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Important information

This Prospectus is for the offer of options to acquire continuously quoted securities (as defined in the Corporations Act) of the Company
and has been prepared in accordance with section 713 of the Corporations Act.

This Prospectus is dated 24 March 2010 and was lodged with ASIC on that date. ASIC takes no responsibility for the contents of this
Prospectus.

No Options will be issued on the basis of this Prospectus after the date which is 13 months after the date of this Prospectus.

You should read this entire Prospectus carefully before deciding whether to subscribe for Options. In particular, you should consider the
risk factors that could affect the performance of the Company or the value of an investment in the Company, some of which are outlined
in section 5.

The information contained in this Prospectus is not investment advice and does not take into account your investment objectives,
financial situation, tax position and particular needs. Before deciding whether to subscribe for Options, you should consider whether
they are a suitable investment for you in light of your personal circumstances (including financial and taxation issues) and seek
professional guidance.

It is proposed that the Options will be quoted on ASX. ASX takes no responsibility for the contents of this Prospectus.
Electronic copy of this Prospectus

A copy of this Prospectus will be mailed to Option Holders resident in Australia and New Zealand, together with a personalised
Application Form.

This Prospectus has been placed on the Company’s website at www.metalstorm.com for information purposes only. If you access the
electronic version of this Prospectus you should ensure that you download and read the entire Prospectus. The electronic version of
this Prospectus on the Company’s website does not include an Application Form.

You will only be issued Options if you:

. pay the Subscription Amount shown on the Application Form by BPAY®; or

. complete and return the Application Form together with a cheque or money order for the Subscription Amount,
by 5.00 pm (AEST) on 30 April 2010.

Any references to documents included on the Company’s website are provided for convenience only, and none of the documents or
other information on the website is incorporated by reference in this Prospectus.

Restrictions on the distribution of this Prospectus

This Prospectus does not constitute an offer or invitation in any place in which, or to any person to whom, it would not be lawful to make
such an offer or invitation.

The distribution of this Prospectus (including an electronic copy) outside Australia and New Zealand may be restricted by law. If you are
a potential investor outside Australia or New Zealand and you come into possession of this Prospectus, you should observe such
restrictions and should seek your own advice on such restrictions.

No action has been taken to register or qualify the Options or to otherwise permit a public offering of the Options in any jurisdiction other
than in Australia and New Zealand.

In particular, this document may not be released or distributed in the United States. This document does not constitute an offer to sell,
or a solicitation of an offer to buy, securities in the United States. Any securities described in this document have not been, and will not
be, registered under the US Securities Act and may not be offered or sold in the United States except in transactions exempt from, or
not subject to, registration under the US Securities Act and applicable US state securities laws.

More detail regarding restrictions on the distribution of this Prospectus and limitations on the jurisdictions in which offers under the
Prospectus are made, is in sections 1.6 and 1.7.

Continuous disclosure

The Company has been listed on ASX since 8 July 1999. During this time the Company has been subject to disclosure requirements
under the Corporations Act and the Listing Rules. Since listing, the Company has provided ASX with information regarding its activities
and that information is publicly available. This Prospectus is intended to be read in conjunction with that publicly available information.
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Eligible Option Holders should therefore have regard to that publicly available information before making a decision whether to
subscribe for Options.

Disclaimer

No person is authorised to give any information, or to make any representation, in connection with the issue of Options that is not
contained in this Prospectus. Any information or representation that is not in this Prospectus may not be relied on as having been
authorised by the Company, the Directors or any other person in connection with the issue of Options.

Except as required by law, and only to the extent so required, no person warrants or guarantees the future performance of the Company
or any return in relation to a decision made by an Eligible Option Holder pursuant to this Prospectus.

The forward looking statements in this Prospectus are based on the Company’s current expectations about future events. They are,
however, subject to known and unknown risks, uncertainties and assumptions, many of which are outside the control of the Company
and the Directors, that could cause actual results, performance or achievements to differ materially from future results, performance or
achievements expressed or implied by the forward looking statements in this Prospectus.

This Prospectus details some important factors and risks that could cause the Company’'s actual results to differ from the forward
looking statements in the Prospectus.

Past price performance of the Shares and Original Options provides no guidance as to the future price performance of the Shares or
Options.

Definitions
Some capitalised words and expressions used in this Prospectus have defined meanings which are explained in section 7.

A reference to time in this Prospectus is to Australian Eastern Standard Time being the local time in Brisbane, Australia, unless
otherwise stated. All financial amounts in this Prospectus are expressed in Australian dollars, unless otherwise stated.

Questions
If you have any questions about the Offer, you should contact your stockbroker, accountant or other professional adviser.

If you have questions in relation to how to complete the Application Form, please call Computershare Investor Services Pty Limited on
1300 552 270 within Australia, +61 3 9415 4000 outside Australia or via email web.qgueries@computershare.com.au.

Computershare Investor Services Pty Limited has had no involvement in the preparation of any part of the Prospectus other than being
named as security registrar to the Company. Computershare Investor Services Pty Limited has not authorised or caused the issue of,
and expressly disclaims and takes no responsibility for any part of, the Prospectus.

Privacy

The information about Eligible Option Holders included on an Application Form is used for the purposes of processing the Application
Form and to administer the Eligible Option Holder’s holding of any of the Options and Shares. By submitting an Application Form, each
Eligible Option Holder agrees that the Company may use the information provided by the Eligible Option Holder on the form for the
purposes set out in this privacy statement and may disclose it for those purposes to Computershare Investor Services Pty Limited and
the Company’s related bodies corporate, agents and contractors and third party service providers, including mailing houses and
professional advisers, and to ASX and other regulatory authorities.

The Corporations Act requires the Company to include information about each Shareholder and holder of options (including name,
address and details of the security held) in its public register. The information contained in the Company’s public register must remain
there even if that person ceases to be a security holder. Information contained in the Company’s register is also used to facilitate
payments and corporate communications (including the Company’s financial results, annual reports and other information that the
Company wishes to communicate to its security holders) and compliance by the Company with legal and regulatory requirements.

Under the Privacy Act, you may request access to your personal information held by, or on behalf of, the Company or Computershare
Investor Services Pty Limited. A fee may be charged for access. You can request access to your personal information by telephoning
or writing to Computershare Investor Services Pty Limited as follows:

Computershare Investor Services Pty Limited

GPO Box 5240

Brisbane, Queensland 4001

Australia

Ph: 1300 552 270 within Australia or +61 3 9415 4000 outside Australia
Email: web.queries@computershare.com.au
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Metal Storm Limited Options Prospectus
Chairman’s letter

Metal Storm Limited
ABN 99 064 270 006

PO Box 3221

Darra Qld 4076

Tel: +61 (0) 7 3123 4700
Fax: +61 (0) 7 3217 0811

Web Site: www.metalstorm.com
Email Address: msau@metalstorm.com

Chairman’s letter
Dear Option Holder

As you would be aware, on 31 July 2009 Shareholders approved the amendments to the terms of the
Notes that were issued in 2006 and the issue of additional Options to holders of the Company’s quoted
options which were issued with the Notes but expired on 31 August 2009.

Since then, much of the Company’s efforts have been directed towards obtaining funding to continue its
operations as a going concern. Accordingly, the Company decided to suspend work related to the
issue of Options until funding could be obtained. The GEM Facility Agreement was signed on 31
December 2009 to provide a three year, $20.2 million equity line of credit to the Company. The
Shareholder approval for the Options however had become stale so the Company sought and obtained
another approval from Shareholders on 4 March 2010 for the issue of the Options.

Summary of the offer of Options

The primary purpose of the offer of Options is to provide Eligible Option Holders with the opportunity to
continue to hold options with an expiry date that aligns with the maturity date of the Notes, which was
the intention when the original options and Notes were issued in 2006.

Option Holders may subscribe for Options on the basis of one Option for each quoted option they held
that expired on 31 August 2009.

The Options have an issue price of $0.001 per Option and can be exercised at any time up to
1 September 2011 by paying the exercise price of $0.15 per Option. Subject to ASX's spread
requirements being met, the Options will be quoted on ASX.

GEM Facility Agreement and ongoing funding needs

Funds to be drawn down under the GEM Facility Agreement provide the opportunity for the Company to
remain a going concern in circumstances where it otherwise would not. While the facility is initially
intended to provide the primary source of operating capital, the Company also intends to vigorously
seek other sources of capital on more favourable terms. The flexible nature of the facility allows the
Company to elect to make cash draw downs at its sole discretion. While the terms of the Notes the
Company has issued contain restrictions on the Company’s ability to issue secured debt, it may raise
funds through unsecured debt or equity raisings. If the Company is successful in raising additional
capital, it may reduce draw downs under the GEM Facility Agreement. The facility would remain in
place, at the discretion of the Directors, as a flexible secondary source of capital, to more easily
manage any peak cash requirements during the product qualification process and into subsequent
production.

As | foreshadowed at the general meeting held on 4 March 2010, the Company is considering other
capital initiatives including a rights issue and share consolidation. The Company is also considering its
product development priorities as set out in section 3.3. No decisions have been made at this stage
but the Company will keep the market informed of material developments and | encourage you to
review the Company'’s recent ASX announcements before deciding whether to subscribe for Options.
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Metal Storm Limited Options Prospectus
Chairman’s letter

Subscribing for Options

The Company has issued this Prospectus to provide you with information about the offer of the Options.
You should therefore read the Prospectus, the Company’s recent ASX announcements and other
publicly available information carefully before deciding whether to subscribe for Options.

Further information about the offer of Options is set out in section 1. Details about how to subscribe for
Options are provided in section 2 and the accompanying application form.

If you wish to subscribe for Options, you must ensure that your application and payment is received by
Computershare Investor Services Pty Limited by 30 April 2010.

Yours sincerely

A

Terry O’'Dwyer
Chairman
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Metal Storm Limited Options Prospectus
Timetable

Timetable

Record Date to determine who is an Eligible Option
Holder

31 August 2009
(7.00 pm AEST)

Prospectus lodged with ASIC

24 March 2010

Prospectus sent to Option Holders with a registered
address in Australia and New Zealand

30 March 2010

Opening date for applications to be made

30 March 2010

Closing Date — last date for receipt of applications

30 April 2010
(5.00 pm AEST)

Allotment Date — date Options are issued 7 May 2010
Despatch of holding statements for Options 11 May 2010
Options expected to commence trading on ASX 12 May 2010

The Company reserves the right to vary the Timetable without prior notice, including by

extending or bringing forward the Closing Date.
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Metal Storm Limited Options Prospectus
Section 1 - The Offer

1.2

1.3

The Offer

Background

The Original Options and Notes were issued to existing shareholders that subscribed for the
securities under a prospectus dated 28 July 2006. The expiry date of the Original Options was
31 August 2009 and the maturity date of the Notes was 1 September 2009.

On 31 July 2009 both Note Holders and Shareholders approved resolutions which, among
other things, extended the maturity date of the Notes by two years to 1 September 2011.

As the Listing Rules prevented the expiry date of the Original Options from being extended, all
unexercised Original Options lapsed on 31 August 2009.

To ensure that holders of Original Options could elect to maintain an interest in options to
subscribe for Shares with an expiry date that aligns with the maturity date of the Notes, the
Company sought and received Shareholder approval (most recently on 4 March 2010) to offer
the Options to Eligible Option Holders.

Eligible Option Holders now have the opportunity to subscribe for Options under this
Prospectus.

Key terms of the Offer
The Options are offered to Eligible Option Holders:

o on the basis of one Option for each Original Option held on the Record Date;
o at an issue price of $0.001 each; and
) with an expiry date of 1 September 2011.

All other terms of the Options are identical to the terms of the Original Options, including the
exercise price of $0.15. The complete Option terms are set out in the schedule.

Section 1.6 provides further information about who is an Eligible Option Holder. Ineligible
Option Holders cannot subscribe for Options.

Section 1.4 provides further information on the Options.

Why should | subscribe for Options?
In deciding whether to subscribe for Options, Eligible Option Holders should consider:

(@) the potential advantages, disadvantages and risks set out in this Prospectus;
(b)  what value they attribute to the Options; and
(c) their own personal circumstances.

Below is a summary of some of the key potential advantages and disadvantages involved in
subscribing for Options.
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Metal Storm Limited Options Prospectus
Section 1 - The Offer

Issue

Potential advantages

Potential disadvantages

Opportunity

Subscribing for Options provides you
with the opportunity to profit if the
price of Shares or Options rises over
the next 18 months.

For example, if the price of Options traded
on ASX is greater than the issue price of
$0.001, you could potentially sell your
Options on market for a profit.

Alternatively, if the price of Shares rises
above the exercise price of $0.15, you
could exercise your Options and
potentially sell the Shares acquired on
exercise for a profit.

The price of Shares or Options may not
rise before the Options expire on
1 September 2011.

If the price of Shares or Options do not rise,
you may choose to allow your Options to
lapse. In this case, your loss will be the
Subscription Amount.

If you exercise your Options and sell the
Shares at less than the exercise price of
$0.15, you will also suffer a loss.

Options and Shares may not be able to be
sold on market at an acceptable price, or at all
if insufficient liquidity exists in the market for
those securities.

Small cost As the issue price of Options is only | The Options may not have any value if the

$0.001, the cost required to maintain an | Company is not successful in completing
interest in the share capital of the | a capital raising and insufficient funds are
Company is very small. available under the GEM Facility
By way of example, an Eligible Option }Agtrheemefnt. St_ee sections 3.2 .and 5.2(a) for
Holder that held 50,000 Original Options urther information.
on the Record Date can subscribe for
50,000 Options for only $50.
If you do not exercise your Options,
your maximum potential loss from
subscribing for Options is the
Subscription Amount.

Quotation If the spread requirements are satisfied, | If the spread requirements are not
the Company will seek quotation of the | satisfied, the Options will not be able to be
Options on ASX. This will improve the | quoted on ASX. In this case you may not be
ability of holders to sell their Options. able to sell your Options at an acceptable
See section 1.4(b) for further information. price, or at all.

1.4 Information on the Options

(@)

Maximum number of Options

The Offer will result in a maximum of 58,027,933 Options being issued to Eligible Option
Holders on the Allotment Date, expected to be on or about 7 May 2010.

(b)

Quotation of the Options

The Company will seek quotation of the Options on ASX, provided ASX’s spread requirements
are met.

ASX'’s spread requirements specify that there must be, among other things, at least 50 holders
of a marketable parcel of Options. A marketable parcel is the number of Options required to
be converted into $500 worth of Shares (using the price of Shares on the Allotment Date). As
the price of Shares on the Allotment Date is not known, table 1.4 below indicates the number
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Section 1 - The Offer

15

1.6

of Eligible Option Holders that will be eligible to subscribe for a marketable parcel of Options
based on a range of Share prices.

Table 1.4

Number of Eligible Option Holders
eligible to subscribe for a marketable
parcel of Options

Price of Shares on
Allotment Date

$0.010 111
$0.015 132
$0.020 153
$0.025 165
$0.030 183

If granted quotation, the Options will trade under a code to be advised by ASX.

If ASX's spread requirements are not met, the Company will still issue the Options to
subscribing Eligible Option Holders but the Options will not be quoted on ASX.

(c) Risks
Risks specific to holding Options are set out in section 5.1.

Intentions of Harmony Investments

Harmony Investments was the largest beneficial holder of Original Options, holding
118,726,333 or approximately 67% of the Original Options on issue on the Record Date.

Harmony Investments has advised the Company that it is satisfied with its current level of
investment in the Company and does not intend to subscribe for Options under the Offer.
Accordingly, the Company has not extended the Offer to the Cayman Islands which would
have been required for Harmony Investments to participate in the Offer.

Who is an Eligible Option Holder?
Only Eligible Option Holders can subscribe for Options.

An Eligible Option Holder is an Option Holder whose address on the register of Original
Options is in Australia or New Zealand at 7.00 pm (AEST) on the Record Date. All remaining
Option Holders are Ineligible Option Holders.

The Company has decided that Ineligible Option Holders will be unable to subscribe for
Options, having regard to:

(@) the cost of complying with legal and regulatory requirements outside Australia and New
Zealand for the issue of the Options to Ineligible Option Holders;

(b)  the number of Ineligible Option Holders; and
(c) the number and value of Options that could be issued to the Ineligible Option Holders.

As noted in section 1.5, the Company has not extended the Offer to the Cayman Islands as
Harmony Investments has advised the Company that it does not intend to subscribe for
Options under the Offer.

Where the Prospectus has been despatched to Ineligible Option Holders, the Prospectus is
provided for information purposes only.
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Metal Storm Limited Options Prospectus
Section 1 - The Offer

1.7

Foreign law requirements for the issue of Options

This section provides further details on the legal and regulatory requirements associated with
the issue of Options.

General restrictions on making offers to Ineligible Option Holders

This Prospectus and accompanying Application Form do not constitute an offer in any place in
which, or to any person to whom, it would not be lawful to make such an offer.

No action has been taken to register or qualify the Options, or to otherwise permit an offering
of Options outside Australia and New Zealand. The Options may not be offered in a
jurisdiction outside Australia and New Zealand where such an offer is not made in accordance
with the laws of that place.

The distribution of this Prospectus in jurisdictions outside Australia and New Zealand may be
restricted by law and therefore persons who come into possession of this document outside
Australia and New Zealand should seek advice on and observe any such restrictions. A
failure to comply with these restrictions may constitute a violation of applicable securities laws.

It is the responsibility of any Eligible Option Holder to ensure compliance with any laws of the
country relevant to their application. Payment of the Subscription Amount by BPAY® or the
return of a duly completed Application Form will be taken by the Company to constitute a
representation that there has been no breach of such laws and that the Eligible Option Holder
is physically present in Australia or New Zealand.

Eligible Option Holders resident outside Australia should consult their professional advisers as
to whether, in order to enable them to apply for Options, any governmental or other consents
are required, or other formalities need to be observed.

New Zealand securities law requirements

This offer to New Zealand investors is a regulated offer made under Australian and New
Zealand law. In Australia, this is Chapter 8 of the Corporations Act and regulations. In New
Zealand, this is Part 5 of the Securities Act 1978 and the Securities (Mutual Recognition of
Securities Offerings — Australia) Regulations 2008.

This offer and the content of the offer document are principally governed by Australian rather
than New Zealand law. In the main, the Corporations Act and regulations set out how the offer
must be made.

There are differences in how securities are regulated under Australian law. For example, the
disclosure of fees for collective investment schemes is different under the Australian regime.

The rights, remedies, and compensation arrangements available to New Zealand investors in
Australian securities may differ from the rights, remedies, and compensation arrangements for
New Zealand securities.

Both the Australian and New Zealand securities regulators have enforcement responsibilities
in relation to this offer. If you need to make a complaint about this offer, please contact the
Securities Commission, Wellington, New Zealand. The Australian and New Zealand
regulators will work together to settle your complaint.

The taxation treatment of Australian securities is not the same as for New Zealand securities.

If you are uncertain about whether this investment is appropriate for you, you should seek the
advice of an appropriately qualified financial adviser.

The offer may involve a currency exchange risk. The currency for the securities is not New
Zealand dollars. The value of the securities will go up or down according to changes in the
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Section 1 - The Offer

exchange rate between that currency and New Zealand dollars. These changes may be
significant.

If you expect the securities to pay any amounts in a currency that is not New Zealand dollars,
you may incur significant fees in having the funds credited to a bank account in New Zealand
in New Zealand dollars.

If the securities are able to be traded on a securities market and you wish to trade the
securities through that market, you will have to make arrangements for a participant in that
market to sell the securities on your behalf. If the securities market does not operate in New
Zealand, the way in which the market operates, the regulation of participants in that market,
and the information available to you about the securities and trading may differ from securities
markets that operate in New Zealand.

United States

The Options have not been and will not be, registered under the US Securities Act or the
securities laws of any state of the United States and may not be offered or sold, directly or
indirectly, in the United States or to, or for the account or benefit of, a US person, except in a
transaction exempt from the registration requirements of the US Securities Act and applicable
United States state securities laws.

This Prospectus is neither an offer to sell nor a solicitation of an offer to buy securities in the
United States.

This Prospectus and the accompanying Application Form may not be sent by the Company or
its agents to any Option Holder in the United States.

By submitting an Application Form, an Eligible Option Holder will be deemed to have
represented, warranted and agreed as follows:

(@) it understands that the Options have not been, and will not be, registered under the US
Securities Act and may not be offered, sold or resold in the United States or for the
account or benefit of, a US person except in accordance with an available exemption
from registration;

(b) itis not:

0] in the United States or a US person; and

(i)  acting for the account or benefit of a person in the United States or a US person;
(c) it will not offer, sell or resell in the United States or to a US person any Options:

(i)  as part of their distribution, at any time; or

(i)  otherwise, until after the expiry of 40 days after the date on which the Options are
allocated; and

(d) if it is entitled to receive any fees or commissions in connection with any purchase of
Options to which the Application Form relates, it will not, directly or indirectly, pay or re-
allow any portion of such fee or commission to any other person.

Until 40 days after the commencement of the Offer, an offer or sale of the Options in the
United States or to any US person by any dealer may violate the registration requirements of
the US Securities Act.
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Section 2 - Subscribing for Options

2.2

2.3

Subscribing for Options
How do | subscribe for Options?
Before taking any action you should read this Prospectus in its entirety.

To subscribe for Options, Eligible Option Holders may either:

(@) apply by BPAY®: pay the Subscription Amount shown on the Application Form by
BPAY®, or

(b) apply by post: complete the Application Form, attach a cheque or money order for the
Subscription Amount drawn in Australian currency on an Australian financial institution
and send them to Computershare Investor Services Pty Limited at the following address:

GPO Box 5240
Brisbane, Queensland 4001
Australia

For your application to be effective, your BPAY® payment or completed Application
Form and cheque or money order must be received by Computershare Investor
Services Pty Limited no later than 5.00 pm (AEST) on 30 April 2010.

You should allow sufficient time for your BPAY® payment or completed Application Form to be
received by the Closing Date. While the Company has a discretion to accept late applications,
it may not do so.

Eligible Option Holders that pay the Subscription Amount by BPAY® do not need to return
their Application Form.

Completed Application Forms and cheques or money orders can be returned using the reply
paid envelope enclosed. Eligible Option Holders returning these documents from outside
Australia will need to affix the appropriate postage.

Minimum subscription criteria
(@) Can I subscribe for only part of my entitlement of Options?

No. Eligible Option Holders that wish to subscribe for Options may only subscribe for their full
entittement under the Offer. Payments received from Eligible Option Holders for less than the
Subscription Amount will not be accepted.

(b) Can I subscribe for Options in excess of my entitlement?

No. Eligible Option Holders are not able to subscribe for Options beyond their entitlement
shown on the Application Form.

(¢) Rounding of Subscription Amount

To prevent fractions of a cent being payable by Eligible Option Holders, your Subscription
Amount has been rounded down to the nearest cent. For example, if you are entitled to apply
for 7,068 Options under the Offer, your Subscription Amount will be $7.06.

Taxation consequences of being issued Options

The following comments address the Australian taxation implications of subscribing for
Options. The comments only deal with the general Australian taxation implications for Eligible
Option Holders and do not apply to Eligible Option Holders who are employees of the
Company, foreign residents, banks, insurance companies or Option Holders carrying on a
business of trading in the Options. They are based on the laws in force in Australia at the time
of issue of the Prospectus.
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2.4

You should seek your own independent taxation advice before reaching conclusions as to the
possible Australian and, if applicable, foreign taxation consequences of subscribing for
Options. Neither the Company, nor any of its officers, nor its taxation or other advisers accept
any liability or responsibility in respect of any statements concerning the Australian taxation
consequences of the issue of Options.

(@) The issue of Options

The issue of the Options should not have any income tax consequences. You will generally
have a cost base in the Options for capital gains tax (CGT) purposes equal to the amount paid
for the issue of the Options (ie the issue price).

(b) Disposal or lapsing of Options

If you dispose of your Options or the Options lapse, a capital gain will arise if the capital
proceeds received from the disposal or lapsing exceed the cost base of the Options
(discussed above). Individuals, trustees and superannuation funds may be entitled to a CGT
discount if they have held the Options for at least 12 months prior to their disposal. The
disposal or lapsing of the Options will give rise to a capital loss if the capital proceeds received
from the disposal or lapsing are less than the reduced cost base of the Options.

(c) Exercise of Options

The exercise of the Options will have no income tax consequences. The Shares acquired as
a result of exercising the Options will have a cost base for CGT purposes equal to the cost
base of the Options when they are issued (discussed above) plus the exercise price. You
should seek your own independent taxation advice in relation to the consequences of holding
and disposing of the Shares.

(d) Stamp duty

No stamp duty will be payable by Option Holders on the grant of the Options, the disposal of
Options or the acquisition of Shares as a result of exercising the Options.

(e) GST

The acquisition of Options and the acquisition of Shares by exercising Options, will be
classified as “financial supplies” for Australian GST purposes. As such, no GST will apply to
the issue of the Options or to the acquisition of Shares upon the exercise of Options.

Questions

If you have any questions about subscribing for Options, if you do not understand any part of
this Prospectus or if you are in doubt as to what you should do, you should consult your
stockbroker, accountant, financial or other professional adviser before subscribing for the
Options.

If you have any other queries concerning the Application Form, please contact Computershare
Investor Services Pty Limited on 1300 552 270 within Australia, +61 3 9415 4000 outside
Australia or via email web.queries@computershare.com.au.
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3.2

The Company

Information on the Company

A significant amount of information about the Company, the GEM Facility Agreement and the
Offer is publicly available, including the following documents released on ASX’s company
announcements platform (accessible from www.asx.com.au):

Date Announcement description

30/06/2009 Shareholders’ Notice of Meeting and Explanatory Statement

31/07/2009 Results of Shareholders’ Meeting — Convertible Notes
Extended

5/01/2010 Metal Storm signs Finance Deal with Institutional Investor

2/02/2010 Notice of General meeting/proxy form

16/02/2010 CEO Bulletin

26/02/2010 Preliminary Final report

4/03/2010 Results of meeting

Each of these announcements can also be accessed from the Company’'s website
www.metalstorm.com or by calling the Company on +61 7 3123 4700.

Section 6.10 sets out a complete list of the Company’'s ASX announcements from 26
February 2010 to the date of this Prospectus.

Between the date of this Prospectus and the Closing Date, the Company may make further
announcements. Eligible Option Holders should keep themselves informed of the Company’s
activities by regularly visiting the Company’s website www.metalstorm.com or, alternatively,
ASX’s company announcements platform (accessible from www.asx.com.au).

GEM Facility Agreement and ongoing funding needs

On 31 December 2009, the Company entered into the GEM Facility Agreement for GEM to
provide a source of working capital for the Company. The Company may access up to
$20.2 million over a three year period under the GEM Facility Agreement. The Company will
issue Shares in consideration for the amount it is paid by GEM. The GEM Facility Agreement
along with equity investments from a number of private investors will provide a stable base
from which the Company will concentrate on certification and product marketing.

In addition the Company intends to seek additional capital. The Company has re-established
contact with a number of parties it had previously been in discussions with in late 2009 and is
continuing to seek out new parties capable of providing equity capital to the Company. The
Company is also looking at other means of raising funds. These additional funds would be
sought wherever possible on terms more favourable than the current primary funding
arrangements and should provide the Group with a more certain capital structure.

The funds raised from the Offer will be used by the Company for working capital. As at the
date of this Prospectus:

) the GEM Facility Agreement provides Metal Storm with funding for approximately 24
months, depending on the size of each draw down; and

o the outstanding face value of the Notes payable on the maturity date of 1 September
2011 is approximately $19 million. This amount will be reduced if Note Holders elect
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to convert their Notes to Shares prior to the maturity date. However, unless a large
number of Notes are converted to Shares prior to the maturity date, the Company’s
current funding arrangements will not be sufficient to repay the face value of the
Notes on the maturity date.

The funds raised from subscriptions for Options will not materially affect the Company’s
anticipated cash flows.

See section 4 for further information on the effect of the Offer on the Company.

Directors’ update
As noted in the chairman'’s letter on page 2:

o the Company is considering other capital initiatives including a rights issue and share
consolidation;

o the Company is also considering its product development priorities; and

o no decisions have been made in relation to these matters at this stage but the

Company will keep the market informed of material decisions. Eligible Option
Holders should review the Company’s recent ASX announcements before deciding
whether to subscribe for Options.

Much of the Company’s recent efforts have been directed towards obtaining funding to
continue its operations as a going concern. To achieve this, the Company reduced its
expenditure on product development programs in 2009 which prevented the Company from
achieving all of its development goals during that year.

Following the disruption to the Company’s 2009 development program and Shareholder
approval having been obtained for the GEM Facility Agreement, the Company is currently
considering how its existing funding arrangements can be best utilised for product
development.

The Company will keep the market informed of any material decisions. Accordingly, Eligible
Option Holders should review the Company’s recent ASX announcements (available from the
Company’s website www.metalstorm.com and on ASX’s company announcements platform
accessible from www.asx.com.au) before deciding whether to subscribe for Options.
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Effect of the Offer on the Company
Effect on the Company’s capital structure
As at the date of the Prospectus, the Company had the following capital structure:*

Security type Number of securities
Shares 992,746,502
Interest Bearing Notes 32,800,799

Secured Notes 109,385,265
Unquoted options 40,851,021
Employee options* 13,252,500

'The Company has employee options on issue to current and former Directors, employees and consultants, of
which 8,252,500 are currently exercisable. The employee options that are currently exercisable have exercise
prices ranging from $0.18 to $0.40 per option, and exercise periods which expire from 31 March 2010 to 30
June 2013. In addition, there are 5,000,000 employee options exercisable at $0.01 per option expiring on 2
July 2011 which are not currently exercisable because their vesting conditions remain unsatisfied.

Under the Offer, up to 58,027,933 Options will be issued. If the Offer is fully subscribed, the
Company will raise approximately $58,027, although expenses are estimated to be
approximately $70,000.

If the Offer is fully subscribed and all Options are exercised, an additional 58,027,933 Shares
will be issued. This will increase the total number of Shares on issue to 1,050,774,435,
assuming no other options are exercised, no Notes are converted into Shares and no further
securities are issued. If all Options are exercised, the Company will raise an additional
$8,704,190. The Company does not expect that Options will be exercised unless the market
price of Shares exceeds the exercise price of $0.15.

The following table shows the effect that the Offer will have on the capital structure of the
Company.?

Security type Number of securities on Number of securities on issue
issue at the time the if all Options are exercised
Options are issued

Options 58,027,933 0

Shares 992,746,502 1,050,774,435

Interest Bearing Notes 32,800,799 32,800,799

Secured Notes 109,385,265 109,385,265

Unquoted options 40,851,021 40,851,021

Employee options 13,252,500 13,252,500

2 Assuming the Offer is fully subscribed, no other options are exercised, no Notes are converted into Shares
and no further securities are issued.

However, it is likely that the Company will issue Shares and unquoted options to GEM under
the terms of the GEM Facility Agreement before the Allotment Date. The number of securities
to be issued to GEM and the timing of these issues is not known. This is due in part to the
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terms of the GEM Facility Agreement which require Shares to be issued at 90% of the volume
weighted average price of Shares over a period of 15 consecutive trading days before the date
of their issue.

In addition, the Company may seek to raise additional funds by issuing Shares by way of
placements before the Allotment Date.

Accordingly, Eligible Option Holders should review the Company’s ASX announcements and,
in particular, any Appendix 3B — new issue announcements (available from the Company’s
website www.metalstorm.com and on ASX’s company announcements platform accessible
from www.asx.com.au) to consider any changes to the Company’s capital structure before
accepting the Offer.

Effect on the Company’s financial position
(@) Income Statement

The issue of the Options does not have an impact on the income statement.
(b) Balance Sheet

The balance sheet is immediately affected by the issue of the Options. If the Offer is fully
subscribed, the Company’s cash and cash equivalents will increase by $58,027 and the
Company'’s reserves will increase by $58,027.

If any Options are exercised, the Company’s:
) cash and cash equivalents; and
. share capital,

will increase by the same amount. If all Options are exercised, the Company’s cash and cash
equivalents and share capital will both increase by $8,704,190.
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Risk factors

Eligible Option Holders should be aware that there are risks associated with subscribing for
Options, and holding Options and/or Shares. These can be categorised as:

o risks specific to subscribing for, and holding, Options;
o Company specific risks (those that relate directly to the Company’s business); and
o general risks (those matters that relate to business in general).

Eligible Option Holders should also give detailed consideration to the assumptions and risks
set out elsewhere in this Prospectus before deciding whether to subscribe for Options.

Some of these risks can be mitigated by the use of safeguards and appropriate controls.
However, many are outside the control of the Company and cannot be mitigated.

An investment in the Company should be considered speculative. As such, Shares issued
upon exercise of the Options carry no guarantee in respect of profitability, return of capital or
the price at which they will trade on ASX.

Risks specific to subscribing for, and holding, Options
(@) The market price of Shares may not exceed the exercise price of the Options before
they expire

There is a risk that the market price of Shares will not exceed the exercise price of the Options
($0.15) before the Options expire on 1 September 2011. If the market price of Shares does
not exceed $0.15 before this time and you choose to let your Options expire, your loss will be
the Subscription Amount.

(b)  Quotation and transferability of Options

The Options may not qualify for quotation on ASX if the spread requirements are unable to be
satisfied. If they are not quoted, the Options will not be easily transferable at the issue price of
$0.001, or at all. Section 1.4(b) sets out further information on the ASX spread requirements.

Even if the Options are quoted, Eligible Option Holders may be unable to sell their Options on
market at an acceptable price, or at all if insufficient liquidity exists in the market for Options.

(c) Shares issued upon exercise of Options

Any Shares issued upon the exercise of Options may not be able to be sold at an acceptable
price, or at all if insufficient liquidity exists in the market for Shares.

Company specific risk factors

Specific risks that may affect the Company and the Options include the following:
(@) Risk of failing to raise funds required

Cash reserves

The Company has limited cash reserves (approximately $800,000 as at 15 March 2010) which
the Company will continue to monitor. If insufficient funds are available under the GEM
Facility Agreement and the Company does not have reasonable grounds to believe that it will
be successful in its efforts to obtain an additional source of funding, the Company may be
required to appoint an administrator.

Limitations of GEM Facility Agreement

The Company can only issue one draw down notice under the GEM Facility Agreement every
15 trading days. In addition, the GEM Facility Agreement contains a mechanism which

page 16



Metal Storm Limited Options Prospectus
Section 5 - Risk factors

operates on the occurrence of certain events (for example if the Share price is less than pre-
determined levels) to reduce the number of Shares GEM is required to subscribe for under a
draw down, which would therefore reduce the amount of the funds that may be provided under
that draw down. These limitations may prevent the Company from obtaining sufficient funds
under the GEM Facility Agreement when they are required.

The funding under the GEM Facility Agreement is conditional upon GEM entering into Share
lending arrangements for each draw down. As a result, it is expected that Shares issued to
GEM may be sold on ASX therefore increasing the risk of downward pressure on the
Company’s Share price.

Funding by GEM under the GEM Facility Agreement will have a dilutionary impact on existing
Shareholders as the Company will issue Shares in consideration for amounts paid by GEM
under the GEM Facility Agreement. Further, the Company is also required to issue one
unquoted option for every five Shares issued to GEM under the GEM Facility Agreement. This
means that there may be a further dilutionary impact on existing Shareholders if GEM
exercises any of the unquoted options.

Additional fundraising required

As set out in section 3.2, the Company is continuing to pursue capital raisings and other
sources of funding in addition to the funds available under the GEM Facility Agreement.

The Company’s ability to obtain additional funding will be subject to a number of factors,
including market conditions. These factors may render the timing, amount and terms and
conditions of additional funding unattractive. The Company cannot be certain that it will be
able to raise any required funds or capital on favourable terms or at all.

The Group may not have generated sufficient revenue to repay the Notes by 1 September
2011. If production commences, the Group will have additional cash flow to cover expenses.
This may also lead to a favourable effect on the Share price which may encourage Note
Holders to convert their Notes into Shares. However, a further re-financing of the Notes or an
additional capital raising may be required at that time to repay the Notes.

In addition, the Company may seek to exploit business opportunities that will require it to raise
additional capital from equity or debt sources. In particular, developing and commercialising
new technology and products to develop its business could require a significant commitment
of additional resources that could, in turn, require the Company to obtain additional funding.
The Group may also require further funds to pursue regulatory clearances, prosecute and
defend its intellectual property rights, develop marketing capabilities and fund operating
expenses.

(b)  Uncertainty of market acceptance

The Group plans to develop its technology for use in a range of military, law enforcement,
counter-terrorism and commercial applications. It is not yet known whether the technology will
be accepted in the market or the rate of any market acceptance. The degree of market
acceptance will depend on a number of factors, including the receipt and timing of any
regulatory approvals, the establishment and demonstration of the need, safety, efficacy and
cost-effectiveness of the Group’s technology and products, and the technology’s advantages
over existing technologies.

Even if they perform successfully in research and evaluation trials, it is also not yet known
whether the Group will be able to fully develop or commercialise its technology and products.

The Company anticipates that its primary customers will be the allied military and law
enforcement community particularly the United States. The Company cannot be certain that
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current levels of defence spending will be maintained or that the Company will win further
contracts from potential customers.

(c) Risk of not being able to meet required standards

The Group's technology requires further investment, research, development and testing before
it will meet the broad standards that military and law enforcement organisations require from
products of this nature. The Group cannot be certain it will be able to develop the technology
to satisfy these standards or any other regulatory requirements that may be imposed.

(d) Risk of a catastrophic event involving the technology

Any technology that involves explosive or ballistic functionality presents a risk of catastrophic
failure. Any incident of this nature involving the Group’s technology or products could damage
the Company’s reputation and marketing ability.

In addition, any accident involving the Group’s products or technology, whether in use by the
Group or its customers, and whether being used in the correct manner or not, could damage
the Company’s reputation and marketing ability.

(e) Riskin research and development programs

Some of the Group’s development programs are undertaken in collaboration with US and
Australian government defence agencies or private companies operating in the defence
industry.

If the Group is unable to continue these collaborative programs or find partners for future
programs, it could have a materially adverse effect on the Group.

Further, if there is a decrease of available funding in respect of such programs, it could have a
material adverse effect on the Group.

()] Risk of the effect of government regulation

The Group is developing products for sale in the defence and law enforcement industries,
which are subject to extensive regulation.

Products to be manufactured using the technology may also be subject to government
regulation, including regulations governing use, specification, manufacture, handling, disposal,
packaging, labelling, transport and import/export in Australia, the United States and in each of
the countries into which such products are intended to be exported.

The Group allocates resources towards monitoring compliance, training, security of goods,
reporting and reviewing legislative and other changes to ensure it is complying with the
relevant regulations in the jurisdictions in which it operates. Failure to comply with
government regulations could result in the Group being unable to sell its products in those
jurisdictions.

The Australian government has discretionary powers with regard to certain defence laws and
regulations.

The Group conducts its operations under permit or with specific exemption to certain laws and
regulations. The withdrawal of these permits or exemptions by regulatory authorities could
restrict the Group’s ability to commercialise its technology.

The US or Australian government could choose to exercise powers available to them under
export control regulations to control the export of the Group’s technology or products
developed. The exercise of such power could have a material adverse effect on the Group.
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(g) Intellectual property protection risk

The Company principally relies upon patents, trade secrets, copyright and contract law to
protect its proprietary technology. The protective measures taken by the Company may not
be adequate to protect its proprietary technology.

Many of the laws of foreign countries treat the protection of proprietary rights differently from,
and may not protect proprietary rights to the same extent as do laws in Australia, the United
States and Patent Co-operation Treaty countries. In addition, the laws of many countries,
including Australia and the United States, provide governments with the ability to control or
restrict the export of defence-related technologies and products developed from such
technologies.

Patent matters involve complex legal and factual questions. Accordingly, the Company cannot
predict the availability and breadth of claims sought in relation to patents applied for. Statutory
differences in patentable subject matter between countries may limit the protection the
Company can obtain for some of its inventions, or prevent it from obtaining patent protection,
in some countries.

Additionally, the enforceability of a patent is dependent on a number of factors, which may
vary between jurisdictions. These factors may include the novelty of the invention, the
requirement that the invention not be obvious, the utility of the invention, the extent to which
the patent clearly describes the best method of working the invention, and whether the
patent’s claims are fairly based on its specification.

The Company has obtained and continues to seek patent protection for its technology.

Furthermore, the Company cannot be certain that patents held by third parties will not prevent
the commercialisation of products incorporating its technology or that third parties will not
challenge or seek to narrow, invalidate or circumvent any of its issued, pending, or future
patents.

The Company may need to litigate to enforce patents, or to determine the scope and validity of
third party proprietary rights. It is possible that the Company could incur substantial costs and
be diverted from its efforts to commercialise products.

The Company relies on unpatented trade secrets, know-how and proprietary technological
innovation and expertise, which are protected, in part, by confidentiality agreements with
employees, advisers, consultants and others. However, these agreements may not provide
adequate protection against improper use or disclosure of confidential information and there
may not be adequate remedies in the event of unauthorised use or disclosure.

(h)  Risk of infringement claims from others

The Company’s commercial success may depend, in part, on its ability to avoid infringing on
patents issued to others. The Company could potentially incur substantial costs defending
actions or threatened actions alleging patent infringement or improper use of proprietary
information by it, and any such claims could divert management resources. If the Company is
found to have infringed a third party patent, it could be subject to an injunction preventing
exploitation of the patented product or process, and ordered to pay money damages to
compensate for, or an account of profits it has gained from, the infringement.

The Company cannot be certain that if it requires licenses for patents held by third parties that
they would be made available on terms acceptable to it, if at all. Unavailability could prevent
exploitation of the patented product or process.
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0] Risk of government action on patent applications and patents

The Australian and US governments have powers that could interfere with the Company’s
ability to obtain patents or commercialise its technology.

For example, under the provisions of the Patents Act 1990 (Cth), the Commonwealth of
Australia has the right to exploit an invention for the services of the Commonwealth of
Australia at any time after a patent application has been made. The remuneration and terms
for exploitation are determined by agreement or by a court.

A patent or a patent application may also be acquired by the Commonwealth of Australia.
Compensation is determined by agreement or by a court.

Under the US Patent Act, the US government may use an invention described in and covered
by a US patent without license of the owner. The remuneration and terms for compensation
are determined by agreement or by a court.

Any such actions in relation to the Company’s patents by the governments of Australia, the
United States or other countries could affect its ability to protect and effectively commercialise
its technology.

)] Risk of competition and technological changes

The defence industry market is highly competitive and can be subject to significant
technological change. Large, well-established defence companies are engaged in research
and development and have considerably greater resources than the Company to develop
applications for defence technology.

Some of the research being conducted on defence technology is funded by government
agencies in the United States. The Company competes for government resources allocated to
research and development projects.

The defence industry market is characterised by changing technology, evolving industry
standards, introductions and enhancements and changing customer demands.

Accordingly, the Company’s success may depend on its ability to adapt to changing
technologies and evolving industry standards.

(k)  Risk of product liability exposure

The testing, marketing and sale of the Group’s technology may result in products that are used
in situations that may result in serious, permanent bodily injury, or even death, to those
involved.

Legal action may be brought against the Group for personal injury, wrongful death, negligent
design, dangerous product or inadequate warning.

There can be no assurance that adequate or necessary insurance coverage will be available
or will be obtained to limit the Group’s product liability exposure.

0] Risk of reliance on third party manufacturers

The Group does not presently have any significant manufacturing capability and may be
reliant on entering into satisfactory arrangements with contract manufacturers, which may not
be possible.

Similarly the Group may be dependent upon suppliers of parts for its projectile launching
systems and teaming partners with whose weapons platforms its systems may be integrated.
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(m) Risk of reliance on Directors, senior management and key personnel

The responsibility of overseeing day to day management and the strategic management of the
Company is concentrated amongst a small number of key people including the Directors and
senior management. There can be no assurance that there will not be a detrimental impact on
the Company’s operations and performance if a number of these key people were to cease
their engagement with the Company.

The loss of the services of certain such personnel could have a material adverse effect upon
the Company, as the Company may not be able to recruit replacements for the key personnel
within a short timeframe.

General risk factors
(@) Share market conditions

As the Company is a listed company, the price at which its securities trade will be subject to
the numerous influences that may affect both the broad trend in the sharemarket and the
share prices of individual companies and sectors. Investors should recognise that the price of
Shares (and the Options, if quoted) may fall as well as rise.

(b)  Economic conditions

Both domestic and world economic conditions may affect the performance of the Company.
Relevant factors include financial system stability, the level of inflation, interest and exchange
rates, investor sentiment, changes in fiscal, monetary and regulatory policies and sovereign or
political risk in each of the regions in which the Company operates.

(c) Market risk

A number of factors outside the control of the Company may impact significantly on the
Company, its performance and the price of its securities, including factors such as domestic
and international competition, exchange rate fluctuations and competitive pressures forcing
market prices lower.

(d)  Government policies

The Company’s business may be impacted by changes to government policies (including
taxation).
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Additional information

Terms of Options
The terms of the Options are set out in the schedule.

Rights attaching to Shares

The following is a summary of the rights attaching to the Shares to be issued upon the
exercise of the Options. It is not intended to be exhaustive or to constitute a definitive
statement of the rights and liabilities of Shareholders, which can involve complex questions of
law arising from an interaction of the Constitution with statutory and common law
requirements. Eligible Option Holders who wish to obtain a definitive assessment of the rights
and liabilities that attach to Shares in any specific circumstance should seek their own advice.

General meetings

Each Shareholder is entitled to receive notice of, and to attend and, except in certain
circumstances, vote at, general meetings of the Company and to receive all notices, financial
reports and other documents required to be furnished to Shareholders under the Constitution,
the Corporations Act or Listing Rules.

Voting rights

Subject to any rights or restrictions for the time being attached to any class of Shares, at a
meeting of Shareholders, each Shareholder entitled to vote may vote in person or by proxy or
attorney or, being a corporation, by representative duly authorised under the Corporations Act,
and has one vote on a show of hands and one vote per Share on a poll.

Dividend rights

The Directors may from time to time determine to distribute the profits of the Company by way
of dividends. Subject to the rights and restrictions attaching to a class of Shares, dividends
are payable on all Shares pro rata to the total amount for the time being paid, but not credited
as paid, in respect of the Shares as a proportion of the total amounts then paid and payable
thereon, excluding amounts credited.

The Company has not declared or paid dividends. The Directors are not able to indicate when
and if dividends will be paid in the future, as payment of any dividend will depend on future
profitability, financial position and cash requirements of the Company.

Transfer of Shares

A Shareholder may transfer Shares by a written transfer or in any manner permitted or
required by the Listing Rules or the ASTC Settlement Rules. The Company may refuse to
register a transfer where permitted or required by the Listing Rules or the ASTC Settlement
Rules.

Rights on winding-up

Subject to the rights of holders of any other securities who have priority on a winding-up, if the
Company is wound up (whether voluntarily or otherwise), any surplus will be divided amongst
Shareholders in proportion to the amount paid (not credited as paid) on the Shares held by
them. If the Company is wound-up, the liquidator may divide among the Shareholders in
specie or in kind, any part of the property of the Company and may vest any part of the assets
of the Company in trustees upon any trusts for the benefit of all or any of the Shareholders as
the liquidator thinks fit.
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If thought expedient, any division may be otherwise than in accordance with the legal rights of
the Shareholders and, in particular, any class may be given preferential or special rights or
may be excluded altogether or in part, but in the case any division otherwise than in
accordance with the legal rights of the Shareholders is determined, any Shareholder who
would be prejudiced by the division has a right to dissent and ancillary rights as if the
determination were a special resolution passed pursuant to the Corporations Act relating to
the sale or transfer of the Company’s assets by a liquidator in a voluntary winding-up.

Issue of shares

Subject to the Constitution, the Corporations Act and the Listing Rules, the Directors may allot
new shares with such terms and conditions as they think fit.

Variation of rights

The Company currently has one class of shares on issue. If the share capital is at any time
divided into different classes of shares, the rights attaching to any class (unless otherwise
provided by the terms of issue of that class) may, whether or not the Company is being wound
up, and subject to the Listing Rules, be varied with the consent in writing of members with at
least 75% of the votes in the class, or with the sanction of a special resolution passed at a
separate meeting of the holders of the shares of that class.

Expenses of the Prospectus

The total expenses of preparing this Prospectus, including legal, accounting, tax, marketing
and administrative fees as well as printing, advertising and other expenses relating to this
Prospectus, are expected to be approximately $70,000 (excluding GST). These expenses will
be borne by the Company.

The fees reflect the nature of the Prospectus preparation process. This process initially
commenced in August 2009 and continued through September 2009 before the Company
decided to suspend making the Offer, and was restarted again in February 2010. Because of
this, the Company incurred additional expenses for Prospectus drafting, due diligence and
regulatory fees which would not have been incurred if the Prospectus had been issued in
September 2009 as originally contemplated.

Interests of Directors

Except as set out below or elsewhere in this Prospectus, no Director holds, or has at any time
during the past two years held, any interest in:

(@) the formation or promotion of the Company;

(b) property acquired or proposed to be acquired by the Company in connection with its
formation or promotion or the Offer; or

(c) the Offer.

The table below shows the interests of each Director in securities of the Company as at the
date of this Prospectus:

Director name Shares Notes Other options
Terry O'Dwyer 1,054,979 67,636 Nil

Trevor Tappenden | 100,000 Nil Nil

John Nicholls Nil Nil Nil

Lee Finniear 447,062 Nil 1,000,000
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6.6

6.7

6.8

ASIC exemption

The Company received from ASIC an exemption under section 741(1)(b) of the Corporations
Act dated 16 March 2010 which modifies the Company’s disclosure obligations under section
711 of the Corporations Act.

Payments or benefits to Directors

No one has paid or agreed to pay any amount or given or agreed to give any benefit to any
Director to induce them to become, or qualify as, a Director or for services provided by a
Director in connection with the promotion or formation of the Company or the offer of the
Options during the past two years.

In addition, no one has paid or agreed to pay any material amount or given or agreed to give
any material benefit to any Director to induce them to become, or qualify as, a Director or for
services provided by a Director in connection with the promotion or formation of the Company
or the offer of the Options during the past five years.

Interests of advisers

Except as set out below or elsewhere in this Prospectus, no person named in this Prospectus
as performing a function in a professional, advisory or other capacity in connection with the
preparation or distribution of this Prospectus, or a promoter, holds, or has at any time during
the last two years held, any interest in:

(@) the formation or promotion of the Company; or

(b) any property acquired or proposed to be acquired by the Company in connection with its
formation or promotion or in connection with the Offer; or

(c) the Offer.

Except as set out below or elsewhere in this Prospectus, no one has paid or agreed to pay
any amount or given or agreed to give any benefit for performing a function in a professional,
advisory or other capacity for services provided by that person in connection with the
formation or promotion of the Company or the Offer.

Corrs Chambers Westgarth has acted as legal adviser to the Company in relation to the
preparation of the Prospectus. Corrs Chambers Westgarth will receive approximately $60,000
(excluding GST) for its work up to the date of this Prospectus. Further disbursements and
amounts may be paid to Corrs Chambers Westgarth in accordance with time-based charges.

PricewaterhouseCoopers has provided the Company with accounting advice on the effect of
the Offer on the Company’s financial position. PricewaterhouseCoopers will receive
approximately $1,500 (excluding GST) for its work up to the date of this Prospectus.

Consents

Written consents to be named in the form and context in which they are named have been
given and, at the time of lodgement of this Prospectus with ASIC, have not been withdrawn by
the following parties:

) Corrs Chambers Westgarth as legal adviser to the Company as set out in
section 6.7;
. PricewaterhouseCoopers as:
. having provided accounting advice to the Company as set out in
section 6.7; and
. being named as auditors of the Company in the corporate directory;
o Harmony Investments in relation to its intentions set out in section 1.5; and
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) Computershare Investor Services Pty Limited as security registrar for the Company.

Other than as specified above, none of these persons has made any statement that is
included in this Prospectus or any statement on which a statement in this Prospectus is based.

Availability of financial reports and disclosure notices

The Company is a “disclosing entity” under the Corporations Act and is subject to regular
reporting and disclosure obligations under the Corporations Act and the Listing Rules.

These reporting and disclosure obligations require the Company to lodge on ASX’s company
announcements platform information about specified events and matters as they arise for the
purposes of making that information available to the market. In particular, the Company has
an obligation under the Listing Rules (subject to certain limited exceptions) to immediately
disclose on the ASX’s company announcements platform any information of which it becomes
aware concerning the Company that a reasonable person would expect to have a material
effect on the price or value of securities in the Company. All announcements made by the
Company are available on the Company’s website www.metalstorm.com or from ASX’s
company announcements platform accessible from www.asx.com.au.

The Company is also required to prepare and lodge with ASIC both yearly and half yearly
financial statements accompanied by a Directors’ statement and report and an auditor’s report.
These reports are released to ASX’s company announcements platform and published on the
Company’s and ASX’'s website. Copies of documents that the Company has lodged with
ASIC may be obtained from, or inspected at, an ASIC office.

Up to and including the Closing Date, the Company will provide, on request by any person, a
copy of the following documents free of charge:

(@) the last annual financial report lodged with ASIC by the Company on 26 February 2010;
and

(b) any documents lodged by the Company on ASX’'s company announcements platform
after lodgement of that annual financial report and before the lodgement of this
Prospectus with ASIC.

Please call +61 7 3123 4700 if you would like the Company to provide you with a copy of any
of these documents.

Section 6.10 sets out a list of announcements made by the Company on ASX’'s company
announcements platform since the last annual financial report was lodged.

ASX announcements since the Company’s last annual financial report

All announcements made by the Company on ASX’s company announcements platform since
the last annual financial report was lodged on 26 February 2010 are listed below. Electronic
copies of these announcements are available on the Company's website
www.metalstorm.com and on ASX’s company announcements platform accessible from
WWW.asx.com.au.

Date Announcement description

26/02/2010 Appendix 4C — monthly

4/03/2010 Results of meeting

4/03/2010 Appendix 3B

10/03/2010 Change in Director’s Interest Notice

11/03/2010 Convertible Notes Interest Payment — March 2010 Quarter
12/03/2010 Metal Storm Weapons participate in UGV Live-fire Scenario
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6.11

6.12

Date Announcement description

15/03/2010 Metal Storm receives order from US Marine Corps
15/03/2010 Notice under Section 708(5)(e) Corporations Act
16/03/2010 Appendix 3B

22/03/2010 Becoming a substantial holder

24/03/2010 Metal Storm settles arbitration proceedings with StarChase

Market price of Shares in the last three months
From 15 December 2009 to 15 March 2010, Shares have traded on the ASX between $0.013

and $0.03.

The volume weighted average price of Shares over this period was $0.021.

Directors’ consent and authorisation

Each Director has authorised and consented to the lodgement of this Prospectus with ASIC
and has not withdrawn that consent prior to its lodgement with ASIC.
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7 Definitions

In this Prospectus, the following terms have the meanings below unless the context otherwise requires:

AEST
Allotment Date

Application Form

ASIC
ASTC Settlement Rules

ASX

Closing Date
Company
Constitution
Corporations Act
Director

Eligible Option Holder
GEM

GEM Facility
Agreement

Group
GST
Harmony Investments

Ineligible Option Holder

Interest Bearing Notes

Listing Rules

Note Holders

Notes

Offer

Option Holders

Australian Eastern Standard Time
the date set out in the Timetable

the form accompanying this Prospectus that Eligible Option Holders can
use to subscribe for Options

Australian Securities and Investments Commission

the operating rules of the ASX Settlement and Transfer Corporation Pty
Ltd ACN 008 504 532, currently known as the ASTC Settlement Rules, as
amended or replaced from time to time

ASX Limited ACN 008 624 691 or, where the context requires, the
securities exchange it operates

the date set out in the Timetable

Metal Storm Limited ABN 99 064 270 006

the constitution of the Company

Corporations Act 2001 (Cth)

a director of the Company

an Option Holder who is not an Ineligible Option Holder
GEM Global Yield Fund Ltd

the GEM Equity Line Facility Agreement between GEM, GEM Investment
Advisors, Inc and the Company dated 31 December 2009

the Company, its wholly-owned subsidiaries and Metal Storm Inc.
Goods and Services Tax
Harmony Investment Fund Limited

an Option Holder with an address in the register of Original Options
outside Australia or New Zealand

the convertible notes in the Company quoted by ASX under ticker code
MSTG

the official listing rules of ASX, as amended or waived by ASX from time
to time

persons whose names are entered in the register of Secured Notes or
Interest Bearing Notes, as the context requires, maintained by or on
behalf of Company

the Secured Notes and the Interest Bearing Notes or any of them as the
context requires

the offer to Eligible Option Holders under this Prospectus of one Option
for each Original Option held on the Record Date

persons whose names were entered in the register of Original Options
maintained by or on behalf of the Company as a holder of Original
Options on the Record Date
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Options

Original Options

Privacy Act
Record Date

Secured Notes

Shareholder
Shares

Subscription Amount

Timetable
US or United States

US person
US Securities Act

options having the terms set out in the schedule and an issue price of
$0.001 per option

the options quoted on ASX which were issued on 1 September 2006 with
an exercise price of $0.15 and which expired on 31 August 2009

Privacy Act 1988 (Cth)
7.00 pm (AEST) on 31 August 2009

the convertible notes in the Company quoted by ASX under ticker code
MSTGA

a holder of Shares
fully paid ordinary shares in the capital of the Company

for each Eligible Option Holder, the amount payable to subscribe for
Options. This amount is calculated by multiplying $0.001 by the number
of Original Options held on the Record Date, rounded down to the nearest
cent

the timetable set out on page 4

United States of America, its territories and possessions, any State of the
United States of America and the District of Columbia

the meaning given in Regulation S under the US Securities Act

the United States Securities Act of 1933, as amended
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Schedule

Option Terms

(@)

(b)
(©)

(d)

(e)

(f)

(9)

(h)

(i)

0)

(k)

(0

Each option entitles the holder to subscribe for one fully paid ordinary share (Share) in the capital
of Metal Storm Limited (Company) upon exercise of the option and payment of the Exercise
Price (defined below).

Each option is exercisable at $0.15 (Exercise Price), payable in full on exercise of the option.

The options expire at 5.00 pm Australian Eastern Standard Time on 1 September 2011 (Expiry
Date).

The Company must give the holder of each option a certificate or holding statement stating:
(i)  the number of options issued to each holder;

(i)  the Exercise Price of the options; and

(i)  the date of issue of the options.

Holders may exercise options in whole or in part at any time prior to the Expiry Date. Any option
not exercised, automatically expires on the Expiry Date.

Options may only be exercised by the delivery to the registered office of the Company or the
share registry of a notice in writing stating the intention of the holder to:

(i)  exercise all or a specified number of options; and
(i)  pay the Exercise Price in full for the exercise of each such option.

The exercise notice must be accompanied by the certificate or holding statement for the options
being exercised, and a cheque made payable to the Company for the Exercise Price for the
options being exercised.

The options will be deemed to have been exercised on the date the exercise notice is received by
the Company or the share registry.

The Company will allot the Shares to which a holder is entitled following exercise of options and
deliver a holding statement with respect to such Shares within the timeframe required by the
Listing Rules.

The exercise of only some options will not affect the rights of the holder to the balance of the
options held by them.

If the holder of the options exercises less than the total number of options registered in the
holder's name:

()  the holder of the options must surrender its option certificate, if one has been issued by the
Company; and

(i)  the Company must cancel the certificate and issue the holder of the options a new
certificate or holding statement stating the remaining number of options held by the holder
and stating the information set out in item (f) above.

Options will not confer an entitlement to receive dividends declared and paid by the Company,
nor an entitlement to vote at general meetings of the Company unless the holder of the options
has exercised its options before the record date for determining these entitlements and
participates as a result of holding Shares.
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(m)

(n)

(0)

(P)

(@)

(s)

(t)

All Shares issued on exercise of an option will:

® rank equally in all respects (including, without limitation, rights relating to dividends) with
other issued Shares;

(i)  beissued credited as fully paid;
(i) be duly authorised and issued by all necessary corporate action; and

(iv) be allotted and issued free from all liens, charges and encumbrances whether known about
or not including statutory and other pre-emption rights and any transfer restrictions.

The Company will apply to ASX Limited for official quotation of the options and Shares issued
upon exercise of options within the time period required by the ASX Listing Rules.

The options may be transferred at any time in accordance with the Corporations Act 2001 (Cth)
and the Listing Rules.

A holder of options does not have the right to participate in bonus issues or new issues of
securities offered to shareholders until Shares are allotted to the holder pursuant to the exercise
of the relevant options.

In the event of a reorganisation (including, without limitation, consolidation, sub-division, reduction
or return) of the capital of the Company, the rights of the holders of options (including, without
limitation, the number of options to which the option holder is entitled to and the exercise price)
will be changed (as appropriate) in accordance with the Listing Rules applying to a reorganisation
of capital at the time of the reorganisation.

If the Company makes a pro rata issue (other than a bonus issue) to existing shareholders and
no Share has been issued in respect of the options before the record date for determining
entitlements to the issue, the Exercise Price of each option will be reduced in the manner
permitted by the Listing Rules applying at the time of the pro rata issue.

If the Company makes a bonus issue to existing shareholders and no Share has been issued in
respect of an option before the record date for determining entitlements to the issue, then the
number of Shares over which that option is exercisable will be increased in the manner permitted
by the Listing Rules applying at the time of the bonus issue.

The Company is entitled to treat the registered holder of an option as the absolute holder of that
option and is not bound to recognise any equitable or other claim to, or interest in, that option on
the part of any person other than the registered holder, except as ordered by a court of
competent jurisdiction or as required by statute.
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Corporate Directory

Directors

Mr Terry J O’'Dwyer — Non-Executive Chairman
Dr Lee Finniear — Chief Executive Officer

Mr John R Nicholls — Non-Executive Director
Mr Trevor Tappenden — Non-Executive Director

Registered Office

Building 4, 848 Boundary Road
Richlands QLD 4077

Australia

Tel: +61 7 3123 4700

Fax: +61 7 3217 0811

email: msau@metalstorm.com
website: www.metalstorm.com

Principal Place of Business in the USA

Suite 810, 4350 N Fairfax Drive
Arlington VA 22203

United States of America

Ph: +1 703 248 8218

Fax: +1 703 248 8263

Auditor

PricewaterhouseCoopers
Riverside Centre

123 Eagle Street
Brisbane QLD 4000
Australia

Lawyers

Corrs Chambers Westgarth
Level 35, Waterfront Place
1 Eagle Street

Brisbane QLD 4000
Australia

Security Registry

Computershare Investor Services Pty Limited
Level 19

307 Queen Street

Brisbane QLD 4000

Australia
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Metal Storm Limited
ABN 99 064 270 006 @OmputerShure .

PO Box 3221

Lot U . Please return completed form to:
Fax: +617 3217 0811 Computershare Investor Services Pty Limited

Web: www.metalstorm.com GPO Box 5240 Brisbane
Email: msau@metalstorm.com Queensland 4001 Australia
Enquiries (within Australia) 1300 552 270

(outside Australia) 61 3 9415 4000

SAM Securityholder Reference Number (SRN)

MR JOHN SMITH 1

FLAT 123

123 SAMPLE STREET

THE SAMPLE HILL

SAMPLE ESTATE

SAMPLEVILLE VIC 3030

I 1234567890 IND

Use a black pen.
Print in CAPFI‘AL letters A B C 1 2 3 2% For your security keep your SRN/HIN confidential.
inside thegreyareas. | "~~~ T~ | | T T T |

Entitlement and Application Form

This personalised form can only be used in relation to the securityholding represented by the SRN or HIN printed above. This is an important document
and requires your immediate attention. If you are in doubt about how to deal with this document, please consult your financial or other professional

adviser.

Offer of Options to Eligible Option Holders closing 5.00pm [ Securityholder Entitlement Details

(AEST) on Friday 30 April 2010 Subregister lssuer

Offer of 1 Option for every Original Option registered and entitled to participate at - .

7.00pm (AEST) Monday 31 August 2009 (Record Date) at an issue price of A$0.001 ggtg;nal Options held on Record XXX XXX, XXX

per Option. _ .

Receipt of the slip below by 5.00pm (AEST) on Friday 30 April 2010 with your payment, E;;Iitslemem to Options ona 1 for XXX, XXX, XXX

utilising the payment options detailed overleaf, will constitute an application in Amount payable on full subscription

accordance with the terms of the Prospectus dated 24 March 2010. at A$0.001 per Option $XXX,XXX_XX
Entitlement Number 123456789012

I/We enclose my/our payment for the full subscription amount shown below being payment of A$0.001 per Option, rounded down to the nearest cent. 1/We
hereby authorise you to register me/us as the holder(s) of the Options allotted to me/us, and I/we agree to be bound by the Constitution of Metal Storm Limited.

See back of form for completion guidelines

B vsT NRRB -+
V¥ PLEASE DETACH HERE V¥

Paperclip Ml St Limited i = .
el g Please see overleaf for Payment Options Iﬂ Biller Code: 180828
Dol o Susen Ent:  XXXX |Pay:  XXXX pay| Ref No: 1234 5678 9012 3456 78
. Emai: mssugDmetalstonm. com
A | A$0.001 ion,
E Number of Options subscribed for thrzonl;r;: ee:tccz:ted at A$0.001 per Option, rounded down to
XXX XXX, XXX A$ XX X X X X,X X
m Payment Details — Please note that funds are unable to be directly debited from your bank account
Drawer Cheque Number BSB Number Account Number Cheque amount
A$

Make your cheque or bank draft payable to Metal Storm Options Offer A/C

E Contact Details
Please provide your contact details in case we need to speak to you about this slip
Name of contact person Contact person’s daytime telephone number

( )

1234567890123456+1234567890-1234+12




How to complete the Entitlement and Application Form

Note that photocopies will not be accepted. These instructions are cross-referenced to each section of the Entitlement and Application Form.

Securityholder Entitlement Details

Details of your entitlement to Options based on your Securityholding at
7.00pm (AEST) on 31 August 2009 are shown in Section A on the front of
this form.

Payment Details

You can subscribe for Options utilising the payment options detailed below.
Please note that funds are unable to be directly debited from your bank
account.

By making your payment using either electronic means or by cheque, bank draft
or money order, you confirm that you agree to all of the terms and conditions as
detailed in the Prospectus dated 24 March 2010.

Your cheque, money order or bank draft must be made in Australian currency
and drawn on an Australian branch of a financial institution. Such payment must
be made payable to Metal Storm Options Offer A/C and crossed “Not
Negotiable”. Payments not properly drawn may be rejected.

Options Subscribed For

You can only subscribe for your full entitlement to Options by paying the
Subscription Amount. Payments for less than the Subscription Amount will
not be accepted.

Cheques will be processed on the day of receipt and as such, sufficient cleared
funds must be held in your account as cheques returned unpaid may not be re-
presented and may result in your Application Form being rejected. Paperclip (do
not staple) your cheque(s) to the form where indicated. Cash will not be
accepted. Receipt of payment will not be forwarded.

Subscription Amount

The Subscription Amount is the amount payable to subscribe for Options. It
is calculated by multiplying $0.001 by your entitiement to Options (set out in
section A on the front of this form), rounded down to the nearest cent.

Contact Details

Enter the name of a contact person and telephone number. These details will
only be used in the event that the registry has a query regarding the slip below.

The directors reserve the right to make amendments to this form where appropriate.

Lodgement of Application

If you are subscribing for Options and your payment is being made by BPAY®, you do not need to return the slip below. Your payment must be received by no later than 5.00pm (AEST) on Friday
30 April 2010. Applicants should be aware that their own financial institution may implement earlier cut off times with regards to electronic payment, and should therefore take this into consideration when
making payment. It is the responsibility of the applicant to ensure that funds submitted through BPAY are received by this time.

If you are paying by cheque, bank draft or money order the slip below must be received by Computershare Investor Services Pty Limited (CIS) Brisbane by no later than 5.00pm (AEST) on Friday
30 April 2010. You should allow sufficient time for this to occur. A reply paid envelope is enclosed for Eligible Option Holders in Australia. Overseas holders will need to affix the appropriate postage. Return
the slip below with your cheque(s) attached.

Neither CIS nor Metal Storm Limited accepts any responsibility if you lodge the slip below at any other address or by any other means.

Privacy Statement

Personal information is collected on this form by CIS, as registrar for securities issuers (‘the issuer”), for the purpose of maintaining registers of securityholders, facilitating distribution payments and other
corporate actions and communications. Your personal information may be disclosed to our related bodies corporate, to external service companies such as print or mail service providers, or as otherwise
required or permitted by law. If you would like details of your personal information held by CIS, or you would like to correct information that is inaccurate, incorrect or out of date, please contact CIS. In
accordance with the Corporations Act 2001, you may be sent material (including marketing material) approved by the issuer in addition to general corporate communications. You may elect not to receive
marketing material by contacting CIS. You can contact CIS using the details provided on the front of this form or e-mail privacy@computershare.com.au

If you have any enquiries concerning this form or your entitiement, please contact CIS on 1300 552 270.

This form may not be used to notify your change of address. For information please contact CIS on 1300 552 270 or visit the share registry at www.computershare.com (Certificated/Issuer Sponsored
Holders only).

CHESS holders must contact their Controlling Participant to notify a change of address.

Payment Options:

i_i] Biller Code: 180828

-+

Metal Storm Option Offer
Computershare Investor

PAY| Ref No: 1234 5678 9012 3456 78 Services Pty Limited
GPO Box 5240 . :
ing — Entitlement Number: <xxxxxxxxxx>
Telephone & Internet Banking — BPAY Brisbane, Queensland 4001
AUSTRALIA

Call your bank, credit union or building
society to make this payment from your
cheque or savings account. More info:

www.bpay.com.au

SAMPLE CUSTOMER
SAMPLE STREET
SAMPLE STREET
SAMPLE STREET
SAMPLE STREET
SAMPLETOWN TAS 7000

NRRB



