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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2006
(Unaudited)
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED BALANCE SHEETS
As at March 31, 2006 and December 31, 2005

ASSETS
Current Asset
Cash and cash equivalel
Cash restricte
Receivable!
Inventories
Prepaid expenses and otl
Total current asse
Long-Term Asset:
Cash restricte:
Property, plant and equipme
Investments
Deferred note issuance and other ¢
Deferred income ta

Total asset

LIABILITIES
Current Liabilities
Accounts payable and accrued expel
Debt, current portiol
Total current liabilities
Long-Term Liabilities
Debt, less current portic
Unrealized foreign exchange rate derivative
Unrealized interest rate derivative lc
Pension and other pr-retirement benefit obligatior
Capital leases and oth
Deferred income ta

Total liabilities

Minority Interest

SHAREHOLDERS' EQUITY

Common share

Additional paic-in capital, stock option

Deficit

Accumulated other comprehensive inca
Total shareholde’ equity

Total liabilities and sharehold¢ equity

The accompanying notes are an integral part ofalfesncial statements.
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(Unaudited)
(Euros in thousands)

March 31, December 31
2006 2005
€ 80,35( € 83,541
6,29¢ 7,03¢
78,47: 74,31
71,29 81,147
5,191 5,47¢
241,60t 251,52:
66,53 24,57:
1,013,52 1,024,66.
7,44: 6,31¢
8,01¢ 8,36¢
59,82 78,38!
1,155,35: 1,142,29.
€1,396,95! € 1,393,81!
€ 110,68! € 112,72¢
74,33¢ 27,60!
185,02: 140,32
904,95° 922,61¢
45,16: 61,97¢
55,14: 78,64¢
16,64 17,11
10,87t 9,94¢
16,66¢ 14,44
1,049,45 1,104,741
1,234,47. 1,245,07.
181,58t 181,58t
50 14
(31,389 (47,970
12,23( 15,11:
162,48 148,74
€1,396,95! € 1,393,811




MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

For Three Months Ended March 31, 2006 and 2005
(Unaudited)
(Euros in thousands, except for loss per share)

2006 2005
Revenue! €159,06¢ € 97,89
Costs and expense
Cost of sale: 144,33¢ 90,98¢
14,72t 6,90¢
General and administrative expen (8,85¢) (7,799¢)
Sale (purchase) of emission allowan 5,63¢ —
Income (loss) from operatiol 11,50¢ (899
Other income (expens
Interest expens (22,925 (19,267
Investment incom 1,744 17t
Unrealized foreign exchange gain on d 6,11z 2,29
Realized loss on derivative instrume (3,562 (295)
Unrealized gain (loss) on derivative instrume 44,37 (3,569
Impairment of investmen — (1,649
Total other income (expens 25,74, (22,29Y)
Income (loss) before income taxes and minorityrast 37,25: (23,189
Income tax provisiol (21,117 (3,03%)
Income (loss) before minority intere 16,13¢ (26,229
Minority interest 44¢ 6,551
Net income (loss € 16,58¢ €(19,667)
(Deficit) retained earnings, beginning of per (47,970 69,17¢
(Deficit) retained earnings, end of peri €(31,387) € 49,50¢
Income (loss) per sha
Basic € 0.5 € (0.77
Diluted € 041 € (0.77)

The accompanying notes are an integral part ofalfesncial statements.
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE LOSS

For Three Months Ended March 31, 2006 and 2005
(Unaudited)
(Euros in thousands)

2006
Net income (loss €16,58¢
Other comprehensive los
Foreign currency translation adjustm (2,98t
Pension plan additional minimum liabili (19)
Unrealized gains on securiti
Unrealized holding gains (losses) arising duringkriod 121
Other comprehensive lo 2,88
Total comprehensive income (los €13,70¢

The accompanying notes are an integral part ofalfesncial statements.
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2005

€(19,66)
(632)

30¢

(327)
€(19,999)




MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

For Three Months Ended March 31, 2006 and 2005
(Unaudited)
(Euros in thousands)

2006 2005
Cash Flows from (used in) Operating Activiti
Net income (loss € 16,58¢ € (19,667
Adjustments to reconcile net income (loss) to dashis from operating activitie
Realized losses on derivativ 3,56: 29t
Unrealized (gains) losses on derivati (44,377 3,45¢
Depreciation and amortizatic 14,23: 11,16:
Unrealized foreign exchange gain on d (6,117) (2,297%)
Impairment of investments and securit — 1,64
Minority interest (449) (6,557%)
Deferred income taxe 20,78: 3,00¢
Stock compensation exper 10t 36
Other (1,000 39z
Changes in current assets and liabili
Receivable! (4,609 (9,565
Inventories 8,96¢ (8,467)
Accounts payable and accrued expel (847) 24,60¢
Other 55( (401)
Net cash from (used in) operating activit 7,391 (2,344
Cash Flows used in Investing Activitie
Cash restricte (41,227 3,33¢
Purchase of property, plant and equipr (5,877 (4,13€)
Acquisition of Celgar pulp mil — (146,28%)
Net cash used in investing activiti (47,09¢) (147,08:)
Cash Flows from Financing Activitie
(Decrease) increase in construction costs pay (153) 2,301
Proceeds from borrowings of notes payable and 42,16: 323,09:
Repayment of notes payable and ¢ (4,8072) (178,69)
Repayment of capital lease obligatic (567) (1,147
Issuance of shares of common st — 66,64:
Net cash from financing activitie 36,64 212,20:
Effect of exchange rate changes on cash and casyaénts (147) 1,75¢
Net (decrease) increase in cash and cash equis (3,199 64,52¢
Cash and cash equivalents, beginning of pe 83,54 49,56¢
Cash and cash equivalents, end of pe € 80,35( € 114,09¢

The accompanying notes are an integral part ofeffesncial statements.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 1. Basis of Presentation

Effective March 1, 2006, the Company was convefiteish a business trust organized under the lawkeBtate of Washington to a
corporation organized under the laws of the SthWashington. The conversion was effected throtnghmerger of Mercer Inc. with and into
an indirect wholly owned Delaware subsidiary comptollowed by a merger with a direct wholly ownedaghington subsidiary company.
The conversion effected a change in the Compapgaliform, but did not result in any change imitsiness, management, fiscal year,
accounting practices, assets or liabilities (extepihe extent of legal and other costs of effectine conversion and maintaining ongoing
corporate status) or location of its principal axee offices and facilities. The Company continteesperate under the name “Mercer
International Inc.” following consummation of therwersion and continues to be engaged in the sasiadss that it was engaged in prior to
the conversion and its shares of common stock@wted and listed for trading on the NASDAQ Natioktgrket and the Toronto Stock
Exchange, respectively.

The interim period consolidated financial statersamintained herein include the accounts of Memtgrhational Inc. (“Mercer Inc.”) and its
wholly-owned and majority-owned subsidiaries (cctileely, the “Company”).

The interim period consolidated financial stateradréve been prepared by the Company pursuant talgwand regulations of the U.S.
Securities and Exchange Commission (the “SEC")taeinformation and footnote disclosure normatigluded in financial statements
prepared in accordance with accounting principkrsegally accepted in the United States have beedersed or omitted pursuant to such
SEC rules and regulations. The interim period cbaated financial statements should be read togetfitd the audited consolidated financial
statements and accompanying notes included in dimep@ny’s latest annual report on FormKL.@er the fiscal year ended December 31, 2

In the opinion of the Company, the unaudited cadatdd financial statements contained herein corghiadjustments necessary to present a
fair statement of the results of the interim pesipdesented. The results for the periods presdmaezin may not be indicative of the results
the entire year.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 2. Stock-Based Compensation

The Company adopted Statement of Financial Accogritandards (SFAS) No. 123Bhare-Based Paymenbn January 1, 2006. This
statement requires the Company to recognize theof@snployee services received in exchange foChpany’s equity instruments. Under
SFAS No. 123R, the Company is required to recordpEmsation expense over an award’s vesting peasddon the award’s fair value at
the date of grant. The Company has elected to &6t No. 123R on a modified prospective basispatingly, the financial statements for
periods prior to January 1, 2006 will not includempensation cost calculated under the fair valuthatk

Prior to January 1, 2006, the Company applied Aoting Principles Board Opinion 2Bccounting for Stock Issued to Employeasd,
therefore, recorded the intrinsic value of stockdzhcompensation as expense and applied the diselpovisions of SFAS No. 123,
Accounting for Sto-Based CompensatiarThe following table illustrates the effect on metome and earnings per share if the Company hac
applied the fair value recognition provisions ofAS-No. 123 to stock-based employee compensatian fwiJanuary 1, 2006.

Three Months Endec

March 31,
2005

Net Loss

As reportec € (19,667

Deduct: Total stock-based employee compensatioaresgodetermined under fair value based methodlfawards,

net of any related tax effec (10

Pro forma € (19,677
Basic and Diluted Loss Per Shart

As reportec € (0.77)

Pro forma € (0.77)

The fair value of each option granted is estimatedhe grant date using the Black-Scholes moddiinDuhe three month period ended
March 31, 2006 and 2005, no options were granteztcesed or cancelled.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 2. Stock-Based Compensation (cont’d)

Summarized information about stock options outstamend exercisable at March 31, 2006 is as follows

Outstanding Options Exercisable Options
Weighted
Average Weighted Weighted
Exercise Remaining Average Average
Price Range Number Contractual Life Exercise price Number Exercise Price
(In U.S. Dollars) (Years) (In U.S. Dollars) (In U.S. Dollars)
$5.6¢ — 6.37¢ 920,00( 4.2t $ 6.3C 886,66 $ 6.32
8.5 135,00( 1.28 8.5C 135,00 8.5(C
7.3C 30,00( 9.2t 7.3C 10,00( 7.3C
7.9z _100,00¢ 9.5C I 17 _ 3333 I 417
1,185,00! $ 6.71 1,064,99 $ 6.6¢€

As at March 31, 2006, the total remaining unrecpggiicompensation cost related to non-vested stotdns amounted to € 248, which will
be amortized over their remaining vesting period.

During the three-month period ended March 31, 2@@#e was no change in the number of non-vestédrnsp

Restricted Stoc

The fair value of restricted stock is determinedduzhupon the number of shares granted and thedjpote of the Company’s stock on the
date of grant. Restricted stock generally vests twe years. Expense is recognized on a straigktBiasis over the vesting period. Expense
recognized for the three months ended March 316 20@ 2005 was € 105 and € 36, respectively.

As at March 31, 2006, the total remaining unrecpggiicompensation cost related to restricted stowkuated to € 252, which will be
amortized over their remaining vesting period.

During the three month period ended March 31, 2€@e was no change in the number of non-vesttdated stock outstanding.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 3. Income (Loss) Per Share

Basic income (loss) per share is computed by digidhcome (loss) available to common shareholdgthd® weighted average number of
shares outstanding during a period. Diluted inc@loes) per share takes into consideration sharesamding (computed under basic earnings
(loss) per share) and potentially dilutive shafd® following table sets out the computation ofib@scome (loss) per share for the three
months ended March 31, 2006 and 2005, respectively:

Three Months Ended

March 31,
2006 2005
Income (loss) from continuing operatic— basic € 16,58¢ € (19,66)
Interest on convertible notes, net of 1,452 —
Income (loss) from continuing operatic— diluted €  18,04( € (19,669
Weighted average number of common shares outsigr
Basic 33,169,14 25,443,61
Effect of dilutive shares
Stock options and awari 255,09! —
Convertible note: 10,645,16 —
Diluted 44,069,39 25,443,61
Income (loss) from continuing operations per sh
Basic € 0.5C € (0.77)
Diluted € 0.41 € (0.77)

The calculation of diluted income (loss) per sHareghe comparative 2005 period does not assumexteeise of stock options and awards or
the conversion of convertible notes that would haweanti-dilutive effect on earnings per sharecltptions and awards excluded from the
calculation of diluted income (loss) per share bseahey are anti-dilutive represented 339,652®tthree months ended March 31, 2005.
Convertible notes excluded from the calculatioditfted income (loss) per share because they draldutive represented 10,645,161 for-
three months ended March 31, 2005.
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 4. Acquisition of the Celgar Mill and Relatedrinancings
Acquisition

On February 14, 2005, the Company completed itsiaitipn of the Celgar NBSK pulp mill. The aggregabnsideration for the acquisition
was € 177,422, which included € 142,940 in cashuiadtion related expenditures of € 3,668 and 8B0was paid in common shares of the
Company. The results of the Celgar mill are inctudethe consolidated statement of operations dine@cquisition date.

The allocation of the purchase price is summarbzddw.

Purchase price

Cash (including defined working capiti €142,94(
Equity — common share 30,81«
Acquisition costs 3,66¢

€177,42.

Net assets acquire

Receivable! € 32
Inventories 19,96¢
Prepaids and other ass 61€
Property, plant and equipme 175,09¢
Accrued expenses and other liabilit (4,109
Pension plan and pe«retirement benefits obligatic (14,189

€177,42.

In October 2005, our wholly owned subsidiary, ZeltsCelgar Limited, received a re-assessmentdaf property transfer tax payable in
British Columbia, Canada, in the amount of apprately € 3.5 million in connection with the transédrthe land where the Celgar mill is
situated. The Company is contesting the assessamdrthe amount, if any, that may be payable in eotion therewith is not yet
determinable. Any additional amount paid in conimgctvith the re-assessment will increase the casistof the assets acquired.
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 5. Business Segment Information

The Company operates in two reportable businesaesty: pulp and paper. The segments are managadsap because each business
requires different production and marketing stregegThe results of the Celgar mill presented bedosvfrom the date of its acquisition on
February 14, 2005.

Summarized financial information concerning themsegts is shown in the following table:

Corporate,
Rosenthal Celgar Stendal Total Other and Consolidatec
Pulp Pulp Pulp Pulp Paper Eliminations Total
Three Months Ended
March 31, 2006
Sales to external custome € 34,67 € 46,29 € 60,69¢ € 141,66¢ €17,39¢ € — € 159,06
Intersegment net sal: 42 — 2,31¢ 2,351 — (2,357%) —
34,71« 46,29, 63,01 144,02! 17,39¢ (2,35%) 159,06
Operating cost 23,987 45,56¢ 48,12¢ 117,67 15,51¢ (2,770 130,42!
Operating depreciation and
amortizatior 3,531 3,01« 7,05¢ 13,61( 22¢ 78 13,91
General and administratiy 1,327 2,12¢ 2,751 6,20¢ 1,141 1,50¢ 8,85¢
(Sale) purchase of emission
allowances (1,767 — (3,87)) (5,63¢) — — (5,63¢)
27,08 50,70: 54,07( 131,85 16,88¢ (1,187 147 55¢
Income (loss) from operatiol 7,63( (4,400 8,94 12,16¢ 511 (1,179 11,50¢
Interest expens (22,92%)
Investment incom 1,744
Derivative financial
instruments, ne 40,81t
Unrealized foreign exchange
gain on deb 6,112
Income before income taxes ¢
minority interes € 37,25:
Segment asse €340,98t¢ €237,55¢ €770,34! €1,348,89 €22,03: € 26,03t €1,396,95!
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 5. Business Segment Information (cont’d)

Corporate,
Rosenthal Celgar @ Stendal Total Other and Consolidatec
Pulp Pulp Pulp Pulp Paper Eliminations Total
Three Months Ended
March 31, 2005
Sales to external custome € 34,09¢ € 7,61¢ € 40,79¢ € 82,51 €15,38: € — € 97,89:
Intersegment net sal: — — 1,55¢ 1,55¢ — (1,559
34,09¢ 7,61¢€ 42,35:; 84,06¢ 15,38: (1,559 97,89:
Operating cost 25,18¢ 5,13t 37,13¢ 67,45¢ 14,23: (1,687 80,00:
Operating depreciation and
amortizatior 3,26¢ 823 6,681 10,77: 181 34 10,98
General and administratiy 1,901 1,67¢ 97t 4,55] 1,23¢ 2,011 7,79¢
30,357 7,638 44,79 82,78 15,64¢ 35¢€ 98,78
Income (loss) from operatiol 3,73¢ a7 (2,439 1,28: (26%) (1,919 (8949
Interest expens (19,267

Investment incom 17&
Derivative financial

instruments, ne (3,859
Unrealized foreign exchange

gain on deb 2,29
Impairment of investmen (1,649
Loss before income taxes anc

minority interes € (23,189
Segment asse €349,86! €220,73! €915,17¢ €1,485,78; €24,91: € 20,747 €1,531,44

(1) The results of the Celgar pulp mill are from théedaf its acquisition on February 14, 20
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 6. Inventories

March 31, 200¢  December 31, 20C

Raw materials € 36,26¢ € 42,64¢
Finished good 35,03: 38,49¢
€ 71,29 £ 81,147

Note 7. Pension and Other Post-Retirement Benefitl@ligations
Included in pension and other post-retirement enbfigations are amounts related to our Celgar @erman pulp mills.

The Celgar mill maintains defined benefit pensiod post-retirement benefit plans for certain emeés; Pension benefits are based on
employees’ earnings and years of service. The pendans are funded by contributions from the Camydzased on management’s best
estimates. Pension contributions for the three mpetiod ended March 31, 2006 and the period froquigition to March 31, 2005 totaled €
457 and € 159, respectively.

Three Months Ended March 31,

2006 2005

Pensior PostRetirement Pensior PostRetirement

Benefits Benefits Benefits Benefits
Service cos € 22¢ € 11F € 84 € 49
Interest cos 35¢€ 192 15¢ 88
Expected return on plan ass (397) — (150 —
Recognized net los — 25 — —
Net periodic benefit cos € 18t € 332 € 92 € 137
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 8. Derivatives Transactions

Three Months Ended March 31

2006 2005
Realized loss on derivative financial instrume € (3,569 € (299
Unrealized net gain on interest rate derivat 23,50¢ 344
Unrealized net gain (loss) on foreign exchangevdéries 20,87 (3,909)
Unrealized gain (loss) on derivative financial raghents € 44,37% € (3,569

In addition to the derivatives reported in the Camgs annual report on Form 10-K for the year endedember 31, 2005, the Company
entered into certain new derivative transactionténfirst three months of 2006.

In the first quarter of 2006, Stendal entered m&il5,000 currency forward contract at a rate d2346 with a maturity in April 2006 and a
$3,000 currency forward at a rate of $1.2100 withadurity in April 2006. A net unrealized loss g@fgioximately € 21 was recognized in
respect of these derivatives in the three monthds@March 31, 2006.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 9. Restricted Group Supplemental Disclosure

The terms of the indenture governing our 9.25%aamsecured notes requires that we provide thdtsesf operations and financial
condition of Mercer Inc. and our restricted sulesigis under the indenture, collectively referredgdhe “Restricted Group”. As at and during
the three months ended March 31, 2006 and 200Rdktricted Group was comprised of Mercer Inctadeholding subsidiaries, Rosenthal
and the Celgar mill from the date of its acquisitam February 14, 2005. The Restricted Group exdwilir paper operations and the Stendal
mill.

Combined Condensed Balance Sheet

March 31, 2006

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group

ASSETS
Current assel

Cash and cash equivalel € 41,10: € 39,24¢ € — € 80,35(

Cash restricte — 6,29¢ — 6,29¢

Receivable! 37,32} 41,14¢ — 78,47

Inventories 44,46¢ 26,82¢ — 71,29t

Prepaid expenses and otl 2,828 2,36¢ — 5,191
Total current asse 125,71 115,88t — 241,60t
Cash restricte — 66,53’ — 66,53’
Property, plant and equipme 398,25¢ 615,27: — 1,013,522
Other 11,36 4,101 — 15,46:
Deferred income ta 21,88¢ 37,93t — 59,82
Due from unrestricted grot 39,25 — (39,257 —
Total asset €596,47¢ € 839,73! € (39,257 €1,396,95
LIABILITIES
Current liabilities

Accounts payable and accrued expet € 42,30( € 68,38t € — € 110,68!

Debt, current portiol — 74,33¢ — 74,33¢
Total current liabilities 42,30( 142,72: — 185,02:
Debt, less current portic 328,98: 575,97: — 904,95
Due to restricted grou — 39,25 (39,257 —
Unrealized derivative los — 100,30: — 100,30:
Other 20,96¢ 6,55¢ — 27,52;
Deferred income ta 2,13¢ 14,53 — 16,66¢
Total liabilities 394,38t 879,34: (39,259 1,234,47.
SHAREHOLDERS’ EQUITY
Total shareholde’ equity (deficit) 202,09( (39,606 @ — 162,48:
Total liabilities and sharehold¢ equity €596,47¢ € 839,73! € (39,25) €1,396,95

(1) Shareholders’ equity does not include govenningrants received or receivable related to tead& mill. Shareholders’ equity is
impacted by the unrealized r-cash marked to market valuation losses on derdinancial instrument:
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S

(Unaudited)

FOR THREE MONTHS ENDED MARCH 31, 2006

(Euros in thousands, except for shares and per shaidata)

Note 9. Restricted Group Supplemental Disclosure ént'd)

Combined Condensed Balance Sheet

ASSETS
Current
Cash and cash equivalel
Cash restricte
Receivable!
Inventories
Prepaid expenses and otl
Total current asse
Cash restricte:
Property, plant and equipme
Other
Deferred income ta
Due from unrestricted grot
Total asset

LIABILITIES
Current
Accounts payable and accrued expet
Debt, current portiol
Total current liabilities
Debt, less current portic
Due to restricted grou
Unrealized derivative los
Other
Deferred income ta
Total liabilities

SHAREHOLDERS’ EQUITY
Total shareholde’ equity (deficit)

Total liabilities and sharehold¢ equity

December 31, 200!

Restricted
Group

Unrestricted

€ 48,79(
41,34¢
47,10(

2,94(

Consolidatec

140,17¢

404,15!
10,53:
24,30:
46,41:

€625,57¢

€ 46,86"

46,86"
342,02:

20,72:
1,851

411,46:

214,11!

€625,571

Subsidiaries Eliminations Group
€ 34,75 € — € 83,54,
7,03¢ — 7,03¢
32,96¢ — 74,31¢
34,047 — 81,147
2,53¢ — 5,474
111,34 — 251,52;
24,57: — 24,57:
620,51: — 1,024,66.
4,14¢ — 14,67¢
54,07¢ — 78,38:
— (46,41)) —
€ 814,65( € (46,417 €1,393,81
€ 65,85¢ € — € 112,72¢
27,60 — 27,60
93,46( — 140,32
580,59¢ — 922,61¢
46,41: (46,417 -
140,62! — 140,62!
6,33¢ — 27,05¢
12,59! — 14,44
880,02. (46,417) 1,245,07.
(65,377 @) — 148,74:
€ 814,65( € (46,41)  €1,393,8L

(1) Shareholders’ equity does not include governingrants received or receivable related to tead& mill. Shareholders’ equity is
impacted by the unrealized r-cash marked to market valuation losses on derdinancial instrument:
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S

FOR THREE MONTHS ENDED MARCH 31, 2006

(Unaudited)

(Euros in thousands, except for shares and per shaidata)

Note 9. Restricted Group Supplemental Disclosure ént'd)
Combined Condensed Statement of Operations

Revenue:!

Operating cost

Operating depreciation and amortizat
General and administrative expen
(Sale) purchase of emission allowan

Income (loss) from operatiol

Other income (expens
Interest expens
Investment incom
Derivative financial instruments, n
Unrealized foreign exchange gain on d
Total other expens
Income (loss) before income taxes and minorityrast
Income tax provisiol
Income (loss) before minority intere
Minority interest
Net income (loss

Revenue!

Operating cost
Operating depreciation and amortizat
General and administrative expen

Income (loss) from operatiol

Other income (expens
Interest expens
Investment incom
Derivative financial instruments, n
Unrealized foreign exchange gain on d
Impairment of investmen
Total other expens
Loss before income taxes and minority inte
Income tax (provision) benel
Loss before minority intere
Minority interest
Net loss
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March 31, 2006

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€81,01. € 80,41( € (2,357 € 159,06
69,13¢ 61,28¢ — 130,42!
6,62¢ 7,28t — 13,91
4,96( 3,89¢ — 8,85¢
(1,767) (3,87)) - (5,63¢)
78,96 68,59¢ — 147 ,55¢
2,05( 11,817 (2,357) 11,50¢
(8,467 (15,33) 87t (22,925
2,261 35¢ (87%) 1,74¢

(79 40,89: - 40,81¢
6,11: — — 6,11:
(16€) 25,91t — 25,74’
1,88 37,721 (2,357 37,25.
(2,841) (18,08() (192) (21,119
(95¢) 19,64’ (2,549 16,13¢

— 44¢ — 44¢

€ (959 € 20,09¢ € (2,549 € 16,58¢
March 31, 2005
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€41,71: € 56,18 € — € 97,89:¢
29,97: 50,02¢ — 80,00:
4,12¢ 6,64~ 217 10,98
5,581 2,211 — 7,79¢
39,68¢ 58,88t 217 98,78
2,027 (2,709 (217) (894)
(7,67)) (11,986 394 (19,269
32¢ 30¢ (462) 17t

(105) (3,759 — (3,859
2,29 — — 2,291
(1,179 — (467) (1,645
(6,329) (15,437 (535) (22,295
(4,307) (18,135 (752) (23,189
(3,115) 80 — (3,03%)
(7,417) (18,055) (752) (26,224

— 6,557 — 6,557

€ (7,41)) € (11,499 € (752 € (19,667




ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

In this document: (i) unless the context otherwesguires, references to “we”, “our”, “us”, the “Cpany” or “Mercer” mean Mercer
International Inc. and its subsidiaries; (ii) refleces to “Mercer Inc.” mean the Company excludiagubsidiaries; (iii) information is
provided as of March 31, 2006, unless otherwiseedidiv) all references to monetary amounts ar&toos”, the lawful currency adopted by
most members of the European Union, unless otherstated; (v) “ € ” refers to Euros and C$ refer€anadian dollars; and (vi) “ADMTs”
refers to air-dried metric tonnes.

The following discussion and analysis of our resoftoperations and financial condition for thesthmonths ended March 31, 2006 shoul
read in conjunction with our consolidated finana&tements and related notes included in thisteareport, as well as our most recent
annual report on Form 10-K for the fiscal year ehBecember 31, 2005 filed with the Securities ardnange Commission (the “SEC”).
Certain reclassifications have been made to ther period financial statements to conform with ¢ierent period presentation.

Results of Operations

Three Months Ended March 31, 2006 Compared to Thidenths Ended March 31, 2005

Selected sales data for the three months ended\84r,c2006 and 2005 is as follows:

Three Months Ended March 31,

2006 2005
(ADMTS)
Sales Volume by Product Class

Pulp sales volume by mil
Rosentha 76,22¢ 78,80«
Stendal 140,51 102,07:
Celgar® 110,36; 18,34%
Total pulp sales volum@ 327,10: 199,22.
Paper sales volurr 16,60: 16,63¢
Total sales volum® 343,70: 215,86.

(in thousands)

Revenues by Product Class
Pulp revenues by mil

Rosentha € 33,721 € 33,38¢
Stendal 59,78 40,52¢
Celgar® 46,297 7,61¢€
Total pulp revenue® 139,80! 81,53:
Paper revenue 17,23¢ 15,36¢
Total pulp and paper sales reven(@ 157,04 96,89¢
Third party transportation revenu 2,021 994
Total sales revenut €159,06: € 97,89!

(1) The results of the Celgar pulp mill are includeshirthe date of its acquisition on February 14, 2

(2) Excluding intercompany sales volumes of 4,886 3,489 ADMTs of pulp and intercompany net sed@enues of approximately €
2.4 million and€ 1.6 million in the three months ended March 31,&280d 2005, respectivel
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Selected production data for the three months eMterdh 31, 2006 and 2005 is as follows:

Three Months Ended March 31,

2006 2005
(ADMTs)
Production by Product Class
Pulp production by mill
Rosentha 76,15¢ 75,87
Stendal 130,87 107,98:
Celgar@® 111,43 60,76:
Total pulp productiot 318,46¢ 244,61!
Paper productio 17,17¢ 15,95¢
Total productior 335,64« 260,57.

(1) The results of the Celgar pulp mill are includeahirthe date of its acquisition on February 14, 2

Revenues for the three months ended March 31, @d&ased to € 159.1 million from € 97.9 milliontire comparative period of 2005,
primarily due to the inclusion of a full quarterssles from our Celgar mill and higher sales fram $tendal mill. Pulp sales by volume
increased to 327,101 ADMTs in the first quarteR006 from 199,224 ADMTSs in the comparative perié@@05.

Cost of sales and general, administrative and atkjgenses in the first quarter of 2006 increasegi163.2 million from € 98.8 million in the
comparative period of 2005, primarily as a restithe inclusion of a full quarter of results of dDelgar mill and higher production of our
Stendal mill.

For the first quarter of 2006, revenues from oupmperations increased to € 141.8 million from2€58million in the same period a year ago.
List prices for NBSK pulp in Europe were approxigigt€ 514 ($618) per ADMT in the first quarter @05, approximately € 490 ($642) per
ADMT in the first quarter of last year and approxzi@y € 506 ($600) in the fourth quarter of 2005.

Mill net pulp sales realizations increased to € ga6EADMT on average in the first quarter of 200dhi € 409 per ADMT in the first quarter
of 2005, primarily as a result of higher pulp psce

Cost of sales and general, administrative and @kgpenses for the pulp operations increased tor&18illion in the first quarter of 2006
from € 82.8 million in the comparative period ofd&) primarily due to the inclusion of a full quatteresults for the Celgar mill and higher
production at our Stendal mill.

In the first quarter of 2006, we recorded inconmfroperations of 6.6 million resulting from the sale of emissioroatances by our Germ:
pulp mills, compared to nil in the comparative pdrof 2005. The market for emission allowanceglatively new and volatile. At the end of
April 2006, such market weakened materially. Bageoh our current activities to date, we currengliireate that our overall emission
allowance sales in 2006 will be at or near ourl tmia2005.

On average, fiber costs at our German pulp mittssased by approximately 12.3% in the first quasfe#006 versus the same quarter of
2005. This resulted from severe winter condition&ermany and central Europe during the period¢clwvbaused sawmillers and log
harvesters to curtail operations which reduced fiwailability and increased fiber costs. In thstfguarter
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of 2006, average fiber costs at our Celgar milrdased by approximately 22% versus the same qurg05, primarily because of
increased wood chip availability resulting from lnég production at regional sawmills. This increeseegional sawmilling activity reflects
increased log harvesting levels in northern andrakBritish Columbia being undertaken in respottsthe “pine beetle” infestation of forests
in such regions.

Depreciation for the pulp operations increased 186 million in the current quarter, froml€.8 million in the first quarter of 2005, primar
as a result of the inclusion of depreciation fa @elgar mill.

For the first quarter of 2006, our pulp operatigeserated operating income of € 12.2 million, versperating income of € 1.3 million in the
first quarter of 2005, primarily due to the higlgrerating income at our German pulp mills, inclgdincontribution of € 5.6 million from the
sale of emission allowances, partially offset byogarating loss at our Celgar mill. As NBSK pulménerally quoted in U.S. dollars, the
overall strength of the Canadian dollar versuditfe dollar negatively impacted our Celgar milldes realizations and results. Further, near
the end of the first quarter of 2006, our Celgali tadk approximately two weeks of planned mainteredowntime, of which approximately
five days were in March and the balance in April.

Revenues from our paper operations in the curneattgr increased to € 17.2 million from € 15.4 ioillin the same period of last year as a
result of higher sales volumes and a change iprtbauct mix.

Cost of sales and general, administrative and atkjeenses for the paper operations in the firsttquaf 2006 increased to € 16.9 million
from € 15.6 million in the comparative quarter 603.

In the 2006 first quarter, our paper operationsegated operating income of € 0.5 million, comparedn operating loss of 3 million in the
first quarter of 2005.

In the first quarter of 2006, income from operasiémcreased to € 11.5 million from € 0.9 milliontire same period last year, primarily as a
result of higher pulp prices and improved resulenf our German pulp mills.

Interest expense in the first quarter of 2006 iasegl to € 22.9 million from € 19.3 million in theay ago period, due to higher borrowings
relating to the Stendal mill and incremental ins¢i@n our $310 million senior note issue complételdlebruary 2005.

Stendal entered into certain foreign currency dgives to swap all of its long-term bank indebtesdnieom Euros to U.S. dollars in 2005 and,
in the first quarter of 2006, it also entered ioéotain currency forwards. In addition, Stendaljmesly entered into interest rate swaps to fix
the interest rate on its outstanding bank indel#ssinDue to the weakening of the U.S. dollar vetlsaigsuro and an increase in long-term
interest rates, during the first quarter of 2006,recorded a net unrealized non-cash holding gaindd.4 million before minority interests
upon the marked to market valuation of such dexieatcompared to a net non-cash holding loss o6€rlllion before minority interests
upon the marked to market valuation of our outstamnderivatives in the comparative quarter of 2d83he first quarter of 2006, we had a
realized loss of € 3.6 million on certain currefiegwards which had matured, compared to a realiassi of € 0.3 million on derivative
instruments in the first quarter of 2005.
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In the first quarter of 2006, minority interestpresenting the two minority shareholders’ propordite interest in the Stendal mill, was €
0.4 million, compared to € 6.6 million in the firgtiarter of 2005.

We reported net income for the first quarter of@00€ 16.6 million, or € 0.50 per basic and € Qpét diluted share, which reflected a net
unrealized gain of € 44.4 million on our intereserand currency derivatives, an unrealized noh-fiagign exchange gain on our long-term
debt of € 6.1 million and improved results at owri@an pulp mills. In the first quarter of 2005, veported a net loss of € 19.7 million, or €
0.77 per basic and diluted share, which includedasses on our derivatives of € 3.6 million angba-cash impairment charge of €

1.6 million relating to investments.

We generated “Operating EBITDA” of € 25.4 millionc€ 10.1 million in the three months ended MarthZ006 and 2005, respectively.
Operating EBITDA is defined as income (loss) froperations plus depreciation and amortization andnegurring capital asset impairment
charges.

Management uses Operating EBITDA as a benchmarkunement of its own operating results, and as atbeark relative to its

competitors. Management considers it to be a mgéulisupplement to operating income as a performaneasure primarily because
depreciation expense and non-recurring capitak &sgairment charges are not an actual cash codtgdapreciation expense varies widely
from company to company in a manner that manageowersiders largely independent of the underlyingt edficiency of their operating
facilities. In addition, we believe Operating EBIADIs commonly used by securities analysts, inveséord other interested parties to evaluate
our financial performance.

Operating EBITDA does not reflect the impact ofutemioer of items that affect our net income (log®)luding financing costs and the effect
of derivative instruments. Operating EBITDA is roteasure of financial performance under GAAP,sirmiild not be considered as an
alternative to net income (loss) or income (lossiirf operations as a measure of performance, nam afternative to net cash from operating
activities as a measure of liquidity.

Operating EBITDA has significant limitations asamalytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. Some of thesations are that Operating EBITDA does not reffl€i) our cash expenditures, or future
requirements, for capital expenditures or cont@atommitments; (ii) changes in, or cash requireméor, working capital needs; (iii) the
significant interest expense, or the cash requingsneecessary to service interest or principal ays) on our outstanding debt; (iv) minority
interests on our Stendal NBSK pulp mill operatigw$;the impact of realized or marked to marketrgies in our derivative positions, which
can be substantial; and (vi) the impact of impaimh@harges against our investments or assets. Beaduhese limitations, Operating
EBITDA should only be considered as a supplemgugebrmance measure and should not be consider@dnassure of liquidity or cash
available to us to invest in the growth of our Inesis. See the Statement of Cash Flows set out itoosolidated financial statements
included herein. Because all companies do not zkE®perating EBITDA in the same manner, Opera&B¢TDA as calculated by us may
differ from Operating EBITDA or EBITDA as calculady other companies. We compensate for thesegliimits by using Operating
EBITDA as a supplemental measure of our performamckrelying primarily on our GAAP financial statents.
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The following table provides a reconciliation ot ircome (loss) to income (loss) from operationgd @perating EBITDA for the periods
indicated:

Three Months Ended

March 31,
2006 2005()
(in thousands)
(unaudited)
Net income (loss € 16,58¢ €(19,667)
Minority interest (449 (6,557
Income taxe: 21,11: 3,03¢
Interest expens 22,92¢ 19,26:
Investment incom (1,749 (a7%)
Derivative financial instruments, n (40,81Y 3,85¢
Unrealized foreign exchange gain on d (6,119 (2,297%)
Impairment of investmen — 1,64
Income (loss) from operatiol 11,50¢ (894)
Add: Depreciation and amortizatit 13,91« 10,98
Operating EBITDA € 25,41¢ € 10,09:
(1) The results of the Celgar pulp mill are includeshfrthe date of its acquisition on February 14, 2
Liquidity and Capital Resources
The following table is a summary of selected firiahinformation for the periods indicated:
As at As at
March 31, December 31
2006 2005
(in thousands)
(unaudited)
Financial Position
Cash and cash equivalel € 80,35( € 83,54
Working capital®) 56,58 111,19
Property, plant and equipme 1,013,52 1,024,66.
Total asset 1,396,95! 1,393,811
Long-term liabilities 1,049,452 1,104,741
Shareholder equity 162,48« 148,74:

(1) Does not include approximately € 7.0 millioihgovernment grants in 2006, which we expect teinge in 2006, and approximately €
65.9 million of government grants in 2005, all dfiesh has been received, related to the Stendafmoit German federal and state
governments

(2) Includes€ 5.6 million outstanding under the revolving crdditilities for the Celgar mill

At March 31, 2006, our cash and cash equivalents we0.4 million, compared to € 83.5 million atd@mber 31, 2005. We also had €
6.3 million of cash restricted to pay current Strabnstruction costs payable of € 1.1 million &mddebt service.

During the first quarter of 2006, Stendal builtthp restricted cash in its debt service accounthferStendal project financing to €

66.5 million by drawing down € 42.0 million undetranche of the Stendal project financing facildy the “Stendal Loan Facility” as
planned. Approximately € 57.0 million of this résted cash is a debt service security or reseruvalgq approximately one year's worth of
Stendal’'s scheduled principal and interest paymamder the Stendal Loan Facility. As this debt meraccount secures Stendal’s obligations
under the Stendal Loan Facility, it is recordec ésng-term asset.
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Our reduction in working capital at March 31, 2@@8npared to December 31, 2005 of approximately.€ BBllion resulted principally from
the build-up of the restricted cash in the debtiseraccount which is classified as a long-ternetaiaad certain principal payments maturing
on the Stendal Loan Facility within one year.

At March 31, 2006, we qualified for investment grarelated to the Stendal mill totaling approxinha&7.0 million from the federal and
state governments of Germany, which we expectdeive in 2006. These grants, when received, wikgied to repay the amounts drawn
under the current portion of a dedicated tranchh@fStendal Loan Facility. Under our accountinfigoes, we do not record these grants until
they are received. The grants are not reportediiincome and reduce the cost basis of the assathgsed when they are received.

As at March 31, 2006, we had not drawn any amondeuthe € 40.0 million Rosenthal revolving terradit facility and had drawn down
approximately € 5.6 million of the $30 million Cealgrevolving credit facility. As at March 31, 20G8yr Celgar mill failed to satisfy its four-
quarter trailing coverage ratios under its revaivimedit facility. Such non-satisfaction has beaived by Celgar's bank lenders but the
overall aggregate amount available under Celgawrslving facility will be limited to $15 million uiil Celgar satisfies such ratios. At
March 31, 2006, we had utilized the entire € 4.Wioni available under the credit facilities for quaper operations.

We expect to meet our interest and debt serviceresgs and the working and maintenance capitalmegants for our operations (other than
at Stendal) from cash flow from operations, casthamd and the two revolving working capital fa@!i for the Rosenthal and Celgar mills.

We expect to meet the capital requirements foStteadal mill, including working capital and potettiosses during ramp up, interest and
principal service expenses through cash on hasth, ft@v from operations, shareholder advances dyrezade to Stendal, the Stendal Loan
Facility (which includes a revolving working capiteanche and a debt service reserve account)renckteipt of government grants.

Operating Activities

Operating activities in the current quarter prodigash of € 7.4 million, compared to using cas# 8f3 million in the comparative period of
2005. An increase in receivables due primarilyighbr sales in the current quarter used cash o8 #llion in the first quarter of 2006,
compared to an increase in receivables using da8i® & million in the comparative quarter of 20@6decrease in inventories due primarily
to lower raw materials and partially to lower finésl goods at the Stendal mill provided cash ofbéndllion in the first quarter of 2006,
compared to using cash of € 8.5 million in thetfgrsarter of 2005. A decrease in accounts payaiideaacrued expenses used cash of €
1.4 million in the current period, compared to pdirng cash of € 24.6 million in the comparativeipdrof 2005.

Working capital is subject to cyclical operatingeds, the timing of collections and receivables goekernment grants and the payment of
payables and expenses.
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Investing Activities

Investing activities in the three months ended Ma&t, 2006 used cash of € 47.1 million, compareatiedirst three months of 2005 when
investing activities used cash of € 147.1 milliohwhich the acquisition of the Celgar pulp millneprised € 146.3 million. In the three
months ended March 31, 2006, a drawdown undemnaheaof the Stendal project financing facility hcliease our restricted cash in the
Stendal debt service reserve account provided @fa€l#1.2 million versus a decrease in restricishausing cash of € 3.4 million in the
comparative period of 2005.

Financing Activities

Financing activities provided cash of € 36.6 millio the three months ended March 31, 2006, condparthe first three months of 2005
when, in connection with the acquisition of the gaelpulp mill, financing activities, including tligsuance of shares of common stock and
senior notes, provided cash o2£2.2 million. In the first quarter of 2005, welfutepaid the project loan facility relating to tR@senthal mil
of approximately € 143.1 million (net of restrictealsh) and indebtedness relating to the landfihatRosenthal mill of approximately €
7.6 million from the proceeds of such share andosermote offerings.

In the current period, the pay down of a portiorthef Celgar mill's revolving working capital fadiliused cash of € 4.8 million.

We have no material commitments to acquire assaiperating businesses. We anticipate that thdidwacquisitions of businesses or
commitments to projects in the future. To achiewelong-term goals of expanding our asset and Bgsrtbase through the acquisition of
interests in companies and assets in the pulp aper@and related businesses, and organically thrbiggh return capital expenditures at our
operating facilities, we will require substantialpital resources. The required necessary resofaceach long-term goals will be generated
from cash flow from operations, cash on hand, #ie sf securities and/or assets, and borrowingnagaur assets.

Contractual Obligations and Commitments

There were no material changes outside the ordicauyse to any of our contractual obligations dytime first quarter of 2006.

Capital Resources

In addition to our revolving credit facilities fthe Rosenthal and Celgar mills and the revolvingkimg capital tranche of the Stendal Loan
Facility, respectively, we may seek to raise futiureding in the debt markets if our indenture rielgto our 9.25% senior notes permits,
subject to compliance with the indenture. The indengoverning the senior notes contains variosgiotive covenants, including several 1
are based on a formulation of the financial meaBBE DA, which is net income (loss) adjusted tolede interest, taxes, depreciation and
amortization, certain non-cash charges and extirzemylor otherwise unusual gains or losses, an@iceother items. We refer to this
formulation of EBITDA as “Indenture EBITDA” whiclsidefined in the senior note indenture as CongdelitiBBITDA.
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The indenture governing the senior notes provildag tn order for Mercer Inc. and its restrictedsdiaries (as defined in the indenture and
which excludes the Stendal mill and our paper djeTg) to enter into certain types of transactidgnsluding the incurrence of additional
indebtedness, the making of restricted paymentsl@dompletion of mergers and consolidations (uatifien, in each case, those specifically
permitted by our senior note indenture), we musttmaeminimum ratio of Indenture EBITDA to Fixed @pes as defined in the senior note
indenture of 2.0 to 1.0 on a pro forma basis ferriost recently ended four full fiscal quartersisTrtio is referred to and defined as the
Fixed Charge Coverage Ratio in the senior noteninate. As at March 31, 2006, Mercer Inc. and ostrieted subsidiaries under the
indenture governing the senior notes did not nfeefixed Charge Coverage Ratio of 2.0 to 1.0 aswgah the senior note indenture.

Foreign Currency

Effective January 1, 2002, we changed our repoxigency from the U.S. dollar to the Euro as aificant majority of our business
transactions are originally denominated in EurgsaBopting the Euro, most cumulative foreign cucketranslation losses were eliminated.
However, we hold certain assets and liabilitiedi8. dollars, Swiss francs and in Canadian dollacsordingly, our consolidated financial
results are subject to foreign currency exchantgefhactuations.

We translate foreign denominated assets and liasilinto Euros at the rate of exchange on thenbelaheet date. Unrealized gains or losses
from these translations are recorded in our codat#d statement of comprehensive income and ingrashareholders’ equity on the balance
sheet but do not affect our net earnings.

In the three months ended March 31, 2006, we regatet € 3.0 million foreign exchange translato®s and, as a result, the cumulative
foreign exchange translation gain decreased ta&rbitlion at March 31, 2006 from € 15.6 million@ecember 31, 2005.

Based upon the exchange rate at March 31, 200&J.®edollar decreased by approximately 13% in&against the Euro since March 31,
2005. See “Quantitative and Qualitative Discloswaesut Market Risk”.

Results of Operations of the Restricted Group Unde®©ur Senior Note Indenture

The indenture governing our 9.25% senior notesireg/that we also provide a discussion in annualcararterly reports we file with the SE
under Management'’s Discussion and Analysis of FirsuCondition and Results of Operations of thaultssof operations and financial
condition of Mercer Inc. and our restricted sulsiis under the indenture, referred to as the fiRéstl Group”. As at and during the three
months ended March 31, 2006, the Restricted Gragpasmprised of Mercer Inc., certain holding suibsies and Rosenthal, and the Celgar
mill from February 14, 2005, the date of the Acgigs of the mill. During the three months endedrita31, 2005 and as at December 31,
2005, the Restricted Group was comprised of Mdraer certain holding subsidiaries and Rosenthhictvwas the only member of the
Restricted Group with material operations duringhsperiod. The Restricted Group excludes our paperations and our Stendal mill.

The following is a discussion of the results of g@ns and financial condition of the Restrictew@. For further information regarding the
operating results of the Rosenthal and Celgar mills
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see Note 5 of our quarterly financial statementtughed herein. For further information regarding Restricted Group including, without
limitation, a reconciliation to our consolidateduéts of operations, see Note 9 of our quartergricial statements included herein.

Restricted Group Resul—Three Months Ended March 31, 2006 Compared to Tédonths Ended March 31, 2005

Total revenues for the Restricted Group for the¢hmonths ended March 31, 2006 increased to €81li6n from € 41.7 million in the
comparative period of 2005, primarily because efititlusion of the pulp sales from the Celgar @uiltl higher pulp prices. Pulp sales
realizations for the Restricted Group were € 43141@MT on average in the three months ended Mafc2B06 and in the comparative
period of 2005. The increase in NBSK pulp prices wartially offset by the strength of the Canadialiar versus the U.S. dollar during the
current period. In the first quarter of 2006, Merbe. had responsibility for all pulp sales of t&endal mill and received a fee from Stendal
of approximately 1.4% of sales.

Costs of sales and general, administrative and etkenses for the Restricted Group in the thresthsoended March 31, 2006 increase€ to
79.0 million from € 39.7 million in the comparatiperiod of 2005, primarily as a result of the irsdtin of the results of the Celgar mill,
partially offset by lower production costs at thesenthal mill.

In the first quarter of 2006, we recorded inconmerfroperations of € 1.8 million resulting from treesof emission allowances by our
Rosenthal pulp mill. The market for emission allowes is relatively new and volatile. At the enddpfil 2006, such market weakened
materially. Based upon our activities to date, weently estimate the Restricted Group’s overalission allowance sales in 2006 will be at
or near its total for 2005.

On average, fiber costs at our Rosenthal pulpimiieased by approximately 8.8% in the first quanfe2006 versus the same quarter of 2
This resulted from severe winter conditions in Gangnand central Europe during the period which edsawmillers and log harvesters to
curtail operations which reduced fiber availabibityd increased costs. In the first quarter of 2@96rage fiber costs at our Celgar mill
decreased by approximately 22% versus the samé&equai2005 because of increased wood chip avétlabésulting from higher production
at regional sawmills.

Depreciation and amortization for the Restrictedu@rincreased to € 6.6 million in the current péfimm € 4.1 million in the comparative
period of 2005, primarily as a result of the in@usof depreciation of the Celgar mill, partiallffset by lower depreciation at our Rosenthal
mill.

In the first quarter of 2006, the Restricted Grogiported income from operations of € 2.1 millioampared to 2.0 million in the first quarte
of 2005, primarily as a result of higher operatimgome from our Rosenthal mill, partially offset &yigher operating loss at our Celgar mill.
Interest expense for the Restricted Group in theetinonths ended March 31, 2006 increased to &libn from € 7.7 million in the year
ago period, primarily due to incremental interesgts resulting from our $310 million senior notéedihg in February 2005.

In the current quarter of 2006, the Restricted @nacorded a foreign exchange gain on debt of €rillion, compared to a gain of €
2.3 million in the comparative period of 2005. heffirst quarter of 2005, the Restricted Group riggba non-cash impairment charge df.£
million related to an investment in a venture compa
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For the three months ended March 31, 2006, thioestreported by the Restricted Group narrowedd€nillion from € 7.4 million in the
first quarter of 2005 as a result of improved opiegaincome of our Rosenthal mill, partially offdst the weaker results of our Celgar mill.
The overall strength of the Canadian dollar vethedJ.S. dollar and five days of scheduled maimeaalowntime negatively impacted the
results of our Celgar mill.

The Restricted Group generated “Operating EBITDAE&.7 million and € 6.2 million in the three mbetended March 31, 2006 and 2005,
respectively. Operating EBITDA is defined as incofioss) from operations plus depreciation and aizetibn and nomrecurring capital ass
impairment charges. Operating EBITDA for the Restidl Group is calculated by adding depreciationandrtization and non-recurring
capital asset impairment charges of € 6.6 milliod & 4.1 million to the income from operations df.€ million and €.0 million for the thre
months ended March 31, 2006 and 2005, respectively.

Operating EBITDA has significant limitations asa@malytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. See the diggus$ Mercer's results for the quarter ended Me8th2006 for additional information
relating to such limitations and Operating EBITDA.

The following table provides a reconciliation ot ha&ss to income from operations and Operating EBVTor the Restricted Group for the
periods indicated:

Three Months Ended
March 31,
2006 2005®)
(in thousands)

Restricted Group @

Net loss € (959 € (7,417
Income taxe: 2,841 3,11¢
Interest expens 8,46: 7,671
Investment and other incon (2,26)) (32¢)
Derivative financial instruments, n 79 10E
Unrealized foreign exchange gain on d (6,119 (2,297
Impairment of investmen — 1,17¢
Income from operatior 2,05( 2,027
Add: Depreciation and amortizati 6,62¢ 4,12¢
Operating EBITDA € 8,67¢ € 6,152

(1) The results of the Celgar pulp mill are from théedaf its acquisition on February 14, 20
(2) See Note 9 of the financial statements includeehdigre herein for a reconciliation to our consdédaesults
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Liquidity and Capital Resources of the Restricted Goup
The following table is a summary of selected finahimformation for the Restricted Group for theipds indicated:

As at As at
March 31, December 31
2006 2005

(in thousands)
Restricted Group Financial Position(?)

Cash and cash equivalel € 41,10: € 48,79
Working capital 83,41" 93,31
Property, plant and equipme 398,25¢ 404,15:
Total asset 596,47t 625,57¢
Long-term liabilities 352,08t 364,59¢
Shareholder equity 202,09( 214,11!

(1) See Note 9 of the financial statements includeehdigre herein for a reconciliation to our consdédaesults

At March 31, 2006, the Restricted Group had cashcaish equivalents of € 41.1 million, compared #88 million at December 31, 2005.
At March 31, 2006, the Restricted Group had worldagital of € 83.4 million.

We expect the Restricted Group to meet its intexrdtdebt service expenses and meet the workingnairdenance capital requirements for
its current operations from cash flow from openasiocash on hand and the revolving working cafpeai facilities for the Rosenthal and
Celgar mills. As at March 31, 2006, we had not dramy amount under the Rosenthal revolving terrditfacility and had drawn down
approximately € 5.6 million under the Celgar revycredit facility. As at March 31, 2006, our Catgnill failed to satisfy its four-quarter
trailing coverage ratios under its revolving crdditility. Such non-satisfaction has been waivedgjgar's bank lenders but the overall
aggregate amount available under Celgar’s revolfaciity will be limited to $15 million until Celgr satisfies such ratios.

Critical Accounting Policies

The preparation of financial statements and reldisclosures in conformity with GAAP requires maeagent to make estimates and
assumptions that affect the amounts reported ifinacial statements and accompanying notes. Bstisrare used for, but not limited to, the
accounting for doubtful accounts, depreciation amrtization, asset impairments, derivative finahitistruments, environmental
conservation, asset retirement obligations, pessimal post-retirement benefit obligations, income&s, and contingencies. Actual results
could differ from these estimates.

Our management routinely makes judgments and estinadout the effects of matters that are inheremitertain. As the number of
variables and assumptions affecting the probahieduesolution of the uncertainties increase,gljedgments become even more subjective
and complex. We have identified certain accoungiolicies that are the most important to the podtayf our current financial condition and
results of operations.

For information about our significant accountindigies, see our annual report on Form 10-K forytear ended December 31, 2005.
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Cautionary Statement Regarding Forward-Looking Information

The statements in this report that are not repdieahcial results or other historical informatiare “forward-looking statements” within the
meaning of thérivate Securities Litigation Reform Act of 1996 amended. These statements appear in a nufrdi#erent places in this
report and can be identified by words such asrfesiés”, “projects”, “expects”, “intends”, “believesplans”, or their negatives or other
comparable words. Also look for discussions oftefyg that involve risks and uncertainties. Forwimimking statements include statements
regarding the outlook for our future operationset@sts of future costs and expenditures, the atratuof market conditions, the outcome of
legal proceedings, the adequacy of reserves, er bilsiness plans. You are cautioned that any femalard-looking statements are not
guarantees and may involve risks and uncertairfias actual results may differ materially from thas the forward-looking statements due
to risks facing us or due to actual facts diffedrgm the assumptions underlying our estimates.&ofithese risks and assumptions include
those set forth in reports and other documentsawve filed with or furnished to the SEC, includimgour annual report on Form 10-K for the
year ended December 31, 2005. We advise you thaetbautionary remarks expressly qualify in theidirety all forwar«-looking statements
attributable to us or persons acting on our behhifess required by law, we do not assume any atitig to update forward-looking
statements based on unanticipated events or chaxgedtations. However, you should carefully revibesreports and other documents we
file from time to time with the SEC.

Cyclical Nature of Business
Revenue

The pulp and paper business is cyclical in nataceraarkets for our principal products are charamerby periods of supply and demand
imbalance, which in turn affects product pricese Timarkets for pulp and paper are highly competiine are sensitive to cyclical changes in
industry capacity and in the global economy, alvbich can have a significant influence on selimiges and our earnings. Demand for pulp
and paper products has historically been determtigetie level of economic growth and has been bldgsl to overall business activity.
Although pulp prices have improved recently, wentdrpredict the level of economic activity or growith certain world markets or the imp
of war, terrorist activity or other events on ouankets and prices for our products.

Commencing in 2005, our German operations becaftjectto the European Union Emissions Trading Sehpursuant to which our
German mills were granted emission allowances. &omnsallowances are granted based upon productiimes and the types of fuels
consumed by the manufacturing facilities in Germaiyce then, we have benefited from the sale aégon allowances. We currently
estimate that overall such sales in 2006 will beratear our total sales for 2005. However, thekesafior such sales is relatively new and
volatile and we cannot predict the level of anyesdhereafter.

Costs

Our production costs are influenced by the avditgtand cost of raw materials, energy and labad aur plant efficiencies and productivity.
Our main raw material is fiber in the form of wochips and pulp logs for pulp production, and wastper and pulp for paper production.
Fiber costs are primarily affected by the supplyaofd demand for, lumber and pulp, which are baghlh cyclical in nature and can vary
significantly by location. Production costs als@éed on the total volume of production. Lower ofiatarates and production efficiencies
during periods of cyclically low demand result igler average production costs and lower margins.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We are exposed to market risks from changes imdsteates and foreign currency exchange ratescplarly the exchange rate between the
U.S. dollar and the Euro and to a lesser extenCtreadian dollar, which may affect our results pémtions and financial condition and,
consequently, our fair value. We manage these tisksigh internal risk management policies andhwéispect to risks related to changes in
exchange rates between the U.S. dollar and the, Ritfothe use of derivatives. We use derivativesetuce or limit our exposure to interest
rate and U.S. dollar/Euro currency risks. We mathanfuture use derivatives to reduce or limit egposure to fluctuations in pulp prices. We
also use derivatives to reduce our potential loesés augment our potential gains, depending ammanagement’s perception of future
economic events and developments. These typegiohtiees are generally highly speculative in naturhey are also very volatile as they
are highly leveraged given that margin requiremangsrelatively low in proportion to notional amasin

Many of our strategies, including the use of danixes, and the types of derivatives selected byaresbased on historical trading patterns and
correlations and our management’s expectationatafd events. However, these strategies may nftllyeeffective in all market
environments or against all types of risks. Unexgemarket developments may affect our risk managestrategies during this time, and
unanticipated developments could impact our rishkagement strategies in the future. If any of thiéety of instruments and strategies we
utilize are not effective, we may incur losses.

All of our derivatives are marked to market at ¢éimel of each reporting period, and all unrealizadgiand losses are recognized in earnings
for a reporting period. We determine market vahragibased primarily upon valuations provided byammterparties.

In the first quarter of 2006, Stendal entered m&i5.0 million currency forward contract at a raft&1.2126 with a maturity in April 2006
and a $3.0 million currency forward at a rate of28D0 with a maturity in April 2006. A net unre@d loss of approximately € 21,000 was
recognized in respect of these derivatives in lineet months ended March 31, 2006.

In the first quarter of 2005, Stendal entered suoency swaps to convert a portion of its indebéss under the Stendal Loan Facility from
Euros into U.S. dollars and certain currency fodgatn April 2005, Stendal entered into a curreswgp to convert the balance of its long-
term indebtedness under the Stendal Loan Faaibiy fEuros into U.S. dollars. During the first qearof 2006, we recorded a net unrealized
non-cash holding gain of € 44.4 million before nrityinterests upon the marked to market valuatbsuch derivatives compared to a net
non-cash holding loss of € 3.6 million before mihpomterests upon the marked to market valuatibaw outstanding derivatives in the
comparative quarter of 2005. In the first quarte2@06, we had a realized loss of € 3.6 millioncentain currency forwards which had
matured, compared to a realized loss of € 0.3aniltin derivative instruments in the first quarteP@05
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ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and ProcedurecOur management, with the participation of our HgatExecutive Officer and Principal Financial
Officer, has evaluated the effectiveness of outldgire controls and procedures (as such ternfiisedein Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as aetk(ttie “Exchange Act”)), as of the end of the paéiGovered by this report. Based on
such evaluation, our Principal Executive Officed &rincipal Financial Officer have concluded ttzat,of the end of such period, our
disclosure controls and procedures are effectianture that information required to be disclosetthé reports that are filed or submitted
under the Exchange Act is recorded, processed, suired and reported within the time periods spedifin the Commission’s rules and
forms and to ensure that information required taliselosed by an issuer in the reports that isfde submits under the Exchange Act is
accumulated and communicated to management, imgjutsi Principal Executive Officer and Principah&ncial Officer, as appropriate, to
allow timely decisions regarding required discl@sur

It should be noted that any system of controlsaisell in part upon certain assumptions designelténoreasonable (and not absolute)
assurance as to its effectiveness, and there cao hssurance that any design will succeed in dicigéts stated goals.

Changes in Internal Controlhere have been no significant changes in ournaterontrol over financial reporting (as definediules 13a-
15(f) and 15d-15(f) under the Exchange Act) dutimg period covered by this report that have mdtgrdfected, or are reasonably likely to
materially affect, our internal control over finaaareporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

In October 2005, our wholly owned subsidiary, ZeltsCelgar Limited, received a re-assessmentdal property transfer tax payable in
British Columbia, Canada, in the amount of appratity € 3.5 million in connection with the transédrthe land where the Celgar mill is
situated. The Company is contesting the assessamdrthe amount, if any, that may be payable in eotion therewith is not yet
determinable. Any additional amount paid in conimgctwvith the re-assessment will increase the casistof the assets acquired.

We are subject to routine litigation incidentabiar business. We do not believe that the outconsaidi litigation will have a material adve
effect on our business or financial condition.

ITEM 1A. RISK FACTORS

There have been no material changes to the fadisgksed in ltem 1A. Risk Factors in our AnnuapBe on Form 10-K for the year ended
December 31, 2005.

ITEM 6. EXHIBITS

Exhibit

No. Description

31.1 Section 302 Certification of Chief Executive Offic
31.2 Section 302 Certification of Chief Financial Offic
32.1*  Section 906 Certification of Chief Executive Offic

32.2*  Section 906 Certification of Chief Financial Offic

* In accordance with Release 33-8212 of the Caossion, these Certifications: (i) are “furnished’th@ Commission and are not “filed”
for the purposes of liability under the Securitieshange Act of 1934, as amended; and (ii) aréambe subject to automatic
incorporation by reference into any of the Compamggistration statements filed under the Secsrfiet of 1933, as amended for the
purposes of liability thereunder or any offeringmwandum, unless the Company specifically incorgsréhem by reference there
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SIGNATURES
Pursuant to the requirements of Becurities Exchange Act of 193the Registrant has duly caused this report tsidgneed on its behalf by tl
undersigned, thereunto duly authorized.
MERCER INTERNATIONAL INC.

By: /s/ David M. Gandossi
David M. Gandossi|
Secretary and Chief Financial Offic:

Date: May 8, 2006
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EXHIBIT 31.1




CERTIFICATION OF PERIODIC REPORT

[, Jimmy S.H. Lee, certify that:

1.
2.

I have reviewed this quarterly report on Forn-Q of Mercer International Inc. (tt*Registrar”);

Based on my knowledge, this report does notatio any untrue statement of a material fact ot torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andlfie periods presented in this rep

The Registrant’s other certifying officers drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e15(f) and 15-15(f)) for the Registrant and han

a) Designed such disclosure controls and prresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhseibsidiaries, is made known to
us by others with those entities, particularly dgrthe period in which this report is being prepa

b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed un
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the Regi$tsatisclosure controls and procedures and preséntais report our conclusions ab
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

d) Disclosed in this report any change in tlegiBtrant’s internal control over financial repodithat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigbal quarter in the case of an annual repost tias materially affected, or is
reasonably likely to materially affect, the Redast’s internal control over financial reporting; &

The Registrant’s other certifying officer drttave disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the Registrant’s auditors and thetaxanmittee of the Registrastboard of directors (or persons performing thewedent
functions):

a) All significant deficiencies and materialak@esses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the Regigd’s ability to record, process, summarize and refrmahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hiség role in the Registrant’s
internal control over financial reportin

Date: May 8, 2006

/s/ Jimmy S.H. Lee
Jimmy S.H. Lee
Chief Executive Officer







EXHIBIT 31.2




CERTIFICATION OF PERIODIC REPORT

I, David M. Gandossi, certify that:

1.
2.

I have reviewed this quarterly report on Forn-Q of Mercer International Inc. (tt*Registrar”);

Based on my knowledge, this report does notatio any untrue statement of a material fact ot torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andlfie periods presented in this rep

The Registrant’s other certifying officers drate responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e15(f) and 15-15(f)) for the Registrant and han

a) Designed such disclosure controls and prresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhseibsidiaries, is made known to
us by others with those entities, particularly dgrthe period in which this report is being prepa

b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed un
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the Regi$tsatisclosure controls and procedures and preséntais report our conclusions ab
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

d) Disclosed in this report any change in tlegiBtrant’s internal control over financial repodithat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigbal quarter in the case of an annual repost tias materially affected, or is
reasonably likely to materially affect, the Redast’s internal control over financial reporting; &

The Registrant’s other certifying officer drttave disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the Registrant’s auditors and thetaxanmittee of the Registrastboard of directors (or persons performing thewedent
functions):

a) All significant deficiencies and materialak@esses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the Regigd’s ability to record, process, summarize and refrmahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hiség role in the Registrant’s
internal control over financial reportin

Date: May 8, 2006

/s/ David M. Gandossi
David M. Gandossi
Chief Financial Officer







EXHIBIT 32.1




CERTIFICATION OF PERIODIC REPORT

I, Jimmy S.H. Lee, Chief Executive Officer of Merdaternational Inc. (the “Company”), certify puest to Section 906 of thgarbanes-
Oxley Act of 200218 U.S.C. Section 1350, that:

(1) the Quarterly Report on Form 10-Q of then(pany for the quarterly period ended March 31, 2@06é “Report”) fully complies
with the requirements of Section 13(a) of Securities Exchange Act of 19(15 U.S.C. 78m or 780(d)); a1

(2) the information contained in the Report fairly pmets, in all material respects, the financial cbadiand results of operations of 1
Company

Dated: May 8, 2006
/s/ Jimmy S.H. Lee

Jimmy S.H. Lee
Chief Executive Officer

A signed original of this written statement reqdil®y Section 906 has been provided to Mercer Iateynal Inc. and will be retained by
Mercer International Inc. and furnished to the 3#ieis and Exchange Commission or its staff upa@uest.






EXHIBIT 32.2




CERTIFICATION OF PERIODIC REPORT

| , David M. Gandossi, Chief Financial Officer of Merdeternational Inc. (the “Company”), certify puesut to Section 906 of tHearbanes-
Oxley Act of 200218 U.S.C. Section 1350, that:

(1) the Quarterly Report on Form 10-Q of then(pany for the quarterly period ended March 31, 2@06é “Report”) fully complies
with the requirements of Section 13(a) of Securities Exchange Act of 19(15 U.S.C. 78m or 780(d)); a1

(2) the information contained in the Report fairly pmets, in all material respects, the financial cbadiand results of operations of 1
Company

Dated: May 8, 2006
/s/ David M. Gandossi

David M. Gandossi
Chief Financial Officer

A signed original of this written statement reqdil®y Section 906 has been provided to Mercer Iateynal Inc. and will be retained by
Mercer International Inc. and furnished to the 3#ieis and Exchange Commission or its staff upa@uest.





