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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

MERCER INTERNATIONAL INC.
CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2007
(Unaudited)
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MERCER INTERNATIONAL INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Euros in thousands)

ASSETS
Current assetl
Cash and cash equivalel
Receivable!
Note receivable, current portit
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 expet

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

(Unaudited)

September 3C December 31
2007 2006
€ 69,44 € 69,36
97,38( 75,02:
5,99¢ 7,79¢
96,79: 62,857
6,35¢ 4,66
1,531 2,09/
277,50: 221,80(
33,00( 57,00(
949,04t 972,14:
72 1
— 5,93t
5,94¢ 6,984
18,01¢ 29,98¢
4,23¢ 8,74
1,010,32. 1,080,79
€ 1,287,82! €1,302,59.
€ 91,29¢ € 84,17
34,02 33,90:
61(C 1,92¢
125,92¢ 120,00:
822,33: 873,92¢
23,26¢ 41,35¢
19,62t 17,95«
5,35( 6,20z
16,69¢ 22,91
3,71 1,441
890,98 963,79:
1,016,911 1,083,79.
202,84! 195,64
134 154
30,18: 15,24(
37,75t 7,76%
270,91! 218,80:
€ 1,287,82! € 1,302,59.

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

(Unaudited)
(Euros in thousands, except for income per share)

Three Months Ended
September 30

2007 2006
Revenue! €191,11: €171,24¢
Costs and expens
Operating cost 149,44( 117,18t
Operating depreciation and amortizat 14,28¢ 13,46¢
27,38 40,597
General and administrative expen 5,93( 5,83¢
(Sale) purchase of emission allowan — —
Operating income from continuing operatic 21,455 34,75¢
Other income (expens
Interest expens (18,599 (23,04)
Investment incom 2,791 1,08(C
Unrealized foreign exchange gain (loss) on ¢ 4,62¢ (704)
Realized gain (loss) on derivative instruments ENm)i — —
Unrealized (loss) gain on derivative instrumenteté\b) (5,696 (14,479

Total other (expense) incor

(16,879 (37,139

Income (loss) before income taxes and minorityregefrom continuing

operations 4,57¢ (2,380
Income tax benefit (provisior— current (1449 (302
— deferred 7,013 2,834
Income before minority interest from continuing ogt@ns 11,44¢ 152
Minority interest (742) 5,97¢
Net income from continuing operatio 10,70¢ 6,12¢
Net (loss) income from discontinued operati (10 60C
Net income 10,69¢ 6,72¢
Retained earnings (deficit), beginning of per 19,48t (12,96)
Retained earnings (deficit), end of per € 30,18! € (6,239
Net income per share from continuing operationst¢Ng)
Basic € 0.3 € 0.1t
Diluted € 0.2¢ € 0.1¢
Income per shar
Basic € 0.2¢ € 0.2C
Diluted € 0.2¢ € 0.1¢
The accompanying notes are an integral part ofétiegerim financial statements.
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Nine Months Ended

September 30
2007 2006
€537,24! €463,51(
429,63 358,74(
42,00: 41,79(
65,60: 62,98(
19,49 19,89:

(766€) (13,246
46,87 56,33¢
(56,309 (68,769
5,98¢ 4,08:
7,22¢ 11,46¢
6,82( (5,219)
12,15¢ 76,25
(24,117 17,81¢
22,76( 74,15(

(877) (524)
(5,959 (39,869
15,92/ 33,76

(78E) 6,87<
15,13¢ 40,63¢

(19¢) 1,101
14,94: 41,73
15,24( (47,970
€ 30,18 € (6,239
€ 04z € 1.2z
€ 0.4 € 1.0:
€ 041 € 1.2¢€
€ 0.3¢€ € 1.0t




MERCER INTERNATIONAL INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
(Euros in thousands)

Three Months Ended Nine Months Ended
September 30 September 30
2007 2006 2007 2006

Net income €10,69¢ € 6,72¢ €14,94. €41,73%
Other comprehensive incorr

Foreign currency translation adjustm 11,66¢ (949 29,91¢ 4,417

Pension plan additional minimum liabili (©)] — (20

Unrealized (losses) gains on securi (16 22 71 712

Other comprehensive income (lo 11,64¢ (929 29,99( 5,10¢
Total comprehensive incon €22,34¢ € 5,80/ €44,93; €46,84¢

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

(Unaudited)
(Euros in thousands)

Nine Months Ended

September 30
2007 2006
Cash flows from operating activitie
Net income € 14,94: €41,73)
Adjustments to reconcile net income to cash flonwsifoperating activitie
Unrealized gains on derivativ (12,15¢) (71,037
Unrealized foreign exchange gain on d (7,229 (11,469
Loss (gain) on sale of ass: 12¢ (359
Operating depreciation and amortizat 42,00: 42,81t
Non-operating amortizatio 194 20¢
Minority interest 78t (6,879
Deferred income taxe 5,95¢ 39,87¢
Stock compensation exper 35( 29
Pension and other p-retirement expens 1,36¢ 1,29
Other 912 14
Changes in current assets and liabili
Receivable! (19,319 (24,936
Inventories (31,149 11,94(
Accounts payable and accrued expel 5,61( (13¢)
Other 1,93¢ (106)
Net cash from operating activiti 4,33¢ 33,26
Cash flows from (used in) investing activitit
Cash restricte 24,00( (25,389
Purchase of property, plant and equipn(@ (2,704 (23,979
Proceeds on sale of property, plant and equip! 53¢ 5,00(
Notes receivabl 4,72( —
Pension and other pr-retirement benefit fundin (1,209 (1,359
Net cash from (used in) investing activit 25,35 (45,719
Cash flows used in financing activitie
Decrease in construction costs pay: — (270
Proceeds from borrowings of notes payable and — 77,30(
Proceeds from minority sharehold — 5,46:
Repayment of notes payable and ¢ (26,865 (80,906
Proceeds from investment gra 38¢
Repayment of capital lease obligatic (4,222 (3,267)
Issuance of shares of common st 30¢ 14t
Net cash used in financing activiti (30,787 (1,149
Effect of exchange rate changes on cash and casvadnts 1,76¢ (575)
Net increase (decrease) in cash and cash equis 674 (14,179
Cash and cash equivalents, beginning of pe(@ 69,80: 83,54%
Cash and cash equivalents, end of pe®) € 70,47¢ € 69,37¢

(1) Includes amounts received and recorded aduction of property, plant and equipment (appratety € 9,100) upon the settlement of
the Stendal engineering, procurement and constru¢EPC) contrac

(2) Includes amounts related to discontinued operatddn®007— € 437 (200€— € 772) (Note 10
(3) Includes amounts related to discontinued operatidn®007— € 1,037 (200¢— € 428) (Note 10

The accompanying notes are an integral part oféliagerim financial statements.
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MERCER INTERNATIONAL INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

(Unaudited)
(Euros in thousands)

Nine Months Ended
September 30

2007 2006
Supplemental disclosure of cash flow informati
Cash paid during the period ft
Interest €66,13¢ €75,99¢
Income taxe: 397 31C
Supplemental schedule of r-cash investing and financing activitie
Acquisition of production and other equipment unckgpital lease obligatior € 2,08¢ € 3,46t
Common shares issued in satisfaction of floatitig nate 6,72¢ —

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 1. Basis of Presentation
Basis of Presentatio

The interim period condensed consolidated finarat@tements contained herein include the accodmercer International Inc. (“Mercer
Inc.”) and its wholly-owned and majority-owned sigtigries (collectively, the “Company”). The Companghares of common stock are
guoted and listed for trading on the NASDAQ Glolkrket and the Toronto Stock Exchange, respectively

The interim period condensed consolidated finaratetements have been prepared by the Companygmiteuthe rules and regulations of
the U.S. Securities and Exchange Commission (tBC"F The year-end condensed consolidated balameet slata was derived from audited
financial statements, but certain information amatfiote disclosure normally included in financi@tsments prepared in accordance with
accounting principles generally accepted in theté¢hBtates have been condensed or omitted pursusimth SEC rules and regulations. The
interim period condensed consolidated financiakst@nts should be read together with the auditedatmlated financial statements and
accompanying notes included in the Company’s laestial report on Form 10-K for the fiscal yeareh®ecember 31, 2006. In the opinion
of the Company, the unaudited condensed consafidatancial statements contained herein contaiadjlistments necessary to present a fair
statement of the results of the interim periods@néed. The results for the periods presentedrharay not be indicative of the results for the
entire year.
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MERCER INTERNATIONAL INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 1. Basis of Presentation (continued)
New Accounting Standart

In September 2006, the Financial Accounting Stassi&oard (“FASB”) issued Statement of Financial éwating Standards No. 157, “Fair
Value Measurements” (“FAS 157”). FAS 157 definais Yalue, establishes a framework for measuriirgvilue and expands disclosures
about fair value measurements. It is applicablenelver another standard requires or permits agséédbilities to be measured at fair value,
but it does not expand the use of fair value tora@w circumstances. FAS 157 is effective for fitiahstatements issued for fiscal years
beginning after November 15, 2007. The Compang thé process of determining the impact, if ang,ddoption of FAS 157 will have on its
consolidated financial position or results of opierss.

In February 2007, the FASB issued Statement oftfeilah Accounting Standards No. 159, “The Fair Valtion for Financial Assets and
Financial Liabilities” (“FAS 159”). FAS 159 permitmtities to choose to measure many financialunsémts and certain other items at fair
value, with the objective of improving financiapeting by mitigating volatility in reported earigje caused by measuring related assets and
liabilities differently without having to apply cqutex hedge accounting provisions. The provisionsA$ 159 are effective for the
Company’s year ending December 31, 2008. The Coynisaturrently evaluating the impact, if any, tkttaé adoption of this statement will
have on the Company’s consolidated financial pmsjtiesults of operations and disclosures.
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MERCER INTERNATIONAL INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 2. Stock-Based Compensation

The Company adopted Statement of Financial Accogritandards No. 123R, “Share-Based Payment” (“E23R"), on January 1, 2006.
This statement requires the Company to recognzedlkt of employee services received in exchanggéoCompany’s equity instruments.
Under FAS 123R, the Company is required to recordpensation expense over an award’s vesting pbasdd on the award’s fair value at
the date of grant. The Company elected to adopt EZ&R on a modified prospective basis.

Stock Options

The Company has a non-qualified stock option plaicvprovides 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 fatfams, stock appreciation rights and restricteales to be awarded to employees and
outside directors to a maximum of 1,000,000 comsttares.

Following is a summary of the status of optionsstaniding at September 30, 2007:

Outstanding Options Exercisable Options
Weighted
Average Weighted Weighted
Exercise Remaining Average Average
Price Range Number Contractual Life Exercise price Number Exercise Price
(In U.S. Dollars) (Years) (In U.S. Dollars) (In U.S. Dollars)
$5.65-6.375 830,00( 2.7¢ $6.2¢ 830,00( $6.2¢
7.30 30,00(¢ 7.7¢ 7.3C 30,00( 7.3C
7.92 68,33 8.0C 7.92 68,33 7.92

During the three month period ended September@7,2no options were exercised or cancelled wtB&d00 options expired. During the
nine month period ended September 30, 2007, 3@PHONs were exercised at an exercise price of/&b6adid 26,666 options were exercised
at an exercise price of $7.92 for cash procee®g02,435. 5,000 options were cancelled during #reod, and 135,000 options expired
during the period. The average intrinsic valuehef dptions exercised was $4.58 per option. Dutiegiine month period ended

September 30, 2006, no options were exercisedettador expired.
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MERCER INTERNATIONAL INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 2. Stock-Based Compensation (continued)

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 straigktdasis over the vesting period. Expense
recognized for the three and nine month periodee®kptember 30, 2007 were € 88 (2006 — € 85) &#81€2006 - € 292), respectively.

As at September 30, 2007, the total remaining wgeized compensation cost related to restrictecksamounted to € 173, which will be
amortized over their remaining vesting period.

During the three and nine month periods ended Sdye30, 2007, there were restricted stock awaraisted of an aggregate of 21,000 (2
—10,000) and 21,000 (2006 — 20,000), respectivélpur common shares to independent directors #iwbrs of the Company. During the
nine month period ended September 30, 2007 and, 2@0@stricted stock awards were cancelled.

As at September 30, 2007, the total number ofiotstr stock awards outstanding was 211,686.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

MERCER INTERNATIONAL INC.

(Unaudited)

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

Note 3. Income Per Share

Net income from continuing operatio— basic
Interest on convertible notes, net of

Net income from continuing operatio— diluted

Net income from continuing operations per sh
Basic

Diluted

Net income from continuing operatio

Net (loss) income from discontinued operati
Net income- basic

Interest on convertible notes, net of

Net income- diluted

Net income per shar
Basic

Diluted

Weighted average number of common shares outsigr

Basic

Effect of dilutive shares
Stock options and awari
Convertible note

Diluted

FORM 10-Q
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Three Months Ended

Nine Months Ended

September 30 September 30

2007 2006 2007 2006
€ 10,70¢ € 6,12¢ € 15,13¢ € 40,63¢
1,05( 1,81( 2,95¢ 4,57¢
€ 11,75¢ € 7,93¢ € 18,09t € 45,21:
€ 0.3C € 0.1¢ € 0.4z € 1.22
€ 0.2€ € 0.1¢ € 0.4C € 1.0
€ 10,70¢ € 6,12¢ € 15,13¢ €  40,63¢
(10) 60C (19€) 1,101
10,69¢ 6,72¢ 14,94 41,73
1,05( 1,81( 2,95¢ 4,57¢
€ 11,74¢ € 8,53¢ € 17,89 € 46,31
€ 0.2¢€ € 0.2(C € 0.41 € 1.2¢€
€ 0.2€ € 0.1¢ € 0.3¢ € 1.0t
36,284,34 33,180,44 36,012,15 33,173,27
285,68:¢ 313,94¢ 405,32¢ 284,58¢
8,678,06! 10,645,16 8,920,02 10,645,16
45,248,09 44,139,55 45,337,50 44,103,02




MERCER INTERNATIONAL INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

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

Note 4. Inventories

Raw material
Work in process and finished goc

Note 5. Derivatives Transactions

Unrealized net loss on interest rate derivat
Unrealized net loss on foreign exchange derival
Unrealized net loss on derivative financial instamis

Realized net gain (loss) on foreign exchange devies

Unrealized net gain on interest rate derivat
Unrealized net (loss) gain on foreign exchangevdéries
Unrealized net gain on derivative financial instents

FORM 10-Q
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(Unaudited)

September 30, 20C December 31, 20C

€ 71,37: € 38,90¢
25,41¢ 23,95:
€ 96,79 € 62,85

Three Months Ended September 3

2007 2006
€ (569 € (9,702
= 4,777)
€ (5,696 € (14,479
Nine Months Ended September 3|
2007 2006
€ 6,82( € (5219
€ 18,08¢ € 26,62/
(5,939 49,62
€ 12,15¢ € 76,25]




MERCER INTERNATIONAL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 6. Pension and Other Post-Retirement Benefitlfligations

Included in pension and other post-retirement beobfigations 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 and post-retirement benefit
plans for certain employees. Pension benefits asedon employees’ earnings and years of servieep&nsion plans are funded by
contributions from the Company based on actuasiiinates and statutory requirements. Pension tanimins for the three and nine month
periods ended September 30, 2007 totaled € 36 6(20€ 445) and € 1,201 (2006 - € 1,352), respelgtive

The Company anticipates based on actuarial estintlade it will make contributions to the pensioarpbf approximately € 1,375 (C$ 2,041)
in 2007.

Three Months Ended September 3C

2007 2006
Post- Post-
Pension Retirement Pension Retirement
Benefits Benefits Benefits Benefits
Service cos € 21t € 121 € 21¢ € 112
Interest cos 34¢ 19C 34E 18¢
Expected return on plan ass (42¢) — (389) —
Recognized net los — 16 — 25
Net periodic benefit cos € 13€ € 32i € 18C € 32:
Nine Months Ended September 3C
2007 2006
Posi- Post-
Pension Retirement Pension Retirement
Benefits Benefits Benefits Benefits
Service cos € 62:< € 351 € 667 € 33¢
Interest cos 1,01« 551 1,051 56¢
Expected return on plan ass (1,247 — (1,270 —
Recognized net los — 46 — 75
Net periodic benefit cos € 39€¢ €  94¢ € b4E € 982

FORM 10-Q
QUARTERLY REPORT - PAGE 14




MERCER INTERNATIONAL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 7. Income Taxes

In June 2006, the FASB issued Interpretation No:*ABcounting for Uncertainty in Income Taxes - Arterpretation of FASB Statement

No. 10¢" (“FIN 48"). FIN 48 clarifies the accounting fomgertainty in income taxes recognized in an erstifiiancial statements in
accordance with FASB Statement No. 109, “Accountargncome Taxes”, and prescribes a recognitisaghold and measurement attributes
for financial statement disclosure of tax posititeleen or expected to be taken on a tax returnelJRtN 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 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 implementatioiridf 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 subsididiies income tax returns in the United States, Gerynand 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 September 30, 2007, the Company had outstar®Br285,027 common shares with a par value of $ied@&hare (2006 — 33,189,140
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 CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 9. Restricted Group Supplemental Disclosure

The terms of the indenture governing our 9.25%aamsecured notes requires that we provide thdtsesf operations and financial
condition of Mercer International Inc. and our reetéd subsidiaries under the indenture, colletyiveferred to as the “Restricted Group”. As
at and during the nine months ended September0®J, &nd 2006, the Restricted Group was comprisddien€er International Inc., certain
holding subsidiaries and our Rosenthal and Celgs.mhe Restricted Group excludes the Stenddlanitl up to December 31, 2006 the
discontinued paper operations.

Combined Condensed Balance Sheet

September 30, 200

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
ASSETS
Current assetl
Cash and cash equivalel € 48,99 € 20,44t € — € 69,44:
Receivable! 46,41 50,96 — 97,38(
Note receivable, current portit 59¢ 5,39¢ — 5,99¢
Inventories 57,16 39,63( — 96,79:
Prepaid expenses and otl 3,762 2,59/ — 6,35¢
Current assets from discontinued operati 1,53 — — 1,53
Total current asse 158,46! 119,03¢ — 277,50:
Cash, restricte — 33,00( — 33,00(
Property, plant and equipme 395,86 553,18: — 949,04¢
Other 6,021 — — 6,021
Deferred income ta 11,23 6,78: — 18,01¢
Due from unrestricted grot 56,56 — (56,567 —
Note receivable, less current porti 4,23¢ — — 4,23¢
Total asset £€632,38. € 712,00: € (56,567 €1,287,82!
LIABILITIES
Current
Accounts payable and accrued expet € 46,02! € 45,27( € — € 91,29
Debt, current portiol — 34,02 — 34,02:
Current liabilities from discontinued operatic 61C — 61C
Total current liabilities 46,63: 79,29: — 125,92t
Debt, less current portic 280,84 541,48: — 822,33:
Due to restricted grou — 56,561 (56,567 —
Unrealized derivative los — 23,26¢ — 23,26¢
Capital lease 3,841 1,50: — 5,35(
Deferred income ta 4,214 12,48 — 16,69¢
Other lon¢-term liabilities 23,321 12 — 23,33¢
Total liabilities 358,86¢ 714,60: (56,567) 1,016,911
SHAREHOLDERS’ EQUITY
Total shareholde’ equity (deficit) 273,51! (2,600 — 270,91!
Total liabilities and sharehold¢ equity €632,38. € 712,00: € (56,56)) €1,287,82!
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MERCER INTERNATIONAL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)
Note 9. Restricted Group Supplemental Disclosure ¢ntinued)

Combined Condensed Balance Sheet

December 31, 2006

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
ASSETS
Current
Cash and cash equivalel € 39,07¢ € 30,28¢ € — € 69,36
Receivable! 38,66: 36,36( — 75,02:
Note receivable, current portit 62C 7,17¢ — 7,79¢
Inventories 41,081 21,77( — 62,85
Prepaid expenses and otl 2,352 2,31( — 4,66:
Current assets of discontinued operati — 2,094 — 2,09/
Total current asse 121,79¢ 100,00: — 221,80(
Cash, restricte — 57,00( — 57,00(
Property, plant and equipme 408,95 563,18t — 972,14:
Other 8,15¢ 4,76: — 12,91¢
Deferred income ta 14,31¢ 15,67: — 29,98¢
Due from unrestricted grot 51,26¢ (51,265 —
Note receivable, less current porti 5,028 3,721 8,744
Total asset €609,51! € 744,34« € (51,26%) €1,302,59.
LIABILITIES
Current
Accounts payable and accrued expel € 46,83t € 37,33t € — € 84,17
Debt, current portiol — 33,90: — 33,90:
Current liabilities from discontinued operatic — 1,92¢ — 1,92¢
Total current liabilities 46,83¢ 73,16¢ — 120,00:
Debt, less current portic 293,78: 580,14 — 873,92¢
Due to restricted grou — 51,26¢ (51,265 —
Unrealized derivative los — 41,35t 41,35¢
Capital lease 2,72( 3,48 — 6,20z
Deferred income ta 2,832 20,07¢ — 22,91
Other lon¢-term liabilities 19,39 — — 19,39¢
Total liabilities 365,56¢ 769,49: (51,265 1,083,79.
SHAREHOLDERS’ EQUITY
Total shareholde’ equity (deficit) 243,94¢ (25,149 — 218,80:
Total liabilities and sharehold¢ equity €609,51! € 744,34« € (51,26% €1,302,59.
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MERCER INTERNATIONAL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

(Unaudited)

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

Note 9. Restricted Group Supplemental Disclosure ¢ntinued)

Combined Condensed Statement of Operations

Revenue:

Operating cost

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

Operating income from continuing operatic

Other income (expens
Interest expens
Investment incom
Unrealized foreign exchange gain on d
Derivative financial instruments, n

Total other expens

Income (loss) before income taxes and minorityragefrom
continuing operation

Income tax benefit (provisior- current

- deferred
Income before minority interest from continuing ogt@ns

Minority interest

Net income from continuing operatio
Net loss from discontinued operatic

Net income

Revenue!

Operating cost

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

Operating income from continuing operatic
Other income (expens
Interest expens
Investment incom
Unrealized foreign exchange loss on ¢
Derivative financial instruments, n
Total other expens
Income (loss) before income taxes and minorityreggefrom
continuing operation
Income tax benefit (provisior- current
- deferred
Income (loss) before minority interest from contimpioperation:
Minority interest
Net income (loss) from continuing operatio
Net income from discontinued operatic
Net income (loss

FORM 10-Q
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Three Months Ended September 30, 2007

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€106,53( € 84,58 € — € 191,11;
84,76¢ 64,67 — 149,44(
7,41¢ 6,86~ — 14,28
3,38¢ 2,54¢ — 5,93(
95,57 74,08( — 169,65
10,95¢ 10,50: — 21,45]
(6,99¢) (12,540 937 (18,599
1,321 2,401 (937) 2,791
4,54¢ 81 — 4,62¢
— (5,69¢6) — (5,696)
(1,130) (15,74%) - (16,876
9,82¢ (5,247 — 4,57¢
(13 (131) - (144)
(770 7,78% — 7,01%
9,04: 2,408 — 11,44¢
— (742) — (742)
9,04: 1,66: — 10,70¢
10 — — (10
€ 9,03¢ € 1,662 € — € 10,69¢
Three Months Ended September 30, 2006
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€95,77¢ € 75,46¢ € — € 171,24¢
65,59¢ 51,59! — 117,18t
6,38: 7,082 — 13,46¢
3,39¢ 2,44( — 5,83¢
75,37, 61,11: — 136,49(
20,40: 14,35¢ — 34,75¢
(8,160) (15,776 89t (23,04))
1,14: 832 (895) 1,08(
(704) — — (704)
— (14,479 — (14,479
(7,722) (29,416 — (37,139
12,68( (15,06() — (2,380)
(100) (202) - (302)
(1,281) 4,11°F — 2,83¢
11,29¢ (11,14 — 152
— 5,97¢ — 5,97¢
11,29¢ (5,179) — 6,12¢
— 60C — 60C
€11,29¢ € (4,57) € — € 6,72¢







MERCER INTERNATIONAL INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

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

Note 9. Restricted Group Supplemental Disclosure ¢ntinued)

Combined Condensed Statement of Operations

Revenue:

Operating cost

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

Operating income from continuing operatic
Other income (expens
Interest expens
Investment incom
Unrealized foreign exchange gain on d
Derivative financial instruments, n
Total other expens
Income before income taxes and minority intereshficontinuing
operations
Income tax provisiol- current
- deferrec
Income before minority interest from continuing ogt@ns
Minority interest
Net income from continuing operatio
Net loss from discontinued operatic
Net income

Revenue:

Operating cost

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

Operating income from continuing operatic
Other income (expens
Interest expens
Investment incom
Unrealized foreign exchange gain on d
Derivative financial instruments, n
Total other income (expens
Income before income taxes and minority intereshficontinuing
operations
Income tax provisiol- current
- deferrec
Income before minority interest from continuing cgg®ns
Minority interest
Net income from continuing operatio
Net income from discontinued operatic
Net income
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QUARTERLY REPORT- PAGE 19

Nine Months Ended September 30, 2007

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€310,77( € 226,47! € — € 537,24!
249,05: 180,58! — 429,63°
21,08( 20,92: — 42,00:
11,55: 7,94: — 19,49

(264 (502) — (76€)
281,41¢ 208,94¢ — 490,36¢
29,35 17,52¢ — 46,87
(21,419 (37,679 2,77¢ (56,308
3,761 5,00: (2,779 5,98¢
6,80¢ 421 — 7,22¢
— 18,97¢ — 18,97¢
(10,84Y (13,279 - (24,117
18,50¢ 4,25¢ — 22,76(
(469) (40¢) - (877)
(4,469 (1,49 — (5,959
13,57 2,351 — 15,92/
— (785) — (785)
13,57 1,56¢€ — 15,13¢
(19¢) — — (19¢)
€ 13,37¢ € 1,56¢ € — € 14,94,
Nine Months Ended September 30, 2006
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€265,53: € 197,97¢ € — € 463,51(
214,87 143,86 — 358,74(
20,58( 21,21( — 41,79(
12,88 7,007 — 19,89:
(3,65) (9,595 — (13,246
244,68 162,48¢ — 407,17!
20,84t 35,49( — 56,33t
(24,607 (46,827 2,655 (68,769
3,261 3,471 (2,655 4,08
11,46¢ — — 11,46¢
— 71,03 — 71,03:
(9,877) 27,68 — 17,81¢
10,97: 63,17 — 74,15(
(322) (202) - (524)
(7,969 (31,900 — (39,864
2,681 31,07¢ — 33,76:
— 6,87 — 6,87
2,68 37,94¢ — 40,63¢
— 1,101 — 1,101
€ 2,687 € 39,05( € — € 41,73,







MERCER INTERNATIONAL INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)
Note 10. Discontinued Operations

In August 2006, the Company reorganized and didaséeequity interests in certain paper productesets 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 condensed
consolidated financial statements.

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

September 30, 20C December 31, 20C

Assets
Cash and cash equivalel € 1,037 € 437
Receivable! 50C 1,657
€ 1,537 € 2,09¢
Liabilities
Accounts payable and accrued expet € 61C € 1,92¢
Condensed earnings from discontinued operationasafellows:
Three Months Ended Nine Months Ended
September 30, September 30,
~ 2007 _ 2006 2007 2006
Revenue: € 7 € 3,93i € 117 €37,44¢
Operating income (loss) from discontinued operat 6 3,07¢ (130 3,87¢
Total other expense 16 352 68 653
Net (loss) income from discontinued operati € (10 € 2,721 € (199 € 3,22:
Earnings per common share from discontinued omers
- basic € — € 0.0z € — € 0.04
Earnings per common share from discontinued oymers
- diluted € — € 0.01 € — € —
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MERCER INTERNATIONAL INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)
(Euros in thousands, except for shares and per shadata)

Note 10. Discontinued Operations (continued)

Condensed cash flows from discontinued operatiomsa follows:

Nine Months Ended

September 30
2007 2006
Cash flows (used in) from operating activit € (660 € 41C
Cash flows from investing activitie — 4,20¢
Cash flows from (used in) financing activiti 1,26( (4,959
Cash flows from (used in) discontinued operati € 60C € (349
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

In this document: (i) unless the context otherwesguires, references to “we”, “our”, “us”, the “Cpany” or “Mercer” mean Mercer
International Inc. and its subsidiaries; (ii) refleces to “Mercer Inc.” mean the Company excludiagubsidiaries; (iii) information is
provided as of September 30, 2007, unless othestéded; (iv) all references to monetary amourgg@r'Euros”, the lawful currency
adopted by most members of the European Unionssmtherwise stated; (v) “ € ” refers to Euros, f&fers to U.S. dollars and C$ refers to
Canadian dollars; and (vi) “ADMTs" refers to airi@t metric tonnes.

We operate three NBSK pulp mills through our whallyned subsidiaries, Rosenthal and Celgar, and@@6f6 owned subsidiary, Stendal,
which have a consolidated annual production capatiapproximately 1.4 million ADMTs.

The following discussion and analysis of our resoftoperations and financial condition for theenand three months ended September 30,
2007 should be read in conjunction with our cortaakd condensed financial statements and related imcluded in this quarterly report, as
well as our most recent annual report on Form 0rKKhe fiscal year ended December 31, 2006 filét e Securities 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 208@&ccordance with SFAS No. 144 “Accounting for thgairment or Disposal of
Long-Lived Asset”, the results of this business have been classifietissontinued operations; a

. only our continuing operations except as othergigaressly notec

Results of Operations
Nine Months Ended September 30, 2007 Compared toeNVionths Ended September 30, 2C
Selected production, sales and exchange rate alatiaef nine months ended September 30, 2007 arli2@3 follows:

Nine Months Ended September 3C

2007 2006

Pulp production (ADMTs 1,034,59. 973,41(
Pulp sales (ADMTs 1,029,67. 994,56°
Revenues (in millions € 537.2 € 463t
NBSK list prices in Europe ($/ADMT $ 788 $ 668
Average pulp price realization€ /ADMT) € 517 € 454
Average Currency Exchange Ra

€/$0 0.743¢ 0.803¢
C$ /%M 1.104¢ 1.132¢
C$/€@ 1.484« 1.409(

(1) Average Federal Reserve Bank of New York noon sgtetover the reporting peria
(2) Average Bank of Canada noon spot rate over thetiaggeriod.
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Revenues for the nine months ended September 83,i@6reased by approximately 16% to € 537.2 mmilfimm € 463.5 million in the
comparative period of 2006, primarily due to highalp prices and higher sales volume, partiallgetfiby a weakening of the U.S. dollar
versus the Euro. Pulp sales volume increased brozinpately 4% to 1,029,674 ADMTSs in the first nimonths of 2007 compared to 994,567
ADMTSs in the comparative period of 2006.

List prices for NBSK pulp in Europe were approxigigt€ 582 ($783) per ADMT in the first nine montfs2007 and approximately € 533
($663) per ADMT in the first nine months of 2006.

Average pulp sales realizations increased to €&t ADMT in the first nine months of 2007 from €4per ADMT in the first nine months
of 2006. Higher U.S. dollar based pulp prices weasially offset by foreign exchange changes ingegod. The U.S. dollar was
approximately 8% weaker compared to the Euro frieencomparative period of 2006.

Cost of sales and general, administrative and @kgpenses in the first nine months of 2007 increéas€ 490.4 million from € 407.2 million
in the comparative period of 2006, primarily agsult of increased fiber costs and higher salesmel

During the current period, we took an aggregatg3oflays scheduled annual maintenance and stratagjil downtime at our pulp mills,
comprised of 12 days each at our Stendal and Celdlarand 9 days at our Rosenthal mill. Duringstiowntime at Celgar, we implemented
the final phase of our Blue Goose strategic capitaject consisting of the dryer capacity expansidrese changes have begun to show
improvements in production capacity and operati@ffaiencies. During the comparative period of 06ur pulp mills took approximately
50 days maintenance and strategic capital expenditmwntime. In the fourth quarter of 2007, we hawescheduled maintenance downtime
planned.

Overall, fiber costs increased by approximately 44%he first nine months of 2007 versus the saeréod of 2006 as a result of both a suj
imbalance and increased demand. In Germany, th@ysimbalance resulted from low harvesting levelate 2005 and 2006 which were not
made up during the course of the year. Increassthdd in Germany resulted from higher consumptiowadd residuals by renewable
energy suppliers. A strong European lumber markiteabeginning of 2007 provided some marginaleriief in the latter part of the secc
quarter and in the third quarter. Fiber costs at@elgar mill were also higher in the current pdrammpared to the comparative period of
2006 due to reduced North American sawmill actigitya result of weakness in U.S. housing constnuckEiber costs at our Celgar mill were
relatively stable over the last two quarters, dusupply optimization and the currency impact aarifill's U.S. sourced fiber. Overall, we
currently expect fiber prices to be generally I€feelthe balance of the year but continued weakimeksnber markets may put upward
pressure on prices in early 2008.

The markets and prices for emission allowancesmoato be weak, and as a result our contributtandome from such sale of emission
allowances in the first nine months of 2007 was&nillion, compared to € 13.2 million in the comgkive period of 2006.

During the second quarter, Rosenthal concludedwaaigor contract with the union which representsniajority of its employees. The
agreement contains provisions that lengthen thé& week to standard industry practice in exchanga % wage reduction and provides for
a 3% wage increase in the second half of 2008.nEkelabor contract is set to expire at the endo®B2
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Operating depreciation and amortization in the filase months of 2007 increased marginally to ©44illion from € 41.8 million in the
comparative period of 2006.

For the first nine months of 2007, operating incataereased by approximately 17% to € 46.9 milliemf € 56.3 million in the first nine
months of 2006, primarily due to higher fiber cosie weakening of the U.S. dollar and the reducitiosales of emission allowances.

Interest expense in the first nine months of 208dtelased to € 56.3 million from € 68.8 million retyear ago period, primarily due to a
lower level of borrowing by Stendal as it repaid&5 million in principal and the settlement of #ress currency swaps in the first quarter of
2007.

Stendal entered into certain foreign currency @gives to swap a portion of its long-term bank btdeness 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 €
19.0 million before minority interests on our oatsding derivatives at the end of the first nine therof 2007, including a realized gain of €
6.8 million on the settlement of our currency swdpghe comparative period of 2006, we recordeetegain of € 71.0 million on our
derivatives which included a realized loss of €rifion from the settlement of currency forwards.

A portion of our long-term debt is denominated agplayable in foreign currencies, principally U.8llars. In the first nine months of 2007,
we recorded an unrealized gain of £ million on our foreign currency denominated td&ha result of the weakening of the U.S. dollairdy
the period, compared to a gain of € 11.5 millioaeréon in the same period of 2006.

In the first nine months of 2007 we increased aowision for deferred income tax by approximatel§.€ million, which is net of the
realization of benefits on certain tax deductitdpidciation, as well as the tax consequence cfdtikement of the Stendal engineering,
procurement and construction contract (the “EPQrect).

In the first nine months of 2007, minority interagpresenting the minority shareholder’s propodie interest in the Stendal mill's income
for the period, was € 0.8 million, compared to€it6.9 million share of losses in the first nine risnof 2006.

We reported net income from continuing operatiangtie first nine months of 2007 of € 15.1 milliam,€ 0.42 per basic and € 0.40 per
diluted share, which included an aggregate net gi?6.2 million on our outstanding derivatives anduanealized foreign exchange gair
our long-term debt. In the first nine months of @0@e reported net income from continuing operation€ 40.6 million, or € 1.22 per basic
and € 1.03 per diluted share, which reflected aunegalized gain of € 82.5 million on our outstargdderivatives and an unrealized non-cash
foreign exchange gain on our long-term debt.

We generated “Operating EBITDA” of € 89.1 milliond€ 98.1 million in the nine months ended Septer3be2007 and 2006, respectively.
Operating EBITDA is defined as operating incomarfroontinuing operations plus depreciation and aimedron and non-recurring capital
asset impairment charges.
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Management uses Operating EBITDA as a benchmarkumement of its own operating results, and as atbheark relative to its

competitors. Management considers it to be a mgéulisupplement to operating income as a performaneasure primarily because
depreciation expense and non-recurring capitak &sgairment charges are not an actual cash codtdapreciation 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 EBIADs commonly used by securities analysts, investord other interested parties to evaluate
our financial performance.

Operating EBITDA does not reflect the impact ofuamioer 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 operatiasg measure of operational performance, nor atiemmative to net cash from operating
activities as a measure of liquidity.

Operating EBITDA has significant limitations asa@malytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. Some of thegttions 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 requireméar, working capital needs; (iii) the
significant interest expense, or the cash requinésneecessary to service interest or principal gays) on our outstanding debt; (iv) minority
interests on our Stendal NBSK pulp mill operatiaws;the impact of realized or marked to marketraes in our derivative positions, which
can be substantial; and (vi) the impact of impaimh@harges against our investments or assets. Be@duhese limitations, Operating
EBITDA should only be considered as a supplemeargarational performance measure and should nodh&idered as a measure of liquic
or cash available to us to invest in the growtbwf business. See the Statement of Cash Flowsisit our condensed consolidated financial
statements included herein. Because all companie®tcalculate Operating EBITDA in the same man@gerating EBITDA as calculated
by us may differ from Operating EBITDA or EBITDA asalculated by other companies. We compensatdésetlimitations by using
Operating EBITDA as a supplemental measure of parational performance and relying primarily on @&AP financial statements.

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

Nine Months Ended

September 30
2007 2006

(in thousands)
Net income from continuing operatio € 15,13¢ € 40,63¢
Minority interest 78t (6,874
Income taxe: 6,83¢ 40,38¢
Interest expens 56,30¢ 68,76¢
Investment incom (5,98¢) (4,08?)
Unrealized foreign exchange gain on d (7,229 (11,469
Derivative financial instruments, net gz (18,976 (71,039
Operating income from continuing operatic 46,877 56,33:
Add: Depreciation and amortizatis 42,19 41,79(
Operating EBITDA € 89,07« € 98,12¢
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Three Months Ended September 30, 2007 Comparedhiee@& Months Ended September 30, 2006
Selected production, sales and exchange rate alatiaef three months ended September 30, 2007 @8li2@s follows:

Three Months Ended September 3(

2007 2006

Pulp production (ADMTs 360,98t 347,20(
Pulp sales (ADMTs 363,52: 338,20:
Revenues (in millions € 1911 € 171.;C
NBSK list prices in Europe ($/ADMT $ 81C $ 70€
Average pulp price realization€ /ADMT) € 52C € 482
Average Currency Exchange Ra

€/$M 0.726¢ 0.785:
C$ /%0 1.044¢ 1.121:
C$/€@ 1.436% 1.427¢

(1) Average Federal Reserve Bank of New York noon sgtetover the reporting peria
(2) Average Bank of Canada noon spot rate over thetiaggeriod.

Revenues for the three months ended SeptembefBd,i@creased by approximately 12% to € 191.1 amilfrom € 171.2 million in the
comparative quarter of 2006, primarily due to sgemnpulp prices and higher sales volumes. A 7% eebkS. dollar versus the Euro partic
eroded these gains. Pulp sales volume increasg@Bi623 ADMTs in the third quarter of 2007 from 338L ADMTs in the comparative
quarter of 2006.

List prices for NBSK pulp in Europe were approxisigt€ 589 ($810) per ADMT in the third quarter @, approximately € 579 ($783) per
ADMT in the second quarter of 2007 and approxinya@b56 ($708) in the third quarter of 2006.

Average pulp sales realizations increased to €2@®DMT in the third quarter of 2007 from € 482 gMT in the third quarter of 2006,
primarily as a result of stronger U.S. dollar bapalp prices, partially offset by the weaker U.8llat.

Cost of sales and general, administrative and @kgenses in the third quarter of 2007 increaseéd169.7 million from € 136.5 million in
the comparative quarter of 2006, primarily as altesf higher sales volume and fiber costs.

During the current quarter, we took 9 days of saledimaintenance downtime at our Rosenthal milkifiuthe comparative quarter of 2006,
our pulp mills took approximately 9 days of schedinaintenance and strategic capital expenditunatime. In the fourth quarter of 2007,
we have no scheduled maintenance downtime planned.

Overall, fiber costs increased by approximately 38%he third quarter of 2007 versus the same dari®006 as a result of both a supply
imbalance and increased demand. In Germany, th@ysimpbalance resulted from low harvesting levelite 2005 and 2006 which were not
made up during the course of the year. Increasstdd in Germany resulted from higher consumptiowadd residuals by renewable
energy suppliers. A strong European lumber markatiged some marginal price relief during the cotrguarter. Overall, we currently
expect fiber prices to be generally level for tiaddabce of the year but continued weakness in lumitzegkets may put upward pressure on
prices in early 2008.
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We had no contribution to income from the salerofssion allowances in the third quarter of 2007 2806 as a result of continued weak
markets.

Operating depreciation and amortization increasedarately to € 14.3 million from € 13.5 million the comparative quarter of 2006.

For the third quarter of 2007, operating incomereased by approximately 38% to € 21.5 million fr6r84.8 million in the third quarter of
2006. The decrease was primarily due to higher fibsts and the weakness of the U.S. dollar r&dtwthe Euro.

Interest expense in the third quarter of 2007 des@d to € 18.6 million from € 23.0 million in thear ago period, primarily due to a lower
level of borrowing by Stendal and the settlemerthefcross currency swaps in the first quarter0ff2

Due to the recent decrease in long-term interéssrave recorded a non-cash loss of € 5.7 milliefiode minority interests on Stendal’s
outstanding interest rate derivatives during thelthuarter of 2007. In the comparative quarte2@d6, we recorded a net loss of €

14.5 million on Stendal’s then outstanding curreany interest rate derivatives which included a lafs€ 5.7 million from the settlement of
currency forwards.

In the third quarter of 2007, we recorded an uizedlgain on our foreign currency denominated @éit4.6 million, compared to losses®f
0.7 million in the third quarter of 2006.

In the third quarter of 2007, minority interestpmesenting the minority shareholder’s proportionaterest in the Stendal m#'income for th
period, was € 0.7 million, compared to its € 6.0iom share of losses in the third quarter of 2006.

In the current quarter we decreased our provisionéferred income tax by approximately € 7.0 wiillprimarily as a result of the timing of
realizing the benefit of certain tax deductible @eation, as well as the tax consequence of ttilesent of the Stendal EPC contract.

We reported net income from continuing operatiargtie third quarter of 2007 of € 10.7 million,®0.30 per basic and € 0.26 per diluted
share, which included an aggregate net unrealizesidf € 1.1 million on our outstanding derivatie®sl an unrealized foreign exchange gain
on our long-term debt. In the third quarter of 200 reported net income from continuing operatiof® 6.1 million, or € 0.18 per basic and
diluted share, which reflected a net loss of € IBilton on our outstanding derivatives and an atized non-cash foreign exchange gain on
our long-term debt.

We generated “Operating EBITDA” of € 35.8 millionca€48.2 million in the three months ended SeptembefB07 and 2006, respective
Operating EBITDA has significant limitations asa@malytical tool and should not be considered itaian or as a substitute for analysis of
our results as reported under GAAP. See the diggus$ our results for the first nine months of ZG0r additional information relating to
Operating EBITDA.

FORM 10-Q
QUARTERLY REPORT - PAGE 27




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

Three Months Ended

September 30
2007 2006
(in thousands)
Net income from continuing operatio €10,70¢ € 6,12¢
Minority interest 742 (5,976
Income taxe! (6,869 (2,539
Interest expens 18,59¢ 23,04
Investment incom (2,797 (2,080
Unrealized foreign exchange (gain) loss on « (4,626 704
Derivative financial instruments, net Ic 5,69¢€ 14,47:
Operating income from continuing operatic 21,457 34,75¢
Add: Depreciation and amortizatis 14,35 13,46¢
Operating EBITDA €35,80¢ €48,22!
Liquidity and Capital Resources
The following table is a summary of selected finahinformation for the periods indicated:
As at As at
September 3C December 31
2007 2006

(in thousands)
Financial Position

Cash and cash equivalel € 69,44 € 69,36
Working capital®) 150,65( 101,63(
Property, plant and equipme 949,04¢ 972,14:
Total asset(®) 1,286,28: 1,300,501
Long-term liabilities 890,98: 963,79:
Shareholder equity 270,91! 218,80:

(1) Excluding assets and liabilities of discontinueémpions.

As at September 30, 2007 and December 31, 200&astirand cash equivalents were € 69.4 millional¥e had € 33.0 million of restricted
cash in a debt service account related to the ingrfor the Stendal mill, compared to € 57.0 roillias at December 31, 2006. As at
September 30, 2007, we had not drawn any amourgruahd € 40.0 million Rosenthal revolving term dtéaicility and had drawn down
approximately € 15.5 million of the C$40.0 milli@elgar revolving credit facility.

We expect to meet our interest and debt serviceresgs and the working and maintenance capitalnagents for our operations from cash
flow from operations, cash on hand and the two Ikéwg working capital facilities for the Rosenttad 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 operationstadbtendal Loan Facility (“Stendal Facility”). lBuant to the Stendal Facility, Stendal
established a restricted cash debt service reseoaint, the target balance of which is the scheeblimterest and principal payments for the
ensuing year. Under the Stendal Facility, Sterglalirrently restricted from making certain paymeimsluding paying dividends to us and its
other minority shareholder as it does not meetqpitesd financial performance ratios and the debtise reserve account balance
requirements.
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Operating Activities

Operating activities in the first nine months oDZQrovided cash of € 4.3 million, compared to jong cash of € 33.3 million in the
comparative period of 2006. An increase in recdasdue primarily to higher sales used cash of.8 @fllion in the first nine months of

2007, compared to an increase in receivables usislg of € 14.9 million in the comparative perio®006. An increase in inventories used
cash of € 31.1 million in the first nine months2807, most of which was due to a build up of fiepply at our three mills. In 2006, a
decrease in inventories provided cash of € 11.8amiin the first nine months of 2006. An increaseccounts payable and accrued expenses
provided cash of € 5.6 million in the first nine mios of 2007, compared to using cash of € 0.1 onilin the comparative period of 2006.

Working capital is subject to cyclical operatingeds, the timing of collections and receivables tiedpayment of payables and expenses.

Investing Activities

Investing activities in the nine months ended Sapter 30, 2007 provided cash of € 25.4 million, @ity due to a drawdown of €

24.0 million from our debt service reserve accaurder the Stendal Facility to repay principal. Tepayment of notes receivable provided
cash of € 4.7 million. In the nine months endedtSaper 30, 2006 investing activities used cash4%.€ million primarily due to a
drawdown under a tranche of the Stendal Facilityp¢oease the restricted cash in Stendal’s debicgereserve account of € 25.4 million.

Capital expenditures used cash of € 2.7 milliothinfirst nine months of 2007 compared to usindn@d<£ 24.0 million in the comparative
period of 2006.

Financing Activities

Financing activities used cash of € 30.8 milliortie nine months ended September 30, 2007 primduiyto € 33.9 million of principal
repayments of the Stendal Facility in the firsteninonths of 2007. In the comparative period in 2@@&ncing activities used cash of €
1.1 million primarily due to a net € 4.0 millionipcipal repayment of the Stendal Facility.

We have no material commitments to acquire assaiperating businesses. We anticipate that thdidw/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 thrbiggh return capital expenditures at our
operating facilities, we will require substantialpital resources. The required necessary resofoceach 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 dyitime first nine months of 2007.
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Capital Resources

In addition to our current revolving credit fadg#is for the Rosenthal and Celgar mills, we may seekise future funding in the debt markets
if our indenture relating to our 9.25% senior ngiesmits, subject to compliance with the indentlitee indenture governing the senior notes
provides that, in order for Mercer Inc. and itstrieted subsidiaries (as defined in the indentune ahich excludes the Stendal mill and, up to
December 31, 2006, our discontinued operationshter into certain types of transactions, includimgincurrence of additional indebtedn
the making of restricted payments and the complatfanergers and consolidations (other than, it ease, those specifically permitted by
our senior note indenture), we must meet a minimatio of Indenture EBITDA to Fixed Charges as defirin the senior note indenture of
2.0 to 1.0 on a pro forma basis for the most rdg@mded four full fiscal quarters.

Convertible Notes

We currently have outstanding $67.3 million of sulioated 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. Weretsem 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 majasftpur business transactions are denominated insEttowever, we hold certain assets and
liabilities in U.S. dollars and Canadian dollargcArdingly, our consolidated financial results smbject to foreign currency exchange rate
fluctuations.

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

In the nine months ended September 30, 2007, watezha net € 29.9 million foreign exchange tramstegain and, as a result, the
cumulative foreign exchange translation gain reggbwtithin comprehensive income increased to € #iill&n at September 30, 2007 from €
11.9 million at December 31, 2006.

Based upon the exchange rate at September 30, @00, S. dollar has decreased by approximately ih19alue against the Euro since
September 30, 2006. See “Quantitative and Quaigddisclosures about Market 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 FirsuCondition and Results of Operations of thaultssof operations and financial
condition of Mercer Inc. and our restricted sulmiis under the indenture, referred to as the fiRésti Group”. The Restricted Group is
comprised of Mercer Inc., certain holding
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subsidiaries, Rosenthal and the Celgar mill. ThetiRted Group excludes our Stendal mill and, upécember 31, 2006, our discontinued
operations.

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

Restricted Group Resul— Nine Months Ended September 30, 2007 Comparelitee Months Ended September 30, 2006

Total revenues for the Restricted Group for themronths ended September 30, 2007 increased t0.8 Billion from €265.5 million in the
comparative period of 2006, primarily because ghler pulp sales from the Rosenthal and Celgar wmmiltshigher prices. Pulp sales
realizations for the Restricted Group were € 526A418@MT on average in the nine months ended Septe@®e2007 and € 460 per ADMT in
the comparative period of 2006. The increase in JaBar based NBSK pulp prices was partially offisg the weakening of the U.S. dollar
which decreased in value by approximately 8% agaliresEuro during the period.

Costs of sales and general, administrative and etkenses for the Restricted Group in the nineth®ended September 30, 2007 increased
to € 281.4 million from € 244.7 million in the cormative period of 2006, primarily as a result afrgased fiber costs and higher sales
volumes.

During the current period, we took an aggregateloflays scheduled annual maintenance downtimer &asenthal and Celgar mills. During
the comparative period of 2006, our Rosenthal agldat mills took approximately 34 days of schedutedntenance and strategic capital
expenditure downtime, during which Rosenthal coteglehe installation of a new brownstock washethifourth quarter of 2007, we have
no scheduled maintenance downtime planned.

During the scheduled maintenance downtime at Celgaimplemented the final phase of our Blue Garzgstal project consisting of the
dryer capacity expansion. These changes have simogrovements in production capacity and operati@ffaiencies, as evidenced by
Celgar achieving daily, monthly and quarterly preiiton records during the third quarter.

The markets and prices for emission allowancesmoato be weak, and as a result our contributiondcome from the sale of such emission
allowances by our Rosenthal pulp mill in the fingte months of 2007 was € 0.3 million, compare€ &7 million in the comparative period
of 2006.

Overall, fiber costs of the Restricted Group insezhby approximately 47% in the first nine month@D7 versus the same period of 2006 as
a result of both a supply imbalance and increasedathd. In Germany, the supply imbalance resulted fow harvesting levels in late 2005
and 2006 which were not made up during the courtieeoyear. Increased demand in Germany resulted figher consumption of wood
residuals by renewable energy suppliers. A stramgpiean lumber market at the beginning of 2007 igdex/some price relief in the latter ¢

of the second quarter and in the third quarter.r@liyave currently expect fiber prices to be getigilavel for the balance of the year but
continued weakness in lumber markets may put upywasisure on prices in early 2008.
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Operating depreciation and amortization for thetiRded Group increased marginally to € 21.1 millia the current period from €
20.6 million in the comparative period of 2006.

In the first nine months of 2007, the Restricted@xr reported operating income from continuing opena of € 29.4 million, compared to €
20.8 million in the first nine months of 2006, penly as a result of improving pulp markets andesi, partially offset by higher fiber prices
and a weakening U.S. dollar.

Interest expense for the Restricted Group in the mionths ended September 30, 2007 decreasedLtd £lion from € 24.6 million in the
same period last year.

In the current period of 2007, the Restricted Groegorded a foreign exchange gain on debt of €fll&n, compared to a gain of €
11.5 million in the comparative period of 2006.

In the first nine months of 2007 the Restricted @princreased the provision for deferred incomebyaapproximately € 4.5 million, which is
net of the realization of benefits on ceratin taduictible depreciation.

For the nine months ended September 30, 2007,dk&ifed Group reported net income from contindpgrations of € 13.6 million,
compared to € 2.7 million in the first nine montdf2006, primarily as a result of higher pulp ps@nd improved productivity and sales.

The Restricted Group generated “Operating EBITDAE 0.6 million and € 41.4 million in the nine ntbe ended September 30, 2007 and
2006, respectively. Operating EBITDA is definecbasrating income (loss) from continuing operatiphs depreciation and amortization
and non-recurring capital asset impairment char@esrating EBITDA for the Restricted Group is cééted by adding depreciation and
amortization to the operating income from contiguaperations of € 21.3 million and € 20.6 milliar the nine months ended September 30,
2007 and 2006, respectively.

Operating EBITDA has significant limitations asa@malytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. See the digmus$ Mercer's results for the nine months endegt&mber 30, 2007 for additional
information relating to such limitations and OpergtEBITDA.
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The following table provides a reconciliation ot ilcome from continuing operations to operatingpime from continuing operations and
Operating EBITDA for the Restricted Group for theripds indicated:

Nine Months Ended
September 30
2007 2006
(in thousands)

Restricted Group

Net income from continuing operatio®) €13,57: € 2,681
Income taxe: 4,93: 8,28¢
Interest expens 21,41 24,60:
Investment and other incon (3,76)) (3,26))
Unrealized foreign exchange gain on d (6,809 (11,469
Operating income from continuing operatic 29,35! 20,84¢
Add: Depreciation and amortizatit 21,27« 20,58(
Operating EBITDA®) €50,62¢ € 41,42t

(1) See Note 9 of the condensed consolidated finag@gtments included elsewhere herein for a redatioi to our consolidated resul
Restricted Group Resul— Three Months Ended September 30, 2007 Comparetiiee Months Ended September 30, 2006

Total revenues for the Restricted Group for theghmonths ended September 30, 2007 increased®.& rillion from € 95.8 million in the
comparative quarter of 2006, primarily becauseighér pulp sales from both the Celgar and Rosemtfiitd and higher prices. Pulp sales
realizations for the Restricted Group were € 52841@MT on average in the three months ended Septe®®, 2007 and €91 per ADMT in
the comparative quarter of 2006. The increase $ Jollar based NBSK pulp prices was partially efffsy the weakening of the U.S. dollar
which decreased in value by approximately 7% vetisei€Euro.

Costs of sales and general, administrative and etkgeenses for the Restricted Group in the thresthsoended September 30, 2007 increasec
to € 95.6 million from €75.4 million in the comparative quarter of 2006marily as a result of increased fiber costs amghéi sales volume

During the current period, we took an aggregate ddys scheduled annual maintenance downtime &asgnthal mill. During the
comparative period of 2006, our Rosenthal and Cetglis took approximately 1 day of maintenance atrdtegic capital expenditure
downtime, during which Rosenthal completed theailtesion of a new brownstock washer.

We recorded no contribution to income from the sdilsuch emission allowances in the third quart&0®7 or in the comparative period of
2006.

Overall, fiber costs of the Restricted Group insezhby approximately 35% in the third quarter dd20ersus the same period in 2006 as a
result of both a supply imbalance and increasedadeimin Germany, the supply imbalance resulted flmmharvesting levels in late 2005
and 2006 which were not made up during the courtieeoyear. Increased demand in Germany resulted figher consumption of wood
residuals by renewable energy suppliers. A stram@ean lumber market provided some marginal patief during the current quarter.
Overall, we currently expect fiber prices to be graily level for the balance of the year but comid weakness in lumber markets may put
upward pressure on prices in early 2008.
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Operating depreciation and amortization for thetiRged Group increased to € 7.4 million in theremt quarter from € 6.4 million in the
comparative quarter of 2006.

In the third quarter of 2007, the Restricted Grogyported operating income from continuing operatiofi€ 11.0 million, compared to
operating income from continuing operations of €42@illion in the third quarter of 2006. The de@eavas primarily as a result of the
negative impact of higher fiber costs and the aregtd weakening of the U.S. dollar, particulaggiast the Canadian dollar.

Interest expense for the Restricted Group in theetimonths ended September 30, 2007 decreased@aréllion from € 8.2 million in the
year ago perioc

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

In the current quarter, the Restricted Group inggdahe provision for deferred income tax by apjonaxely € 0.8 million, which is net of the
realization of benefits on certain tax deductitépmciation.

For the three months ended September 30, 200Réakkicted Group reported net income from contiguiperations of € 9.0 million,
compared to income of € 11.3 million in the threentihs ended September 30, 2006, primarily as dt fshigher pulp prices and improved
results at our Celgar mill, which were more thafsetf by higher fiber prices and the weakening ddar.

The Restricted Group generated “Operating EBITDAEA8.4 million and € 26.8 million in the three nibs ended September 30, 2007 and
2006, respectively. Operating EBITDA is definetbasrating income (loss) from continuing operatiphs depreciation and amortization
and non-recurring capital asset impairment char@esrating EBITDA for the Restricted Group is cééted by adding depreciation and
amortization to the operating income (loss) fromtawing operations of € 7.5 million and € 6.4 iwitl for the three months ended
September 30, 2007 and 2006, respectively.

Operating EBITDA has significant limitations asamalytical tool, and should not be considered dteitson, or as a substitute for analysis of
our results as reported under GAAP. See the digmus$ Mercer's results for the nine months endegt&mber 30, 2007 for additional
information relating to such limitations and OpergtEBITDA.
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The following table provides a reconciliation ot ilcome from continuing operations to operatingpime from continuing operations and
Operating EBITDA for the Restricted Group for theripds indicated:

Three Months Ended
September 30
2007 2006
(in thousands)

Restricted Group

Net income from continuing operatio®) € 9,04 €11,29¢
Income taxe: 783 1,381
Interest expens 6,99¢ 8,16(
Investment and other incon (1,32 (1,142
Unrealized foreign exchange (gain) loss on « 4,54%) 704
Operating income from continuing operatic 10,95¢ 20,40:
Add: Depreciation and amortizatit 7,48¢€ 6,38
Operating EBITDA®) €18,44: €£26,78¢

(1) See Note 9 of the condensed consolidated finag@gtments 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
September 30 December 31
2007 2006
(in thousands)

Restricted Group Financial Position(?)

Cash and cash equivalel € 48,99 € 39,07¢
Working capital® 110,90! 74,96
Property, plant and equipme 395,86 408,95
Total asset® 630,84t 609,51!
Long-term liabilities 312,23! 318,72¢
Shareholder equity 273,51! 243,94¢

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

At September 30, 2007, the Restricted Group hall @ad cash equivalents of € 49.0 million, compdoeél 39.1 million at December 31,
2006. At September 30, 2007, the Restricted Gragpworking capital of € 110.9 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 cafpe facilities for the Rosenthal and
Celgar mills. As at September 30, 2007, we hadiretvn any amount under the Rosenthal revolving nedit facility and had drawn down
to approximately € 15.5 million under the C$40 naiil Celgar revolving credit facility.
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Critical Accounting Policies

The preparation of financial statements and reldisclosures in conformity with GAAP requires maeagent to make estimates and
assumptions that affect the amounts reported ifinacial statements and accompanying notes. Bstisrare used for, but not limited to, the
accounting for doubtful accounts, depreciation amrtization, asset impairments, derivative finahitistruments, environmental
conservation, asset retirement obligations, 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 accoungiolicies that are the most important to the podtajf our current financial condition and
results of operations.

For information about both our significant andickt accounting policies, see our annual reporform 10-K for the year ended
December 31, 2006.

New Accounting Standards
See Notes 1 and 7 to the Company’s condensed odaitsal financial statements included in Item 1.

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 nufrdiBerent places in this
report and can be identified by words such asrfesiés”, “projects”, “expects”, “intends”, “believesplans”, or their negatives or other
comparable words. Also look for discussions oftefyg that involve risks and uncertainties. Forwimimking statements include statements
regarding the outlook for our future operationset@sts of future costs and expenditures, the 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 uncertairnfiasactual results may differ materially from thas the forward-looking statements due
to risks facing us or due to actual facts differirgm the assumptions underlying our estimates.&ohthese risks and assumptions include
those set forth in reports and other documentsawve filed with or furnished to the SEC, includimgour annual report on Form 10-K for the
year ended December 31, 2006. We advise you thaetbautionary remarks expressly qualify in theidirety all forwar«-looking statements
attributable to us or persons acting on our behhifess required by law, we do not assume any atitig to update forward-looking
statements based on unanticipated events or chaxgedtations. However, you should carefully reviee/reports and other documents we
file from time to time with the SEC.
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Cyclical Nature of Business
Revenue

The pulp business is cyclical in nature and marfatsur principal products are characterized byqus of supply and demand imbalance,
which in turn affects product prices. Pulp markaes highly competitive and are sensitive to cytlatenges 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 Evels 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 k&®sts in idling or closing a mill, some producer choose to operate at a loss, sometimes
even a cash loss, which can prolong weak priciMyr@nments due to oversupply. Oversupply of ourdpicis can also result from producers
introducing new capacity in response to favorabieiqy trends.

Demand for pulp has historically been determinedhaylevel of economic growth and has been closetiito overall business activity.
Although pulp prices have improved commencing mlHiter part of 2005 and through the third quasfét007, we cannot predict the impact
of future economic weakness in certain world marketthe impact of war, terrorist activity or otletents on our markets.

Prices for pulp are driven by many factors outgidecontrol, 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 produttts price for pulp may fall below our
cash production costs, requiring us to either irstwart-term losses on product sales or cease piodwt one or more of our manufacturing
facilities. Therefore, our profitability with resgieto pulp depends on managing our cost strucpaicularly raw materials which represent a
significant component of our operating costs andftactuate based upon factors beyond our cornifrtie 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 avditgtand cost of raw materials, energy and labad aur plant efficiencies and productivity.
Our main raw material is fiber in the form of wochips and pulp logs. Fiber costs are primarily c#d by the supply of, and demand for,
lumber which is highly cyclical in nature and caary significantly by location. Production costsaatkepend on the total volume of
production. Lower operating rates and productiditiehcies during periods of cyclically low demarebult in higher average production
costs and lower margins.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

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

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

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

In the first quarter of 2005, Stendal entered miorency swaps to convert a portion of its indebéss under the Stendal Facility from Euros
into U.S. dollars and certain currency forwardsApril 2005, Stendal entered into a currency swapanvert the balance of its long-term
indebtedness under the Stendal Facility from EimmsU.S. dollars. During the first nine months2@07, we recorded an unrealized €

12.2 million net gain before minority interests ngbe marked to market valuation of such derivatisempared to a net unrealized gain of €
76.3 million in the comparative period of 2006.

During the current period, we determined that #maining currency swaps had met our objectivesandettled them. As a result, we
realized a gain of € 6.8 million from their origl@mmencement. In the same period of 2006, wézezhh 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, ia@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 effectianture that information required to be disclosetthé reports that are filed or submitted
under the Exchange Act is recorded, processed, suired and reported within the time periods spedifin the Commission’s rules and
forms and to ensure that information required taliselosed by an issuer in the reports that isfde submits under the Exchange Act is
accumulated and communicated to management, imgjutsi Principal Executive Officer and Principah&ncial Officer, as appropriate, to
allow timely decisions regarding required discl@sur

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

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

ITEM 1. LEGAL PROCEEDINGS

In October 2005, our wholly owned subsidiary, ZeltsCelgar Limited, received a re-assessmentdal property transfer tax payable in
British Columbia, Canada, in the amount of appratety € 3.3 million (C$4.7 million) in connectiontiv the transfer of the land where the
Celgar mill is situated. The Company is contestirgassessment and the amount, if any, that magysble in connection 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 6. EXHIBITS

Exhibit o

No. Description

311 Section 302 Certification of Chief Executive Offic

31.2 Section 302 Certification of Chief Financial Offic

32.1* Section 906 Certification of Chief Executive Offic

32.2* Section 906 Certification of Chief Financial Offic

* In accordance with Release 33-8212 of the Caossion, these Certifications: (i) are “furnished’th@ Commission and are not “filed”

for the purposes of liability under the Securitieshange Act of 1934, as amended; and (ii) arémbe subject to automatic
incorporation by reference into any of the Compamggistration statements filed under the Secsrfiet of 1933, as amended for the
purposes of liability thereunder or any offeringmwandum, unless the Company specifically incorgsréhem by reference there
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SIGNATURES
Pursuant to the requirements of Becurities Exchange Act of 193the Registrant has duly caused this report tsidneed 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: November 6, 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 omgitsde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nleadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ adimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the Registrant as of, andli@ 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 pruaesdor 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 assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally 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 Redast’'s internal control over financial reporting; &

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: November 6, 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 circuntets. under which such statements were made, nigamisg 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, andli@ 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 pruaesdor 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 Redast’s internal control over financial reporting; &

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: November 6, 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 puesnt to Section 906 of th&arbanes-

Oxley Act of 200218 U.S.C. Section 1350, that:
the Quarterly Report on Form 10-Q of therpany for the quarterly period ended SeptembeRB07 (the “Report”) fully complies

1)
with the requirements of Section 13(a) of Securities Exchange Act of 19(15 U.S.C. 78m or 780(d)); a1
(2) the information contained in the Reportl§apresents, in all material respects, the finahcondition and results of operations of the
Company
Dated: November 6, 2007
/s/ Jimmy S.H. Lee

Jimmy S.H. Lee
Chief Executive Officer

A signed original of this written statement reqdit®y Section 906 has been provided to Mercer latesnal 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 tHéarbanes-
Oxley Act of 200218 U.S.C. Section 1350, that:

(1) the Quarterly Report on Form 10-Q of ther(pany for the quarterly period ended Septembe2@07 (the “Report”) fully complies

with the requirements of Section 13(a) of Securities Exchange Act of 19(15 U.S.C. 78m or 780(d)); a1

(2) the information contained in the Reportl§apresents, in all material respects, the finahcondition and results of operations of the
Company
Dated: November 6, 2007

/s/ David M. Gandossi

David M. Gandossi
Chief Financial Officer

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





