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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2007
(Unaudited)
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED BALANCE SHEETS

As at June 30, 2007 and December 31, 2006
(Unaudited)
(Euros in thousands)

ASSETS
Current Asset
Cash and cash equivalel
Receivable!
Note receivable, current portis
Inventories (Note 4
Prepaid expenses and otl
Current assets of discontinued operations (Note
Total current asse
Long-Term Asset:
Cash restricte
Property, plant and equipme
Investments
Unrealized foreign exchange rate derivative (
Deferred note issuance and other ¢
Deferred income ta
Note receivable, less current porti

Total asset

LIABILITIES
Current Liabilities

Accounts payable and accrued expel

Debt, current portiol

Current liabilities of discontinued operations (Bdi0)
Total current liabilities

Long-Term Liabilities
Debt, less current portion (Note
Unrealized interest rate derivative Ic
Pension and other p-retirement benefit obligations (Note
Capital lease
Deferred income ta
Other lon¢-term liabilities

Total liabilities
Minority Interest

SHAREHOLDERS' EQUITY

Common shares (Note

Additional paic-in capital

Retained earning

Accumulated other comprehensive inca
Total shareholde’ equity

Total liabilities and sharehold¢ equity

June 30, December 31
2007 2006
€ 48,30 € 69,36
104,49: 75,02
5,83¢ 7,79¢
94,89! 62,857
5,462 4,662
1,10¢ 2,09«
260,08 221,80(
45,00( 57,00(
968,83( 972,14:
88 1
— 5,93:
6,29¢ 6,98¢
18,67( 29,98¢
4 ,50¢ 8,744
1,043,38: 1,080,79.
€1,303,47! € 1,302,59:
€ 100,97( € 84,17
33,36¢ 33,90:
651 1,92¢
134,98! 120,00:
848,99( 873,92¢
17,57( 41,35
18,94( 17,95¢
6,457 6,20z
24,56¢ 22,91
3,617 1,441
920,13¢ 963,79
1,055,12. 1,083,79:
202,62t 195,64
134 154
19,48¢ 15,24(
26,10¢ 7,76
248,35: 218,80:
€1,303,47! €1,302,59.

The accompanying notes are an integral part ofétiaterim financial statements.
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

For Six Months Ended June 30, 2007 and 2006
(Unaudited)
(Euros in thousands, except for loss per share)

2007 2006

Revenue! €346,13- €292,26.
Costs and expens

Operating cost 277,55! 239,29:

Operating depreciation and amortizat 27,71¢ 28,32t

40,86( 24,64t

General and administrative expen 16,20¢ 16,31«

(Sale) purchase of emission allowan (766) (13,249
Operating income from continuing operatic 25,42( 21,57;
Other income (expens

Interest expens (37,709 (45,729

Investment incom 3,19¢ 3,00:

Unrealized foreign exchange gain on d 2,60: 12,17:

Realized gain (loss) on derivative instruments ENm) 6,82( (5,219

Unrealized gain on derivative instruments (Not 17,85: 90,72«
Total other (expense) incor (7,239 54,95
Income before income taxes and minority intereshficontinuing operatior 18,18: 76,53(
Income tax provisiol (13,709 (42,920
Income before minority interest from continuing ogt@®ns 4,47¢ 33,61(
Minority interest (43 89¢
Net income from continuing operatio 4,43: 34,50¢
Net (loss) income from discontinued operati (189) 501
Net income 4,24 35,00¢
Retained earnings (deficit), beginning of per 15,24( (47,970
Retained earnings (deficit), end of per € 19,48: €(12,96)
Net income per share from continuing operationst¢Ng)

Basic € 0.12 € 1.0/

Diluted € 0.12 € 0.8t
Income per shar

Basic € 0.12 € 1.0¢

Diluted € 0.12 € 0.8¢

The accompanying notes are an integral part ofétiaterim financial statements.
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

For Three Months Ended June 30, 2007 and 2006
(Unaudited)
(Euros in thousands, except for loss per share)

2007 2006
Revenue! €176,60: €150,59:-
Costs and expens
Operating cost 142,80¢ 124,38!
Operating depreciation and amortizat 13,99( 14,631
19,80: 11,57:
General and administrative expen 8,901 8,597
(Sale) purchase of emission allowan (39 (7,608
Operating income from continuing operatic 10,94 10,58
Other income (expens
Interest expens (17,647 (22,919
Investment incom 1,58¢ 1,26:
Unrealized foreign exchange gain on d 1,34¢ 6,06(
Realized loss on derivative instruments (Not — (1,657%)
Unrealized gain on derivative instruments (Not 18,10( 46,34"
Total other incomi 3,392 29,09¢
Income before income taxes and minority intereshficontinuing operatior 14,33t 39,68:
Income tax provisiol (9,909 (21,807
Income before minority interest from continuing ogt@®ns 4,431 17,87¢
Minority interest (1,097 44¢
Net income from continuing operatio 3,34( 18,32
Net (loss) income from discontinued operati (181 97
Net income 3,15¢ 18,42:
Retained earnings (deficit), beginning of per 16,32¢ (31,389
Retained earnings (deficit), end of per € 19,48: €(12,96)
Net income per share from continuing operationst¢Ng)
Basic € 0.0¢ € 0.5t
Diluted € 0.0¢ € 0.4
Income per shar
Basic € 0.0¢ € 0.5¢
Diluted € 0.0¢ € 0.4t
The accompanying notes are an integral part ofétiaterim financial statements.
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MERCER INTERNATIONAL INC.

CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE INCOME

For Six Months Ended June 30, 2007 and 2006

Net income

Other comprehensive incorr
Foreign currency translation adjustm
Pension plan additional minimum liabili
Unrealized gains on securiti
Unrealized holding gains arising during the pel

Other comprehensive incor

Total comprehensive incon

(Unaudited)
(Euros in thousands)

2007

€ 4,24

18,25¢

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

CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE INCOME

For Three Months Ended June 30, 2007 and 2006
(Unaudited)
(Euros in thousands)

Net income

Other comprehensive incorr
Foreign currency translation adjustm
Pension plan additional minimum liabili
Unrealized gains on securiti
Unrealized holding gains arising during the pel

Other comprehensive incor

Total comprehensive incon

The accompanying notes are an integral part ofeéhieterim financial statements.
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

For Six Months Ended June 30, 2007 and 2006
(Unaudited)
(Euros in thousands)

Cash Flows (used in) from Operating Activiti

Net income

Adjustments to reconcile net loss to cash flowsfiaperating activitie
Unrealized gains on derivativ
Unrealized foreign exchange gain on d
Operating depreciation and amortizat
Non-operating amortizatio
Minority interest
Deferred income taxe
Stock compensation exper
Pension and other prretirement expens
Other

Changes in current assets and liabili
Receivable!
Inventories
Accounts payable and accrued expet
Other

Net cash (used in) from operating activit

Cash Flows from (used in) Investing Activitie
Cash restricte
Purchase of property, plant and equipr
Proceeds on sale of property, plant and equip!
Notes receivabl
Pension and other pr-retirement benefit fundin

Net cash from (used in) investing activit

Cash Flows (used in) from Financing Activitit
Decrease in construction costs pay:
Proceeds from borrowings of notes payable and
Repayment of notes payable and ¢
Repayment of capital lease obligatic
Issuance of shares of common st

Net cash (used in) from financing activit
Effect of exchange rate changes on cash and casvadnts

Net decrease in cash and cash equiva
Cash and cash equivalents, beginning of pe®)

Cash and cash equivalents, end of pe®

Supplemental disclosure of cash flow informati
Cash paid during the period ft
Interest
Income taxe:
Supplemental schedule of r-cash investing and financing activiti¢
Acquisition of production and other equipment unckgpital lease obligatior
Common shares issued in satisfaction of floatitig nate

(1) Includes amounts related to discontinued operatidn2007— € 437, 2006— € 722 (Note 10
(2) Includes amounts related to discontinued operatidn2007— € 582, 2006— € 751 (Note 10

The accompanying notes are an integral part ofahiaterim financial statement

2007
€ 4,24t

(17,857
(2,609)
27,71¢

12¢
43
12,97:
19€
95¢
924

(26,727)
(29,670)
15,12¢
1,28(

(13,259

12,00(
(10,537
527
4,731
(833)
5,88¢

(13,459
(2,57€)
305
(15,729

2,171
(20,920)

69,80«
€ 48,88¢

€ 17,62¢
61%

€ 2,21t
6,72¢

2006
€ 35,00¢

(85,505)
(12,179
28,94

13¢
(89¢)
42,56
207
871
(979)

(13,486
10,67(
(3,347

(252)
1,76€

(40,817
(15,43¢)
52€

(90¢€)
(56,63¢)

(212)
48,63
(375
(2,431)
69

45 68t

(1,281)

(10,46%)
83,54’
€ 73,07¢

€ 42,30¢
1,12¢

€ 2,12t
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

Note 1. Basis of Presentation
Basis of Presentatio

The interim period consolidated financial stateraemintained herein include the accounts of Memtrhational Inc. (“Mercer Inc.”) and its
wholly-owned and majority-owned subsidiaries (cdtieely, the “Company”). The Company’s shares ahoaon stock are quoted and listed
for trading on the NASDAQ National Market and therdnto Stock Exchange, respectively.

The interim period consolidated financial stateradréve been prepared by the Company pursuant talgseand regulations of the U.S.
Securities and Exchange Commission (the “SEC"). yidar-end condensed balance sheet data was dévedudited financial statements,
but certain information and footnote disclosurennalty included in financial statements prepareddnordance with accounting principles
generally accepted in the United States have beetensed or omitted pursuant to such SEC ruleseapdations. The interim period
consolidated financial statements should be regetther with the audited consolidated financialestegnts and accompanying notes included
in the Company’s latest annual report on Form 1féikhe fiscal year ended December 31, 2006. Iroffirion of the Company, the
unaudited consolidated financial statements coathirerein contain all adjustments necessary t@eptesfair statement of the results of the
interim periods presented. The results for thegasrpresented herein may not be indicative of ésalts for the entire year.

New Accounting Standart

In February 2007, the FASB issued FASB Statementl§8, “The Fair Value Option for Financial Assetgl Financial Liabilities” (“FAS
159"). FAS 159 permits entities to choose to measuany financial instruments and certain other st@tnfair value, with the objective of
improving financial reporting by mitigating voldti in reported earnings caused by measuring reélassets and liabilities differently without
having to apply complex hedge accounting provisidie provisions of FAS 159 are effective for then@any’s year ending December 31,
2008. The Company is currently evaluating the inhplaat the adoption of this statement will havettom Company’s consolidated financial
position, results of operations and disclosures.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

(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 Payménon January 1, 2006. This
statement requires the Company to recognize thieof@snployee services received in exchange foChpany’s equity instruments. Under
SFAS No. 123R, the Company is required to recordpEnsation expense over an award’s vesting peaseddon the award’s fair value at
the date of grant. The Company has elected to &6t No. 123R on a modified prospective basis.

Stock Options

The Company has a non-qualified stock option plaickvprovides for options to be granted to officensl employees to acquire a maximum
of 3,600,000 common shares including options fd@,a80 shares to directors who are not officersngpleyees. During 2004, the Company
adopted a stock incentive plan which provides fatiams, stock appreciation rights and restricteales to be awarded to employees and
outside directors to a maximum of 1,000,000 comsitares.

Following is a summary of the status of optionsstariding at June 30, 2007:

QOutstanding Options Exercisable Options
Weighted Average
Exercise Remaining Weighted Average Weighted Average
Price Range Number Contractual Life Exercise price Number Exercise Price
(In U.S. Dollars) (Years) (In U.S. Dollars) (In U.S. Dollars)
$5.65— 6.375 830,00( 3.0C $6.2¢ 830,00( $6.2¢
8.50 135,00 — 8.5(C 135,00( 8.5(C
7.30 30,00( 8.0C 7.3C 20,00( 7.3C
7.92 68,33 8.2t 7.92 40,00( 7.92

During the six-month period ended June 30, 200Q@Doptions were exercised at an exercise prigd &75 and 26,666 options were
exercised at an exercise price of $7.92 for casbgads of $402,435. 5,000 options were cancelledgithe period. The average intrinsic
value of the options exercised was $4.58 per opfaming the six-month period ended June 30, 2806&ptions were exercised or cancelled.

FORM 10-Q
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

The fair value of restricted stock is determineddshupon 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 straigktBasis over the vesting period. Expense
recognized for the six months ended June 30, 28672806 was € 143 and € 207, respectively.

As at June 30, 2007, the total remaining unrecaghcompensation cost related to restricted stoakuated to €.00, which will be amortize
over their remaining vesting period.

During the six month period ended June 30, 20G#ethvere restricted stock awards granted of areagge of Nil (2006 — 10,000) of our
common shares to independent directors and offafeitee Company and Nil (2006 — Nil) restrictedct@wards were cancelled.

As at June 30, 2007, the total number of restristedk awards outstanding was 190,686.

FORM 10-Q
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

Note 3. Income Per Share

Six Months Ended Three Months Ended
June 30, June 30,
2007 2006 2007 2006

Net income from continuing operatio— basic € 4,43: €  34,50¢ € 3,341 € 18,32
Interest on convertible notes, net of — 2,76 — 1,441
Net income from continuing operatio— diluted € 4,43: € 37,27 € 3,341 € 19,76¢
Net income from continuing operations per sh

Basic € 0.1z £ 1.04 € 0.0¢ £ 0.5t

Diluted € 0.1z £ 0.8¢ £ 0.0¢ £ 0.4t
Net income from continuing operatio € 4,43: €  34,50¢ € 3,341 € 18,32
Net (loss) income from discontinued operati (18¢) 501 (187) 97
Net income— Basic 4,24t 35,00¢ 3,16( 18,42:
Interest on convertible notes, net of — 2,761 — 1,441
Net income— Diluted € 4248 €  37,77¢ € 3,16( € 19,86:
Net income per shar

Basic € 0.1z £ 1.06 € 0.0¢ £ 0.5¢€

Diluted € 0.1z £ 0.8¢ £ 0.0¢ £ 0.4t
Weighted average number of common shares outsigr

Basic 35,873,80 33,169,63 36,256,47 33,170,12

Effect of dilutive shares

Stock options and awari 465,14t 274,68t 437,71! 292,00:
Convertible note 9,428,02 10,645,16 9,428,02; 10,645,16
Diluted 45,766,96 44,089,48 46,122,20 44,107,29

The calculation of diluted income per share dodsassume the exercise of stock options and awarthe@onversion of convertible notes
when their effect would be anti-dilutive on earrsmger share. Convertible notes excluded from thrutzdion of diluted income per share
because they are anti-dilutive represented 9,42808 Nil for the six months ended June 30, 20@QIr2896, respectively.
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

Note 4. Inventories

June 30, 200 December 31, 20C

Raw material € 66,88 € 38,90¢
Work in process and finished goc 28,00t 23,95:
€ 9489 € 62,85

Note 5 . Derivatives Transactions

Six Months Ended June 30,

2007 2006
Realized net gain (loss) on derivative financiakinments € 6,82( € (5,219
Unrealized net gain on interest rate derivat €23,78¢ € 36,32¢
Unrealized net (loss) gain on foreign exchangevdéries (5,939 54,39¢
Unrealized net gain on derivative financial instents €17,85: €90,72¢
Three Months Ended June 3C

2007 2006
Realized net loss on derivative financial instruis € — € (1,657
Unrealized net gain on interest rate derivat €18,10( €12,82(
Unrealized net gain on foreign exchange derivat — 33,52;
Unrealized net gain on derivative financial instents €18,10( €46,34
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 6. Pension and Other Post-Retirement Benefitlligations
Included in pension and other post-retirement heobfigations are amounts related to the Compa@glgar and German pulp mills.

The largest component of this obligation is withpect to the Celgar mill which maintains defineddfé pension plans and post-retirement
benefits plans for certain employees. Pension litsraake based on employees’ earnings and yeaendts. The pension plans are funded by
contributions from the Company based on actuasiiinates and statutory requirements. Pension taonitns for the six month periods en
June 30, 2007 and June 30, 2006 totaled € 833 &08 &espectively.

Six Months Ended June 30,

2007 2006
Pensior PostRetirement Pensior PostRetirement
Benefits Benefits Benefits Benefits
Service cos € 41C € 23C € 44¢ € 227
Interest cos 66€ 362 70€ 382
Expected return on plan ass (81%) — (78€) —
Recognized net los — 31 — 50
Net periodic benefit cos € 261 € 623 € 36¢ € 65¢
Three Months Ended June 30,
2007 2006
Pensior PostRetirement Pensior PostRetirement
Benefits Benefits Benefits Benefits
Service cos € 20¢ € 117 € 222 € 112
Interest cos 33¢ 184 35C 19C
Expected return on plan ass (41%) — (389) —
Recognized net los — 16 — 25
Net periodic benefit cos € 13¢ € 317 € 18¢ € 327

The Company anticipates that it will make contribns to the pension plan of approximately € 1,418007.
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

Note 7. Income Taxes

In June 2006, the FASB issued Interpretation NoA4¢8ounting for Uncertainty in Income Taxes — Aeilpitetation of FASB Statement
No. 10¢ (“FIN 48"). FIN 48 clarifies the accounting for ueitainty in income taxes recognized in an entifiyiancial statements in
accordance with FASB Statement No. 188¢counting for Income Taxesnd prescribes a recognition threshold and measamt attributes
for financial statement disclosure of tax posititelsen or expected to be taken on a tax returneltJRtN 48, the impact of an uncertain
income tax position on the income tax return mestdérognized at the largest amount that is moedylithan not to be sustained upon audi
the relevant taxing authority. An uncertain incotae position will not be recognized if it has lékan a 50% likelihood of being sustained.
Additionally, FIN 48 provides guidance on derecdigmi, classification, interest and penalties, actimg in interim periods, disclosure and
transition. FIN 48 is effective for fiscal yearsgirning after December 15, 2006.

The Company adopted the provisions of FIN 48 omdanl, 2007. As a result of the implementatioiiridd 48, the Company recognized no
adjustment in the liability for unrecognized taxnbéts.

As at the adoption date of January 1, 2007, theiamy had approximately € 18.6 million of total grasrecognized tax benefits,
substantially all of which would affect our effaaitax rate if recognized.

The Company recognizes interest and penaltiesrbtatunrecognized tax benefits in income tax egpeBuring the year ended
December 31, 2006, the Company recognized approaiyn@ Nil in penalties and interest. The Compaag ENil for the payment of intere:
and penalties accrued at December 31, 2006. Upaptiad of FIN 48 on January 1, 2007, the Compard/f@change in its accrual for
interest and penalties from € Nil.

The Company and/or one or more of its subsididiiesncome tax returns in the United States, Garynand Canada. The Company is
generally not subject to U.S., German or Canadiaome tax examinations for tax years before 200812nd 2004, respectively.

Note 8. Common Shares

At June 30, 2007, the Company had outstanding 8622 common shares with a par value of $1.00 Iperes(June 30, 2006 —
33,170,129 shares).

On March 30, 2007, under the terms of a note paytaba third party, the Company at its sole opsiatisfied the principal amount of the note
of € 6,728 by issuing 742,185 common shares oCiti@pany. The value of the shares paid was detedhfiased on the 20-day trading day
average closing price for the Company’s shareshvias $12.09. The accrued interest outstanding®mnate of € 115 was paid on this date.
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

(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%mamsecured notes requires that we provide thdtsesf operations and financial
condition of Mercer International Inc. and our reetéd subsidiaries under the indenture, colletyiveferred to as the “Restricted Group”. As
at and during the six months ended June 30, 2002606, the Restricted Group was comprised of Mdrternational Inc., certain holding
subsidiaries and our Rosenthal and Celgar mills. Réstricted Group excludes the Stendal mill antbupecember 31, 2006 the discontin
paper operations.

Combined Condensed Balance Sheet

June 30, 2007

Restricted Unrestricted Consolidatec
Group Subsidiary Eliminations Group

ASSETS
Current assetl

Cash and cash equivalel € 40,02° € 8,27t € — € 48,30:

Receivable! 50,15¢ 54,33t — 104,49.

Note receivable, current portis 617 5,217 — 5,83¢

Inventories 57,30¢ 37,58¢ — 94,89:

Prepaid expenses and otl 2,44 3,017 — 5,462

Current assets from discontinued operati 1,104 — — 1,104
Total current asse 151,65¢ 108,42¢ — 260,08
Cash restricte — 45,00( — 45,00(
Property, plant and equipme 397,57 571,25: — 968,83
Other 6,38:- — — 6,38
Deferred income ta 11,71¢ 6,95¢ — 18,67(
Due from unrestricted grot 56,54( — (56,540 —
Note receivable, less current porti 4,50¢ — — 4,50¢
Total asset £€628,37¢ € 731,63 € (56,540 €1,303,47!
LIABILITIES
Current

Accounts payable and accrued expet € 52,36¢ € 48,60« € — € 100,97(

Debt, current portiol — 33,36¢ — 33,36¢

Current liabilities from discontinued operatic 651 — — 651
Total current liabilities 53,01" 81,96¢ — 134,98!
Debt, less current portic 291,55¢ 557,43: — 848,99(
Due to restricted grou — 56,54( (56,540 —
Unrealized derivative los — 17,57( — 17,57(
Capital lease 4,52( 1,937 — 6,457
Deferred income ta 4,12t 20,44( — 24,56
Other lon¢-term liabilities 22,54« 13 — 22,557
Total liabilities 375,76: 735,90: (56,540 1,055,12.
SHAREHOLDERS’ EQUITY
Total shareholde’ equity (deficit) 252,61t (4,265) — 248,35:;
Total liabilities and sharehold¢ equity €628,37¢ € 731,63 € (56,540 €1,303,47!
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S

MERCER INTERNATIONAL INC.

FOR SIX MONTHS ENDED JUNE 30, 2007

(Unaudited)

(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
Receivable:
Note receivable, current portit
Inventories
Prepaid expenses and otl
Current assets of discontinued operati
Total current asse
Cash restricte:
Property, plant and equipme
Other
Deferred income ta
Due from unrestricted grot
Note receivable, less current porti
Total asset

LIABILITIES
Current
Accounts payable and accrued expel
Debt, current portiol
Current liabilities from discontinued operatic
Total current liabilities
Debt, less current portic
Due to restricted grou
Unrealized derivative los
Capital lease
Deferred income ta
Other lon¢-term liabilities

Total liabilities

SHAREHOLDERS’ EQUITY
Total shareholde’ equity (deficit)

Total liabilities and sharehold¢ equity
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December 31, 200

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€ 39,07¢ € 30,28¢ € — € 69,36:
38,66: 36,36( — 75,02:
62C 7,17¢ — 7,79¢
41,08 21,77( — 62,85
2,352 2,31( — 4,662
— 2,094 — 2,094
121,79¢ 100,00: — 221,80(
— 57,00( — 57,00(
408,95 563,18t — 972,14
8,15t 4,76¢ — 12,91¢
14,31¢ 15,67: — 29,98¢
51,26: (51,26%) —
5,02: 3,721 8,744
€609,51! € 744,34 € (51,26 €1,302,59-
€ 46,83¢ € 37,33t € — € 84,17
— 33,90: — 33,90:
— 1,92¢ — 1,92¢
46,83¢ 73,16¢ — 120,00:
293,78: 580,14° — 873,92¢
— 51,26t (51,26%) —
— 41,35k 41,35¢
2,72( 3,48: — 6,20z
2,832 20,07¢ — 22,91
19,39¢ — — 19,39¢
365,56t 769,49; (51,26%) 1,083,79;
243,94 (25,149 — 218,80
€609,51! € 744,34 € (51,26% €1,302,59.




MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

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

Six Months Ended June 30, 200

Restricted Unrestricted Consolidatec
Group Subsidiary Eliminations Group
Revenue: €204,24( € 141,89: € — € 346,13
Operating cost 161,82 115,72¢ — 277,55!
Operating depreciation and amortizat 13,66 14,05¢ — 27,71¢
General and administrative expen 10,62 5,58: — 16,20¢
(Sale) purchase of emission allowan (26¢) (49¢) — (76€)
185,84! 134,86 — 320,71«
Operating income from continuing operatic 18,39¢ 7,02t — 25,42(
Other income (expens
Interest expens (14,419 (25,137 1,841 (37,709
Investment incom 2,44C 2,59¢ (1,847 3,19¢
Unrealized foreign exchange gain on d 2,262 34C — 2,60z
Derivative financial instruments, n — 24,67. — 24,67
Total other (expense) incor (9,71%) 2,47¢ — (7,239
Income before income taxes and minority intereshficontinuing
operations 8,68( 9,501 — 18,18:
Income tax provisiol (4,150 (9,55%) — (13,705
Income (loss) before minority interest from contimioperation: 4,53( (549 — 4,47¢
Minority interest — (43) — (43)
Net income (loss) from continuing operatic 4,53( (97 — 4,43:
Net loss from discontinued operatic (18¢) — — (18¢)
Net income (loss € 4,34: € (97) € — €  4,24F
Six Months Ended June 30, 2006
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
Revenue: €169,75. € 122,51 € — € 292,26.
Operating cost 148,38t 90,90¢ — 239,29.
Operating depreciation and amortizat 14,197 14,12¢ — 28,32¢
General and administrative expen 10,37¢ 5,93¢ — 16,31«
(Sale) purchase of emission allowan (3,65)) (9,59) — (13,246)
169,30! 101,37¢ — 270,68!
Operating income from continuing operatic 44z 21,13¢ — 21,57%
Other income (expens
Interest expens (16,447 (31,046 1,76(C (45,729
Investment incom 2,11¢ 2,64¢ (1,760 3,00z
Unrealized foreign exchange gain on d 12,17: — — 12,17:
Derivative financial instruments, n — 85,50¢ — 85,50¢
Total other income (expens (2,150 57,10 — 54,95
Income (loss) before income taxes and minorityreggefrom
continuing operation (1,707 78,23’ — 76,53(
Income tax provisiol (6,90%) (36,01%) — (42,920)
Income (loss) before minority interest from contimgioperation: (8,612 42,22: — 33,61(
Minority interest — 89¢ — 89¢
Net income (loss) from continuing operatic (8,612 43,12( — 34,50¢
Net income from discontinued operatic — 501 — 501
Net income (loss € (8,619 € 43,62: € — € 35,00¢
FORM 10-Q

QUARTERLY REPORT— PAGE 18






MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

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

Three Months Ended June 30, 200

Restricted Unrestricted Consolidatec
Group Subsidiary Eliminations Group
Revenue: €104,30° € 72,29¢ € — € 176,60:
Operating cost 85,27: 57,531 — 142,80¢
Operating depreciation and amortizat 6,97¢ 7,01t — 13,99(
General and administrative expen 6,26¢ 2,637 — 8,901
(Sale) purchase of emission allowan (4) (35) — (39
98,50¢ 67,15¢ — 165,66(
Operating income from continuing operatic 5,801 5,14z — 10,94:
Other income (expens
Interest expens (6,967) (11,606 92¢€ (17,647
Investment incom 1,13¢ 1,37¢ (92€) 1,58¢
Unrealized foreign exchange gain on d 1,00¢ 34C — 1,34¢
Derivative financial instruments, n — 18,10( — 18,10(
Total other income (expens (4,81€) 8,20¢ — 3,392
Income before income taxes and minority intereshficontinuing
operations 98t 13,35( — 14,33t
Income tax provisiol (1,617) (8,297) — (9,909
Income (loss) before minority interest from contimioperation: (627) 5,05¢ — 4,431
Minority interest — (1,097) — (1,097
Net income (loss) from continuing operatic (627) 3,961 — 3,34(
Net loss from discontinued operatic (187) — — (187)
Net income (loss € (809§ € 3,967 € — €  3,15¢
Three Months Ended June 30, 2006
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
Revenue: €88,74. € 61,85: € — € 150,59
Operating cost 79,24¢ 45,13¢ — 124,38
Operating depreciation and amortizat 7,56¢ 7,06¢ — 14,631
General and administrative expen 5,41t 3,18 — 8,591
(Sale) purchase of emission allowan (1,88¢) (5,729 — (7,609
90,34¢ 49,66 — 140,01:
Operating income from continuing operatic (1,607%) 12,19( — 10,58:
Other income (expens
Interest expens (7,979 (15,820 88t (22,919
Investment income (los: (142) 2,29( (88%) 1,26:
Unrealized foreign exchange gain on d 6,06( — — 6,06(
Derivative financial instruments, n 79 44,61 — 44,69(
Total other income (expens (1,987) 31,08: — 29,09¢
Income (loss) before income taxes and minorityreggefrom
continuing operation (3,589 43,27 — 39,68:
Income tax provisiol (3,877) (17,939 — (21,807
Income (loss) before minority interest from contimgioperation: (7,467 25,33¢ — 17,87¢
Minority interest — 44¢ — 44¢
Net income (loss) from continuing operatic (7,467 25,78t — 18,32«
Net income from discontinued operatic — 97 — 97
Net income (loss € (7,46)) € 25,88: € — € 18,42:
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 10. Discontinued Operations

In August 2006, the Company reorganized and didaséeequity interests in certain paper productsesets for aggregate consideration of
approximately € 5.0 million of indebtedness, in thien of a secured note, and € 5.0 million in cash.

On November 16, 2006, the Company divested itséashining paper production assets to focus exalisbn the manufacture and sale of
pulp.

Accordingly, the information related to the papesquction assets is presented as discontinued tipresan the Company’s consolidated
condensed financial statements

The carrying amounts of the major classes of rdlagsets and liabilities were as follows:

June 30, 2007 December 31, 2006

Assets
Cash and cash equivalel €582 € 437
Receivable! 522 1,657
Liabilities
Accounts payable and accrued expet €651 €1,92¢

Condensed earnings from discontinued operationasafellows:

Six Months Ended Three Months Ended
June 30, June 30,
2007 2006 2007 2006

Revenue: € 11C €33,50: € 35 €16,11!
Operating (loss) income from discontinued operat (13€) 80z (15%) 291
Total other expense 52 301 26 194
Net (loss) income from discontinued operati € (18¢) € 501 € (18) € 97
Earnings (loss) per common share from discontiraptations

— basic € — € 0.0z € — € 0.01
Earnings (loss) per common share from discontirmtations

— diluted € — € 0.01 € — € —
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2007

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

Note 10. Discontinued Operations (cont'd)

Condensed cash flows from discontinued operatiomsa follows:

Six Months Ended

June 30,
2007 2006
Cash flows from (used in) operating activit € 14t € (279
Cash flows used in investing activiti — (567)
Cash flows from financing activitie — 82t
Cash flows from (used in) discontinued operati € 14F € 2

FORM 10-Q
QUARTERLY REPORT — PAGE 21




ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION 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 June 30, 2007, unless otherwisedstét/) all references to monetary amounts aftoos”, the lawful currency adopted by
most members of the European Union, unless otherstaed; (v) “ € " refers to Euros, “$” refersicS. dollars and C$ refers to Canadian
dollars; and (vi) “ADMTSs" refers to air-dried metrtonnes.

We operate three NBSK pulp mills through our whallyned subsidiaries, Rosenthal and Celgar, and@@8f6 owned subsidiary, Stendal,
which have a consolidated annual production capa€iapproximately 1.4 million ADMTSs.

The following discussion and analysis of our resoftoperations and financial condition for the and three months ended June 30, 2007
should be read in conjunction with our consolidateddensed financial statements and related notkgdied in this quarterly report, as well
as our most recent annual report on Form 10-KHeffiscal year ended December 31, 2006 filed viighSecurities and Exchange
Commission (the “SEC”). The following Managemer®iscussion and Analysis of Financial Condition &ebults of Operations reflects:

. the disposition of our paper operations in 200&ccordance with SFAS No. 144 “Accounting for thgpairment or Disposal of
Long-Lived Asset”, the results of this business have been classifietissontinued operations; a

. only our continuing operations except as othengigaressly notec

Results of Operations
Six Months Ended June 30, 2007 Compared to Six M@Ended June 30, 200
Selected production, sales and exchange rate alatlaef six months ended June 30, 2007 and 2006filaws:

Six Months Ended June 30,

2007 2006
Pulp production (ADMTs) 673,60t 626,21(
Pulp sales (ADMTS) 666,15: 666,22:
Revenues (in millions) € 346.1 € 292.:
NBSK list prices in Europe ($/ADMT $ T77C $ 64z
Average pulp price realization<€ /ADMT) € b5lt € 44C
Average Currency Exchange Rate
€/$0 0.752: 0.813:
C$ /%W 1.134¢ 1.138¢
C$/€@ 1.508: 1.399¢

(1) Average Federal Reserve Bank of New York noon sggetover the reporting peria
(2) Average Bank of Canada noon spot rate over thetiaggeriod.
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Revenues for the six months ended June 30, 200dased by approximately 18% to € 346.1 million fré292.3 million in the comparative
period of 2006, primarily due to higher pulp pricpartially offset by a weakening of the U.S. doilarsus the Euro. Pulp sales volume was
relatively unchanged at 666,151 ADMTSs in the fivatf of 2007 compared to 666,223 ADMTSs in the corafige period of 2006.

List prices for NBSK pulp in Europe were approxigigt€ 570 ($770) per ADMT in the first half of 20@nd approximately € 522 ($642) per
ADMT in the first half of 2006.

Average pulp sales realizations increased to €&t ADMT in the first half of 2007 from € 440 peDMT in the first half of 2006. Higher
pulp prices were partially offset by foreign excharcthanges in the period. The U.S. dollar was 8%kerecompared to the Euro from the
comparative period of 2006.

Cost of sales and general, administrative and atkjenses in the first half of 2007 increased 32@&.7 million from € 270.7 million in the
comparative period of 2006, primarily as a restiihoreased fiber costs.

During the current period, we took an aggregatedoflays scheduled maintenance and strategic cdpitaitime at our pulp mills, including
12 days at our Stendal mill and 12 days at our &aigll. During the scheduled downtime at Celgae,implemented the final phase of our
Blue Goose strategic capital project consistinthefdryer capacity expansion. These changes haymblie show improvements in product
capacity and operational efficiencies. During tbenparative period of 2006, our pulp mills took appmately 42 days maintenance and
strategic capital expenditure downtime. In thedthjuarter of 2007, we have scheduled 9 days of dowrat our Rosenthal mill for
maintenance.

Fiber costs increased by approximately 46% in itfs¢ ialf of 2007 versus the same period of 2088>é&rmany, this resulted from lower
availability because of low harvesting levels ifd@@&nd increased demand for wood residuals frowehle energy suppliers. Fiber costs at
our Celgar mill increased primarily because of akeming U.S. lumber market that has caused a skdygtion in sawmill residual
production. The fiber availability in Europe hagyba to increase as a result of the approximatelyn@ion cubic meters of wind-felled

timber caused by storms in January, particularihersouth of Germany near our Rosenthal mill. ;Tévsipled with the recent strength of the
European lumber market, has started to provide swioe relief late in the second quarter and weeekfurther downward pressure on fiber
prices for deliveries throughout the balance ofytbar.

As a result of continued weak markets and pricethi® sale of emission allowances, our contributmimcome from the such sale of emis:
allowances in the first half of 2007 was € 0.8 ioill compared to € 13.2 million in the comparatpegiod of 2006.

Operating depreciation and amortization in the fiedf of 2007 decreased marginally to € 27.7 willfrom € 28.3 million in the comparative
period of 2006.

For the first half of 2007, operating income inaed by approximately 18% to € 25.4 million fromE&million in the first half of 2006,
primarily due to higher pulp prices.
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Interest expense in the first half of 2007 decrdase€ 37.7 million from €5.7 million in the year ago period, primarily dioea lower level ¢
borrowing from the Stendal facility and the settérhof the cross currency swaps in the first quat@007.

Stendal entered into certain foreign currency dees to swap a portion of its long-term bank lstéeness from Euros to U.S. dollars in
2005 and certain currency forwards. In additioen8al previously entered into interest rate swagitthe interest rate on its outstanding
bank indebtedness. Due to the weakening of theddl&ar versus the Euro and an increase in long-iaterest rates, we recorded a gain of €
24.7 million before minority interests on our oatsfing derivatives at the end of the first hal607, including a realized gain of € 6.8
million on the settlement of our currency swapsthie comparative period of 2006, we recorded ayaet of € 85.5 million on our derivatives
which included a loss of € 5.2 million from thetbahent of currency forwards.

In the first half of 2007, minority interest, repemting the minority shareholder’s proportionateriest in the Stendal mill's losses for the
period, was negligible, compared to € 0.9 milliarthe first half of 2006.

We reported net income from continuing operatiargtie first half of 2007 of € 4.4 million, or €12 per basic and diluted share, which
included an aggregate net gain of € 27.3 millioroanoutstanding derivatives and an unrealizeddorexchange gain on our long-term debt.
In the first half of 2006, we reported net incomani continuing operations of € 34.5 million, or £4 per basic and € 0.85 per diluted share,
which reflected a net unrealized gain of € 97.7iamilon our outstanding derivatives and an unredlizon-cash foreign exchange gain on our
long-term debt.

We generated “Operating EBITDA” of € 53.3 milliond€ 49.9 million in the six months ended June2B®7 and 2006, respectively.
Operating EBITDA is defined as operating incomerfroontinuing operations plus depreciation and aizadibn and non-recurring 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 asgairment charges are not an actual cash codtdepreciation 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, inveséod other interested parties to evaluate
our financial performance.

Operating EBITDA does not reflect the impact oftemioer of items that affect our net income, inclgdiimancing costs and the effect of
derivative instruments. Operating EBITDA is not aasure of financial performance under GAAP, andikhoot be considered as an
alternative to net income or income from operatians measure of performance, nor as an alterrtativet cash from operating activities ¢
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
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requirements for, working capital needs; (iii) gignificant interest expense, or the cash requinésngecessary to service interest or principal
payments, on our outstanding debt; (iv) minoritiemasts on our Stendal NBSK pulp mill operation$;tfie impact of realized or marked to
market changes in our derivative positions, whiagh be substantial; and (vi) the impact of impairtre#targes against our investments or
assets. Because of these limitations, Operating BEBIshould only be considered as a supplementdbpaance measure and should not be
considered as a measure of liquidity or cash abvaileo us to invest in the growth of our busin&e the Statement of Cash Flows set out in
our consolidated condensed financial statemenksded herein. Because all companies do not cake@atkerating EBITDA in the same
manner, Operating EBITDA as calculated by us mé#fgdirom Operating EBITDA or EBITDA as calculatbég other companies. We
compensate for these limitations by using OperdiBgTrDA as a supplemental measure of our performama relying primarily on our
GAAP financial statements.

The following table provides a reconciliation ot icome from continuing operations to operatingpime from continuing operations and
Operating EBITDA for the periods indicated:

Six Months Ended
June 30,
2007 2006
(in thousands)

Net income from continuing operatio € 4,43: € 34,50¢
Minority interest 43 (89¢)
Income taxe: 13,70¢ 42,92(
Interest expens 37,70¢ 45,72¢
Investment incom (3,19 (3,007%)
Unrealized foreign exchange gain on d (24,677) (12,179
Derivative financial instruments, net gz (2,609 (85,509
Operating income from continuing operatic 25,42( 21,577
Add: Depreciation and amortizati 27,84% 28,32t
Operating EBITDA € 53,267 € 49,90:

Three Months Ended June 30, 2007 Compared to Thkéenths Ended June 30, 2006
Selected production, sales and exchange rate alatiaef three months ended June 30, 2007 and 2GGa6falows:

Three Months Ended June 30,

2007 2006

Pulp production (ADMTSs) 326,35( 307,74.
Pulp sales (ADMTSs) 337,01t 334,13t
Revenues (in millions) € 176.¢ € 150.¢
NBSK list prices in Europe ($/ADMT $ 788 $ 66E
Average pulp price realization€ /ADMT) € bl¢ €  45¢
Average Currency Exchange Rate

€/$@ 0.741¢ 0.795’
C$/3W 1.098: 1.122¢
C$/€0@ 1.481( 1.410¢

(1) Average Federal Reserve Bank of New York noon sggetover the reporting peria
(2) Average Bank of Canada noon spot rate over thetiaggeriod.
Revenues for the three months ended June 30, 28B¥ased by approximately 17% to € 176.6 milliawmfr€ 150.6 million in the

comparative quarter of 2006, primarily due to sgrempulp prices and higher sales volumes. A 7% eebkS. dollar versus the Euro eroded
these gains
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significantly. Pulp sales volume increased to 388 ADMTs in the second quarter of 2007 from 334,ABBVTs in the comparative quarter
of 2006.

List prices for NBSK pulp in Europe were approxigigt€ 579 ($783) per ADMT in the second quarte2@®7, approximately € 578 ($757)
per ADMT in the first quarter of 2007 and approxtela € 529 ($665) in the second quarter of 2006.

Average pulp sales realizations increased to €t&DMT in the second quarter of 2007 from € 488 ADMT in the second quarter of
2006, primarily as a result of higher pulp prigesrtially offset by the weaker U.S. dollar.

Cost of sales and general, administrative and @kgenses in the second quarter of 2007 increased 5.7 million from € 140.0 million in
the comparative quarter of 2006, primarily as altes increased fiber costs.

During the current quarter, we took an aggregatadays scheduled downtime at our Stendal anda€eligls. During the downtime at our
Celgar mill, we implemented the final phase of simategic capital expenditure program. During tbenparative quarter of 2006, our pulp
mills took approximately 30 days maintenance arategic capital expenditure downtime.

During the second quarter, Rosenthal concludedwaaigor contract with the union which representsniajority of its employees. The
agreement contains provisions that lengthen thé& wesek to standard industry practice and providesf3% wage increase over the next
eighteen months. The new labor contract is sexpire at the end of 2008.

Fiber costs increased by approximately 39% in do@isd quarter of 2007 versus the same quarterQff.20 Germany, this resulted from
lower availability because of low harvesting leviel2006 and increased demand for wood residuafa fienewable energy suppliers. Fiber
costs at our Celgar mill increased primarily beeanfsa weakening U.S. lumber market that has caasgtrp reduction in sawmill residual
production. The fiber availability in Europe hagiba to increase as a result of the approximatelyn@i@on cubic meters of wind-felled
timber caused by storms in January, particularihersouth of Germany near our Rosenthal mill. ;Téosipled with the recent strength of the
European lumber market, has started to provide swioe relief late in the quarter and we expecthferr downward pressure on fiber prices
for deliveries throughout the balance of the year.

As a result of continued weak markets and priceghi® sale of emission allowances, our contributmimcome from the sale of such emis:
allowances in the second quarter of 2007 was €omiipared to € 7.6 million in the comparative perad@006.

Operating depreciation and amortization decreasedenately to € 14.0 million from € 14.6 million the comparative quarter of 2006.

For the second quarter of 2007, operating incoroeeased by approximately 3% to € 10.9 million frérh0.6 million in the second quarter of
2006. The increase was primarily due to higher puipes.

Interest expense in the second quarter of 200&dsed to € 17.6 million from € 22.9 million in thear ago period, primarily due to a lower
level of borrowing from the Stendal facility ancetbettlement of the cross currency swaps in teedirarter of 2007.
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Stendal entered into certain foreign currency @gives to swap a portion of its long-term bank btdeiness from Euros to U.S. dollars in
2005 and certain currency forwards. In additioen8al previously entered into interest rate swagitthe interest rate on its outstanding
bank indebtedness. Due to an increase in long-tgerest rates, we recorded a non-cash gain of Erh8lion before minority interests on
our outstanding interest rate derivatives durireggbcond quarter of 2007. In the comparative quaft2006, we recorded a net gain c4£7
million on our then outstanding currency and insérate derivatives which included a loss of €rillion from the settlement of currency
forwards.

In the second quarter of 2007, minority interespresenting the minority shareholder’s proportienaterest in the Stendal mill's income for
the period, was € 1.1 million, compared to its £ @illion share of losses in the second quart&08f6.

We reported net income from continuing operatiangiie second quarter of 2007 of € 3.3 millionE@.09 per basic and diluted share, wi
included an aggregate net gain of € 19.4 millioroanoutstanding derivatives and an unrealizeddorexchange gain on our long-term debt.
In the second quarter of 2006, we reported netnrectxom continuing operations of € 18.3 million,&©.55 per basic and € 0.45 per diluted
share, which reflected a net gain of € 50.8 millimnour outstanding derivatives and an unrealizedcash foreign exchange gain on our
long-term debt.

We generated “Operating EBITDA” of € 25.0 millionc€ 25.2 million in the three months ended June2807 and 2006, respectively.
Operating EBITDA has significant limitations asamalytical tool and should not be considered itaisan or as a substitute for analysis of
our results as reported under GAAP. See the digmuss$ our results for the first half of 2007 fadditional information relating to Operating
EBITDA.

The following table provides a reconciliation ot icome from continuing operations to operatingpime from continuing operations and
Operating EBITDA for the periods indicated:

Three Months Ended

June 30,
2007 2006
(in thousands)
Net income from continuing operatio € 3,34( € 18,32«
Minority interest 1,091 (449)
Income taxe: 9,904 21,80
Interest expens 17,64 22,91
Investment incom (1,589 (1,267)
Unrealized foreign exchange gain on d (1,349 (6,060
Derivative financial instruments, net gz (18,100 (44,690
Operating income from continuing operatic 10,94: 10,58:
Add: Depreciation and amortizatis 14,05¢ 14,631
Operating EBITDA € 24,99¢ € 25,22(
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Liquidity and Capital Resources

The following table is a summary of selected finahmformation for the periods indicated:

As at As at
June 30, December 31,
2007 2006
(in thousands)
(unaudited)

Financial Position
Cash and cash equivalel € 48,30: € 69,367
Working capital®) 124,64¢ 101,63(
Property, plant and equipme 968,83 972,14:
Total asset(@®) 1,302,37. 1,300,501
Long-term liabilities 920,13¢ 963,79
Shareholder equity 248,35 218,80

(1) Excluding assets and liabilities of discontinueémpions.

As at June 30, 2007, we had not drawn any amoudgnithe € 40.0 million Rosenthal revolving termditéacility and had drawn down
approximately € 12.5 million of the C$40 million Igar revolving credit facility.

We expect to meet our interest and debt serviceresgs and the working and maintenance capitalmegants for our operations from cash
flow from operations, cash on hand and the two Iséng working capital facilities for the Rosentraid Celgar mills.

We currently expect to meet the capital requiresmémt the Stendal mill, including working capitadterest and principal service expenses
through cash on hand, cash flow from operationstaadbstendal Loan Facility. Pursuant to such fagitendal established a restricted cash
debt service reserve account, the target balanaich is the scheduled interest and principal payts for the ensuing year. Under such
facility, Stendal is currently restricted from magicertain payments, including paying dividendagand its other minority shareholder as it
does not meet prescribed financial performancesatnd the debt service reserve account balanogestents.

Operating Activities

Operating activities in the first half of 2007 usEsh of € 13.3 million, compared to providing cask 1.8 million in the comparative period

of 2006. An increase in receivables due primadligher sales used cash of € 26.7 million in tist half of 2007, compared to an increase
in receivables using cash of € 13.5 million in doenparative period of 2006. An increase in inveatused cash of € 29.7 million in the first
half of 2007, most of which was due to a build fifiteer supply at our three mills. In 2006, a dexse in inventories provided cash of € 10.7
million in the first half of 2006. An increase io@unts payable and accrued expenses provided€&shs.1 million in the first half of 2007,

compared to using cash of € 3.3 million in the camgive period of 2006.

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 six months ended Jube2®07 provided cash of € 5.9 million, primarilyedto a drawdown of funds in our debt
service reserve account under the Stendal facilthe. repayment of notes receivable provided cagh4¥ million, including € 3.9 million
from a receivable from our discontinued operatidnghe six months ended June 30, 2006 investitigitees used cash of € 56.6 million
primarily due to a drawdown under a tranche ofStendal Loan Facility to increase the restrictegshda Stendal’s debt service reserve
account of € 40.8 million.

Capital expenditures used cash of € 10.5 milliothanfirst half of 2007 compared to using cash @b€} million in the comparative period of
2006.

Financing Activities

Financing activities used cash of € 15.7 millioritie six months ended June 30, 2007 primarily dweheduled principal repayments of the
Stendal facility in the first half of 2007. In tikemparative period in 2006, financing activitiesyided cash of € 45.7 million primarily due to
a draw down of € 42.0 million pursuant to the Stdridcility.

We have no material commitments to acquire assaiperating businesses. We anticipate that thdiée/acquisitions of businesses or
commitments to projects in the future. To achiemelong-term goals of expanding our asset and Bgsitbase through the acquisition of
interests in companies and assets in the pulp apéer@and related businesses, and organically thrbiggy return capital expenditures at our
operating facilities, we will require substantiakital resources. The required necessary resofocsach 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 half of 2007.

Capital Resources

In addition to our current credit facilities, we ynseek to raise future funding in the debt marKedsir indenture relating to our 9.25% senior
notes permits, subject to compliance with the igien The indenture governing the senior notesigesvthat, in order for Mercer Inc. and its
restricted subsidiaries (as defined in the indenturd which excludes the Stendal mill and, up todbéber 31, 2006, our discontinued
operations) to enter into certain types of trarieast including the incurrence of additional indethiess, the making of restricted payments
and the completion of mergers and consolidatiottseefadhan, in each case, those specifically peechity our senior note indenture), we must
meet a minimum ratio of Indenture EBITDA to Fixetages as defined in the senior note indenture(fd?1.0 on a pro forma basis for the
most recently ended four full fiscal quarters.
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Convertible Notes

We currently have outstanding $67.3 million of stddoated convertible notes due October 2010, witbrest payable semi-annually at 8.5%.
The notes are convertible by the holder at any timteeour common shares at $7.75 per share. Weredsem for cash all or a portion of the
notes at any time on or after October 15, 2008@¢4 of the principal amount of the notes plus aedrand unpaid interest.

Foreign Currency

Our reporting currency is the Euro as the majaftpur business transactions are denominated inEEtfowever, we hold certain assets and
liabilities in U.S. dollars, Canadian dollars atwla minor extent, Swiss francs. Accordingly, consolidated financial results are subject to
foreign currency exchange rate fluctuations.

We translate foreign denominated assets and ligkilinto Euros at the rate of exchange on thenbalaheet 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 six months ended June 30, 2007, we repertezt € 18.3 million foreign exchange translatiaingand, as a result, the cumulative
foreign exchange translation gain reported witldmprehensive income increased to € 30.1 millioduae 30, 2007 from € 11.9 million at
December 31, 2006.

Based upon the exchange rate at June 30, 2000, healollar decreased by approximately 6% in valgainst the Euro since June 30, 2006.
See “Quantitative and Qualitative Disclosures aldatket Risk”.

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

The indenture governing our 9.25% senior notesireguhat we also provide a discussion in annudlcararterly reports we file with the SE
under Management'’s Discussion and Analysis of KiruCondition and Results of Operations of thalltssof operations and financial
condition of Mercer Inc. and our restricted sulesiis under the indenture, referred to as the ‘tiRésti Group”. The Restricted Group is
comprised of Mercer Inc., certain holding subsigisrRosenthal and the Celgar mill. The RestriGeaup excludes our Stendal mill and, up
to December 31, 2006, our discontinued operations.

The following is a discussion of the results of g@ns and financial condition of the Restrictew@. For further information regarding the
Restricted Group including, without limitation, @conciliation to our consolidated results of opieret, see Note 9 of our quarterly
consolidated condensed financial statements indlibdeein.

Restricted Group Resul— Six Months Ended June 30, 2007 Compared to Sixi¥tes Ended June 30, 2006

Total revenues for the Restricted Group for thensdnths ended June 30, 2007 increased to € 204li@mirom € 169.8 million in the
comparative period of 2006, primarily because gher pulp sales from the Celgar mill and highecgsi Pulp sales realizations for the
Restricted Group were € 525 per ADMT on averaghénsix months ended June 30, 2007 and € 444 p&TAID the comparative period of
2006. The increase in NBSK pulp prices was paytiaffset by the strength of the Canadian dollar Bndb versus the U.S. dollar during the
current period.

Costs of sales and general, administrative and etkenses for the Restricted Group in the six mehded June 30, 2007 increased to €
185.8 million from € 169.3 million in the companaiperiod of 2006, primarily as a result of incexafiber costs.
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During the current period, we took an aggregatk2oflays scheduled downtime at our Celgar mill. Byithe comparative period of 2006, |
Rosenthal and Celgar mills took approximately 3gsdaf maintenance and strategic capital expendiaventime, during which Rosenthal
completed the installation of a new brownstock veasi the third quarter of 2007, we have sched@lddys of downtime at our Rosenthal
mill for maintenance.

During the scheduled downtime at Celgar, we impleee the final phase of our Blue Goose capitalgmiogonsisting of the dryer capacity
expansion. These changes have begun to show impemie in production capacity and operational efficies.

As a result of continued weak markets and priceghi® sale of emission allowances, our contributmimcome from the sale of such emis:
allowances by our Rosenthal pulp mill in the finstf of 2007 was € 0.3 million, compared to € 3.fliam in the comparative period of 2006.

Fiber costs of the Restricted Group increased lpyagimately 55% in the first six months of 2007 sues the same period of 2006. This
resulted from lower availability because of lowVesting levels in 2006 and increased demand fordwesiduals from renewable energy
suppliers. Fiber costs at our Celgar mill incregseharily because of a weakening U.S. lumber miattkat has caused a sharp reduction in
sawmill residual production. The fiber availabilityEurope has begun to increase as a result abaippately 60 million cubic meters of
wind-felled timber caused by storms in JanuarysTooupled with an improving European lumber markas started to provide some price
relief and we expect further downward pressureiloer forices for deliveries throughout the balantthe year.

Operating depreciation and amortization for thetiRded Group increased marginally to € 13.7 millia the current period from €
14.2 million in the comparative period of 2006.

In the first half of 2007, the Restricted Groupadpd operating income from continuing operatioh€ ©8.4 million, compared to €
0.4 million in the first half of 2006, primarily asresult of improving pulp markets. Interest exgeefor the Restricted Group in the six mor
ended June 30, 2007 decreased to € 14.4 million £d.6.4 million in the year ago period.

In the current period of 2007, the Restricted Grorgorded a foreign exchange gain on debt of €®l®n, compared to a gain of €
12.2 million in the comparative period of 2006.

For the six months ended June 30, 2007, the Restrigroup reported net income from continuing opena of € 4.5 million, compared to a
loss of € 8.6 million in the first six months of @& primarily as a result of higher pulp prices angroved results at our Celgar mill.

The Restricted Group generated “Operating EBITDAE 2.1 million and € 14.6 million in the six méwstended June 30, 2007 and 2006,
respectively. Operating EBITDA is defined as opagtncome (loss) from continuing operations plepmciation and amortization and non-
recurring capital asset impairment charges. OpegdBITDA for the Restricted Group is calculateddnding depreciation and amortization
to the operating income from continuing operation§ 18.4 million and € 0.4 million for the six mits ended June 30, 2007 and 20086,
respectively.

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. See the
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discussion of Mercer’s results for the six monthded June 30, 2007 for additional information iatato such limitations and Operating
EBITDA.

The following table provides a reconciliation ot ircome (loss) from continuing operations to oiagpincome from continuing operations
and Operating EBITDA for the Restricted Group toe periods indicated:

Six Months Ended
June 30,
2007 2006
(in thousands)

Restricted Group

Net income (loss) from continuing operatic) € 4,53( € (8,617)
Income taxe: 4,15( 6,90¢
Interest expens 14,41¢ 16,44:
Investment and other incon (2,440 (2,119
Unrealized foreign exchange gain on d (2,269 (12,179
Operating income from continuing operatic 18,39¢ 443
Add: Depreciation and amortizatit 13,66 14,19
Operating EBITDA®) €32,05¢ € 14,64(

(1) See Note 9 of the consolidated condensed finagagtments included elsewhere herein for a redatioi to our consolidated resul

Restricted Group Resul— Three Months Ended June 30, 2007 Compared to TehMonths Ended June 30, 2006

Total revenues for the Restricted Group for the¢hmonths ended June 30, 2007 increased to € aiich from € 88.7 million in the
comparative quarter of 2006, primarily becauseighér pulp sales from the Celgar mill and higheécgs. Pulp sales realizations for the
Restricted Group were € 528 per ADMT on averaghénthree months ended June 30, 2007 and € 45800 in the comparative quarter
of 2006. The increase in NBSK pulp prices was plytbffset by the strength of the Canadian dddlad Euro versus the U.S. dollar during
the current period.

Costs of sales and general, administrative and etkgeenses for the Restricted Group in the thresthsoended June 30, 2007 increased to €
98.5 million from € 90.3 million in the comparatigearter of 2006, primarily as a result of increbkeer costs.

During the current period, we took an aggregate2oflays scheduled downtime at our Celgar mill. Byithe comparative period of 2006, |
Rosenthal and Celgar mills took approximately 2#sdaf maintenance and strategic capital expendiaventime, during which Rosenthal
completed the installation of a new brownstock veasi the third quarter of 2007, we have sched@lddys of downtime at our Rosenthal
mill for maintenance.

During the scheduled downtime at Celgar, we implatee the final phase of our Blue Goose capitalgmiogonsisting of the dryer capacity
expansion. These changes have begun to show impemts in production capacity and operational efficies.

As a result of continued weak markets and priceghi® sale of emission allowances, our contributmimcome from the sale of such emis:
allowances by our Rosenthal pulp mill in the secqudrter of 2007 was € nil, compared to € 1.9 oiillin the comparative period of 2006.
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Fiber costs of the Restricted Group increased lpyagmately 53% in the second quarter of 2007 \&tha same period of 2006. This
resulted from lower availability because of low\resting levels in 2006 and increased demand fordwesiduals from renewable energy
suppliers. Fiber costs at our Celgar mill incregseharily because of a weakening U.S. lumber miattkat has caused a sharp reduction in
sawmill residual production. The fiber availabilityEurope has begun to increase as a result abappately 60 million cubic meters of
wind-felled timber caused by storms in JanuarysTooupled with an improving European lumber markas started to provide some price
relief and we expect further downward pressureilogr fprices for deliveries throughout the balantthe year.

Operating depreciation and amortization for thetiRded Group decreased marginally to € 7.0 milliothe current quarter from €
7.6 million in the comparative quarter of 2006.

In the second quarter of 2007, the Restricted Grepprted operating income from continuing operetiof € 5.8 million, compared to an
operating loss from continuing operations of €riBion in the second quarter of 2006, primarilyaagesult of improving pulp markets and
improved operating results at our Celgar mill. ket expense for the Restricted Group in the threeths ended June 30, 2007 decreasé€d to
7.0 million from € 8.0 million in the year ago pedi

In the current quarter of 2007, the Restricted @nacorded a foreign exchange gain on debt of #nlllbn, compared to € 6.1 million in the
comparative quarter of 2006.

For the three months ended June 30, 2007, thei®edtGroup reported net loss from continuing opena of € 0.6 million, compared to a
loss of € 7.5 million in the three months endedel8®, 2006, primarily as a result of higher puliggs and improved results at our Celgar
mill.

The Restricted Group generated “Operating EBITDAEd2.8 million and € 6.0 million in the three nmiba ended June 30, 2007 and 2006,
respectively. Operating EBITDA is defined as opagtncome (loss) from continuing operations plepmciation and amortization and non-
recurring capital asset impairment charges. Opegd&BITDA for the Restricted Group is calculateddnding depreciation and amortization
to the operating income (loss) from continuing @piens of € 5.8 million and € (1.6) million for thieree months ended June 30, 2007 and
2006, respectively.

Operating EBITDA has significant limitations asamalytical tool, and should not be considered dteison, or as a substitute for analysis of
our results as reported under GAAP. See the diggus$ Mercer's results for the six months endede]B80, 2007 for additional information
relating to such limitations and Operating EBITDA.
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The following table provides a reconciliation ot h&ss from continuing operations to operating meo(loss) from continuing operations and
Operating EBITDA for the Restricted Group for theripds indicated:

Three Months Ended
June 30,
2007 2006
(in thousands)

Restricted Group

Net loss from continuing operatio®) € (627) € (7,46))
Income taxe: 1,612 3,872
Interest expens 6,961 7,97¢
Investment and other (income) expe (2,136 142
Unrealized foreign exchange gain on d (1,009 (6,060
Derivative financial instruments, net Ic — (79
Operating income (loss) from continuing operati 5,801 (1,607
Add: Depreciation and amortizatis 6,97¢ 7,56¢
Operating EBITDA®) €12,77¢ € 5,961

(1) See Note 9 of the consolidated condensed finagagtments included elsewhere herein for a redatioi to our consolidated resul

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
June 30, December 31,
2007 2006

(in thousands)
Restricted Group Financial Position®)

Cash and cash equivalel € 40,02% € 39,07¢
Working capital® 98,18t¢ 74,96
Property, plant and equipme 397,57 408,95
Total asset(@ 627,27: 609,51!
Long-term liabilities 322,74! 318,72¢
Shareholder equity 252,61t 243,94¢

(1) See Note 9 of the consolidated condensed finag@gtments included elsewhere herein for a redatioi to our consolidated resul
(2) Excluding assets and liabilities of discontinueémpions.

At June 30, 2007, the Restricted Group had casltasid equivalents of € 40.0 million, compared 89£€ million at December 31, 2006. At
June 30, 2007, the Restricted Group had workingalagf € 98.2 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 cafpea facilities for the Rosenthal and
Celgar mills. As at June 30, 2007, we had not dramynamount under the Rosenthal revolving termitfadility and had drawn down
approximately € 12.5 million under the C$40 milliGelgar revolving credit facility.
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Critical Accounting Policies

The preparation of financial statements and relditeclosures in conformity with GAAP requires maeangnt 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, pessionl post-retirement benefit obligations, incomx@s$, and contingencies. Actual results
could differ from these estimates.

Our management routinely makes judgments and estinadout the effects of matters that are inhgremitertain. 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 accoungialicies that are the most important to the poatayf 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, 2006.

New Accounting Standard

In June 2006, the FASB issued Interpretation NoA4¢8ounting for Uncertainty in Income Taxes - Aretptetation of FASB Statement
No. 10¢ (“FIN 48"). FIN 48 clarifies the accounting for uextainty in income taxes recognized in an entifiyiancial statements in
accordance with FASB Statement No. 188¢counting for Income Taxesnd prescribes a recognition threshold and measamt attributes
for financial statement disclosure of tax posititelsen or expected to be taken on a tax returneltJRtN 48, the impact of an uncertain
income tax position on the income tax return mestdrognized at the largest amount that is moedylithan not to be sustained upon audi
the relevant taxing authority. An uncertain incotae position will not be recognized if it has lesan a 50% likelihood of being sustained.
Additionally, FIN 48 provides guidance on derecdigmi, classification, interest and penalties, actimg in interim periods, disclosure and
transition. FIN 48 is effective for fiscal yearsgirning after December 15, 2006.

We adopted the provisions of FIN 48 on January0D,72 As a result of the implementation of FIN 4&, sgcognized no adjustment in the
liability for unrecognized tax benefits.

Cautionary Statement Regarding Forward-Looking Information

The statements in this report that are not repditeshcial 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 nufri#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 ofteyg that involve risks and uncertainties. Forwimimking statements include statements
regarding the outlook for our future operationset@sts of future costs and expenditures, the atrafuof 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 differirgm the
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assumptions underlying our estimates. Some of thglks® and assumptions include those set forteports and other documents we have
filed with or furnished to the SEC, including inrannual report on Form 10-K for the year endeddbdwer 31, 2006. We advise you that
these cautionary remarks expressly qualify in thatirety all forward-looking statements attribu&ato us or persons acting on our behalf.
Unless required by law, we do not assume any dimigdo update forward-looking statements basedranticipated events or changed
expectations. However, you should carefully revibe reports and other documents we file from timgnhe with the SEC.

Cyclical Nature of Business
Revenue

The pulp business is cyclical in nature and marf@tsur principal products are characterized bgiqus of supply and demand imbalance,
which in turn affects product prices. Pulp markaes highly competitive and are sensitive to cytlatanges in the global economy, industry
capacity and foreign exchange rated, all of whigh lsave a significant influence on selling priced aur earnings. The length and magnitude
of industry cycles have varied over time but gelieraflect changes in macro economic conditiond kevels of industry capacity.

Industry capacity can fluctuate as changing ingustnditions can influence producers to idle prdauncor permanently close machines or
entire mills. In addition, to avoid substantial lc@®sts in idling or closing a mill, some produceit choose to operate at a loss, sometimes
even a cash loss, which can prolong weak pricigr@nments due to oversupply. Oversupply of ourdpicis can also result from producers
introducing new capacity in response to favoralieiqy trends.

Demand for pulp has historically been determinedhiaylevel of economic growth and has been closetiito overall business activity.
Although pulp prices have improved commencing i Hiter part of 2005 and through the second quaft2007, we cannot predict the
impact of future economic weakness in certain worlitkets or the impact of war, terrorist activityodher events on our markets.

Prices for pulp are driven by many factors outsidecontrol, and we have little influence over timeing and extent of price changes, which
are often volatile. Because market conditions bdyaur control determine the prices for our produitts price for pulp may fall below our
cash production costs, requiring us to either irshart-term losses on product sales or cease piodwat one or more of our manufacturing
facilities. Therefore, our profitability with resgieto pulp depends on managing our cost strucpandicularly raw materials which represent a
significant component of our operating costs andftectuate based upon factors beyond our cornifrtte prices of our products decline, @
raw materials increase, or both, demand for oudycts may decline and our sales and profitabilityld be materially adversely affected.

Costs

Our production costs are influenced by the avditatand cost of raw materials, energy and labod aur plant efficiencies and productivity.
Our main raw material is fiber in the form of wockips and pulp logs. Fiber costs are primarily @#d by the supply of, and demand for,
lumber which is highly cyclical in nature and caary significantly by location. Production costsaattepend on the total volume of
production. Lower operating rates and productiditiehcies during periods of cyclically low demaresbult in higher average production
costs and lower margins.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

We are exposed to market risks from changes img@steates 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 derivativesetduce or limit our exposure to interest
rate and U.S. dollar/Euro currency risks. We mathenfuture 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 amdsin

Many of our strategies, including the use of danies, and the types of derivatives selected byartesbased 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 riskagament strategies in the future. If any of thiety 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 valhragibased primarily upon valuations provided byamumterparties.

In the first quarter of 2005, Stendal entered mtorency swaps to convert a portion of its indebé=s under the Stendal Loan Facility from
Euros into U.S. dollars and certain currency fogatn 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 siomths of 2007, we recorded an unrealized
€ 17.9 million net gain before minority interests ngbe marked to market valuation of such derivatie@mpared to a net unrealized gair€ of
90.7 million in the comparative period of 2006.

During the current period, we determined that #aaining currency swaps had met our objectivesrandettled them. As a result, we
realized a gain of € 6.8 million from their origlr@mmencement. In the same period of 2006, weézexhh loss of € 5.2 million on the
settlement of certain currency forwards.

The first quarter settlement of the final curreseyaps is consistent with our view that the U.Slada$ at historically low levels. In addition
to the cash consequences of the transaction, i@fstne instruments will also result in a modestuction in interest expense in the future.
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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 oucldgire 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 paéitovered 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 effectivensure 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 cano hssurance that any design will succeed in dicigéts stated goals.

Changes in Internal Control3here have been no significant changes in ourriaterontrol over financial reporting (as definedRuales 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 assessandrthe amount, if any, that may be payable in eotion therewith is not yet
determinable.

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, 2006.

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

We held our annual meeting of shareholders on 3@n2007. At the meeting, our seven directors wesdected to our board of directors ¢
the selection of PricewaterhouseCoopers LLP asnal@pendent auditors was ratified.

The votes cast by shareholders at the meetingthag telection of directors were as follows:

Votes Fot \Votes Withhelc Abstentions and Broker N-Votes
Jimmy S.H. Lee 24,433,57 271,98t 11,500,13
Kenneth A. Shield 24,620,39 85,167 11,500,13
William D. McCartney 24,617,89 87,667 11,500,13
Graeme A. Witts 24,621,39 84,16" 11,500,13
Eric Lauritzen 24,621,39 84,16 11,500,13
Guy W. Adams 24,620,39 85,16% 11,500,13
George Malpas 24,616,89 88,66 11,500,13

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 Cassion, these Certifications: (i) are “furnished’th@ Commission and are not “filed”
for the purposes of liability under the Securittechange Act of 1934, as amended; and (ii) aréambe subject to automatic
incorporation by reference into any of the Companmggistration statements filed under the Secsriiet of 1933, as amended for the
purposes of liability thereunder or any offeringmugandum, 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: August 8, 2007
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EXHIBIT 31.1




CERTIFICATION OF PERIODIC REPORT
[, Jimmy S.H. Lee, certify that:
1. | have reviewed this quarterly report on Forn-Q of Mercer International Inc. (tt“Registrar”);

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgittde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nieadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the Registrant as of, anditie periods presented in this rep

4. The Registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the Registrant and hax

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 durthg period in which this report is being prepal

b) Designed such internal control over finahm@gorting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the Regissatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyédport based on such evaluation;
and

d) Disclosed in this report any change in tlegiRtrant’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 Regist’s internal control over financial reporting; a

5. The Registrant’s other certifying officer and | lkadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the Registrant’s auditors and thetarammittee of the Registrant’s board of direct@spersons performing the equivalent
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: August 8, 2007
/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. | have reviewed this quarterly report on Forn-Q of Mercer International Inc. (tt“Registrar”);

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgittde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nieadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the Registrant as of, anditie periods presented in this rep

4. The Registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the Registrant and hax

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 durthg period in which this report is being prepal

b) Designed such internal control over finahm@gorting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the Regissatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyédport based on such evaluation;
and

d) Disclosed in this report any change in tlegiRtrant’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 Regist’s internal control over financial reporting; a

5. The Registrant’s other certifying officer and | lkadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the Registrant’s auditors and thetarammittee of the Registrant’s board of direct@spersons performing the equivalent
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: August 8, 2007
/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(any for the quarterly period ended June 30, Z0G¥“Report”) fully complies with
the requirements of Section 13(a) of Securities Exchange Act of 18(15 U.S.C. 78m or 780(d)); at

(2) the information contained in the Reportl§apresents, in all material respects, the finahcondition and results of operations of the
Company

Dated: August 8, 2007
/s/ Jimmy S.H. Lee

Jimmy S.H. Lee
Chief Executive Office

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(any for the quarterly period ended June 30, Z0G¥“Report”) fully complies with
the requirements of Section 13(a) of Securities Exchange Act of 18(15 U.S.C. 78m or 780(d)); at

(2) the information contained in the Reportl§apresents, in all material respects, the finahcondition and results of operations of the
Company

Dated: August 8, 2007
/s/ David M. Gandossi

David M. Gandossi
Chief Financial Officel

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.





