information contained in those booksraoadrds, and all proceeds (cash and non-
cash) of the foregoing.

"Account Debtor" shall mean any Person who is @ltéd on a Receivable and "Account Debtors" shadimal Persons who are obligated on
the Receivables.

"Affiliate” shall mean, with respect to the Debtany Person, directly or indirectly controllingretitly or indirectly controlled by, or under
direct or indirect common control with the Debtoramy Subsidiary. Without in any way limiting thergerality of the foregoing, "Affiliate"
includes the Borrower, GSE Systems, Inc. and eéttedollowing shareholders of GSE Systems, IManTech International Corporation,
SGLG, Inc. (formerly GPS Technologies, Inc.), Gah@&hysics Corporation and Vattenfall AB.

"Application and Agreement for Standby Letter o&@it" shall mean an Application and Agreement flan8by Letter of Credit in
substantially the form attached hereto as Exhibéind made a part hereof, or in such other form wlsigrovided by the Bank to the Debtor
as the form of Application and Agreement whichhiert in use by the Bank in connection with the iaseaof its Standby Letters of Credit,
which is executed by the Debtor and delivered ¢éoBAnk in connection with a request for the isseasfa Standby Letter of Credit.

"Borrower's Obligations" shall mean, collectivellge Loan Obligations and the Letter of Credit Oafigns, together with all other sums due
from the Borrower to the Bank under the terms effimancing Documents.

"Business Day" shall mean a day on which commebzaking institutions are open for business in&tglphia, Pennsylvania.

"Chattel Paper" shall mean a writing or writingsiethevidence both a monetary obligation and a sgduaterest in or lease of specific goo
any returned, rejected or repossessed goods colgraay such writing or writings and all proceeitisgny form including, without limitatiol
accounts, contract rights, documents, chattel pampgruments and general intangibles) of suchrnet, rejected or repossessed goods; a
proceeds (cash and non-cash) of the foregoing.

"Collateral" shall mean the collateral for the D@t Obligations and the Borrower's Obligationsahkhis described in Section 3.1 of this
Agreement or otherwise.

"Debtor's Account” shall mean GSE Erudite Softwéme,'s Cash Collateral Account #14190-06553 whih Bank.

"Debtor's Guaranty" shall mean a Guaranty Agreenieribrm and substance satisfactory to the Baaledithe same date as the Amendment
Two, executed and delivered by Debtor in favorhaf Bank assuring and
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guarantying the repayment of the Borrower's Obiiyet (and thereby becoming part of Debtor's Obiliges) as the same may be amended,
supplemented or otherwise modified, in accordanitle tive terms thereof and the Loan Agreement.

"Debtor's Master Note" shall mean the Master Nagcdbed in the Background section hereof andrim fand substance as attached here
Exhibit B and pledged to Bank.

"Debtor's Master Letter of Credit" means a Mastettdr of Credit Agreement executed by Debtor piaaihe issuance of any Standby Letter
of Credit for the account of Debtor, which shallibdorm substantially similar to the Master of tetof Credit Agreement.

"Debtor's Obligations" shall mean Debtor's obligas to pay the Borrower's Obligations by virtudebtor's Guaranty from the proceeds of
the collateral pledged to the Bank by Debtor fa Borrower's Obligations or otherwise arising bytcact or operation of law.

"Default" shall mean any of the events specifie@attion 8.1 hereof, whether or not any requirerf@rhe giving of notice, the lapse of
time, or both, or any other condition, has beerstad.

"Dollars" and the sign "$" shall mean dollars imfal money of the United States of America.

"Environmental Laws" shall mean any federal, statiocal statute, law, rule, ordinance, regulatistandard, permit or requirement
concerning or relating to the protection of healtld the environment.

"Event of Default" shall mean any of the eventscfje in
Section 8.1 hereof, provided that any requirementtfe giving of notice, the lapse of time, or hathany other condition, has been satisfied.

"Expense Payments" shall have the meaning givendb term in
Section 8.2(f) of this Agreement.

"Financing Documents" shall mean, collectivelystAgreement, the Master Letter of Credit AgreemalhtApplications and Agreements for
Standby Letters of Credit and Standby Letters @d@rissued pursuant thereto, the Promissory NleeeGSE Guaranty, the Debtor's
Guaranty, this Security Agreement, Debtor's Malsitgte and any other documents, instruments, cextédeand agreements which have been,
are or are hereafter executed and delivered bRdnewer or the Debtor or any other Person in ceotiae with any of the Borrower's or
Debtor's Obligations.

"GSE" means GSE Systems, Inc.
"Letter of Credit" shall mean a Standby Letter oédit.

"Letter of Credit Obligations" shall mean, in respef each Standby Letter of Credit, the obligatiénhe Debtor to pay to the Bank all sums
required to be paid by the terms of the Masterdreif Credit Agreement and the related Applicagod Agreement for Standby Letter of
Credit and any Borrower's or Debtor's Obligatiogiated to the Letters of Credit which are describgthe terms of the Loan Agreement.

"Loan" shall mean the direct loan advances to béaw@aailable by the Bank to the Borrower in accoogawith the provisions of Article 1l of
the Loan Agreement.
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"Loan Obligations" shall mean the obligation of B@rrower to repay to the Bank the principal amanfithe Loan, together with interest
thereon, in accordance with the terms of the PreonjsNote, and any Borrower's Obligations relatethe Loan which are described by the
terms of the Loan Agreement and the Promissory Note

"Master Letter of Credit Agreement" shall mean Mester Letter of Credit Agreement in substanti#ly form attached hereto as Exhibit C
and made a part hereof.

"Permitted Liens" means (a) liens in connectiorhwibrkers' compensation, unemployment insuranadhmr social security or similar
obligations arising in the ordinary course of besis (b) deposits or pledges securing the perfarenahbids, tenders, contracts (other than
contracts for the payment of money), leases, statutbligations, surety and appeal bonds and athkgations of like nature made in the
ordinary course of business and not affecting tbla€eral; (c) mechanics', carriers', landlordgre@housemen's, workers', materialmen's or
other like liens arising in the ordinary coursebakiness with respect to obligations which shatlatghe time be due or payable and the
validity of which is being contested in good faitty, appropriate proceedings, and without a matgréverse effect on the Debtor or on the
Collateral; (d) liens for taxes imposed upon thédtieor any of its properties, operations, incopreducts or profits, which shall not at the
time be due or payable and the validity of whichasg contested in good faith, by appropriate eedlings, and without a materially adverse
effect on the Debtor or on the Collateral; (e) reaons, exceptions, encroachments, easementss 1§ way, covenants, conditions,
restrictions, and other similar title exceptionseacumbrances affecting real property which dohase a materially adverse effect on the
Debtor or on the Collateral; (f) attachment, judgitrend other similar liens not affecting the Cafal which arise in connection with court
proceedings, as to which the execution or othesreament thereof is effectively stayed, or which fally covered by applicable insurance
(which shall not include any bonding or other agement in connection with which the Debtor mayilblé to any extent); (g) liens in favor
of the Bank; (h) purchase money security interastprovided for in Section 7.4(b) of this Agreemamid (i) liens, if any, consented to by the
Bank in writing.

"Person” shall mean an individual, a partnershiggi@oration, a trust, any other organization ditger any government or governmental
body or authority.

"Proceeds" or "proceeds" means, when used witreot$p any of the Collateral, all cash and non-gasiceeds within the meaning of the
Uniform Commercial Code and shall include the peatseof any and all insurance policies.

"Promissory Note" shall mean the Promissory Not®ctober 13, 1995 executed by the Borrower in fafdhe Bank and containing the
terms and conditions under which the principal amai the Loan, together with interest thereon] bé repaid, as the same may from tim
time be amended, supplemented or otherwise modifiadcordance with the terms thereof and of thenLAgreement.

"Registered Properties" shall have the meaningngisesuch term in Section 3.1 of this Agreement.

"Restricted Account"” shall mean the Debtor's Acdati190-06553 over which Restricted Account thekBshall have sole power of
withdrawal until all of the Debtor's Obligationsdcathe Borrower's Obligations have been repaid atidfied in full.
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"Security Agreement"” shall mean this Security Agneat, as it may from time to time be amended, smpphted or otherwise modified in
accordance with the terms hereof.

"Standby Letter of Credit" shall mean a Standbydredf Credit issued by the Bank (in accordancé wie provisions of Uniform Customs
and Practice for Documentary Credits, 1993 Revjdi6& Publication No. 500, or such subsequent rewssas may be adopted by the
International Chamber of Commerce Executive Boewthftime to time) to a designated beneficiary far &ccount of the Debtor, upon rec
of an executed Application and Agreement for Stgriditter of Credit, which Standby Letter of Creditl be in form and content satisfactc
to the Bank in all respects.

"Subsidiary” shall mean any present or future crapion at least a majority of whose outstandingiMpStock shall at the time be owned by
the applicable Person; or by one or more Subsediasf the applicable Person; or by the applicablkséh and one or more of its respective
Subsidiaries.

1.2 Uniform Commercial Code Terms.

"Accounts," "Chattel Paper," "Contract Rights," 'thimnents,"” "Equipment,” "General Intangibles," "mstents" and "Inventory” shall, in
addition to any meaning given to such term in 8esurity Agreement, have the respective meaningseagiven to those terms in the
Uniform Commercial Code as presently adopted aredfect in the Commonwealth of Pennsylvania andnn other states in which any
portion of the Collateral may be located, and shislb cover, without limitation, (a) any properpesifically included in those respective
terms in this Security Agreement or in the otheralRicing Documents executed in connection with$aisurity Agreement, (b) all property
included in these respective terms, whether nowealor existing or hereafter acquired or createdvamerever located, and (c) all proceeds
(cash and non-cash) and products of the foregoing.

"Receivables" shall mean, collectively, the Delstodw owned or hereafter acquired or created Adso@hattel Paper, Contract Rights,
General Intangibles and Instruments related theegto all cash and non-cash proceeds thereof.

1.3 Certain Terms Defined in Loan Agreement. Apitalized words used herein shall have the meaasogibed to them in the Loan
Agreement, unless there are defined herein, inlwbise they shall have the meaning ascribed to kezein.

1.4 ERISA Terms. Certain terms used in this Agragraee defined in the Employee Retirement IncomamuBiy Act of 1974, as amended
("ERISA") or are otherwise defined in the InterRavenue Code of 1986, as amended (the "Code"). \&iheif used in this Agreement, st
terms shall have the meanings given them in ERISth® Code. Specifically, the following terms sheve the following meanings:

"Commonly Controlled Entity" means any Subsidianany other trade or business (whether or not pa@ted) which is part of a group of
trades or businesses under "common control" (deetkfn Code
414(c)) and of which GSE, the Borrower, the Delotoany of their Subsidiaries is a part.

"Defined Benefit Plan" means an employee pensioetiteplan (as defined in Section 3(2) of ERISAyered by Title IV of ERISA (other
than a Muliemployer Plan), as provided in Sectidb@Xof ERISA, and maintained by the Debtor, therBoer, GSE and/or by any
Commonly Controlled Entity.
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"Multiemployer Plan" means a multiemployer plan da$ined in
Section 4001(a)(3) of ERISA), to which GSE, the Barer or the Debtor or any Commonly Controlled Bntas appropriate, has or had an
obligation to contribute.

"PBGC" means the Pension Benefit Guaranty Corpmrati

"Reportable Event" means a "reportable event" éigetkin
Section 4043(c) of ERISA.

"Responsible Officer" means the chief executivéceffof the Debtor, the president of the Debtoe, élxecutive vice president of the Debtor,
or, with respect to financial matters, the vicesptent of finance of the Debtor.

1.5 Other Definitional Provisions.

(a) All terms defined in this Security Agreemenakihave their defined meanings when used in anjficate or other document made or
delivered pursuant hereto.

(b) The words "hereof," "herein" and "hereunderd arords of similar import, when used in this Setyufigreement shall refer to this
Security Agreement as a whole and not to any pdaatigprovision of this Security Agreement, and segtsubsection, schedule and exhibit
references are to this Security Agreement unlgssraise specified.

(c) In the event of any conflict between the megsigiven to "Accounts," "Chattel Paper," "ContRahts," "Documents," "Equipment,"”
"General Intangibles," "Instruments,” and "Invegtan the Uniform Commercial Code and as othervgigeforth in this Security Agreement,
the respective meanings given to such terms itJtiiiorm Commercial Code shall prevail with respecall matters relating to the grant,
existence and perfection of security interesth@Collateral; for all other purposes, the respeatieanings shall be as otherwise set forth in
this Security Agreement.
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ARTICLE II
LOCKBOX, ETC.

2.1 Lockbox. While any of the Borrower's Obligasioor the Debtor's Obligations remain outstandinghe Bank has any obligation under
Loan Agreement, the Debtor shall maintain a paste@box which will be under the exclusive contoblthe Bank (the "Lockbox") into which
the Debtor shall cause all payments of any of thbtBr's Receivables (other than intercompany Rabégg prior to the occurrence of an
Event of Default) and Documents to be made, an®#tgor shall indicate on all invoices and otharespondence with Account Debtors
(other than intercompany Account Debtors) to mdkpayments to the Debtor in care of the Lockbord Aereby appoints the Bank, as the
Debtor's true and lawful attorney-in-fact to reeeall incoming mail, open all such mail, removecalllections and remittances therefrom in
payment of or on account of any of the Debtor'sdRebles and Documents and use the Bank's reasoeffibits to forward all other mail so
received to the Debtor's place of business. Angé&ads of Collateral received by the Debtor, inalgdiwithout limitation, payments on
Receivables (other than intercompany Receivablésngpas there exists no Event of Default, it baingerstood and agreed that any such
payments on intercompany Receivables will be tceateany other Receivable after the occurrence &vent of Default) and Documents i
other payments from sales or leases of Inventtal] be held by the Debtor in trust for the Bankhie same medium in which received, shall
not be commingled with any assets of the Debtat,sdrall be delivered immediately to the Bank. Thebdr agrees to pay to the Bank
promptly when billed the Bank's standard fees fmgrating the Lockbox. The Debtor hereby grantsgias, conveys and sets over to the
Bank a security interest in and lien upon the Lacklihe Restricted Account, the Debtor's Accoumt amy other account established by the
Debtor with the Bank or any affiliate thereof, alticash and any other assets at any time hereafteéained therein. Amounts received in the
Lockbox shall be deposited upon collection into itestricted Account, and the Bank will apply allamts so received against the Borrow
Obligations or the Debtor's Obligations on a da#gis, as collected.
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ARTICLE Il
SECURITY

3.1 Collateral. As security and collateral for tepayment of the Debtor's Obligations and the Beerts Obligations and the payment of all
other liabilities of the Debtor or the Borrowerttee Bank, whether absolute or contingent, maturathmatured, direct or indirect, similar or
dissimilar, due or to become due or heretoforespeéfter contracted or acquired, however and wieer@ising and whether or not arising
hereunder, under any of the other Financing Doctsnen in connection with any of the transactioasatibed herein or therein or under any
other documents, instruments or agreements, theobDkéreby assigns, pledges and grants to the Bawkagrees that the Bank shall have a
perfected (except as the Bank's remedies may ligedirat any time by the absence of full compliawith the Federal Assignment of Claims
Act, the Federal Assignment of Contracts Act, aayesor local law equivalent of either of the faseg, and as a result of matters relating to
copyrights, trademarks and patents set forth iméhe paragraph) and a continuing security intaresand lien on, all of the following
(collectively, the "Collateral"): (a) all of the D#or's Accounts, Inventory, Chattel Paper, Docusidnistruments, General Intangibles, and
Equipment (whether or not fixtures), whether nowned or existing or hereafter acquired or arisingepthan vehicle leases and equipment
leases, (b) all returned, rejected or repossessedssg the sale or lease of which shall have giveshall give rise to an Account or Chattel
Paper, (c) all insurance policies relating to tefoing, (d) all books and records in whateverim@uaper, electronic or otherwise) recorded
or stored, with respect to the foregoing and allipepent and general intangibles necessary or beakfd retain, access and/or process the
information contained in those books and recomlstie Lockbox, the Debtor's Account, the Resttidecount and any other account
maintained by the Debtor with the Bank and all dasld therein; and (f) all cash and non-cash prdeead products of the foregoing.

Except as set forth in Schedule 3.1, the Debtombaswnership interest in any of the following @ieafter collectively referred to as
"Registered Properties"): (i) any patent issueddoyany invention for which a patent applicatiopénding in, the U.S. Patent and Trademark
Office; (ii) any trademark registered by, or forialihan application for registration is pendingtimee U.S. Patent and Trademark Office; or
any copyright registered by, or for which an apgtiien for registration is pending in, the U.S. Coglgt Office. If any inventions, trademarks
or copyrights of the Debtor hereafter become Reggst Properties or if the Debtor hereafter obtamswnership interest in any Registered
Properties, the Debtor will immediately notify tBank in writing. If the Bank requests, the Debtdlt sause the Bank's first priority security
interest in any or all such Registered Propertidset appropriately recorded in the appropriateeffiursuant to documentation in form and
substance satisfactory to the Bank in its soleabwblute discretion.

The Debtor further agrees that the Bank shall liavespect of the Collateral all of the rights aathedies of a secured party under the
Uniform Commercial Code of Pennsylvania and ob#tler states in which any portion of the Collatenaly be located, as well as those
provided in this Security Agreement, under eacthefother Financing Documents and under applidalas.

3.2 Location of Collateral; Principal Place of Dt Business. The Debtor agrees to keep the Bdokned as to the location of the
Collateral and the address of its principal platkusiness (which are, and will be, as set forttsohedule 4.12, subject to the provisions of
this section all allowing for changes in certaircamstances), give the Bank prior notice of anytemplated change of location or the add
of its principal place of business, and not chahgdocation of any of the Collateral or the addresits principal place of business, without,
in the case of a change to another location irctimtinental United States, 30 days' prior writtetice to the Bank and, in the case of a chi
to another location outside the continental Uniéates, 30 days' prior written notice to and therperitten consent of the Bank. Without
limiting the generality of the foregoing, (a) thelRor's
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principal place of business and chief executivecef§hall at all times be within the State of Utadd (b) the Debtor shall notify the Bank in
writing immediately (i) if and when the aggregatdue (as determined in accordance with United Stg¢merally accepted accounting
principles) of Collateral (in the case of Inventaitye lower of cost, as determined by the averagéroethod, or market) in any state of the
United States equals or exceeds $500,000 (otherTtempe, Arizona, where the Debtor now maintaise®3; and (i) if and when the
aggregate value (as determined in accordance wiitet) States generally accepted accounting priesjmf assets (in the case of inventory,
the lower of cost, as determined by the averagemethod, or market) of its Subsidiaries exceed5®1,000.

3.3 Loss of Collateral. The Bank shall not be katur any loss of any Collateral in its possessiam,shall such loss diminish the debt due,
except to the extent such loss is caused by th&'8aillful misconduct or gross negligence.

3.4 Filing of Financing Statements; Perfection e€&ity Interest in Collateral. The security intgrereated by this Security Agreement shall
be perfected by the filing of financing statemenmtsch fully comply with Article 9 of the Uniform Gumercial Code, as adopted by each of
the states in which the Collateral may be locateduch form and in such offices as may be requisethe Bank. The parties agree that:

(a) with respect to any such financing statemengraon, photographic or other reproduction of@usty agreement or a financing statement
is sufficient as a financing statement for purpagfeSection 9-402 of the Uniform Commercial Code;

(b) if at any time any of the information containadany financing statement filed in connectionhittte security interests created by this
Security Agreement, including without limitatiometlocation or description of the Collateral or Bebtor's name or address of its principal
place of business, or chief executive office sbiainge in such manner as to cause such financteent to become misleading in any
material respect or as may impair the perfectiothefsecurity interests intended to be createdhisySecurity Agreement, then the Debtor"
cooperate with the Bank in promptly preparing axeceiting an amendment to such financing statenoemt,new financing statement, as may
be necessary to continue the perfection of therggénterest intended to be created by this Ségugreement which amendment or new
financing statement will be filed in any office whesuch amendment or financing statement is redjtirée filed to continue the perfectior
the security interests created by this Securityeagrent;

(c) upon the request of the Bank, the Debtor giralbare, have executed and file any amendmenie tiinancing statements filed with
respect to the security interests created by theuty Agreement in such form as the Bank may irequ

(d) the Bank may, and the Debtor hereby irrevocablyoints the Bank as the Debtor's attorney-inifadiake any action the Bank deems
necessary to perfect or maintain perfection of segurity interest granted to the Bank herein aroinnection herewith (but only to the extent
that the perfection is contemplated hereunder)udicg the execution of any document on the Debtoehalf, granting unto the Debtor's said
attorney full power to do any and all things neeegso be done with respect to the above transasts fully and effectually as the Debtor
might or could do, and hereby ratifying all thaidsattorney shall lawfully do or cause to be dogeristue hereof; this power of attorney is
coupled with an interest and irrevocable untilodithe Debtor's Obligations and Borrower's Obligasi are paid in full and the Bank has no
further obligation under the Loan Agreement;
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(e) the Debtor shall bear all costs, fees and esgeenf or relating to any and all of the filingsdébed in this Section 3.4, including any
recordation taxes payable as a result of suchyéliand

(f) upon request by the Bank, the Debtor shall gleyat its expense, an opinion of counsel asdceffectiveness and perfection of the Bank's
lien on the Collateral or any portion thereof.

3.5 Waivers. If any of the Collateral or any of theoks and records relating thereto are at any tiinte located on premises leased by the
Debtor or on premises owned by the Debtor subgeatrnortgage or other lien in favor of a Persorithan the Bank, the Debtor shall ust
best efforts in good faith to obtain and delivethte Bank, prior to the delivery of any Collatepalbooks and records to said premises, or as
soon thereafter as possible, an agreement in fatisfactory to the Bank, waiving the landlord'smortgagee's or lienholder's rights to
enforce any claim against the Debtor for moneysuhder the lease, mortgage or other lien by lewjistfaint or other similar proceeding
against the Collateral or the books and recordgingl thereto and assuring the Bank's ability teeheccess to the Collateral and the books
records relating thereto to exercise its righteheder to take possession thereof.

3.6 Bank's Rights with Respect to Accounts, Ch&ttgder, General Intangibles and Instruments. (&) Yéspect to any Accounts, Chattel
Paper, General Intangibles and Instruments, thé& Bhall have the right at any time and from timéiriee, whether or not there then exists a
Default or Event of Default: (i) to endorse in theeme of the Debtor all proceeds of the Accountgt@hPaper, Instruments and General
Intangibles payable to the Debtor that may combedBank and (ii) to take control of any cash oncash proceeds of any Account, Chattel
Paper, Instrument, and/or General Intangiblesferurpose of application to pay down the Debtobigations or the Borrower's
Obligations.

(a) With respect to any Accounts, Chattel Papene&ad Intangibles and Instruments, the Bank staiktthe right at any time and from time
to time, after an Event of Default: (i) to compraei extend or renew any Account, Chattel Papetrument, or General Intangible or deal
with the Debtor's Accounts, Chattel Paper, Instmisi@and General Intangibles as the Bank may deeinadile; (ii) to make exchanges,
substitutions, or surrenders of collateral; (ii)dommunicate with Account Debtors and the Debtmrtountant to verify account balances
any information provided by the Debtor; and (iv)ntify an Account Debtor that the Account or Gehéntangible payable by such Account
Debtor has been assigned to the Bank and is taidedpectly and solely to the Bank.

3.7 Accounts. (a) With respect to each AccountDhbtor represents that: (i) such Account is nadevced by a judgment, an Instrument or
Chattel Paper or secured by a letter of creditdpk¢A) such judgment as has been assigned toahk,®r (A) such Instrument or Chattel
Paper as has been endorsed and delivered to theoB&8) such letter of credit as provides for paymto be negotiated only at the Bank's
counters, or, alternatively, provides that paynteEntade solely to the Restricted Account) and ssmis a bona fide transaction; (ii) the
amount thereof shown on the Debtor's books anddeand on any list, invoice or statement furnisteethe Bank is owing to the Debtor;
(iii) the title of the Debtor to the Account anccept as against the Account Debtor, to any goedeesented thereby is absolute; (iv) the
Account has not been transferred to any other Reeswl no Person except the Debtor has any clanretth or, with the sole exception of the
Account Debtor therefor, to the goods represeriteteby; (v) except as previously disclosed to thakBand/or stated on the Debtor's
financial statements previously delivered to thelBano partial payment against any Account has Inegte by anyone; (vi) except as
previously disclosed to the Bank and/or statecherebtor's financial statements previously deédao the Bank, no set-off or countdaim
in a material amount to such Account exists, andgreement has
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been made with any Person under which any deductidiscount in a material amount may be claimed; @ii) the Debtor has notified and
shall notify all Account Debtors and has indicased shall indicate on all billings and statemeatdd¢count Debtors that payments thereon
are to be made solely to the Lockbox. All invoisbsll direct payment to the address set forth énLthckbox Agreement.

(a) The Debtor will (i) furnish to the Bank, updretBank's request, copies, with such duplicateesops the Bank may request, of any invoice
applicable to each of its Accounts; (ii) make ndemnial change in the payment terms of any AccoGhgttel Paper or Instrument in an
amount or evidencing an obligation equal to $250,60more without notifying the Bank of the changevriting; (iii) furnish the Bank upon
the Bank's request with all information receivedtiny Borrower affecting the financial standing nf/aAccount Debtor;

(iv) if requested by the Bank, mark the Debtortords concerning each of its Accounts, Chattel Bdpstruments, or General Intangibles in
a manner satisfactory to the Bank so as to shotetizh Account, Chattel Paper, Instrument or Geéhetangible has been assigned to the
Bank; (v) if requested by the Bank, furnish the Baiith evidence satisfactory to the Bank of thepshént and receipt of any goods and the
performance of any services represented by anyuadspand (vi) inform the Bank immediately of arsfault by any Account Debtor in
connection with any Account, Chattel Paper, Insgotor General Intangible.

3.8 Chattel Paper; Letters of Credit and Instrumiehlie Debtor represents and warrants to the Baathtthas delivered to the Bank and
covenants that it will deliver to the Bank promptiy receipt all originals of

(a) letters of credit securing Accounts, (b) CHa®&per and (c) Instruments now in its possessidreceafter acquired, each properly assic
and/or endorsed over to the Bank, which lettersredit, Chattel Paper and Instruments shall be nglithe Bank as security hereunder, or, at
the Bank's option, endorsed for payment. The Deditall remain solely responsible for the observamaperformance of all of the Debtor's
covenants and obligations under all Chattel Papériastruments, and the Bank shall not be requetbserve or perform any such
covenants or obligations.

3.9 Equipment and Inventory. The Debtor represevasiants and agrees that (a) the Debtor is thelatesowner of its Inventory, Equipment
and Documents, subject only to the security intsreieated hereby and Permitted Liens; (b) the @efil sell its Inventory only in the
ordinary course of business and as otherwise pewirtitereunder; (c) after the occurrence of an EvEbefault, the Bank shall have the right
to take possession of Inventory and the Debtortiyeassigns to the Bank its right of stoppage inditawith respect to such Inventory; the
Debtor will repay the Bank promptly for all reasbteacosts of transportation, packing, storage asdrance of any such possession, together
with interest at the highest rate payable hereyradehe time the Bank pays such costs; and theéoDsliability to the Bank for such
repayment with interest shall be included in thédtfgs Obligations and the Borrower's Obligatiaiag;if any such Inventory is or becomes
represented by a Document, the Bank may requitestidh Document be in such form as to permit thekBa anyone to whom the Bank v
negotiate the same to obtain delivery to it ofltiheentory represented thereby; and (e) all of tkbtr's Equipment as of the date hereof it
forth on Schedule 3.9 attached hereto and is yb@ in which a security interest is to be perfedelely by filing a financing statement under
the Uniform Commercial Code, as adopted in theoveristates, except for motor vehicles owned byiator, and if in the future the Debtor
acquires any equipment of a type in which a secinterest is to be perfected in a manner othar thaor in addition to filing a financing
statement under the Uniform Commercial Code, aptadan the various states, the Debtor shall prommitify the Bank thereof and take
such steps as are necessary to perfect the Bawkisty interest therein.

3.10 Condition of Inventory and Equipment. The Debtill promptly notify the Bank of any casualty similar event which results in a
material decline in the value of any substantiatipo of its Inventory or Equipment and the amoofsuch decline in value.
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3.11 Notices. If notice of sale, disposition oratintended action by the Bank with respect toGb#ateral is required by the Uniform
Commercial Code or other applicable law, any natiegeof sent to the Debtor at the address liste®ection 9.1 or such other address of the
Debtor as may from time to time be shown on thends of the Bank, at least five Business Days pga@uch action, shall constitute
reasonable notice to the Debtor.

3.12 Discharge of Taxes, Etc. The Bank shall hhegight, at any time and from time to time, withaotice to the Debtor to (a) discharge
taxes, liens, security interests or other encundasuat any time levied or placed on any of thea@ethl, and (b) pay for the maintenance and
preservation of any of the Collateral. The Debtdl iimburse the Bank, on demand, with interestréfon at the highest rate payable under
the Loan Agreement, for any payment the Bank maikeany expense the Bank incurs, under this authtion.

3.13 Waiver and Release by the Debtor. The Delowéives protest of all commercial paper at ametheld by the Bank on which the
Debtor is in any way liable, notice of nonpaymetnnaturity of any and all Accounts, Instrumentsa@él Paper or General Intangibles of the
Debtor and, except where required hereby or by ifmtice of action taken by the Bank, and (b) radsake Bank from all claims for loss or
damage caused by any failure to collect any Accdastrument, Chattel Paper or General Intangibleyoany act or omission on the part of
the Bank or its officers, agents and employeesg@xdor gross negligence and willful misconduct.

3.14 Custody of Inventory and Equipment. Upon dedtanthe Bank after the occurrence of an Eventefait, the Debtor shall assemble
Inventory and Equipment and make it available soBlank at the Debtor's place of business. At thaest of the Bank, after the occurrenc
an Event of Default, the Debtor shall provide wangding space in its own premises to the Bank fempilirpose of taking Inventory and
Equipment into the custody of the Bank without realdhereof from such premises and will post sughsas the Bank may reasonably
require to place such Inventory and Equipment utigeexclusive control of the Bank.

3.15 Records and Reports. The Debtor shall keeyraterand complete records of its Accounts (anadfection thereof), Chattel Paper,
Instruments, Documents, Equipment, Inventory, ardégal Intangibles (including, without limitatiomaking all necessary entries therein to
reflect the quantities, costs, values and locatidits Inventory, and the transactions and factingirise to its Accounts, General Intangibles,
Chattel Paper, Instruments and Documents and pagnaedits and adjustments applicable thereta) famish the Bank such information
about the Debtor's Accounts, Chattel Paper, Insgtnis; Documents, Equipment, Inventory and Genatahgibles, as the Bank may
reasonably request.

3.16 Application of Proceeds of Collateral. AfterBvent of Default, all proceeds of Collateral $bal applied (a) to the costs of preservation
and liquidation of such Collateral and the Bankereise of its rights hereunder, then (b) to ppatiinterest and other amounts owing
hereunder or in connection herewith in such ordeha Bank, in its sole discretion, shall determthen (c) into the Debtor's Account.

3.17 Continuing Collateral. The Bank shall be unteobligation to proceed first against any parthef Collateral before proceeding against
any other part of the Collateral. It is expressiyed that all of the Collateral stands as equalritg for all Debtor's Obligations and
Borrower's Obligations and the Bank shall haveritjiet to proceed against or sell any and/or athef Collateral in any order, or
simultaneously, as it, in its sole discretion, EHdatermine.
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ARTICLE IV
REPRESENTATIONS AND WARRANTIES

To induce the Bank to enter into the amendmertiéd_ban Agreement described in the Backgroundasetigreof and to allow advances by
the Borrower to the Debtor, the Debtor representsvearrants to the Bank as follows:

4.1 Ownership; Subsidiaries; etc. (a) Scheduleattached hereto states as of the date hereof thereaed capitalization of the Debtor and
each of its Subsidiaries (including capital sto€khe Debtor and each Subsidiary held in Treasting humber of shares of each class of
capital stock issued and outstanding of the Dedmadreach Subsidiary and the number and percentaggstanding shares of each such class
of capital stock and the names of the record anéfi@al owners of such shares. The outstandingeshizave been duly authorized and va
issued and are fully paid and nonassessable. Slkehéduto this Security Agreement describes ab@®fiate hereof all outstanding options,
rights and warrants issued by the Debtor and eabki@iary for the acquisition of shares of the tastock of the Debtor or such Subsidiary,
as the case may be, all outstanding securitieblagations convertible into such shares and aleagrents by the Debtor or such Subsidiar
the case may be, to issue or sell such sharesd@eh& 1 to this Security Agreement describes dkeflate hereof all options, sale
agreements, pledges, proxies, voting trusts, poafeattorney and other agreements or instrumemigitg upon the Debtor's and/or each
Subsidiary's shareholders with respect to benéficieecord ownership of or voting rights with regpto shares of the capital stock of the
Debtor and each Subsidiary.

(a) The Debtor has no Subsidiaries other thanta®ik on Schedule 4.1.

4.2 Good Standing. The Debtor (a) is a corporatialy organized and existing, in good standing, urlde laws of the jurisdiction of its
incorporation, (b) has the corporate power to awmpioperty and to carry on its business as nowgpednducted, and (c) is duly qualified to
do business and is in good standing in each jutisdi in which the character of the properties odvhg it therein or in which the transaction
of its business makes such qualification necessary.

4.3 Corporate Authority. The Debtor has full corgerpower and authority to enter into and executedeliver this Security Agreement and
each of the other Financing Documents executediatigered by the Debtor, and to incur and perfdneDebtor's Obligations and the
Borrower's Obligations provided for herein and #uerall of which have been duly authorized bypatiper and necessary corporate action
and all material governmental licenses, authowreti consents and approvals required. No consegpval of stockholders or of any other
person or public authority or regulatory body iguieed as a condition to the validity or enforcdibof this Security Agreement or any of t
other Financing Documents, or if required the saamebeen duly obtained.

4.4 Binding Obligations. This Security Agreemend @ach of the other Financing Documents executddialivered by the Debtor have be
properly executed by the Debtor, constitute vatid Eegally binding obligations of the Debtor, and &ully enforceable against the Debtor in
accordance with their respective terms, subjegt tmthe effect upon enforceability of applicabbnkruptcy, insolvency, and other similar
laws affecting the rights of creditors generallyldine exercise of judicial discretion in accordawittn general principles of equity.

4.5 Litigation. There is no litigation or proceegipending or, so far as the Debtor knows, threatéedore any court or administrative age
which, in the opinion of the officers of the Dehtaiill materially adversely affect the financialraiition or operations of the Debtor, or the
ability of the
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Debtor to pay and perform in full the Debtor's @htions or the Borrower's Obligations or the autii@f the Debtor to enter into, or the
validity or enforceability of, this Security Agreemt or any of the other Financing Documents exetatel delivered by the Debtor.

4.6 No Conflicting Agreements. There is (a) no tdratbylaw or preference stock provision of the @eland no provision of any existing
contract or agreement binding on the Debtor orcéifig its properties, and (b) to the knowledgehef Debtor, no law binding upon the Det
or affecting any of its property, which would caofiwith or in any way prevent the execution, detiy or performance of the terms of this
Agreement or of any of the other Financing Docursexiecuted and delivered by the Debtor, or whichlavbe in default or violated as a
result of such execution, delivery or performance.

4.7 Financial Condition. (a) The audited consokdatnd consolidating financial statements of GSEisnSubsidiaries as of December 31,
1996, and the interim, management-prepared cordeticand consolidating financial statements of @&dits Subsidiaries as of March 31,
1997, and (b) the financial statements of the Delat® of March 31, 1997, together with statemehtzafit and loss and of surplus for the
periods then ended, all of which have been deli/évehe Bank, are complete and correct and faisent the financial position of the
Debtor and GSE and the results of their operataombtransactions in their equity account(s) asiefdates and for the periods referred to and
have been prepared in accordance with generalgpaed accounting principles applied on a considiasis throughout the period involved
except as previously disclosed to the Bank. Thexaa liabilities (of the type required to be refled on balance sheets prepared in
accordance with generally accepted accounting iptes), direct or indirect, fixed or contingent,tbe Debtor or GSE as of the dates of such
balance sheets which are not reflected therein trd notes thereto, except as previously discles#ue Bank in writing. There has been no
material adverse change in the financial conditionperations of the Debtor or GSE since the dhtkeofinancial statements referenced
above (and to the Debtor's knowledge no such nahiverse change is pending or threatened) ersamieviously disclosed to the Bank in
writing, and neither the Debtor nor GSE has guaehthe obligations of, or made any investment iloans to, any Person except as
disclosed in such balance sheets. Each of the DabtbGSE have good and marketable title to atheir properties and assets, and all of
such properties and assets are free and cleacofrdirances, except as reflected on such balane¢sshrein the notes thereto.

4.8 Tax Returns. The Debtor has filed or causdzktfiled all required federal, state and localretxrns and has paid all taxes as shown on
such returns to the extent that such taxes haveneedue or has obtained valid extensions of timehich to file such federal, state or local
tax returns. No claims have been assessed anapa@uvith respect to such taxes except as showheifinancial statements referred to in
Section 4.7 above.

4.9 Compliance with Laws Generally. The Debtorasin violation of any law, ordinance, governmentdé or regulation to which the

Debtor is subject (including, without limitatiomyalaws relating to employment practices or to esrminental, occupational and health
standards and controls) and the violation of whichild have a material adverse effect on the conaluitte Debtor's business, and the Debtor
has obtained any and all licenses, permits, fraeshand other governmental authorizations necefsattye ownership and operation of its
properties and business.

4.10 Licenses. The Debtor has obtained all necg$isanses, permits and authorizations requiredHferconduct of its business.

4.11 Liens on Collateral. Other than the Permittieths, the Collateral and the other assets of thiet@ are free and clear of mortgages,
pledges, liens, charges and other encumbrances.
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4.12 Names under which Debtor Does Business; Pahéilace of Business. The Debtor has never dosiadss under any other name. The
principal place of business of the Debtor, witlie theaning of the Uniform Commercial Code, whichsichief executive office and the
office in which it keeps all of its records condemReceivables and Inventory, is located at Sakd City, Utah. The Debtor maintains no
other place of business except as set forth ondsibdng.12.

4.13 Real Property. The Debtor owns no real estate.

4.14 Margin Stock. None of the proceeds of the Loathe Letters of Credit will be used, directlyindirectly, by the Debtor for the purpose
of purchasing or carrying, or for the purpose afugng or retiring any indebtedness which was a&tly incurred to purchase or carry, any
"margin security" within the meaning of Regulati®n(12 CFR Part 207), or "margin stock” within theaning of Regulation U (12 CFR Part
221), of the board of Governors of the Federal Res8ystem (herein called "margin security” and rgimastock") or for any other purpose
which might make the transactions contemplatedih@épurpose credit" within the meaning of saidgRation G or Regulation U, or cause
this Agreement to violate any other regulationh& Board of Governors of the Federal Reserve Systdhre Securities Exchange Act of
1934 or the Small Business Investment Act of 1888amended, or any rules or regulations promulgatéér any of such statutes.

4.15 ERISA and Code. Neither the Debtor nor any @omy Controlled Entity maintains and/or contrilaite, or has ever maintained or
contributed to, any Defined Benefit Plan other than Simulation, Systems & Services Technologiesm@any Union Pension Plan (the
"Union Plan"), which was terminated effective Augds1996. All assets of the Union Plan were disiiéd on or before September 3, 1994.
Except as specifically disclosed to the Bank irtimgi prior to the date of this Agreement:

(a) no Reportable Event has occurred with respeitte Union Plan;
(b) [intentionally omitted]

(c) no liability (whether or not such liability =eing litigated) has been asserted against theobebany Commonly Controlled Entity in
connection with the Union Plan by the PBGC or liguatee appointed pursuant to Section 4042(b))asf(ERISA, and no lien has been
attached and no person has threatened to attéeh t@ lany property of the Debtor or any Commongntolled Entity as a result of any
failure of the Union Plan to comply with the CodeERISA;

(d) neither the Debtor nor any Commonly Controliedity maintains any employee welfare benefit glaoviding for retiree health and/or |
benefits other than (i) such continuation of bernadiverage as is required by law, (ii) coveragesfatosed group of four retired former
employees (and their families, if any) under thaltiebenefit program for active employees, whicliezage will continue only until each
retiree attains age 65 (at which time, such persbha$i become eligible for benefits under the Matiécsupplemental program referred to in
subparagraph (iii) below), (iii) a Medicare supptatal program for a present group of seven retifaed a maximum group of 11 retirees)
with a lifetime claim maximum of $15,000 per reéir@nd (iv) a death benefit for each retiree dbedrin subparagraphs (ii) and

(iii) above not to exceed $10,000 per retiree, pkéer one retiree having a death benefit not tweex $30,000; and

(e) neither the Debtor nor any Commonly Controladity maintains or makes contributions to, or Basr been required to make
contributions to, any Multiemployer Plan.
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4.16 Governmental Consents. Neither the naturheobDiebtor’'s business or properties, nor any relisliip between the Debtor and any other
entity or person, nor any circumstance in conneciigh the extension of the Loan, advances to tebtdr by the Borrower or the issuance of
the Letters of Credit is such as to require a cotfysgproval or authorization of, or filing, regeion or qualification with, any Governmental
Authority, on the part of the Debtor, as a condiitio the execution and delivery of this Securityégment or any of the other Financing
Documents.

4.17 No Default or Event of Default. No event haswred which would constitute a Default or an Bva@rDefault under this Security
Agreement or any of the other Financing Documeérttg. Debtor is not in default under the terms of ather agreement or instrument to
which the Debtor may be a party or by which anyhef Collateral may be bound or subject and whichld/bave a material adverse effect on
the Debtor's ability to pay or perform its obligats under this Security Agreement or any of theoBinancing Documents.

4.18 Full Disclosure. To the best of the Debtoriewledge, no representation or warranty by the @ehtthis Security Agreement and no
information in any other Financing Document or atgtement, certificate, schedule or other docurfugnished or to be furnished to the B
pursuant hereto, or in connection with the traneastcontemplated hereby, contains or will contaig untrue statement of a material fact or
fails or will fail to state a material fact necegst make the statements contained herein orithec misleading. Except as disclosed in this
Security Agreement, there is no fact known to tledidr which the Debtor has not disclosed to thekBamvriting which materially adversely
affects, or, so far as the Debtor can now foreses, materially adversely affect, the business rioia condition or results of operations of
Debtor.

4.19 Officers and Directors of the Debtor. Schedul® attached hereto states as of the date hieofficers and directors of the Debtor.

4.20 Business. The business of the Debtor as phesemducted and presently planned to be condustéjl technical training for
professional and continuing education students lwimicludes Novell, Microsoft and other similar tgpef database and computer tool
training; (ii) computer hardware sales, includinglfmange computer, workstations and network conmgitfiii) computer software sales
ranging from the complete line of Microsoft produtt Sybase, Oracle and other computer databas®alngtoducers; (iv) client/server,
Internet, and database software consulting andlolgvent, including the creation of custom applicasi, custom upgrades and professional
testing services; and (v) staff augmentation, wiceresultants are sent to a client site under tleatts supervision.

4.21 Employee Controversies. There are no matenidroversies pending or, to the knowledge of tebtbr, threatened or anticipated
between the Debtor and any of its employees, agre thre no labor disputes, grievances, arbitrgtioneedings or any strike, work stoppages
or slow downs pending or, to the Debtor's knowledigeeatened between the Debtor and its employe@dsegresentatives which could img
the ability of the Debtor to perform its obligathereunder or under any other Financing Docuneenthich has had, or is likely to have, a
material adverse effect on the financial condititbthe Debtor.

4.22 Environmental Matters.

(a) The Debtor and all of its operations are inariat compliance with all of the Environmental Law® the extent necessary for the conduct
of its business, the Debtor is in possession af iamaterial compliance with, all permits, liceaseegistrations, and authorizations required
under the
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Environmental Laws. All such permits, licensesst&gtions, and authorizations are currently ireetff no proceeding is pending or, to the
best of the Debtor's knowledge, threatened to mgpdifspend, revoke, withdraw, or otherwise limitlspermits, licenses, registrations, and
authorizations; and no administrative or governrakeattion has been taken or, to the best of thaddstknowledge, threatened in connection
with the expiration or renewal of such permitsefises, registrations or authorizations. The Ddmsrnot received any notice of violation,
citation, complaint, request for information, ordéirective, compliance schedule, notice of clgimaceeding, or litigation, from any party,
relating to its compliance with the Environmentas.

(b) The Debtor does not generate, store, recyotegss, transport, dispose of or release any "ldanarSubstances,” as defined herein, e:
in compliance with the Environmental Laws. To tlestof the Debtor's knowledge, there are no canditon, about or arising from any
properties where the Debtor conducts business whahgive rise to liability, the imposition of astory lien, or require "Response,”
"Removal" or "Remedial Action," as defined herainder any of the Environmental Laws which woulddavnaterial adverse effect on the
Debtor, its business or its properties.

(c) The Debtor has not received any request fariétion, claim, demand, or other notification tihas or may be potentially responsible or
liable for any Response, Removal or Remedial Actibany site, including properties not owned, ofgetar leased by or to the Debtor.
Hazardous Substances generated by the Debtor leaee, wlirectly or indirectly, to the best of thelbar's knowledge, been sent, transferred,
or transported to, or treated, stored or dispo$ed any site listed or formally proposed for ingfion the National Priorities List promulgated
pursuant to CERCLA.

(d) There are no pending, or, to the best of thet@s knowledge, past or threatened investigatiactsons, claims and proceedings of any
nature whatsoever against the Debtor, includingl tharty claims based upon negligence, trespass, Ibility, nuisance or toxic tort, arisii
out of or in any way related to any Hazardous Sarust or any alleged violation of the Environmehtals.

ARTICLE V
CONDITIONS PRECEDENT

5.1 General Conditions Precedent. It is a conditiotine effectiveness of this Security Agreemeat the Borrower and the Bank shall have
entered into the amendment to the Loan Agreemesaritbed in the Background section hereof that taekBshall have received all of the
following, in form and substance satisfactory te Bank:

(a) A copy, certified in writing by the Secretanyan Assistant Secretary of the Debtor, of (1) kggans of the Board of Directors of the
Debtor evidencing approval of the Financing Docutaday the Debtor and the matters contemplated blyeend (2) each document
evidencing other necessary corporate action andrgawental approvals, if any, with respect to theaRting Documents;

(b) A favorable opinion of counsel for the Debtadats Subsidiaries covering such matters as thk Bhall reasonably require;

(c) A written certificate by the Secretary or arsistant Secretary of the Debtor as to the namesigndtures of the officers of the Debtor
authorized to sign the Financing Documents to whiiehDebtor is a party and the other documenteuificates of the Debtor to be executed
and delivered pursuant thereto;
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(d) Recent certificates, issued by the Secreta§tate of each jurisdiction where the Debtor i®iporated or is, or is required to be,
authorized to do business, stating that the Dabtarcorporation duly incorporated or authorizedadusiness (as the case may be) and in
good standing under the laws of such jurisdictions;

(e) This Security Agreement executed by the Debtor;

(f) The Debtor's Master Note executed by the Debtor

(9) Confirming letter re: Master Letter of Crediggfeement executed by the Debtor;

(h) Confirming letter re: Lockbox Agreement in tloem attached hereto as Exhibit 5.1(H);
(i) The Debtor's Guaranty;

(j) Payment by the Debtor of the fees referrecht8éction 9.3 hereof;

(k) Certificates of insurance issued in the namthefBank, showing the Bank as a lender loss pagdéor additional insured, as the case
be, evidencing all insurance coverage as requieegmder together with copies of the underlyindgoped (each policy of insurance must be
issued by an insurance company satisfactory t@#mk, must have premiums therefor prepaid throbgHitst quarter ending after the date
this Security Agreement, and must provide thatilitmot be terminated or otherwise modified advérde the Bank without at least 30 days'
prior written notice to the Bank) and an assignnadribe proceeds of the business interruption susce;

(1) A certificate of the Debtor (with supportingidence if reasonably required by the Bank) représgiio the Bank that (1) the Debtor has
fully complied with all applicable federal, statedalocal laws and regulations, including withomtitiation all Environmental Laws where
failure to so comply could have a material and aslveffect on the Debtor, its business or its pittgse (2) there is no pending or threatened
litigation which, if adversely decided against thebtor, could result in a material adverse changhe financial condition or operations of
Debtor; (3) the representations and warrantiesatoad herein are true and correct as of the dateoBecurity Agreement; (4) no material
adverse change has occurred since the date ofdseratent financial statements reviewed by thekB@) no Default or Event of Default t
occurred; (6) no casualty or condemnation has oedwhich affects the Debtor's property; (7) théehas no Subsidiaries other than a
forth in Section 4.1; and

(8) the Bank has received true and correct cogdied documents evidencing, executed in conneatith, or, in any way, related to the
Debtor's Obligations or Borrower's Obligations;

(m) Each other document required by Article Il éafras to the Collateral and any other document®wdition which the Bank may
reasonably request, including without limitatiorganprehensive list of all of the Debtor's Invegitand Equipment, its fair market value and
location, and any other document for filing or athise in order to perfect the Bank's security ies¢iin the Collateral as determined by the
Bank in its sole and absolute discretion;

(n) If Collateral is located at a facility thatrist owned by the Debtor, or owned by the Debtojestitio a mortgage or other lien in favor of a
Person other than the Bank, (1) copies of all lgase

33



mortgages or other similar agreements relatingioh $acility; and (2) a lien waiver executed by thedlord, mortgagee or other lienholder of
each such facility (provided that such lien waiweits be delivered on a best efforts in good faitisis);

(o) Satisfactory results of Uniform Commercial Cogelgment and lien searches, trade checkings ankl &dudits; and
(p) Such other documents and information as th&kBaay reasonably request.

5.2 Continuing Conditions Precedent. The obligatibthe Bank to make any advance under the Loae&gent or issue any Letter of Cre
is subject to the further conditions precedent that

(a) the representations and warranties containgusrSecurity Agreement and in the other Finan@oeguments shall be correct and accurate
on and as of that date unless the Bank shall otkeragree;

(b) no Default or Event of Default shall have ocedr and

(c) no event shall have occurred which, in the Bargasonable opinion, impairs the financial respgality of the Debtor such that a material
adverse change in the financial condition or openatof the Debtor could result and there shallh@ate occurred any material adverse ch
in the financial condition or operations of the Beb

ARTICLE VI
AFFIRMATIVE COVENANTS

Until payment and performance in full of the Delgd@bligations and the Borrower's Obligations, antll the Bank has no further obligation
under the Loan Agreement, the Debtor will perfoamteof the covenants contained in this Article VI:

6.1 Financial Statements. The Debtor shall cauge forovided to the Bank the following financialdmation, all of which must contain
detail reasonably satisfactory to the Bank:

(a) as soon as available but in no event more 1R8rdays after the end of each fiscal year, cotatd balance sheets and income and
expense statements of GSE together with its Sw@di (including, without limitation, the Borrowehe Debtor and their Subsidiaries),
examined and unqualifiedly certified by such indegent accountant as may be satisfactory to the Bamkconsolidating management-
prepared balance sheets and income and expensmeatds of GSE and its Subsidiaries (including tber@®ver, the Debtor and their
Subsidiaries), prepared in accordance with UnitetieS generally accepted accounting principlesistargly applied and certified by the
principal financial officer of GSE and accompanigda certificate of that officer stating whetheydefault or Event of Default has occurred
under this Security Agreement or any of the othiraicing Documents, and, if so, stating the fadgth vespect thereto; and

(b) as soon as available but in no event more 4ashays after the end of each fiscal quarter, dateted balance sheets of GSE together-
its Subsidiaries (including, without limitation &lBorrower, the Debtor and their Subsidiaries) @musolidating balance sheets of all of its
Subsidiaries (including, without limitation, the Bower, the Debtor and their Subsidiaries), adefdlose of such period and income and
expense statements for such period, prepared in
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accordance with United States generally acceptedusating principles consistently applied and cietifby the principal financial officer of
GSE, and accompanied by a certificate of that effstating whether any Default or Event of Deféuals occurred under this Security
Agreement or any of the other Financing Documenis, if so, stating the facts with respect theratm

(c) such additional information, reports or statatees the Bank may from time to time reasonaliyest.

6.2 Taxes and Claims. The Debtor shall pay anchdige all taxes and assessments, whether genesé¢cial, ordinary or extraordinary, due
and owing by the Debtor to all Governmental Auttiesi in respect to the Debtor, any of its propertieassets, franchises, businesses, in
or profit, prior to the date on which penaltiesalt thereto, and all lawful claims which, if unpaitight become a lien or encumbrance upon
any of its properties, other than those taxes asdssments which are being contested in gooddadtor which adequate reserves in
accordance with generally accepted accounting ipteg have been set aside.

6.3 Insurance. The Debtor shall provide or caudmetprovided to the Bank, and shall maintain, aiseao be maintained, in full force and
effect at all times prior to the payment and perfance in full of the Debtor's Obligations and th@m®wer's Obligations and until the Bank
has no further obligations under the Loan Agreemgnth policies of insurance as are normally maiethby similar businesses operating in
the same vicinity as the Debtor, which are undetemiby a company or companies and are in formaamolunts satisfactory to the Bank,
including, by way of example and not by way of kiation, at least the following:

(a) permanent fire and hazard insurance or proplanyage insurance covering any real property imgr@nts owned by the Debtor and all
Equipment and Inventory and other personal propafrtiie Debtor wherever located, affording protattagainst at least loss or damage by
fire or other hazards covered by the standardsitl“extended coverage" endorsement (non-repofting), including vandalism and
malicious mischief and such other risks as shatiustomarily covered with respect to similar praper as the Bank may from time to time
otherwise require, in amounts not less than theelesf (i) the aggregate principal amount of then@dtment (whether or not the entire
amount of the Commitment is fully utilized by therBower from time to time) and (ii) the maximum amo of such insurance which is
available to the Debtor, containing a standard oofrébuting, non-reporting mortgagee or loss pagilaase naming the Bank as mortgagee
and loss payee, as its interest may appear andyspgcthat "such policy will not be cancelled witht 30 days' prior written notice to the
Bank";

(b) public liability and property damage insuraf@ethe Debtor to afford protection in amounts of tess than (i) $500,000 per occurrence
and $1,000,000 for all annual occurrences in reaspfdzodily injury, and (ii) $250,000 per occurrenand $500,000 for all annual occurrences
in respect of property damage, together with aros@ient naming the Bank as an additional insured;

(c) business interruption insurance for the Detdafford protection against such events as aromegily covered by such insurance issued
with respect to businesses similar to those comdusy the Debtor; and

(d) workers' compensation insurance of the Debfthr eoverage limits in accordance with the requieets of applicable laws or regulations.
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All of such insurance shall be evidenced by binadensroperly endorsed policies and not merely byiftzates.

6.4 Corporate Existence. The Debtor shall maintagood standing its existence as a corporatioreutite laws of the jurisdiction of its
incorporation and its qualification to do businassach jurisdiction in which such qualificationniscessary for the conduct of its business in
such jurisdiction, including, without limitatiorhé State of Utah.

6.5 Maintenance of Properties. The Debtor shalhtaai all of its properties (including InventorydaBquipment) in good working order and
condition and cause replacements and repairs toaoe when necessary for the proper and advantageadsict of its business.

6.6 Compliance With Laws Generally. The Debtor kbainply with all applicable laws, ordinances, gmraental rules or regulations to
which the Debtor is or becomes subject (includimighout limitation, any laws relating to employmearactices or to environmental,
occupational and health standards and controls).

6.7 Maintenance of Licenses. The Debtor will taketeps necessary to maintain all licenses, psgririinchises and other governmental
authorizations required for the operation of itsibass, including but not limited to validated fises or permits in connection with its export
operations.

6.8 Books and Records; Inspection. (a) The Debtibkeep adequate records and books of accountmeipect to its business, in accordance
with generally accepted accounting principles; pednit the Bank, by any of its respective accoustaattorneys, officers or other agents, to
examine such records and books of account andtoish the affairs, finances and accounts reldtiegeto with officers of the Debtor at its
offices at any time during normal business housspart of this requirement, the Debtor will keeplsuecords as may be necessary to tra
working capital needs, by any appropriate meassireay be approved by the Bank.

(b) The Debtor will permit representatives of thenR to inspect, examine and/or audit the Collatenay of its other property and/or its books
and records and to make extracts therefrom agafionable times for purposes of examination, eatifin, inspection and appraisal thereof.
The Debtor will permit representatives of the Bamkonduct field examinations of the Collaterahay time and from time to time during
normal business hours. The Debtor agrees to reselihe Bank for the cost of such inspections, ematitins and/or audits; provided,
however, that prior to an Event of Default suclmtgirsed inspections, examinations or audits byessprtatives of the Bank shall not occur
more frequently than twice annually.

6.9 Notification of Certain Events; Events of Ddfaand Adverse Developments. The Debtor shall pityn{pnd in any event within five
Business Days of obtaining knowledge thereof) gdtiE Bank in writing of the occurrence of any loé following (in each case describing in
detail satisfactory to the Bank the nature theesmf the action the Debtor proposes to take witheesthereto):

(a) any Default or Event of Default under this S#guAgreement or any of the other Financing Docuatsg

(b) litigation or other actions, suits or proceeagirbefore any court or any governmental or regatadgency, domestic or foreign, affecting
the Debtor which, if adversely decided, would miatgr adversely affect the conduct of its busindle, Collateral, its ability to perform its
obligations under any of the Financing Documents,
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its financial condition, or in any manner impairadfect the security for the Debtor's Obligatiomghe Borrower's Obligations or the ability of
the Debtor to pay or perform in full the Debtor'sli@ations or the Borrower's Obligations;

(c) any notice, claim or demand from any GovernmaleAtithority which alleges that the Debtor is imhation of any of the terms of, or has
failed to comply with, any applicable order issyenisuant to any federal or state statute regulétingperation of business, including, but not
limited to, the Occupational Safety and Health &otl the Environmental Protection Act;

(d) the occurrence of any event which the Debtasoaably believes may adversely affect the cobéityi of any Receivable in the amount

or evidencing an obligation equal to $250,000 orenmcluding (without limitation) the occurrenckam event under any accounts receivable
insurance maintained by the Debtor with respeentpof the Receivables or the deterioration offit@ncial condition of any bank issuing a
letter of credit to secure any of the Receivaldest

(e) any other development in the business or affsithe Debtor which could have a material adveffext on the Debtor or could adversely
affect the security for the Debtor's Obligationghe Borrower's Obligations or the ability of therBower to pay or perform in full the
Debtor's Obligations or the Borrower's Obligations.

6.10 Performance of All Contracts. The Debtor spafform all of its obligations under all purchasders and contracts substantially in
accordance with their terms, as they may be matiffiem time to time.

6.11 Conditions Precedent to Right to Receive Paymeder Purchase Orders and Contracts. The Debédlr as soon as possible, take all
actions necessary to entitle the Debtor to recanyepayments due in respect of all purchase oatetontracts, including (without
limitation) the timely drawing of drafts under aleyters of credit issued for the benefit of the @elin connection therewith.

6.12 Further Assurances and Corrective Instrumdims.Debtor shall execute, acknowledge and delarecause to be executed,
acknowledged and delivered, from time to time, ssighplements hereto and such further instrumentsagsreasonably be required by the
Bank for carrying out the intention of the partiesor facilitating the performance of, this SeguAgreement or any of the other Financing
Documents.

6.13 Lockbox Notices. The Debtor shall from timeitoe at the request of the Bank deliver to thelBewidence satisfactory to the Bank in
sole and absolute discretion that the Debtor h#ifietball Account Debtors (other than intercompakgcount Debtors) that all payments are
to be made to the Lockbox and evidence that theddélas indicated on all billings and statementsgpthan those provided to intercompi
Account Debtors) that payments are to be madeystéhe Lockbox.

6.14 Equal Employment. The Debtor shall prohibétcdimination on the basis of (i) political or rebgs opinion or affiliation, marital status,
race, color, creed, or national origin, or (ii) sxage, except where sex or age constitutes afidmaccupational qualification, or (iii) the
physical or mental disability of a qualified indilvial with a disability.

6.15 Management. The Debtor shall notify the Bardmptly and in any event within two Business Déythére shall occur any change in the
identity of the persons occupying the offices ak€lexecutive officer, president or executive vigesident (or their equivalents).
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6.16 Environmental Matters.

(a) The Debtor shall comply with all Environmenitalws and, to the extent necessary for the conduts business, shall obtain, maintain,
and comply with all permits, licenses, registrasi@md authorizations required under the Environedér@ws. The Debtor shall comply with
all governmental orders, directives, judgmentsreles, awards, administrative consent orders, sedtieagreements, or other settlement
documents entered into with any administrative@mregnmental agency or entity concerning compliamite the Environmental Laws.

(b) The Debtor shall not generate, store, recymiecess, transport, dispose of or release any HaaarSubstances, except in compliance with
the Environmental Laws. The Debtor shall not opeitatbusiness in a manner which may give ris@tulity, the imposition of a statutory

lien, or require any Response, Removal or Remédiabn under any of the Environmental Laws. In éwent that conditions are discovered
in connection with the operation of the Debtor'sibass which may give rise to liability, the imgasi of a statutory lien, or require
Response, Removal or Remedial Action under anfie@Environmental Laws, the Debtor shall promptketall actions, required under the
Environmental Laws. The requirements of this Sectind Section 6.16(a) do not affect the Debtaglstsito defend or take any other action
relative to any claims of any kind instituted agxi.

(c) The Debtor shall immediately notify the Bankwriting, of its receipt, knowledge or discovetfy () any notice of violation, citation,
complaint, request for information, order, direeticompliance schedule, notice of claim, proceedindjtigation, from any party, relating to
its compliance with the Environmental Laws; (ii)yarequest for information, claim, demand, or nottion that it is or may be potentially
responsible or liable for any Response, Remov&eamedial Action at any site, including properties owned, operated or leased by or to
Debtor; (iii) any notice of claim, action, or praaing of any nature whatsoever against the Deltdyding third-party claims based upon
negligence, trespass, strict liability, nuisancéoaic tort, arising out of or in any way relatedany Hazardous Substance or any alleged
violation of the Environmental Laws and; (iv) arther information which may give rise to liability the Debtor, the imposition of a statutt
lien against the Debtor, or require Response, RaimmRkRemedial Action by the Debtor under any & Environmental Laws.

(d) The Debtor indemnifies, defends and holds hassithe Bank, its parents, subsidiaries, successsigns, officers, directors,
shareholders, employees, and agents (the "Banie®3ytfrom and against any and all claims, lidigit, penalties, fines, damages, judgments,
losses, suits, actions, legal or administrativegedings, interest, costs (including without limida, all costs of any required Response,
Removal or Remedial Action) and expenses (includithgrneys' fees, consultants fees and expert &ss)g out of or in any way relating 1

(i) the presence of Hazardous Substances on, diengath or arising from any properties where thbt@r conducts its business;

(ii) the failure of the Debtor or any of its Suligides to comply with the Environmental Laws; aiiij (he Debtor's breach of any of the
representations, warranties and covenants contaieraih. The Debtor's Obligations under this

Section shall not include claims arising solely ofithe actions of the Bank Parties. The indemsitientained in this Section shall survive the
discharge of the Borrower's Obligations, foreclesar deed in lieu of foreclosure.

6.17 Pension Matters. The Debtor and each Comnt@ahtrolled Entity will comply in all material respts with the provisions of ERISA al
the Code with respect to any "employee benefit,plas defined in Section 3(3) of ERISA. Neither thebtor nor any Commonly Controlled
Entity will adopt any employee pension benefit pbaiject to the minimum funding standards of EREBW the Code or become obligated to
contribute to any Multiemployer Plan. Neither thetiior nor any Commonly Controlled Entity will adagty employee welfare benefit plan
that provides for post-employment life and/or Healt
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benefits (other than such continuation of benafiterage as is required by law and the plan destiib&ection 4.15). The Debtor will not
acquire or permit the acquisition by any Commongnolled Entity of any trade or business which mtains or contributes to any plan
described above.

ARTICLE VII
NEGATIVE COVENANTS

Until payment and performance in full of all of tBebtor's Obligations and the Borrower's Obligadicemd until the Bank has no further
obligation under the Loan Agreement, the Debtoeagithat it will not fail to comply with any of tliellowing covenants:

7.1 ERISA Compliance. Neither the Debtor nor anyn@wnly Controlled Entity shall fail to maintainat times such bonding as is required
by ERISA.

7.2 Use of Certain Funds and Letters of Credit. Dkbtor will not use the proceeds of any advancas the Borrower or the Letters of
Credit on which the Debtor is the account partydioy purposes other than to meet working capitetisgincluding, without limitation,
funding to meet reimbursement obligations undehdietters of Credit.

7.3 Borrowings. The Debtor will not create, incassume or suffer to exist any liability for borravaoney, except:

(a) indebtedness to GSE, Borrower or to any oftbekholders of GSE, which is created in the nortoakse of business, subject to the
provisions of Section 7.10; and

(b) indebtedness of the Debtor secured by any psecmoney, lien or permitted by subsection (hhefdefinition of "Permitted Lien".

7.4 Collateral. The Debtor will not sell, transterotherwise dispose of any portion of the Collaltesther than inventory in the ordinary
course of business and as otherwise permitted héeeuor create, incur, assume or suffer to exigtraortgage, pledge, lien or encumbrance
of any kind upon the Collateral or any of its othbevperty or assets, whether now owned or hereafiguired, except:

(a) Permitted Liens; and

(b) any lien on any property, or interest therbigreafter acquired by the Debtor, which is creatmdemporaneously with such acquisition to
secure or provide for the payment or financingrof part of the purchase price thereof, and whiehdido not, in the aggregate together with
similar liens on such property or interest of thmm®wer, secure indebtedness exceeding $500,000.

7.5 Merger, Acquisition, Dissolution or Sale of Ass The Debtor will not, and will not permit anytsidiary to (a) enter into any merger or
consolidation or dissolution, or (b) acquire, dthgor indirectly, any of the assets (other thaveintory, equipment and real estate in the
ordinary course as permitted by the Financing Danisito conduct its business as conducted on teeofithis Security Agreement) of any
Person (including without limitation any division ather operating unit of any Person), (c) selisk or otherwise dispose of any of its assets
as identified in accordance with United States galyeaccepted accounting principles (except inggnand equipment disposed of in the
ordinary course of business, except for obsoleteritory as
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determined by the board of directors of the Dehtut except for inventory with a fair market valdeno more than $250,000 in the
aggregate), (d) make any material change in itsarate structure or identity, or (e) enter into agyeement to do any of the foregoing
without the prior written consent of the Bank.

7.6 Change in Nature of Business. The Debtor willmake any material changes in the basic natuits bfisiness.
7.7 Additional Stock. The Debtor will not issue aagditional stock of any class (except to its éxgsstockholder as a stock dividend).

7.8 Subsidiaries. The Debtor will not create anpstdiaries other than those set forth on ScheddleThe Bank may, in its sole and absolute
discretion, require at any time, or from time 1o, that the assets of one or more of the Sub&dibecome part of the Collateral for the
Borrower's Obligations or the Debtor's Obligatipugsuant to documentation that shall be in form sutustance satisfactory to the Bank ir
sole and absolute discretion. The Debtor's aggeagaestment in its Subsidiaries shall not exces@|@0, provided that for purposes of this
Section 7.8 only "investment" shall not includesitompany Accounts arising from transactions ferahlivery of goods and services with
any of its Subsidiaries in the ordinary course@ms no less favorable to the Debtor or such Sigrgithan would be obtainable from a
Person not an Affiliate (and in any event paymentgoods or services arising from the lending abpenel, selling of merchandise, or
otherwise performing services shall be made omalyi basis (120 days maximum)), as permitted byi&ed.16(b).

7.9 Contingent Liabilities. Except as specificglgrmitted by the terms of this Security Agreem#rg, Debtor will not assume, guarantee,
endorse, contingently agree to purchase or otheragsome liable upon the obligation of any Persgoept by the endorsement of negotic
instruments for deposit or collection or similartsactions in the ordinary course of business.

7.10 Subordination of Amounts Owing to GSE, Sulasids or Affiliates.

(@) In the event that the Debtor incurs any obiigest to GSE, a Subsidiary or an Affiliate otherrttiae Borrower (and the Debtor shall incur
no such obligations other than those permittedeictiSn 7.16), no payments shall be made in regpestich obligations during any period of
time in which any Debtor's Obligations or BorrowdDbligations remain outstanding, except as pralvidehis Section 7.10; and

(b) In the event that the Debtor incurs any obiayeat to GSE, a Subsidiary or an Affiliate otherrtlihe Borrower as permitted by Section
(and the Debtor shall incur no such obligationeothan those permitted in

Section 7.16), payments may be made in respectyo$ach obligations, provided that no Default oefivof Default shall have occurred and
the making of any such payment does not creatauer Event of Default; no payments shall be madrespect of any such obligations
after the occurrence of a Default or an Event diaDi; and

(c) The Debtor may declare and pay dividends péedhiinder Section 7.13, provided that no DefaulEwent of Default shall have occurred
and the declaring or paying of any such dividenesdwot create a Default or Event of Default; nad#inds shall be declared or paid after the
occurrence of a Default or an Event of Default; and
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(d) In the event the Debtor has incurred, or infthare incurs, any obligation to GSE, GSE shaliadinate such obligation as provided as to
the Borrower in Section 1.8 of the GSE Guarantypim and substance satisfactory to the Bank, stibjethe provisions hereof.

7.11 Loans. The Debtor will not make loans or adearto any Person, except for reasonable travalraesg to officers and employees made
in the ordinary course of business.

7.12 Investments. The Debtor will not purchaseaguére the obligations or stock of, or any otheadditional interest in, any Person, except
(a) general obligations of, or obligations uncoiodially guaranteed as to principal and interesty,United States of America, (b) bonds,
debentures, participation certificates or notesadsby any agency or corporation which is or magafer be created by Act of the Congress
of the United States as an agency or instrumepnthigreof, (c) public housing bonds, temporary aaepreliminary loan notes, fully secured
by contracts with the United States, (d) certiésadf deposit issued by the Bank, (e) its Subsatian existence on the date of this Security
Agreement, as such levels may change as a resstivak dividends permitted under the Financing Deents and (f) any other investment:
permitted by the Bank.

7.13 Dividends and Purchase of Stock. The Debtgr aealare dividends on any shares of any clasts ataock, or set apart any sum for the
payment of dividends on any shares of any clasapital stock, provided that any amounts payabke result thereof shall be subject to
Section 7.10 and shall be treated as subordinatibtedness under Section 1.8 of the GSE Guararityhe dividends were declared by the
Borrower. The Debtor shall obtain GSE's acknowleaget of such subordination in such event in form substance satisfactory to the Be
The Debtor shall not apply any of its property ssets to the purchase, redemption, or other retineof, or set apart any sum for the
purchase, redemption or other retirement of, oravaaky other distribution by reduction of capitabtinerwise in respect of any shares of its
capital stock.

7.14 Sale and Leaseback. The Debtor will not diyemtindirectly enter into any arrangement wheréiy Debtor shall sell or transfer all or
any substantial part of its fixed assets then owmeitl and shall thereupon or within one year théer rent or lease the assets so sold or
transferred.

7.15 Sale of Accounts Receivable. The Debtor vatl sell, discount, transfer, assign, or otherwispase of any of its Receivables or any
other rights to receive income, revenues or moneysever evidenced, except in connection with eutyeexisting extensions of credit by 1
Bank.

7.16 Transactions with Affiliates and Subsidiariese Debtor will not use any of the proceeds of adyances from the Borrower or the
Letters of Credit on which it is the account pddythe benefit of any Subsidiary or Affiliate exteas permitted by the use of proceeds set
forth in Section 7.2. The Debtor will not, and wilht permit any of its Subsidiaries to, engageniy taansaction with any Affiliate or
Subsidiary of the Debtor unless such transactionade on substantially same terms and conditiotiseaBebtor would have required in a
substantially similar arms length transaction.
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ARTICLE VIl
EVENTS OF DEFAULT; REMEDIES

8.1 Events of Default. Any one or more of the foliog events shall constitute an Event of Defautlemthis Agreement:

(a) Failure to Pay Borrower's Obligations or Delst@bligations. (i) The Debtor shall fail to pagthmount of any of the Borrower's
Obligations as and when the same are due and galyehtcordance with the terms of the Loan Agredroefii) fail to pay the Borrower's
Obligations or the Debtor's Obligations as and wikensame are due and payable under the otherdirgaDocuments.

(b) Breach of Representations and Warranties. gpyasentation or warranty made herein or in arthe@financing Documents, or in any
report, certificate, opinion (including any opiniohcounsel for the Debtor), financial statemenbthrer instrument delivered in connection
with this Security Agreement or any of the otherdficing Documents shall prove to be false or mifegpin any material respect when made
(or deemed made) with respect to the Debtor.

(c) Failure to Comply with Covenants. Default stidlmade in the due observance or performanceyod@renant, conditions or agreement
contained in Section 6.2, Section 6.3, Section ub8ss such Default is capable of being cured bgpital contribution or by a borrowing
permitted under Section 7.3 and such Default isused within thirty (30) days after the earlierowcur of (i) a Responsible Officer shall have
become aware of such default or (ii) written noti€such default shall have been given to the Deiyahe Bank), or Article VI hereof or
there shall exist an Event of Default under andeded in the GSE Guaranty or Subsidiary Guaranty.

(d) Other Defaults. Either (i) default shall be read the due observance or performance of any ¢&ner, covenant or agreement containe
this Security Agreement and such default shall lerdginued unremedied for a period of thirty (3@ysl after the earlier to occur of (A) a
Responsible Officer shall have become aware of detault or (B) written notice of such default shralve been given to the Debtor by the
Bank, or (ii) an event of default shall occur unday of the other Financing Documents.

(e) Default Under Other Indebtedness. Default dhalinade with respect to any other evidence otitadiness or liability for borrowed
money of the Debtor (i) to the Bank, or any finahdnstitution into which the Bank is merged omthich it is related or affiliated by direct or
indirect common ownership, or (ii) to any other$er if the effect of such default is to accelethematurity of such evidence of
indebtedness or liability or to permit the holdebligee thereof to cause any indebtedness tonhectue prior to its stated maturity, or any
such indebtedness shall not be paid as and wheardlpayable.

(f) Receiver; Bankruptcy. The Debtor or the Borrow&SE or any Subsidiary of any of such PersorengrSubsidiary shall (i) apply for or
consent to the appointment of a receiver, trustdigjaidator of itself or any of its property, (i§dmit in writing its inability to pay its debts as
they mature, (iii) make a general assignment ferttbnefit of creditors, (iv) be adjudicated as apkor insolvent, or

(v) file a voluntary petition in bankruptcy, or atfiion or an answer seeking reorganization orreangement with creditors or to take
advantage of any bankruptcy, reorganization, iresady, readjustment of debt, dissolution or liquigataw or statute, or an answer admitting
the material allegations of a petition filed agaib#n any proceeding under any such law, or ifpowate action shall be taken by any of them
for the purposes of effecting any of the foregoimg(vi) by any act indicate its consent to, apjtaw acquiescence in any such proceeding or
the appointment of any receiver of or trustee ffar iany substantial part of its property, or stdffeny such receivership, trusteeship or
proceeding to continue undischarged for a peria8Oodays.
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(9) Involuntary Receiver; Bankruptcy. An order, guaent or decree shall be entered, without the egipdin, approval or consent of the Del
or the Borrower, GSE or any Subsidiary of any aftsBersons, as the case may be, by any court gietemt jurisdiction, approving a
petition seeking reorganization of such entitypball or a substantial part of its assets or apiirag a receiver, trustee or liquidator of such
entity, and such order, judgment or decree shalficoe unstayed and in effect for a period of 3@sda

(h) Judgments. Judgments in excess of $250,00kiaggregate, or any attachment or other levy agtin property of the Debtor with
respect to a claim, remains unpaid, unstayed oeappndischarged, unbonded, or undismissed feriagof 30 days.

(i) Execution; Attachment. Any execution on a judgror attachment in respect of a judgment shalkbied against any of the Collateral,
and such judgment, either alone or when aggregaitbcany other such judgments, shall exceed $1@i®@mount and such executions or
attachments shall not be set aside, dischargegyed within thirty (30) days after the same shalle been levied.

() Transfers of Stock. Any shares, or interestthishares, of the capital stock of the Debtoisalé, encumbered, purchased, redeemed or
otherwise transferred.

(k) Liquidation; Dissolution. The Debtor shall beginy procedure for its liquidation or dissolutimnany such procedure is commenced
against it.

(I) Change of Control. There shall occur a Chanfgéantrol.

8.2 Remedies. Notwithstanding any provision todtwetrary contained in this Agreement, upon the gerce of a Default or any Event of
Default or upon receipt by the Bank of any notidgéal the Debtor is required to give under

Section 6.9 of this Agreement, the Bank may disoolet making advances of the Loan (except to fundbiersement obligations under isst
and outstanding Letters of Credit as they arisd)issuing Letters of Credit under the Loan Agreehireiits sole and absolute discretion and
will automatically discontinue making advancesh# t oan (except to fund reimbursement obligatiamden issued and outstanding Letter:
Credit as they arise) and issuing Letters of Crexditer the Loan Agreement if the Default or EveriDefault is under Sections 8.1(f) or (g)
this Agreement.

In addition, upon the occurrence of any Event ofdDi, and in every such Event of Default and at time thereafter, unless such Event of
Default shall be cured to the satisfaction of tlamB the Bank may exercise any one or more ofdheviing remedies and will be deemed to
exercise the remedies under Sections 8.2(a) araf thjs Agreement automatically upon an Event efddlt under Sections 8.1(f) or (g) of
this Agreement.

(a) Accelerate Termination Date. Accelerate thenlieation Date, whereupon the Commitment shall teats as of the accelerated
Termination Date, and all Letters of Credit shalgrefunded as required by Section 3.4(c) of thenLAgreement.

(b) Accelerate the Debtor's Obligations. Demand @diate payment in full of all of the Debtor's Oldligpns under this Security Agreement
and the other Financing Documents and the Borrev@ligations under the Loan Agreement and therdtmancing Documents, including
(without limitation) all accrued and unpaid intardgereon, whether or not (i) the Loan has becooeeahd payable, or (ii) the Standby Let
of Credit may remain outstanding following repayineiithe Borrower's Obligations or the Debtor's iGdtions relating thereto, whereupon
all outstanding Debtor's Obligations and Borrow@tsigations shall become immediately due and playafiihout presentment, demand,
protest, or any other notice of any kind, all ofiethare hereby expressly waived, anything containeghis Security Agreement or in the otl
Financing Documents to the contrary notwithstandingddition, all Letters of Credit shall be prefied as required by Section 3.4(c) of the
Loan Agreement.
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The occurrence or non-occurrence of an Event o&illetinder this Security Agreement shall in no waéfgct or condition the right of the
Bank to demand payment at any time of any of thiet@rés Obligations or the Borrower's Obligationsiethare payable on demand regard
of whether or not an Event of Default has occurred.

(c) Liquidation of Security Interest in Collater&lpon the occurrence of any Event of Default, anging time during the continuance thereof,
the Bank shall have, in addition to all other rigahd remedies, the remedies of a secured pargyr timel Uniform Commercial Code, or un
any other governing laws, including, without lintita, the right to take possession of the Colldt@oawhich the Debtor hereby specifically
consents), and for that purpose the Bank may,rsasfthe Debtor can give authority therefor, enfgrn any premises on which the Collateral
may be situated and remove the same therefrom. tgaprest of the Bank, the Debtor shall assemblerzaice the Collateral available to the
Bank at a place to be designated by the Bank. WitkesCollateral is perishable or threatens tadigmlecline in value, or is of a type
customarily sold on a recognized market, the Bdralll gjive the Debtor at least five (5) days' pniotice of the time and place of any public
sale or the time after which any private sale grather intended disposition is to be made. ThekBaay at any time in its discretion transfer
any securities (i.e., stock or bonds) or other prypconstituting the Collateral into its own naorahat of its nominee and receive the income
thereon and hold the same as collateral for Deb@inligations and the Borrower's Obligations orlgjitto principal, or interest or other
costs, fees or charges due on, or with respe&dbtor's Obligations and the Borrower's Obligatiortse Debtor hereby irrevocably
constitutes and appoints the Bank as the Debtagsand lawful attorney in fact, with full power sifibstitution, at the sole cost and expen:
the Debtor, but for the sole benefit of the Bawokgdnvert the Collateral to cash, including withbnitation, completing the manufacturing
process of work in process, and the sale (eithkligar private) of all or any portion of the Cdlsal, to enforce collection of the Collateral,
either in its own name or in the name of the Deltompromising or settling with any account debtmd prosecuting, defending,
compromising or releasing any action relating ® @ovllateral; to receive, open and dispose of all addressed to the Debtor and to take
therefrom any remittances on or proceeds of théa@ohl in which Bank has a security interest; atifg United States Post Office authorities
to change the address for delivery of mail addiess¢he Debtor to such address as the Bank magrags; to indorse the name of the
Debtor in favor of the Bank upon any and all checkafts, money orders, notes, acceptances or mtfieuments of the same or different
nature; to sign and indorse the name of the Dalst@nd to receive as secured party any of the teddla any invoices, schedules of collate
freight or express receipts and/or other documeitiie of the same or different nature relatiogtie Collateral; to sign the name of the
Debtor on any notice to the account debtors oragifigation of the Collateral; and to sign and filerecord on behalf of the Debtor any
financing or continuation statements or other statats in order to perfect, keep perfected or ptdtecBank's security interest in the
Collateral. The Bank shall not be obliged to do ahthe acts or exercise any of the powers herevalauthorized, but if the Bank elects to
do any such act or exercise any such power, it Bbabe responsible to the Debtor except for thakBs own willful misconduct or gross
negligence. All powers conferred upon the Bankhiy Security Agreement, being coupled with an egérshall be irrevocable as long as

of the Debtor's Obligations or the Borrower's Oaligns to the Bank shall remain unpaid or the Bslrdl have any obligations under the
Loan Agreement.

(d) Setoff. Without limiting any other right of tigank, whenever the Bank has the right to declayecéthe Debtor's Obligations to be
immediately due and payable (whether or not itdtadeclared), the Bank at its sole election magfagainst the Debtor's Obligations any
and all monies then or thereafter owed to the Deltdhe Bank in any capacity, whether or not tlebfr's Obligations have been declared
due, or the obligation to pay such monies owechbyBank is then due, and the Bank shall be deembdve exercised such right of setoff
immediately at the time of such election even thoagy charge therefor is made or entered on th&'8ascords subsequent thereto.
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(e) Other Rights and Remedies. In addition to ahgrorights or remedies specifically set forth lirerthe Bank shall have available to it all
rights and remedies under any other of the Fingnbimcuments and any other rights and remediesdstbto it at law or in equity.

(f) Performance by Bank. If the Debtor shall failgay any of the Debtor's Obligations or the Boeos/Obligations or the Debtor shall
otherwise fail to perform, observe or comply wittyaf the conditions, covenants, terms, stipulaionagreements contained in this Security
Agreement or any of the other Financing DocumehtsBank, without notice to or demand upon the Beland without waiving or releasi
any of the Debtor's Obligations or the Borrowentsligations or any Event of Default, and in additioreny rights or remedies available to it
under any of the other Financing Documents, maygball be under no obligation to) at any time éadter make such payment or perform
such act for the account and at the expense déftor, and may, to the extent permitted by lavtelenpon the premises of the Debtor for
that purpose and take all such action thereoneaBéimk may consider necessary or appropriate fdr purpose. All sums so paid or advar
by the Bank and all costs and expenses (includwthput limitation, reasonable attorneys' fees argenses) incurred in connection there'
(the "Expense Payments") together with interegethie from the date of payment of the advance od#te on which the expense was
incurred until paid in full at the rate of threerpent (3%) per annum in excess of the rate of éstestherwise payable on the Borrower's
Obligations shall be paid by the Debtor to the Banldemand and shall constitute and become a pime ®ebtor's Obligations and the
Borrower's Obligations.

(9) No Conditions Precedent to Exercise of Remedike Debtor shall not be relieved of any obligatiy reason of the failure of the Bank
comply with any request of the Debtor or of anyestRerson, to sell any portion of the Collaterabtherwise to enforce any provision of the
Financing Documents, or by reason of the releagmyrdless of consideration, of all or any parhef€ollateral, or other security for the
Debtor's Obligations or the Borrower's Obligationisby reason of any agreement or stipulation betwany subsequent owner of the
Collateral or other security for the Debtor's Oltigns or the Borrower's Obligations, or the Barterding the time of payment or modifyi
the terms of the Financing Documents without firgting obtained the consent of the Debtor; an@iénlatter event, the Debtor shall continue
to be liable to make payments according to thegeasfrany such extension or modification agreemamgss expressly released and
discharged in writing by the Bank.

(h) Remedies Cumulative and Concurrent. No remexdgih conferred upon or reserved to the Bank enishéd to be exclusive of any other
remedies provided for in the Financing Documems, @ach and every such remedy shall be cumulatiashall be in addition to every ot
remedy given hereunder, or under the Financing Becus, or now or hereafter existing at law or iniggor by statute. Every right, power
and remedy given by the Financing Documents tdtmek shall be concurrent and may be pursued sebaraticcessively or together agai
the Debtor or the Collateral or other securitytfer Debtor's Obligations or the Borrower's Obligasi or any part thereof, and every right,
power and remedy given by the Financing Documeratg boe exercised from time to time as often as neagidemed expedient by the Bank.

(i) No Waiver. No delay or omission of the Banketaercise any right, power or remedy accruing upenhiappening of an Event of Default
shall impair any such right, power or remedy odldhe construed to be a waiver of any such Evemeafault or any acquiescence therein. No
delay or omission on the part of the Bank to exsereiny remedy hereunder, or acceptance by the @aarky partial payment on account of
the Debtor's Obligations or Borrower's Obligatishsall constitute a waiver of any such Event of Difand each of the remedies herein
provided shall remain continuously available to Baak.
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ARTICLE IX
MISCELLANEOUS

9.1 Notices. All communications between the pamiesotices in connection with this Agreement ang af the other Financing Documents
shall be in writing (unless otherwise specifieddie), hand delivered or sent by registered airnpaistage prepaid, or by telex, telecopy or
other electronic transmission, or by reliable oiginhservice, addressed to the intended recipietiteaaddress therefor set forth below. All
such communications and notices shall be effectpen delivery. Any party may change its addresstioer information for notices by giving
notice to the other parties in accordance withpitevisions of this Section.

(a) if to the Debtor:

GSE Erudite Software, Inc. 8930 Columbia Boulev@olumbia, MD 21045 Attn: Robert W. Stroup
Telephone: 410-312-3500 Telecopy: 410-312-3611

with copies to:

Thomas K. Milhollan, Esquire Corporate Counsel GB&tems, Inc. 8930 Stanford Boulevard Columbia,yiéaud 21045 Telephone: 410-
312-3500 Telecopy: 410-312-3611

(b) if to the Bank:
CoreStates Bank, N.A.

1345 Chestnut Street
3rd Floor
Philadelphia, PA 19107
Attn: Derrick Davis
Telephone: 215-973-6765
Telecopy: 215-973-5387
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with a copy to:
Drinker Biddle & Reath 1345 Chestnut Street Sult8A Philadelphia, PA 19107-3496 Attn: Bruce D. 8huEsq.

Telephone: 215-988-2947
Telecopy: 215-988-1809

9.2 Survival of Agreement; Successors and Assigns.

(a) All covenants, agreements, representationswanchnties made herein and in the certificatesvdedid pursuant hereto shall survive the
making of the Loan and the issuance of any Letief3redit, and the execution and delivery to thalBaf this Security Agreement and all of
the other Financing Documents and shall contindaliforce and effect until all of the Debtor's l[@ations have been paid and performed in
full and the Bank shall have no further obligatiorder the Loan Agreement.

(b) Whenever in this Agreement any of the partieeto is referred to, such reference shall be ddemmclude the successors and assigns of
such party; and all covenants, promises and agmetsrbg or on behalf of the Debtor which are corgdim this Agreement or in the other
Financing Documents shall inure to the benefitefsuccessors and assigns of the Bank.

9.3 Payment of Fees and Expenses. The Debtor ayilbop demand all costs and expenses (includingetimonable fees and out-of-pocket
expenses of the Bank's counsel and the Bank'soasi@dihd consultants) incurred by the Bank in cotiaeaevith (i) audits and Collateral
review, (ii) the preparation and negotiation o&tBiecurity Agreement and any other Financing Dociisner any other documents
contemplated, required or necessary in connedtieretvith, and any amendments or modifications tife(@i) the taking, perfection,
preservation and protection of the Collateral amg @her security for the repayment of the DebtOtdigations or the Borrower's
Obligations, and (iv) the enforcement and protectibthe rights of the Bank in connection with tBiscurity Agreement or any of the other
Financing Documents.

9.4 Applicable Law; Jurisdiction, Consent to Seevif Process. This Agreement and all of the otlearf€ing Documents (except where
expressly indicated therein to the contrary) sbaltonstrued in accordance with and governed biathe of the the State of Maryland. The
Bank and the Debtor hereby submit to the nonexatusirisdiction of any Pennsylvania court or fedeurt sitting in Philadelphia over any
suit, action or proceeding arising out of or relgtio this Agreement. The Debtor hereby submithéononexclusive jurisdiction of any Utah
court or federal court sitting in Utah over anytsaction or proceeding arising out of or relatinghis Security Agreement. The Debtor hel
agrees that it may be served with process at ttigeasl for notices provided in Section 9.1 of trésBity Agreement.

9.5 Waiver of Trial by Jury. The Debtor and the Baereby waive trial by jury in any action or preding to which the Debtor and the Bank
may be parties, arising out of or in any way peitgj to this Security Agreement or any of the otfieancing Documents. It is agreed and
understood that this waiver constitutes a waivdriaf by jury of all claims against all partiesgach actions or proceedings, including claims
against parties who are not parties to this Secgreement.

This waiver is knowingly, willingly and voluntarilgnade by the Debtor and the Bank, and the Debtablyerepresents that no representations
of fact or opinion have been made by any individoahduce this waiver of trial by jury or to inyaway modify or nullify its effect. The
Debtor further
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represents that it has had the opportunity to peesented in the signing of this Security Agreenaerat in the making of this waiver by
independent legal counsel, selected of its ownvridlieand that it has had the opportunity to dissthe waiver with counsel.

9.6 Modifications. No modification or waiver of apyovision of this Agreement or of any of the otR@rancing Documents, nor consent to
any departure by the Debtor therefrom, shall beotiffe unless the same shall be in writing, and gweh waiver or consent shall be effective
only in the specific instance and for the purpasenfhich it is given. No notice to or demand on Bebtor in any case shall entitle the Debtor
to any other or further notice or demand in theesasimilar or other circumstances.

9.7 No Waiver of Rights by Bank. Neither any faduror any delay on the part of the Bank in exeangisiny right, power or privilege
hereunder or under this Security Agreement or drigaother Financing Documents shall operateaaiger thereof, nor shall a single or
partial exercise thereof preclude any other ohtrrexercise or the exercise of any other righiygyaor privilege.

9.8 No Liability of Bank. The Bank shall not bellla for any act or omission by it pursuant to thevgsions of this Agreement, in the abse
of fraud or gross negligence. The Debtor herebgegthat the Bank shall not be chargeable for agligence, mistake, act or omission of
any accountant, examiner, agency or attorney ersgdlby them in making examinations, investigationsadlections, or otherwise perfectir
maintaining, protecting or realizing upon any l@rsecurity interest in the Collateral or any otimerest in security for the Debtor's
Obligations or the Borrower's Obligations. The Bahkll not incur any liability to the Debtor oraoy other Person in connection with the
acts or omissions of the Bank in reliance uponaaniificate or other paper believed by the Bankdgenuine or with respect to any other
thing which the Bank may do or refrain from doingjess such act or omission amounts to fraud @asgnegligence.

By accepting or approving anything required to beesved performed or fulfilled by the Debtor ob®given to the Bank pursuant to this
Agreement, including, without limitation, any céidate, balance sheet, statement of profit and dosgher financial statement, survey,
receipt, appraisal or insurance policy, the BardIsiot be deemed to have warranted or represeéngesufficiency, legality, effectiveness or
legal effect of the same, or of any term, provisiorrondition thereof and any such acceptance proapl thereof shall not be or constitute
any warranty or representation with respect thereto

9.9 Indemnification. All acts, including any faikito act, relating to the Collateral and any o#emurity for the Debtor's Obligations or the
Borrower's Obligations by any agent, representaiivéesignee of the Bank are performed solelyHerttenefit of the Bank to assure
repayment of the Debtor's Obligations or the BoeDsvObligations and are not for the benefit ofDedbtor, or for the benefit of any other
Person, including without limitation, purchaseesdnts or other occupants. The Debtor agrees ¢rinifly the Bank and to hold the Bank
harmless against any loss or expense (includirgpresble attorneys' fees) resulting from any andlaiins, actions, settlements, or liability
for acts or failure to act in connection with thell@teral and any other security for the Debtotgigations or the Borrower's Obligations. In
addition to all amounts payable hereunder, the @dirreby protects, indemnifies and holds harmtes8ank from and against, and hereby
agrees to defend the Bank against, any and athsladamages, losses, liabilities, costs or expemBassoever which the Bank may, at any
time, sustain or incur by reason of or in consegaef or arising out of the making of the Loanloe tssuance of the Letters of Credit, it b
the intention of the parties that this Security égment shall be construed and applied to protettratemnify the Bank against any and all
risks involved in the transactions contemplatedhiy Security Agreement and the other Financingubwents, all of which risks are hereby
assumed by the Debtor. The provisions of this 8ecthall survive the expiration of this Securityrégment and the other Financing
Documents. Notwithstanding the foregoing, the Debtwll have no obligation to indemnify the Banktlee Bank's own gross negligence or
willful misconduct.
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9.10 No Partnership. Nothing contained in this $igcéhgreement shall be construed in a manner ¢ater any relationship among the Debtor
and the Bank other than the relationship of oblayed lender, and the Debtor and the Bank shalbeaonsidered partners or co-venturers for
any purpose on account of this Security Agreemetti@Financing Documents.

9.11 Time of Essence. Time shall be of the esskmasach and every provision of this Agreement bfali time is an element.

9.12 lllegality. If fulfillment of any provision treof or any transaction related hereto or to anhefother Financing Documents, at the time
performance of such provision shall be due, shathlve transcending the limit of validity prescribby law, then ipso facto, the obligation to
be fulfilled shall be reduced to the limit of sugdlidity; and if any clause or provisions hereimtzned other than the provisions hereof
pertaining to repayment of the Debtor's Obligatiopsrates or would prospectively operate to inedédhis Security Agreement in whole or
in part, then such clause or provision only shali/bid, as though not herein contained, and thairsher of this Security Agreement shall
remain operative and in full force and effect; &mlich provision pertains to repayment of the DebtObligations, then, at the option of the
Bank, all of the Debtor's Obligations to the Bahklsbecome immediately due and payable.

9.13 Counterparts. This Agreement may be execatady number of counterparts, each of which stettdnsidered an original for all
purposes; provided, however, that all such couattsshall together constitute one and the santeiinent.

9.14 Captions and Headings. The captions and hgadiontained in this Agreement are included hewigonvenience of reference only and
shall not be considered a part hereof and arenremy way intended to limit or enlarge the termebé

49



9.15 Debtor's Obligations Absolute and UnconditioAd of the Debtor's Obligations shall be abselaind unconditional, irrespective of any
set-off or counterclaim or the genuineness, valjgitiority or enforceability of this Security Aggeent or any of the other Financing
Documents or any other circumstance which migh¢mtise constitute a legal or equitable discharge.

IN WITNESS WHEREOF, the Debtor and the Bank hawesed this Security Agreement to be duly executeglesl and delivered by their
duly authorized officers, all as of the day andryfeat above written.

ATTEST/WITNESS: GSE E RUDITE SOFTWARE, INC.
/SI Thomas K. Milhollan By: / S/ Eugene D. Loveridge
CORES TATES BANK, N.A.
By: / S/ Derrick Davis
Title : Vice President
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EXHIBIT 10.22
GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1997
LEASE TERMINATION AGREEMENT

THIS LEASE TERMINATION AGREEMENT (the "TerminatioAgreement") is made and entered into as of the 8@yhof January 1998,
and is by and between GSE POWER SYSTEMS, INC.,lavize corporation (formerly known as Simulatiogst®ms and Services
Technologies Company (the " Tenant " or " GSE 'J 8830 STANFORD BOULEVARD, LLC, a Delaware limitéidbility company (the
"Landlord"). The Tenant and the Landlord are somes hereafter collectively referred to as the Tpart

RECITALS:

R-1 Pursuant to an Amended and Restated Lease Agreelated January 27, 1993 (the "Lease") by atvddes Tenant and CCP
Development Limited Partnership No. 7, a Marylaimiited partnership (the "Original Landlord"), Temnald lease from the Original
Landlord those certain premises consisting of dice@building containing approximately one hundfiéty-four thousand three hundred
ninety-four (154,394) square feet of space, inclgdi parking lot and other appurtenant facilitiesated at 8930 Stanford Boulevard,
Columbia, Maryland, within the Columbia Corporate as said premises are more particularly desdrib the Lease (collectively, the
Premises").

R-2 The term of the Lease (the "Term") expiresamuary 9, 2002, subject to Tenant's renewal otsoset forth in Section 39 of the Lease.

R-3 Landlord has entered into an agreement to extjué Premises and the real estate on whichdsdted from the Original Landlord in a
transaction scheduled to close on February 5, 1988n consummation of such transaction, Landloadl Succeed to all of the Original
Landlord's rights under the Lease.

R-4 Tenant has requested that the Lease be teedireftective April 30, 1998, at which time allBénant's rights and obligations under the
Lease shall cease and terminate (except for thaggatons which, pursuant to the terms and provisiof the Lease, survive expiration of
Term and termination of the Lease).

R-5 Landlord has secured Genus Corporation, a Madytorporation "Genus"), as a replacement temarthé Premises, and has entered into
a separate lease agreement with Genus for the s&eifthe "Replacement Lease"). The effectivenei'edReplacement Lease is conditioned
upon, among other things, Tenant's execution alidedy of this Termination Agreement and Landloralgjuisition of the Premises and the
real estate on which it is located.

NOW, THEREFORE, in consideration of the above psmsiand other good and valuable consideratiomgtiept and adequacy of which
hereby acknowledged, the parties hereby agredlas/fo

1. The Lease shall terminate at 11:59 p.m. on A#jl1998 (the "Termination Date") at which tima&) the Term, and all of Tenant's right to
possession of the Premises, shall terminate; (baiiteshall surrender possession of the entiretgePremises to Landlord in the condition
required by the Lease; and (c) all of Tenant'stsigind obligations under the Lease shall ceas¢eaminate. The fixtures, equipment,
alterations and other improvements to the Prentissshall be removed by Tenant at the expiratidh@ Term of the Lease is set forth in
Exhibit A attached hereto. All other fixtures, ggient, alterations and other improvements to tkeeniges in place as of the date hereof shall
remain with the Premises at the expiration of the



Term of the Lease, and shall not be removed by fiteAdtached hereto as Exhibit B is a true andexrfirst of all management, supply,
maintenance, service and other contracts bindinG®B with respect to the Property. Unless Landiivds written notice to GSE within
sixty (60) days of the date hereof, which noticealibes those contracts which Landlord desireiicue beyond the Lease Termination
Date, all such contracts shall terminate as offégm@nination Date (or, if earlier, the Early Terntina Date).

2. In the event that Tenant surrenders possesséitie @ntirety of the Premises in the conditionuiegd prior to the Termination Date

specified above and provides advance written natieesof to Landlord (such date of surrender ofpesion of the Premises being referred to
herein as the "Early Termination Date 11"), thelf@ermination Date shall be the date upon whighltbase and all of Tenant's obligations
thereunder including, without limitation, the oladigpn to pay rent and other sums due pursuanetbdlase, shall cease and terminate.

3. All payments required to be made by Tenant¢oLtindlord pursuant to the Lease (including, witlomitation, Rent and an additional
rent) shall be pro-rated to the Termination DatéherEarly Termination Date (as appropriate), aaddlord shall refund any excess payment
(s) to Tenant.

4. In the event that Tenant does not surrenderegesm of the Premises in the condition requiredrdpefore the Termination Date, such
failure shall be deemed a holdover for purposab®i ease, and Landlord shall be entitled to ailedies provided for in the Lease or
available at law or in equity as a result of suoldbver by Tenant. In addition, Tenant shall bblkao Landlord for the damages, if any,
which Landlord may suffer or incur in accordancéwérticle 3 of the Replacement Lease (includinghaut limitation, damages resulting
from termination of the Replacement Lease purstatite provisions of Article 3 of the Replacementike) or otherwise as a result of
Tenant's holdover beyond the Termination Date. Nbstanding anything to the contrary herein, in¢ent that Tenant's failure to timely
surrender possession of the Premises does not iesuermination of the Replacement Lease putstaefrticle 3 of such lease, then
Landlord's damages shall be limited to the damadnesh Landlord suffers or incurs in accordance vitticle 3 of the Replacement Lease,
and Landlord's sole remedy for Tenant's failurgnely surrender possession of the Premises whiels dot result in termination of the
Replacement Lease shall be its recovery of sucladam

5. As a material inducement to Landlord's agreerteeattermination of the Lease and the executiadh®Replacement Lease as contemp
hereby, at Closing of Landlord's acquisition of Bremises and the real estate on which it is ldcgbe "Acquisition Date"), Tenant shall
deliver to Landlord an irrevocable sight draftéetof credit to secure Tenant's obligations toesuter possession of the Premises in the
condition required by the Termination Date, as waslGenus' obligations pursuant to the Replacebreage for a period of five (5) years,
which letter of credit shall be substantially islre form of Exhibit "C" attached hereto and issbgd bank reasonably acceptable to Lanc
(the "Tenant Letter of Credit"). The Tenant LettéCredit shall have an initial term of not lesartfone (1) year and shall be continuously
renewed no later than thirty (30) days prior tosteted term thereof as necessary so that it renraieffect for the following periods and,
subject to draws thereunder, for the following antsu

(a) initially, the amount of the Tenant Letter ak@it shall be $630,000 (the "Original Amount")) @i the expiration of the first full lease
year of the term of the Replacement Lease the ahwiuhe Tenant Letter of Credit may be reducedrt@mount equal to the Origir
Amount less the greater of (x) $75,000 or (y) theant previously drawn under the Tenant Letter ifdR; (c) at the expiration of the secc
full lease year of the term of the Replacement eehe amount of the Tenant Letter of Credit maydsiticed to an amount equal to the
Original Amount less the greater of (x) $175,000 or



(y) amounts previously drawn under the Tenant ktetteredit; (d) at the expiration of the thirdIfldase year of the term of the Replacement
Lease the amount of the Tenant Letter of Credit beayeduced to an amount equal to the Original Amhtass the greater of

(x) $300,000 or (y) amounts previously drawn urttierTenant Letter of Credit; (e) at the expiratidnhe fourth full lease year of the term of
the Replacement Lease the amount of the TenardrlaftCredit be reduced to an amount equal to thgir@l Amount less the greater of

(x) $450,000 or (y) amounts previously drawn urttierTenant Letter of Credit) and (of at the exparabf the fifth full lease year of the term
of the Replacement Lease the Tenant Letter of €sbdil be terminated to the extent not alreadyvdrapon.

6. (a) In the event that an Event of Default (azimafter defined) shall have occurred and be oairig Landlord shall have the right to draw
against the Tenant Letter of Credit as hereinaléscribed.

(b) The following shall be an "Event of Default"reander: (i) Tenant shall fail to surrender possessf the Premises by the Termination
Date in the condition required by the Lease, 9rGinus shall have committed a default under th@aRement Lease (which has continued
beyond the expiration of any notice or cure perioas/ided with reference thereto), or (i) Tenahall fail to renew the Tenant Letter of
Credit as required hereby at least thirty (30) dayar to the expiration of the stated term thereof

(c) Upon the occurrence of an Event of Default uradizuse (b)(ii) above, Landlord shall give notioelTenant of such Event of Default and
the amount of damages to Landlord as a resultaf Ewvent of Default. In the event that Tenant sfalllto cause Genus to cure such Event of
Default within three

(3) business days after such notice, Landlord $tzalé the right to draw against the Tenant Lett€redit, in an amount not to exceed the
amount of damages set forth in Landlord's notioé, @ply the amount so drawn to Landlord's damdgehe event that Tenant cures sucl
Event of Default by making a payment of damagdsatadlord, such payment will be deemed the equitaléa draw upon the Tenant Letter
of Credit and Landlord will cooperate with Tenamipermit the Tenant Letter of Credit to be reduogdhe amount of such payment. Upon
the occurrence of an Event of Default under clause

(b)(i) above Landlord shall be permitted to dravemiphe Tenant Letter of Credit up to the amouritaidlord's damages as a result thereof.
Upon the occurrence of an Event of Default undausg (b)(iii) above, Landlord may draw upon thédnhount of the Tenant Letter of Cre
and shall hold the proceeds thereof, in lieu ofteeant Letter of Credit, as security for the ohligns secured by the Tenant Letter of Credit.

(d) Any draw on the Tenant Letter of Credit, or pent by Tenant in lieu thereof, shall be withowgjpdice to any other rights and/or
remedies of Landlord with reference to such Evémefault, including, without limitation, Landloslrights and remedies under the
Replacement Lease to the extent that the Evenetdult is as a result of a default by Genus unldeReplacement Lease, or against Tenant
to the extent that the Event of Default is as alted Tenant's failure to surrender possessiotefremises by the Termination Date in the
condition required by the Lease (except as otherpisvided in

Section 4 above).

(e) Notwithstanding the preceding, if and to theeakthat Genus cures its default under the ReplaneLease which gave rise to an Event of
Default and, as a result thereof, Landlord recotlegsamount of damages for which Landlord has dragainst the Tenant Letter of Credit,
received a payment from Tenant in lieu thereof,dlard shall notify Tenant of such recovery and viled that Tenant causes the Tenant
Letter of Credit to be restored to the amount wliiehould have been absent such draw or paymemigiload will refund to Tenant the

amount of such draw or payment.



7. Itis further acknowledged and agreed that énabent that Tenant has failed to surrender passessthe Premises in the condition
required by the Termination Date, that Landlordlidiave no obligation to satisfy all or any portiohits damages as a result thereof by a
draw upon the Tenant Letter of Credit (and mayimetae full amount thereof to secure Genus' obiigest pursuant to the Replacement Lez
In addition, in the event that Tenant should faistirrender possession of the Premises in the ttmmdéquired by the Termination Date, and
Landlord elects to draw upon the Tenant Letter i@&d@ to recoup all or a portion of its damages assult thereof (in accordance with Sec
4 above), then the Tenant shall, within ten (1Q)sdaf receipt of notice from Landlord of any suchwl upon the Tenant Letter of Credit,
replenish the amount available to be drawn thereufwy providing a supplemental or replacemengteif credit) to the respective amounts
set forth in paragraph 5 hereof, and if Tenantlgh#lto do so, it shall not be entitled to anyther periodic reduction in the amount of the
Tenant Letter of Credit provided for in paragraphebeof.

8. Nothing herein contained shall be deemed t@sel@ enant from any obligations under the Lea®é e Termination Date or, as
appropriate, the Early Termination Date, whichly terms and provisions of the Lease, are intetaledrvive expiration of the Term
thereof.

9. Tenant hereby waives and releases Landlord fnoyrand all claims, demands and causes of act@aith") it may have pursuant to the
Lease and all matters related thereto, whethenagtie Original Landlord or the Landlord (as OraiLandlord's successor) and whether
now known or within the contemplation of Tenanbtiierwise. In addition, Tenant acknowledges thatfahe date hereof, it is aware of no
basis for any Claims against Original Landlord parg to the Lease or any basis for claiming a dsfem right of offset against rent or any
other sum due and payable by it pursuant to thed.ebenant agrees hereby that, from and afteratesttat Landlord acquires the Premises
and the real estate on which it is located frongi@el Landlord, and thereby succeeds to the Oridgiaadlord's rights under the Lease, all
rent and other sums payable by it pursuant to #esé shall be paid to Landlord without offset dedse.

10. Notwithstanding any provisions being to thetcany, this Termination Agreement, and the partigsits and obligations hereunder, shall
become effective on the date that Landlord acquire$remises and the real estate on which icetéal from Original Landlord (such date
being the "Effective Date"). In the event the Effee Date does not occur by February 5, 1998, Tkisnination Agreement, and each and
every provision hereof, shall be deemed void angodigal force and effect, ab initio as if thigf@ation Agreement had never been ent
into.

11. As of the Effective Date, the following Sectoof the Lease are hereby deleted in their entia}ySection 33 (Option to Expand); (b)
Section

39 (Renewal Options) and (c) Section 40 (Purchas®f). Without limitation of the foregoing, Tenaméreby consents to Landlord's
acquisition of the Premises and the real estatghich it is located from Original Landlord and,ttee extent that such acquisition may in any
way be inconsistent with, or violate or conflictthyiany provision of the Lease (including, withdiatitation,

Section 40 thereof), Tenant hereby waives the egipiity of, or its right to enforce, any such pisian.

12. This Termination Agreement shall be construstigoverned in accordance with the laws of theeStéMaryland.
13. Unless otherwise specified herein, initiallpitalized terms shall have the meanings given thgrthe Lease,
14. Except only as expressly modified hereby, thade remains in full force and effect, unmodifigdhis Termination Agreement.
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15. This Termination Agreement may be enteredimtmunterparts.

IN WITNESS WHEREOF, the parties have entered ihi® Termination Agreement as of the date first a&awitten.

WITNESS: TENANT:
GSE Power Sys tems, Inc.
a Delaware co rporation
/s/ Thomas K. Milhollan By: /s/ Rober t W. Stroup
"""""""""""" Title: Execu tive Vice President
LANDLORD:

8930 Stanford Boulevard, LCC, a Delaware
limited liability company

By: /s/ John M. Schemer

Title: Managing Member

JOINDER OF PARENT

By its execution hereof, GSE Systems, Inc., a Daftaveorporation, parent of Tenant, hereby guarantekandlord Tenant's payment in full
of Tenant's obligations to Landlord pursuant toti®acs of this Lease Termination Agreement (lessants drawn by Landlord under the
Letter of Credit therefor).

GSE Systems, Inc.

By: /s/ Robert W. Stroup

Title: Executive Vice President




EXHIBIT 10.23
GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1997
INDEMNIFICATION AGREEMENT

THIS INDEMNIFICATION AGREEMENT ("Agreement") is madas of this 2nd day of February, 1998 by and betweENUS
CORPORATION, a Maryland corporation ("Genus") ar8EEPOWER SYSTEMS, INC., a Delaware corporation EQS

RECITALS:

A. Pursuant to that certain Amended and Restatedd Agreement dated January 27, 1993 (the "Lehselleen GSE, as tenant, and CCP
Development Limited Partnership No., LLC, a Margdmited liability company ("CCP"), as landlord SE& leased certain space in an office
building located at 8930 Stanford Boulevard, ColianMaryland (the " Building ").

B. 8930 Stanford Boulevard, LLC, a Delaware limitedbility company ("Allied") has entered into agraement to purchase the Building
from CCP. Upon closing of that transaction, Allidl succeed to all of CCP's rights under the Lease

C. Pursuant to that certain Lease Termination Agexd between GSE and Allied, executed simultangdwesiewith, (the "Termination
Agreement") GSE and Allied have agreed that theseeshall terminate on April 30, 1998, and that GB&ll vacate the Building on or before
April 30, 1998.

D. Simultaneously with the termination of the Leaskied shall enter into a new lease with Genustfie Building (the "New Lease").

E. As a condition to its entering into the New Lexaallied has required that GSE provide Allied tideof credit (the "Letter of Credit") in the
initial amount of Six Hundred Thirty Thousand Dofig$630,000.00) to secure Genus's obligationsruhéeNew Lease for five (5) years.

F. GSE is willing to give Allied the Letter of Crgdlo secure Genus's obligations under the New é.@asonsideration for Genus's agreement
to indemnify, hold harmless and defend GSE one¢hm$ and conditions hereinafter set forth.

NOW, THEREFORE, in consideration of the foregoimgrpises, Genus, GSE and GSE Systems hereby adidmas:

1. Genus' Indemnification of GSE. Genus shall indigmhold harmless and defend GSE from and agaionghe extent arising pursuant to
Section 6(b)(ii) of the Termination Agreement: &y and all amounts drawn by Allied on the Lette€redit or any replacement thereof; ¢
(b) all reasonable costs and expenses (includagpreable attorney's fees) incurred by GSE in cdiorewith any action, suit, proceeding,
demand or judgment incident to any draw or attelnypAllied to draw on the Letter of Credit or anypl@cement thereof.

2. Liquidated Damages and Expenses on Account tfdder. In the event that (i) GSE does not vada¢eBuilding on or before September
15, 1998, (ii) that Allied fails to deliver the Bding to Genus in accordance with Article 3 of tew Lease as a result of GSE's failure to
timely vacate as required under the Terminationeagrent, and (iii) Genus terminates the New Leasedordance with Article 3 of the New
Lease, GSE shall pay to Genus, an amount



equal to the Annual Base Rental that would have ladated pursuant to Article 3 of the New Leasaarount of delay in delivery of the
Building by Allied, which amount is stipulated aseomillion one hundred seventy thousand eight heshéiventy-one and 10/100 dollars
($1,170,821.10) it being agreed that such paynselifuidated damages and not a penalty and sugtdéited damages are a reasonable
estimation of Genus' damages on account of sunfirtation); and

(b) all reasonable costs and expenses (includagpreable attorneys' fees) incurred by Genus inexiiom with any action, suit, proceeding,
demand or judgment incident to GSE failure to tynelcate the Building.

3. Payments and Interest. Genus shall pay to G8Rrmhall amounts due pursuant to Section 1 witrindays of written notice from GSE
that Allied has made a draw on the Letter of Credithat GSE has incurred the costs and expeneatfidd in Section I(b). GSE shall pay to
Genus any and all amounts pursuant to Sectiondrhthirty days after written notice from Genusttathof the preconditions in Section 2
have been satisfied. Any amount not paid withirhsien-day or thirty-day period, as appropriate)ldiear interest from the date due until
paid at a rate per annum equal to three (3) peagerioints above the prime rate of interest chabgdd.S. money center commercial banks
as published in The Wall Street Journal, such prime to change from time to time as and when liaage is reported.

5. Miscellaneous. This Agreement (a) shall be goedby and construed in accordance with the lavikeoState of Maryland, (b) may be
executed in multiple counterparts, each of whiddlstonstitute an original and all of which shadhstitute one and the same agreement, (c)
constitutes the final and entire agreement betv@smus and GSE with respect to the matters set ientkin, and (d) shall be binding upon
and inure to the benefit of the parties hereto,theit respective heirs, successors and assiganylprovision shall be deemed severable, the
remaining provisions hereof shall continue in folice and effect.

IN WITNESS WHEREOF, the parties hereto have exeatthies Agreement as of the date first written above
GENUS CORPORATION

By: /S/ Bernaldo J. Dancel

Title: President

GSE POWER SYSTEMS, INC.

By: /S/ Robert W. Stroup

Title: Executive Vice President




JOINDER OF PARENT

By its execution hereof, GSE Systems, Inc., a Dataveorporation, parent of GSE Power Systems, iecgby guarantees to Genus, GSE's
payment in full of its obligations to Genus und@stindemnification Agreement and all reasonablieaftpocket costs and expenses
(including reasonable attorneys' fees) incurre@byus in connection with collecting any amountspaiti by GSE when due to Genus
hereunder.

GSE SYSTEMS, INC.

By: /S/ Robert W. Stroup

Title: Executive Vice President




EXHIBIT 10.24
GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1997
RUTHERFORD PLAZA

Suite 110, 1st Floor
&
Suite 200, 2nd Floor

OFFICE LEASE
by and between
STERLING RUTHERFORD PLAZA, L.L.C.
(Landlord)
and

GSE SYSTEMS, INC.
(Tenant)
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EXHIBIT 10.24

GSE SYSTEMS, INC.
FORM 10-K
For the Year Ended December 31, 1997
OFFICE LEASE

THIS LEASE ("Lease") is made on this 10th day dbfeary, 1998 (the "Effective Date"), by and betw&iERLING RUTHERFORD
PLAZA, L.L.C., a Delaware limited liability compariyhe "Landlord"), and GSE SYSTEMS, INC., a pubjlitaded Maryland corporation
(the "Tenant").

IN CONSIDERATION of the agreements and covenanteihafter set forth, Landlord and Tenant mutuadiye® as follows:

1. DEFINITIONS.

1.1. As used herein, the following terms shall hineefollowing meanings:

"Additional Rent" has the meaning given it in sutism 4.2.

"Alterations" has the meaning given it in subsettl®.2.

"Base Operating Costs" means Operating Costs isduturing the first twelve (12) full calendar momtifter the Rent Commencement Date.
"Base Rent" has the meaning given it in subseetitn

"Base Taxes" means Taxes incurred for the Tax Y888/99.

"Building" means the building known as RutherfoildZa and located at 7133 Rutherford Road in Baltnt@ounty, Maryland.

"Building Service Equipment" means all apparatuachinery, devices, fixtures, appurtenances, equipned personal property now or
hereafter located on the Premises and owned blyahélord.

"Common Areas" has the meaning given it in subsadii5.1.
"Condemnation" has the meaning given it in subsact.1.
"Event of Default" has the meaning given it in sedion 17.1.

"Insurance Premiums" means the aggregate of anwalapdemiums paid by the Landlord for hazard, iliah loss-of-rent, workmens'
compensation or similar insurance upon any orfathe Property.

"Landlord" means the Person hereinabove namedcaisesud its successors and assigns.
"Interest Rate" has the meaning given it in Sectigh3.

"Landlord's Work" has the meaning given to it itbsection 10.1.



"Lease Year" means (a) the period commencing ofiRéte Commencement Date and terminating at 1189 ¢n the first anniversary of the
last day of the fifteenth (15th) full calendar moafter the Rent Commencement Date; and (b) eamtessive period of twelve (12) calendar
months thereafter during the Term.

"Liquidated Damages" has the meaning given it isseation 17.3.
"Mortgage" has the meaning given it in subsectiéril
"Mortgagee" has the meaning given it in subsecti®n.

"Operating Costs" means any and all costs and egsaeasonably incurred (consistent with the custpmpractice in the Baltimore area) by
the Landlord for services performed by the Landimrdy others on behalf of the Landlord with regieche operation and maintenance of
the Property and the Common Areas located thea€ijnsted to reflect the greater of actual or a murh of ninety (90%) occupancy of the
Building, including, without limitation, all cos&nd expenses of:

(a) operating, maintaining, repairing, lightinggrsing, decorating, cleaning, removing trash froainpng, striping, controlling of traffic in,
controlling of rodents in, policing and securing froperty (including, without limitation, the cesif uniforms, equipment, assembly pern
supplies, materials, alarm and life safety systemd,maintenance and service agreements);

(b) purchasing and maintaining in full force insura (including, without limitation, liability insance for personal injury, death and property
damage, rent insurance, insurance against firét,dhether casualties, extended coverage insuramgekers' compensation insurance
covering personnel, fidelity bonds for personnesuirance against liability for defamation and ckimf false arrest occurring on or about the
Property, and plate glass insurance);

(c) removing snow, ice, water, litter and debris;

(d) operating, maintaining and repairing machinéuyniture, accessories and equipment used inpleeation and maintenance of the
Property, and the personal property taxes and otr@ges reasonably incurred in connection witlh snachinery, furniture, accessories and
equipment;

(e) maintaining and repairing roofs, awnings, pgyicurbs, walkways, sidewalks, drainage pipes,sjwcinduits, grease traps and lighting
fixtures throughout the Property.

(f) planting, replanting and replacing flowers, dbibery, trees, grass, planters and general landsnamtenance;

(9) providing electricity, heating, ventilation aad conditioning to the Common Areas, but notRremises, and operating, maintaining and
repairing any equipment used in connection thefewitluding, without limitation, costs incurred égonnection with determining the
feasibility of installing, maintaining, repairing ceplacing any facilities, equipment, systemse@ricdes which are intended to reduce utility
expenses of the Property as a whole;

(h) water and sanitary sewer services and othgicesy; if any, furnished to the Common Areas f@ tlon-exclusive use of tenants;
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(i) janitorial services for the Building;

(j) enforcing any operating agreements pertaininthée Common Areas or any portions thereof, andeasgment and/or rights agreements
entered into by the Landlord for the benefit ane akthe Landlord with reference to the Propettg, Property or tenants thereof, or any
arbitration or judicial actions undertaken withpest to the same;

(k) maintaining and repairing the Property, inchgliwithout limitation, exhaust systems, sprinldgstems, pumps, fans, switchgear, loading
docks and ramps, freight elevators, escalatorsep@er elevators, stairways, service corridorsyelsl passages, utility plants, transformers,
doors, walls, floors, skylights, ceilings, windoessd fences;

() accounting, audit and management fees and egseiprovided that such management fees and exg&inak be consistent with fees and
expenses customarily charged in the Baltimore, Mad/area, but in no event shall exceed five pén@) of the total of all revenue
generated from the Property), payroll, payroll &y@mployee benefits and related expenses of @bpeel engaged in the operation,
maintenance, security and management of the Pygpectuding, without limitation, security and méémance personnel, secretaries and
bookkeepers (including, specifically, uniforms amaorking clothes and the cleaning thereof, toolsiigaent and supplies used by such
personnel, and the expenses imposed on or allotatbd Landlord or its agents pursuant to anyectilte bargaining or other agreement);
and

(m) the cost and expense of complying with all fatiestate and local laws, orders, regulations@udihances applicable to the Property
which are now in force, or which may hereafteréorce.

Notwithstanding anything to the contrary contaihedein, Operating Costs shall not include the feita: (1) any ground lease rents; (2) ¢
and all fines and penalties (including but not tedito capital expenditures) incurred or requietéd paid due to Landlord's failure to comply
with applicable laws or to timely pay taxes oriti@k; (3) costs incurred by Landlord for the repdidamage to the Property to the extent that
Landlord is reimbursed by insurance (or would hlaeen entitled had Landlord carried the insurangaired to be carried hereunder by
Landlord); (4) depreciation and amortization of &yyye, except on materials, tools, supplies andieetype equipment purchased by
Landlord to enable Landlord to supply services llartimight otherwise contract for with a third pawthere such depreciation and
amortization would otherwise have been includethécharge for such third party's services, afletermined according to generally acce
accounting principles ("GAAP") and when depreciatio amortization is permitted or required, thentghall be amortized over its reason:
anticipated useful life; (5) leasing commissionsyketing expenses, tenant improvement expensesyeyts fees, and other costs and
expenses incurred in connection with negotiatiandigputes with present or prospective tenantgtograccupants of the Building; (6) costs
of a capital nature, including, without limitatiorgpital improvements, capital repairs, capitaligepent and capital tools, all as determined
under GAAP except for capital costs for improversamhich reduce the Operating Costs of the Propestych capital improvements shall be
amortized over their useful life; (7) interest,rqmipal, points and fees on debt or amortizatiomioy mortgage or mortgages or any other debt
instrument encumbering the Building; (8) such otigrenses as are not customarily considered tgoleeafing Costs under GAAP for
comparable office buildings in the Baltimore mewlifan area.

"Operating Year" means each respective calendarorgzart thereof during the Term, or, at the Landlls option, any other 12-month period
or part thereof designated by the Landlord durirgTerm.

"Parking Areas" has the meaning given it in subeed.5.1.



"Person" means a natural person, a trustee, armtiqo, a limited liability company, a partnersiaipd/or any other form of legal entity.

"Premises" means that certain space having a feraada of 3,579 square feet, located on theffast of the Building and known as Suite
110, and 28,272 square feet located on the setomddf the Building and known as Suite 200, asemumarticularly depicted on Exhibit A;
provided, that if at any time hereafter any portidrthe Premises becomes no longer subject td_#ase, "Premises” shall thereafter mean so
much thereof as remains subject to this Lease eXhet rentable area of the Premises shall be dietednby Heath Design in accordance with
BOMA standards as soon as reasonably possiblefaftééicompletion of the Space Improvements. Iftsdetermination discloses that the
actual rentable area of the Premises is other3hgb1 square feet, then: (i) the Base Rent toalilpy the Tenant pursuant to Section 4.1
hereof shall be increased or decreased, as aplliclihe rate of $13.60 per square foot; andl{@)Tenant's Proportionate Share shall be
recomputed to reflect the increase or decreasenitable area.

"Property" means that certain parcel of land caring approximately 4.6 acres, more or less, togetlith the Building thereon. The Property
is more particularly shown on Exhibit A.

"Rent" means all Base Rent and all Additional Rent.
"Rent Commencement Date" has the meaning givernincubsection 3.1.
"Rules and Regulations" has the meaning givenitosection 15.

"Tax Year" means the 12-month period beginning Jubf each year or such other 12-month period (eéekfor the purposes of this Lease to
have 365 days) established as a real estate takydhe taxing authority having lawful jurisdictimver the Property.

"Taxes" means the aggregate of any and all re@lgoty and other taxes, metropolitan district chay@i@nt-foot benefit assessments, special
assessments and other taxes or public or privagsasents or charges levied against any or alledfaix parcel containing the Premises,
including but not limited to any such charges inggbander any private covenants encumbering tleettitany or all of the Property, and
regardless of whether any of the same are ordimaextraordinary, foreseen or unforeseen, recuwingonrecurring, or special or general.

"Tenant" means the Person hereinabove named asieddts successors and permitted assigns hereunder

"Tenant's Proportionate Share" (a) means the pegerassigned to the Premises for purposes ofdithgcOperating Costs and Taxes to the
Premises (and the rest of the net rentable spaitigis the Property), (b) represents the approxinaaite: (for purposes of this Lease) hereby
agreed upon proportion which the rentable flooaarkthe Premises (31,851 square feet) bears tagipegate rentable floor area of the
Building, which shall be in accordance with BOMA(306 square feet), and (c) as of the Effectivee3aill be 40.16%.

"Tenant's Share of Increased Operating Costs"Heamtaning given it in subsection 4.3.2.
"Tenant's Share of Increased Taxes" has the meghiag it in subsection 5.1.

"Term" has the meaning given it in subsection 3.1.



"Termination Damages" has the meaning given iuipsection 17.3.

"Termination Date" has the meaning given it in adbeon 3.1.

"Transfer" has the meaning given it in subsectiéril

1.2. Other Terms. Any other term to which meanegxpressly given in this Lease shall have sucmimga

2. PREMISES. The Landlord hereby leases to thefiteaad the Tenant hereby leases from the LandibedPremises in "AS IS, WHERE
IS" condition (subject, however, to the Landlommidigations set forth in subsection 10.1), togethigh the right to use, in common with
others, the Common Areas.

3. TERM.

3.1. Original Term; Rent Commencement Date. Thiaskeshall be for a term (the "Term") commencinghenEffective Date and ending at
11:59

p.m. on the expiration of the one hundred twenigdt{L23rd) full calendar month after the last a@dyhe month in which the Rent
Commencement Date shall occur (which date is haefteinreferred to as the "Termination Date"). Mdyttent payments shall commence on
the earlier of: (a) fifteen (15) days after theedah which the Landlord notifies the Tenant thatlthndlord's Work and Space Improvements
have been substantially completed, but in no egariter than May 15, 1998 (unless the Tenant gl@cits sole discretion, to take occupancy
prior to May 15th); or (b) June 1, 1998, providedit if the Space Improvements are not substantialinplete by May 15th due to causes
attributable to the Landlord or the General Coribmand not to Tenant, then said June 1st datélshaixtended one day for each day of d
attributable to the Landlord or the General Corntraclhe earlier of the dates set forth in

(a) and (b) above is hereinafter referred to asRemt Commencement Date"). Notwithstanding thedoing, Base Rent shall abate for the
first ninety (90) days after the Rent Commenceniate.

3.2. Confirmation of Commencement and Terminatidre Landlord and the Tenant at the Landlord's opdiod request after (a) the Rent
Commencement Date or (b) the expiration of the Termny earlier termination of this Lease by actiétaw or in any other manner, shall
confirm in writing by instrument in recordable fotimat, respectively, such rent commencement or trohination has occurred, setting forth
therein, respectively, the Rent Commencement Daddlze Termination Date.

3.3. Surrender. The Tenant, at its expense atgbieation of the Term or any earlier terminationtlos Lease, shall (a) promptly surrender to
the Landlord possession of the Premises (includmgfixtures or other improvements which are owbgdhe Landlord) in good order and
repair (ordinary wear and tear and damage by fi@asualty excepted) and broom clean, (b) remoseffom all signs, goods, effects,
machinery, fixtures and equipment used in condgdtie Tenant's trade or business which are nqpidagrof the Building Service Equipment
nor owned by the Landlord, and (c) repair any da=sed by such removal.

3.4. Holding Over. If the Tenant continues to ogcthe Premises after the expiration of the Terraror earlier termination of this Lease after
obtaining the Landlord's express, written conseateto, then:

(a) such occupancy (unless the parties heretowibeagree in writing) shall be deemed to be uad@aonth-to-month tenancy, which shall
continue until either party hereto notifies theestm



writing, at least one month before the end of aalgrdar month, that the notifying party electsatortinate such tenancy at the end of such
calendar month, in which event such tenancy sbaksninate;

(b) anything in this section to the contrary nohstanding, the Rent payable for each such montnipg shall equal the sum of (a) one-
twelfth (1/12) of that amount which is equal to ¥%60f the Base Rent for the Lease Year during whiath expiration of the Term or
termination of this Lease occurs, plus (b) the Addial Rent payable under subsection 4.2; and

(c) except as provided herein, such month-to-maetancy shall be on the same terms and subjeleetsame conditions as those set forth in
this Lease; provided, however, that if the Landlgices the Tenant, at least one month before tbeoéany calendar month during such
month-to-month tenancy, written notice that suecimgeand conditions (including any thereof relatioghe amount and payment of Rent)
shall, after such month, be modified in any marapercified in such notice, then such tenancy safiély such month, be upon the said terms
and subject to the said conditions, as so modified.

4. RENT; SECURITY DEPOSIT. As Rent for the Premjghe Tenant shall pay to the Landlord all of thkkofving:

4.1. Base Rent. An annual rent (the "Base Rentfplasvs:

Mont hly Installment

Lease Year Base Rent of Base Rent
1 $541,467.00 $ 36,097.80

2 $433,173.60 $ 36,097.80

3 $448,334.68 $ 37,361.22

4 $464,026.39 $ 38,668.87

5 $480,267.31 $ 40,022.28

6 $497,076.67 $ 41,423.06

7 $514,474.35 $ 42,872.86

8 $532,480.96 $ 44,373.41

9 $551,117.79 $ 45,926.48
10 $570,406.91 $ 47,533.91

4.2. Additional Rent. Additional rent ("Addition&®ent") shall include any and all charges or otmoants which the Tenant is obligated to
pay to the Landlord under this Lease, other tharBiise Rent, regardless of whether such charganaunts are designated as additional

4.3. Operating Costs.

4.3.1. Computation. Within one hundred twenty (128ys after the end of each calendar year durie@ émm, the Landlord shall compute
total of the Operating Costs incurred for the Prgpduring such calendar year, and the Landlord sifiacate them to each separate rentable
space within the Property in proportion to the extive operating costs percentages assigned tospactes; provided that anything in this
subsection 4.3 to the contrary notwithstanding, reter the Tenant and/or any other tenant of spatténwhe Property has agreed in its lease
or otherwise to provide any item of such servicagially or entirely at its own expense, or wherrenethe Landlord's judgment any such
significant item of expense is not incurred



with respect to or for the benefit of all of the nentable space within the Building in allocatihg Operating Costs pursuant to this
subsection, the Landlord shall make an appropadjestment, using generally accepted accountimgipies, as aforesaid, so as to avoid
allocating to the Tenant or to such other tenamtiia case may be) those Operating Costs covaratgservices already being provided by
Tenant or by such other tenant at its own expesrs®, avoid allocating to all of the net rentalpp@se within the Building those Operating
Costs incurred only with respect to a portion tbéras aforesaid. Within ten (10) days after the eheach 120 day computation period
during the Term, Landlord shall submit to Tenastaement prepared and certified as accurate bglhah("Expense Statement") setting
forth in reasonable detail the Operating Coststmh calendar year and the amount (if any) of Tén&noportionate Share of such Operating
Costs for such calendar year. If the amount of Mésdroportionate Share of Operating Costs siatdte Expense Statement is less than the
amount Tenant paid by Tenant as Operating Costhiéoperiod covered by the Expense Statement,taeant shall deduct the overpayment
from its next payments(s) of Operating Costs. éf #mount of Tenant's Proportionate Share of Opgr&bsts stated in such Expense
Statement exceeds the amount paid by Tenant aatbpeExpenses, Tenant shall pay Landlord the exaith its next payment of Base
Rent. The Tenant shall have the right, during ndtmainess hours at the Landlord's offices, toeemine books and records of the Landlord
with respect to the calculation of: (a) either B@geerating Costs; or (b) Operating Costs for therpralendar year applicable, at the Tenant's
sole expense, provided (i) the Tenant providesamtlten (10) days' advance written notice to #adlord of its desire to inspect such books
and records, and (ii) such request is made wititxity $60) days after either: (a) the end of theltweg12) months during which Base
Operating Costs are determined; or (b) the Exp&tement is delivered by the Landlord to the Ternéthe Tenant does not notify the
Landlord within such 60-day period, then all sumduded as Base Operating Costs, or Operating Castpplicable, shall be deemed
acceptable to the Tenant and thereafter the Teshatithave no right to dispute in any manner amgssincluded within Base Operating Co

or Operating Costs prior calendar year, as apgdicafthe Tenant in good faith wishes to dispitte tietermination of Base Operating Cos
Operating Costs or the calculation of any amougtpke by the Tenant, the Tenant will give the Landiwritten notice of such dispute

within two (2) months after Tenant's review of ttendlord's books and records. As soon as reasopaatyicable after receiving such writl
notice, the Landlord will meet with the Tenant mattempt to reconcile the dispute. If such effddsot, in the reasonable determination of
the Landlord and Tenant, resolve all outstandisguties, the Tenant may cause to be made a corapiditeof the Landlord's records relating
to the matter in dispute by a firm of independemtified public accountants selected by the Tematht the approval of Landlord, which
approval shall not be unreasonably withheld. Ithsagdit reveals that the amount previously deteeshiny the Landlord was incorrect, a
correction will be made, and either the Landlord priomptly return to the Tenant any overpaymenthar Tenant will promptly pay to the
Landlord any underpayment which was based on swedrriect amount. If Tenant's Proportionate Sha@puerating Costs was overstated by
an amount in excess of five percent (5%), Landgirall also pay one-half (1/2) of the reasonablésdosurred by Tenant in conducting such
audit.

4.3.2. Payment. For each Operating Year (or pottieneof in the event Base Operating Costs arerdated on other than a calendar year
basis), the Tenant shall pay to the Landlord, érttanner provided herein, "Tenant's Share of Iseg®perating Costs" which shall be
computed by subtracting the Base Operating Cosis the Operating Costs for the Operating Year istjon, and multiplying the difference
by Tenant's Proportionate Share. The Landlord sieaitl to the Tenant an annual statement settitigtfoe Operating Costs for the applicable
calendar year. Notwithstanding anything to the @mgtcontained in this Lease, the Landlord reprisserat the cumulative annual increase
per Operating Year of the controllable portion gfeBating Costs shall not be more than five per(sdt). By way of example but not of
limitation, if the controllable portion of such ¢desncreases by 4% in the second Lease Year anid 8% third Lease Year, then the
controllable portion of such costs may increased@ynore than 8% in the fourth Lease Year [3 x 5+&=31+ 8]. In no event, however, shall
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first increase of the controllable portion of swrsts exceed 5%. Narentrollable Operating Costs shall be deemed tidecinsurance cost
utility costs (including HVAC), the costs of snowdaice removal and other similar costs which, undéustry custom and practice, are
deemed non-controllable.

4.3.3. Proration. If only part of any calendar yksdis within the Term, the amount computed as Tés&Share of Increased Operating Costs
for such calendar year (or portion thereof in ther@ Base Operating Costs are determined on diherd calendar year basis) under this
subsection shall be prorated in proportion to thetipn of such calendar year falling within the efbut the expiration of the Term before
end of a calendar year shall not impair the Tesaftligation hereunder to pay such prorated podiohenant's Share of Increased Operating
Costs for that portion of such calendar year fgllivithin the Term, which amount shall be paid omdad).

4.3.4. Landlord's Right to Estimate. Anything ifstBubsection to the contrary notwithstanding,lthedlord, at its reasonable discretion, may
(a) make from time to time during the Term a reabda estimate Tenant's Share of Increased Opei@tsts which may become due under
this subsection for any calendar year, (b) regthieeTenant to pay to the Landlord for each calenaamth during such year one twelfth (1/12)
of such Tenant's Share of Increased Operating Catsttse time and in the manner that the Tenarggaired hereunder to pay the monthly
installment of the Base Rent for such month, afhdh@ease or decrease from time to time durindy sxadendar year the amount initially so
estimated for such calendar year, all by givingTkaant written notice thereof, accompanied byteedule setting forth in reasonable detail
the expenses comprising the Operating Costs, astgpated.

4.4. When Due and Payable.

4.4.1. Base Rent. The Base Rent for any Lease sfedirbe due and payable in twelve (12) consecusigaal monthly installments, in
advance, on the first (1st) day of each calendartmduring such Lease Year. In addition, the Baset for the first full calendar month of t
Term shall be due and payable within three (3) ddites the Landlord delivers a fully executed capyhis Lease to the Tenant. Rent for any
partial calendar month shall be due and payabéet(8) days after the Rent Commencement Date.

4.4.2. Additional Rent. Any regularly scheduled Aaohal Rent accruing to the Landlord under thig&e, except as is otherwise set forth
herein, shall be due and payable when the instalilmieBase Rent next falling due after such AdditibRent accrues and becomes due and
payable. Tenant shall pay any other, non-schedangalints of Additional Rent, within thirty (30) dagfier notice (accompanied by
reasonable documentation evidencing such AdditiBealt) from Landlord that such amount is due.

4.4.3. No SeDff; Late Payment. Any payment of Base Rent or ladyscheduled Additional Rent shall be made pritynwhen due, withot
any deduction or setoff whatsoever, and withoutaan failing which the Tenant shall pay to the Uardias Additional Rent, after the tenth
(10th) day after such payment remains due but dnpdate charge equal to five percent (5%) of aayment which remains due but unpaid.
In addition, any payment that is not paid by theheg10th) day after such payment is due shall bearest at the rate equal to the sum of the
"prime rate", as quoted in the Wall Street Jousnaloney rates section, plus two percent (2%) peanmn(the "Interest Rate") on the date of
default if applicable to a default, otherwise, ba tate of determination. Any payment made by #mant to the Landlord on account of Rent
may be credited by the Landlord to the paymenngfRent then past due before being credited to Raméntly falling due. Any such
payment which is less than the amount of Rent thenshall constitute a payment made
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on account thereof, the parties hereto hereby agyéieat the Landlord's acceptance of such payrveémether or not with or accompanied by
an endorsement or statement that such lesser amoti@ Landlord's acceptance thereof constituagsnent in full of the amount of Rent
then due) shall not alter or impair the Landlorajsits hereunder to be paid all of such amount thexn or in any other respect.

4.5. Where Payable. The Tenant shall pay the Retawful currency of the United States of Ameritathe Landlord by delivering or
mailing it to the Landlord's agent at the followiaddress, or to such other address or in such othaner as the Landlord from time to time
specifies by written notice to the Tenant:

MacKenzie
Suite 200
2328 West Joppa Road Lutherville, Maryland 21093

4.6. Tax on Lease. If federal, state or local lawror hereafter imposes any tax, assessment, leother charge (other than Landlord's
income or franchise taxes) directly or indirectpyon (a) the Landlord with respect to this Leasthervalue thereof, (b) the Tenant's use or
occupancy of the Premises, (c) the Base Rent, idaddit Rent or any other sum payable under this &eas(d) this transaction, then the
Tenant shall pay the amount thereof as AdditioreitRo the Landlord upon demand, unless the Taaambhibited by law from doing so, in
which event the Landlord at its election may terénthis Lease by giving written notice thereoftte Tenant.

4.7. Security Deposit. Simultaneously upon the etien and delivery of this Lease by the partieet®rthe Tenant shall deposit with the
Landlord the sum of Thirty-five Thousand, Nine Hueul Sixty- five Dollars and Nine Cents ($35,965,@8hich (a) shall be retained by the
Landlord as security for the Tenant's payment efRlent and performance of all of its other obligiasi under this Lease, and (b) shall not be
deemed to represent payment of any Rent and shtdlenconstrued as liquidated damages. If an Enfebefault occurs, the Landlord shall
entitled, at its sole discretion, (a) to apply @anyll of such sum in payment of (i) any Rent tele and unpaid,

(il) any expense incurred by the Landlord in curamy such default, and/or

(i) any damages incurred by the Landlord by reasbsuch default (including but not limited to ttwd reasonable attorneys' fees), in which
event the Tenant, immediately on its receipt ofrét@n demand therefor from the Landlord, shall pathe Landlord a sum equaling the
amount so applied, so as to restore such sum ¢oigimal amount; and/or (b) to retain any or dlsach sum in liquidation of any or all
damages suffered by the Landlord by reason of dewult. On the termination of this Lease, anyumfhssum which is not so applied or
retained shall be returned to the Tenant. Suchshath not bear interest while being held by thedlard. Landlord shall be entitled to the full
use of the Security Deposit and shall not be reguio keep the Security Deposit in a separate atcény Mortgagee or purchaser of the
Property shall be relieved and released from afigation to return the Security Deposit in the evauch Mortgagee or purchaser comes into
possession of the Property by reason of foreclogactuding deed in lieu thereof) or proceedindi@u of foreclosure unless the Security
Deposit actually has been delivered to such Moegag purchaser.

4.7.1 Performance Bond. A condition precedent ¢éoprformance of Landlord's obligations under tidase is the delivery of a Six Hundred
Thousand Dollar ($600,000.00) performance and payimend to Landlord within fifteen (15) days aftee date of execution hereof. Such
bond shall:

(i) be written by a surety acceptable to Landlorits sole discretion; (ii) extend from the EffeetiDate until the end of the second Lease
Year; and (iii) provide that the Landlord may, fraéime to time, draw on the bond by the submissiba certified statement from the
managing member stating: (a) that Tenant is inudeéd a monetary obligation under this Lease b&yany applicable notice and cure peri
and (b) the amount necessary to cure such defahilth shall be the amount which Landlord shall betked to draw. If such bond is not
delivered within said 15 day period, then Landlshéll have the right to terminate this Lease ortteminotice to Tenant. Notwithstanding the
foregoing, Tenant shall have the right to initiadgliver a bond which
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extends for a period of twenty-four (24) montheafhe Effective Date. In such event, Tenant steliver a replacement bond for the balance
of the term specified in (ii) on or before thir§Q) days prior to the expiration of such 24 morghiqd. If Tenant fails to deliver the
replacement bond as aforesaid, then such failuak Isé an event of default and Landlord shall hidneeright to immediately draw the full
amount of the bond and retain the same until thlEacement bond is delivered; subject to Landlaiidist to use any of the drawn funds to
cure any other monetary default by the Tenantrgragins uncured after any applicable notice and pariod.

5. TAXES.

5.1. Payment. For each Tax Year from and afteRiet Commencement Date, the Tenant shall pay tbahdlord, in the manner provided
herein, "Tenant's Share of Increased Taxes" whiali be computed by subtracting the Base Taxes thenTaxes for the Tax Year in
question, and multiplying the difference by Tera/foportionate Share.

5.2. Proration. If only part of any Tax Year fallgthin the Term, the amount computed as Tenangsestf Increased Taxes for such Tax ®
under this subsection shall be prorated in proportd the portion of such Tax Year falling withiretTerm (but the expiration of the Term
before the end of a Tax Year shall not impair tkednt's obligations hereunder to pay such prometibn of Tenant's Share of Increased
Taxes for that portion of such Tax Year falling hifit the Term, which amount shall be paid on demand)

5.3. Method of Payment. Tenant's Share of Incredsads shall be paid by the Tenant, at the Lantii@léction (i) in advance, in equal
monthly installments in such amounts as are estidchand billed for each Tax Year by the Landlorthatcommencement of the Term and at
the beginning of each successive Tax Year duriagiéerm, each such installment being due on thedag of each calendar month or (ii) in a
lump sum, following the Landlord's receipt of tla bill for the Tax Year in question, and calcidatof Tenant's Share of Increased Taxes
with respect thereto. If the Landlord has elected the Tenant pay Tenant's Share of IncreasedsTaxestallments, in advance, then, at any
time during a Tax Year, the Landlord may re- esténieenant's Share of Increased Taxes and therealffiest the Tenant's monthly
installments payable during the Tax Year to refleore accurately Tenant's Share of Increased Ta¥isin forty-five (45) days after the
Landlord's receipt of tax bills for each Tax Yetwe Landlord will notify the Tenant of the amoumflaxes for the Tax Year in question and
the amount of Tenant's Share of Increased Taxesahé\ny overpayment or deficiency in the Tenaptlgment of Tenant's Share of
Increased Taxes for each Tax Year shall be adjimstedeen the Landlord and the Tenant; the Tenaailt gay the Landlord or the Landlord
shall credit to the Tenant's account (or, if sudjustment is at the end of the Term, the Landitialigpay the Tenant), as the case may be,
within fifteen (15) days after such notice to then@int, such amount necessary to effect such adjustifihe Landlord's failure to provide
such notice within the time prescribed above ghatlirelieve the Tenant of any of its obligationséumder. Landlord shall pay all installments
of taxes by their due date and shall provide Tenatit evidence of such payment upon request.

5.4. Taxes on Rent. In addition to Tenant's Shhhecoeased Taxes, the Tenant shall pay to theompiate agency any sales, excise and other
tax (not including, however, the Landlord's incoamel franchise taxes) levied, imposed or assess#uelytate of Maryland or any political
subdivision thereof or other taxing authority ugoty Rent payable hereunder. The Tenant shall algoppior to the time the same shall
become delinquent or payable with penalty, all $axgposed on its inventory, furniture, trade fixsirapparatus, equipment, leasehold
improvements installed by the Tenant or by the lamldon behalf of the Tenant and any other propeftyie Tenant.
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5.5 Permitted Contests. If during the Term, butratihe tax year used to calculate Base TaxesidiPtoperty is reassessed in a manner which
results in an increase in the amount of Taxes eglple to the Property; and (ii) Landlord electsitsrsole discretion, not to contest such
increase in Taxes, then the Tenant shall haveghg at its sole expense and only after priortenitnotice to and consultation with the
Landlord, to contest such increase in Taxes byapgate proceedings conducted with due diligenceyided, that any such contest by
Tenant shall not relieve or postpone Tenant's abbig to pay Tenant's Share of Increased Taxesoagled for in Sections 5.1 - 5.3 above. If
Tenant's contest results in the amount of Taxebcayte to the Property being increased above wiwadld otherwise have been payable but
for Tenant's contest, then Tenant shall be obltyaigay (in the manner specified in this Sectiporte hundred percent (100%) of the
difference between such increased amount whicppcable to the entire Property, not just the Asexsy and the amount which would
otherwise have been payable; it being the pamiteniion that such increased amount not be paksedgh to either the Landlord or other
tenants. The Landlord shall cooperate in such sbpteceedings, but any costs or expenses inchgrééndlord shall be payable by Tenant
as Additional Rent.

6. USE OF PREMISES AND COMMON AREAS.

6.1. Nature of Use. The Tenant shall use the Pesnualy for general office purposes (including cabtep system integration purposes), and
for no other purpose whatsoever.

6.2. Compliance with Law and Covenants.
6.2.1 Tenant's Compliance. The Tenant, throughmuTerm and at its sole expense, in its use anskps®n of the Premises, shall:

(a) comply promptly and fully with (i) all laws, dinances, notices, orders, rules, regulations aqdirements of all federal, state and
municipal governments and all departments, comunissiboards and officers thereof, including butlimoited to The Americans with
Disabilities Act, 42 U.S.C. 12101 et. seq., andABRA Disability Guidelines promulgated with respdlaereto, and (ii) all requirements (Y)
the National Board of Fire Underwriters (or anyetbody now or hereafter constituted exercisinglamfunctions) which are applicable to
any or all of the Premises, or (Z) imposed by aoljcy of insurance covering any or all of the Prees and required by section 7 to be
maintained by the Tenant, and (iii) all covenamid gestrictions which may encumber the title to angll of the Premises, all if and to the
extent that any of such requirements relate tocarafl of the Premises;

(b) (without limiting the generality of the foregnj provisions of this subsection) keep in forcetighout the Term all licenses, consents and
permits necessary for the lawful use of the Presrfigethe purposes herein provided;

(c) pay when due all personal property taxes, iretames, license fees and other taxes assessied, temposed upon the Tenant or any
other person in connection with the Tenant's opmraf its business upon the Premises or Tenas¢ghereof in any other manner;

(d) not obstruct or interfere with the rights ofiet tenants; and
(e) not allow the transmission of any loud or ob@table sounds or noises from the Premises.
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Notwithstanding anything to the contrary contaihedein, with respect to The Americans with Disdieidi Act and the ADA Disabilit
Guidelines thereto, after substantial completianTlenant shall be responsible for the entire Presniscluding all Premises entry doors and
signage (subject, however, to the provisions oseation 10.2), and the Landlord shall be respoadida the Building and the Common Are

6.2.2 Landlord's Compliance. Notwithstanding anyghtio the contrargontained herein, the Landlord, throughout the Testmall comply witl
(i) all laws, ordinances, notices, orders, rulegutations and requirements of federal, state amgigipal governments and all departments,
commissions, board and officers thereof, includingnot limited to The Americans with Disabilitiést, and (ii) all covenants and
restrictions which may encumber the title to anwlbof the Property.

6.3. Mechanics' Liens.

6.3.1. Without limiting the generality of the fogg provisions of this section, the Tenant shatlereate or permit to be created, and if
created shall discharge or have released, any mieshar materialmens' lien arising while this Le#sin effect and affecting any or all of 1
Premises, the Building and/or the Property, andrgmeant shall not permit any other matter or thifigereby the Landlord's estate, right and
interest in any or all of the Premises, the Buigdamd/or the Property might be impaired. The Teshatl defend, indemnify and hold
harmless the Landlord against and from any aniigdility, claim of liability or expense (includingut not limited to that of reasonable
attorneys' fees) incurred by the Landlord on actofiany such lien or claim.

6.3.2. If the Tenant fails to discharge any sueh lvithin fifteen (15) days after it first beconeffective against any of the Premises, the
Building and/or the Property, then, in additioratty other right or remedy held by the Landlord occaint thereof, the Landlord may (a)
discharge it by paying the amount claimed to beatugy deposit or bonding proceedings, and/orrfl@riy such event compel the prosecution
of any action for the foreclosure of any such ligrthe lienor and pay the amount of any judgmeirfiauor of the lien or with interest, costs
and allowances. The Tenant shall reimburse the lbashdbr any amount paid by the Landlord to disgeaany such lien and all expenses
incurred by the Landlord in connection therewitigether with interest thereon at the Interest Rata the respective dates of the Landlord's
making such payments or incurring such expensksf(aihich shall constitute Additional Rent).

6.3.3. Nothing in this Lease shall be deemed invaay

(a) to constitute the Landlord's consent or requegiress or implied, that any contractor, subemtdr, laborer or materialman provide any
labor or materials for any alteration, additionpiovement or repair to any or all of the Premisles,Building and/or the Property, or (b) to
give the Tenant any right, power or authority tatcact for or permit to be furnished any serviceraterials, if doing so would give rise to

filing of any mechanics' or materialmens' lien agaiany or all of the Premises, the Building antterProperty, or the Landlord's estate or
interest therein, or (c) to evidence the Landlocdissent that the Premises, the Building and/oPtioperty be subjected to any such lien.

6.4. Signs. The Tenant shall have no right to esigets upon the Premises or the remainder of tlieliBg or the Property unless the Landl
has given its express, written consent theretoghvbonsent may be withheld in the Landlord's s@erdtion; provided, however, that Tenant
shall have the right, at its sole cost and expeserect one exterior sign on the Building: (aa&cation mutually agreeable to Landlord and
Tenant; and (b) subject to Landlord's approvabagpe, size and color, which consent shall natfieasonably withheld; subject, however,
to Tenant's full compliance with
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all laws, rules and regulations of governmentaharties having jurisdiction over such signage, aathpliance with any restrictive covena
applicable to the Property (including the obtaintrerany consents required by such covenants).L&elord shall provide: (a) at the
Landlord's sole expense, two

(2) lines in the lobby directory of the Buildingeidtifying the Tenant or its business, at Landlosdle expense; and (b) three (3) additional
lines at Tenant's sole expense.

6.5. License.

6.5.1. Grant of License. The Landlord hereby grémtbe Tenant a non-exclusive license to use {@mpermit its officers, directors, agents,
employees and invitees to use), in the course mdecting business at the Premises, those aredsilities of the Property which may be
designated by the Landlord from time to time as iwmm areas (portions of which may from time to tingerelocated and/or reconfigured by
the Landlord in its sole discretion so long as oeable access to and from the Premises is mainfafttee "Common Areas"), which
Common Areas include footways, sidewalks, Parkinga&, lobbies, elevators, stairwells, corridorstromms and certain exterior areas or
Property, subject, however, to the Rules and Réignka "Parking Areas" shall mean those portionhhefCommon Areas which from time to
time are designated by the Landlord for the parkihgutomobiles and other automotive vehicles wirgaged in business upon the Pren
(other than while being used to make deliverieartd from the Premises). The Tenant shall be perdhéttcess to the Premises twenty-four
(24) hours a day, seven

(7) days a week.

6.5.2. Non-Exclusive License. Such license shatbercised in common with the exercise thereofigyltandlord, the other tenants or
occupants of the Property, and their respectiviea, directors, agents, employees and invitees.

6.5.3. Parking Areas; Changes. The Landlord resehesright to change the entrances, exits, trédfies, boundaries and locations of the
Parking Areas. All Parking Areas and facilities efhimay be furnished by the Landlord in or nearRheperty, including any employee
parking areas, truckways, loading docks, pedessid@walks and ramps, landscaped areas and ottes and improvements which may be
provided by the Landlord for the Tenant's exclusige or for general use, in common with other tenaheir officers, agents, employees and
visitors, shall at all times be subject to the Uandls exclusive control and management, and tmelload shall have the right from time to
time to establish, modify and enforce reasonalisrand regulations with respect thereto. The Lendddhall have the right to (a) police the
Common Areas, (b) establish and from time to timehtange the level of parking surfaces, (c) cldiserany portion of the Common Areas
to such extent as, in the opinion of the Landlocdgnsel, may be legally sufficient to prevent didation thereof or the accrual of any rights
to any person or to the public therein, provideat Buch closure does not deprive Tenant of acoabe tPremises, (d) close temporarily all or
any portion of the Parking Areas, (e) discourage-temant parking, other than Tenant's invitees;(@ndo and perform such other acts in and
to the Common Areas as, in the use of good busjandgsent, the Landlord determines to be advisalfitle a view to the improvement of the
convenience and use thereof by tenants, theirasffjagents, employees and visitors. The Tenalitcshese its officers, agents and employ

to park their automobiles only in such areas ad Hallord from time to time may designate by writteotice to the Tenant as employee
parking areas, and the Tenant shall not use oripirenuse of any of the Common Areas in any mamrech will obstruct the driveways or
throughways serving the Parking Areas or any gboetion of the Common Areas allocated for the usatloers. The Tenant shall not keep
parked vehicles on the Parking Areas overnight gixfoe occasional norecurring employee overnight parking. The Landlisindll not charg
Tenant's employees for the use of the Parking AfBas Tenant shall have the right to utilize nelgsan forty percent (40%) of the number
of parking spaces located on the Property on thect¥fe Date; and Landlord shall designate fiveqbhe aforementioned spaces as reservec
spaces reasonably close to the Building entrancédoant's use; but Landlord shall not be requicemhonitor the use of such spaces.
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6.5.4. Alterations. The Landlord reserves the raghtany time and from time to time (i) to changeler the location, layout, nature or
arrangement of the Common Areas or any portioretifeincluding but not limited to the arrangememd/@r location of entrances,
passageways, doors, corridors, stairs, lavataglesators, Parking Areas, and other public aredlkseoBuilding, and (ii) to construct additiol
improvements on the Property and make alteratiogiedf or additions thereto and build additionatiss on or in any such buildings
adjoining the same; provided, however, that no sinange or alteration shall deprive the Tenantoéss to the Premises, or otherwise
materially interfere with Tenant's use of the Pr&mi

6.5.5. Use of Common Areas.

(a) The Landlord shall at all times have full axdlasive control, management and direction of tken@on Areas. Without limiting the
generality of the foregoing, the Landlord shall ntain and operate lighting facilities on all of tGemmon Areas.

(b) The Tenant shall use that area designatedebiahdlord as the refuse collection area, and sladlplace or maintain anywhere within the
Property, other than within the area which may ésighated by Landlord from time to time as suchgefcollection area, any trash, garbage
or other items, except as may otherwise be expgressiitted by this Lease.

(c) Inits use of the Common Areas, the Tenant shké reasonable efforts to prevent its agent@l@yees, invitees, visitors and guests from
taking any of the following actions:

(i) the parking or storage of automobiles, or otligiomotive vehicles anywhere within the Propdrguch vehicles lack current, valid license
plates, or other than in the Parking Areas (andrtizidual parking spaces from time to time desigga therein), or anywhere within the
Property if the body, windows or other exteriortgms of such vehicles are in an obvious stateaofigge or disrepair;

(i) the performance of any body work, maintenaacether repairs to vehicles, or the painting of aehicle, anywhere within the Premises
or the rest of the Property; or

(iii) the parking or storage of any trucks or vavesghing over three-quarters (3/4) of one ton, pxéer purposes of temporary loading and
unloading and occasional overnight parking.

6.6. Liability of Landlord. The Landlord and itseags and employees shall not be liable to the Temraany other person whatsoever (a) for
any injury to person or damage to property causeahly defect in or failure of equipment, pipes,imgror broken glass, or the backing up of
any drains, or by gas, water, steam, electricitgibleaking, escaping or flowing into the Premisass(b) for any loss or damage that may be
occasioned by or through the acts or omissionspfogher tenant of the Property or of any othespemwhatsoever, other than for any injury
or loss resulting from the gross negligence omitibmal wrongdoing of the Landlord's duly authodzamployees or agents.

6.7. Floor Load. The Tenant shall not place a loain any floor of the Premises exceeding the fload per square foot area which such
floor was designed to carry. The Landlord resethiesight to prescribe the weight and positionlbfafes and other heavy equipment, and to
prescribe the reinforcing necessary, if any, whiicthe opinion of the Landlord may be required urttie circumstances, such reinforcing to
be at the Tenant's sole
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expense. Business machines and mechanical equigimghbe placed and maintained by the Tenantttings sufficient in the Landlord's
judgment to absorb and prevent vibration and naisd,the Tenant shall, at its sole expense, tatte sieps as the Landlord may direc
remedy any such condition.

6.8. Hazardous Materials. The Tenant warrants gneka that the Tenant shall not cause or permitHaznardous Materials to be brought
upon, kept or used in or about the Premises by émant, its agents, employees, contractors ordasitlf the Tenant breaches the obligations
stated in the preceding sentence, then the Tehalitisdemnify, defend and hold the Landlord hamsel&om and against any and all claims,
judgments, damages, penalties, fines, costs, itiabibr losses (including, without limitation, dimation in value of the Premises, the Build
and the Property generally, damages for the losestriction on use of rentable or usable spae# any amenity of the Building or the
Property generally, damages from any adverse ingraatarketing of space in the Building, and sunid pasettlement of claims, attorneys'
fees, consultant fees and expert fees) which drisieg or after the Term as a result of such comtation. This indemnification of the
Landlord by the Tenant includes, without limitati@osts incurred in connection with any investigatdf site conditions or any cleanup,
remedial, removal or restoration work required hy governmental authority because of Hazardous iédfgresent in the soil or ground
water or under the Premises or the Property gdpefa used herein (i) "Environmental Laws" meams €Clean Air Act, the Resource
Conservation Recovery Act of 1976, the Hazardougeht Transportation Act, the Comprehensive Envinental Response, Compensation
and Liability Act of 1980, the Resource Conservatimd Recovery Act, the Toxic Substances Contre| the Occupational Safety and
Health Act, the Consumer Product Safety Act, thea@IWater Act, the Federal Water Pollution Conveti, the National Environmental
Policy Act, Md. Nat. Res. Code Ann., Title 8, andlMEnv. Code Ann., Title 7, as each of the foregahall be amended from time to time,
and any similar or successor laws, federal, stakecal, or any rules or regulations promulgatestéunder; and (ii) "Hazardous Materials"
means and includes asbestos; "oil, petroleum ptedud their by-products;" "hazardous substan¢iazZardous wastes" or "toxic
substances," as those terms are used in Enviroafrieaws; or any substances or materials listedaaaddous or toxic in the United States
Department of Transportation, or by the EnvironrakRtotection Agency or any successor agency uageEnvironmental Laws. The
Landlord represents and warrants that to its kndggeno Hazardous Materials are located on the Ryopeeffect the Premises and that the
Property is not now in violation of any Environmaintaws. Landlord shall defend, indemnify and s@igaant harmless from any claims,
fines, penalties, liabilities, losses, damagestscaisd expenses (including reasonable attornesss &nd other costs of defense) which arise
from the violation of any Environmental Laws or degk, spill, release, discharge, disposal or donssf Hazardous materials that has
occurred on the Premises or the Property prionecdommencement Date, or caused subsequent thgréie Landlord, its agents,
employees or invitees, that does not result fromahgs breach of its obligations under this Sedsién
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7. INSURANCE AND INDEMNIFICATION.

7.1. Insurance. At all times from and after thdieaof (i) the entry by the Tenant into the Preesisand (ii) the Rent Commencement Date,
the Tenant shall take out and keep in full force affect, at its expense:

(a) commercial general liability insurance, inchgliBlanket Contractual Liability, Broad Form Pragebamage, Completed
Operations/Products Liability, Personal Injury Lilda, Premises Medical Payments, Interest of Emgpks as additional insureds, Incidental
Medical Malpractice and Broad Form General Liapiindorsement, with a combined single limit of lests than One Million Dollars
($1,000,000) per occurrence and Two Million Dollé$8,000,000) in the aggregate;

(b) special form property insurance (including bat limited to burglary and theft insurance andelglass insurance) written at full
replacement cost value and with replacement cakirsement in an amount not less than One Milliofidd® ($1,000,000.00) covering all of
Tenant's property, including, without limitationmyentory, trade fixtures, floor coverings, furngyelectronic data processing equipment and
any other property removable by Tenant under tbgigions of this Lease, except for improvementscvtare part of the Landlord's Work;

(c) worker's compensation or similar insuranceomf and amounts required by law; and
(d) such other insurance in such types and amastsndlord may reasonably require.

7.2. Tenant's Contractor's Insurance. The Tenatlt i@gjuire any contractor of the Tenant performphgsical facilities-related work in, on or
about the Premises on behalf of Tenant to takewdtkeep in full force and effect, at no expensa¢o_andlord:

(a) commercial general liability insurance, inchugliContractor's Liability coverage, Blanket Contuat Liability coverage, Broad Form
Property Damage Endorsement, Contractor's Progettability, Completed Operations/Products Liagi{Completed Operations/Products
Liability coverage to be provided for at least t{2) years after final completion of work), Persohmiiry, Premises Medical Payments,
Interest of Employees as additional insureds, krdidl Medical Malpractice and Broad Form Generability Endorsement, in an amount |
less than One Million Dollars ($1,000,000) combisétyle limit per occurrence and Two Million Dokaf$2,000,000) in the aggregate;

(b) comprehensive automobile liability insurancéhva combined single limit of not less than Ondlili Dollars ($1,000,000) covering all
owned, non-owned or hired automobiles to be usetthéygontractor;
(c) worker's compensation or similar insuranceomf and amounts required by law; and

(d) employers liability coverage, including All & Endorsement, in an amount not less than Orl@mMDollars ($1,000,000).
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7.3. Policy Requirements.

7.3.1. The company or companies writing any insceamhich the Tenant is required to take out anchtai or cause to be taken out or
maintained pursuant to subsections 7.1 and/osial be licensed to do business in the State af/ldiad and have a rating of at least A or
better and a financial size rating of XII or lardgeam Best's Key Rating Guide and Supplemental iSerfor comparable rating from a
comparable insurance rating service). Public ligbénd all-risk casualty insurance policies evideg such insurance shall name the
Landlord, and their designees (including, withdunitation, any Mortgagee) as additional insuretigllsbe primary and noncontributory, and
shall also contain a provision by which the inswagrees that such policy shall not be cancellederially changed, terminated or not rene
except after thirty (30) days' advance written e®to the Landlord and/or such designees. All qugdities, or certificates thereof, shall be
deposited with the Landlord promptly upon commeneeinof the Tenant's obligation to procure the sadame of the insurance which the
Tenant is required to carry and maintain or caadmetcarried or maintained pursuant to subsectidhand/or 7.2 shall contain deductible
provisions in excess of Two Thousand Five Hundretla®s ($2,500), unless approved in writing in athaby the Landlord. If the Tenant
fails to perform any of its obligations pursuanths section 7, the Landlord may perform the same the cost thereof shall be payable by
Tenant as Additional Rent upon the Landlord's deitharefor.

7.3.2. The Landlord and the Tenant agree that onals 1 of the second (2nd) full calendar yearmuthe Term and on January 1 of every
second (2nd) calendar year thereafter, the Landlilidhave the right to request commercially reesne changes in the character and/or
amounts of insurance required to be carried byfre&ant pursuant to the provisions of this sectioand the Tenant shall comply with any
requested change in character and/or amount wihiry (30) days after the Landlord's request tfate

7.4. Indemnities by Tenant and Landlord.

7.4.1. Subject to the provisions of Sections 7ah@ 7.8, the Tenant, for itself and its succesandsassigns, to the extent permitted by law,
shall defend, indemnify and hold harmless the Lartjithe Landlord's agents, representatives andogexqs, and any Mortgagee against and
from any and all liability or claims of liabilityybany person asserted against or incurred by thellbed and/or such agent or Mortgagee in
connection with

() the use, occupancy, conduct, operation or mamagt of the Premises by the Tenant or any ofjigsts, contractors, servants, employees,
licensees, concessionaires, suppliers, materiabmarvitees during the Term; (ii) any work or thimgnatsoever done or not done on the
Premises during the Term; (iii) any breach or ditfiauperforming any of the obligations under threyasions of this Lease and/or applicable
law by the Tenant or any of its agents, contracesvants, employees, licensees, suppliers, raltenmn or invitees during the Term; (iv) any
negligent, intentionally tortuous or other act amission by the Tenant or any of its agents, cotdracservants, employees, licensees,
concessionaires, suppliers, materialmen or inviteegg the Term; or (v) any injury to or deathamly person or any damage to any property
occurring upon the Premises (whether or not suelntenesults from a condition existing before theaistion of this Lease or resulting in the
termination of this Lease), and from and agairistasts, expenses and liabilities incurred in catioe with any claim, action, demand, sui
law, in equity or before any administrative tribyrexising in whole or in part by reason of anytled foregoing (including, by way of example
rather than of limitation, the fees of attorneywigstigators and experts), all regardless of whietheh claim, action or proceeding is asserted
before or after the expiration of the Term or aaylier termination of this Lease.

7.4.2. If any such claim, action or proceedingrisught against the Landlord and/or any agent ortyéayee, the Tenant, if requested by the
Landlord or such agent or Mortgagee, and at thafénexpense, promptly shall resist or defend slaim, action or proceeding or cause it
to be resisted or defended by
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an insurer. The Landlord, at its option, shall bétled to participate in the selection of counseltlement and all other matters pertaining to
such claim, action or proceeding, all of which §balsubject, in any case, to the prior writtenrapgl of the Landlord.

7.4.3. Subject to the provisions of subsection th&,Landlord hereby agrees for itself and its sasors and assigns to indemnify and save the
Tenant, its agents, representatives and emplogemléss from and against any liability or claimdialility arising solely out of the gross
negligence or intentional acts and omissions ol #redlord, its agents or employees.

7.5. Landlord Not Responsible for Acts of OtherseTandlord shall not be responsible or liablen®Tenant, or to those claiming by,
through or under the Tenant, for any loss or damégeh may be occasioned by or through the actsyssions of persons occupying or
using space adjoining the Premises or any paheptemises adjacent to or connecting with the Resror any other part of the Building or
the Property, or for any loss or damage resuliinip¢é Tenant (or those claiming by, through or urtde Tenant) or its or their property, from
(a) the breaking, bursting, stoppage or leakingleétrical cable and/or wires, or water, gas, seweateam pipes,

(b) falling plaster, or (¢) dampness, water, raismow in any part of the Building. To the maximextent permitted by law, the Tenant agi
to use and occupy the Premises, and to use suehpmmittions of the Property as the Tenant is hegien the right to use, at the Tenant's
risk.

7.6. Landlord's Insurance. During the Term, thedlard shall maintain: (a) all risk insurance on Breperty at full replacement cost against
loss or damage by fire and all of the hazards dw®dlin the extended coverage endorsement, (b) ceociathe reasonable amounts of
comprehensive liability and property damage insceanith respect to the Property and all improvenoghér than those required to be
insured by Tenant or other tenants, against cléamgersonal injury or death, or property damagéesed by others occurring in, on or about
the Property, and (c) any other insurance, in $ach and in such amounts as are deemed reasonatite bandlord, including, without
limitation, rent continuation and business intetimpinsurance, theft insurance and workers' corsgiéon, flood and earthquake, and boiler
and machinery insurance. The costs and expenses/aind all insurance carried by the Landlord pamsto the provisions of this subsection
6.6 shall be deemed a part of Operating Costs.

7.7. Increase in Insurance Premiums. The Tenafitrsdtado or suffer to be done, or keep or suftebé kept, anything in, upon or about the
Premises, the Building or the Property which wilhtravene the Landlord's policies of hazard oriliigtinsurance or which will prevent the
Landlord from procuring such policies from comparéeceptable to the Landlord. If anything done tmdito be done, or suffered by the
Tenant to be kept in, upon or about the PremisesBuilding or the Property shall cause the ratirefor other insurance on the Premises
Building or the Property to be increased beyondnivémum rate from time to time applicable to therises or to any such other property
for the use or uses made thereof, the Tenant sitiadr:

(a) cease or modify such activity so as to elimarstch increase in insurance rate; or (b) payad.#ndlord, as Additional Rent, the amount
of any such increase upon the Landlord's demandftire

7.8. Waiver of Right of Recovery. To the extent thiay loss or damage to the Premises, the Buildiad’roperty, any building, structure or
other tangible property, or resulting loss of inegrar losses under workers' compensation laws andfits, are covered by insurance, neither
party shall be liable to the other party or to argurance company insuring the other party (by wfesubrogation or otherwise), even though
such loss or damage might have been occasiondtehegligence of such party, its agents or empky@evided, however, that if, by rea:

of the foregoing waiver, either party shall be ueab obtain any such insurance, then such waalt be deemed not to have been made by
such party. Notwithstanding the
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foregoing, in the event that such waiver of subtiogeshall not be available to either party exaépbugh the payment of additional premium
therefor, the other party shall pay such additiggramium.

8. SERVICES AND UTILITIES. As long as an Event oéfault shall not exist, the Landlord shall provttie following services and utilities:

(a) nightly janitorial services Monday through Frydin and about the Premises, which shall incluatenal cleaning and upkeep services,
normal removal of trash and rubbish, and vacuuroinzarpeting;

(b) electric current for lighting and the operatmrHVAC and office equipment;

(c) two (2) elevators to be used in common witheotienants and available on call twenty-four h@udsay, seven days a week, provided that
such service may be reduced to one (1) elevatanglperiods of repairs, construction or tenant miove

(d) restroom facilities and necessary lavatory fiappincluding hot and cold running water at tlwénps of supply, as provided for general use
of all tenants in the Building; and

(e) the provision and installation of replacemeitiets for all Building Standard light fixtures.

As use herein, "normal business hours" shall benddeto mean the periods from 8:00 a.m. until 6:@@.on business days (Monday through
Friday except legal holidays) and from 8:00 a.ntildn00 p.m. on Saturdays.

The Landlord reserves the right to reduce or diSoag, upon five (5) days' prior written noticethe Tenant, any such services and utilitie
any time after the occurrence of an Event of Defdule Landlord shall not be liable for any damaggssilting from or arising out of any su
termination or interruption, and the same shallgwotstitute a termination of this Lease or an é&wicdf the Tenant. Any failure by the
Landlord to furnish any of the foregoing servicesitilities, resulting from circumstances beyond ttandlord's reasonable control or from
interruption of such services due to repairs omtesiance, shall not render the Landlord liablenip @spect for damages to either person or
property, nor be construed as an eviction of theafhg nor cause an abatement of rent hereunderel@ve the Tenant from any of its
obligations hereunder. Notwithstanding the foregpin the event of an interruption in utilities services for a period greater than seven (7)
consecutive days, that renders any portion of tkenBBes unusable for the normal conduct of Tenbosfmess, then all Base Rent and
Additional Rent payable hereunder with respecuithgortion of the Premises which is unusable shateafter be abated retroactively to the
first day of interruption (but only to the extenich business interruption is not otherwise covénethsurance carried by Tenant), and such
abatement shall continue until full use of suchtiparof the Premises is restored to Tenant. Lanidétwall endeavor in good faith to promptly
commence and diligently pursue to completion anykweasonably necessary to restore the utilityeovise so interrupted. If any public

utility or governmental body shall require the Liord or the Tenant to restrict the consumptionrof atility or reduce any service for the
Premises or the Building, the Landlord and the Tieshall comply with such requirements, whethenatrthe services and utilities referrec

in this section 8 are thereby reduced or otheraifected, without any liability on the part of thandlord to the Tenant or any other person or
any reduction or adjustment in rent payable hereurithe Landlord and its agents shall be permittedonable access to the Premises for the
purpose of installing and servicing systems withia Premises deemed necessary by the Landlor@vadprthe services and utilities referred
to in this section 8 to the Tenant and other tesxamthe Building.
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With respect to the electrical service for normadiness usage supplied to the Premises pursuaabgection (b) of this Section 8, the
Tenant's use of electrical service furnished byl #wedlord will be subject to the following limitatis:

(i) Design Load. The Tenant's lighting will not leea design load greater than an average of twadfty per square foot and four (4) watts
per square foot electrical power. Collectively, Trenant's equipment and lighting will not have keciical design load greater than the lesser
of actual current Building capacity, or an averafsix (6) watts per square foot. If the Buildinglectrical service does not currently have
sufficient capacity to permit Tenant to draw anrage of six (6) watts per square foot, then théigmshall implement a mutually acceptable
course of action to increase Building capacity.

(il) Primary Consumption. The Base Rent set fontl®éction 4.1 hereof includes an allowance of Gnk7%/100ths Dollars ($1.75) per sqt
foot of the Premises for electrical service (théetiical Expense Stop") for HVAC, lighting and etiécal power for the Premises and such of
the Common Areas as are located on the seconddfdbe building (collectively, the "Electrical Séce Area"). In connection with the
construction of the Landlord's Work and Space Inapnoents, Landlord and Tenant shall undertake thtaliation of a submeter to measure
all electrical service for the Electrical ServiceeA. The cost of such installation shall be alledats follows: (a) Landlord shall pay the first
Seven Hundred Fifty Dollars ($750.00); (b) Tendrdlkpay, or reimburse Landlord for the next Seemdred Fifty Dollars (($750.00); and
(c) the parties shall each pay (or reimburse Landllonehalf of any amount in excess of (b). If the costiaf electrical service supplied to
Electrical Service Area during any calendar quapesrated for partial calendar quarters, exceedi37b per square foot, then Tenant shall
reimburse the Landlord for the cost of such exsesgice. Notwithstanding the foregoing, Tenantlshal be required to pay any such excess
costs for any calendar quarter if the excess ¢ostuch quarter, together with the electrical &@reosts for prior quarters, are less than the
product of $.4375 times the number of calendartguathat have expired in the current year. By aiagxample, but not of limitation, if the
cost of electrical service for the first quartetiod Lease year is $.40 per square foot and theo€etectrical service for the second quarter is
$.4750, then the Tenant shall not be required yotipa difference between $.4375 and $.4750 for #xetectrical service costs for said sec
calendar quarter. The Landlord will bill the Tenantmore frequently than quarterly for such exsessice and the Tenant will pay each s
invoice within thirty (30) days following the Tenigreceipt thereof. The Tenant will have the rifginta period of thirty (30) days following
receipt of a statement for such services to inspeetasonable times and places the Landlord'sdedorming the basis for such statements.
Within sixty (60) days after the end of each calangkar during the Term, the Landlord shall compiaéeannual cost of electrical service for
the Electrical Service Area for the preceding cadieryear, prorated for any partial calendar yerad, shall submit to Tenant a statement
certified as accurate by Landlord setting forthtsaost and the amount of quarterly payments madbéyenant during the preceding
calendar year (the "Electrical Expense Statemelfitthe cost of electrical service stated in thedflical Expense Statement is less than the
electrical Expense Stop (prorated for any paredgiedar year), then no adjustment shall
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be made unless during the preceding calendar eargnant had made a quarterly payment for exegsEe pursuant to the foregoing
provisions of this subsection; in which event theoant of such prior payment shall be credited &éoTkenant's next accruing quarterly
payment (or payments) for excess electrical serVidhe cost of electrical service stated in thedfical Expense Statement is greater tha
Electrical Expense Stop (prorated for any part@é¢dar year), then the amount of all quarterlynpalyts made by the Tenant during the
preceding calendar year shall be subtracted frarth sucess and the balance remaining due to Landfauy, shall be paid by Tenant with
its next payment of Base Rent. If, however, thaltamount of quarterly payments made by Tenannhdutie preceding calendar year are
greater than the difference between the actualafedectrical service and the Electrical Expens®pSthen the amount by which Tenant's
quarterly payments exceed such difference shaitédited to the Tenant's next accruing quarterynpnt (or payments) for excess electrical
service.

(iii) Excess Consumption. If the Tenant's consuopdf electrical service exceeds the design loaescpibed by subparagraph (i) above, the
Tenant will remove such equipment and/or desigmtiligy to achieve such compliance within ten (10)dafter receiving a request do so fr
the Landlord. Alternatively, such equipment andifginting may remain in the Premises, subject tofttlewing: (a) the Tenant will pay to the
Landlord as Additional Rent, within thirty (30) dagfter the Landlord's delivery of an invoice tliereall reasonable costs of installation and
maintenance of wiring, air conditioning and othenis required by the Landlord, in the Landlord&somable discretion, to accommodate the
Tenant's excess design loads and capacities;l@ehant will pay to the Landlord as Additional Remithin thirty (30) days after the
delivery of an invoice therefor, the cost of a psfional engineer's services and survey to deterthnexcess demand and consumption of
electrical service;

(c) the Tenant will pay to the Landlord as AdditiwRent, within thirty (30) days after the Landlsrdelivery of an invoice therefor, the cost
of the excess demand and consumption of elecs@aice at actual rates assessed by the publity $#rving the Building, which
reimbursement to the Landlord will be in accordawié any applicable laws; and (d) not less thariyti{30) days prior written notice
delivered to the Tenant, discontinue the availgbdf such extraordinary electrical service, pr@ddsuch electrical service is available dire
to the Tenant from the public utility serving thaiBling. If the Landlord gives any such notice, frenant will contract directly with the
public utility serving the Building to supply suelectrical service to the Premises.

9. REPAIRS AND MAINTENANCE.

9.1. Landlord's Duty to Maintain Structure. The tkomd shall maintain or cause to be maintainedoiochoperating condition: (a) the Buildi

(outside the Premises except to the extent othemrisvided in Section 9.2.1) and Common Areas nmdchh electrical and plumbing
systems; and (b) the structure of the Building simall be responsible for all structural repairthe exterior walls, load bearing elements,
foundations, roofs, windows, structural columns atrdctural floors with respect thereto, and thadlard shall make all required repairs
thereto, provided, however, that if the necessitystich repairs shall have arisen, in whole orairt,grom the negligence or willful acts or
omissions of the Tenant, its agents, concessiaaiféicers, employees, licensees, invitees orragtars, or by any unusual use of the
Premises by the Tenant, then the Landlord may atdle cost of such repairs, as Additional Rengrugemand.
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9.2. Tenant's Duty to Maintain Premises.

9.2.1. Except as provided in subsection 9.1, theamieshall keep and maintain the Premises andalrés, equipment, light fixtures, doors
(including, but not limited to, entrance doorshe Premises), door hardware, carpeting, floor aaltitiles, window and door glass, security
systems, ventilation fans, window and door treaténcluding, but not limited to, blinds, shadssieens and curtains), plumbing fixtures
and drains, ceiling tiles and grids, counters,\shg| light switches, base cove and moldings, Ip&kkshen equipment and appliances
(including, but not limited to, tissue dispensédm@ndrails, mirrors, cabinets, disposals, dishwaslsénks, faucets, drinking fountains and w
purifiers) located therein in a good, safe, clead sanitary condition, ordinary wear and tear etegpand in compliance with all legal
requirements with respect thereto. Except as peavid subsection 9.1, all injury, breakage and dpata the Premises (and to any other part
of the Building and/or the Property, if caused by act or omission of the Tenant, its agents, cesioaaires, officers, employees, licensees,
invitees or contractors) shall be repaired or regdieby the Tenant at its expense (to the extentaatred by Landlord's insurance). Excep
Building systems serving all or other tenants,thaant shall keep and maintain all pipes and cas@ud all mechanical, electrical and
plumbing systems installed or contained within ffiemises which serve the Premises in good, s&an elind sanitary condition and shall
make all required repairs thereto; provided, howethat the Landlord shall maintain and repairthéAC system which exclusively serves
the Premises and the bathrooms and transformeatetbon the second floor of the Building. In themvthe Landlord agrees, upon reques
the Tenant, to repair or maintain any of the itéisted in this subsection 9.2.1, the Tenant sha}l @l costs and expenses in connection with
the Landlord's repair or maintenance servicesudinob, but not limited to, wages, materials andeagle reimbursement. Tenant shall have
option of making said repairs with: (1) its own doyges; (2) a service or repair organization aagptto the Landlord or Landlord's
management agent; or (3) Landlord's in house diracnmanagement staff. Tenant will promptly reimgguLandlord for costs Landlord
incurred, plus 5%, in making or arranging for thaking of the repair.

9.2.2. The Tenant shall keep the Premises in a deain and orderly appearance to a standard aflahess and hygiene reasonably
satisfactory to the Landlord. The Tenant also ghalintain the Premises free of all pests. The Testaall surrender the Premises at the
expiration of the Term or at such other time asTieerant may vacate the Premises in as good condiiavhen received, except for (i)
ordinary wear and tear, (i) damage by casualtygjothan such damage by casualty which is causedhole or in part, by the negligence or
willful act or omissions of the Tenant, its agemifficers, employees, licensees, invitees or catira and which is not wholly covered by the
Landlord's hazard insurance policy), or (iii) asts5od.

10. IMPROVEMENTS.

10.1. By Landlord. The Landlord shall make the ioy@ments to the Premises which are set forth ipldues and specifications listed in
Exhibit B (the " Landlord's Work"). The Landlordahalso make the improvements to the Premises'@pace Improvements") which are to
be set forth on plans and specifications to be #iéxinby the Tenant to the Landlord for its appidttae "Tenant's Plans and Specifications").
The Tenant shall submit the Tenant's Plans andif8@ions to the Landlord on or before February 2998, and within five (5) days after
receipt of the Tenants Plans and Specifications.émellord shall provide to the Tenant any commémsLandlord may have to the Tenant's
Plans and Specifications. Within five (5) days iaftee receipt of the Landlord's comments, the Teshall cause the Tenant's Plans and
Specifications to be: (a) revised to incorporateltandlord’'s comments; and (b) submitted to Balter@ounty for its approval. The Landlord
and the Tenant shall work cooperatively to causelémant's Plans and Specifications to be apprasguomptly as possible. The Landlord
shall not unreasonably withhold its approval of Tlemant's Plans and Specifications. The Landloadl ay for the cost of such Space
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Improvements up to Seventeen and 50/100ths DqB4ra.50) per rentable square foot of the Premmemjided, that Landlord shall not be
required to pay more than $1.50 of said $17.5@fectrical, computer and telephone wiring of modélaniture. In the event the cost of the
Space Improvements, together with the design fedgte cost of the construction drawings in conpbedherewith, exceeds $17.50 per
square foot, the Tenant shall pay to the Landlbedamount incurred by the Landlord in excess tHevelnich excess amount shall be paid by
the Tenant to the Landlord within fifteen (15) dajter the Landlord notifies the Tenant of suchemsccost and supplies the Tenant with
appropriate documentation showing excess cost.

10.1.1 Construction Agreement. On or before Mai@h1®98, the Landlord and the Tenant will selecb@atractor (the "General Contractor”)
for the construction of the Space Improvementsthad.andlord will prepare and submit to the corttvaa construction agreement accept:

to Landlord and Tenant (the "Construction Agreenjeio select the General Contractor the Landlavd the Tenant will each provide to the
other a list of no more than two (2) potential cantors to the other party on or before Februaryl298. On or before March 9, 1998, the
Landlord and the Tenant will then extend an inidtato bid on the construction of the Space Impnogets to no fewer than three (3) of the
potential contractors which will be jointly seledtky the Landlord and the Tenant from the partiesibined list of potential contractors. Fi
bids from the three contractors selected shallugeah or before March 16, 1998. Within four (4)ibess days after the bids are received, the
Landlord and the Tenant will examine the bids ardtfy select the bid which will most accuratelyhaave the purposes and interests of both
the Landlord and the Tenant, even if such bid istime lowest bid.

10.1.2 Construction. The Construction Agreemenl ginavide for the commencement of constructionootoefore April 1, 1998. If the
commencement of construction of the Space Impromsrteas not occurred by May 1st, then the Tenaait Bave the right for a period
commencing on May 1st and ending at midnight on Bty to terminate this Lease on written noticéh® Landlord delivered to Landlord
midnight on May 6th, and in such event this Ledsdl de null and void and neither party shall hawg further obligation hereunder exceg
hereinafter set forth in this Section 10.1.2. Ndtsfanding the foregoing, if the failure to commegonstruction by May 1, 1998: (a) results
from the Tenant's failure to comply with the scHedset forth in Section 10.1.1 above; or (b) iseotfise attributable to the actions or
omissions of the Tenants, including, without lirtita, the issuance of change orders by Tenant; gh&hMay 1st and May 6th dates shall be
extended by one day for each day of delay in timensencement of construction beyond May 1st resuttiegefrom. In order to expedite
construction of the Space Improvements, the Temayt by written notice delivered to the Landlordarrbefore March 1, 1998, authorize ¢
direct the Landlord to proceed with the demolitadrall or a portion of the improvements locatedhia Premises on the Effective Date with
such forces as the Landlord may elect, in its dideretion. If Tenant so authorizes and directd dredlord to proceed with demolition and
thereafter terminates this Lease pursuant to tfegyfong provisions of this Section 10.1.2, therhimittwo (2) business days after such
termination Tenant shall pay Landlord all costs arpenses of demolition incurred by the Landlordajout not exceeding, Fifty Thousand
Dollars ($50,000.00). Tenant's payment shall beralition subsequent to the effectiveness of Tesm&gtmination of this Lease.
Notwithstanding anything contained in this Leaséh®contrary, substantial completion of the Sgagerovements shall not be contingent
the delivery or installation or any of Tenant's miad furniture, or other fixtures or equipment; anty delay in achieving substantial
completion which results from or arises out of stailure of delivery or installation shall be afiutable to the Tenant for purposes of Section
3.1 hereof.

10.1.3 Change Orders; Inspection. Any change offdeisonstruction of Space Improvements, work idiadn to the work shown in the
Tenant's Plans and Specifications, deletion of vetidwn in the Tenant's Plans and Specificatiorsuse of any construction materials for
construction of Space Improvements other than @giged in the Tenant's Plans and Specificationsheilsubject to the prior written
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approval of the Landlord and the Tenant. Any chamrger must be presented to the other party iringritSuch approval by each of the
parties will not be unreasonably withheld or dethye

10.1.4 Asbestos. If ashestos is uncovered duriagadmstruction of the Space Improvements, thehdinellord shall remediate the same in
compliance with applicable laws at Landlord's sotpense; and the cost of such remediation shabecharged against the amount paid by
Landlord for Space Improvements pursuant to Sedtibth hereof.

10.2. Landlord Approval. The Tenant shall not makg alteration, improvement or addition (collechiv&Alterations”) to the Premises
without first (a) presenting to the Landlord plam&l specifications therefor and obtaining the Lardis written consent thereto (which shall
not, in the case of (i) non-structural interior &Htions (excluding systems furniture alteratiod aonstructural alterations less than $7,50
each instance), or

(i) Alterations which would not affect any electal, mechanical, plumbing or other Building systebesunreasonably withheld so long as
such Alterations will not violate applicable lawtbe provisions of this Lease, or impair the vadfithe Premises, the Building or the rest of
the Property or be visible from the exterior of Buglding) and (b) obtaining any and all governnadmtermits or approvals for such
Alterations, which are required by applicable langvided, that (i) any and all contractors or wodmperforming such Alterations must first
be approved by the Landlord, (ii) all work is penfeed in a good and workmanlike manner in compliamitk all applicable codes, rules,
regulations and ordinances, and (iii) the Tenaatl shstore the Premises to its condition immedijabefore such Alterations were made, by
not later than the date on which the Tenant vadhte®remises or the Termination Date, whicheveaifier. The Tenant, at its own expense,
shall repair promptly any damage to the Buildingseal by bringing therein any property for its umehy the installation or removal of such
property, regardless of fault or by whom such dariagaused. As a condition for approving any Altiens on the Premises by the Tenant,
the Landlord shall have the right to require thedrd, or the Tenant's contractor, to furnish a biargh amount equal to the estimated cost of
construction with a corporate surety approved leyltandlord for (i) completion of the constructiamda(ii) indemnification of the Landlord
and the Tenant, as their interests may appeamstdans for labor and materials, which bond shalfurnished before any work has begun or
any materials are delivered.

10.3. Acceptance of Possession. The Tenant shallfpurposes of this Lease be deemed to havetat¢he Premises and the Building and
to have acknowledged them to be in the conditidleddor hereunder except with respect to thosechuist items and defects of which the
Tenant notifies the Landlord within thirty (30) dagfter the Rent Commencement Date; and exceptresfiect to latent defects so long as
Tenant notifies Landlord in writing within thirty3Q) days after discovering any such latent defects.

10.4. Fixtures. Any and all improvements, repaifterations and all other property attached toduseonnection with or otherwise installed
within the Premises by the Landlord or the Tenaatldecome the Landlord's property without paynibatefor by the Landlord,
immediately on the completion of their installatigmovided that any machinery, equipment or fixtuirestalled by the Tenant and used in the
conduct of the Tenant's trade or business (raktzer to service the Premises, the Building or tlep@nty generally) and not part of the
Building Service Equipment shall remain the Tersaptbperty; but further provided that if any leasldlimprovements made by the Tenant
replaced any part of the Premises, such leaseimgtbivements that replaced any part of the Prensisal be and remain the Landlord's

property.
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11. LANDLORD'S RIGHT OF ENTRY. The Landlord and &sthorized representatives shall be entitled terehe Premises without
interference with Tenant's business operationpatreasonable time during the Tenant's usual bssiheurs, after giving the Tenant at least
twenty-four (24) hours' oral or written notice thef, (a) to inspect the Premises, (b) to exhil@tPinemises (i) to any existing or prospective
purchaser or Mortgagee thereof, or

(i) during the last twelve (12) months of the Tefon at any time if Tenant is in default after wetiand applicable cure periods) to any
prospective tenant thereof, provided that in d@oadhe Landlord and each such invitee observesadonable safety standards and
procedures which the Tenant may require, and

(c) to make any repair thereto and/or to take @hgraaction therein which the Landlord is permittedake by this Lease or applicable law
(provided, that in any situation in which, due toeanergency or otherwise, the Landlord reasonaddig\es the physical condition of the
Premises, the Building or any part of the Propertyld be unreasonably jeopardized unless the Lathalere to take such action
immediately, the Landlord shall not be requiregjitee such notice to the Tenant and may enter thesd any time). Nothing in this section
shall be deemed to impose any duty on the Land@ndake any such repair or take any such actioctwitbis not otherwise obligated to
make or take under the terms of that Lease, antlghdlord's performance thereof shall not constitutvaiver of the Landlord's right
hereunder to have the Tenant perform such work.LEnellord shall not in any event be liable to trendnt for any inconvenience,
annoyance, disturbance, loss of business or odmade sustained by the Tenant by reason of thengakisuch repairs, the taking of such
action or the bringing of materials, supplies agdipment upon the Premises during the course theand the Tenant's obligations under
Lease shall not be affected thereby; provided, Mewehat if Tenant is unable to use all of a sasal portion of the Premises for forty-five
(45) days for its business purposes, Tenant skaleemed to be constructively evicted from the Besnor the relevant portion thereof, and
Tenant's obligation to pay Base Rent shall be dlfaden the date all or such relevant portion of Bremises becomes unusable until renderec
usable again.

12. DAMAGE OR DESTRUCTION.

12.1. Option to Terminate. If during the Term eittlee Premises or any portion of the Building ar Broperty are substantially (meaning
more than 20% of the floor area of either) damagedkestroyed by fire or other casualty, the Landlkinall restore the Premises as soon
thereafter as is reasonably possible to their ¢mmdon the date of completion of the Landlord'sr¥/daking into account any delay
experienced by the Landlord in recovering the pedseof any insurance policy payable on accounticfi slamage or destruction and in
obtaining any necessary permits. If, however, Lartdtetermines that it can not complete such rastor within one-hundred fifty (150)
days after the occurrence of such casualty théemrgarty shall have the right to terminate thiadeeupon written notice to the other party
delivered within forty-five (45) days after the daif determination that the restoration cannotdregieted within said 150-day period; and
Tenant shall vacate the Premises within thirty @®)s after the date of termination. If this Leseot terminated pursuant to this Section
12.1, then until such restoration of the Premisessabstantially complete, Tenant shall be requioguhy the Rent for only the portion of the
Premises that is usable for Tenant's businesssaislech casualty was caused by an act or omiskibenant. Notwithstanding anything to 1
contrary herein, Landlord shall have the rightaiortinate this Lease if (a) insurance proceedsmaugficient to pay the full costs of such
restoration or (b) zoning or other laws do not gesuch restoration.

12.2. No Termination of Lease. Except as is othesveixpressly permitted by subsection 12.1, no totphrtial damage to or destruction of
any or all of the Premises shall entitle eithetyphereto to surrender or terminate this Lease taad enant hereby waives any right now or
hereafter conferred upon it by statute or othermgseaccount of any such damage or destructiosuender this Lease, to quit or surrender
any or all of the Premises; provided, however, thatTenant shall be proportionately relieved,edath in Section 12.1, from its liability
hereunder to pay in full the Base Rent, any AdddidRent and all other sums and
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charges which are otherwise payable by the Terereuinder; and Landlord shall restore the Premgs#etcondition required by Section
12.1.

13. CONDEMNATION.

13.1. Termination of Lease. If ten percent (10%nore of the Premises and/or of that portion ofRheperty underlying the Premises is ta
by the exercise of any power of eminent domairsaoinveyed to or at the direction of any govern@estity under a threat of any such
taking (each of which is herein referred to as arf@mnation”), this Lease shall terminate on the da which the title to so much of the
Premises as is the subject of such Condemnatida wethe condemning authority, unless the path@eto otherwise agree in writing. If all
or any substantial portion of the Building or th®ferty other than that portion thereof underlyiihg Premises is taken or conveyed in a
Condemnation, then either party shall be entittgdgiving written notice thereof to the other patty terminate this Lease on the date on
which the title to so much thereof as is the sulpésuch Condemnation vests in the condemningoaityh If this Lease is not terminated
pursuant to this subsection, the Landlord shatbresany of the Premises damaged by such Condesnmaibstantially to its condition
immediately before such Condemnation, as soon tiftetandlord's receipt of the proceeds of suchdéomation as is reasonably possible
under the circumstances.

13.2. Condemnation Proceeds. Regardless of whittisdrease is terminated under this section, theameshall have no right in any such
Condemnation to make any claim on account thergaihat the condemning authority, except that theafie may make a separate claim for
the Tenant's moving expenses and the value oféharit's trade fixtures, provided that such claimsdwot reduce the sums otherwise pay
by the condemning authority to the Landlord. Exaptaforesaid, the Tenant hereby (a) waives athslavhich it may have against the
Landlord or such condemning authority by virtueso€h Condemnation, and (b) assigns to the Landlbsiich claims (including but not
limited to all claims for leasehold damages or dintion in value of the Tenant's leasehold intehestunder).

13.3. Effect on Rent. If this Lease is terminateder this Section, any Base Rent, any AdditionaltR@d all other sums and charges reqt

to paid by the Tenant hereunder shall be apportiamel paid to the date of such termination. If théase is not so terminated in the event
Condemnation, then this Lease shall continue infdute and effect as to the part of the Premisgsandemned, and the Base Rent (and
installment thereof) and the Additional Rent sha&llabated from the date on which the title to schmif any, of the Premises as is the subject
of such Condemnation vests in the condemning aityhtiirough the Termination Date, in proportiorthe floor area of such portion of the
Premises as is the subject of such Condemnation.

13.4. No Termination of Lease. Except as otherwiqwessly provided in this section, no total ottiphCondemnation shall entitle either
party hereto to surrender or terminate this Leasshall relieve the Tenant from its liability hareler to pay in full the Base Rent, any
Additional Rent and all other sums and charges lwhie otherwise payable by the Tenant hereundémmrany of its other obligations
hereunder, and the Tenant hereby waives any riglitar hereafter conferred upon it by statute oentlise, on account of any such
Condemnation, to surrender this Lease, to quitmesder any or all of the Premises, or to recaiwe suspension, diminution, abatement or
reduction of the Base Rent or any Additional Rerther sum payable by the Tenant hereunder.
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14. ASSIGNMENT AND SUBLETTING.

14.1. Landlord's Consent Required. The Tenant slealassign this Lease, in whole or in part, nddestuall or any part of the Premises, nor
license concessions or lease departments the@iotimerwise permit any other person to occupyserany portion of the Premises, nor enter
into a management or other similar agreement tearis§ control of the business operations of Terfeoitectively, a "Transfer"), without in
each instance first obtaining the written consérhe Landlord, which consent may be withheld. Trishibition includes any subletting or
assignment which would otherwise occur by operatiolaw, merger, consolidation, reorganizationnsfer or other change of the Tenant's
corporate or proprietary structure (including, with limitation, the transfer of partnership intesgshe creation of additional partnership
interests or the transfer of corporate shares oefi@al interests), or an assignment or sublettongr by a receiver or trustee in any federal or
state bankruptcy, insolvency or other similar peatirgs. Consent by the Landlord to any assignnsebletting, licensing or other transfer
shall not (i) constitute a waiver of the requiremfan such consent to any subsequent assignmesigtsng, licensing or other Transfer, (ii)
relieve the Tenant from its duties, responsib#itind obligations under this Lease, or

(iii) relieve any guarantor of this Lease from sgtlarantor's obligations under its guaranty agregnNotwithstanding anything to the
contrary in subsections 14.1 or 14.2, the Landétvall not unreasonably withhold its consent to angfer provided that (i) the tangible net
worth (as determined in accordance with generalbepted accounting principles and is evidenced ¢sréified financial statement to be
submitted to the Landlord) of the assignee or sgale is not less than the greater of the tangdilevarth of the Tenant (a) on the Effective
Date and (b) on the day before such Transfersiich assignee or sublessee continues to operateshess in the Premises in accordance
with the permitted use and pursuant to all of #rens and provisions of this Lease, (iii) the Ter@mitinues to remain liable for the
performance of all of the Tenant's obligations urtes Lease, including the payment of Rent, (hg Tenant is not in default (beyond
applicable cure periods, if any) of any of the teron provisions of this Lease on the effective @diteuch assignment or subletting, and (v)
such assignment or subletting will not result inrarease in demand for parking.

14.2. Permitted Transfers. Notwithstanding the ions of Paragraph 14.1 of this Lease to the eoptthe Landlord specifically consents to
a Transfer to: (a) any entity resulting from a negrgr consolidation with the Tenant; (b) any ensitizceeding to all or substantially all of the
business and assets of the Tenant; or (c) anymgpadtnership, corporation, joint venture or othesiness entity which directly or indirectly
through one or more intermediaries controls, igrded by or is under common control with the Tienan the event of an assignment or
subletting pursuant to this Paragraph 14.2, thaiiewill provide the following to the Landlord adst ten (10) days prior to any such
assignment or subletting: (a) the name of the @eg@ssignee, sub-tenant or occupant; (b) theenatuhe proposed assignee's, sub-tenant's
or occupant's business to be carried on in the Besmand (c) the terms and provisions of the pgegda@ssignment or sublease and a copy of
such document.

14.3. Acceptance of Rent from Transferee. The aacep by the Landlord of the payment of Rent fram person following any act,
assignment or other Transfer prohibited by thigiseeshall not constitute a consent to such asigasent or other Transfer, nor shall the
same be deemed to be a waiver of any right or rgrakthe Landlord's hereunder.

14.4. Conditions of Consent.

14.4.1. If the Tenant receives consent to a Transfder subsection 14.1 above, then, in additicemipother terms and conditions impose!
the Landlord in the giving of such consent, thedrdrand the transferee shall execute and delivedemand, an agreement prepared by the
Landlord providing that the
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transferee shall be directly bound to the Landtorderform all obligations of the Tenant hereundeluding, without limitation, the

obligation to pay all Rent and other amounts preditbr herein; acknowledging and agreeing thattiséall be no subsequent Transfer of
Lease or of the Premises or of any interest thewétmout the prior consent of the Landlord pursuangubsection 14.1 above; acknowledging
that the Tenant as originally named herein (andgararantor) shall remain fully liable for all obditions of the tenant hereunder, including
obligation to pay all Rent provided herein, joindgd severally with the transferee.

14.4.2. All reasonable costs incurred by the Lamtlio connection with any request for consent Toansfer, including costs of investigation
and the fees of the Landlord's counsel, shall li¢t [pathe Tenant on demand as a further conditfcang consent which may be given.

14.5. Profits from Use or Transfer.

14.5.1. Neither the Tenant nor any other persoimigaan interest in the use, occupancy or otheizatibn of space in the Premises shall enter
into any lease, sublease, license, concessiorher dtansfer which provides for rent or other pagtifer such use, occupancy or utilization
based in whole or in part on the net income oritgraerived from the Premises, and any such pueddease, sublease, license, concession o
other Transfer shall be absolutely void and ingffecas a conveyance or creation of any right targst in the possession, use, occupancy or
utilization of any part of the Premises.

14.5.2. The Tenant agrees that in the event ofasfer, the Tenant shall pay the Landlord, witkim {1L0) days after receipt thereof, fifty
percent (50%) of the net excess of: (i) any andaflsideration, money or thing of value, howeverabterized, received by the Tenant or
paid to the Tenant in connection with or arising @usuch Transfer, over (ii) all amounts otherwisad by the Tenant to the Landlord
pursuant to this Lease (after deduction for costwakers and tenant improvements incurred by Temmaconnection with any Transfers).

15. RULES AND REGULATIONS. The Landlord shall hate right to prescribe, at its sole discretionsoeeable rules and regulations (the
"Rules and Regulations") having uniform applicabito all tenants of the Property and governingrthse and enjoyment of the Property;
provided, that the Rules and Regulations shalhmaterially interfere with the Tenant's use and yment of the Premises in accordance with
this Lease for the purposes listed in subsectitnThe Rules and Regulations may govern, withauitdition, the use of sound apparatus,
noise or vibrations emanating from machinery origapent, obnoxious fumes and/or odors, the parkingsbicles, lighting and storage and
disposal of trash and garbage. The Tenant shadlradb the Rules and Regulations and shall casisgénts, employees, invitees, visitors
guests to do so. A copy of the Rules and Regulsiiorffect on the date hereof is attached heretexhibit C. The Landlord shall have the
right to amend the Rules and Regulations from tiongme.

16. SUBORDINATION AND ATTORNMENT.
16.1. Subordination.

16.1.1. Unless a Mortgagee otherwise shall elept@gded in subsection 16.2, the Tenant's rightdeu this Lease are and shall remain
subject and subordinate to the operation and effieahy mortgage, deed of trust or other secuniggrument constituting a lien upon the
Premises, and/or the Property, whether the sanliebghim existence on the date hereof or createddfi=r (any such lease, mortgage, deed of
trust or other security instrument being refer@tiérein as a "Mortgage,” and the party or pah@mang the benefit of the same, whether as
beneficiary, trustee or noteholder, being refetcelereinafter collectively as
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"Mortgagee”). The Tenant's acknowledgment and ageeé of subordination as provided for in this satiis self-operative and no further
instrument of subordination shall be required; hesvethe Tenant shall execute, within ten

(10) days after request therefor, a document phogitbr such further assurance thereof and for sulohr matters as may be requested from
time to time by the Landlord or any Mortgagee, vahigatters may include, without limitation, addittdmotice and cure periods for the
Mortgagee and a prohibition on lease amendment®utithe Mortgagee's prior written consent.

16.1.2. The Landlord hereby directs the Tenantnypgahe occurrence of any event of default bylthadlord, as mortgagor under any
Mortgage, (ii) the receipt by the Tenant of a netf the occurrence of such event of default usdeh Mortgage from the Landlord or such
Mortgagee, or

(iii) a direction by the Mortgagee under such Margg to the Tenant to pay all Rent thereafter th 8dortgagee, to make such payment to
such Mortgagee, and the Landlord agrees that ievbat that the Tenant makes such payments toModigagee, as aforesaid, the Tenant
shall not be liable to the Landlord for the same.

16.2. Mortgagee's Unilateral Subordination. If ardjagee shall so elect by notice to the Tenanydhé recording of a unilateral declaration
of subordination, this Lease and the Tenant'ssigbteunder shall be superior and prior in righthtoMortgage of which such Mortgagee has
the benefit, with the same force and effect akiff Lease had been executed, delivered and recpritedo the execution, delivery and
recording of such Mortgage, subject, neverthekessiych conditions as may be set forth in any sutite or declaration.

16.3. Attornment. If any Person shall succeedltorainy part of the Landlord's interest in therRises, whether by purchase, foreclosure,
deed in lieu of foreclosure, power of sale, terrioraof lease or otherwise, and if such successanierest requests or requires, the Tenant
shall attorn to such successor-in-interest and skatute within ten (10) days after receipt thémoagreement in confirmation of such
attornment in a form as may be reasonably requéstetdich successor-in-interest. Failure to respuaitiin such (10) day period shall be
deemed to be a confirmation by the Tenant of thesfand matters set forth therein.

16.4 Non-Disturbance Agreement. As a conditioneadnt's agreement hereunder to subordinate Ten#ptast in this Lease to any
Mortgage made between Landlord and such Mortgagekto attorn to and recognize any successor leshdlandlord shall obtain from such
Mortgagee and delivered to Tenant an agreemergcordable form, pursuant to which such Mortgadned! agree that if and so long as no
Event of Default hereunder shall have occurredt@ndontinuing, the leasehold estate granted torfteara the rights of Tenant pursuant to
this Lease to quiet and peaceful possession dPtémises shall not be terminate, modified, affectedisturbed by any action which such
Mortgagee may take to foreclose any such Mortgage that any successor landlord shall recognizeltse as being in full force and efi
as if it were between such successor landlord amaiit upon all of the terms, covenants, conditaordsoptions granted to Tenant under this
Lease. If Landlord shall not have obtained sucleaguent from the Mortgagee within thirty

(30) days after either the Effective Date (for anyrent Mortgage), or the date of recordation of farture Mortgage, then Tenant shall notify
the Landlord of such failure and Landlord shallqgeed with due diligence to obtain such agreement.

17. DEFAULTS AND REMEDIES.

17.1. "Event of Default" Defined. Any one or moffetle following events shall constitute a defaultlar the terms of this Lease ("Event of
Default"):
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(a) the failure of the Tenant to pay any Rent beosum of money due hereunder within ten (10) @dtgs the same is due; provided,
however, that the first such failure to pay in 42ymonth period shall not be an Event of Defauttltihe Landlord has given the Tenant five
(5) days' advance notice (which may be in the fofra late notice) of the same and the Tenant faifgay such Rent within suchday period

(b) the sale of the Tenant's interest in the Presnisider attachment, execution or similar legatgse without the Landlord's prior written
approval,

(c) the filing of a petition proposing the adjudica of the Tenant as a bankrupt or insolventherreorganization of the Tenant, or an
arrangement by the Tenant with its creditors, wiieflursuant to the Federal Bankruptcy Act or amyilar federal or state proceeding, unless
such petition is filed by a party other than thedmt and is withdrawn or dismissed within sixty)(@@ys after the date of its filing;

(d) the admission in writing by the Tenant of itahility to pay its debts when due;

(e) the appointment of a receiver or trustee ferlihsiness or property of the Tenant, unless spgbiatment is vacated within sixty (60) d:
of its entry;

(f) the making by the Tenant of an assignmentHerkienefit of its creditors;
(9) the failure to provide the performance bondcdesd in Section 4.7.1 within the required fifte@®) day period,;

(h) a default by the Tenant in the performancebseovance of any covenant or agreement of thisd_eake performed or observed by the
Tenant (other than as set forth in clauses (autfir@g) above), which default is not cured withiirtyy (30) days after the giving of written
notice thereof by the Landlord, unless such defauwf such nature that it cannot be cured withichs30-day period, in which event an Event
of Default shall not be deemed to have occurréldefTenant institutes a cure within the 30-dayqukend thereafter diligently and
continuously prosecutes the curing of the same coitnpletion, but in no event shall such cure mkasiceed one hundred twenty (120) days;
provided, however, that if the Tenant defaultshi@ performance in any material respect of any soeenant or agreement more than two (2)
times during the Term, then notwithstanding thathsdefaults have each been cured by the Tenanfuaimer defaults shall be deemed an
Event of Default without the ability to cure; or

(i) the vacating or abandonment of the Premisethéylenant at any time during the Term, but in st Landlord's sole remedy shall be
to terminate this Lease upon written notice toThaant.

17.2. Landlord's Remedies. Upon the occurrence @eent of Default, the Landlord, without noticetb@ Tenant in any instance (except
where expressly provided for below), may do any @neore of the following:

(a) perform, on behalf and at the expense of theig any obligation of the Tenant under this Leakieh the Tenant has failed to perform
beyond any applicable grace or cure periods anhath the Landlord shall have given the Tenantag(except in an emergency situation in
which no notice is required), the cost of whichfpenance by the Landlord, together with interestréon at the Interest Rate from
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the date of such expenditure, shall be deemed iddditRent and shall be payable by the Tenantad #ndlord as otherwise set forth herein;
(b) elect to terminate this Lease and the tenanegted hereby by giving notice of such electiothedTenant without any right on the part of
the Tenant to save the forfeiture by payment of &y due or by other performance of condition, texgreement or covenant broken, or
elect to terminate the Tenant's possessory rigtitsall other rights of the Tenant without termingtthis Lease, and in either event, at any
time thereafter without notice or demand and witheny liability whatsoever, re-enter the Premisg$doce, summary proceedings or
otherwise, and remove the Tenant and all otheopsrand property from the Premises, and store giagherty in a public warehouse or
elsewhere at the cost and for the account of tlmafftewithout resort to legal process and withoatlthndlord being deemed guilty of tresp
or becoming liable for any loss or damage occasighereby;

(c) accelerate the Rent and any other chargeshehet not stated to be Additional Rent, for thérerbalance of the Term, or any part of
such Rent, and any costs, whether chargeable foath@iord or the Tenant, as if by the terms of tteéase the balance of the Rent and other
charges and expenses were on that date payalleance;

(d) cause an attorney for the Landlord to proceesthly competent court for judgment in ejectmeniresjahe Tenant and all persons claiming
under the Tenant for the recovery by the Landldndassession of the Premises, and if for any reafien such action has been commenced it
is canceled or suspended and possession of theseseramains in or is restored to the Tenant, trallord shall have the right upon any
subsequent default or upon the expiration or teation of this Lease, or any renewal or extensiaedfeto bring one or more actions to
recover possession of the Premises; and

(e) exercise any other legal and/or equitable mghtemedy which it may have at law or in equibgluding rights of specific performance
and/or injunctive relief, where appropriate.

In any action for possession of the Premises omfonetary damages, including Termination Damagdd aquidated Damages, or for the
recovery of Rent due for the balance of the Tehma,Ltandlord may cause to be filed in such actioaffidavit setting forth the facts necess
to authorize the entry of judgment. If a true capyhis Lease (and of the truth of the copy, sutidavit shall be sufficient proof) must be
filed in such action, it shall not be necessarijléothe original, notwithstanding any law, ruleadurt, custom or practice to the contrary.

17.3. Damages.

(a) If this Lease is terminated by the Landlordsmant to subsection 17.2, the Tenant neverthetedsremain liable for any Rent and
damages which may be due or sustained prior to tuofination, as well as all reasonable costs, #@esexpenses, including, without
limitation, sheriffs' or other officers' commiss®whether chargeable to the Landlord or the Temasithmen's wages, brokers' and attorr
fees, and repair and renovation costs incurredv@y-tindlord in pursuit of its remedies hereunded/ar in connection with any bankruptcy
proceedings of the Tenant, and/or in connectioh véhting the Premises to others from time to tjeiesuch Rent, damages, costs, fees and
expenses being referred to herein as "Terminatam&yes"), plus additional damages for all Rentédrkas in arrears ("Liquidated
Damages"); provided, however, that Landlord shed iis good faith efforts to relet all or any pontiof the Premises in order to mitigate
Tenant's damages. At the election of the Landlbedmination Damages shall be an amount equal herit
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(i) the Rent which, but for the termination of thisase, would have become due during the remawfdee Term, less the amount or amot

of rent, if any, which the Landlord receives durgwgh period from others to whom the Premises neagbted (other than any additional rent
received by the Landlord as a result of any failfreuch other person to perform any of its oblmad to the Landlord), in which case
Termination Damages shall be computed and payabtenthly installments, in advance, on the firssibass day of each calendar month
following the termination of this Lease and shalhtinue until the date on which the Term would haxpired but for such termination, and
any action or suit brought to collect any such Tiaation Damages for any month shall not in any neaqumejudice the right of the Landlord
to collect any Termination Damages for any subsegumnths by similar proceeding; or

(i) the present worth (as of the date of such teation) of the Rent which, but for the terminatiofthis Lease, would have become due
during the remainder of the Term, less the faitakvalue of the Premises, as determined by arpenident real estate appraiser or broker
selected by the Landlord, in which case such Teatiran Damages shall be payable to the Landlordhalomp sum on demand, and shall
bear interest at the Interest Rate. "Present watthll be computed by discounting such amountésqnt worth at a rate equal to one
percentage point above the discount rate therféttedt the Federal Reserve Bank of Richmond.

(b) Notwithstanding anything to the contrary sethan this subsection 17.3, in the event (i) tlatlord must initiate legal action to enforce
any one or more of the provisions of this Leasarafahe Tenant, its successors or assigns, ahéil.andlord must consult with and/or
engage an attorney(s) in order (A) to enforce argya more of the provisions of this Lease agdmsiTenant, its successors or assigns, or
(B) in connection with any bankruptcy proceedindghaf Tenant, whether or not such consultation arefigagement results in the initiatior
any judicial action or termination of this Leadgen and in any of such events, the Tenant, itsessors and assigns, undertakes and agrees t
pay any and all reasonable costs incurred by timelload in connection therewith, including, by wdyillustration and not of limitation, all
reasonable attorneys' fees (inclusive of consahdges, research costs and correspondence feas)costs (if awarded post- judgment) and
any similar professional fees or costs associdtertvith.

17.4. Waiver of Jury Trial. Each party hereto hgrefaives any right which it may otherwise havesat br in equity to a trial by jury in
connection with any suit or proceeding at law oedpuity brought by the other against the waivingypar which otherwise relates to this
lease, as a result of an event of default or otlsenirhe Tenant further agrees that in the event.éimdlord commences any summary
proceeding for nonpayment of rent or possessighePremises, the Tenant will not, and hereby veiak right to interpose any
counterclaim of whatever nature in any such proceed

18. ESTOPPEL CERTIFICATE. The Tenant shall, withcliarge, at any time and from time to time, wittein (10) days after receipt of
request therefor from the Landlord, execute, ackedge and deliver to the Landlord, and to such Nhgee or other party as may be
designated by the Landlord, a written estoppelfaate in form and substance as may be requested time to time by the Landlord, the
other party or any Mortgagee, certifying to theastharty, any Mortgagee, any purchaser of Landiarderest in all or any part of the
Property, or any other person or entity designbtethe other party, as of the date of such estopgrtificate, the following: (a) whether the
Tenant is in possession of the Property; (b) whethie Lease is in full force and effect; (c) whatlthere are any amendments to this Lease,
and if so, specifying such amendments; (d) whetiene are any then-existing setoffs or defenseimsigthe enforcement of any rights
hereunder, and if so, specifying such matters taitlée) the dates, if any, to which any rent trey sums due hereunder have been paid in
advance and the amount of any security depositthettie Landlord; (f) that the Tenant has no knagkeof any then-existing defaults of the
Landlord under this Lease, or if there are suchude, specifying
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them in detail; (g) that the Tenant has no knowdedbany event having occurred that authorizedehmination of this Lease by the Tenant,
or if such event has occurred, specifying it inaileth) the address to which notices to the Teishould be sent; and (i) any and all other
matters reasonably requested by the Landlord, amygdgee and/or any other person or entity deségay the Landlord. Any such estoppel
certificate may be relied upon by the person oitetd whom it is directed or by any other persarentity who could reasonably be expected
to rely on it in the normal course of business. fidileire of the Tenant to execute, acknowledgedelver such a certificate in accordance
with this section within fifteen (15) days afteremjuest therefor by the Landlord shall constitut@eknowledgment by the Tenant, which r
be relied on by any person or entity who would hitled to rely upon any such certificate, thatlsaertificate as submitted by the requesting
party to the other party is true and correct, dredrequesting party is hereby authorized to sdfgert

19. QUIET ENJOYMENT. The Landlord hereby warraftatt so long as all of the Tenant's obligationgteder are timely performed, the
Tenant will have during the Term quiet and peacp@gsession of the Premises and enjoyment of sgiats as the Tenant may hold
hereunder to use the Common Areas, except if atfietextent that such possession and use are tgadipursuant to this Lease.

20. NOTICES. Except as may be otherwise providetiisLease, any notice, demand, consent, apprmalest or other communication or
document to be provided hereunder to the Landlotie Tenant (a) shall be in writing, and

(b) shall be deemed to have been provided (i) yaléys following the date sent as certified ntaihie United States mails, postage prepaid,
return receipt requested, (ii) on the day followihg date it is deposited prior to the close ofifess with FedEx or another national courier
service or (iii) on the date of hand delivery (itth party's receipt thereof is acknowledged iningjt in each case to the address of such party
set forth hereinbelow or to such other addressiels party may designate from time to time by noticeach other party hereto.

If to the Landlord, notice shall be sent to:
Sterling Rutherford Plaza, L.L.C.

c/o Sterling Advisors
Suite 200
31 Light Street
Baltimore, Maryland 21202
Attention: Mr. Brian Doyle

If to the Tenant, notice shall be sent to:

8930 Stanford Boulevard
Columbia, Maryland 21045
Attention: Corporate Office

21. EXPANSION SPACE. Provided the Tenant is naléfault under any of the provisions of this Ledle, Tenant shall have the right to
lease (the "Expansion Right") any other office gplacated within Rutherford Plaza Building whicmist on the Effective Date subject to a
right of expansion in favor of another tenant ia Building. The Landlord shall give notice to thenaint when any space becomes available
for lease (the "Notice"). The Tenant shall exertimeExpansion Right by giving written notice thafrto the Landlord within twenty (20) ds
after the Landlord gives Notice to the Tenanth# Tenant fails to exercise the Expansion RightHerapplicable space within such 20-day
period, then the same shall terminate and the loaddihall be free to lease such space to anothanteThe Tenant shall lease the Expansion
Space upon
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the terms, covenants and conditions as are offeyddindlord in its Notice, provided that such teyemvenants and conditions shall be at
least as favorable as what Landlord would offahtrd-party tenants comparable to Tenant. If theare exercises the Expansion Right, the
Landlord and the Tenant shall enter into an apmiamendment to this Lease, subjecting such Expauspace to the terms of this Lease,
within fifteen (15) days after the expiration oBtB0-day period set forth above. In the eventtti@afTenant exercises its right to obtain the
Expansion Space, the lease term for the ExpangianeSshall commence on the date the Landlord temmessession of the Expansion Space
to the Tenant and shall terminate simultaneousitij tiie term for the Premises.

22. GENERAL.
22.1. Effectiveness. This Lease shall become éffean and only on its execution and delivery bgteparty hereto.

22.2. Complete Understanding. This Lease represeatsomplete understanding between the partietdas to the subject matter hereof,
and supersedes all prior negotiations, representgtguaranties, warranties, promises, statemadtagreements, either written or oral,
between the parties hereto as to the same.

22.3. Amendment. This Lease may be amended by @gdy an instrument executed and delivered by @acty hereto, provided, however,
that the Landlord shall have the right at any tiarg] from time to time, during the Term to ameral ghovisions of this Lease if the Landlord
(or any of its partners) is advised by its counisat all or any portion of the monies paid, directt indirectly, by the Tenant to the Landlord
(and/or its partners) hereunder are, or may be dddambe, unrelated business income within the mgaof the United States Internal
Revenue Code or regulations issued thereunderp(byto the extent necessary to address such)iasethe Tenant agrees that it will
execute all documents or instruments necessairfjeict such amendment or amendments, provided thatioh amendment shall result in the
Tenant having to pay in the aggregate a largerdumoney on account of its occupancy of the Presisaler the terms of this Lease as so
amended, and provided further that no such amendon@mendments shall result in the Tenant recgivinder the provisions of this Lease
less services than it is entitled to receive, movises or a lesser quality. Furthermore, the Teagrees not to take any steps or actions
knowingly which may jeopardize the Landlord's (amdts partners') tax-exempt status.

22.4. Waiver. No party hereto shall be deemed & hzaived the exercise of any right which it hatd@seunder unless such waiver is made
expressly and in writing (and, without limiting tigenerality of the foregoing, no delay or omisgigrany party hereto in exercising any such
right shall be deemed a waiver of its future exsiNo such waiver made in any instance involtiregexercise of any such right shall be
deemed a waiver as to any other such instanceyasther such right. Without limiting the generaldf/the foregoing provisions of this
subsection, the Landlord's receipt or acceptanempBase Rent, Additional Rent or other sum frommTenant or any other person shall not
be deemed a waiver of the Landlord's right to ex&@@ny of its rights hereunder on account of arfgudeby the Tenant in performing its
obligations hereunder.

22.5. Applicable Law. This Lease shall be giveretfiand construed by application of the laws ofWéard, and any action or proceeding
arising hereunder shall be brought in the courtglafyland; provided, however, that if any such@etdr proceeding arises under the
Constitution, laws or treaties of the United StatEAmerica, or if there is a diversity of citizdnig between the parties thereto, so that it is to
be brought in a United States District Court, itynh@ brought only in the United States District @dar Maryland or any successor federal
court having original jurisdiction.
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22.6. Commissions. The parties hereto hereby acleume and agree that, in connection with the legpsfrthe Premises hereunder, they have
used the services of Miller Corporate Real Estatwi€es, Inc., Casey & Associates and Julian I8y Inc. Any and all commissions due
such brokers shall be paid by Landlord in accordamith the terms and conditions set forth in a saeawritten agreement or agreements
between the Landlord and Miller Corporate Real tes&ervices, Inc., Casey & Associates and Juli&tutlley. Subject to the foregoing, each
party hereto hereby represents and warrants totties that, in connection with such leasing, theypso representing and warranting has not
dealt with any real estate broker, agent or finded there is no commission, charge or other cosgiem due on account thereof. Each party
hereto shall indemnify and hold harmless the o#fgainst and from any inaccuracy in such party'sesgmtation.

22.7. Landlord's Liability. No Person holding tharidlord's interest hereunder (whether or not séchd? is named as the "Landlord" herein)
shall have any liability hereunder after such Peismases to hold such interest, except for any lsigitity accruing while such Person holds
such interest. No Mortgagee not in possessioneoPtiemises shall have any liability hereunder.tidgithe Landlord nor any principal of the
Landlord, whether disclosed or undisclosed, shalehany personal liability under this Lease. If tlaadlord defaults in performing any of its
obligations hereunder or otherwise, the Tenant &ak solely to the Landlord's equity, interestaights in the Property to satisfy the
Tenant's remedies on account thereof.

22.8. Disclaimer of Partnership Status. Nothinthis Lease shall be deemed in any way to createdest the parties hereto any relationship
of partnership, joint venture or association, drelgarties hereto hereby disclaim the existen@mpfsuch relationship.

22.9. Remedies Cumulative. No reference to anyifipeight or remedy shall preclude the Landlordrfr exercising any other right or from
having any other remedy or from maintaining anyoecto which it may otherwise be entitled at lawiroequity. No failure by the Landlord
insist upon the strict performance of any agreeptenin, covenant or condition hereof, or to exeraisy right or remedy consequent upon a
breach thereof, and no acceptance of full or gt during the continuance of any such bredtél) sonstitute a waiver of any such
breach, agreement, term, covenant or conditionwbliger by the Landlord of any breach by the Tenater this Lease or of any breach by
any other tenant under any other lease of anygodi the Building shall affect or alter this Leaseany way whatsoever.

22.10. Severability. No determination by any cogdyernmental or administrative body or agencytbewise that any provision of this
Lease or any amendment hereof is invalid or unesfle in any instance shall affect the validitgoforceability of (a) any other provision
hereof, or (b) such provision in any circumstanceaontrolled by such determination. Each such igiom shall remain valid and enforceable
to the fullest extent allowed by, and shall be taresi wherever possible as being consistent witplieable law.

22.11. Authority. If the Tenant is a corporatioartpership, limited liability company or similartéy, the person executing this Lease on
behalf of the Tenant represents and warrants é)dh¢ Tenant is duly organized and validly exgtmd (b) this Lease (i) has been author
by all necessary patrties, (i) is validly execubgdan authorized officer or agent of the Tenant @ijds binding upon and enforceable against
the Tenant in accordance with its terms.

22.12. Joint and Several Liability. If the Tenahals be one or more individuals, corporations drestentities, whether or not operating as a
partnership or joint venture, then each such
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individual, corporation, entity, joint venturer partner shall be deemed to be both jointly andrediydiable for the payment of the entire
Rent and other payments specified herein.
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22.13. Recordation. Neither this Lease, any amentltoghis Lease, nor any memorandum, affidavibtber item with respect thereto shall
be recorded by the Tenant or by anyone acting girounder or on behalf of the Tenant, and the dingrthereof in violation of this
provision shall (i) be deemed an Event of Defantt &i) at the Landlord's election, make this Leas# and void.

22.14. Time of Essence. Time shall be of the esseiith respect to the performance of the partiegations under this Lease.

22.15. Interpretation. The Landlord and the Ter@neby agree that both parties were equally inflakim negotiating this Lease, and each
had the opportunity to seek the advice of legahselprior to the execution of this Lease. Themftine Landlord and the Tenant agree that
no presumption should arise construing this Leasermnfavorably against any one party.

22.16. Headings. The headings of the sectionsgstibas, paragraphs and subparagraphs hereofaiel@d herein for and only for
convenience of reference and shall not be considareonstruing their contents.

22.17. Construction. As used herein, all referemsade (a) in the neuter, masculine or feminine gestall be deemed to have been made in
all such genders; (b) in the singular or plural bemshall be deemed to have been made, respeciiveéhe plural or singular number as well;
and (c) to any section, subsection, paragraphlgpazagraph shall be deemed, unless otherwise ekpradicated, to have been made to s
section, subsection, paragraph or subparagragtisof ¢ase.

22.18. Exhibits. Each writing or drawing referredherein as being attached hereto as a schedudsth#lvit or otherwise designated herein as
a schedule or an exhibit hereto is hereby madetapeeof.

22.19 Lien Waiver. Notwithstanding anything to ttentrary, Landlord hereby waives any lien that Uardimay have, under applicable law
or otherwise, in or with respect to any propertyfehant in the Premises which from time to timeguenbered by a security interest in favor
of an unrelated third party lender, and Landlorckag to confirm such waiver upon Tenant's request fime to time using forms supplied
Tenant.

22.20 Representations and Warranties of Landlosdnduce Tenant to execute this Lease and perfarobiigations hereunder, Landlord
hereby represents and warrants to Tenant as dfttechereof as follows:

(a) Landlord is a limited liability company, dulyganized and validly existing under the laws of 8tate of Delaware. Landlord has all
requisite power to own, lease and operate its gs@etl to carry on its business as now conductadlord has full power to execute, deliver
and carry out the terms and provisions of this besrsd all documents required on its part to begeecand has taken all necessary limited
liability company action to authorize the executidalivery and performance of this Lease and akkoagreements and instruments executed
in connection herewith and the performance of theeisions of this Lease required on its partéahrried out. The persons executing this
Lease (and all other agreements and instrumergsashinto by Landlord in furtherance hereof), ohdieof Landlord, have the authority to
bind Landlord to the terms and conditions of théske (and all said agreements and instrumentd)afidlord's knowledge, neither the
execution and delivery of this Lease and said ages#s and instruments to be executed
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by landlord in connection herewith, nor the incae by Landlord of the obligations herein set fortbr the consummation by Landlord of
the transactions herein contemplated, nor compdidaycLandlord with the terms of this Lease and sgigtements and instruments will
conflict with or result in a breach of any of theerhs, conditions or provisions of, or constitugefault under, the limited liability company
agreement of Landlord, or to the knowledge of Lardllany bond, note or other evidence of indebteslneontract, indenture, mortgage, d
of trust, loan agreement, lease or other agreeoranstrument, to which Landlord is a party or blgigh the Property may be bound.

(b) To Landlord's knowledge, there is (i) no pegdim threatened condemnation to all or any pathefProperty and (ii) no denial of acces
the Property from any point of access to the Pigpand neither Landlord nor any of its agentsfiili@es has received any notice of any of
the same.

(c) To Landlord's knowledge, Landlord has not reegiany legal notice which remains uncured, andlad has no knowledge, that the
Property violates any laws affecting the Propestyrmdified by any duly issued variance.

(d) Landlord owns fee simple title to the Property.

(e) To Landlord's knowledge, the Property is in pbance with the ADA. To Landlord's knowledge, thés no asbestos or material
containing asbestos in the Property.

(f) To Landlord's knowledge, Landlord is not in adelt or violation of any order, writ injunction, dee or demand of any governmental
authority.

(9) Landlord (i) is not in receivership or dissadur,

(i) has not made an assignment for the benefireditors or admitted in writing its inability t@p its debts as they mature, (iii) has not been
adjudicated a bankrupt or filed a petition in vahny bankruptcy or a petition or answer seekingganization or an arrangement with
creditors under the Federal bankruptcy law or ahgrosimilar law or statute of the United Statesuy jurisdiction and no such petition has
been filed against Landlord, and

(iv) to the best of its knowledge, none of the émimg are pending or threatened.

(h) To Landlord's knowledge, there are no judgmedi®ss, claims, litigation, proceedings (zoningotierwise) or investigations by an
governmental authorities, pending at law or in Bgar threatened in writing against or relatingtie Premises or Building, the Landlord or
the transactions contemplated by this Lease.
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IN WITNESS WHEREOF, each party hereto has execateblensealed this Lease, or caused it to be exkanteensealed on its behalf by its
duly authorized representatives, on the datedinstve written.

WITNESS or ATTEST: LANDLORD:
STERLING RU THERFORD PLAZA, L.L.C.
By: /s/ Bri an Doyle (SEAL)
Tit-l—e-:?-ﬁan gg-;-i;]-g-]-Member
WITNESS or ATTEST: TENANT:
GSE SYSTEMS , INC.
By: /s/ Rob ert W. Stroup (SEAL)

Tit-l—e-:?-l—E-;(ec IJth(-aV|ée President

This Lease must be executed for the Tenant, ifporation, by the president or vice president am@ttested by the secretary or assistant
secretary, unless the bylaws or a resolution obtied of directors shall provide that other offscare authorized to execute this Lease, in
which event, a certified copy of the bylaws or tagons, as the case may be, must be furnishelgetb andlord. The Tenant's corporate seal

must be affixed hereto.
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EXHIBIT 10.25
LEASE

THIS LEASE (this "Lease") is made as of Januaryl®3®8, between RED BRANCH ROAD, L.L.C., a Maryldidited liability company
("Landlord"), and GSE SYSTEMS, INC., a Delawarepayation ("Tenant”).

ARTICLE |
DEFINITIONS

1.1 Building: a one (1) story building containingpaoximately fifty-two thousand six hundred eighiye (52,682) square feet of rentable area
and located on approximately 4.779 acres of largd189 Red Branch Road, Columbia, Maryland.

1.2 Premises: approximately fifty-two thousandhsimdred eighty-two (52,682) square feet of rentabda located on the first floor of the
Building.

1.3 Initial Lease Term: one hundred twenty (120nths.
1.4 Anticipated Occupancy Date: June 1, 1998.

1.5 Base Rent: five hundred twenty-six thousantteigindred twenty ($526,820.00) for the first Le¥sar (which amount is based on ten
dollars ($10.00) per square foot of rentable area).

1.6 Base Rent Annual Escalation Percentage: treempt (3%).
1.7 Security Deposit: forty-three thousand ninedrad one dollars and sixty-seven cents ($43,901.67)
1.8 Broker(s): Julien J. Studley, Inc. and AtlafRigalty Associates, Inc.

1.9 Tenant Address for Notices: 8930 Stanford Beardé, Columbia, Maryland 21045 until Tenant has em@mnced beneficial use of the
Premises, and 9189 Red Branch Road, Columbia, Eiady21045 after Tenant has commenced beneficialfube Premises.

1.11 Guarantor(s): none.

ARTICLE Il
PREMISES

2.1 Tenant leases the Premises from Landlord upsterms herein. The foregoing notwithstanding,ang's right to use the Premises is
subject to Head Sports Wear, Inc.'s temporary sightsuant to Head Sports Wear, Inc.'s lease, aafophich lease has been provided to
Tenant. Landlord shall use commercially reasonafftets to require Head Sports Wear, Inc. to vacatccordance with its lease and shall
attempt to have Head Sports Wear, Inc. vacate hgival, 1998. Landlord and Tenant shall use comialgreeasonable efforts to
accommodate Tenant's and Head Sports Wear, lharsduse of facilities as contemplated by HeadtSp@ear, Inc.'s lease. If Landlord
collects money from Head Sports Wear, Inc. asalreHead Sports Wear, Inc.'s holdover in thel@og, then Landlord shall pay to Teni
the lesser of

(a) one half of (1) the money so collected from ¢H8ports Wear, Inc., minus

(2) all damages paid by Landlord to



Head Sports Wear, Inc. pursuant to Head Sports Vifeals lease as a result of interference withdH®ports Wear, Inc.'s occupancy, or (b)
the damages suffered by Tenant as a result of Bpads Wear, Inc.'s holdover.

ARTICLE Il
TERM

3.1 The term of this Lease (the "Lease Term") st@mihmence on the Lease Commencement Date speiaifettion 3.2. If the Lease
Commencement Date is not the first day of a mah#n the Lease Term shall be the period set fareiction 1.3 plus the partial month in
which the Lease Commencement Date occurs. The Jease shall also include any renewal or extensiche Initial Lease Term.

3.2 The Lease Commencement Date means the edr{@rtbe date the work and materials to be praviolersuant to Exhibit B are deemed
substantially complete as determined pursuant toliB, or (b) the date Tenant commences bendfiria of the Premises. Tenant shall be
deemed to have commenced beneficial use of theifgsmwhen Tenant begins to move furniture, furmighj inventory, equipment or trade
fixtures other than modular furniture into the Pig#s. If Tenant is in breach of any obligation bheder, then Tenant shall not have any right
to commence beneficial use of the Premises.

3.3 Delivery of the Premises is anticipated onlmua the Anticipated Occupancy Date. If the Preme® not delivered by such date, then
Landlord shall not have any liability whatsoeverdahis Lease shall not be rendered voidable, oowatt thereof. If the Lease
Commencement Date does not occur within 90 dags Hitad Sports Wear, Inc. fully vacates the Buddihen Tenant shall have the right to
install the improvements pursuant to Exhibit B &addlord shall reimburse Tenant for all reasonalbiieof-pocket expenses incurred by
Tenant in installing such improvements.

3.4 Lease Year means a period of one year comntgnaitthe first day of the month in which the Le@sanmencement Date occurs and ¢
successive one year period.

3.5 Landlord hereby grants to Tenant the righettew the Initial Lease Term for one five-year tétihe "Renewal Term"). If exercised, the
Renewal Term shall commence immediately following énd of the Initial Lease Term. Such right shalsubject to the following

conditions: Tenant may exercise such right onlgisyng Landlord written notice not later than twelv

(12) months prior to the expiration of the Initiaase Term. If Tenant's renewal notice is not giwmely, then Tenant's right of renewal shall
be of no further force or effect. The parties shalve thirty (30) days after Landlord's timely ript@f such notice in which to agree on the
base rent, escalation factor and additional renchvbhall be payable during the Renewal Term. Amibregfactors to be considered by the
parties during such negotiations shall be the gemdfice rental market in Columbia and the rerggg offered similar tenants for similar
space in similar buildings. If during such thirB0j day period the parties agree on such baseased|ation factor and additional rent payable
during each year of the Renewal Term, then thell pramptly execute an amendment to this Leaséngtahe rent so agreed upon. If during
such thirty (30) day period the parties are undbleany reason whatsoever, to agree on such baseascalation factor and additional rent
payable, then within five (5) days thereafter {blater, by the beginning of the tenth Lease Y¢dhe) parties shall each appoint an appraiser
who shall be licensed in the State of Maryland whd specializes in the field of appraising commadrspace in the Columbia market, has at
least ten (10) years of experience and is recognizthin the field as being reputable and ethiGaich two individuals shall each determine
within ten (10) business days after their appoimthseich base rent, escalation factor and additiemdl(to be not less than the same payable
during the last year of the Initial Lease Term)sdth individuals do not agree on such items, thertwo individual shall, within five (5)

days, render separate written reports of theirrdetetions and together appoint a third similanhatified individual. The third
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individual shall within ten (10) days after hister appointment make a determination of such beste escalation factor and additional rent.
The base rent, escalation factor and additionalapplicable during the first Lease Year of the &eal Term shall equal the median of the
three determinations and shall be final. Each psirgll bear the cost of its broker. The cost oftttie broker shall be shared equally. The
parties shall promptly execute an amendment toLibdése stating the rent so determined. If an EgEbBiefault exists under Section 19.1(a) of
this Lease on the date Tenant sends a renewakramtiany time thereafter until the Renewal Tertoisommence, then, at Landlord's
election, the Renewal Term shall not commence hed.éase Term shall expire at the expiration ofitiiteal Lease Term.

ARTICLE IV
BASE RENT

4.1 Tenant shall pay the Base Rent in equal imstadts in advance on the first day of each montindua Lease Year. On the first day of the
second and subsequent Lease Years, the Base Rdfadnshall be increased by the product of (e)Base Rent Annual Escalation
Percentage, multiplied by (b) the Base Rent incéffd/hen Tenant executes this Lease, Tenant sénaldp amount equal to one (1) monthly
installment of the Base Rent, which amount shaltfeelited toward the installment of the Base Rawyaple for the Lease Term's first full
calendar month.

ARTICLE V
OPERATING CHARGES AND REAL ESTATE TAXES

5.1 Tenant shall pay Tenant's proportionate sHAy@%) of Operating Charges (defined in Section 8u2ng each calendar year falling
entirely or partly within the Lease Term .

5.2 Operating Charges mean the following expensasiied by Landlord in the ownership and operatibtihe Building and the land upon
which the Building is located (the "Land"): (a) wgtsewer and other utility charges but excludingrges for electricity; (b) hazard, rent loss
and liability insurance premiums; (c) managemees fequal to 3% of gross rents from the Building;c@bsts of service and maintenance
contracts; (e) maintenance, repair and replacemaanses; (f) amortization (on a straight-line basier the useful life), with interest at two
percentage points over the prime rate specified in

Section 19.6 at the time the expenditure was mefdegpital expenditures made by Landlord to (1umsdoperating expenses if Landlord
reasonably estimates that the annual reductiopénating expenses shall exceed such amortizatid@) aomply with laws or insurance
requirements enacted or imposed after the datohég Real Estate Taxes (defined in Section §18)charges for janitorial services; (i)
reasonable reserves for repairs and contingengliasng to the HVAC systems; and (j) any other engeeincurred by Landlord in owning,
maintaining, repairing or operating the Buildingdahe Land. "Operating Charges" shall mean onlgehexpenses, charges and fees
consistent with similar office buildings in Howa@bunty, Maryland which are actually incurred by dimd but only to the extent incurred
connection with the management, operation, maimegaservicing, cleaning, and insuring of the Psemior the Building. All Operating
Charges shall be determined according to genesattgpted accounting principles, consistently aggli&AAP"). Notwithstanding anything
to the contrary contained in this Lease (other than

Section 5.2(f)), in the event there exists a cohfis to an expense which is specified to be iredud Operating Charges and is also specified
to be excluded from Operating Charges as heremdédigcribed, the exclusions listed below prevail e expenses shall be deemed
excluded. Notwithstanding anything to the contraoptained in this Lease (other than Section 5.2@perating Charges" shall not include
the following: (1) any ground lease rents;

(2) any and all fines and penalties (including tatt limited to capital expenditures) incurred aguied to be paid due to Landlord's failure to
comply with applicable Laws (hereinafter definediection 6.1); (3) costs incurred by Landlord for tepair of damage to
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the Building to the extent that Landlord is entitk® be reimbursed by insurance (or would have leegitied had Landlord carried the
insurance required to be carried hereunder by loady! (4) depreciation and amortization of any tygecept on materials, tools, supplies and
vendor type equipment purchased by Landlord to lenadndlord to supply services Landlord might ottise contract for with a third party
where such depreciation and amortization wouldretlse have been included in the charge for suald therty's services, all as determined
according to GAAP, and when depreciation or amatitim is permitted or required, the item shall be#ized over its reasonably anticipated
useful life; (5) leasing commissions, attorney&ssfeand other costs and expenses incurred in coomedth negotiations or disputes with
present or prospective tenants or other occupdnkeduilding;

(6) costs of a capital nature, including, withaatitation, capital improvements, capital repaim@pital equipment and capital tools, all as
determined under GAAP; (7) interest, principal nisiand fees on debt or amortization on any moegagnortgages or any other debt
instrument encumbering the Building; (8) advertisamd promotional expenditures, and costs of digns on the Building identifying the
owner of the Building or any tenant of the Build;rif) electric power costs for which any tenanedily contracts with the local public
service company; (10) costs incurred in conneatidh replacing, repairing, retrofitting or upgradithe Building to comply with ADA,
handicapped, life and safety codes as in effeof & date hereof; (11) wages, salaries, feesramgk benefits paid to administrative or
executive personnel or officers or partners of llarttlor management agent or anyone else over ¥ieé ¢ building supervisor; (12) the cost
of any repair made by Landlord because of the totalartial destruction of the Building or the centhation of a portion of the Building; (1
the cost of overtime or other expense to Landlare td Landlord's defaults or incurred while perfargwork expressly provided in this
Lease to be borne at Landlord's expense (withaaivery pursuant to this Article); (14) allowancesncession, permits, licenses, inspecti
and other costs and expenses incurred in compldixtgring, renovating or otherwise improving, @deating or redecorating space for tenants
(including Tenant), prospective tenants or oth@upants or prospective occupants of the Buildingazant leasable space in the Building or
constructing or finishing demising walls and puld@rridors with respect to any such space whethehn s/ork or alteration is performed for
the initial occupancy by such tenant or occuparhereafter;

(15) any cost representing an amount paid for filsts services and/or materials to a related pefsm or entity to the extent such amount
exceeds the amount that would be paid for suchdiass services and/or materials at the theniegistarket rates to an unrelated person,
firm or entity; (16) provided Tenant is not in defiahereunder, costs incurred due to the late paymwietaxes, utility bills or other amounts
owing, so long as Landlord was obligated to maldhguayments and did not in good faith dispute theunt of such payments; (17) general
overhead and general administrative expenses adiaiing recordceeping and clerical support of Landlord or the agment agent, exct
reasonable expenses incurred in connection witlopleeations of the property management office foagpropriately prorated basis to the
extent such operations are directly servicing thédihg and other buildings); (18) increased inswwapremiums caused by Landlord's or any
tenant's hazardous acts or omissions; (19) costsrad for any items to the extent Landlord receverder a manufacturer's, materialmen's,
vendor's or contractor's warranty; (20) costs gfugition of sculpture, paintings or other objeatsrt; (21) costs directly resulting from the
negligence or misconduct of Landlord or its agents;

(22) costs or fees relating to the defense of LanaiB title or interest in the real estate contagrthe Building; and (23) costs or expenses
incurred by Landlord in financing, refinancing, @dgng, selling, granting or otherwise transferrargencumbering ownership rights in the
Building or the Land. Operating Charges shall lwkiced by all cash discounts, trade discounts ontigyaliscounts received by Landlord or
Landlord's managing agent in the purchase of amggautilities or services in connection with thragent operation of the Building. Landlc
shall use its reasonable efforts in good faithftect an equitable proration of bills for servicgendered to the Building and to any other
property owned by Landlord or an affiliate of Laoidl.

5.3 Real Estate Taxes mean (a) real estate taxasding special assessments) imposed upon Landiardsessed against the Building or the
Land,
(b) future taxes or charges imposed upon Landlord



or assessed against the Building or the Land wdiehin the nature of or in substitution for redhéstaxes, including any tax levied on or
measured by rents payable, and (c) expenses inddarreviewing or seeking a reduction of real estakes. Notwithstanding anything to the
contrary contained in this Lease, "Real Estate Fagkall not include any of the following: (1) tagpon Landlord's net income or profits; (2)
federal, state or local income taxes, franchisg, tgansfer, excise, capital stock, estate, sugioasor inheritance taxes; (3) any fines, interest
or penalties incurred by Landlord by reason of lardls failure to pay in a timely manner any Residfe Taxes; and (4) any taxes based on
increases in assessed value due to increasesrientadle area of the Building and additions toatea of the Land. Notwithstanding anyth
to the contrary contained in this Lease, in thenea@y Real Estate Taxes are payable in installenaver time, then Landlord shall elect (or
shall be deemed for purposes hereof to have eleitgrhy such taxes over the maximum permissibiebar of installments. Any interest or
fee charged by the taxing authority as a conditiobhandlord's right to pay such taxes in installtseshall be included in Real Estate Taxes.
Landlord shall pay all Real Estate Taxes by the dat, and shall upon Tenant's written requestdlarfienant with evidence of such
payment. Real Estate Taxes shall be deemed to ashatthe Building and the Land upon which theld@ng is located constitute a separate
tax lot, and that the Building is the only building the Land. Notwithstanding anything to the cantrcontained in this Lease, Tenant shall
have the right to contest tax assessments if Lattdloes not do so despite Tenant's written recarasto recover amounts earlier paid
resulting from the net proceeds of a successfulesbnLandlord shall reasonably cooperate withsrgh contest by Tenant.

5.4 At the beginning of the Lease Term and eacdbncilr year thereafter, Landlord may submit a stat¢imdicating the amount of Operati
Charges that Landlord reasonably expects to beredwuring such year and Tenant's proportionaeesbf such amount. Tenant shall pay to
Landlord on the first day of each month after rptef such statement, until Tenant's receipt afaseding statement, an amount equal to
oneiwelfth (1/12) of such share. Landlord reservesritjlet to submit a revised statement if Landlorgents Operating Charges to differ fr
the prior estimation. If a statement is submittédrahe beginning of a year, then the first payhibareafter shall be adjusted to account for
any underpayment or overpayment based on the statgment and subsequent payments shall be badkd [atest statement.

5.5 Within approximately one hundred twenty (128yslafter the end of 1998 and each subsequentdealgear, Landlord shall submit a
categorized statement indicating (a) Tenant's ptap@te share of the amount of Operating Changesried during such year, and (b) the
sum of Tenant's estimated payments for such yesuch statement indicates that such sum exceausnts actual obligation, then Tenant
shall deduct the overpayment from its next paynsmigrsuant to this Article. If such statement @aies that Tenant's actual obligation
exceeds such sum, then Tenant shall pay the ewithés thirty (30) days.

5.6 If the Lease Term commences or expires on athayr than January 1 or December 31, respectitiedy, Tenant's liability for Operating
Charges incurred during the applicable year stepifoportionately reduced based on the numberysf iethe Lease Term falling within

such year. Notwithstanding anything to the contamtained in this Lease, after receipt of Land®ehnual reconciliation statement, Tenant
at its expense shall have the right at all readertahes and upon five (5) business days noticuttit Landlord's books and records relating
to Operating Charges for the prior calendar yeap®vided, however, that Tenant's right to auldiélsexpire unless within one hundred
twenty (120) days after Landlord has furnished éodnt such statement of Operating Charges Tenantdidied Landlord in writing of
Tenant's election to conduct an audit. If Tenasttiraely exercised its option to conduct an autitiant shall have a period of ninety (90)
days in which to complete the audit, which nin€@)(day period shall commence only after Landlaad &fforded Tenant access to such
documents as are in Landlord's possession or dawtdowhich are necessary to conduct the auditydirg (to the extent within Landlord's
possession and control) work papers prepared bgllbeadis accountants, canceled checks, invoicesadil other documents as may be
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reasonably required, and reconciliation of amodizapital expenditures made by Landlord to redyrating expenses with the resulting
operating expenses and the former correspondingtipg expenses. Tenants shall have the rightiewethe documentation described ak
for the prior calendar year in order to have a$mi comparison of Operating Charges. In the etrattit is ultimately determined that a
refund of Operating Charges which exceeds one pe(téo) of the total Operating Charges for suclr y@due and Tenant has not previot
conducted an audit for the two (2) years precettiegcalendar year for which the audit is being cateld, Tenant shall have the right to audit
such two prior years to determine whether refunelsifng to same category of expenses to whicletrers determined to have been made
relate) are due for such two prior years. Landiirdll fully cooperate with Tenant and its auditoias to facilitate the performance of Ten:
audit. Tenant may review and (at Tenant's reaseratgiense) copy such documentation during nornshbss hours. Tenant agrees to
endeavor in good faith and use its reasonabletefforconduct the audit in a manner which will @asnimum disruption to the operation of
the Building and the management office. In the éteat it is ultimately determined (by agreementha parties or by a final court
determination) that the actual Operating Chargearfig calendar year, as chargeable to Tenant uhiderease, are less than the amount set
forth in the Landlord's reconciliation statementofual Operating Charges submitted by Landloragfmh year, then Landlord shall
reimburse Tenant for such overcharge within th{8) days of receipt of notice thereof togethehviiiterest thereon at the Default Rate until
paid. If Operating Charges have been overstateahlmount in excess of three (3%) percent, Landibadl also pay Tenant's reasonable
incurred in conducting such audit.

ARTICLE VI
USE OF PREMISES

6.1 Tenant shall use the Premises solely for offica-medical and non-governmental) and warehouggoges and for no other use or
purpose. Landlord represents that the zoning réigakapplicable to the Building and any covenatwsiditions and restrictions appertaining
to the Building permit the use of the Premiseslieruses specified in the preceding sentence. Tehah not use the Premises for any
unlawful purpose, or in any manner that in Lande®rdasonable opinion will constitute waste orrig manner that will increase the number
of parking spaces required for the Building offit occupancy pursuant to present and future l@aduding the Americans with Disabilities
Act), ordinances, regulations and orders (colle&t§ivLaws"). Tenant shall comply with all Laws c@mning the use, occupancy and condi

of the Premises and all machinery, equipment amdghings therein. Landlord shall comply with aliws concerning the base building
systems and the portions of the Building (excludimg Premises) Landlord is required hereunder tataia and repair. If any Law requires
an occupancy or use permit for the Premises, tleeat shall obtain and keep current such perrmiieaaint's expense and promptly deliver a
copy thereof to Landlord. Tenant shall not useRhemises in a manner that would (a) violate thmsesf any occupancy or use permit, or (b)
impair or interfere with any base building systenfamility.

6.2 Tenant shall pay timely any business, rentloeratax or fee that is now or hereafter assessedpmosed upon Tenant's use or occupancy
of the Premises, the conduct of Tenant's busimesggiPremises or Tenant's fixtures, furnishinggmtory or personal property. If any such
tax or fee is imposed upon Landlord or Landlortesponsible for collection or payment thereof, thienant shall pay to Landlord the ama
of such tax or fee.

6.3 Notwithstanding anything to the contrary comégi in this Lease, Landlord represents that tdést of its knowledge and belief, there are
no Hazardous Materials on, in or under the LanBuwilding. Landlord and Tenant shall not generage, uelease, store or dispose of any
Hazardous Materials in or about the Building. Hdpais Materials mean (a) "hazardous wastes" asatkfiy the Resource Conservation and
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Recovery Act of 1976, (b) "hazardous substancesieéined by the Comprehensive Environmental Respabsmpensation and Liability A
of 1980, (c) "toxic substances" as defined by thgid@ Substances Control Act, (d) "hazardous mdg¥ras defined by the Hazardous
Materials Transportation Act (as any of such Actg/rhe amended from time to time), (e) petroleumtpets, (f) chlorofluorocarbons, and
substances whose presence could be detrimentad ®Building or hazardous to health or the enviromtmidazardous Materials shall exclude
reasonable quantities of customary office and dhgpsupplies, provided such items are stored, aselddisposed of in accordance with La

ARTICLE VII
ASSIGNMENT AND SUBLETTING

7.1 Tenant shall not sublet or permit occupancfcoflectively "sublease”) the Premises or parteéb&ror assign or otherwise transfer
(collectively "assign") this Lease or any of Tensnights or obligations, without Landlord's prigritten consent, which consent shall not be
unreasonably withheld or conditioned. If Landloaild to respond to Tenant's request for such cangénin ten business days after receipt of
the information specified in Section 7.3, then Uand shall be deemed to have granted such conderdssignment of this Lease may be
effected by operation of law without Landlord'sgonivritten consent. Any assignment or subleasedload's consent thereto or Landlord's
collection of rent from any assignee or subtenhatl 10t be construed as (a) a waiver or releageenfint from liability hereunder, or (b)
relieving Tenant, any assignee or subtenant fraothigation of obtaining Landlord's prior writteansent to any other assignment or
sublease. Tenant assigns to Landlord any amouniroioeany assignee or subtenant as security fdopeance of Tenant's obligations
pursuant to this Lease. Tenant directs each sugigre or subtenant to pay such amount directhatwllord if such assignee or subtenant
receives written notice from Landlord specifyin@ttiienant is in default under this Lease and thett &mount shall be paid directly to
Landlord. Each assignee and subtenant shall psy dsected. Landlord's collection of such amotnatlsnot be construed as an acceptant
such assignee or subtenant as a tenant or as dtpdrassignee or subtenant. Tenant's obligationsuant to this Lease shall be deemed to
extend to any subtenant or assignee. Tenant shakceach subtenant or assignee to comply withchlfations. Any assignee shall be
deemed to have assumed obligations as if suchnessttad originally executed this Lease and at laxdtdl request shall execute promptly a
document confirming such assumption. Each sublisasgbject to the condition that if the Lease Tésrerminated or Landlord succeeds to
Tenant's interest in the Premises by voluntaryeswer or otherwise, at Landlord's option the sulteshall be bound to Landlord for the
balance of the term of such sublease and shafthattcand recognize Landlord as its landlord uniderthen executory terms of such sublease.
Tenant shall not mortgage this Lease without Lamtioprior written consent, which consent may nggd or withheld in Landlord's sole
and absolute discretion. Tenant shall pay the dostkiding reasonable attorneys' fees not to ex&90.00 per request) incurred by
Landlord in connection with Tenant's request fondlard to consent to any assignment, sublease dgage.

7.2 If Tenant is a partnership, then any eventgslether or not voluntary, concurrent or related)olihresults in a dissolution of Tenant or a
withdrawal or change of partners who, on the dathis Lease, own a controlling interest, shaldeemed a voluntary assignment of this
Lease. Each general partner shall be deemed tamaentrolling interest. If Tenant is a corporatitien any event(s) (whether or not
voluntary, concurrent or related) which resultsiidissolution, merger, consolidation or other raaigation of Tenant, or sale, transfer or
relinquishment of the interest of shareholders vamthe date of this Lease, own a controlling ie$érshall be deemed a voluntary assign

of this Lease. The preceding sentence shall ndy aporporations whose stock is traded througlatonal or regional exchange or an over-
the-counter market. Anything in this Article to tbentrary notwithstanding, provided no Event of &8éf has occurred and is continuing,
Tenant may, upon prior written notice to Landlord Without Landlord's prior written consent and
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without being subject to Landlord's rights and Trelsaobligations set forth in

Section 7.4, assign or sublease to a "Permittedsfesee."” For purposes of this Lease, a "Permittadsferee” shall mean a corporation or
other business entity: (a) into or with which Tenstmall be merged or consolidated, or to which wrtimlly all of the assets of Tenant may
transferred, provided that the successor shall hawet worth of at least $20,000,000.00 and redderiguidity, and provided that such
successor shall assume in writing all of the obiiges and liabilities of Tenant under this Lease{l)) which shall control, be controlled by or
be under common control with Tenant. In the evériny such assignment or subletting, Tenant skalain fully liable as a primary obligor.
For purposes of clause (b) above, control shatldemed to be ownership of fifty percent (50%) orenaf the stock and voting interest.

7.3 If Tenant wants to assign or sublet all or pathe Premises or this Lease, then Tenant shaldllgandlord written notice ("Tenant's
Request Notice") specifying the proposed assignegfitenant and its business, the commencemenofitite proposed assignment or
sublease (the "Proposed Sublease Commencemen) Dagearea proposed to be assigned or subletRtlogposed Sublet Space™), any
premium or other consideration being paid for tr@ppsed assignment or sublease and all other w@frthe proposed assignment or sublease,
and including (if available) the most recent fin@hstatement and Dun and Bradstreet report of assfgnee or subtenant and reasonably
detailed information regarding such assignee otesiamt's reputation and business experience.

7.4 If pursuant to any agreement effecting or edpto any sublease or assignment (other than laase or assignment pursuant to Section
7.2) the subtenant or assignee is to pay any anio@xcess of the sum of (a) the rent and othersmsodue under this Lease plus (b) the
reasonable out-of-pocket expenses (e.g., brokeaalyestising and improvements for the subtenawt)rired by Tenant in connection with the
sublease or assignment, then, whether such exxesthie form of an increased rental, lump sum paEyrpayment for the sale or lease of
fixtures or other leasehold improvements or angotbrm (and if the applicable space does not domstthe entire Premises, then such
excess shall be determined on a pro rata basisgntehall pay to Landlord one half of any suchessaupon such terms as shall be specified
by Landlord and in no event later than ten (10)sdafyer Tenant's receipt (or deemed receipt) tiekamdlord shall have the right to inspect
Tenant's books and records relating to any subl@aassignment upon not less than ten days' pridtew notice. The foregoing
notwithstanding, Tenant shall have the right taireall amounts paid by subtenants or assigneascfarpancy during the first two years of
the Lease Term.

ARTICLE VIII
MAINTENANCE AND REPAIRS

8.1 Except as provided in Section 8.2 below, Teshatl maintain the Premises and all fixtures amud@ment located therein in clean, safe
and sanitary condition, take good care thereof,evedkrepairs and replacements thereto and suffevaste or injury thereto. Tenant shall
give Landlord prompt written notice of any defetior damage to the Building or any part thereotdpt as otherwise provided in Article
XVII, all damage to the Premises or to any othet pathe Building or the Land caused by any acbmiission of any invitee, agent,
employee, subtenant, assignee, contractor, cfemily member, licensee, customer or guest of Te(@ilectively "Invitees") or Tenant,
shall be repaired by and at Tenant's expense, ettt _andlord shall have the right to make anshstepair at Tenant's expense. At the
expiration or earlier termination of the Lease Tefmnant shall surrender the Premises broom cledrnegood order, condition and repair,
except for ordinary wear and tear and as otherprigeided in Article XVII. Landlord shall provide drinstall replacement tubes for building
standard fluorescent light fixtures (subject tomeirsement per Article V); all other bulbs and wib& the Premises shall be provided and
installed at Tenant's expense.



8.2 Landlord shall keep the exterior and demisiadsvload bearing elements, foundations and rodfthe base building mechanical,
electrical, HVAC and plumbing systems, pipes anualdeits that are provided by Landlord in the operatf the Building, clean and in good
operating condition and, promptly after becomingenof any such item needing repair, will makenattessary repairs thereto. Landlord
shall cleanup the landscaping during the constraatf the initial tenant improvements.

ARTICLE IX
ALTERATIONS

9.1 The original improvement of the Premises dhalaccomplished in accordance with Exhibit B. Landllis under no obligation to make
any alterations, decorations, additions, improvemienother changes (collectively "Alterations")anto the Premises except as otherwise
expressly provided herein.

9.2 Tenant shall not make or permit anyone to nzaikeAlteration in or to the Premises or the Buitdimithout Landlord's prior written
consent, which consent may be granted or withhreldandlord's absolute discretion with respect tacstiral Alteration and any Alteration
which affects base Building systems, but which eohshall not be unreasonably withheld with respecther Alterations and which consent
shall not be required with respect to purely costnlterations. Any Alteration made by Tenant st made: (a) in a good, workmanlike,
first-class and prompt manner; (b) using new malginly;

(c) by a contractor, on days and at times andéfAlteration requires a building permit or willstanore than $100,000) under the supervi

of an architect approved in writing by Landlord) {id accordance with plans and specifications megbay an engineer or architect approved
by Landlord and reviewed (at Landlord's standartgh) by Landlord; (e) in accordance with Lawspuisgments of any firm insuring the
Building and Building standards; (f) after obtaigia worker's compensation insurance policy appravediting by Landlord and any bonds
required by Landlord; (g) after delivering to Laod written, unconditional waivers of mechanicgi amaterialmen's liens against the
Premises and the Building from all proposed comtrac subcontractors, laborers and material supléand (h) with respect to electrical and
mechanical work, by a contractor designated by laaddIf a lien (or a petition to establish a liga)iled in connection with any Alteration,
then such lien (or petition) shall be discharged’byant at Tenant's expense within ten (10) dasre#iter by the payment thereof or filing of
a bond acceptable to Landlord. Landlord's conseantAlteration shall be deemed not to constittedlord's consent to subjecting its
interest in the Premises or the Building to liedsoll may be filed in connection therewith. Tendwlshire Landlord (or its designee) to
perform any Alteration, provided that the charg&@émant therefor is reasonable and consistenttWiitti party proposals and/or bids received
by Tenant. Promptly after the completion of an Adten, Tenant at its expense shall deliver to lamtthree (3) sets of accurate as-built
drawings showing such Alteration.

9.3 If an Alteration is made without Landlord'sgsrivritten consent, then Landlord shall have tigatrat Tenant's expense to remove such
Alteration and restore the Premises and the Bujlttirtheir condition immediately prior thereto orrequire Tenant to do the same. All
Alterations to the Premises or the Building madd& byant shall become Landlord's property at thératipn or earlier termination of the
Lease Term and shall be surrendered with the Pesnaisthe expiration or earlier termination of tlease Term, except that

(a) if Tenant is not in default under this Leabent Tenant shall have the right to remove, prigh&expiration or earlier termination of the
Lease Term, movable furniture, movable furnishiagd movable trade fixtures installed in the PremiseTenant solely at Tenant's expense,
and (b) Tenant shall be required to remove allratiens to the Premises or the Building which Landldesignates in writing for removal. At
Tenant's written request, Landlord shall notifytest time Tenant requests Landlord's approval orAdteration whether Tenant will be
required to remove such Alteration. Landlord waigay lien right with respect to any of Tenant'sspaal property which is leased or
financed. Movable furniture, furnishings and tréicteures shall be deemed
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to exclude without limitation any item the remoweélwhich might cause damage to the Premises dBtiilding or which would normally be
removed from the Premises with the assistanceyfa@ or machinery other than a dolly. Landlorékhave the right to repair at Tenant's
expense any damage to the Premises or the Buitdinged by such removal or to require Tenant thhdsame. If any such item is not
removed prior to the expiration or earlier termioatof the Lease Term, then such item shall becbamellord's property and shall be
surrendered with the Premises as a part therem¥jged, however, that Landlord shall have the rightemove such item from the Premise
Tenant's expense.

ARTICLE X
SIGNS

10.1 Landlord will list Tenant's name in the Buildidirectory. So long as Tenant is the sole teaftite Building, Tenant shall have sole use
of the directory (but Landlord may list its namelahe Building manager's name thereon). Subjetetmnt's obtaining Landlord's approval
(which approval shall not be unreasonably withhali) any necessary governmental or Columbia approgaant shall have the right to
install a sign on the exterior of the Building. Bamhshall pay for maintenance of such sign and sfalove such sign at the expiration or
earlier termination of the Lease Term. Except aviged herein, Tenant shall not paint, affix orasthise display on any part of the exterio
interior of the Building any sign, advertisemennaotice.

ARTICLE XI
SECURITY DEPOSIT

11.1 Tenant shall deliver the Security Deposit wiienant executes this Lease. Landlord shall noegeired to pay interest on the Security
Deposit or to maintain the Security Deposit in pagate account. Within three (3) days after natickandlord's use of the Security Deposit,
Tenant shall restore the Security Deposit to itsrmount. Within approximately ninety (90) daygeathe expiration or earlier termination
of the Lease Term, Landlord shall return the Ségireposit less such portion thereof as Landlorg ireve used to satisfy Tenant's
obligations with respect to an Event of Default_dindlord transfers the Security Deposit to a tiemree of the Building or Landlord's interest
therein, then such transferee (and not Landlordll bl liable for its return. Tenant shall have tight to deliver to Landlord an unconditior
irrevocable letter of credit in substitution foetbash Security Deposit. Tenant shall cause stiteh &f credit to be: (a) in form and substance
reasonably satisfactory to Landlord; (b) issuedlmpmmercial bank reasonably acceptable to Landiottte Washington, D.C. metropolitan
area (or if issued by a bank not in the Washingib@,. metropolitan area, then confirmed by a banthe Washington, D.C. metropolitan
area); (c) made expressly transferable and asdigtathe owner from time to time of the Building) automatically renewed (without
necessity of the issuer's or any one else's tadaygaction) from time to time through the nineti€dBth) day after the expiration or earlier
termination of the Lease Term unless the issuarsgvandlord thirty (30) days prior written noticen@nrenewal; and (e) replaced with cash
in the amount of the Security Deposit within fil) fays after receipt of any notice pursuant t¢iGed 1.1(d).
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ARTICLE Xl
HOLDING OVER

12.1 Tenant acknowledges that it is extremely irtgpdrthat Landlord have substantial advance nati¢be date Tenant will vacate the
Premises because Landlord will (a) require an ekterperiod to secure a replacement tenant, anplgh)its entire leasing and renovation
program for the Building in reliance on its leagpieation dates. If the Premises are not surreratéhe expiration or earlier termination of
Tenant's right of possession, then it will be caeilely presumed that the value of possessiontlandesulting loss that will be suffered by
Landlord, far exceed the Base Rent and additiaralthat would have been payable had the Lease @a@ntimued during such holdover
period. Therefore if upon the expiration or eartemmination of Tenant's right of possession Teffananyone claiming through Tenant) does
not surrender immediately the Premises (or pottieneof), then the rent shall be increased to eifpgagjreater of the following percentage of
the Base Rent, additional rent and other sumsatbatd have been payable pursuant to the provisibtisis Lease (assuming the Lease Term
for the entire Premises had continued during sudtidver period): one hundred three percent (103%aAmndlord has given Tenant written
permission to holdover; one hundred twefity percent (125%) if Landlord has not given Tenaritten permission to holdover but Landlc
does not have a lease or purchase agreement exedtheanother party and does not intend for itselits affiliates to occupy; or one
hundred fifty percent (150%) in any other case.hSent shall be computed on a monthly basis anlli lsbgayable on the first day of such
holdover period and the first day of each calemdanth thereafter during such holdover period th8l Premises have been vacated. Nothing
herein shall limit Landlord's right to recover pession of the Premises upon the expiration orexadirmination of the Lease Term.

ARTICLE Xl
INSURANCE

13.1 Tenant shall not conduct any activity or plaog item in or about the Building which may vi@dhe requirements or increase the rate of
any insurance covering the Building. If any inceeassuch rate is due to any such activity or itdman (whether or not Landlord has
consented to such activity or item) Tenant shall aach increase. The statement of any insuranc@aoynor insurance rating or similar
organization that such an increase is due to acly aativity or item shall be conclusive evidenoeréof.

13.2 Tenant shall maintain throughout the Leasenfwith a company licensed to do business in thsdiation in which the Building is
located, approved in writing by Landlord and havéngating equal to or exceeding A:XI in Best's hagice Guide (a) broad form commercial
general liability insurance (written on an occumeasis and including contractual liability cowgransuring Tenant's obligations pursuant to
Section 15.2, premises and operations, broad foopepty damage and independent contractors coveragd an endorsement for personal
injury), and (b) all-risk property insurance. Suielility insurance shall be in minimum amountsitglly carried by prudent tenants engaged
in similar operations, but in no event shall baimamount less than two million dollars ($2,000)0@#mbined single limit per occurrence.
Such property insurance shall be in an amountasst than that required to replace all Alteratiang @l other contents of the Premises (other
than the improvements installed pursuant to ExthitAll such insurance shall name Landlord (arid,andlord's option, its partners,
members, employees and building manager) and tlderaf any Mortgage as additional named insuredstain an endorsement that such
insurance shall remain in full force and effectwittstanding that the insured may have waivedlésrs against any person prior to the
occurrence of a loss, provide that the insurer eaall right of recovery by way of subrogation agaiandlord, its partners, agents and
employees, be primary and noncontributory, andainrégn endorsement prohibiting cancellation, failtor renew, reduction in amount or
change of coverage (1) as to the interests of loaddir the holder of any Mortgage by reason of actyor omission of Tenant, and (2)
without the insurer's giving Landlord thirty
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(30) days' prior written notice of such action. @enshall deliver a certificate of such insurance geceipts evidencing payment of the
premium for such insurance (and, upon requestesapi all required insurance policies, includingd@sements and declarations) to Landlord
on or before the Lease Commencement Date andsatdeaually thereafter. Landlord reserves the tiglincrease reasonably (and in
accordance with industry practice for similar teisan similar buildings) from time to time the mimim amounts of insurance Tenant is
required to maintain.

13.3 Landlord shall maintain all risk property insuce (with replacement cost coverage) on the Bading in an amount sufficient to avoid
the application of any coinsurance provision. Landliwaives its right of recovery against Tenant exidases Tenant from any and all
liabilities claims and losses for which Tenant noftyerwise be liable to the extent Landlord is ceddny such insurance (or would have been
covered by insurance if Landlord had maintainedrisarance required hereunder). Landlord shallreeawvaiver of subrogation endorsen
from its insurance carrier.

ARTICLE XIV
SERVICES AND UTILITIES

14.1 Landlord will furnish to the Premises agnditioning and heating during the seasons theyeqjuired in Landlord's reasonable judgmr
Landlord will provide: janitorial service on Mond#éyrough Friday (excluding holidays); electricityater; elevator service; and exterior
window-cleaning service. The Building's normal aiirg hours are 8:00 a.m. to 6:00 p.m. on Mondayugh Friday (excluding holidays)
and 9:00 a.m. to 1:00 p.m. on Saturday (excludmlgihys) and such other hours as Landlord and Tteneasonably determine.
Notwithstanding anything to the contrary contaiimethis Lease, if any interruption of utilities services shall continue for more than th

(3) consecutive business days and shall rendepartiypn of the Premises unusable for the normaflaohof Tenant's business, then all Base
Rent and additional rent payable hereunder witheaeisto such portion of the Premises which Tenarsdhot occupy shall be abated
retroactively to the first (1st) business day aftsinterruption and such abatement shall contimig full use of such portion of the Premises
is restored to Tenant. Except in the case of arrgeney, Landlord will give Tenant at least threpl{@siness days prior notice if Landlord
intends to interrupt any services required to baifined by the Landlord. Landlord shall endeavagdnd faith and use its commercial best
efforts to promptly commence and diligently pursmeompletion any work reasonably necessary t@reshe utility or service so
interrupted. Notwithstanding any of the foregoinghe contrary, Tenant and Tenant's employees lsaiedl access to the Building and
Premises twenty-four (24) hours a day, seven (¥3 daveek, 365 days a year.

14.2 Tenant shall pay directly to BG & E for akefricity consumed in the Building or on the Land.

ARTICLE XV
LIABILITY OF LANDLORD

15.1 Landlord, its employees and agents shall adiable to Tenant, Invitees or any other persoertity for any damage (including indirect
and consequential damage), injury, loss or clamolding claims for the interruption of or losshiesiness) based on or arising out of any
cause whatsoever, including without limitation: aggo any portion of the Premises or the Buildimgerruption in the use of the Premises or
any equipment therein; accident or damage resuitorg any use or operation (by Landlord, Tenardrmy other person or entity) of heating,
cooling, electrical, sewerage or plumbing equipmtarmination of this Lease by reason of damage twondemnation of the Premises or the
Building; fire, robbery, theft, vandalism, mystar®disappearance or any other casualty; actioasybther tenant of the Building or other
person or entity; failure or inability to furnish imterruption in any utility or service specifigdthis Lease; and leakage in any part of
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the Premises or the Building. If a condition existsich may be the basis of a claim of construcéivietion, then Tenant shall give Landlord
written notice thereof and a reasonable opportunityorrect such condition, and in the interim Trtrghall not claim that it has been
constructively evicted or is entitled to a rentteib@ent. Any property placed by Tenant or Inviteesri about the Premises or the Building
shall be at the sole risk of Tenant, and Landltxallshot in any manner be responsible therefor. pesson receiving an article delivered for
Tenant shall be acting as Tenant's (not Landloadjsht. For purposes of this Article, the term 18inig" shall be deemed to include the La
The foregoing notwithstanding, Landlord shall netrbleased from liability for physical injury totoeal persons caused by Landlord's
negligence or willful misconduct.

15.2 Except for Landlord's negligence or willfulsodnduct, Tenant shall reimburse Landlord, its eyges and agents for, and shall
indemnify, defend upon request and hold them hasrieom and against, all costs, damages, claiatslities, expenses (including attorneys'
fees), losses and court costs suffered by or cthimgainst them, directly or indirectly, based omsing out of, in whole or in part, (a) use
and occupancy of the Premises or the business ctedltherein, (b) any act or omission of Tenardror Invitee, (c) any breach of Tenant's
obligations or warranties under this Lease, inelgdailure to surrender the Premises upon the atipir or earlier termination of the Lease
Term, or (d) entry by Tenant or Invitees upon tlaad. prior to the Lease Commencement Date.

15.3 A landlord shall not be liable for any obligat or liability based on or arising out of any ater condition occurring during any period
such landlord was not the owner of the BuildindaAdlord shall be relieved of an obligation or ll&p incurred during its period of
ownership if and only if and to the extent the ®ssor landlord agrees to assume such obligatibalility of the prior landlord. If a landlord
transfers its interest in the Building, then Tenstmll attorn to the transferee and execute, acletne and deliver within five (5) days after
request any document submitted to Tenant to cortfierattornment.

15.4 Tenant shall not have the right to offset,utdr assert a counterclaim for any amount oweallegedly owed to it, against any paym
to Landlord. Tenant's sole remedy for recoveryumfsamount is to institute an independent action.

15.5 If Tenant is awarded a money judgment agaiastilord or with respect to any breach of Landeabligations, then recourse for
satisfaction of such judgment shall be limited xe@ution against Landlord's estate and interestarBuilding. No other asset of Landlord,
any officer, director, partner or member of Landlécollectively "Officer") or any other person antity shall be available to satisfy or subject
to such judgment, nor shall any Officer or otherspe or entity have personal liability for satidfan of any claim or judgment against
Landlord or any Officer. Nothing in this Sectiorafilimit Tenant's rights and remedies pursuarthtlast sentence of

Section 22.1.

15.6 Neither party shall be liable for punitive deges.

ARTICLE XVI
RULES

16.1 Tenant shall observe: the rules specifiedxiniltit A; and any other reasonable rule that Lardllmay promulgate for the Building,
provided notice thereof is given and such ruleasinconsistent with this Lease. Landlord shallédnae duty to enforce such rules or any
provision of any other lease against any otherrtena
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ARTICLE XVII
DESTRUCTION

17.1 If the Premises are rendered totally or primaccessible or unusable by fire or other cétguéhen Landlord shall diligently restore the
Premises and the Building to substantially the seomelition they were in prior to such casualty,eptahat if in Landlord's judgment such
restoration cannot be completed within one yeardlfte occurrence of such casualty (taking int@antthe time needed for effecting a
settlement with any insurance company, removaktiid, preparation of plans and issuance of allired governmental permits), then either
party shall have the right to terminate the Leasenilas of the sixtieth (60th) day after such caguml giving written notice within forty-five
(45) days after the occurrence of such casualthidfLease is not terminated pursuant to thischatithen until such restoration of the
Premises are substantially complete Tenant shakdpgired to pay the Base Rent for only the portibthe Premises that in Landlord's
judgment is usable while such restoration is beagle, except that if such casualty was causedéogdhor omission of Tenant or an Invit
then Tenant shall not be entitled to any rent rédacAfter receipt of the insurance proceeds (idaig proceeds of any insurance maintained
by Tenant), Landlord shall restore the Premisestl@duilding, except that (a) if such casualty wassed by the act or omission of Tenant
or an Invitee, then Tenant shall pay the amounwhigh such expenses exceed any property insurancegds actually received by Landlord
on account of such casualty, and (b) Landlord si@lbe required to repair or restore any Alterapoeviously made by Tenant or any of
Tenant's trade fixtures, furnishings, equipmereansonal property. Anything to the contrary notsitinding, Landlord shall have the right to
terminate this Lease if (1) insurance proceedsnagficient to pay the full cost of such restooati (2) any Mortgage holder does not make
such proceeds available for such restoration,qB)rg or other Laws do not permit such restoratmr(4) restoration costs exceed twenty-
five percent (25%) of the Building's replacemeritiea

ARTICLE XVIII
CONDEMNATION

18.1 If ten percent or more of the Premises or panuay thereof is condemned or sold under threabofiemnation (collectively
"condemned"), then this Lease shall terminate erdtiy prior to the date title vests in the condemftie "Vesting Date"). If less than such

ten percent is condemned, then this Lease shdiheenin full force and effect as to the part of fremises not condemned, except that as of
the Vesting Date rent shall be reduced proportelgat

18.2 All awards, damages and compensation paic¢oouat of such condemnation shall belong to LamtdI®enant assigns to Landlord all
rights thereto. Tenant shall not make any claimresgdandlord or the condemnor for any portion guodrattributable to damage to the
Premises, value of the unexpired portion of theskeBerm, loss of profits or goodwill, leasehold royements or severance damages. The
foregoing shall not prevent Tenant from pursuirgpparate claim against the condemnor for the v@lugovable furnishings and movable
trade fixtures installed in the Premises solelyetiant's expense and relocation expenses, prothdéduch claim in no way diminishes any
award, damages or compensation payable to Landlord.
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ARTICLE XIX
DEFAULT

19.1 An Event of Default is (a) Tenant's failuremiake when due any payment of the Base Rent, additrent or other amount, which failt
continues for five (5) days after written noticle) Tenant's breach of any other covenant or warravtiich breach continues for thirty (30)
days after written notice (or such longer periodimi as may be reasonably required to cure susdchrprovided Tenant diligently pursues
such cure during such period and thereafter ditiggrursues such cure to completion), (c) an Ewémankruptcy as specified in Article XX,
or (d) Tenant's dissolution or liquidation.

19.2 This Lease is on the express condition tha iEvent of Default occurs (even if prior to theake Commencement Date), then this
Section shall apply. Except as otherwise providetthis Section, Landlord's obligations pursuarthie Lease shall cease and failure to
perform such obligations shall not relieve Tenaotf any obligation. Landlord shall have the rightérminate this Lease. In addition, witr
without terminating this Lease, Landlord may reeenterminate Tenant's right of possession andpaksession of the Premises. The
provisions of this Article shall operate as a n@tie quit. Tenant waives any other notice to quitfd_andlord's intention to re-enter the
Premises or terminate this Lease. If necessarydlbathmay proceed to recover possession of the iBesnunder applicable law, or by such
proceedings, including re-entry and possessiomaysbe applicable. Landlord may relet the Premisesy part thereof, alone or together
with other space, for such term(s) (which may eatieeyond the date on which the Lease Term woule@ leapired but for any termination
thereof) and on such terms and conditions (whick imelude concessions) as Landlord, in its soleréison, may determine, but Landlord
shall not be liable for, nor shall Tenant's obligias be diminished by reason of, Landlord's failareelet all or any portion of the Premises or
collect any rent due upon such reletting. Whetherat this Lease is terminated or any suit is togtid, Tenant shall be liable for: (a) the Base
Rent, additional rent, damages or other sums winiaj be due or sustained prior to such defaultfandll costs, fees and expenses
(including without limitation reasonable attornefeg®s, brokerage fees, advertising expenses, egpémsurred in placing the Premises in
first-class rentable condition and concessionstgrhhy Landlord) incurred by Landlord in pursuititsfremedies and in renting the Premises
to others from time to time; and (b) additional dayas which at Landlord's election shall be eitfiBran amount equal to the Base Rent and
additional rent which would have become due fromdhte of Tenant's default through the expirat@nahat but for any termination thereof
would have been such expiration), less the amdural, if any, which Landlord receives duringBperiod from others to whom the
Premises may be rented (other than any additi@malreceived as a result of any failure of sucteiofierson to perform any of its obligatiot
which amount shall be computed and payable in nipiriktallments, in advance, on the first day afteaalendar month following Tenant's
default and continuing until the expiration of thease Term (or what but for any termination thesgotlld have been such expiration).
Separate suits may be brought from time to timeottect any such damages for any month(s) (andsani suit shall not in any manner
prejudice Landlord's right to collect any such dgesafor any subsequent month(s)) or Landlord mésrdieitiating any such suit until after
the expiration of the Lease Term (in which evermtsdeferral shall not be construed as a waiveraoidlord's rights as set forth herein and
Landlord's cause of action shall be deemed noave laccrued until the expiration of the Lease Tean§2) an amount equal to the present
value (as of the date of Tenant's default) ofife)Base Rent and additional rent due or which whailte become due from time to time
through the expiration of the Lease Term (or whatfbr any termination thereof would have been sexgtiration), minus (d) the net rental
value (as determined by an appraiser selected bgilbad) of the Premises through the expiratiorhefitease Term, which liquidated and
agreed final damages shall be payable to Landioedlimp sum on demand. For purpose of this Seghi@sent value shall be computed by
discounting at a rate equal to one (1) whole peaggnpoint above the discount rate in effect (ab@®date of payment) at the Federal Res
Bank located in Richmond, Virginia. Landlord maynigr suit to collect any such damages at any tirter aih Event of Default. Tenant
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waives any right of redemption, re-entry or redioraof the operation of this Lease under any presefuture law, including any such right
which Tenant would otherwise have if Landlord obsgpossession of the Premises after an Event @ule¥Whether or not the Lease Term
and/or Tenant's right of possession is termindtaddlord shall have the right to terminate any vesieor expansion right and to withhold any
consent or approval in its sole and absolute diserelf Landlord is entitled, or Tenant is requrgursuant to any provision hereof to take
any action upon the termination of the Lease Td¢hen Landlord shall be entitled, and Tenant shalldguired, to take such action also upon
the termination of Tenant's right of possessionviéled Tenant has vacated fully the Premises asdjiven Landlord written notice thereof,
Landlord shall use reasonable efforts to mitigatendges.

19.3 Landlord's rights and remedies set forth is ltlease are cumulative and in addition to Landsoother rights and remedies at law or in
equity, including those available as a result of anticipatory breach. Landlord's exercise of amghsright or remedy shall not prevent the
concurrent or subsequent exercise of any othet oglemedy. Landlord's delay or failure to exezais enforce any of Landlord's rights or
remedies or Tenant's obligations shall not cortstiguwaiver of any such rights, remedies or ohiligat Landlord's acceptance of any payr
with knowledge of a breach shall not constituteadver of such breach. Landlord shall be deemedmbéave granted any waiver unless such
waiver is set forth expressly in an instrument sayby Landlord. Any such waiver shall not be carstras a waiver of any matter except as
specified therein. Neither Tenant's payment ofranunt less than a sum due nor Tenant's endorsemstatement on any check or letter
accompanying such payment shall be deemed an aandrdatisfaction. Notwithstanding any requestesighation by Tenant, Landlord may
apply any payment received from Tenant to any payrteen due. Landlord's acceptance of any payniecitifling any payment pursuant to
Section 12.1) shall be deemed not to constitutaiser of any breach or prejudice Landlord's righntsl remedies. Re-entry and acceptance of
keys shall not be considered an acceptance ofrarslar of this Lease.

19.4 If more than one natural person and/or estigll constitute Tenant, then the liability of eacith person or entity shall be joint and
several. If Tenant is a general partnership orraghéty the partners or members of which are sligpersonal liability, then the liability of
each such partner or member shall be joint andrakve

19.5 If Tenant fails to make any payment to angdtpiarty or to do any act required hereby to beer@ddone by Tenant, and if such failur
not cured within the cure period specified in Sattl9.1(b), then Landlord may, but shall not bauhegl to, make such payment or do such
act. Landlord's taking such action shall not besabgred a cure of such failure by Tenant or prelzantlord from pursuing any remedy it is
otherwise entitled to in connection with such feglulf Landlord elects to take such action, thendrd shall pay all expenses incurred
(including a ten percent (10%) fee to cover Lamdilbadministrative expenses).

19.6 If Tenant fails to pay the Base Rent, addéiaant or any other payment due Landlord by the dach payment is due (without regart
any grace period specified in this Lease), theth@uit limiting Landlord's rights and remedies) Tienshall pay a late fee of five percent (&
of the amount of such payment. Such payment skall interest at the Default Rate from the date pagtment was due to the date of
payment. The Default Rate shall equal the rateapaum which is two (2) whole percentage points altbe prime rate published from time
to time in the Money Rates section of the Wall Stidournal (or substitute prime rate reasonabligdaged by Landlord). The foregoing
notwithstanding, no late fee shall be payable wgspect to the first late payment in any calen@ar provided such payment is made within
ten

(10) days after written notice.

16



ARTICLE XX
BANKRUPTCY

20.1 An Event of Bankruptcy is the occurrence witbpect to Tenant of any of the following: (a) spelnson's becoming insolvent, as that
term is defined in Title 11 of the United Statesd€dthe "Bankruptcy Code"), or under the insolvelaoys of any state (the "Insolvency
Laws"); (b) appointment of a receiver or custodianany property of such person, or the institutidra foreclosure or attachment action u
any property of any such person; (c) filing by speinson of a voluntary petition under the provisiofthe Bankruptcy Code or Insolvency
Laws; (d) filing of an involuntary petition agairsich person as the subject debtor under the Bpiayr€ode or Insolvency Laws, which
either (1) is not dismissed within thirty (30) dafter filing, or (2) results in the issuance ofader for relief against the debtor; or (e) such
person's making or consenting to an assignmenhé&benefit of creditors or a composition of credit

20.2 After the commencement of a case (the "Casethich Tenant is the subject debtor under thekBastcy Code, (a) Tenant or its trustee
in bankruptcy (collectively "Trustee") shall penfioall of Tenant's post-petition obligations undést_ease, and (b) if Landlord is entitled to
damages (including without limitation unpaid remiteen all such damages shall be entitled to adinétige expense priority pursuant to
Section 507(a)(1) of the Bankruptcy Code. If thadeis assigned pursuant to the Bankruptcy Codp,thie assignee shall be deemed wit
further act to have assumed all of Tenant's obtigatunder this Lease arising from and after swsigament and at Landlord's request shall
execute an instrument confirming such assumptiomst€e shall not have the right to assume or assmeassign this Lease unless Trustee
promptly (a) cures all defaults under this Leabgcodmpensates Landlord for damages incurred asudt iof such defaults, (c) provides
adequate assurance of future performance on thefparustee as debtor in possession or Trustsslgree, and (d) complies with all other
requirements of the Bankruptcy Code. If Trusteks f assume or assign this Lease in accordantethidtrequirements of the Bankruptcy
Code within sixty (60) days after the initiationtbe Case (or, if shorter, the shortest periodnoé tin which Trustee may be required to so
act), then Trustee shall be deemed to have rejditietiease. If this Lease is rejected or deemptted, then Landlord may exercise all rig
and remedies available pursuant to Article XIX. 4date assurance of future performance shall redam®ng other things) that the
following minimum criteria be met: (1) Tenant's gsaeceipts in the ordinary course of businessdutie thirty (30) days preceding the C
must be greater than ten (10) times the next mpitistallment of the Base Rent and additional ré&jtBoth the average and median of
Tenant's monthly gross receipts in the ordinarysewf business during the seven (7) months pregetie Case must be greater than ten
times the next monthly installment of the Base Rewt additional rent; (3) Trustee must pay itshested pro rata share of the cost of all
services performed or provided by Landlord (whettiegctly or through agents or contractors and twebr not previously included as part
of the Base Rent) in advance of the performangearision of such services; (4) Trustee must agitaeTenant's business shall be condu

in a first-class manner, and that no liquidatinig sauction or other non-first-class business dpmrahall be conducted in the Premises; (5)
Trustee must agree that the use of the Premisgtatasl in this Lease shall remain unchanged andhthprohibited use shall be permitted; (6)
Trustee must agree that the assumption or assumptiassignment of this Lease shall not violataftect the rights of other tenants in the
Building; (7) Trustee must pay at the time the magnthly installment of the Base Rent is due, iditin to such installment, an amount
equal to the monthly installments of the Base Rt additional rent due for the next six (6) montieseafter, such amount to be held as a
security deposit; (8) Trustee must agree to payediately after Landlord draws on such security dégbe amount drawn; (9) Trustee must
comply with all of Tenant's obligations under thisase; and (10) All assurances of future perforreapecified in the Bankruptcy Code must
be provided.
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ARTICLE XXI
SUBORDINATION

21.1 This Lease is subject and subordinate toi¢he provisions, operation and effect of all moges, deeds of trust, ground leases or other
security instruments which may now or hereafteiuemzer the Building or the Land (collectively "Moatges"), to all funds and indebtedness
intended to be secured thereby, and to all renewsglsnsions, modifications, recastings or refimageg thereof. The holder of a Mortgage to
which this Lease is subordinate shall have thet (igibject to any required approval of the holdeary other Mortgage) at any time to
declare this Lease to be superior to the lien, ipions, operation and effect of such Mortgage. fiinegoing notwithstanding, subordination
of this Lease to any Mortgage is conditioned onhtbleler of such Mortgage's agreeing to executebarsiination, nondisturbance and
attornment agreement (on such holder's customany)fo

21.2 At Landlord's request Tenant shall executenptty any requisite or appropriate document configrsuch subordination. Tenant waives
the provisions of any statute or rule of law nowhereafter in effect which may give Tenant any righterminate or otherwise adversely
affect this Lease or Tenant's obligations in thené\any such foreclosure proceeding is prosecutedropleted or in the event the Land, the
Building or Landlord's interest therein is transéer by foreclosure sale or by deed in lieu of faregre. If this Lease is not extinguished upon
such transfer or by the transferee following suahgfer, then, at the request of such transfereeart shall attorn to such transferee and shall
recognize such transferee as landlord. Upon sdcatent such transferee shall not be (a) bounanyypayment of the Base Rent or
additional rent more than one (1) month in advaftgebound by any amendment of this Lease madeowitthe consent of the holder of each
Mortgage existing as of the date of such amendnfenliable for any breach, act or omission of @niypr landlord, (d) subject to any offsets
or defenses which Tenant might have against amy [aindlord, or (e) liable for return of the Se¢yeposit unless such transferee actually
receives the Security Deposit. Within five (5) dayter receipt, Tenant shall execute, acknowledgkedeliver any requisite or appropriate
document submitted to Tenant confirming such attamt.

21.3 If a (prospective or current) holder of a Njade requires that modifications to this Leasehiained, and provided that such
modifications

(a) are reasonable, (b) do not adversely affecaifesniuse of the Premises as herein permittedi@mtb not increase the rent and other sums
to be paid by Tenant, then Landlord may submiténdnt an amendment to this Lease incorporating mctifications. Tenant shall execute,
acknowledge and return such amendment within )al@ys after receipt if Tenant reasonably appreues amendment.
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ARTICLE XXl
QUIET ENJOYMENT

22.1 If Tenant shall perform timely all of its odpitions, then, subject to the provisions of thiagdes Tenant shall during the Lease Term
peaceably and quietly occupy and enjoy possessitred’remises without hindrance by Landlord oraagyclaiming through Landlord. The
foregoing notwithstanding, this Lease is continggmin Landlord's purchasing the Building. If Landlaoes not purchase the Building by
May 1, 1998, then this Lease shall terminate.

22.2 Landlord reserves the right to: (a) changestteet address and name of the Building; (b) €fidnt is not the sole tenant of the Building)
change the arrangement and location of entranessageways, doors, doorways, corridors, elevataiss, restrooms or other public parts of
the Building;

(c) erect, use and maintain pipes, conduits aner@huipment in and through the Premises; (d)diidnt is not the sole tenant of the
Building) grant to anyone the exclusive right taxdact any particular business in the Building mabinsistent with the permitted use of the
Premises; (e) use or lease exclusively the rodévealks and other exterior areas; (f) resubdivideltand or to combine the Land with other
lands; (g) (if Tenant is not the sole tenant of Buélding) construct improvements on the Land amthie public and common areas of the
Building; (h) relocate any parking area designdted enant's use; (i) during the last 12 monththefLease Term, display signs,
advertisements and notices on any part of the iexter interior of the Building; and (j) make alédions to the Premises after Tenant vacates
the Premises or portion thereof and without retigvienant of its obligation to pay rent through éxiration of the Lease Term. Exercise of
any such right shall not be considered a constrei@viction or a disturbance of Tenant's businesgoupancy. Landlord shall use reason
effort to minimize any disruption.

ARTICLE XXIII
GENERAL PROVISIONS

23.1 Tenant acknowledges that neither Landlordangrbroker, agent or employee of Landlord has naagyerepresentation or promise with
respect to the Premises or the Building excepkpeessly set forth herein, and no right is beinguaed by Tenant except as expressly set
forth herein. This Lease contains the entire agesgrof the parties and supersedes all prior agretsyneegotiations, letters of intent,
proposals, representations, warranties and dismsbietween the parties. This Lease may be changety manner only by an instrument
signed by both parties.

23.2 Nothing contained herein shall be construetteating a relationship between the parties dtiear that of landlord and tenant.

23.3 Each party warrants that in connection with tiease it has not employed or dealt with any érpigent or finder other than the Broker
(s). Landlord shall pay each Broker pursuant teagate agreement with such Broker.

23.4 From time to time upon ten (10) days' prioitten notice, Tenant and each subtenant and ass@frieenant shall execute, acknowledge
and deliver to Landlord and its designees a wristatement certifying: (a) that this Lease is unifiedl and in full force and effect (or that
this Lease is in full force and effect as modiféad stating the modifications); (b) the dates tacivinent and any other charges have been
paid; (c) that Landlord is not in default in thefeemance of any obligation (or specifying the mataf any default); (d) the address to which
notices are to be sent; (e) that this Lease isrsliuiie to all Mortgages; (f) that Tenant has atsethe Premises and all work therefor has
been completed (or specifying the incomplete
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work); and (g) such other matters as Landlord neagonably request. Any such statement may be ngtied by any owner of the Building
the Land, any prospective purchaser of the Buildinthe Land, any holder or prospective holder bfatgage or any other person or entity.
Time is of the essence to the delivery of suclestants.

23.5 LANDLORD AND TENANT WAIVE TRIAL BY JURY IN ANY ACTION, CLAIM OR COUNTERCLAIM BROUGHT IN
CONNECTION WITH ANY MATTER ARISING OUT OF OR IN ANYWAY CONNECTED WITH THIS LEASE, THE LANDLORD-
TENANT RELATIONSHIP, TENANT'S USE OR OCCUPANCY OFHE PREMISES OR ANY CLAIM OF INJURY OR DAMAGE.
Tenant consents to service of process relatingycach action at the Premises; provided, howekat,nothing herein shall be construed as
requiring such service at the Premises. LandlotdTaanant waive any objection to the venue of anipadiled in any court situated in the
jurisdiction in which the Building is located andhiwe any right under the doctrine of forum non cemens or otherwise to transfer any s
action to any other court.

23.6 Any notice or other required communicationlidh@in writing and deemed duly given when delaein person (with receipt therefor)
sent (postage prepaid, return receipt requeste&ebtgral Express, other overnight courier, or fiedtior registered mail, to the following
addresses: (a) if to Landlord, 8227 Old Courthdrisad, Suite 100, Vienna, Virginia 22182; or (bipifTenant, at the Tenant Address for
Noatices. A party may change its address for theivtg of notices by notice given in accordancehwtfitis Section. If Landlord or the hold

of any Mortgage notifies Tenant that a copy of eaatice to Landlord shall be sent to such holder sppecified address, then Tenant shall
give (in the manner specified in this Section antha same time such notice is given to Landlordday of each such notice to such holder,
and no such notice shall be considered duly givéess such copy is so given to such holder. If ieokims that Landlord has breached any
obligation, then Tenant shall give such holdere®specifying the breach and permit such holdeaaanable opportunity (not less than sixty
(60) days) to cure the breach. Such holder's cuingndlord's default shall be deemed performadnckandlord.

23.7 Each provision shall be valid and enforcetdkbe fullest extent permitted by law. If any pigign or its application to any person or
circumstance shall be invalid or unenforceablenyp extent (e.g., an interest rate is usurious) thech provision shall be deemed to be
replaced by the valid and enforceable provisiontraobstantively similar thereto (e.qg., the highest-usurious interest rate) and the
remainder of this Lease and the application of qrolision to other persons or circumstances stuilbe affected.

23.8 Headings are used for convenience and shiaienoonsidered in construing this Lease. Genderogpiate pronouns and plural or
singular forms shall be substituted as the conte§t require. This Lease may be executed in multplenterparts, each of which is deemed
an original and all of which constitute one andshee document.

23.9 This Lease shall be binding upon and inutbédenefit of each party and its successors asigress subject to the provisions restricting
assignment or subletting.

23.10 Upon reasonable prior notice, Tenant shathfid_andlord and its designees to enter the Presniwithout rent abatement, to inspect
and exhibit the Premises (but exhibition to pros§pedenants shall be limited to the last 18 momththe Lease Term) and make such
alterations and repairs as Landlord deems necessary

23.11 This Lease shall be governed by the lawheBtate of Maryland.
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23.12 The submission to Tenant of correspondenea ansigned copy of this document shall not ctrtstian offer or option to lease. This
Lease shall become effective only upon executiahdalivery by both parties.

23.13 Time is of the essence with respect to ehtiaiion of Tenant and Landlord.

23.14 Landlord reserves the right to make changéset Building's plans and specifications, providadh changes do not alter Tenant's use
and enjoyment of the Premises or increase thefaotxes, services and utilities for which Teniantesponsible.

23.15 All amounts payable by Tenant shall be paidandlord by check (subject to collection) dravpon a local clearinghouse bank and
delivered to the address to which notices to Lamidéwe to be given or to such other party or subkroaddress as Landlord may designate in
writing. Except as otherwise specified, any amavmed by Tenant to Landlord, and any cost, expatem®age or liability incurred by
Landlord for which Tenant is liable, shall be calesied additional rent payable pursuant to this &easl paid by Tenant within ten (10) days
after the date Landlord notifies Tenant of the amahereof.

23.16 Tenant's liabilities existing as of the eapan or earlier termination of the Lease Term lshialvive such expiration or termination.

23.17 If either party is delayed or prevented fioenforming any obligation due to fire, act of Ggdyvernmental act or failure to act, labor
dispute, inability to procure materials or any @absyond such party's reasonable control (whethslas or dissimilar to the foregoing), then
the time for performance shall be excused for #réop of such delay or prevention and extendecfperiod equal to the period of such de
or prevention. The foregoing notwithstanding, tBection shall not excuse any late payment or extemtlease Term.

23.18 Landlord's review, approval and consent psyjiacluding the right to review plans and speaifions) are for its benefit only. Such
review, approval or consent (or conditions imposecbnnection therewith) shall be deemed not testiturie a representation concerning
legality, safety or any other matter. Tenant waiaeg right to damages based upon Landlord's agtaakllegedly wrongfully withholding or
delaying any approval or consent. Tenant's soledyntherefor shall be a proceeding for specifidqrerance, injunction or declaratory
judgment.

23.19 From time to (but not more than twice peryg@me upon fifteen
(15) days' prior written notice, Tenant shall sutsnich information regarding the financial conditiaf Tenant as Landlord may reasonably
request. Tenant warrants that all such informateretofore or hereafter submitted is and shalldseect and complete.

23.20 Deletion of any printed, typed or other portof this Lease or prior draft hereof shall natlemce an intention to contradict such del
portion. Such deleted portion shall be deemedmbate been inserted in this Lease. Interpretatidhis Lease shall not be affected by any
claim that this Lease has been prepared by eitingy.p

23.21 The person executing on Tenant's behalf werdue authorization to so act.
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IN WITNESS WHEREOF, the parties have executedlibise as of the date first above written.

WITNESS: LANDLORD:

RED BRANCH ROAD
BY: Atlantic Re

/sl Stan Barg By: /s/ Cha
Title: Exec
WITNESS: TENANT:

GSE SYSTEMS, IN

/sl Thomas K. Milhollan By: /s/ Rob
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EXHIBIT 10.26
March 6, 1998

GSE POWER SYSTEMS, INC.

f/lk/a Simulation, Systems and
Services Technologies Company, Inc.
MSHI, Inc.

8930 Stanford Boulevard

Columbia, Maryland 21045

Re: Letter of Credit, Loan and Security Agreemeaated as of January 30, 1996 (the "Loan Agreemégtgnd among GSE Power Systems,
Inc. ("GSE"), MSHI, Inc. ("MSHI") and CoreStatesiida N.A. ("CoreStates").

Dear Sirs:

GSE, MSHI and CoreStates are parties to the Loarekgent, as the same has been amended from timeetocGSE Systems, Inc. is a
guarantor of the obligations under the Loan Agre®me

Pursuant to its terms, the Loan Agreement expireceihber 31, 1997. CoreStates agreed on Decemb®92B, to extend the Expiration
Date (as such term is defined in the Loan Agreejrterilarch 31, 1998. Please be advised that CaieSkeereby agrees to extend the
Expiration Date until June 30, 1998 provided, hogrethat for such extension to be effective, thpdikImport Bank of the United States
must agree to a corresponding extension of its Wigrapital Guarantee No. AP066390XB.

Please signify your acceptance of this extensioex@cuting this letter agreement in the space gealvbelow.
Very truly yours,

/sl Derrick R. Davis

Derrick R. Davis,
Vice President
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The foregoing extension is accepted and acknowtttige 6th day of March 1998.
GSE POWER SYSTEMS, INC.

By: /s/ Robert W. Stroup

Its: Executive Vice President,
Secretary & Treasurer

CONSENT OF GUARANTORS

GSE Systems, Inc., as guarantor of the obligatidr@iSE Power Systems, Inc. and MSHI, Inc. purst@iteir certain Guaranty and
Suretyship Agreement dated January 30, 1996 hemfsents to the extension of the Expiration Datgeti$orth above this 6th day of March
1998.

GSE SYSTEMS, INC.

By: /s/ Robert W. Stroup

Its: Executive Vice President,
Secretary & Treasurer
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EXHIBIT 10.27
March 6, 1998

GSE PROCESS SOLUTIONS, INC.
8930 Stanford Boulevard
Columbia, Maryland 21045

Re: Amended and Restated Letter of Credit, LoanSewlirity Agreement dated October 13, 1995 (thafiLAgreement") by and between
GSE Process Solutions, Inc. ("GSE") and CoreSBdaek, N.A. ("CoreStates").

Dear Sirs:

GSE and CoreStates are parties to the Loan Agrdeaethe same has been amended from time to Biorsuant to its original terms, the
Loan Agreement expired December 31, 1997. By lelé¢ed December 29, 1997, CoreStates agreed todetkte Termination Date, as such
term is defined in the Loan Agreement, until MaBdh 1998. GSE Systems, Inc. and GSE Erudite Softwac. guarantee the obligations
under the Loan Agreement. GSE Systems, Inc. hasetlCoreStates that it is considering the sal@Sk Erudite Software, Inc. Capitalized
terms used in this letter shall have the same mgaras given to such terms in the Loan Agreemeitgsa the context requires otherwise.

GSE has requested that CoreStates (a) permit Adganexcess of the current Collateral Value bydasing the amount of the Collateral
Value from the date hereof until the earlier towoaf the sale of GSE Erudite Software, Inc. or M&y 1998 by the amount of $1,500,000
(the "Overadvance Limit") and

(b) extend the Termination Date until June 30, 193&eStates is agreeable to such increase anaksexteprovided the following terms and
conditions are met:

1. Delivery of each of the following:

(a) Guaranty agreements (each a "Guaranty") ofSkr&tegies Corporation ("Strategies") and ManTetérhational Corporation
("ManTech") assuring payment of the obligation&&&E to CoreStates due under the Loan Agreementiedlce amount of $1,500,000 and
in the aggregate amount of $3,000,000, in the faitached hereto as Exhibit A. (ManTech and Strategre hereafter sometimes called
"Guarantors".)

(b) A copy, certified in writing by the Secretaryan Assistant Secretary of each of ManTech amat&jies, of (i) resolutions of the Board of
Directors of each "Guarantor" evidencing approfahe Guarantees and each matter contemplatedotharel (ii) each document evidencing
other corporate action and governmental approifasy, with respect to the Guarantees and (i§jaaiement as to the names and signatur
the officers of each Guarantor authorized to signGuarantees and the other documents or certificatbe executed or delivered pursuant
thereto; and

(c) A favorable opinion of counsel to each Guaraimdorm and substance as attached hereto as E#hib

2. Retroactive to February 1, 1998, (a) each PRaie Loan shall bear interest as provided in trenLAgreement, except that the rate she
applied at Prime Rate plus 1.00% and (b) each Ellevd_oan shall bear interest as provided in tbah. Agreement, except that the rate shall
be applied at the LIBO Rate plus 3.00%.



3. (a8) No Loan shall continue as a Eurodollar Lafiar the expiration of the current Interest Perivalnew Eurodollar Loans shall be made
and no Prime Rate Loan shall be converted intoradallar Loan.

(b) No Letters of Credit shall be issued underltban Agreement.
(c) GSE shall pay no cash fees to either Guardatdhe issuance of its Guaranty.

4. (a) GSE will pay on demand all costs and expe(iseluding the reasonable fees and out-of-poekpenses of the Bank's counsel and the
Bank's auditors and consultants) incurred by thekBa connection with (i) audits and Collateralieaw, (ii) the preparation and negotiatior
this letter agreement and the Guarantees, andh@ignforcement and protection of the rights efBlank in connection with this letter
agreement or either of the Guarantees.

(b) In consideration for the establishment of thee@dvance Limit and the extension of the Termaraate until June 30, 1998, GSE wiill
pay to the Bank a restructuring and waiver fedentobtal amount of $70,000.

5. Beginning with Monday, March 9, 1998, and onteAtednesday thereafter, GSE shall deliver a Bomgw@ertificate with information
completed as of the previous Friday to CoreStaid¢ise same form as Exhibit B to the Loan Agreement.

6. In the event of a sale of GSE Erudite Softwhre,, the Commitment shall immediately be reduae#iz,000,000 and GSE shall thereupon
make such payments on the Loans as are requiredtece the total of the outstanding balances of tzens and the Letter of Credit
Obligations to not more than the lesser of (a)Gb#ateral Value or (b) the Commitment. For thegmsge of this paragraph such sale shall be
deemed to have occurred at such time as the legagjuitable title to all or substantially all ofetlassets or stock of GSE Erudite Software,
shall have been transferred to the purchaser thereo

7. GSE has informed CoreStates that the finantagéents that will be issued as of December 397 Hhd March 31, 1998 will almost
certainly report results that will fail to meet t68ash Flow Coverage Ratio and the Tangible Net MMarbvisions found in Sections 10.1 and
10.3 of the Loan Agreement, respectively. CoreStagreby waives any Default or Event of Defaultsealby the failure to meet the Cash
Flow Coverage Ratio for the periods ending Deceriel 997 and March 31, 1998 only and waives arfaleor Event of Default caused
by the failure to meet the Tangible Net Worth psian for the periods ending December 31, 1997 aattM31, 1998, provided, however,
that the Tangible Net Worth shall be at least $8ilion for the period ending December 31, 1997 &Bdnillion for the period ending March
31, 1998.

Except as the Loan Agreement is specifically amdratemodified or any provision thereof is waivell psovisions of the Loan Agreement
and the other Financing Documents shall remainlirfdrce and effect and CoreStates reserves atsafghts thereunder.
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Please signify your acceptance of this extensioex@cuting this letter agreement in the space gealvbelow.
Very truly yours,

/sl Derrick R. Davis

Derrick R. Davis,
Vice President

The foregoing agreement is accepted and acknowdeithie 6th day of March 1998.
GSE PROCESS SOLUTIONS, INC.

By: /s/ Robert W. Stroup

Its: Executive Vice President,
Secretary & Treasurer

CONSENT OF GUARANTORS

GSE Systems, Inc. and GSE Erudite Software, lach @s guarantor of the obligations of GSE ProSesistions, Inc. pursuant to their
respective guarantees of February 23, 1996 andiloee11, 1997 hereby consent to the terms and tionsliset forth above this 6th day of
March 1998.

GSE SYSTEMS, INC.

By: /s/ Robert W. Stroup

Its: Executive Vice President,
Secretary & Treasurer

GSE ERUDITE SOFTWARE, INC.

By: /s/ Robert W. Stroup

Its: Executive Vice President,
Secretary & Treasurer
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EXHIBIT 11.1

STATEMENT REGARDING COMPUTATION OF EARNINGS PER SHA RE
(in thousands, except per share data)

Year Ended December 31,

1 997 1996 1995

Net (loss) income before preferred dividend.... $( 8,703) $4,143 $3,676
Preferred dividend ............ccccoecveeenne - - --
Net (loss) income available to common shares... $( 8,703) $4,143 $3,676
Weighted averaged common shares

outstanding.........cccoeeuveeeeriinenenn. 5,066 5,066 4,049
Dilutive effect of common stock equivalents

- Stock OptioNS.....coocvvveeeiiiiieeee 0 7 10
Total shares used for earnings per share..... 5,066 5,073 4,059

AHULE). v $ 172) $ 82 $ .91




EXHIBIT 21.1
SUBSIDIARIES OF THE REGISTRANT

The companies listed below are directly or indiseotvned 100% by GSE Systems, Inc. and are includéd consolidated financial
statements. GS Information Systems FSC Ltd, GSEeBsInternational Ltd, MSHI, Inc., GSE Power SysteAB and GSE Process
Solutions, Inc. are wholly owned subsidiaries ofE58/stems, Inc. GP International Engineering & Satian, Inc. and GSE Services
Company L.L.C. are wholly owned subsidiaries of G®Rver Systems, Inc. which is a wholly owned subsjdof MSHI, Inc. GSE Process
Solutions B.V. is a wholly owned subsidiary of GBEbcess Solutions, Inc. GSE Process Solutions Beli.V. and GSE Process Solutions
Singapore (Pte) Limited are wholly owned subsi@isof GSE Process Solutions B.V. J. L. Ryan, kxquired by GSE Power Systems, Inc.
in December 1997, has been merged with and into B&&er Systems, Inc. as of February 1998, with B8&er Systems, Inc. being the
surviving corporation.

Name Jurisdiction of Organization
GS Information Systems FSC Ltd. Barbados

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

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

GSE Process Solutions Belgium N.V. Belgium

GSE Process Solutions Singapore (Pte) Limited Singapore



EXHIBIT 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference irrdggstration statement of GSE Systems, Inc. omFe#8 (File N0.33338805) of our repo!
dated March 31, 1998, on our audits of the conatdid financial statements of GSE Systems, Incf Beoember 31, 1997 and 1996, and for
the years ended December 31, 1997, 1996 and 198&h weport is included in this Annual Report orrfRdLO-K.

Coopers & Lybrand LLP

McLean, Virginia
March 31, 199¢



GSE SYSTEMS, INC.
8930 Stanford Blvd.
Columbia, Maryland 21045

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS that the undersigr@fficers and Directors of GSE Systems, Inc., aaldglre corporation, herel
constitute and appoint Robert W. Stroup and Thokadilhollan, and each of them, the true and lavdgents and attorneys-in-fact of the
undersigned with full power and authority in saigtats and attorneys-in-fact, and in any one or bbthem, to sign, for the undersigned and
in their respective names as Officers and Direatbtie Corporation the Annual Report on Form 16fKhe Corporation to be filed with the
Securities and Exchange Commission, Washington,, Dr@ler the Securities Exchange Act of 1934, asnaled, and any amendment or
amendments to such Annual Report; hereby ratifgimgj confirming all acts taken by such agents atwdregys-in-fact, or any one or more of
them, as herein authorized.

Dated: March 25, 1998

Name Title

/s/ JEROME I. FELDMAN Chai rman of the Board

Jerome I. Feldman

/s/ CHRISTOPHER M. CARNAVOS Dire ctor and President
(Princi pal Executive Officer)

Christopher M. Carnavos

/sl ROBERT W. STROUP Executive Vice Pre sident, Secretary & Treasurer
(Principal Financ ial and Accounting Officer)

Robert W. Stroup

/sl EUGENE D. LOVERIDGE Director a nd Senior Vice President

Eugene D. Loveridge

/sl HANS |. EBENFELT D irector

Hans I. Ebenfelt

/sl SHELDON L. GLASHOW D irector

Sheldon L. Glashow

/s/ JOHN A. MOORE, JR. D irector

John A. Moore, Jr.

/sl GEORGE J. PEDERSEN D irector

George J. Pedersen

/sl MARTIN M. POLLAK D irector

Martin M. Pollak

/sl SYLVAN SCHEFLER D irector

Sylvan Schefler



ARTICLE 5

CIK: 0000944480
NAME: GSE Systems, In
MULTIPLIER: 1
CURRENCY: U.S. Dollar

PERIOD TYPE 12 MO¢S
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
EXCHANGE RATE 1
CASH 334
SECURITIES 0
RECEIVABLES 24,37
ALLOWANCES 0
INVENTORY 2,70C
CURRENT ASSET¢ 31,71«
PP&E 11,31
DEPRECIATION (7,448
TOTAL ASSETS 40,36:
CURRENT LIABILITIES 30,06¢
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 5,06¢
OTHER SE 0
TOTAL LIABILITY AND EQUITY 48,36
SALES 0
TOTAL REVENUES 79,71
CGS 58,32¢
TOTAL COSTS 58,32¢
OTHER EXPENSE! 30,81:
LOSS PROVISION (9,427
INTEREST EXPENSE 765
INCOME PRETAX (11,420
INCOME TAX (2,717
INCOME CONTINUING (8,703
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (8,703
EPS PRIMARY (.72
EPS DILUTED (1.72
End of Filing
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