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     We believe that we were a PFIC for U.S. federal income tax purposes in 2000, 2002, 2003, 2004, 2005, 2006 and 2008, but not in 2001 and 
2007. Metal Storm could be a PFIC again in 2009.  

     As noted above, dividends received by an individual from a “qualified foreign corporation” are eligible for preferential rates of taxation. A 
qualified foreign corporation generally does not include any foreign corporation that is a PFIC for the taxable year in which the dividend is paid 
or for the preceding taxable year.  

     A U.S. shareholder that holds stock in a foreign corporation during any taxable year in which the corporation qualifies as a PFIC is subject 
to tax under the “excess distribution” rules unless the shareholder elects to treat the PFIC as a “qualified electing fund” (“QEF”) or makes a 
“mark-to-market” election, each as discussed below. An “excess distribution” is a distribution with respect to PFIC stock that exceeds 125% of 
the average of such distributions over the preceding three-year period or, if shorter, the shareholder’s holding period for its shares. Excess 
distributions are allocated ratably to each day of the U.S. shareholder’s holding period. Amounts allocated to the current taxable year and any 
years before the corporation was a PFIC are currently included in gross income as ordinary income. Amounts allocated to other taxable years 
are taxed at the highest ordinary income tax rates in effect for those years, and the tax for each such prior year is subject to an interest charge at 
the rate applicable to income tax deficiencies. In addition, the entire amount of any gain that a U.S. shareholder realizes upon a sale or other 
disposition of shares in a PFIC is considered an excess distribution subject to tax and interest as described above. A U.S. shareholder that 
acquires shares in a PFIC from a decedent generally will not receive a “stepped-up” fair market value tax basis in such shares but, instead, will 
receive a tax basis equal to the decedent’s basis, if lower. If a corporation is a PFIC for any taxable year during which a U.S. shareholder holds 
shares in the corporation, then the corporation generally will continue to be treated as a PFIC with respect to the shareholder’s shares, even if 
the corporation no longer satisfies either the passive income or passive assets test described above, unless the U.S. shareholder terminates this 
deemed PFIC status by electing to recognize gain, which will be taxed under the excess distribution rules as if such shares had been sold on the 
last day of the last taxable year for which the corporation was a PFIC.  

     The excess distribution rules may be avoided if a U.S. shareholder makes a QEF election effective beginning with the first taxable year in 
the shareholder’s holding period in which the corporation is a PFIC. A U.S. shareholder that makes a QEF election is required to include in 
income its pro rata share of the PFIC’s ordinary earnings and net capital gain as ordinary income and long-term capital gain, respectively, 
subject to a separate election to defer payment of taxes, which deferral is subject to an interest charge. A U.S. shareholder whose QEF election 
is effective after the first taxable year during the shareholder’s holding period in which the corporation is a PFIC (an “unpedigreed QEF 
election”) will continue to be subject to the excess distribution rules for years beginning with such first taxable year and prior to the year in 
which the QEF election first becomes effective, unless the shareholder elects to recognize as an excess distribution any gain that the 
shareholder would have recognized if the shares were sold on the first day of the first taxable year for which the QEF election is effective. 
Although an option to acquire PFIC stock generally is treated as PFIC stock for purposes of the excess distribution rules, a QEF election with 
respect to a shareholder’s shares will not apply to the shareholder’s options. If a shareholder that owns PFIC shares subject to a QEF election 
acquires additional shares pursuant to the exercise of an option, the additional shares will be subject to the QEF election, but the election may 
be an unpedigreed QEF election with respect to those shares.  

     In general, a U.S. shareholder makes a QEF election by attaching a completed Internal Revenue Service (“IRS”) Form 8621 to a timely filed 
(taking into account extensions) U.S. federal income tax return for the year beginning with which the QEF election is to be effective. (A U.S. 
shareholder of a PFIC must file an IRS Form 8621 annually regardless of whether or not it makes a QEF election.) In certain circumstances, a 
U.S. shareholder may be able to make a retroactive QEF election. In order for a U.S. shareholder to make a valid QEF election, the corporation 
must annually provide or make available to the shareholder certain information. A QEF election can be revoked only with the consent of the 
IRS. Metal Storm does not provide to U.S. holders the information required to make a valid QEF election, and makes no undertaking to provide 
such information in the future.  

     As an alternative to making a QEF election, a U.S. shareholder may make a “mark-to-market” election with respect to its PFIC shares if the 
shares meet certain minimum trading requirements. A U.S. shareholder that makes a mark-to-market election will be required to include in 
income each year an amount equal to the excess of the fair market value of the shares that the shareholder owns as of the close of the taxable 
year over the shareholder’s adjusted tax basis in the shares. The U.S. shareholder will be entitled to a deduction for the excess, if any, of the 
shareholder’s adjusted tax basis in the shares over the fair market value of the shares as of the close of the taxable year; provided, however, that 
the deduction will be limited to the extent of any net mark-to-market gains with respect to the shares included by the U.S. shareholder under the 
election for prior taxable years. The U.S. shareholder’s basis in the shares will be adjusted to reflect the amounts included or deducted pursuant 
to the election. Amounts included in income pursuant to a mark-to-market election, as well as gain on the sale or exchange of the shares, will 
be treated as ordinary income. The deductible portion of any mark-to-market loss, as well as loss on a sale or exchange of shares to the extent 
that the amount of such loss does not exceed net mark-to-market gains previously included in income, will be treated as ordinary loss.  
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     The mark-to-market election applies to the taxable year for which the election is made and all subsequent taxable years, unless the shares 
cease to meet applicable trading requirements or the IRS consents to its revocation. The excess distribution rules generally do not apply to a 
U.S. shareholder for tax years for which a mark-to-market election is in effect. However, if a U.S. shareholder makes a mark-to-market election 
for PFIC stock after the beginning of the shareholder’s holding period for the stock, a coordination rule applies to ensure that the shareholder 
does not avoid the tax and interest charge with respect to amounts attributable to periods before the election.  

     A mark-to-market election is available to a U.S. holder only if the shares are considered “marketable” for these purposes. Shares will be 
considered marketable if they are regularly traded on certain U.S. stock exchanges or certain non-U.S. stock exchanges. For these purposes, 
shares will be considered regularly traded during any calendar year during which they are traded, other than in negligible quantities, on at least 
15 days during each calendar quarter. Any trades that have as their principal purpose, meeting these requirements will be disregarded. It is not 
clear whether our ADSs or ordinary shares will meet the minimum trading requirements necessary to permit a U.S. holder to make a mark-to-
market election with respect to them.  

     U.S. holders are urged to consult their tax advisors as to the effect on them of the PFIC rules and the desirability of making, and the 
availability of, either a QEF election or a mark-to-market election with respect to our ADSs or ordinary shares. Metal Storm provides no 
advice on your taxation matters. The above should not be taken as advice by the reader of this document.  

Backup Withholding Tax and Information Reporting Requirements  

     U.S. backup withholding tax and information reporting requirements generally apply to payments to non-corporate holders of ADSs or 
ordinary shares. Information reporting will apply to payments of dividends on, and to proceeds from the disposition of, ADSs or ordinary 
shares by a paying agent within the United States to a U.S. holder, other than an “exempt recipient,” including a corporation and certain other 
persons that, when required, demonstrate their exempt status. A paying agent within the United States will be required to withhold at the 
applicable statutory rate, currently 28%, in respect of any payments of dividends on, and the proceeds from the disposition of, ADSs or 
ordinary shares within the United States to a U.S. holder, other than an “exempt recipient,” if the holder fails to furnish its correct taxpayer 
identification number or otherwise fails to comply with applicable backup withholding requirements. U.S. holders who are required to establish 
their exempt status generally must provide IRS Form W-9 (Request for Taxpayer Identification Number and Certification).  

     Backup withholding is not an additional tax. Amounts withheld as backup withholding may be credited against a U.S. holder’s U.S. federal 
income tax liability. A U.S. holder may obtain a refund of any amounts withheld under the backup withholding rules by filing the appropriate 
claim for refund with the Internal Revenue Service in a timely manner and furnishing any required information.  

     The discussion above is not intended to constitute a complete analysis of all tax considerations applicable to an investment in ADSs or 
ordinary shares. You should consult with your tax advisor concerning the tax consequences to you in your particular situation.  

     Australian Tax Considerations  

     In this section we discuss the material Australian tax considerations related to the acquisition, ownership and disposal by the absolute 
beneficial owners of ADSs which are evidenced by ADRs, or ordinary shares. This discussion is based upon existing Australian tax law as of 
the date of this annual report, which is subject to change, possibly retrospectively. This discussion does not address all aspects of Australian 
income tax law which may be important to particular investors in light of their individual investment circumstances, such as ADSs or shares 
held by investors subject to special tax rules (for example, financial institutions, insurance companies or tax exempt organizations). In addition, 
this summary does not discuss any foreign or state tax considerations, other than stamp duty. Prospective investors are urged to consult their 
tax advisors regarding the Australian and foreign income and other tax considerations of the purchase, ownership and disposition of the ADSs 
or shares. This summary is based upon the premise that the holder is not an Australian tax resident.  

     Nature of ADRs for Australian Taxation Purposes  

     ADSs held by a U.S. holder will be treated for Australian taxation purposes as held under a ‘bare trust’ for such holder. Consequently, the 
underlying ordinary shares will be regarded as owned by the ADS holder for Australian income tax and capital gains tax purposes. Dividends 
paid on the underlying ordinary shares will also be treated as dividends paid to the ADS holder, as the person beneficially entitled to those 
dividends. Therefore, in the following analysis we discuss the tax consequences to non-Australian resident holders of ordinary shares which, 
for Australian taxation purposes, will be the same as to U.S. holders of ADSs.  
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     Taxation of Dividends  

     Australia operates a dividend imputation system under which dividends may be declared to be ‘franked’ to the extent of tax paid on 
company profits. Fully franked dividends are not subject to dividend withholding tax. Dividends payable by Metal Storm to non-Australian 
resident shareholders will be subject to dividend withholding tax, to the extent the dividends are unfranked. Dividend withholding tax will be 
imposed at 30%, unless a shareholder is a resident of a country with which Australia has a double taxation agreement. Under the provisions of 
the current Double Taxation Convention between Australia and the United States, the Australian tax withheld on unfranked dividends paid by 
us to which a resident of the United States is beneficially entitled is limited to 15%, unless the shares are effectively connected to a permanent 
establishment or fixed base in Australia through which the shareholder carries on business or provides independent personal services, 
respectively.  

     If a company that is a non-Australian resident shareholder owns a 10% or more interest, the Australian tax withheld on dividends paid by us 
to which a resident of the United States is beneficially entitled is limited to 5%.  

     Tax on Sales or other Dispositions of Shares—Capital gains tax  

     Non-Australian resident shareholders will not be subject to Australian capital gains tax on the gain made on a sale or other disposal of our 
shares, unless they, together with associates, hold 10% or more of our issued capital at any time during the five years before the disposal of the 
shares. There are proposed changes to the current legislation, which would exempt holdings of 10% or more of issued capital from Australian 
capital gains tax. At the present time it is uncertain when these proposed changes might take effect.  

     Currently, a non-Australian resident shareholder who owns a 10% or more interest would be subject to Australian capital gains tax to the 
same extent as Australian resident shareholders. The Australian Taxation Office maintains the view that Australian capital gains tax is not 
limited by the Double Taxation Convention between the United States and Australia. Australian capital gains tax applies to net capital gains at 
a taxpayer’s marginal tax rate but for certain shareholders a discount of the capital gain may apply if the shares have been held for 12 months or 
more. For individuals, this discount is 50%. Net capital gains are calculated after reduction for capital losses, which may only be offset against 
capital gains.  

     Tax on Sales or other Dispositions of Shares—Shareholders Holding Shares on Revenue Account  

     Some non-Australian resident shareholders may hold shares on revenue rather than on capital account, for example, share traders. These 
shareholders may have the gains made on the sale or other disposal of the shares included in their assessable income under the ordinary income 
provisions of the income tax law, if the gains are sourced in Australia.  

     Non-Australian resident shareholders assessable under these ordinary income provisions in respect of gains made on shares held on revenue 
account would be assessed for such gains at the Australian tax rates for non-Australian residents, which start at a marginal rate of 29%. Some 
relief from Australian income tax may be available to such non-Australian resident shareholders under the Double Taxation Convention 
between the United States and Australia, for example, because the shareholder does not have a permanent establishment in Australia.  

     To the extent an amount would be included in a non-Australian resident shareholder’s assessable income under both the capital gains tax 
provisions and the ordinary income provisions, the capital gain amount would generally be reduced, so that the shareholder would not be 
subject to double tax on any part of the income gain or capital gain.  

     Dual Residency  

     If a shareholder were a resident of both Australia and the United States under those countries’ domestic taxation laws, that shareholder may 
be subject to tax as an Australian resident. If, however, the shareholder is determined to be a U.S. resident for the purposes of the Double 
Taxation Convention between the United States and Australia, the Australian tax would be subject to limitation by the Double Taxation 
Convention. Shareholders should obtain specialist taxation advice in these circumstances.  

     Stamp Duty  

     A transfer of shares through trading on the Australian Securities Exchange, whether by Australian residents or foreign residents, is not 
subject to Queensland stamp duty.  
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     Australian Death Duty  

     Australia does not have estate or death duties. No capital gains tax liability is realized upon the inheritance of a deceased person’s shares. 
The disposal of inherited shares by beneficiaries, may, however, give rise to a capital gains tax liability.  

     Goods and Services Tax  

     The issue or transfer of shares will not incur Australian goods and services tax.  

F. Dividends and Paying Agents  

     Not applicable.  

G. Statements by Experts  

     Not applicable.  

H. Documents on Display  

     We are subject to the periodic reporting and other informational requirements of the Exchange Act. Under the Exchange Act, we are 
required to file reports and other information with the SEC. Copies of reports and other information, when so filed, may be inspected without 
charge and may be obtained at prescribed rates at the public reference facilities maintained by the SEC at 100 F. Street, N.E., Washington, D.C. 
20549. The public may obtain information regarding the Washington, D.C. Public Reference Room by calling the SEC at 1-800-SEC-0330. 
The public may also view our annual reports and other documents filed with the SEC on the internet at www.sec.gov. As a foreign private 
issuer, we are exempt from the rules under the Exchange Act prescribing the furnishing and content of quarterly reports and proxy statements, 
and our officers, directors and principal shareholders are exempt from the reporting and short-swing profit recovery provisions in Section 16 of 
the Exchange Act.  

I. Subsidiary Information  

     Not applicable.  

Item 11. Quantitative and Qualitative Disclosure about Market Risk  

     We invest excess cash in term deposits with high-quality financial institutions. We do not utilize derivative financial instruments, derivative 
commodity instruments, positions or transactions in any material manner. Accordingly, we believe that we are not subject to any material risks 
arising from changes in interest rates, foreign currency exchange rates, commodity prices, equity prices or other market changes that affect 
market risk sensitive instruments. Since we do not invest in locations outside Australia, we are not subject to cross-border risks, with the 
exceptions of risk set out immediately below.  

     We operate in Australia and the United States and, as a result, are subject to certain foreign currency exposure. Historically, currency 
translation gains and losses have been reflected as adjustments to shareholders’ equity, while transaction gains and losses have been reflected 
as components of income and loss. Transaction gains and losses could be material depending upon changes in the exchange rate relationships 
between the Australian dollar and the U.S. dollar. See Item 5A “Operating and Financial Review and Prospects — Operating Results—Effects 
of Currency Fluctuations” above for a detailed description of the impact of foreign currency translation on our financial statements.  

     In addition, convertible notes issued by Metal Storm have an embedded derivative which is required to be fair valued to market at each 
balance date. As such we are subject to fluctuations in our market price, interest rates and other market changes that affect market risk sensitive 
instruments.  

     We also hold floating rate notes that consist of interests in collateralized debt obligations supported by pools of residential and commercial 
mortgages and other structured credits. The floating rate notes are fair valued to market at each balance date. Resultantly, the valuation of these 
investments at any one time is dependent upon prevailing market conditions including market liquidity. As of December 31, 2008, these 
investments had a face value of A$1,000,000 and a fair value based on market conditions of A$10,000. As such, our exposure to price risk as 
of December 31, 2008 was A$10,000. During the fiscal year, however, our exposure to price risk was substantially more than A$10,000. For 
the first half of 2008, the price risk of the floating rate notes was A$779,200 and, for the second half of 2008, the price risk was A$557,600.  

     Refer footnote 3 on page F-19 for further information.  

Item 12. Description of Securities Other than Equity Securities  

     Not applicable.  
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PART II  

Item 13. Defaults, Dividend Arrearages and Delinquencies  

     Not applicable.  

Item 14. Material Modifications to the Rights of Security Holders and the Use of Proceeds  

     Not applicable.  

Item 15T. Controls and Procedures  

     (a) Disclosure Controls and Procedures  

     Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of the 
design and operation of our disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934) as of 
December 31, 2008. Based upon this evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that the design and 
operation of our disclosure controls and procedures were effective as of that date.  

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

     The management of Metal Storm is responsible for establishing and maintaining adequate internal control over financial reporting (as 
defined in Rule 13a-15(f) under the Securities Exchange Act of 1934). Metal Storm’s internal control system is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with applicable accounting standards.  

     Metal Storm’s internal control over financial reporting includes policies and procedures that:  

     Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of 
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, 
or that the degree of compliance with the policies or procedures may deteriorate.  

     With the participation of Metal Storm’s Chief Executive Officer and Chief Financial Officer, management conducted an evaluation of the 
effectiveness of Metal Storm’s internal control over financial reporting based on the framework in Internal Control — Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission.  

     Based on our evaluation, management has concluded that internal controls over financial reporting were effective as of December 31, 2008. 
A material weakness is a control deficiency, or combination of control deficiencies, that results in more than a remote likelihood that a material 
misstatement of the annual or interim financial statements will not be prevented or detected.  

Remediation of Material Weaknesses in Internal Control over Financial Reporting  

     Our management report on internal control over financial reporting for the year ended 31 December 2007 described a material weaknesses 
in our internal control over financial reporting. The material weaknesses related to an inadequate review process over third party valuations  
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 •  pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of its 
assets and its consolidated entities;

 

 •  provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of Metal Storm are being made only in accordance 
with authorizations of management and directors of Metal Storm and its consolidated entities; and

 

 •  provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the assets 
of Metal Storm and its consolidated entities that could have a material effect on the financial statements.
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obtained for the conversion derivative. During the 2008 year, we remediated the control process over the review of third party valuations to 
specifically include recalculations of third party valuations by the Chief Financial Officer. We completed testing of the design and operating 
effectiveness of this control during the year and determined that as of 31 December 2008 we had remediated the previously reported material 
weakness in internal control over financial reporting.  

     This annual report does not include an attestation report of our registered public accounting firm regarding internal control over financial 
reporting. Management’s report was not subject to attestation by our registered public accounting firm pursuant to temporary rules of the 
Securities and Exchange Commission that permit Metal Storm to provide only management’s report in this annual report.  

     (c) Changes in Internal Control over Financial Reporting  

     Our remediation of the material weaknesses described above during the year ended 31 December 2008 has materially affected our internal 
control over financial reporting.  

Item 16A. Audit Committee Financial Expert  

     Mr. Trevor Tappenden is an “audit committee financial expert” (as defined in Item 16A of Form 20-F) and is “independent” (as defined in 
the rules of The Nasdaq Stock Market Inc.). Please see Item 6A “Directors, Senior Management and Employees — Directors and Senior 
Management” for details of his background.  

Item 16B. Code of Ethics  

     We have adopted a code of conduct to guide executives, management and employees in carrying out their duties and responsibilities. The 
code of conduct covers such matters as:  

     We undertake to provide to any person without charge, upon request, a copy of our code of conduct. Please contact our Company Secretary 
at 011- 61-7-3123-4700 to obtain a copy.  

     In 2008, we did not (expressly or implicitly) grant a waiver under our code of conduct to our principal executive officer, our principal 
accounting officer or controller or persons performing similar functions.  

Item 16C. Principal Accountant Fees and Services  

PricewaterhouseCoopers  

     Fees for audit services include fees associated with the annual audit of the consolidated financial statements, including reviews of our half-
year reports. Audit —related fees principally include the performance of agreed-upon auditing procedures. Tax fees include tax compliance 
services. All other fees include review and consultation work and advice performed related to SEC compliance.  

     The audit committee pre-approved the engagement of PricewaterhouseCoopers for all the services described in Item 16C.  

Item 16D. Exemptions from the Listing Standards for Audit Committees.  

     Not applicable.  

Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers  

     Not applicable.  

Item 16F. Changes in Registrant’s Certifying Accountant  

     Not applicable.  

Item 16G. Corporate Governance  

     Not applicable.  
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 •  responsibilities to shareholders;
 

 •  compliance with laws and regulations;
 

 •  relations with customers and suppliers;
 

 •  ethical responsibilities;
 

 •  employment practices; and
 

 •  responsibilities to the environment and the community.

    
  December 31,
  2008  2007
  A$  A$
Audit fees   445,330 332,000
Audit-related fees   —   — 
Tax fees   — —
All other fees   70,750 —
    

 
   

 
 

Total   516,080 332,000
    

 

   

 

 



                    

Table of Contents 

PART III  

Item 17. Financial Statements  

     The financial statements are included as the “F” pages to this annual report.  

Item 18. Financial Statements  

     Not applicable.  

Item 19. Exhibits  
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Exhibit   
Number  Description of Exhibit

    
1.1   Constitution of Metal Storm*

    
4.1   [not used]

    
4.2   [not used]

    
4.3  

 
DSTO Technology License Agreement dated April 20, 2001, as amended (portions omitted pursuant to a request for confidential 
treatment; non-public information has been filed with the SEC)*

    
4.4   Employment Agreement of Dr. Lee Finniear***

    
4.5   Letter of Offer to Peter D. Faulkner***

    
4.6   Employment Agreement of Brett Farmer

    
4.7   Employment Agreement of David Pashen

    
4.8   Employment Agreement of Dr. Joe Cronin***

    
4.9   [not used]

    
4.10   Discretionary Share Option Scheme*

    
4.11   Convertible Note Trust Deed dated July 11, 2006***

    
8.0   List of Subsidiaries of Metal Storm Limited

    
12.1   Certification by the Chief Executive Officer of Metal Storm Limited in accordance with Section 302 of the Sarbanes-Oxley Act

    
12.2   Certification by the Chief Financial Officer of Metal Storm Limited in accordance with Section 302 of the Sarbanes-Oxley Act

    
13.1   Certification by the Chief Executive Officer in accordance with Section 906 of the Sarbanes-Oxley Act

    
13.2   Certification by the Chief Financial Officer in accordance with Section 906 of the Sarbanes-Oxley Act

 

*  Incorporated by reference from our Registration Statement on Form 20-F filed on December 12, 2001, File No. 000-31212.
 

**  Incorporated by reference from our annual report on Form 20-F filed on July 17, 2006.
 

***  Incorporated by reference from our annual report on Form 20-F filed on May 18, 2007.



                    

Table of Contents 

SIGNATURES  

     The registrant hereby certifies that it meets all the requirements for filing on Form 20-F and that it has duly caused and authorized the 
undersigned to sign this annual report on its behalf.  

Date: July 15, 2009  

 
 METAL STORM LIMITED 

 

 By:  /s/ LEE FINNIEAR   
  Name:  Lee Finniear  
 Title:  Chief Executive Officer 
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Report of Independent Registered Public Accounting Firm  

To the Board of Directors and Shareholders,  

In our opinion, the accompanying consolidated balance sheets and the related consolidated Income Statements, Statements of Cash flows, 
Statements of Changes in Equity and Notes to the Financial Statements present fairly, in all material respects, the financial position of Metal 
Storm Limited and its subsidiairies at December 31, 2008, 2007 and 2006 and the results of their operations and their cash flows for each of the 
three years in the period ended December 31, 2008 in conformity with International Financial Reporting Standards as issued by the 
International Accounting Standards Board. These financial statements are the responsibility of the Company’s management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with the 
standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and discloures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion.  

The accompanying financial statements have been prepared assuming that the Company will continue as a going concern. As discussed in Note 
1 to the financial statements, the Company has suffered recurring losses from operations and has a net capital deficiency that raise substantial 
doubt about its ability to continue as a going concern. Management’s plans in regard to these matters are also described in Note 1. The financial 
statements do not include any adjustments that might result from the outcome of this uncertainty.  

/s/ PricewaterhouseCoopers 

PricewaterhouseCoopers 

Brisbane, Australia 
July 15, 2009  

F-2

   

   

 

PricewaterhouseCoopers 
ABN 52 780 433 757 
 
Riverside Centre 
123 Eagle Street 
BRISBANE QLD 4000 
GPO Box 150 
BRISBANE QLD 4001 
DX 77 Brisbane 
Australia 
Telephone +61 7 3257 5000 
Facsimile +61 7 3257 5999 
www.pwc.com/au
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Metal Storm Limited  

Income Statements 
For the year ended 31 December 2008  

The above Income Statements should be read in conjunction with the accompanying notes.  

F-3  

     
      2008  2007  2006
  Note  $  $  $
  

 

Continuing Operations      
Revenue 6 2,201,331   3,205,381 2,339,310
Fair value movement in derivative   16   3,620,682   2,421,388   (4,469,042)
Foreign exchange differences 444,598   (68,197) 15,864
Consumables used (131,896)   (469,579) (152,471)
Employee expenses 7 (4,229,674)   (4,348,588) (5,342,348)
Finance costs 7 (6,369,138)   (4,934,415) (2,183,013)
Professional fees (1,449,621)   (1,321,686) (1,731,913)
Research and development (1,569,582)   (1,671,057) (990,022)
Office overheads       (623,687)   (576,387)   (831,647)
Facility expenses (713,699)   (790,874) (741,643)
Travel and entertainment (346,412)   (468,868) (523,432)
Communication and technology (296,482)   (360,501) (348,191)
Public relations and compliance (423,223)   (393,967) (339,206)
Impairment expense 7 (769,200)   (220,800) —
       

Loss from continuing operations before Income tax (10,656,003)   (9,998,150) (15,297,754)
      
Income tax expenses 8 —   — —
      
       

Loss after tax from continuing operations (10,656,003)   (9,998,150) (15,297,754)
      

 

      
Discontinued operation     
Loss after tax from discontinued operations       —   —   (39,256)
      
      

 

Loss for the year (10,656,003)   (9,998,150) (15,337,010)
      

 

      
Earnings per share (cents per share)     
- Basic and diluted loss for the year attributable to ordinary equity 

holders of the parent 30 (1.75)   (1.69) (2.85)
Earnings per share (cents per share)                 
- Basic and diluted loss for the year from continuing operations 

attributable to ordinary equity holders of the parent (1.75)   (1.69) (2.84)
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Metal Storm Limited  

Balance Sheets  
As at 31 December 2008  
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      2008  2007  2006
  Note  $  $  $
  

 

Assets     
Current assets     
Cash and cash equivalents   9   7,571,292   14,727,548   23,830,267 
Available-for-sale financial investments 10 10,000   779,200 2,002,080
Trade and other receivables 11 1,120,592   1,563,218 773,130
      

 

Total current assets 8,701,884   17,069,966 26,605,477
      
Non-current assets                 
Trade and other receivables 12 34,202   987,902 510,795
Other financial assets —   — 
Property, plant and equipment 13 508,354   656,260 627,985
Intangible assets and goodwill 14 23,084   74,149 111,824
       

Total non-current assets 565,640   1,718,311 1,250,604
      
Total assets 9,267,524   18,788,277 27,856,081
      
Liabilities     
Current liabilities      
Trade and other payables   15   1,129,438   2,605,145   1,942,525 
Conversion derivative 16 2,187,934   5,963,793 10,811,057
Interest-bearing loans and borrowings 17 18,703,697   12,941,447 13,229,376
Provisions 18 376,582   302,161 441,997
       

Total current liabilities       22,397,651   21,812,546   26,424,955 
      
Non-current liabilities     
Interest-bearing loans and borrowings 19 16,783   215,036 255,845
Other 46,355   68,265 77,949
Total non-current liabilities 63,138   283,301 333,794
      
Total liabilities       22,460,789   22,095,847   26,758,749 
      

 

Net assets (liabilities) (13,193,265)   (3,307,570) 1,097,332
      

 

      
Equity     
Contributed equity 20 66,209,718   65,428,400 59,985,634
Reserves 21 9,035,414   9,046,424 8,895,942
Accumulated losses 22 (88,438,397)   (77,782,394) (67,784,244)
      

 

Total equity (deficiency) (13,193,265)   (3,307,570) 1,097,332
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      2008  2007  2006
  Note  $  $  $
      

 

Cash Flows From Operating Activities     
Receipts from customers (inclusive of GST) 926,582   1,052,095 2,015,018
Payments to suppliers and employees (inclusive of GST)       (9,573,667)   (9,516,201)   (9,864,003)
Interest and other costs of finance paid (2,265,444)   (2,791,790) (287,027)
Research & development tax concession 732,015   — 679,673
      

 

Net cash outflow from operating activities 29 (10,180,514)   (11,255,896) (7,456,339)
      
Cash Flows From Investing Activities                  
Purchase of property, plant and equipment (23,774)   (200,039) (824,299)
Proceeds from the disposal of property, plant and equipment 681   2,127 318,695
Purchase of intangible assets —   (42,847) (137,197)
Interest received 988,900   1,455,190 673,435
Proceeds from sale of available-for-sale financial assets —   1,000,000 3,054,060
Purchase of other financial assets —   — (480,798)
      

 

Net cash inflow from investing activities 965,807   2,214,431 2,603,896
      
Cash Flows From Financing Activities     
Proceeds from issues of shares —   6,639 3,017,685
Share issue costs       —   —   (268,696)
Proceeds from issuance of convertible notes —   — 27,500,000
Transaction costs of rights issues —   — (1,909,878)
Proceeds from borrowings 4,464,459   419,703 306,180
Repayment of borrowings (2,499,916)   (486,114) (598,442)
       

Net cash inflow (outflow) from financing activities 1,964,543   (59,772) 28,046,849
      
Net movement in cash and cash equivalents (7,250,164)   (9,101,237) 23,194,406
Net foreign exchange differences 93,908   (1,482) —
Cash and cash equivalents at beginning of period 14,727,548   23,830,267 635,861
       

Cash and cash equivalents at year end 9 7,571,292   14,727,548 23,830,267
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  Contributed      Accumulated  Total
  Equity  Reserves  Losses  Equity
  $  $  $  $
 

At 31 December 2005 56,559,039 1,668,057   (52,447,234) 5,779,862
Net gains on available-for-sale financial assets — (34,580)   — (34,580)
Currency translation differences   —   10,213   —   10,213 
    

 
   

 
   

 
   

 
 

Total income and expense for the year recognised directly in equity — (24,367)   — (24,367)
Loss for the year — —   (15,337,010) (15,337,010)
                  

Total income/(expense) for the year — (24,367)   (15,337,010) (15,361,377)
Net increase in option reserves — 358,686   — 358,686
Attaching options issued on allotment of renounceable rights issue — 4,379,638   — 4,379,638
Options paid as cost to Harmony — 3,262,000   — 3,262,000
Options expense — (748,072)   — (748,072)
Share options exercised 7,685 —   — 7,685
Issue of share capital   3,035,031   —   —   3,035,031 
Conversion of convertible notes to shares 652,575 —   — 652,575
Share issue costs (268,696) —   — (268,696)
    

 
   

 
   

 
   

 
 

At 31 December 2006 59,985,634 8,895,942   (67,784,244) 1,097,332
    

 

   

 

   

 

   

 

 

      
Realised gains on available-for-sale financial assets — (1,040)   — (1,040)
Fair value movement on available-for-sale financial assets   —   (1,040)   —   (1,040)
Currency translation differences — 16,013   — 16,013
    

 
   

 
   

 
   

 
 

Total income and expense for the year recognised directly in equity — 13,933   — 13,933
Loss for the year — —   (9,998,150) (9,998,150)
                  

Total income/(expense) for the year — 13,933   (9,998,150) (9,984,217)
Share-based payment expense — 136,549   — 136,549
Share options exercised 6,638 —   — 6,638
Conversion of convertible notes to shares 5,436,128 —   — 5,436,128
                  

At 31 December 2007 65,428,400 9,046,424   (77,782,394) (3,307,570)
    

 

   

 

   

 

   

 

 

                  
Currency translation differences — (38,242)   — (38,242)
    

 
   

 
   

 
   

 
 

Total income and expense for the year recognised directly in equity — (38,242)   — (38,242)
Loss for the year — —   (10,656,003) (10,656,003)
    

 
   

 
   

 
   

 
 

Total income/(expense) for the year — (38,242)   (10,656,003) (10,694,245)
Share-based payment expense — 27,232   — 27,232
Issue of share capital 124,114 —   — 124,114
Conversion of convertible notes to shares 657,204 —   — 657,204
    

 
   

 
   

 
   

 
 

At 31 December 2008 66,209,718 9,035,414   (88,438,397) (13,193,265)
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Notes to the financial statements (continued) 
31 December 2008  

1. Going concern  

The financial statements have been prepared on the basis of going concern which contemplates continuity of normal business activities and the 
realisation of assets and settlement of liabilities in the ordinary course of business.  

Key financial data for the Consolidated Entity for the financial year ended 31 December 2008 and 2007 is disclosed below:  

To maintain development activities at planned levels the Directors project that the net operating cash outflows for the next 12 months are 
expected to be between $10m and $12m. In addition the Company has convertible notes that mature on 1 September 2009 when any 
outstanding notes debt becomes due and payable.  

Noteholders were provided the option to receive their capital back at maturity or convert their holding to shares in the Company during or at the 
end of the term. If no more notes are converted to shares, the debt payable by the Company would be approximately $20m. Whilst Noteholders 
receive a 10% discount on the share price by converting, there is no guarantee all or any Noteholders will utilise this incentive and convert their 
holdings to shares.  

This means that over the next 12 months the Company faces potential cash outlays of up to $32m. At 31 December 2008 the Company held 
cash and marketable securities of $7.6m and net cash and marketable securities of $5.6m adjusted for short term loans.  

As such there is substantial doubt in regards to the Consolidated Entity’s ability to continue as a going concern for the next 12 months.  

Over the past couple of years the Company has continually reviewed and trimmed operational costs where possible in order to devote as much 
capital as possible to the development of the technology. Reducing costs further would still not allow the Company to meet its debts as and 
when they fall due for the next 12 month period.  

In order to continue operating for the next 12 months, the Company will explore a number of avenues to overcome this funding deficit. The 
Company is working with a number of advisers with a view to source capital for the Company. The Company is also considering potential 
strategic investors, has called for a meeting of Noteholders on 31 July 2009 proposing to amend the convertible notes terms including a 
extension to the maturity date, has conducted a Share Purchase Plan and is investigating funding from Federal and State Governments.  

The Accounting Standards require entities to prepare financial statements on a going concern basis unless they intend to liquidate, cease trading 
or have no alternative but to do so.  

The Directors believe that the Consolidated Entity have reasonable prospects of securing sufficient funding in the near future such that they 
have no intention to liquidate or cease trading. The Consolidated Entity believe the alternatives above provide reasonable grounds for them to 
meet their debts as and when they fall due. A substantial effort has been made over the past year to identify new sources of funds and although 
the current economic climate is not conducive to raising capital, the Directors have not yet investigated all potential options available to them 
that would allow the Consolidated Entity to continue to operate. The Directors fully appreciate that future sources of funding and resolution to 
the repayment of the convertible notes are directly linked and will need to be resolved well in advance of 31 August 2009.  

The uncertainty of obtaining additional capital or grants and extending the term of the convertible notes create a substantial doubt as to whether 
the Consolidated Entity will continue as a going concern and, therefore whether they will realise their assets and settle their liabilities at 
amounts different from those stated in the financial report.  

No adjustments have been made to the financial statements relating to the recoverability and classification of the asset carrying amounts or 
classification of liabilities that might be necessary should the Consolidated Entity not continue as a going concern.  
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  2008  2007
  $  $
  

 

Cash at Bank   7,571,292 14,727,548
Loss for the Year   (10,656,003) (9,998,150)
Net cash outflow from operating activities   (10,180,514) (11,255,896)
Net liabilities   (13,193,265)   (3,307,570)
Net equity (deficiency)   (13,193,265) (3,307,570)
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Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies  

The principal accounting policies adopted in the preparation of the financial report are set out below. These policies have been consistently 
applied to all the years presented, unless otherwise stated. The financial report includes separate financial statements for Metal Storm Limited 
as an individual entity and the Group consisting of Metal Storm Limited and its subsidiaries.  

a. Basis of preparation  

This general purpose financial report has been prepared in accordance with Australian Accounting Standards, other authoritative 
pronouncements of the Australian Accounting Standards Board, Urgent Issues Group Interpretations and the Corporations Act 2001.  

Australian Accounting Standards include Australian equivalents to International Financial Reporting Standards (AIFRS). Compliance with 
AIFRS ensures that the consolidated financial statements and notes of Metal Storm Limited comply with International Financial Reporting 
Standards (IFRS).  

The Group’s financial statements are in compliance with IFRS as issued by the IASB.  

These financial statements have been prepared under the historical cost convention, except for available-for-sale financial assets, which are at 
fair value through equity on the balance sheet, and embedded derivative, which is at fair value through profit and loss.  

The preparation of financial statements in conformity with AIFRS requires the use of certain critical accounting estimates. It also requires 
management to exercise its judgement in the process of applying the Group’s accounting policies. The areas involving a higher degree of 
judgement or complexity, or areas where assumptions and estimates are significant to the financial statements are disclosed in Note 4.  

b. Principles of consolidation  

The consolidated financial statements incorporate the assets and liabilities of all subsidiaries of Metal Storm Limited as at 31 December 2008 
and the results of all subsidiaries for the year then ended. Metal Storm Limited and its subsidiaries together are referred to in this financial 
report as the Group.  

Subsidiaries are all those entities (including special purpose entities) over which the Group has the power to govern the financial and operating 
policies, generally accompanying a shareholding of more than one-half of the voting rights. The existence and effect of potential voting rights 
that are currently exercisable or convertible are considered when assessing whether the Group controls another entity.  

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are de-consolidated from the date that 
control ceases.  

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group (Refer to Note 2 (i)).  

Intercompany transactions, balances and gains on transactions between Group companies are eliminated. Losses are also eliminated unless the 
transaction provides evidence of the impairment of the asset transferred. Accounting policies of subsidiaries have been changed where 
necessary to ensure consistency with the policies adopted by the Group.  

Investments in subsidiaries are accounted for at cost in the individual financial statements of Metal Storm Limited.  

The Group applies a policy of treating transactions with minority interests as transaction with parties external to the Group. Disposals to 
minority interests result in gains or losses for the Group that are recorded in the income statement. Purchases from minority interests result in 
goodwill, being the difference any consideration paid and the relevant share acquired of the carrying value of identifiable net assets of the 
subsidiary.  

c. Segment reporting  

A business segment is identified for a group of assets and operations engaged in providing products or services that are subject to risks and 
returns that are different to those of other business segments. A geographical segment is identified when products or services are provided 
within a particular economic environment subject to risks and returns that are different from those of segments operating in other economic 
environments.  
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Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

d. Foreign currency translation  

Items included in the financial statements for Metal Storm Limited, Metal Storm Inc and Metal Storm USA of each of the Group’s entities are 
measured using the currency of the primary economic environment in which the entity operates (‘the functional currency’). The consolidated 
financial statements are presented in Australian dollars, which is Metal Storm Limited’s functional and presentation currency.  

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the transactions. 
Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at year end exchange rates of 
monetary assets and liabilities denominated in foreign currencies are recognised in the income statement.  

Translation differences on non-monetary financial assets and liabilities are reported as part of the fair value gain or loss. Translation differences 
on non-monetary financial assets and liabilities such as equities held at fair value through profit or loss are recognised in profit or loss as part of 
the fair value gain or loss. Translation differences on non-monetary financial assets such as equities classified as available-for-sale financial 
assets are included in the fair value reserve in equity.  

The results and financial position of all the Group entities (none of which has the currency of a hyperinflationary economy) that have a 
functional currency different from the presentation currency are translated into the presentation currency as follows:  

e. Revenue recognition  

Revenue is measured at the fair value of the consideration received or receivable. Amounts disclosed as revenue are net of returns, trade 
allowances, rebates and amounts collected on behalf of third parties.  

The Group recognises revenue when the amount of revenue can be reliably measured, it is probable that future economic benefits will flow to 
the entity and specific criteria have been met for each of the Group’s activities as described below. The amount of revenue is not considered to 
be reliably measurable until all contingencies relating to the sale have been resolved. The Group bases its estimates on historical results, taking 
into consideration the type of customer, the type of transaction and the specifics of each arrangement.  

Revenue is recognised for the major business activities as follows:  

Contract revenue and expenses are recognised in accordance with the percentage of completion method unless the outcome of the contract 
cannot be reliably estimated. Where it is probable that a loss will arise from a contract the excess of total expected contract costs over total 
expected contract revenue is recognised as an expense immediately.  

Where the outcome of a contract cannot be reliably estimated, contract costs are recognised as an expense when incurred, and where it is 
probable that the costs will be recovered, revenue is recognised to the extent of costs incurred.  

Depending on the type of the contract, the stage of completion is measured by reference to labour hours incurred to date as a percentage of 
estimated total labour hours or by costs incurred to date as a percentage of estimated total costs for each contract. Revenue from cost plus 
contracts is recognised by reference to the recoverable costs incurred during the reporting period plus the percentage of fees earned.  

The percentage of fees earned is measured by the proportion that costs incurred to date bear to the estimated total costs of the contract.  

Interest income is recognised on a time proportion basis using the effective interest method. When a receivable is impaired, the Group reduces 
the carrying amount to its recoverable amount, being the estimated future cash flow discounted at the original effective interest rate of the 
instrument, and continues unwinding the discount as interest income. Interest income on impaired loans is recognised using the original 
effective interest rate.  
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•  assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;
 

•  income and expenses for each income statement are translated at average exchange rates (unless this is not a reasonable approximation of 
the cumulative effect of the rates prevailing on the transaction dates, in which case income and expenses are translated at the dates of the 
transactions); and

 

•  all resulting exchange differences are recognised as a separate component of equity.

i.  Contract Revenue

ii.  Interest income
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Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

f. Government grants  

Grants from the government are recognised at their fair value where there is a reasonable assurance that the grant will be received and the 
Group will comply with all attached conditions.  

Government grants relating to costs are deferred and recognised in the income statement over the period necessary to match them with the costs 
that they are intended to compensate.  

Government grants relating to the purchase of property, plant and equipment are included in non-current liabilities as deferred income and are 
credited to the income statement on a straight-line basis over the expected lives of the related assets.  

g. Income tax  

The income tax expense or revenue for the period is the tax payable on the current period’s taxable income based on the national income tax 
rate for each jurisdiction adjusted by changes in deferred tax assets and liabilities attributable to temporary differences and to unused tax losses. 

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets and 
liabilities and their carrying amounts in the consolidated financial statements. However, the deferred income tax is not accounted for if it arises 
from initial recognition of an asset or liability in a transaction other than a business combination that at the time of the transaction affects 
neither accounting nor taxable profit nor loss. Deferred income tax is determined using tax rates (and laws) that have been enacted or 
substantially enacted by the balance sheet date and are expected to apply when the related deferred income tax asset is realised or the deferred 
income tax liability is settled.  

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is probable that future taxable amounts 
will be available to utilise those temporary differences and losses.  

Deferred tax liabilities and assets are not recognised for temporary differences between the carrying amount and tax bases of investments in 
controlled entities where the Company is able to control the timing of the reversal of the temporary differences and it is probable that the 
differences will not reverse in the foreseeable future.  

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets and liabilities and when the 
deferred tax balances relate to the same taxation authority. Current tax assets and tax liabilities are offset where the entity has a legally 
enforceable right to offset and intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously.  

Current and deferred tax balances attributable to amounts recognised directly in equity are also recognised directly in equity.  

h. Leases  

Leases of property, plant and equipment where the Group, as lessee, has substantially all the risks and rewards of ownership are classified as 
finance leases (Note 25 (b)). Finance leases are capitalised at the lease’s inception at the fair value of the leased property or, if lower, the 
present value of the minimum lease payments. The corresponding rental obligations, net of finance charges, are included in other short-term 
and long-term payables. Each lease payment is allocated between the liability and finance cost. The finance cost is charged to the income 
statement over the lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for each period. The 
property, plant and equipment acquired under finance leases is depreciated over the shorter of the asset’s useful life and the lease term.  

Leases in which a significant portion of the risks and rewards of ownership are not transferred to the Group as lessee are classified as operating 
leases (Note 25 (a)). Payments made under operating leases (net of any incentives received from the lessor) are charged to the income 
statement on a straight-line basis over the period of the lease.  

i. Business combinations  

The purchase method of accounting is used to account for all business combinations, including business combinations involving entities or 
businesses under common control, regardless of whether equity instruments or other assets are acquired. Cost is measured as the fair value of 
the assets given, equity instruments issued or liabilities incurred or assumed at the date of exchange plus costs directly attributable to the 
acquisition. Where equity instruments are issued in an acquisition, the fair value of the instruments is their published market price as at the date 
of exchange unless, in rare circumstances, it can be demonstrated that the published price at the date of exchange is an unreliable indicator of 
fair value and that other evidence and valuation methods provide a more reliable measure of fair value. Transaction costs arising on the issue of 
equity instruments are recognised directly in equity.  
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Metal Storm Limited 
Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

i. Business combinations (cont.)  

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are measured initially at their fair values 
at the acquisition date, irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair value of the Group’s 
share of the identifiable net assets acquired is recorded as goodwill (Refer to Note 2 (0) (0)). If the cost of acquisition is less than the Group’s 
share of the fair value of the identifiable net assets of the subsidiary acquired, the difference is recognised directly in the income statement, but 
only after a reassessment of the identification and measurement of the net assets acquired.  

Where settlement of any part of cash consideration is deferred, the amounts payable in the future are discounted to their present value as at the 
date of exchange. The discount rate used is the entity’s incremental borrowing rate, being the rate at which a similar borrowing could be 
obtained from an independent financier under comparable terms and conditions.  

j. Impairment of assets  

Goodwill and intangible assets that have an indefinite useful life are not subject to amortisation and are tested annually for impairment or more 
frequently if events or changes in circumstances indicate that they might be impaired. Other assets are reviewed for impairment whenever 
events or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount 
by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to 
sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately 
identifiable cash inflows which are largely independent of the cash inflows from other assets or groups of assets (cash-generating units). Non-
financial assets other than goodwill that suffered impairment are reviewed for possible reversal of the impairment at each reporting date.  

k. Cash and cash equivalents  

For cash flow statement presentation purposes, cash and cash equivalents includes cash on hand, deposits held at call with financial institutions, 
other short-term, highly liquid investments with original maturities of three months or less that are readily convertible to known amounts of 
cash and which are subject to an insignificant risk of changes in value.  

l. Trade receivables  

Trade receivables are initially recognised at fair value and are stated net of any provisions for impairment. Trade receivables are generally due 
for settlement within 30 days.  

Collectibility of trade receivables is reviewed on an ongoing basis. Debts which are known to be uncollectible are written off. A provision for 
impairment of trade receivables is established when there is objective evidence that the Group will not be able to collect all amounts due 
according to the original terms of the receivables. Significant financial difficulties of the debtor, probability that the debtor will enter 
bankruptcy or financial reorganisation, and default or delinquency in payments (more than 30 days overdue) are considered indicators that the 
trade receivable is impaired. The amount of the provision is the difference between the asset’s carrying amount and the present value of 
estimated future cash flows, discounted at the original effective interest rate. Cash flows relating to short-term receivables are not discounted if 
the effect of discounting is immaterial. The amount of the provision is recognised in the income statement in administrative expenditure.  

The carrying amount of the asset is reduced through the use of an allowance account and the amount of the loss is recognised in the income 
statement within ‘administrative expenditure’. When a trade receivable is uncollectible, it is written off against the allowance account for trade 
receivables. Subsequent recoveries of amounts previously written off are credited against administrative expenditure in the income statement.  

m. Investments and other financial assets  

The Group classifies its investments in the following categories: financial assets at fair value through profit or loss, loans and receivables, held-
to-maturity investments and available-for-sale financial assets. The classification depends on the purpose for which the investments were 
acquired. Management determines the classification of its investments at initial recognition and, in the case of assets classified as held-to-
maturity, re-evaluates this designation at each reporting date.  

Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is classified in this category if acquired 
principally for the purpose of selling in the short term. Derivatives are classified as held for trading unless they are designated as hedges. Assets 
in this category are classified as current assets.  
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Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

m. Investments and other financial assets (cont.)  

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. They are 
included in current assets, except for those with maturities greater than 12 months after the balance sheet date which are classified as non-
current assets. Loans and receivables are included in trade and other receivables in the balance sheet (Note 11 and 12).  

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturities that the Group’s 
management has the positive intention and ability to hold to maturity. If the Group were to sell other than an insignificant amount of held-to-
maturity financial assets, the whole category would be tainted and reclassified as available-for-sale. Held-to-maturity financial assets are 
included in non-current assets, except for those with maturities less than 12 months from the reporting date, which are classified as current 
assets.  

Available-for-sale financial assets are those non-derivative financial assets that are designated as available for sale or that are not classified as 
any of the preceding categories. After initial recognition available-for-sale assets are measured at fair value with gains or losses being 
recognised as a separate component of equity until the investment is derecognised or until the asset is determined to be impaired, at which point 
time the cumulative gain or loss previously reported in equity is recognised in profit or loss.  

Regular purchases and sales of financial assets are recognised on trade-date — the date on which the Group commits to purchase or sell the 
asset. Investments are initially recognised at fair value plus transaction costs for all financial assets not carried at fair value through profit or 
loss. Financial assets carried at fair value through profit or losses are initially recognised at fair value and transaction costs are expensed in the 
income statement. Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or have been 
transferred and the Group has transferred substantially all the risks and rewards of ownership.  

When securities classified as available-for-sale are sold, the accumulated fair value adjustments recognised in equity are included in the income 
statement as gains and losses from investment securities.  

Loans and receivables and held-to-maturity investments are carried at amortised cost using the effective interest method.  

Available-for-sale financial assets and financial assets at fair value through profit and loss are subsequently carried at fair value. Gains or losses 
arising from changes in the fair value of the ‘financial assets at fair value through profit or loss’ category are presented in the income statement 
within other income or other expenses in the period in which they arise. Dividend income from financial assets at fair value through profit and 
loss is recognised in the income statement as part of revenue when the Group’s right to receive payments is established.  

Changes in the fair value of monetary securities denominated in a foreign currency and classified as available-for-sale are analysed between 
translation differences resulting from changes in amortised cost of the security and other changes in the carrying amount of the security. The 
translation differences related to changes in the amortised cost are recognised in profit or loss, and other changes in carrying amount are 
recognised in equity. Changes in the fair value of other monetary and non-monetary securities classified as available-for-sale are recognised in 
equity.  

The fair values of quoted investments are based on current bid prices. If the market for a financial asset is not active (and for unlisted 
securities), the Group establishes fair value by using valuation techniques. These include the use of recent arm’s length transactions, reference 
to other instruments that are substantially the same, discounted cash flow analysis, and option pricing models making maximum use of market 
inputs and relying as little as possible on entity-specific inputs.  
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Metal Storm Limited 
Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

The Group assesses at each balance date whether there is objective evidence that a financial asset or group of financial assets is impaired. In the 
case of financial instruments classified as available-for-sale, a significant or prolonged decline in the fair value of a security below its cost is 
considered as an indicator that the securities are impaired. If any such evidence exists for available-for-sale financial assets, the cumulative loss 
— measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that financial asset previously 
recognised in profit or loss — is removed from equity and recognised in the income statement. Impairment losses recognised in the income 
statement on instruments classified as available-for-sale are not reversed through the income statement.  

n. Derivatives  

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently remeasured to their fair 
value at each reporting date.  

o. Fair value estimation  

The fair value of financial assets and financial liabilities must be estimated for recognition and measurement or for disclosure purposes.  

The fair value of financial instruments traded in active markets (such as publicly traded derivatives, and trading and available-for-sale 
securities) is based on quoted market prices at the balance sheet date. The quoted market price used for financial assets held by the Group is the 
current bid price.  

The fair value of financial instruments that are not traded in an active market (for example, over-the-counter derivatives) is determined using 
valuation techniques. The Group uses a variety of methods and makes assumptions that are based on market conditions existing at each balance 
date. Quoted market prices or dealer quotes for similar instruments are used for long-term debt instruments held.  

The carrying value less impairment provision of trade receivables and payables are assumed to approximate their fair values due to their short-
term nature. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the 
current market interest rate that is available to the Group for similar financial instruments.  

p. Property, plant and equipment  

Property, plant and equipment is stated at historical cost less accumulated depreciation. Historical cost includes expenditure that is directly 
attributable to the acquisition of the items. Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as 
appropriate, only when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item can 
be measured reliably. The carrying amount of the replaced part is derecognised. All other repairs and maintenance are charged to the income 
statement during the reporting period in which they are incurred.  

Land is not depreciated. Depreciation on other assets is calculated using the straight-line method to allocate their cost or revalued amounts, net 
of their residual values, over their estimated useful lives, as follows:  

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.  

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated 
recoverable amount (Note 2 (j)).  

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These are included in the income statement. When 
revalued assets are sold, it is Group policy to transfer the amounts included in other reserves in respect of those assets to retained earnings.  
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Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

q. Intangible assets  

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net identifiable assets of the acquired 
subsidiary/associate at the date of acquisition. Goodwill on acquisitions of subsidiaries is included in intangible assets. Goodwill on 
acquisitions of associates is included in investments in associates. Goodwill is not amortised. Instead, goodwill is tested for impairment 
annually or more frequently if events or changes in circumstances indicate that it might be impaired, and is carried at cost less accumulated 
impairment losses. Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the entity sold.  

Goodwill is allocated to cash-generating units for the purpose of impairment testing. Each of those cash-generating units represents the Group’s 
investment in each country of operation by each primary reporting segment.  

Research expenditure is recognised as an expense as incurred. Costs incurred on development projects (relating to the design and testing of new 
or improved products) are recognised as intangible assets when it is probable that the project will, after considering its commercial and 
technical feasibility, be completed and generate future economic benefits and its costs can be measured reliably. The expenditure capitalised 
comprises all directly attributable costs, including costs of materials, services, direct labour and an appropriate proportion of overheads. Other 
development expenditures that do not meet these criteria are recognised as an expense as incurred. Development costs previously recognised as 
an expense are not recognised as an asset in a subsequent period. Capitalised development costs are recorded as intangible assets and amortised 
from the point at which the asset is ready for use on a straight-line basis over its useful life.  

Purchased computer software licences are capitalised as intangible non-current assets where they have a useful economic life of more than one 
year. They are amortised on a straight line basis over the shorter of the term of the license and their useful economic life. Impairment testing is 
carried out annually where an indicator of impairment exists.  

Gains or losses arising from derecognition of an intangible asset are measured as the difference between the net disposal proceeds and the 
carrying amount of the asset and are recognised in profit or loss when the asset is derecognised. No gains or losses arising from derecognition 
of intangible assets were recognised in 2008 or 2007.  

r. Trade and other payables  

These amounts represent liabilities for goods and services provided to the Group prior to the end of financial year which are unpaid. The 
amounts are unsecured and are usually paid within 30 days of recognition.  

s. Borrowings  

Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are subsequently measured at amortised cost. 
Any difference between the proceeds (net of transaction costs) and the redemption amount is recognised in the income statement over the 
period of the borrowings using the effective interest method. Fees paid on the establishment of loan facilities, which are not an incremental cost 
relating to the actual draw-down of the facility, are recognised as prepayments and amortised on a straight-line basis over the term of the 
facility.  

The fair value of the liability portion of a convertible bond is determined using a market interest rate for an equivalent non-convertible bond. 
This amount is recorded as a liability on an amortised cost basis until extinguished on conversion or maturity of the bonds. The remainder of 
the proceeds is allocated to the conversion option. This is recognised and included in shareholders’ equity, net of income tax effects.  

Borrowings are removed from the balance sheet when the obligation specified in the contract is discharged, cancelled or expired. The 
difference between the carrying amount of a financial liability that has been extinguished or transferred to another party and the consideration 
paid, including any non-cash assets transferred or liabilities assumed, is recognised in other income or other expenses.  

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least 
12 months after the balance sheet date.  

t. Borrowing costs  

Borrowing costs are expensed as incurred.  
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Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

u. Provisions  

Provisions for legal claims, service warranties and make good obligations are recognised when the Group has a present legal or constructive 
obligation as a result of past events, it is probable that an outflow of resources will be required to settle the obligation and the amount has been 
reliably estimated. Provisions are not recognised for future operating losses.  

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined by considering the 
class of obligations as a whole. A provision is recognised even if the likelihood of an outflow with respect to any one item included in the same 
class of obligations may be small.  

Provisions are measured at the present value of management’s best estimate of the expenditure required to settle the present obligation at the 
balance sheet date. The discount rate used to determine the present value reflects current market assessments of the time value of money and 
the risks specific to the liability. The increase in the provision due to the passage of time is recognised as interest expense.  

v. Employee benefits  

Liabilities for wages and salaries, including non-monetary benefits, annual leave and accumulating sick leave expected to be settled within 
12 months of the reporting date are recognised in other payables in respect of employees’ services up to the reporting date and are measured at 
the amounts expected to be paid when the liabilities are settled.  

The liability for long service leave is recognised in the provision for employee benefits and measured as the present value of expected future 
payments to be made in respect of services provided by employees up to the reporting date using the projected unit credit method. 
Consideration is given to expected future wage and salary levels, experience of employee departures and periods of service. Expected future 
payments are discounted using market yields at the reporting date on national government bonds with terms to maturity and currency that 
match, as closely as possible, the estimated future cash outflows.  

Share-based compensation benefits are provided to employees at the absolute discretion of the Board or via the Metal Storm Limited Employee 
Share Option Plan. Information relating to these schemes is set out in Note 31.  

The fair value of options or shares granted is recognised as an employee benefit expense with a corresponding increase in equity. The fair value 
is measured at grant date and recognised over the period during which the employees become unconditionally entitled to the options.  

The fair value is determined based on grant date. For options, a Black-Scholes option pricing model is used that takes into account the exercise 
price, the term of the option, the impact of dilution, the share price at grant date and expected price volatility of the underlying share, the 
expected dividend yield and the risk free interest rate for the term of the option.  

Superannuation is paid in Australia at a rate of 9% on the employee’s gross wage. 401k contributions are paid in the United States with 
matching contribution equal to 50% on the first 6% of the participant’s compensation.  

w. Share-based payments  

Share-based payments are recognised as expenses when the goods or services received in return for the share-based payment are received. 
Share-based payments are recognised as assets when the goods or services received in the transaction qualify for recognition as assets.  

Share-based payments are measured at the value of the goods or services received. Where the goods or services received cannot be reliably 
measured the share-based payment is measured at fair value at grant date.  

x. Contributed equity  

Ordinary shares are classified as equity.  

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from the proceeds. 
Incremental costs directly attributable to the issue of new shares or options for the acquisition of a business are not included in the cost of the 
acquisition as part of the purchase consideration.  
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Notes to the financial statements (continued) 
31 December 2008  

2. Summary of significant accounting policies (cont.)  

y. Goods and services tax (GST)  

Revenues, expenses and assets are recognised net of the amount of associated GST, unless the GST incurred is not recoverable from the 
taxation authority. In this case it is recognised as part of the cost of acquisition of the asset or as part of the expense.  

Receivables and payables are stated inclusive of the amount of GST receivable or payable. The net amount of GST recoverable from, or 
payable to, the taxation authority is included with other receivables or payables in the balance sheet.  

Cash flows are presented on a gross basis. The GST components of cash flows arising from investing or financing activities which are 
recoverable from, or payable to the taxation authority, are presented as operating cash flow.  

z. Earnings per share  

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Company, excluding any costs of servicing 
equity other than ordinary shares, by the weighted average number of ordinary shares outstanding during the financial year.  

Diluted earnings per share adjusts the figures used in determination of basic earnings per share to take into account the after income tax effect 
of interest and other financing costs associated with dilutive potential ordinary shares and the weighted average number of additional ordinary 
shares that would have been outstanding assuming the conversion of all dilutive potential ordinary shares.  

aa. New accounting standards and interpretations  

Certain new accounting standards and interpretations have been published that are not mandatory for 31 December 2008 reporting periods. The 
Group’s and the Company’s assessment of the impact of these new standards and interpretations is set out below.  

AASB 8 and AASB 2007-3 are effective for annual reporting periods commencing on or after 1 January 2009 at which point the Company will 
adopt them. AASB 8 will result in a significant change in the approach to segment reporting, as it requires adoption of a “management 
approach” to reporting on the financial performance. The information being reported will be based on what the key decision-makers use 
internally for evaluating segment performance and deciding how to allocate resources to operating segments. Application of AASB 8 may 
result in different segments, segment results and different type of information being reported in the segment Note of the financial report. 
However, it will not affect any of the amounts recognised in the financial statements.  

The revised AASB 123 is applicable to annual reporting periods commencing on or after 1 January 2009. It has removed the option to expense 
all borrowing costs and — when adopted — will require the capitalisation of all borrowing costs directly attributable to the acquisition, 
construction or production of a qualifying asset. This will be a change to the Group’s current accounting policy which is to expense all 
borrowing costs as incurred. The Group will apply the revised AASB 123 from 1 January 2009 and capitalise its borrowing costs relating to all 
qualifying assets for which the commencement date for capitalisation is on or after this date. The impact on the financial statements will 
depend on the amount of qualifying assets and related borrowing costs in the first year of application. Had the revised standard been applied in 
the current financial year, there would have been no impact on the reported loss.  

The revised AASB 101 that was issued in September 2007 is applicable for annual reporting periods beginning on or after 1 January 2009. It 
requires the presentation of a statement of comprehensive income and makes changes to the statement of changes in equity but will not affect 
any of the amounts recognised in the financial statements. If an entity has made a prior period adjustment or a reclassification of items in the 
financial statements, it will also need to disclose a third balance sheet (statement of financial position), this one being as at the beginning of the 
comparative period.  
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2. Summary of significant accounting policies (cont.)  

aa. New accounting standards and interpretations (cont.)  

AASB 2008-1 was issued in February 2008 and will become applicable for annual reporting periods beginning on or after 1 January 2009. The 
revised standard clarifies that vesting conditions are service conditions and performance conditions only and that other features of a share-
based payment are not vesting conditions. It also specifies that all cancellations, whether by the entity or by other parties, should receive the 
same accounting treatment. The Group will apply the revised standard from 1 January 2009, but it is not expected to affect the accounting for 
the Group’s share-based payments.  

Revised accounting standards for business combinations and consolidated financial statements were issued in March 2008 and are operative for 
annual reporting periods beginning on or after 1 July 2009, but may be applied earlier. The Group has not yet decided when it will apply the 
revised standards. However, the new rules generally apply only prospectively to transactions that occur after the application date of the 
standard. Their impact will therefore depend on whether the Group will enter into any business combinations or other transactions that affect 
the level of ownership held in the controlled entities in the year of initial application. For example, under the new rules: all payments (including 
contingent consideration) to purchase a business are to be recorded at fair value at the acquisition date, with contingent payments subsequently 
remeasured at fair value through all transaction cost will be the Group will need to decide whether to continue goodwill based only on the 
parent’s share of net assets or whether recognise goodwill also in relation to the non-controlling (minority interest, when control is lost, any 
continuing ownership interest in the will be remeasured to fair value and a gain or loss recognised in profit or loss.  

In July 2008, the AASB approved amendments to AASB 1 First-time Adoption of International Financial Reporting Standards and AABS 127 
Consolidated and Separate Financial Statements. The new rules will apply to financial reporting periods commencing on or after 1 
January 2009. The Group will apply the revised rules prospectively from 1 January 2009. After that date, all dividends received from 
investments in subsidiaries, jointly controlled entities or associates will be recognised as revenue, even if they are paid out of pre-acquisition 
profits, but the investments may need to be tested for impairment as a result of the dividend payment. Furthermore, when a new intermediate 
parent entity is created in internal reorganisations it will measure its investment in subsidiaries at the carrying amounts of the net assets of the 
subsidiary rather than the subsidiary’s fair value.  
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3. Financial risk management  

The Company’s and Group’s activities expose it to a variety of financial risks: market risk, credit risk and liquidity risk. The Company’s and 
Group’s overall risk management program focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects 
on the financial performance of the Company and Group.  

The Company’s and Group’s principal financial instruments comprise cash, short-term deposits, available-for-sale financial assets, finance 
leases, convertible notes and related embedded derivatives. It is, and has been throughout the period under review, the Company’s policy that 
no trading in financial instruments shall be undertaken.  

a. Market risk  

The Group operates internationally and is exposed to foreign exchange risk arising from various currency exposures, primarily with respect to 
the US dollar.  

The Group’s objective is to minimise the exposure to fluctuations in the foreign exchange rate on the Company’s monetary assets and 
liabilities. It is the Group’s policy to maintain minimum operating cash balances denominated in foreign currencies. Where practicable the 
Group will denominate its loans and receivables in Australian dollars.  

At balance date the Group had cash balances equivalent to A$202,610 (2007: A$349,524), receivables equivalent to A$179,045 (2007: 
A$1,042,793) and payables equivalent A$90,830 (2007: A$93,082) denominated in foreign currencies. The Company had no foreign currency 
denominated cash balances, receivables or payables (2007: all nil).  

At balance date had the Australian dollar been weaker/stronger by 10% against the US dollar with all other variables remaining constant, the 
Group’s net loss and equity would have been lower/higher by $20,905 (2007: $130,998).  

The Company’s net monetary assets would remain unchanged.  

The Company and Group has a significant level of interest bearing assets and liabilities which exposes it to interest rate risk.  

The Company and Groups objective is to minimise its exposure to interest rate risk. It is the Company’s and Group’s policy to invest surplus 
funds in the short term market and source funds at fixed interest rates wherever possible.  

At balance date the Group held deposits with a face value of $8,571,292 (2007: $15,727,548) and interest bearing loans of $22,387,275 (2007: 
$21,100,652). The Company held deposits with a face value of $8,368,682 (2007: $15,378,024) and interest bearing loans of $22,355,868 
(2007: $21,075,896).  

All interest bearing deposits are at market rates current at the time of the deposit and have the interest rate revised periodically every 1 to 
3 months. All interest bearing loans are at fixed rates.  

During 2008, had interest rates risen/fallen proportionately by 10% on their actual 2008 levels with all other variables remaining constant, the 
Group’s net loss and equity would have been higher/lower by $54,257 (2007: $148,946 higher/lower) and the Company’s net loss and equity 
would have been higher/lower by $51,002 (2007: $148,946 higher/lower).  

The Company and Group hold Floating Rate Note investments where performance is linked to a credit portfolio. The valuation of these 
investments at any one time is dependent upon prevailing market conditions including market liquidity. As at 31 December 2008 these 
investments had a face value of A$1,000,000 (2007: $1,000,000) and a fair value based on market conditions of $10,000 (2007: $779,200). A 
10% change in the market value of the investments would have increased/decreased the value of the investment by $1,000 (2007: $22,288), 
decreasing/increasing the group loss and equity by the same amount.  

At balance date the Company’s and Group’s exposure to price risk was $10,000 (2007: $779,200). For much of the year, the Company’s and 
Group’s exposure to price risk on the Floating Rate Notes was substantially more than $10,000. The Company marks the investments to fair 
value at each reporting date. For the first half of the year the price risk of the Floating Rate Note was $779,200 and for the second half of the 
year the price risk was $557,600.  
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3. Financial Risk Management (cont.)  

a. Market risk (cont.)  

Sensitivity of loss to market risk (2008)  

Risk Factor  

Sensitivity of shareholders deficiency to market risk (2008)  

Risk Factor  

Sensitivity of loss to market risk (2007)  

Risk Factor  

Sensitivity of shareholders equity to market risk (2007)  

Risk Factor  
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  Increase in  Decrease in  Increase in  Decrease in
  Group Loss  Group Loss  Company Loss  Company Loss
  $  $  $  $
  

 

2008 actual loss (10,656,003) (10,656,003)   (10,762,246) (10,762,246)
(i)    Australian Dollar (weaker)/stronger by 10% against the US Dollar (20,905) 20,905   — —
(ii)   Interest rate increase/(decrease) by 10%   (54,257)  54,257   (51,002)  51,002 
(iii)  Change in fair value of available-for-sale financial assets 

(increased)/decreased by 10% (1,000) 1,000   (1,000) 1,000
  

 

2008 loss after adjusting for market risk sensitivity factors (10,732,165) (10,579,841)   (10,814,248) (10,710,244)
  

 

     
  Increase in  Decrease in  Increase in  Decrease in
  Group  Group  Company  Company
  Deficiency  Deficiency  Deficiency  Deficiency
  $  $  $  $
   

2008 actual shareholders deficiency (13,193,265) (13,193,265)   (13,287,399) (13,287,399)
(i)    Australian Dollar (weaker)/stronger by 10% against the US Dollar (20,905) 20,905   — —
(ii)   Interest rate increase/(decrease) by 10% (54,257) 54,257   (51,002) 51,002
(iii)  Change in fair value of available-for-sale financial assets 

(increased)/decreased by 10% (1,000) 1,000   (1,000) 1,000
   

2008 total shareholder deficiency after adjusting for market risk 
sensitivity factors (13,269,427) (13,117,103)   (13,339,401) (13,235,397)

  

 

     
  Increase in  Decrease in  Increase in  Decrease in
  Group Loss  Group Loss  Company Loss  Company Loss
  $  $  $  $
  

 

2007 actual loss (9,998,150) (9,998,150)   (10,806,695) (10,806,695)
(i)    Australian Dollar (weaker)/stronger by 10% against the US Dollar   (130,998)   130,998   —   — 
(ii)   Interest rate increase/(decrease) by 10% (148,946) 148,946   (148,946) 148,946
(iii)  Change in fair value of available-for-sale financial assets 

(increased)/decreased by 10% (22,288) 22,288   (22,288) 22,288
   

2007 loss after adjusting for market risk sensitivity factors   (10,300,382)   (9,695,918)   (10,977,929)   (10,635,461)
  

 

                 
 Increase in Decrease in  Increase in Decrease in
  Group  Group  Company  Company
  Deficiency  Deficiency  Deficiency  Deficiency

 $  $  $  $
   

2007 actual shareholders deficiency (3,307,570) (3,307,570)   (3,333,703) (3,333,703)
(i)    Australian Dollar (weaker)/stronger by 10% against the US Dollar (130,998) 130,998   — —
(ii)   Interest rate increase/(decrease) by 10% (148,946) 148,946   (148,946) 148,946
(iii)  Change in fair value of available-for-sale financial assets 

(increased)/decreased by 10% (22,288) 22,288   (22,288) 22,288
   

2007 total shareholder deficiency after adjusting for market risk 
sensitivity factors (3,609,802) (3,005,338)   (3,504,937) (3,162,469)
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3. Financial Risk Management (cont.)  

b. Credit risk  

Credit risk is managed on a Group basis. Credit risk arises from deposits with banks and financial institutions as well as credit exposure to 
customers, including outstanding receivables and committed transactions.  

At balance date the Group had deposits of $7,571,292 (2007: $14,727,548), floating rate notes with a face value of $1,000,000 (2007: 
$1,000,000) and receivables of $769,459 (2007: $2,211,933). The Company had deposits of $7,368,682 (2007: $14,378,024), floating rate 
notes with a face value of $1,000,000 (2007: $1,000,000) and receivables of $929,172 (2007: $942,204).  

Credit risk on deposits is limited to the carrying value. The majority of the Group’s funds are held by the Company in deposits with Australian 
Financial Institutions. The Company has taken advantage of the Australian Government Guarantee Scheme for Large Deposits and Wholesale 
Funding on the full balance of all deposits held by the Company.  

Customers are assessed individually on the credit quality of the customer, taking into account its financial position, past experience and other 
factors. At 31 December 2008, the Groups largest debtor was significantly outside terms, negotiations between the Group and debtor had not 
managed to resolve the matter and the Group had taken the initial steps in order to begin legal proceedings against the customer. The full 
amount of the receivable of $1,223,838 has been impaired.  

At 31 December 2008 other customers totalling $24,687 were past due but not impaired. These amounts have since been received.  

Credit risk on the floating rate notes arises from any defaults or deterioration in the underlying portfolio. The portfolio is allowed eight default 
events before the principal is affected.  

c. Liquidity risk  

The Group has a number of short term payment commitments that present a liquidity risk. The Group has procedures in place that forecast cash 
requirements and age deposit maturity dates to correlate to cash out flow obligations. It is the Groups policy to maintain flexibility in its 
investment decisions to enable it close out positions as needed and meet credit requirements.  

Management reviews cash flow forecasts in light of the operating requirements of the Group and its obligations under the Trust Deed.  

The following contractual maturity analysis of financial liabilities has the value of each liability presented as undiscounted.  

Financial liability 

Refer Note 9 for further details on the Trust Deed minimum cash levels.  

There is no material difference between the fair value and the carrying value of receivables and payables.  
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      Later than     
      one month  Later than  Later than
 Not later and not later  three months one year and
  than one  than three  and not later  not later than
  month  months  than one year  five years
  $  $  $  $
   

Group — 2008     
Payables 90,537 —   — —
Finance Leases 7,208 14,418   64,880 19,592
Convertible Notes — —   21,250,295 —
Loan 2,067,615 80,983   121,474 —
                 

Total 2,165,360 95,401   21,436,649 19,592
       

 

   

 

   

 

 

Group — 2007     
Payables 390,737 887,426   — —
Finance Leases 7,052 14,104   63,470 232,487
Convertible Notes — 512,402   1,548,466 21,908,709
Loan 36,465 72,931   109,396 —
                 

Total 434,254 1,486,863   1,721,332 22,141,196
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Metal Storm Limited 
Notes to the financial statements (continued) 
31 December 2008  

3. Financial Risk Management (cont.)  

d. Fair value estimation  

Refer Note 2 (o) for further information.  

e. Capital risk management  

The group manages its capital risk to ensure that the Group will be able to continue as a going concern while maximising the return to 
stakeholders through optimisation of the debt and equity balance.  

In order to maintain or adjust the capital structure, the Group and the Company may elect not to pay dividends to shareholders, issue new 
shares or sell assets to reduce debt.  

The Group’s overall strategy remains unchanged from 2007.  

The capital structure of the Group consists of debt, which includes borrowings disclosed in Note 17, cash and cash equivalents and equity 
attributable to equity holders of the parent, comprising contributed equity, reserves and accumulated losses as disclosed in notes 20, 21 and 22. 

4. Critical accounting estimates and judgements  

a. Embedded derivatives and attached options  

The fair value of financial instruments that are not traded in an active market is determined by using valuation techniques. The fair value is 
determined by the Company with reference to an external valuation report using a Black-Scholes options pricing model and taking into account 
the inherent benefits to the Noteholder outlined in the Trust Deed as well as scenario based Monte Carlo simulations and binomial tree 
simulations with weightings according to Pascals Triangle, using the assumptions detailed below:  

b. Available-for-sale financial investments  

The fair value of available-for-sale financial investments is provided by the custodian of the instruments and is estimated with reference to the 
credit spreads of the companies referenced in the underlying portfolio and the correlation between all companies referenced in the portfolio. 
Certain default events in the portfolio can trigger a significant decline in the fair value of available for sale investments and as such, this is a 
critical judgement in determining fair value.  

c. Revenue recognition  

For revenue recognised on a percentage of completion basis the company must estimate the current stage to which each contract is complete. 
Depending on the type of the contract, the stage of completion is measured by reference to labour hours incurred to date as a percentage of 
estimated total labour hours or as costs incurred as a percentage of estimated total costs for each contract.  

F-22

     
Share price:   $0.05 (at 31 December 2008) Exercise Price: $0.15
       
Share price Volatility:   87.25% Risk free rate: 3.70%
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Notes to the financial statements (continued) 
31 December 2008  

5. Segment information  

a. Description of segments  

The Group’s primary financial reporting format is Geographic segments. The Group operates in the research and development of ballistic 
technology in Australia and the United States.  

b. Geographical segments  

2008  
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Australia   The home country of the Company where the majority of research and development work is carried out.
    
United States   The home country of the Group’s subsidiaries.

     
  Australia  United States  Consolidated
 $  $ $
  

 

Segment revenue     
Total segment revenue 1,050,486   2,415,655 2,201,331
              

Consolidated revenue     2,201,331
            

 

 

      
Segment result             
Segment result (10,762,246)   (1,358,067) (12,120,313)
Intersegment elimination     1,464,310
            

 
 

Loss before income tax     (10,656,003)
            

 

 

      
Segment assets and liabilities     
Segment assets   8,806,828   463,616   9,270,444 
Intersegment elimination     (2,920)
            

 
 

Total assets     9,267,524
            

 

 

      
Segment liabilities 22,094,227   21,367,716 43,461,943
Intersegment elimination     (21,001,154)
              

Total liabilities     22,460,789
            

 

 

              
Other segment information     
Acquisitions of property, plant and equipment, intangibles and other non-current 

segment assets 21,899   1,875 23,774
              

Total Acquisitions           23,774 
            

 

 

      
Depreciation and amortisation expense 175,130   45,776 220,906
            

 
 

Total depreciation and amortisation     220,906
            

 

 

 
Impairment expense 2,930,384   — 2,930,384
Intersegment elimination     (2,161,184)
              

Total impairment expense           769,200 
            

 

 

      
Segment cash flow information     
Net cash flows from operating activities   (7,740,745)   (2,439,769)   (10,180,514)
Net cash flows from investing activities 927,793   38,014 965,807
Net cash flows from financing activities (196,390)   2,160,933 1,964,543
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5. Segment information (cont.)  

2007  
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 Australia  United States Consolidated
  $  $  $
   

Segment revenue     
Total segment revenue 1,330,579   1,874,802 3,205,381
              

Consolidated revenue           3,205,381 
            

 

 

      
Segment result     
Segment result   (10,806,695)   (1,383,714)   (12,190,410)
Intersegment elimination     2,192,259
            

 
 

Loss before income tax     (9,998,150)
            

 

 

      
Segment assets and liabilities     
Segment assets 17,070,834   1,720,363 18,791,197
Intersegment elimination           (2,920)
            

 
 

Total assets     18,788,277
            

 

 

      
Segment liabilities 20,404,537   20,454,240 40,858,777
Intersegment elimination     (18,762,930)
              

Total liabilities     22,095,847
            

 

 

      
Other segment information             
Acquisitions of property, plant and equipment, intangibles and other non-current 

segment assets 192,604   50,282 242,886
            

 
 

Total Acquisitions     242,886
            

 

 

      
Depreciation and amortisation expense 169,389   80,107 249,496
              

Total depreciation and amortisation     249,496
            

 

 

              
Impairment expense 2,018,773   — 2,018,773
Intersegment elimination     (1,797,973)
            

 
 

Total impairment expense     220,800
            

 

 

      
Segment cash flow information     
Net cash flows from operating activities (11,592,912)   337,016 (11,255,896)
Net cash flows from investing activities   2,240,048   (25,617)   2,214,431 
Net cash flows from financing activities (84,528)   24,756 (59,772)
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5. Segment information (cont.)  

2006  

c. Notes to and forming part of the segment information  

Segment information is prepared in conformity with the accounting policies of the entity as disclosed in Note 2 and AASB 114 Segment 
Reporting.  

Segment revenues, expenses, assets and liabilities are those that are directly attributable to a segment and the relevant portion that can be 
allocated to the segment on a reasonable basis. Segment assets include all assets used by a segment and consist primarily of operating cash, 
receivables, property, plant and equipment and goodwill and other intangible assets, net of related provisions. Segment liabilities consist 
primarily of trade and other creditors, employee benefits and provisions. Segment assets and liabilities do not include income taxes.  

Segment revenues, expenses and results include transfers between segments. Such transfers are priced on an “arm’s-length” basis and are 
eliminated on consolidation.  
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    Continuing  Discontinued
  Australia  United States  operations  operation  Consolidated
  $  $  $  $  $
   

Segment revenue        
Total segment revenue   758,280 1,581,030 2,339,310   — 2,339,310
           

Consolidated revenue    2,339,310   — 2,339,310
          

 

         
Segment result        
Segment result   (14,943,789)   (2,904,561)   (17,848,350)   (39,256)   (17,887,606)
Intersegment elimination    2,550,596   — 2,550,596
          

 

Loss before income tax    (15,297,754)   (39,256) (15,337,010)
          

 

         
Segment assets and liabilities        
Segment assets   27,550,373 563,354 28,113,727   22,500 28,136,227
Intersegment elimination    (280,146)   — (280,146)
          

 

Total assets    27,833,581   22,500 27,856,081
          

 

         
Segment liabilities   25,654,616 14,889,584 40,544,200   3,381,799 43,925,999
Intersegment elimination    (13,967,411)   (3,199,839) (17,167,250)
           

Total liabilities           26,576,789   181,960   26,758,749 
          

 

         
Other segment information        
Acquisitions of property, plant and equipment, 

intangibles and other non-current segment assets   881,351 80,145 961,496   — 961,496
          

 

Total Acquisitions    961,496   — 961,496
          

 

         
Depreciation and amortisation expense   78,059 105,309 183,368   1,469 184,837
           

Total depreciation and amortisation    183,368   1,469 184,837
          

 

                      
Segment cash flow information        
Net cash flows from operating activities   (6,510,489) (945,850) (7,456,339)   — (7,456,339)
Net cash flows from investing activities   2,670,027 (66,131) 2,603,896   — 2,603,896
Net cash flows from financing activities   28,046,849 — 28,046,849   — 28,046,849

i.  Accounting policies

ii.  Inter-segment transfers
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6. Revenue  

7. Expenses  

Net loss attributable to members of the parent includes the following expenses:  
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  2008  2007  2006
  $  $  $
   

Contract Revenue 1,109,411   1,847,399 1,581,030
Interest Revenue 1,040,699   1,354,048 758,280
Other 51,221   3,934 —
   

    2,201,331   3,205,381   2,339,310 
  

 

                 
      2008  2007  2006
 Note $  $ $
  

 

Employee expenses     
Wages and salaries (3,566,615)   (3,531,444) (4,077,717)
Termination benefits —   (47,581) (319,950)
Superannuation (192,698)   (161,904) (134,766)
Share-based payments   31 (d)  (36,832)   (136,549)   (358,686)
Directors fees (250,215)   (297,608) (412,572)
Other (183,314)   (173,502) (38,657)
      

 

Total employee expenses (4,229,674)   (4,348,588) (5,342,348)
      

 

      
Finance costs     
Interest expense (2,265,445)   (2,184,507) (962,751)
Transaction cost amortisation       (865,465)   (865,465)   (288,488)
Accretion expense (3,238,228)   (1,884,443) (464,774)
Amortisation of options for short term loan —   — (467,000)
      

 

Total finance costs (6,369,138)   (4,934,415) (2,183,013)
      

 

      
Depreciation and Amortisation     
Depreciation (169,841)   (168,974) (109,248)
Amortisation       (51,065)   (80,522)   (75,589)
      

 

Total depreciation and amortisation (220,906)   (249,496) (184,837)
      

 

      
Rental expense relating to operating leases     
Minimum lease payments (464,163)   (449,439) (590,197)
       

Total lease payments (464,163)   (449,439) (590,197)
      

 

                  
Impairment expense     
Impairment of floating rate notes 10 (769,200)   (220,800) —
      

 

  (769,200)   (220,800) —
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8. Income tax  

a. Income tax expense  

b. Numerical reconciliation of income tax expense to prima facie tax payable  

c. Unrecognised temporary differences  
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 2008  2007 2006
  $  $  $
   

Current tax benefit (2,640,250)   (2,976,306) (2,300,203)
Deferred tax benefit (334,330)   81,032 (64,275)
Adjustment for prior years (235,758)   — 2,364,478
Deferred tax assets not recognised 3,210,338   2,895,274 —
   

  —   — —
  

 

      
  

 

Loss before income tax (10,656,003)  (9,998,150) (15,337,010)
   

       
Tax at the Australia tax rate of 30% (2006:30%) (3,196,801)  (2,999,445) (4,601,103)
       
Tax effect of amounts which are not deductible (taxable) in calculating taxable income:      

Research and development accounting costs 273,383   297,809 269,897
Research and development tax concession received   (102,519)  (117,086)  (102,632)    
Entertainment 1,007   873 2,131
Fair value movement in embedded derivative (1,086,205)  (726,416) 636,416
Non-deductible interest expense 148,571   51,664 —
Option costs expensed — employees 11,050   40,965 133,922
Options cost — Harmony 970,805   564,738 111,900
Borrowing costs accretion 6,129   (8,376) 367,240
Other   —   —   817,751     

  
 

  (2,974,580)  2,895,274 (2,364,478)
Adjustment for prior years (235,758)  (2,895,274) —
Deferred tax assets not recognised 3,210,338   — 2,364,478
  

 

Income tax expense —   — —
  

 

i.  Temporary differences for which deferred tax assets or deferred tax liabilities have not been recognised.
      
  2008  2007  2006     
  $  $  $     
  

 

Sundry creditors and accruals 45,642   46,300 46,197
General accruals 687,885   — —
Provision for doubtful debts   1,223,838   —   —     
Employee entitlements 147,499   118,800 133,297
Asset retirement obligation 33,508   29,207 27,790
Lease make good 13,470   8,802 
Deferred rent 46,355   68,267 77,950
S40-880 costs 460,845   866,140 1,193,090
Patent costs 3,986,834   3,870,873 3,562,600
Borrowing costs   311,111   777,778   —     
Losses available for offset against future income 67,436,505   58,635,673 48,714,653
  

 

Gross deferred income tax assets 74,393,492   64,421,120 53,755,577
Deferred tax liabilities —   — —
Foreign exchange differences   (744,610)   29,903   236,093     
Interest receivable on available-for-sale financial assets (53,200)   (1,400) (102,540)
  

 

  73,595,682   64,449,623 53,889,130
   

Potential tax benefit @ 30% 22,078,705   19,334,887 16,166,739
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8. Income tax (cont.)  

c. Unrecognised temporary differences (cont.)  

The Group has the following tax losses arising in Australia and United States federal and state net operating loss carry-forwards:  

Australian tax losses are available indefinitely for offset against future taxable profits subject to satisfying the relevant income tax loss carry 
forward rules.  

The U.S. federal and state net operating loss carry-forwards expire at various dates through 2027 and 2012, respectively.  

9. Current assets — Cash and cash equivalents  

These accounts earn interest at standard business banking operating account rates with a weighted average interest rate at 31 December 2008 of 
4.2%.  

These deposits have terms of less than 3 months and are bearing floating interest rates at commercial rates with a weighted average interest rate 
at 31 December 2008 of 6.5%.  

Under the terms of the Trust Deed the total amount of cash held in the Group’s bank accounts and in marketable securities must not fall below 
the following minimum cash levels:  

The balances were maintained at all times throughout the period. There are no further financial covenants beyond 31 December 2008.  

Available-for-sale financial investments are included as marketable securities.  
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ii.  Temporary differences for which deferred tax assets or deferred tax liabilities have not been recognised in relation to potential capital loss 
items.

     
  2008  2007  2006
  $  $  $
  

 

Provision — investment in ProCam Machine LLC 1,917,387   1,917,387 1,917,387
Intercompany receivables —   — —
Fair value movement in Available-for-Sale financial assets —   — 2,080
Impairment — Available-for-sale financial assets   990,000   220,800   — 
  

 

  2,907,387   2,138,187 1,919,467
   

Potential tax benefit @ 30% 872,216   641,456 575,840
  

 

d. Tax losses

     
  2008  2007  2006
  $  $  $
  

 

Australian tax losses 49,244,958   40,579,789 32,377,936
United States federal net operating loss carry-forwards 19,284,262   14,651,197 15,538,802
United States state net operating loss carry-forwards 14,693,549   11,031,293 11,548,201

     
  2008  2007  2006
  $  $  $
   

Cash at bank and on hand 1,571,292   1,727,548 1,097,448
Short term deposits 6,000,000   13,000,000 22,732,819
  

 

  7,571,292   14,727,548 23,830,267
  

 

i.  Cash at bank and on hand

ii.  Short term deposits

iii.  Trust Deed minimum cash levels

         
Period to:  31 Dec 2006  30 Jun 2007  31 Dec 2007  30 Jun 2008  31 Dec 2008
Minimum balance  $22.5m $19.5m $15.0m  $12.5m $7.5m
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10. Current assets — Available-for-sale financial investments  

These securities have a call date of June 2009 and final maturity date of June 2014 if not called by the issuer. All securities at closing date were 
issued in May 2006. The Company does not intend to hold the securities until maturity. Interest is paid quarterly in arrears and the securities 
can be redeemed upon three days notice subject to market liquidity.  

The floating rate Note is structured with 135 equally weighted entities. Its exposure to credit risk is limited to 8 default events over the term of 
the note, meaning upon the 9th default event the capital component of the Note is not recoverable. The Note matures in 2014. During the year 
the portfolio incurred 5 default events. This not only eroded market liquidity for the Note but increased the probability that the capital 
component of the Note would not be recovered.  

The fair value of the Note provided by the custodian reflects these default events. The Company has recognised this significant decrease in 
value as an impairment expense due to the number and combination of available information on the notes including the size of the fair value 
decrease, the downgrading in credit rating of the Note and the disappearance of an active market for this type of an instrument. Refer to Note 4 
(b) for further information.  

11. Current assets — Trade and other receivables  

The other categories within trade and other receivables do not contain impaired assets and are not past due. Based on the credit history of these 
other classes, it is expected that these amounts will be received when due.  

Other receivables generally arise from transactions outside the usual operating activities of the Group. Interest may be charged at commercial 
rates where the terms of repayment exceed six months. Collateral is not normally obtained.  

The provision created relates to a single customer of the Group who is significantly outside terms. The full balance of the debt is not outside 
terms however in discussions with the customer, they have provided strong indications of their intention not to pay as well as an inability to 
repay all debts to the Group.  

The Group has since initiated legal action against the customer in accordance with the provisions provided for dispute resolution contained in 
the contract. The Group is seeking immediate payment of the full receivable balance plus additional expenses and compensation. The 
receivable recognised in the financial statements is for the contract receivable only.  
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  2008  2007  2006
  $  $  $
   

Floating rate notes:     
Opening fair value 779,200   2,002,080 5,056,140
Disposal of investments —   (1,001,040) (3,019,480)
Net movement in equity on revaluation —   (1,040) (34,580)
Impairment loss (769,200)   (220,800) —
   

Closing Fair Value 10,000   779,200 2,002,080
  

 

     
      2008  2007  2006
  Note  $  $  $
       

Trade receivables 1,402,883   762,625 154,321
Other receivables 18,988   4,144 120,013
Security deposits (i) 480,798   — —
Goods and services tax recoverable 51,898   65,576 46,061
Interest receivable 53,200   1,400 102,540
Research and development tax concession receivable —   390,286 —
Prepayments       336,663   339,187   350,195 
Provision for doubtful debts (1,223,838)   — —
      

 

  1,120,592   1,563,218 773,130
      

 

 

(i)  Represents restricted cash deposits held as security for operating and finance lease commitments.

    
  2008  2007  2006
  $  $  $
   

Opening balance —   — —
Provision created (1,223,838)   — —
   

Closing balance (1,223,838)   — —
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12. Non-current assets — Trade and other receivables  
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      2008  2007  2006
  Note  $  $  $
       

Trade receivables (i) —   480,145 —
Security deposits (ii) 34,202   507,757 510,795
Related party receivables:     —
Due from controlled entities (iii) —   — —
Provision for impairment —   — —
Due from wholly owned entities (iii) —   — —
Provision for impairment       —   —   — 
      

 

  34,202   987,902 510,795
      

 

 

(i)  Due at various intervals from January 2009 to June 2009.
 

(ii)  Represents restricted cash deposits held as security for operating and finance lease commitments.
 

(iii)  No fixed receivables terms, amounts are due on demand but not expected to be settled within 12 months.
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13. Non-current assets — Property, plant and equipment  
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  Leasehold  Plant and  Leased plant   
  improvements  equipment  and equipment  Total
  $  $  $  $
   

      
At 1 January 2006     
Cost 63,384 492,216   — 555,600
Accumulated depreciation (43,314) (280,657)  — (323,971)
   

Net book amount   20,070   211,559   —   231,629 
  

 

      
Year ended 31 December 2006                 
Opening net book amount 20,070 211,559   — 231,629
Additions 183,629 334,490   306,180 824,299
Disposals (73,173) (245,522)  — (318,695)
Depreciation charge (30,459) (78,789)  — (109,248)
   

Closing net book amount 100,067 221,738   306,180 627,985
  

 

      
At 1 January 2007                 
Cost 113,903 467,786   306,180 887,869
Accumulated depreciation (13,836) (246,048)  — (259,884)
  

 

Net book amount 100,067 221,738   306,180 627,985
  

 

      
Year ended 31 December 2007     
Opening net book amount 100,067 221,738   306,180 627,985
Additions   81,588   91,058   27,393   200,039 
Disposals (117) (2,673)  — (2,790)
Depreciation charge (49,830) (85,932)  (33,212) (168,974)
  

 

Closing net book amount 131,708 224,191   300,361 656,260
  

 

      
At 1 January 2008     
Cost 188,536 517,510   333,573 1,078,279
Accumulated depreciation   (56,828)   (293,319)  (33,212)   (422,019)
  

 

Net book amount 131,708 224,191   300,361 656,260
  

 

      
Year ended 31 December 2008     
Opening net book amount 131,708 224,191   300,361 656,260
Additions — 23,774   — 23,774
Disposals   —   (1,839)  —   (1,839)
Depreciation charge (57,955) (72,796)  (39,090) (169,841)
  

 

Closing net book amount 73,753 173,330   261,271 508,354
  

 

      
At 31 December 2008     
Cost 188,536 534,595   333,573 1,056,704
Accumulated depreciation (114,783) (361,265)  (72,302) (548,350)
  

 

Net book amount 73,753 173,330   261,271 508,354
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14. Non-current assets — Intangible assets  

All capitalised software represents externally acquired software with a useful life of between 2 and 5 years amortised on a straight line basis.  

No research and development costs have been capitalised as product maturation is still within the research stage, Refer Note 2 (0) (ii).  
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  Software  Goodwill  Total
  $  $  $
   

      
At 1 January 2006     
Cost 122,889   1,861,726 1,984,615
Accumulated depreciation (70,951)   (27,574) (98,525)
Accumulated impairment loss —   (1,834,152) (1,834,152)
   

Net book amount 51,938   — 51,938
  

 

              
Year ended 31 December 2006     
Opening net book amount 51,938   — 51,938
Additions 137,197   — 137,197
Disposals (1,722)   — (1,722)
Depreciation charge (75,589)   — (75,589)
   

Closing net book amount 111,824   — 111,824
  

 

      
At 1 January 2007     
Cost 211,204   1,861,726 2,072,930
Accumulated amortisation (99,380)   (27,574) (126,954)
Accumulated impairment losses —   (1,834,152) (1,834,152)
   

Net book amount 111,824   — 111,824
  

 

              
Year ended 31 December 2007     
Opening net book amount 111,824   — 111,824
Additions 42,847   — 42,847
Amortisation charge (80,522)   — (80,522)
   

Closing net book amount 74,149   — 74,149
  

 

      
At 1 January 2008             
Cost 254,051   1,861,726 2,115,777
Accumulated amortisation (179,902)   (27,574) (207,476)
Accumulated impairment losses —   (1,834,152) (1,834,152)
   

Net book amount   74,149   —   74,149 
  

 

      
Year ended 31 December 2008     
Opening net book amount   74,149   —   74,149 
Additions —   — —
Disposals —   — —
Amortisation charge (51,065)   — (51,065)
   

Closing net book amount   23,084   —   23,084 
  

 

      
At 31 December 2008     
Cost   131,982   1,861,726   1,993,708 
Accumulated amortisation (108,898)   (27,574) (136,472)
Accumulated impairment losses —   (1,834,152) (1,834,152)
  

 

Net book amount 23,084   — 23,084
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Notes to the financial statements (continued) 
31 December 2008  

15. Current liabilities — Trade and other payables  

16. Current liabilities — Conversion derivative  

The fair value movement represents the movement in the fair value of the liability arising from the ability of noteholders to convert their notes 
to shares. Refer to note 4 (a) for further information.  

17. Current liabilities — Interest bearing loans and borrowings  

The Company issued 203,703,704 10% coupon convertible notes to existing shareholders at the rate of one convertible Note for every 2.675 
existing shares to raise $27.5 million on 1 September 2006 under a renounceable rights issue. The issue was not fully subscribed by existing 
share holders and Harmony Investment Fund Limited or its nominees (“Harmony”) acquired 81.6% of the issue. This issue was made together 
with the offer of one new share option for every two convertible notes allotted, which resulted in 101,852,055 listed options being granted. In 
addition, 10 million options were issued to Harmony in consideration of a short term working capital loan and 65 million were issued as 
payment for Harmony’s commitment to underwrite the transaction under the Facilitation Agreement.  

At the maturity date (1 September 2009), the Company must repay the face value of A$0.135 to the Note Holders, unless the Note Holders 
have elected to convert some or all of their convertible notes into ordinary shares at a conversion price which is the lesser of A$0.135 cents per 
share, and 90% of the volume weighted average price of ordinary shares during the 30 business days immediately preceding the conversion 
date. Note Holders can elect to convert some or all of their convertible notes into ordinary shares at the beginning of each quarter, at the 
maturity date and at certain other times.  
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  2008  2007  2006
  $  $  $
   

Trade payables 105,618   228,679 272,627
Deferred revenue —   1,326,985 620,483
Accrued payables 1,011,320   1,013,648 1,011,203
   

    1,116,938   2,569,312   1,904,313 
Related party payables:     
Directors fees payable * 12,500   35,833 38,212
  

 

  1,129,438   2,605,145 1,942,525
  

 

 

*  Refer Note 23(d) for further details.

     
  2008  2007  2006
  $  $  $
   

Balance at beginning of year   5,963,793   10,811,057   — 
Initial Valuation —   — 6,584,036
Conversion of convertible notes to shares (155,177)   (2,425,876) (242,021)
Fair value movement (3,620,682)   (2,421,388) 4,469,042
   

Balance at end of year   2,187,934   5,963,793   10,811,057 
  

 

     
      2008   2007   2006  
  Note   $   $   $  
      

 

Obligations under finance leases (i) 203,699   63,907 50,335
Convertible notes (ii) 16,263,964   12,664,510 12,926,837
Other loan (ii) 2,236,034   213,030 252,204
      

 

  18,703,697   12,941,447 13,229,376
      

 

 

(i)  Secured (see Note 11), matures 2009. See Note 19 for non-current details.
 

(ii)  Unsecured, matures 2009.

i.  Convertible Notes
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Metal Storm Limited 
Notes to the financial statements (continued) 
31 December 2008  

17. Current liabilities — Interest bearing loans and borrowings (cont.)  

18. Current liabilities — Provisions  

A provision is recognised to restore leased premises to their original condition as required by the lease agreements. The amount recognised 
represents the present value of the estimated cost to restore the premises. The provision has been calculated using a pre-tax discount rate of 
11.035%.  

Due to the sale of the assets of ProCam Machine LLC in 2005, the company ceased using the premises in Seattle WA, United States at that 
time. The Company then commenced discussions with the lessor who has indicated that they are prepared to terminate the lease early. The 
lease for these premises expired in June 2007 and to date the negotiations have not been finalised.  

A provision has been recognised for payroll liabilities that include amounts payable for leave entitlements loaded for on costs.  

The current provision for Onerous Lease Contracts represents a present obligation on the Group, however, based on past experience the Group 
does not expect to settle this amount within the next 12 months.  
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  2008  2007  2006
  $  $  $
   

Balance at beginning of year 12,664,510   12,926,837 —
Fair value of new issues —   — 12,579,524
Accretion expense 3,236,015   1,882,440 460,955
Transaction cost amortisation 865,465   865,465 288,488
Conversion of convertible notes to shares (502,026)   (3,010,232) (402,130)
   

Balance at end of year 16,263,964   12,664,510 12,926,837
  

 

             
  2008  2007  2006
 Number  Number Number
  

 

Balance at beginning of year 152,656,884   197,282,070 —
New issues —   — 203,703,704
Conversion of convertible notes to shares (5,072,755)  (44,625,186) (6,421,634)
   

Balance at end of year 147,584,129   152,656,884 197,282,070
  

 

     

      
Onerous  

Lease     
 Make Good Contracts  Payroll Total
  $  $  $  $
  

 

Carrying amount at 1 January 2008 29,205 154,157   118,799 302,161
Additional provisions recognised — —   220,216 220,216
Amounts used during the year — —   (191,516) (191,516)
Foreign Exchange movements 2,090 41,418   — 43,508
Unwinding and discount rate adjustment   2,213   —   —   2,213 
  

 

Carrying amount at 31 December 2008 33,508 195,575   147,499 376,582
  

 

i.  Make good provision

ii.  Onerous Lease Contract

iii.  Payroll

iv.  Amounts not expected to be settled within 12 months

         
  Amounts expected  Amounts expected 
  to be settled  to be settled 
  within 12 Months  after 12 Months
  $  $
Onerous lease contracts   —   195,575 
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Notes to the financial statements (continued) 
31 December 2008  

19. Non-current liabilities — Interest bearing loans and borrowings  

Finance leases have a lease term of 3 years with no option to renew the leases or purchase the assets at the completion of the lease term. Some 
finance leases are secured through a cash deposit, see notes 11 and 12.  
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  2008  2007  2006
  $  $  $
   

Obligations under finance leases 16,783   215,036 255,845
  

 

  16,783   215,036 255,845
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20. Contributed equity  

Movement in ordinary share capital  
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  2008   2007   2006  
  $   $   $  
   

Ordinary shares — issued and fully paid 66,209,718   65,428,400 59,985,634
  

 

        
              Issue  Value
  Note Date  Number of shares  price  $
  

 

Closing Balance    31/12/2005 521,970,978    56,559,039
Settle employee bonus    21/02/2006 89,396  $0.280 25,031
Shares issued through plan  (i) 22/05/2006 22,648,691  $0.133 3,010,000
Transaction costs on share issue  (i) 22/05/2006     (268,696)
Exercise listed options  (ii)   19/09/2006   23,249  $0.150   3,487 
Exercise listed options  (ii) 20/09/2006 561  $0.150 84
Exercise listed options  (ii) 21/09/2006 431  $0.150 65
Exercise listed options  (ii) 26/09/2006 1,870  $0.150 281
Exercise listed options  (ii) 28/09/2006 6,315  $0.150 947
Exercise listed options  (ii) 29/09/2006 3,220  $0.150 483
Conversion of notes  (iii) 02/10/2006 7,881,096  $0.110 652,575
Exercise listed options  (ii)   05/10/2006   982  $0.150   147 
Exercise listed options  (ii) 09/10/2006 328  $0.150 49
Exercise listed options  (ii) 16/10/2006 115  $0.150 17
Exercise listed options  (ii) 25/10/2006 1,870  $0.150 281
Exercise listed options  (ii) 03/11/2006 12,292  $0.150 1,844
                      

Closing Balance    31/12/2006 552,641,394    59,985,634
Exercise listed options  (ii) 04/01/2007 758  $0.150 119
Conversion of notes  (iii) 04/01/2007 1,706,709  $0.135 205,359
Exercise listed options  (ii) 16/01/2007 12,173  $0.150 1,826
Conversion of notes  (iii) 16/01/2007 14,518,842  $0.135 1,746,974
Conversion of notes  (iii) 17/01/2007 14,000,000  $0.135 1,684,545
Exercise listed options  (ii)   19/01/2007   10,983  $0.150   1,647 
Exercise listed options  (ii) 24/01/2007 3,127  $0.150 469
Exercise listed options  (ii) 08/03/2007 4,684  $0.150 703
Exercise listed options  (ii) 14/03/2007 7,760  $0.150 1,164
Conversion of notes  (iii) 01/04/2007 4,807,843  $0.135 595,354
Exercise listed options  (ii) 19/04/2007 850  $0.150 128
Exercise listed options  (ii) 29/05/2007 603  $0.150 90
Conversion of notes  (iii)  14/06/2007   8,775,000  $0.120   986,406 
Exercise listed options  (ii) 26/06/2007 3,188  $0.150 478
Conversion of notes  (iii) 01/07/2007 136,913  $0.120 14,246
Exercise listed options  (ii) 25/07/2007 94  $0.150 14
Conversion of notes  (iii) 01/10/2007 2,049,658  $0.110 203,244
                      

Closing Balance    31/12/2007 598,680,579    65,428,400
Conversion of notes  (iii) 01/04/2008 7,683,897  $0.060 470,479
Shares issued to employees  (i) 04/04/2008 160,000  $0.060 9,600
Shares issued to consultant  (i) 04/04/2008 1,908,573  $0.060 114,514
Conversion of notes  (iii) 01/07/2008 1,890,000  $0.050 76,028
Conversion of notes  (iii) 01/10/2008 3,232,203  $0.040 110,697
            

 
       

 
 

Closing Balance at 31/12/2008    31/12/2008 613,555,252    66,209,718
            

 

       

 

 

 

(i)  Shares issued to employees.
 

(ii)  Issued under the 2006 Renounceable Rights Issue Prospectus.
 

(iii)  Convertible notes issued under the 2006 Renounceable Rights Issue Prospectus converted at the lesser of $0.135 or 90% of the volume 
weighted average price of shares during the 30 business days immediate preceding the conversion date.
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20. Contributed equity (cont.)  

Movement in listed options  

21. Reserves  
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  Note  Number of options
  

 

At 1 January 2006       —
Issued under Renounceable Rights Issue   (i)   101,852,055
Issued as payment for transactions costs   (i)   65,000,000
Issued as payment for Facilitation Agreement       10,000,000
Exercise of options       (51,231)
        

 
 

At 31 December 2006       176,800,824
Exercise of options      (44,220)
          

At 31 December 2007       176,756,604
        

 
 

Exercise of options       —
          

At 31 December 2008       176,756,604
        

 

 

 

(i)  Issued under the terms of the 28 July 2006 Renounceable Rights Issue Prospectus.

     
  2008  2007  2006
 $  $ $
  

 

Unlisted option reserve 2,233,829   2,221,417 2,084,868
Share based payment reserve 14,820   — —
Listed option reserve 6,893,566   6,893,566 6,893,566
Revaluation Reserve     2,080
Accumulated translation reserve   (106,801)   (68,559)   (84,572)
  

 

  9,035,414   9,046,424 8,895,942
  

 

Movements:     
      
Unlisted option reserve     
Balance at 1 January 2,221,417   2,084,868 1,726,182
Expenses recognised 12,412   136,549 358,686
  

 

Balance at 31 December 2,233,829   2,221,417 2,084,868
  

 

      
Share based payment reserve     
Balance at 1 January —   — —
Expenses recognised 14,820   — —
   

Balance at 31 December 14,820   — —
  

 

              
Listed option reserve     —
Balance at 1 January 6,893,566   6,893,566 6,893,566
  

 

Balance at 31 December 6,893,566   6,893,566 6,893,566
  

 

      
Revaluation reserve     
Balance at 1 January —   2,080 36,660
Net gains   —   —   (34,580)
Realised gains —   (1,040) —
Net movement on revaluation —   (1,040) —
  

 

Balance at 31 December —   — 2,080
  

 

      
Accumulated translation reserve      
Balance at 1 January (68,559)   (84,572) (94,785)
Currency translation differences   (38,242)   16,013   10,213 
  

 

Balance at 31 December (106,801)   (68,559) (84,572)
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Notes to the financial statements (continued) 
31 December 2008  

21. Reserves (cont.)  

Nature and purpose of reserves  

The options reserve is used to record the share options issued to Directors, employees and consultants.  

The share based payments reserve is used to record the shares granted but not yet issued to Directors, employees and consultants.  

The listed options reserve is used to record the receipt on allotment of listed options issued under the renounceable rights issue.  

The revaluation reserve is used to record the gain or loss on available-for-sale financial investments.  

The accumulated translation reserve is used to record the exchange differences arising from the translation of the financial statements of foreign 
subsidiaries whose functional currencies are different from the parent.  

22. Accumulated losses  

23. Key management personnel disclosures  

During the financial year no options were granted to Directors in respect of Directors Fees for the 2008 financial year and no options were 
granted or issued to executives as equity compensation for services performed in the 2008 year.  
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i.  Unlisted options reserve

ii.  Share based payments reserve

iii.  Listed options reserve

v.  Revaluation reserve

vi.  Accumulated translation reserve

     
  2008  2007  2006
  $  $  $
   

Balance at 1 January   (77,782,394)   (67,784,244)   (52,447,234)
Net loss (10,656,003)   (9,998,150) (15,337,010)
  

 

Balance at 31 December (88,438,397)   (77,782,394) (67,784,244)
  

 

a. Key management personnel compensation
     
  2008  2007  2006
  $  $  $
   

Short-term employee benefits 1,414,357   1,649,029 2,111,346
Post-employment benefits 68,494   56,206 75,907
Termination benefits —   — 304,140
Share-based payments 10,595   92,448 263,085
   

    1,493,446   1,461,173   2,754,478 
  

 

b. Equity instrument disclosures relating to key management personnel

i.  Options provided as remuneration and shares issued on exercise of such options
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23. Key management personnel disclosures (cont.)  

The numbers of options over ordinary shares in the company held during the financial year by each director of Metal Storm Limited and other 
key management personnel of the Group, including their personally related parties, are set out below.  

2008  

All vested options are exercisable at the end of the year.  

2007  

All vested options are exercisable at the end of the year.  
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b. Equity instrument disclosures relating to key management personnel (cont.)

ii.  Option holdings

         
  Balance at start of  Granted as      Balance at end of  Vested and   

Name  the year  compensation  Exercised  the year  exercisable  Unvested
 

Directors         
TJ O’Dwyer   33,819   —   —   33,819   33,819   — 
L J Finniear   1,000,000 — — 1,000,000   1,000,000 —
J M Crunk   — — — —   — —
P D Jonson   — — — —   — —
J R Nicholls   — — — —   — —
T W Tappenden   — — — —   — —
          
Other key management personnel of the group         
P R Wetzig   — — — —   — —
B I Farmer   — — — —   — —
P D Faulkner   200,000 — — 200,000   200,000 —
D M Pashen   — — — —   — —
J Cronin   200,000 — — 200,000   200,000 —
   

    1,433,819 — — 1,433,819   1,433,819 —
  

 

        
  Balance at start of  Granted as      Balance at end of  Vested and   

Name  the year  compensation  Exercised  the year  exercisable  Unvested
 

Directors        
TJ O’Dwyer   33,819 — — 33,819   33,819 —
L J Finniear   —   1,000,000   —   1,000,000   500,000   500,000 
J M Crunk   — — — —   — —
P D Jonson   — — — —   — —
J R Nicholls   — — — —   — —
B S McComish   — — — —   — —
         
Other key management personnel of the group   
P R Wetzig   —   —   —   —   —   — 
B I Farmer   — — — —   — —
P D Faulkner   200,000 — — 200,000   200,000 —
J Cronin   200,000 — — 200,000   200,000 —
J D MacDonald   500,000 — — 500,000   500,000 —
G L Bergeron III   250,000 — — 250,000   250,000 —
   

    1,183,819 1,000,000 — 2,183,819   1,683,819 500,000
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23. Key management personnel disclosures (cont.)  

b. Equity instrument disclosures relating to key management personnel (cont.)  

2006  

The numbers of shares in the Company held during the financial year by each director of Metal Storm Limited and other key management 
personnel of the Group, including their personally related parties, are set out below.  

2008  
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ii.  Option holdings (cont.)

         
  Balance at        Balance     
  start of the  Granted as      at end of the  Vested and   

Name  year  compensation  Exercised  year  exercisable  Unvested
 

Directors         
T J O’Dwyer  —   — 33,819 33,819   33,819 —
W A Downing   3,400,000   490,000   —   3,890,000   1,390,000   2,500,000 
D A Smith  —   625,000 — 625,000   625,000 —
D L Alspach  1,350,000   450,000 — 1,800,000   1,800,000 —
B S McComish  —   — — —   — —
J M Crunk  —   — — —   — —
P D Jonson  —   — — —   — —
J R Nicholls  —   — — —   — —
          
Other key management personnel of the group                 
I A Gillespie  1,100,000   — — 1,100,000   1,100,000 —
J D MacDonald  500,000   — — 500,000   500,000 —
G L Bergeron III  250,000   — — 250,000   250,000 —
P D Faulkner  —   200,000 — 200,000   125,000 75,000
J Cronin  200,000   — — 200,000   200,000 —
J C Chahansky  —   75,000 — 75,000   75,000 —
  

 

   6,800,000   1,840,000 33,819 8,673,819   6,098,819 2,575,000
  

 

iii.  All vested options are exercisable at the end of the year.
 

iv.  Share holdings

      
  Balance at  Changes  Balance at
  start of the  during the  end of the
  year  year  year
   

Directors      
T J O’Dwyer   180,855   —   180,855 
L J Finniear —   — —
J M Crunk —   — —
P D Jonson 340,000   340,000 680,000
J R Nicholls —   — —
T W Tappenden —   — —
       
Other key management personnel of the group             
P R Wetzig 400   — 400
B I Farmer —   100,000 100,000
P D Faulkner —   — —
D M Pashen —   100,000 100,000
J Cronin —   — —
  

 

  521,255   540,000 1,061,255
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23. Key management personnel disclosures (cont.)  

b. Equity instrument disclosures relating to key management personnel (cont.)  

2007  

2006  

c. Loans to key management personnel  

There were no loans to key management at 31 December 2008 or 31 December 2007.  
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iv.  Share holdings (cont.)

     
  Balance at   Changes   Balance at  
  start of the   during the  end of the  
  year   year   year  
   

Directors     
T J O’Dwyer 180,855   — 180,855
L Finniear —   — —
J M Crunk   —   —   — 
P D Jonson 340,000   — 340,000
J R Nicholls —   — —
B S McComish —   — —
      
Other key management personnel of the group     
P R Wetzig 400   — 400
B I Farmer   —   —   — 
P D Faulkner —   — —
J Cronin —   — —
J D MacDonald —   — —
G L Bergeron III —   — —
  

 

  521,255   — 521,255
  

 

             
  Balance at  Changes  Balance at
 start of the  during the end of the
  year  year  year
   

Directors      
T J O’Dwyer 63,611   117,244 180,855
W A Downing 500,000   — 500,000
D A Smith —   — —
D L Alspach —   — —
B S McComish   —   —   — 
J M Crunk —   — —
P D Jonson —   340,000 340,000
J R Nicholls —   — —
Other key management personnel of the group      
I A Gillespie —   89,396 89,396
J D MacDonald —   — —
G L Bergeron III   —   —   — 
P D Faulkner —   — —
J Cronin —   — —
J C Chahansky —   — —
   

    563,611   546,640   1,110,251 
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23. Key management personnel disclosures (cont.)  

d. Other transactions and balances with key management personnel  

At 31 December the following Directors’ fees were payable to directors in relation to the financial year then ended:  

24. Remuneration of auditors  

During the year the following fees were paid or payable for services provided by the auditor of the Company, its related practises and non-
related firms:  

a. Audit Services  

b. Non-audit Services  

25. Commitments  

a. Operating leases  

Future minimum rental payments under non-cancellable operating leases as at 31 December are as follows:  
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i.  Directors’ fees

     
  2008  2007  2006
  $  $  $
  

 

T J O’Dwyer —   6,666 6,666
J M Crunk —   10,000 14,879
P D Jonson —   15,000 —
J R Nicholls   12,500   4,167   — 
T W Tappenden —   — —
B S McComish     1,667
D L Aslpach     15,000
   

    12,500   35,833   38,212 
  

 

     
  2008  2007  2006
  $  $  $
  

 

PricewaterhouseCoopers     
Audit and review of financial reports 445,330   332,000 —

Non-PricewaterhouseCoopers             
Audit and review of financial reports —   353,458 i 387,550 ii

  
 

  445,330   685,458 387,500
  

 

 

i.  Relates to audit services performed during 2007 for the 2006 financial year.
 

ii.  Includes audit services performed during 2006 for the 2005 financial year plus some 2006 audit services.

      
  2008  2007  2006
  $  $  $
  

 

PricewaterhouseCoopers      
Non-audit services   70,750   —   132,726 

  
 

  70,750   — 132,726
  

 

      
  2008  2007  2006
  $  $  $
   

Within one year 442,874   443,858 459,785
After one year but not more than 5 years 161,771   476,093 966,503
More than 5 years —   — —
  

 

Total minimum lease payments 604,645   919,951 1,426,288
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25. Commitments (cont.)  

b. Finance leases  

The Company has finance leases contracts for workshop equipment and demountable buildings with a carrying amount of $244,932 (2007: 
$300,361). These lease contracts expire within 3 years with no option to renew the leases or purchase the assets at the completion of the lease 
term. Refer to notes 13, 17 and 19 for further details.  

Future minimum lease payments under finance leases together with the present value of the net minimum lease payments are as follows:  

26. Related party transactions  

a. Inter-company loans  

Loans made to controlled entities, including wholly owned subsidiaries, outstanding at 31 December 2008 totalled $20,849,181. At 31 
December 2007 these totalled $18,175,243. Loans were non-interest bearing and had no set repayment terms. At year end a provision for 
diminution in value has been taken up to the amount of $20,849,181.  

The expense recorded in the financial statements of the Company to 31 December 2008 was $2,161,184 and to 31 December 2007 was 
$1,797,973.  

During the year Backwell Lombard Capital Pty Ltd, of which T J O’Dwyer is a principal, were appointed to undertake consultancy work. Fees 
paid to Backwell Lombard Capital Pty Ltd during 2008 totalled $90,000 for services performed.  

There have been no other related party transactions between the company and its Directors or Key Management Personnel, or ‘close members’ 
of their family, or any entities that they control, jointly control or significantly influence that require disclosure in the financial report under 
accounting standard AASB 124.  

27. Subsidiaries  

The structure of Metal Storm Inc. allows the Company to bid directly on US defence projects under the Small Business Innovation Research 
(SBIR) program as the ‘prime’ contractor, thus enabling revenue flows directly into the company. To be compliant with the requirements of the 
US Department of Defence, it was necessary to create Metal Storm Inc. as a 49% owned entity by Metal Storm Limited, and place the other 
51% in trust for the benefit of Metal Storm Inc.’s US resident employees. For the purposes of financial reporting, Metal Storm continues to 
control Metal Storm Inc. and consolidates 100% of the assets and liabilities of this subsidiary.  
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  2008   2007   2006  
      Present       Present       Present  
  Minimum   value of   Minimum   value of   Minimum   value of  
  lease   lease   lease   lease   lease   lease  
  payments   payments   payments   payments   payments   payments  
  $   $   $   $   $   $  
  

 

Within one year   219,517  203,699 84,626 63,907   76,533 50,335
After one year but not more than 5 

years   19,594   16,783   232,487   215,036   286,075   255,845 
Total minimum lease payments   239,111  220,482 317,113 278,943   362,608 306,180
Less amounts representing finance 

charges   (18,629)  — (38,170) —   (56,428) —
   

    220,432  220,432 278,943 278,943   306,180 306,180
  

 

           
  Country  Percentage of equity held by the   
  of  Group  Investment
  Incorporation 2008  2007  2006  2008  2007  2006
   

Metal Storm Inc.  USA   49%   49%   49%   2,920   2,920   2,920 
ProCam Machine LLC  USA   100% 100% 100% —   — —
Metal Storm USA Limited  USA   100% 100% 100% —   — —
Digigun LLC  USA   100% 100% 100% —   — —
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Metal Storm Limited 
Notes to the financial statements (continued) 
31 December 2008  

28. Events occurring after the balance sheet date  

On 2 January 2009, Metal Storm Limited repaid a $2,000,000 short term loan in accordance with the repayment terms of that agreement.  

On 2 January 2009, 2,159,403 convertible notes were converted into 7,287,985 ordinary shares in accordance with the terms of the convertible 
notes Trust Deed.  

On 3 February 2009, Metal Storm certified its 3 shot grenade launcher for safe man-firing.  

On 4 February 2009 Metal Storm Inc commenced proceedings against Starchase for breaching terms of contract and failure to pay outstanding 
monies.  

On 15 June 2009 Metal Storm commenced a Share Purchase Plan (SPP). The SPP remained open until 3 July 2009 and raised $2.6 million. The 
ability to use the proceeds of the SPP is contingent upon obtaining noteholder and shareholder approval of the amendments to the convertible 
note trust deed. This meeting has been called for the 31 July 2009 and the SPP funds will be held in trust until the completion of that meeting. 
The approval of the amendments to the convertible note trust deed requires approval of 75% of noteholders. Metal Storm has received advice 
from the largest noteholder, who holds 66% of outstanding notes, that they intend to vote in favour of the resolution.  

On 17 June 2009, Metal Storm issued a notice of meeting to Convertible Noteholders to be held on 31 July 2009 proposing to amend the 
existing terms of the Convertible Notes Trust Deed. The main amendments to the convertible notes terms are the extension of the maturity date 
from 1 September 2009 to 1 September 2011, and the creation of a new class of note that holds a fixed and floating charge over the assets of 
the Company but does not bear interest. Noteholders who elect to hold the secured notes will also receive five (5) options for each seven (7) 
secured notes that they hold. These options have an exercise price of A$0.001 and expire on 1 September 2011.  

On 30 June 2009, Metal Storm issued a Notice of Meeting to Shareholders to be held on 31 July 2009 proposing to amend the existing terms of 
the Convertible Notes Trust Deed. The amendments to the Trust Deed are the same as those outlined for the Noteholder meeting.  

On 1 July 2009, Metal Storm was awarded a contract by the United States Army Joint Munitions and Lethality Contracting Center valued at 
US$514,709. The contract will incorporate advanced optical fuzing components into a 40mm warhead.  

29. Reconciliation of loss after income tax to net cash inflow from operating activities  

F-44  

     
  2008  2007  2006
  $  $  $
       

Net Loss (10,656,003)   (9,998,150) (15,337,010)
Adjustments for:     
Depreciation and amortisation 220,906   249,496 184,837
Amortisation of options issued for short term loan —   — 467,000
Accretion expense 3,236,015   1,884,443 757,866
Amortisation of transaction costs 865,465   865,465 —
Net loss on disposal of plant and equipment   1,159   —     
Net loss on disposal of intangible assets —   — 1,722
Foreign exchange differences (132,150)   17,495 10,213
Fair value of services paid for via issue of options 12,412   136,549 358,686
Fair value of services paid for via issue of shares 138,935   — 25,031
Fair value adjustment to conversion derivative (3,620,682)   (2,421,388) 4,469,042
Fair value adjustment to available-for-sale assets —   (2,080) (34,580)
Impairment loss on available-for-sale assets   769,200   220,800   — 
Interest received (1,040,700)   (1,354,047) (758,280)
Other —   758 607
      
Changes in assets and liabilities:     
(Increase) / decrease in trade and other receivables 1,445,602   (1,379,346) 275,352
(Increase) / decrease in prepayments 2,524   11,009 956,889
(Decrease) / increase in trade and other payables   (1,475,708)   662,620   431,492 
(Decrease) / increase in provisions 74,421   (139,836) 164,549
(Decrease) / increase in other liabilities (21,910)   (9,684) 570,245
  

     

Net cash used in operating activities (10,180,514)   (11,255,896) (7,456,339)
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Metal Storm Limited 
Notes to the financial statements (continued) 
31 December 2008  

30. Earnings per share  

a. Basic and diluted earnings per share  

b. Weighted average number of shares used as the denominator  

c. Information concerning the classification of securities  

The following table summarises the convertible notes, listed options and unlisted options that were not included in the calculation of weighted 
average number of ordinary shares because they are anti-dilutive.  

31. Share-based payments  

a. Employee share option plan  

The Company operates a discretionary Employee Share Option Plan (ESOP) to enable the Board to provide an incentive and to reward full 
time executives and employees for the key role that they will play in the future success of the Company. A summary of the terms of the plan is 
as follows:  

Invitations to participate in the ESOP are at the absolute discretion of the Board. Any invitation shall specify the precise details of the 
invitation, such as maximum number of shares, date by which application must be made by the invitee, the exercise price and any conditions 
attached to the exercise of the option. The exercise price shall not be less than the market price of the Company’s shares on the date determined 
by the Board. The aggregate number of shares subject to options shall not exceed 5% of the Company’s shares then on issue. There are also 
individual limits on the number of options, which may be granted to employees.  

The exercise period is the earlier of: (a) the third anniversary of the date of grant of the option; (b) the date on which any special circumstances 
including death, disability, redundancy, retirement or cessation of employment arise; (c) a takeover, compulsory acquisition, reconstruction, 
amalgamation or liquidation; and ending on the earliest of (d) the date which is 2 days before the tenth anniversary of the date of grant; (e) the 
last day before the first anniversary of the date on which any special circumstance arises; (f) the expiry of specific time frames set out in the 
Plan in relation to the circumstances in (c) above.  

An option shall lapse upon expiry of the exercise period.  

The Board may, at any time, cease making further offers or invitations but the subsisting rights of option holders shall not be affected.  

There are currently no options issued under the ESOP.  

b. Options issued under the constitution  

The Board issues options not pursuant to the Employee Share Option Plan as part of executive and senior employee remuneration packages. 
Inclusion of options as part of a remuneration package is at the absolute discretion of the Board. Each employment contract or offer letter 
contains the specific details of the employees’ entitlement to options issued in this manner. Specifically the number of options the employee is 
entitled to, the exercise price, the vesting date and the expiry date of the options are all outlined in the employee contract.  
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 2008  2007 2006
  $  $  $
       

Loss for the year from continuing operations (10,656,003)   (9,998,150) (15,297,754)
Loss for the year attributable to members of the parent (10,656,003)   (9,998,150) (15,337,010)
      
Basic and diluted earnings per share from continuing operations (cents per share) (1.75)   (1.69) (2.84)
Basic and diluted earnings per share (cents per share) (1.75)   (1.69) (2.85)

     
  2008  2007  2006
  Number  Number  Number
  

     

Weighted average number of ordinary shares for basic and diluted earnings per share 607,713,288   590,721,934 537,796,067

     
  2008  2007  2006
  Number  Number  Number
  

     

Convertible notes 147,584,129   152,656,884 173,478,153
Listed options 176,756,604   176,756,604 176,800,824
Unlisted options 18,989,688   18,569,688 18,100,938
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Notes to the financial statements (continued) 
31 December 2008  

31. Share-based payments (cont.)  

b. Options issued under the constitution (cont.)  

The exercise price shall not be less than the market price of the Company’s shares on the date of signing the employment contract. The 
aggregate number of shares subject to options shall not exceed 5% of the Company’s shares then on issue. There are also individual limits on 
the number of options, which may be granted to employees.  

An option shall lapse upon expiry of the exercise period.  

The fair value of employee benefits are estimated at the date of grant using the Black-Scholes option pricing model. The following inputs were 
used in determining the value of options.  

Expected volatility — calculated using historical information for a period equivalent to the expected life of the option dated back from the grant 
date of the options. This has a range between 54% and 72% depending on grant date and expected life of the options.  

Risk-free interest rate — based on the implied yield on zero coupon Australian Government bonds with a maturity equal to the expected life of 
the option.  

Expected life of the option — range from four to eight years determined by the terms of the option agreement and managements’ assessment of 
when the option will be exercised.  

Option exercise price — as per option terms.  

Share price — share price at grant date of the option.  

The following table illustrates the number and weighted average exercise price (WAEP) of share options granted during the year under the 
constitution.  

No unlisted options were exercised during the period.  
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  2008  2007  2006
  Number  WAEP  Number  WAEP  Number  WAEP
Outstanding at the beginning of the 

year  19,044,688  0.30 18,100,938 0.31   15,463,938 0.30
Granted during the year  —  — 1,000,000 0.19   3,547,500 0.40
Expired during the year  (55,000)  0.54 (56,250) 0.54   (910,500) 0.57
             

Outstanding at the end of the year  18,989,688  0.30 19,044,688 0.30   18,100,938 0.31
  

           

                          
Exercisable at the end of the year  18,989,688  0.30 13,207,188 0.41   11,313,438 0.42
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Notes to the financial statements (continued) 
31 December 2008  

31. Share-based payments (cont.)  

b. Options issued under the constitution (cont.)  

The outstanding balance at 31 December is represented by:  
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  Exercise Price  2008  2007  2006
Expiry Date  $  Number  Number  Number
  

       

06 February 2007 0.556 —   — 12,500
14 April 2007 0.556 —   — 12,500
14 September 2007 0.556 —   — 12,500
14 December 2007   0.556   —   —   12,500 
31 December 2007 0.040 —   — 6,250
31 March 2008 0.556 —   12,500 12,500
04 June 2008 0.388 —   5,000 5,000
30 June 2008 0.556 —   12,500 12,500
30 September 2008 0.556 —   12,500 12,500
31 December 2008 0.556 —   12,500 12,500
14 January 2009   0.400   125,000   125,000   125,000 
02 February 2009 0.400 100,000   100,000 100,000
16 February 2009 0.400 14,438   14,438 14,438
24 February 2009 0.400 81,250   81,250 81,250
10 March 2009 0.400 8,250   8,250 8,250
31 March 2009 0.400 62,500   62,500 62,500
05 April 2009 0.400 29,500   29,500 29,500
14 April 2009   0.400   1,100,000   1,100,000   1,100,000 
10 May 2009 0.400 25,000   25,000 25,000
08 June 2009 0.400 25,000   25,000 25,000
21 June 2009 0.400 3,225,000   3,225,000 3,225,000
21 June 2009 1.100 40,000   40,000 40,000
21 June 2009 1.150 200,000   200,000 200,000
30 June 2009 0.400 62,500   62,500 62,500
05 July 2009   0.400   75,000   75,000   75,000 
14 July 2009 0.400 125,000   125,000 125,000
04 September 2009 0.400 31,250   31,250 31,250
30 September 2009 0.400 62,500   62,500 62,500
14 October 2009 0.400 125,000   125,000 125,000
24 November 2009 0.400 6,250   6,250 6,250
04 December 2009 0.400 31,250   31,250 31,250
07 December 2009   0.400   12,500   12,500   12,500 
31 December 2009 0.400 150,000   150,000 150,000
18 March 2010 0.400 20,000   20,000 20,000
31 March 2010 0.400 200,000   200,000 200,000
21 June 2010 0.400 578,750   578,750 578,750
24 June 2010 0.400 1,990,000   1,990,000 1,990,000
30 June 2010 0.400 200,000   200,000 200,000
30 September 2010   0.400   200,000   200,000   200,000 
31 December 2010 0.400 218,750   218,750 218,750
31 March 2011 0.400 193,750   193,750 193,750
28 April 2011 0.400 940,000   940,000 940,000
30 June 2011 0.400 818,750   818,750 818,750
02 July 2011 0.010 5,000,000   5,000,000 5,000,000
30 September 2011 0.400 125,000   125,000 125,000
27 October 2011   0.400   506,250   506,250   506,250 
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Notes to the financial statements (continued) 
31 December 2008  

31. Share-based payments (cont.)  

b. Options issued under the constitution (cont.)  

There are currently no options issued under the ESOP.  

c. Shares issued at the discretion of the Board  

The Board issues shares at their absolute discretion to employees as part of executive and employee remuneration packages.  

The fair value of employee benefits are estimated at grant date based on the Company’s share price on that day.  

d. Expenses arising from share based payment transactions  
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 Exercise Price 2008  2007 2006
Expiry Date $ Number  Number Number
  

       

31 December 2011 0.400 193,750   193,750 193,750
08 March 2012 0.180 1,000,000   1,000,000 —
31 March 2012 0.400 193,750   193,750 193,750
30 June 2012 0.400 193,750   193,750 193,750
30 September 2012   0.400   193,750   193,750   193,750 
31 December 2012 0.400 168,750   168,750 168,750
31 March 2013 0.400 168,750   168,750 168,750
30 June 2013 0.400 168,750   168,750 168,750
           

        18,989,688   19,044,688   18,100,938 
      

     

     
  2008   2007   2006  
  $   $   $  
  

     

Options expense 12,412   136,549 358,686
Shares granted but not yet issued to employees   14,820   —   — 
Shares granted and issued to employees 9,600   — —
  

     

  36,832   136,549 358,686
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Exhibit   
Number Description of Exhibit
    
1.1   Constitution of Metal Storm*
    
4.1   [not used]
    
4.2   [not used]
    
4.3  

 
DSTO Technology License Agreement dated April 20, 2001, as amended (portions omitted pursuant to a request for confidential 
treatment; non-public information has been filed with the SEC)*

    
4.4   Employment Agreement of Dr. Lee Finniear***
    
4.5   Letter of Offer to Peter D. Faulkner***
    
4.6   Employment Agreement of Brett Farmer
    
4.7   Employment Agreement of David Pashen
    
4.8   Employment Agreement of Dr. Joe Cronin***
    
4.9   [not used]
    
4.10   Discretionary Share Option Scheme*
    
4.11   Convertible Note Trust Deed dated July 11, 2006***
    
8.0   List of Subsidiaries of Metal Storm Limited
    
12.1   Certification by the Chief Executive Officer of Metal Storm Limited in accordance with Section 302 of the Sarbanes-Oxley Act
    
12.2   Certification by the Chief Financial Officer of Metal Storm Limited in accordance with Section 302 of the Sarbanes-Oxley Act
    
13.1   Certification by the Chief Executive Officer in accordance with Section 906 of the Sarbanes-Oxley Act
    
13.2   Certification by the Chief Financial Officer in accordance with Section 906 of the Sarbanes-Oxley Act

 

*  Incorporated by reference from our Registration Statement on Form 20-F filed on December 12, 2001, File No. 000-31212.
 

**  Incorporated by reference from our annual report on Form 20-F filed on July 17, 2006.
 

***  Incorporated by reference from our annual report on Form 20-F filed on May 18, 2007.
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Exhibit 4.6

Terms and conditions of employment  

1 Commencement  

Your employment under the terms and conditions set out in this document commenced on 16th December 2008 
 

2 Position  

Your position is Chief Financial Officer of Metal Storm Limited. You will report to the Chief Executive Officer (CEO).  

3 Role  

3.1 General duties  

You must:  

3.2 Specific duties  

Without limiting clause 3.1, Metal Storm may issue you with a duty statement or revised duty statement from time to time, in agreement with 
you.  

In your role for Metal Storm, you may be required to undertake duties relating to the business of any company in the Metal Storm group of 
companies (Metal Storm Group). The Metal Storm Group comprises all companies related to Metal Storm within the meaning of the 
Corporations Act 2001 (Cth) (as amended or replaced from time to time).  

3.3 Corporate offices  

You agree upon request by Metal Storm to accept appointment to any office or offices of Metal Storm or any Metal Storm Group company 
without additional compensation or reward. Upon request by Metal Storm, and unless otherwise agreed upon termination of  
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(a) perform the duties assigned to you from time to time and comply with all lawful directions given to you by any person authorised by the 
CEO;

 

(b) perform your duties in a proper and efficient manner to the best of your knowledge and ability;
 

(c) use your best endeavours to promote and enhance the interests, profitability, growth and reputation of Metal Storm and the Metal Storm 
Group companies;

 

(d) act in the best interests of Metal Storm and not intentionally do anything which is or may be harmful to Metal Storm or any Metal Storm 
Group company;

 

(e) not act, or be seen to be acting, in conflict with the best interests of Metal Storm or any Metal Storm Group company, and if such conflict 
appears possible or arises, you must notify your manager at the earliest opportunity; and

 

(f)  promptly report to the CEO all information and explanations as may be required in connection with matters relating to your employment or 
the business of Metal Storm or any Metal Storm Group company.



                    

  

your employment, you must resign from any such office or offices. During your employment, resignation from an office or offices at the 
request of Metal Storm will not result in termination of your employment.  

If you are requested to accept an appointment to any office or offices of Metal Storm or any Metal Storm Group company, Metal Storm will 
provide you with a Deed of Indemnity and Access, and will maintain Directors and Officers Liability insurance for your protection.  

4 Location  

You will be based in Brisbane, Australia.  

If it appears that any relocation will be required, Metal Storm will discuss and agree this with you before making a final decision on the 
relocation.  

5 Working hours  

You will work during Metal Storm’s normal business hours and such other hours as are necessary for you to perform your duties in a 
satisfactory manner. Your remuneration includes compensation for work outside normal hours and you will not be entitled to any additional 
remuneration or other benefit for work outside these hours.  

6 Travel  

You may be required to travel within and outside Australia on Metal Storm Group business. You will not be entitled to any additional 
remuneration for such travel. However, your reasonable travel expenses for approved travel will be paid for by Metal Storm including airfares 
(economy class), accommodation and meals.  

7 Other employment  

You must not during your employment by Metal Storm, without the prior written consent of the CEO (which consent will not unreasonably be 
withheld), be engaged or interested in any other public or private work or duties, either directly or indirectly, in any capacity (including as 
principal, agent, partner, employee, shareholder, unit-holder, joint venturer, director, trustee, beneficiary, manager, consultant or advisor) with 
the exception of voluntary activities for a charitable organisation or project.  

This does not preclude you from holding (directly or indirectly) in aggregate not more than 5% of the shares in any body corporate listed on a 
recognised stock exchange, and in aggregate not more than 10% of the shares in any privately-held body corporate.  

8 Metal Storm Group policies and procedures  

You must treat Metal Storm’s policies and procedures as directions from Metal Storm. Subject to the terms of this document you must comply 
with these policies and procedures, but they do not form part of this document. Metal Storm may vary any policy or procedure from time to 
time.  

9 Performance appraisal  

Your performance will be reviewed by the CEO on an annual basis and at such other times as may be determined by Metal Storm.  
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Your annual appraisal will be conducted having regard to any applicable performance criteria and performance targets.  

10 Remuneration  

10.1 Base remuneration  

You will receive a base remuneration package of $150,000 gross per annum or such amount as may be determined from time to time upon 
review under clause 10.4 below (BR).  

Your BR includes:  

10.2 Salary  

Your salary will be paid fortnightly by electronic deposit to your nominated bank account. 

10.3 Superannuation  

In addition to your BR, Metal Storm will make superannuation contributions at such rate as may be agreed from time to time, but in any event 
at a rate not less than the minimum rate required to avoid any charge under the Superannuation Guarantee (Charge) Act 1992 (Cth). The Metal 
Storm superannuation contribution rate agreed as at 16th December 2008 is 9% of your BR.  

10.4 BR Review  

Your BR will be reviewed each year on such basis as the CEO in his absolute discretion may determine having regard to your performance 
(with reference to your annual performance appraisal) and the circumstances of the Metal Storm Group. There is no presumption that your BR 
will be increased upon review. The first review will occur after 31st December 2008.  

10.5 Legislation, industrial awards and agreements  

Your BR is inclusive of all remuneration to which you are entitled under any applicable legislation, or industrial award or agreement.  

11 Expenses  

11.1 Business expenses  

Metal Storm will reimburse to you reasonable expenses incurred by you, with the consent of the CEO, in the performance of your duties 
including business calls from your home telephone. You will be provided with a mobile telephone to use for business purposes.  
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(a) salary;
 

(b) income tax;
 

(c) such other non-cash benefits (including motor vehicles) as are agreed with you from time to time; and
 

(d) the amount of any fringe benefits tax, GST and other taxes payable by Metal Storm in consequence of the provision of your non-cash 
benefits.



                    

  

12 Leave  

12.1 Annual leave, personal/carer’s leave, parental leave and compassionate leave  

You are entitled to:  

subject to and in accordance with law.  

Annual leave will be taken at a time approved in advance by the CEO having regard to operational requirements. Metal Storm may direct you 
to take excessive accrued annual leave as permitted by law.  

12.2 Long service leave  

You will be entitled to long service leave subject to and in accordance with the applicable legislation in the State of your domicile. Metal Storm 
may direct you to take accrued long service leave as permitted by law.  

13 Intellectual Property and Moral Rights  

13.1 Intellectual Property  

Metal Storm will own and be exclusively entitled to the benefit of the Intellectual Property in all material developed, produced or created by 
you during the period of your employment by Metal Storm which relates in any way to the business of Metal Storm or a Metal Storm Group 
company.  

You will promptly take any reasonable action necessary to transfer to Metal Storm your interests in any such Intellectual Property.  

Intellectual Property includes inventions and improvements, patents, trade marks, copyright and designs whether registered or unregistered, 
circuit layout rights and know-how and any other form of intellectual property.  

13.2 Moral Rights  

You irrevocably consent to Metal Storm taking any action in relation to any Intellectual Property developed, produced or created by you in the 
course of your employment even where such conduct would, but for this clause, infringe any moral rights which you may have in relation to 
such Intellectual Property.  

Moral Rights means a right of attribution of authorship, a right not to have authorship falsely attributed and a right of integrity of authorship.  

13.3 Enduring obligations  

Your obligations in respect of Intellectual Property and Moral Rights survive termination of your employment.  
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(a) four weeks of annual leave per annum;
 

(b) 8 days of personal/carer’s leave per annum (paid personal leave in addition to your accrued entitlement may be taken with the approval of 
the CEO);

 

(c) parental leave; and
 

(d) compassionate leave,



                    

  

14 Confidentiality  

You will understand that the Metal Storm Group is concerned to protect its sensitive and confidential information and its reputation. To ensure 
protection of these interests, you are required to execute the Confidentiality Deed at annexure A to this document.  

15 Termination of employment  

15.1 Summary termination  

Metal Storm may at any time immediately terminate your employment by giving written notice to you if you commit any act of serious 
misconduct.  

For the purposes of this clause, serious misconduct includes but is not limited to:  

15.2 Termination on notice by Metal Storm  

Metal Storm may terminate your employment at any time by giving you three months’ written notice. Metal Storm may provide payment in 
lieu of all or part of this notice period.  

15.3 Termination by you  

You may terminate your employment at any time by giving three months written notice to Metal Storm.  

After receiving notice of termination from you, Metal Storm may elect to make the termination take effect immediately or part way through the 
notice period, in which case you will be entitled to payment calculated on your BR in respect of the period after the date of termination to the 
end of the notice period.  

15.4 Payment of accrued entitlements upon termination  

On termination of your employment, you will be entitled to receive the following payments and benefits and will not be entitled to any other 
termination payment or benefit (whether under a Metal Storm Group policy or practice or otherwise):  
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(a) committing any illegal or immoral acts (whether in the course of the employment or not) that result in a criminal conviction which, in the 
opinion of Metal Storm, materially affects your ability to represent Metal Storm and to perform your role as Chief Financial Officer;

 

(b) being precluded by the provisions of the Corporations Act 2001 (Cth) (as amended or replaced from time to time) from taking part in the 
management of a corporation, or being disqualified for any reason from holding an office of Metal Storm or of a Metal Storm Group 
company.

(a) the remuneration and any expenses payable to you up to and including the date of termination;
 

(b) pay in lieu of any accrued annual leave and long service leave to which you are entitled up to and including the date of termination, 
calculated on the basis of your BR; and

 

(c) any superannuation contribution to which you are entitled as at the date of termination.



                    

  

15.5 Limitation on payment of termination benefits  

Notwithstanding any other provision of this document, where the maximum total amount which is payable to you by Metal Storm in 
connection with the termination of your employment exceeds the amount which Metal Storm is permitted to pay to you without shareholder 
approval in the applicable circumstances (in accordance with Division 2 of Part 2D.2 of the Corporations Act 2001 (Cth), as amended or 
replaced from time to time), then Metal Storm will take reasonable steps to seek shareholder approval at the next annual general meeting.  

If shareholder approval is required but not granted, Metal Storm will pay you the maximum amount which it is permitted to pay you without 
shareholder approval (in accordance with Division 2 of Part 2D.2 of the Corporations Act 2001 (Cth), as amended or replaced from time to 
time).  

15.6 Set-off  

Metal Storm may deduct from any payment due to you (including but not limited to any termination payment) any money advanced to you or 
owing by you to Metal Storm or any Metal Storm Group company.  

15.7 Disciplinary and grievance procedures  

In view of the seniority of your position, Metal Storm is not required to follow any performance review, disciplinary, warning or grievance 
procedures before terminating your employment.  

16 Garden leave  

During part or all of any period of notice of termination given by you or by Metal Storm and any reasonable period during which Metal Storm 
is investigating any disciplinary issue involving you, Metal Storm may, at its sole discretion:  

provided that your remuneration will not be withheld or reduced as a result of you complying with such directions.  

17 Return of property  

Upon termination of your employment for any reason, or at any time at the request of Metal Storm, you must immediately return to Metal 
Storm any Metal Storm property or the property of any Metal Storm Group company in your possession or control. In the case of documents, 
computer records and other information and computer software, you must not retain any copies or parts of them.  
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(a) require you to perform only such duties as Metal Storm may determine or not to perform any duties at all;
 

(b) require you not to have any contact with any employees, customers or business associates of Metal Storm or any Metal Storm Group 
company other than normal social contact; and/or

 

(c) exclude you from all or any part of Metal Storm’s and any Metal Storm Group company’s premises,



                    

  

18 Restrictions after employment  

18.1 No representation  

You must not at any time after termination of your employment, represent to any person that you are still in any way connected with or 
involved in the business of Metal Storm or any Metal Storm Group company.  

18.2 Restraint deed  

The Metal Storm Group is concerned to protect its valuable commercial information and trade contacts. To ensure protection of these interests 
you are required to execute the Restraint Deed at annexure B to this document.  

18.3 Warranty  

You warrant that in performing your duties under this document, you will not be in breach of any obligation to a third party, including any 
restrictive covenant or confidentiality obligation.  

19 Miscellaneous  

19.1 Governing law  

This document is governed by and is to be construed in accordance with the laws in force in Queensland.  

The parties irrevocably and unconditionally submit to the non-exclusive jurisdiction of the courts of Queensland and any courts which have 
jurisdiction to hear appeals from any of those courts.  

19.2 No waiver  

No failure to exercise or any delay in exercising any right, power or remedy under this document will operate as a waiver. Nor will any single 
or partial exercise of any right, power or remedy preclude any other or further exercise of that or any other right, power or remedy.  

19.3 Severance  

Any provision of this document which is or becomes illegal, void or unenforceable in any jurisdiction:  

19.4 Variation and entire agreement  

The terms and conditions set out in this document may only be varied, replaced or terminated by agreement in writing signed by yourself and 
an authorised representative of Metal Storm.  
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(a) is severable;
 

(b) will be ineffective and severable in that jurisdiction to the extent of the illegality, voidness or unenforceability;
 

(c) will not invalidate the remaining provisions of this document; and
 

(d) will not affect the validity or enforceability of that provision in any other jurisdiction.



                    

  

These terms and conditions will continue to govern your employment with Metal Storm despite any changes from time to time to your position, 
duties and responsibilities, remuneration, working hours or employment location, unless otherwise agreed in writing.  

The terms and conditions set out in this document embody the entire understanding of the parties in relation to your employment by Metal 
Storm. All previous negotiations, representations or agreements are superseded by this document.  

19.5 Independent advice  

You acknowledge that you have had the opportunity to obtain independent legal advice in relation to the terms of this document including the 
Confidentiality and Restraint Deed in the annexures to this document.  

page 8

     
/s/ LEE FINNIEAR   16/12/2008   
    

 
 

 

Lee Finniear   Date   
      
I have read and accept the terms of employment set out above.   
      
/s/ BRETT FARMER   16/12/2008   
    

 
 

 

Brett Farmer   Date   
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Exhibit 4.7

Terms and conditions of employment  

1 Commencement  

Your employment under the terms and conditions set out in this document commenced on 8th September 2008. 
 

2 Position  

Your position is Chief Engineer & Development Manager of Metal Storm Limited (Metal Storm). You will report to the Chief Executive 
Officer (CEO).  

3 Role  

3.1 General duties  

You must:  

3.2 Specific duties  

Without limiting clause 3.1, Metal Storm may issue you with a duty statement or revised duty statement from time to time, in agreement with 
you.  

In your role for Metal Storm, you may be required to undertake duties relating to the business of any company in the Metal Storm group of 
companies (Metal Storm Group). The Metal Storm Group comprises all companies related to Metal Storm within the meaning of the 
Corporations Act 2001 (Cth) (as amended or replaced from time to time).  

During the term of your employment you are required to maintain the status of Chartered Professional Engineer with a professional institution 
deemed appropriate for your role by the Metal Storm CEO. You are also required to acquire and maintain a Queensland Firearms Licence for 
the term of your employment.  

3.3 Corporate offices  

You agree upon request by Metal Storm to accept appointment to any office or offices of Metal Storm or any Metal Storm Group company 
without additional compensation or reward. Upon request by Metal Storm, and unless otherwise agreed upon termination of your employment, 
you must resign from any such office or offices. During your employment, resignation from an office or offices at the request of Metal Storm 
will not result in termination of your employment.  
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(a) perform the duties assigned to you from time to time and comply with all lawful directions given to you by any person authorised by the 
CEO;

 

(b) perform your duties in a proper, professional and efficient manner to the best of your knowledge and ability;
 

(c) use your best endeavours to promote and enhance the interests, profitability, growth and reputation of Metal Storm and the Metal Storm 
Group companies;

 

(d) act in the best interests of Metal Storm and not intentionally do anything which is or may be harmful to Metal Storm or any Metal Storm 
Group company;

 

(e) not act, or be seen to be acting, in conflict with the best interests of Metal Storm or any Metal Storm Group company, and if such conflict 
appears possible or arises, you must notify the CEO at the earliest opportunity; and

 

(f)  promptly report to the CEO all information and explanations as may be required in connection with matters relating to your employment or 
the business of Metal Storm or any Metal Storm Group company.



                    

  

If you are requested to accept an appointment to any office or offices of Metal Storm or any Metal Storm Group company, Metal Storm will 
provide you with a Deed of Indemnity and Access, and will maintain Directors and Officers Liability insurance for your protection.  

4 Location  

You will be based in Brisbane, Australia.  

If it appears that any relocation will be required, Metal Storm will discuss and agree this with you before making a final decision on the 
relocation.  

5 Working hours  

You will work during Metal Storm’s normal business hours and such other hours as are necessary for you to perform your duties in a 
satisfactory manner. Your remuneration includes compensation for work outside normal hours and you will not be entitled to any additional 
remuneration or other benefit for work outside these hours.  

6 Travel  

You may be required to travel within and outside Australia on Metal Storm Group business. You will not be entitled to any additional 
remuneration for such travel. However, your reasonable travel expenses for approved travel will be paid for by Metal Storm including airfares, 
accommodation and meals.  

7 Other employment  

You must not during your employment by Metal Storm, without the prior written consent of the CEO (which consent will not unreasonably be 
withheld), be engaged or interested in any other public or private work or duties, either directly or indirectly, in any capacity (including as 
principal, agent, partner, employee, shareholder, unit-holder, joint venturer, director, trustee, beneficiary, manager, consultant or advisor) with 
the exception of voluntary activities for a charitable organisation or project.  

This does not preclude you from holding (directly or indirectly) in aggregate not more than 5% of the shares in any body corporate listed on a 
recognised stock exchange, and in aggregate not more than 10% of the shares in any privately-held body corporate.  

8 Metal Storm Group policies and procedures  

You must treat Metal Storm’s policies and procedures as directions from Metal Storm. Subject to the terms of this document you must comply 
with these policies and procedures, but they do not form part of this document. Metal Storm may vary any policy or procedure from time to 
time.  

9 Performance appraisal  

Your performance will be reviewed by the CEO on an annual basis and at such other times as may be determined by Metal Storm.  

Your annual appraisal will be conducted having regard to any applicable performance criteria and performance targets.  
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10 Remuneration  

10.1 Base remuneration  

You will receive a base remuneration package of $150,000 gross per annum or such amount as may be determined from time to time upon 
review under clause 10.4 below (BR).  

Your BR includes:  

10.2 Salary  

Your salary will be paid fortnightly by electronic deposit to your nominated bank account.  

10.3 Superannuation  

In addition to your BR, Metal Storm will make superannuation contributions at such rate as may be agreed from time to time, but in any event 
at a rate not less than the minimum rate required to avoid any charge under the Superannuation Guarantee (Charge) Act 1992 (Cth). The Metal 
Storm superannuation contribution rate agreed as at 16th December 2008 is 9% of your BR.  

10.4 BR Review  

Your BR will be reviewed each year on such basis as the CEO in his absolute discretion may determine having regard to your performance 
(with reference to your annual performance appraisal) and the circumstances of the Metal Storm Group. There is no presumption that your BR 
will be increased upon review. The first review will occur after 31st December 2008.  

10.5 Legislation, industrial awards and agreements  

Your BR is inclusive of all remuneration to which you are entitled under any applicable legislation, or industrial award or agreement.  

11 Expenses  

11.1 Business expenses  

Metal Storm will reimburse to you reasonable expenses incurred by you, with the consent of the CEO, in the performance of your duties 
including business calls from your home telephone. You will be provided with a mobile telephone to use for business purposes.  
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(a) salary;
 

(b) income tax;
 

(c) such other non-cash benefits (including motor vehicles) as are agreed with you from time to time; and
 

(d) the amount of any fringe benefits tax, GST and other taxes payable by Metal Storm in consequence of the provision of your non-cash 
benefits.



                    

  

12 Leave  

12.1 Annual leave, personal/carer’s leave, parental leave and compassionate leave  

You are entitled to:  

subject to and in accordance with law.  

Annual leave will be taken at a time approved in advance by the CEO having regard to operational requirements. Metal Storm may direct you 
to take excessive accrued annual leave as permitted by law.  

12.2 Long service leave  

You will be entitled to long service leave subject to and in accordance with the applicable legislation in the State of your domicile. Metal Storm 
may direct you to take accrued long service leave as permitted by law.  

13 Intellectual Property and Moral Rights  

13.1 Intellectual Property  

Metal Storm will own and be exclusively entitled to the benefit of the Intellectual Property in all material developed, produced or created by 
you during the period of your employment by Metal Storm which relates in any way to the business of Metal Storm or a Metal Storm Group 
company.  

You will promptly take any reasonable action necessary to transfer to Metal Storm your interests in any such Intellectual Property.  

Intellectual Property includes inventions and improvements, patents, trade marks, copyright and designs whether registered or unregistered, 
circuit layout rights and know-how and any other form of intellectual property.  

13.2 Moral Rights  

You irrevocably consent to Metal Storm taking any action in relation to any Intellectual Property developed, produced or created by you in the 
course of your employment even where such conduct would, but for this clause, infringe any moral rights which you may have in relation to 
such Intellectual Property.  

Moral Rights means a right of attribution of authorship, a right not to have authorship falsely attributed and a right of integrity of authorship.  

13.3 Enduring obligations  

Your obligations in respect of Intellectual Property and Moral Rights survive termination of your employment.  

14 Confidentiality  

You will understand that the Metal Storm Group is concerned to protect its sensitive and confidential information and its reputation. To ensure 
protection of these interests, you are required to execute the Confidentiality Deed at annexure A to this document.  
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(a) four weeks of annual leave per annum;
 

(b) 8 days of personal/carer’s leave per annum (paid personal leave in addition to your accrued entitlement may be taken with the approval of 
the CEO);

 

(c) parental leave; and
 

(d) compassionate leave,



                    

  

15 Termination of employment  

15.1 Summary termination  

Metal Storm may at any time immediately terminate your employment by giving written notice to you if you commit any act of serious 
misconduct.  

For the purposes of this clause, serious misconduct includes but is not limited to:  

15.2 Termination on notice by Metal Storm  

Metal Storm may terminate your employment at any time by giving you three months’ written notice. Metal Storm may provide payment in 
lieu of all or part of this notice period.  

15.3 Termination by you  

You may terminate your employment at any time by giving three months written notice to Metal Storm.  

After receiving notice of termination from you, Metal Storm may elect to make the termination take effect immediately or part way through the 
notice period, in which case you will be entitled to payment calculated on your BR in respect of the period after the date of termination to the 
end of the notice period.  

15.4 Payment of accrued entitlements upon termination  

On termination of your employment, you will be entitled to receive the following payments and benefits and will not be entitled to any other 
termination payment or benefit (whether under a Metal Storm Group policy or practice or otherwise):  

15.5 Set-off  

Metal Storm may deduct from any payment due to you (including but not limited to any termination payment) any money advanced to you or 
owing by you to Metal Storm or any Metal Storm Group company.  

15.6 Disciplinary and grievance procedures  

In view of the seniority of your position, Metal Storm is not required to follow any performance review, disciplinary, warning or grievance 
procedures before terminating your employment.  

16 Garden leave  

During part or all of any period of notice of termination given by you or by Metal Storm and any reasonable period during which Metal Storm 
is investigating any disciplinary issue involving you, Metal Storm may, at its sole discretion:  
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(a) committing any illegal or immoral acts (whether in the course of the employment or not) that result in a criminal conviction which, in the 
opinion of Metal Storm, materially affects your ability to represent Metal Storm and to perform your role as Chief Engineer & 
Development Manager;

 

(b) being precluded by the provisions of the Corporations Act 2001 (Cth) (as amended or replaced from time to time) from taking part in the 
management of a corporation, or being disqualified for any reason from holding an office of Metal Storm or of a Metal Storm Group 
company.

(a) the remuneration and any expenses payable to you up to and including the date of termination;
 

(b) pay in lieu of any accrued annual leave and long service leave to which you are entitled up to and including the date of termination, 
calculated on the basis of your BR; and

 

(c) any superannuation contribution to which you are entitled as at the date of termination.

(a) require you to perform only such duties as Metal Storm may determine or not to perform any duties at all;



                    

  

provided that your remuneration is not withheld or reduced as a result of your complying with such directions.  

17 Return of property  

Upon termination of your employment for any reason, or at any time at the request of Metal Storm, you must immediately return to Metal 
Storm any Metal Storm property or the property of any Metal Storm Group company in your possession or control. In the case of documents, 
computer records and other information and computer software, you must not retain any copies or parts of them.  

18 Restrictions after employment 

18.1 No representation  

You must not at any time after termination of your employment, represent to any person that you are still in any way connected with or 
involved in the business of Metal Storm or any Metal Storm Group company.  

18.2 Restraint deed  

The Metal Storm Group is concerned to protect its valuable commercial information and trade contacts. To ensure protection of these interests 
you are required to execute the Restraint Deed at annexure B to this document.  

18.3 Warranty  

You warrant that in performing your duties under this document, you will not be in breach of any obligation to a third party, including any 
restrictive covenant or confidentiality obligation.  

19 Miscellaneous  

19.1 Governing law  

This document is governed by and is to be construed in accordance with the laws in force in Queensland.  

The parties irrevocably and unconditionally submit to the non-exclusive jurisdiction of the courts of Queensland and any courts which have 
jurisdiction to hear appeals from any of those courts.  

19.2 No waiver  

No failure to exercise or any delay in exercising any right, power or remedy under this document will operate as a waiver. Nor will any single 
or partial exercise of any right, power or remedy preclude any other or further exercise of that or any other right, power or remedy.  

19.3 Severance  

Any provision of this document which is or becomes illegal, void or unenforceable in any jurisdiction:  
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(b) require you not to have any contact with any employees, customers or business associates of Metal Storm or any Metal Storm Group 
company other than normal social contact; and/or

(c) exclude you from all or any part of Metal Storm’s and any Metal Storm Group company’s premises,

(a) is severable;
 

(b) will be ineffective and severable in that jurisdiction to the extent of the illegality, voidness or unenforceability;
 

(c) will not invalidate the remaining provisions of this document; and
 

(d) will not affect the validity or enforceability of that provision in any other jurisdiction.



                    

  

19.4 Variation and entire agreement  

The terms and conditions set out in this document may only be varied, replaced or terminated by agreement in writing signed by yourself and 
an authorised representative of Metal Storm.  

These terms and conditions will continue to govern your employment with Metal Storm despite any changes from time to time to your position, 
duties and responsibilities, remuneration, working hours or employment location, unless otherwise agreed in writing.  

The terms and conditions set out in this document embody the entire understanding of the parties in relation to your employment by Metal 
Storm. All previous negotiations, representations or agreements are superseded by this document.  

19.5 Independent advice  

You acknowledge that you have had the opportunity to obtain independent legal advice in relation to the terms of this document including the 
Confidentiality and Restraint Deed in the annexures to this document.  

I have read and accept the terms of employment set out above.  
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/s/ LEE FINNIEAR   16/12/2008   
   

    

Lee Finniear   Date

   
 
/s/ DAVID PASHEN   16/12/2008   
   

    

David Pashen   Date
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Exhibit 8

List of Subsidiaries of Metal Storm Limited  
     

Name of Subsidiary  Percentage Owned Jurisdiction of Formation
Metal Storm Inc.   (a)  Delaware
Metal Storm U.S.A. Limited   100% (b)  Delaware
ProCam Machine LLC   100% (c)  Washington
DigiGun LLC   100% (d)  Delaware

 

(a)  Metal Storm Limited directly owns 49% of Metal Storm Inc. and officers of Metal Storm Limited who are U.S. citizens own the 
remaining 51% of the company through a trust.

 

(b)  Metal Storm Limited directly owns 100% of Metal Storm U.S.A. Limited. Metal Storm U.S.A. Limited was incorporated in Delaware on 
March 31, 2004.

 

(c)  Metal Storm Limited directly owns 100% of ProCam Machine LLC. Metal Storm Limited sold the assets and liabilities of ProCam to 
Monroe Machine Products, Inc. on June 1, 2005.

 

(d)  Metal Storm Limited directly owns 100% of DigiGun LLC, which was formed in Delaware on May 6, 2004.
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Exhibit 12.1

CERTIFICATION  

I, Lee Finniear, certify that:  

1. I have reviewed this annual report on Form 20-F of Metal Storm Limited;  

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of Metal Storm as of, and for, the periods presented in this annual report;  

4. Metal Storm’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 
15d-15(f)) for Metal Storm and have:  

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to Metal Storm, including its consolidated subsidiaries, is made known to us by 
others within those entities, particularly during the period in which this report is being prepared;  

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our 
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the presentation of financial statements for 
external purposes in accordance with generally accepted accounting principles;  

c) Evaluated the effectiveness of Metal Storm’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

d) Disclosed in this report any change in Metal Storm’s internal control over financial reporting that occurred during the period covered by 
the annual report that has materially affected, or is reasonably likely to materially affect, Metal Storm’s internal control over financial 
reporting; and  

5. Metal Storm’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to Metal Storm’s auditors and the audit committee of Metal Storm’s board of directors (or persons performing the equivalent function):  

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect Metal Storm’s ability to record, process, summarize and report financial information; and  

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in Metal Storm’s internal 
control over financial reporting.  

Date: July 15, 2009  
 
 
 By:  /s/ LEE FINNIEAR   
 Name:  Lee Finniear 
 Title:  Chief Executive Officer 
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Exhibit 12.2

CERTIFICATION  

I, Brett Farmer, certify that:  

1. I have reviewed this annual report on Form 20-F of Metal Storm Limited;  

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of Metal Storm as of, and for, the periods presented in this annual report;  

4. Metal Storm’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 
15d-15(f)) for Metal Storm and have:  

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to Metal Storm, including its consolidated subsidiaries, is made known to us by 
others within those entities, particularly during the period in which this report is being prepared;  

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our 
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the presentation of financial statements for 
external purposes in accordance with generally accepted accounting principles;  

c) Evaluated the effectiveness of Metal Storm’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

d) Disclosed in this report any change in Metal Storm’s internal control over financial reporting that occurred during the period covered by 
the annual report that has materially affected, or is reasonably likely to materially affect, Metal Storm’s internal control over financial 
reporting; and  

5. Metal Storm’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to Metal Storm’s auditors and the audit committee of Metal Storm’s board of directors (or persons performing the equivalent function):  

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect Metal Storm’s ability to record, process, summarize and report financial information; and  

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in Metal Storm’s internal 
control over financial reporting.  

Date: July 15, 2009  

  

 
 
 By:  /s/ BRETT FARMER   
 Name:  Brett Farmer 
 Title:  Chief Financial Officer 
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Exhibit 13.1

Certification  

Pursuant to 18 U.S.C. Section 1350,  

As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002  

In connection with the annual report of Metal Storm Limited (the “Company”) on Form 20-F for the period ending December 31, 2008, as filed 
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Lee Finniear, in my capacity as Chief Executive Officer of 
Metal Storm, certify, for purposes of 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to 
the best of my knowledge:  

Date: July 15, 2009  

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or as a 
separate disclosure document.  

  

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company.

 
 
 By:  /s/ LEE FINNIEAR   
 Name:  Lee Finniear 
 Title:  Chief Executive Officer 
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Exhibit 13.2

Certification  

Pursuant to 18 U.S.C. Section 1350,  

As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002  

In connection with the annual report of Metal Storm Limited (the “Company”) on Form 20-F for the period ending December 31, 2008, as filed 
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Brett Farmer, in my capacity as Chief Financial Officer of 
Metal Storm, certify, for purposes of 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to 
the best of my knowledge:  

Date: July 15, 2009  

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or as a 
separate disclosure document.  

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company.

 
 
 By:  /s/ BRETT FARMER   
 Name:  Brett Farmer 
 Title:  Chief Financial Officer 
 




