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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

MERCER INTERNATIONAL INC.
INTERIM CONSOLIDATED FINANCIAL STATEMENTS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2008
(Unaudited)

FORM 10-Q
QUARTERLY REPORT — PAGE 2
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MERCER INTERNATIONAL INC.
INTERIM CONSOLIDATED BALANCE SHEETS

(Unaudited)
(In thousands of Euros)

September 3C December 31
2008 2007
ASSETS
Current assel
Cash and cash equivalel € 7577¢ € 84,84¢
Receivable: 81,50: 89,89(
Note receivable, current portic 62€ 5,89¢
Inventories (Note 4 129,96! 103,61(
Prepaid expenses and ot 10,12¢ 6,01
Total current asse 298,00: 290,25¢
Long-term asset
Cash, restricted (Note 13,00( 33,00(
Property, plant and equipme 904,65: 933,25¢
Investments (Note ¢ 64€ 96
Deferred note issuance and other c 4,32¢ 5,30:
Deferred income ta 25,43 17,62«
Note receivable, less current porti 3,65( 3,971
951,70 993,25t
Total asset € 1,249,70: €1,283,51
LIABILITIES
Current liabilities
Accounts payable and accrued expe! € 87,31t € 87,00(
Pension and other pr-retirement benefit obligations, current port 95& 49¢
Debt, current portiol 36,59¢ 34,02:
Total current liabilities 124,86¢ 121,51¢
Long-term liabilities
Debt, less current portic 795,44! 815,83
Unrealized interest rate derivative losses (Not 17,37( 21,88t
Pension and other prretirement benefit obligations (Note 18,36: 19,98t
Capital leases and oth 12,29( 8,99¢
Deferred income ta 29,271 18,64(
872,74 885,33
Total liabilities 997,61. 1,006,85!
SHAREHOLDERS’ EQUITY
Share capital (Note * 203,43t 202,84«
Additional paic-in capital 461 134
Retained earning 23,98¢ 37,41¢
Accumulated other comprehensive inco 24,21 36,26¢
Total shareholde’ equity 252,09¢ 276,66:
Total liabilities and sharehold¢ equity € 1,249,70! €1,283,51

Commitments and Contingencies (Note 9)

The accompanying notes are an integral part oféhiaterim consolidated financial statements.
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MERCER INTERNATIONAL INC.
INTERIM CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(In thousands of Euros, except per share data)

Revenue!

Costs and expens
Operating cost
Operating depreciation and amortizat

Selling, general and administrative exper
(Sale) purchase of emission allowan

Operating income from continuing operatic

Other income (expens
Interest expens
Investment income (los:
Foreign exchange gain (loss) ond
Realized gain on derivative instruments (Not
Unrealized gain (loss) on derivative instrumentsté\b)
Total other income (expens
Income (loss) before income taxes and minorityregefrom continuing
operations
Income tax benefit (provisior— current
— deferred
Income (loss) before minority interest from contimgioperation:
Minority interest
Net income (loss) from continuing operatic
Net income (loss) from discontinued operati
Net income (loss

Retained earnings, beginning of per
Retained earnings, end of peri

Net income (loss) from continuing operations pexrsi{Note 3)
Basic

Diluted

Net income (loss) per shal
Basic

Diluted

Three Months Ended

September 30,
2008 2007
€178,60: €191,11:
144,76:. 148,52¢
14,03 14,28¢
19,80¢ 28,29¢
9,95¢ 6,841
9,854 21,45%
(16,422 (17,299
(2,03)) 1,491
(9,560 4,62¢
(8,219 (5,696
(36,230 (16,879
(26,376 4,57¢
(231) (144)
6,14 7,018
(20,467 11,44¢
3,29( (742)
(17,179 10,70¢
= _ (19
(17,179 10,69¢
41,15¢ 19,48t
€ 23,98¢ € 30,18
€ (049 € 0.3C
€ (049 € 0.2¢
€ (049 € 0.2¢€
€ (049 € 0.2¢

Nine Months Ended

September 30,

2008 2007
€528,28¢ €537,24!
427,10t 426,83:
41,66¢ 42,00:
59,51¢ 68,41
24,80:¢ 22,30(
(766)

34,71 46,87
(49,057 (54,109
(300) 3,78¢
(3,29)) 7,22¢
— 6,82(
4,51¢ 12,15¢
(48,139 (24,11
(13,420 22,76(
(68) (877)
(2,982) (5,95
(16,470 15,92«
3,037 (785)
(13,439 15,13¢
(199)

(13,437 14,94:
37,41¢ 15,24(
€ 23,98¢ € 30,18!
€ (0.37) € 04z
€ (0.3 €  0.4C
€ (0.37) € 041
€ (0.37) € 03¢

The accompanying notes are an integral part oféhiaterim consolidated financial statements.
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MERCER INTERNATIONAL INC.
INTERIM CONSOLIDATED STATEMENTS OF COMPREHENSIVE IN COME (LOSS)

(Unaudited)
(In thousands of Euros)

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Net income (loss €(17,179 €10,69¢ £€(13,43)) €14,94:

Other comprehensive income (los
Foreign currency translation adjustm (3,997) 11,66 (12,040 29,91¢
8

Unrealized (losses) gains on securities arisingndiuthe perioc (16) (14 71
Other comprehensive (loss) incol (3,989 11,64¢ (12,059 29,99(
Total comprehensive (loss) incor €(21,15) €22,34¢ €(25,48)) €44,93.

The accompanying notes are an integral part ofetigterim consolidated financial statements.
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MERCER INTERNATIONAL INC.
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands of Euros)

Three Months Ended

September 30,
2008 2007
Cash flows from (used in) operating activiti
Net income (loss €(17,177) € 10,69¢
Adjustments to reconcile net income to cash floresnfoperating
activities
Unrealized (gain) loss on derivativ 8,21t 5,69¢
Foreign exchange (gain) loss on d 9,56( (4,62¢€)
Loss (gain) on sale of assi 177 151
Operating depreciation and amortizat 14,03: 14,28«
Non-operating amortizatio 70 67
Minority interest (3,290 742
Deferred income taxe (6,144 (7,019
Stock compensation exper 213 154
Pension and other pr-retirement expens 497 411
Pension and other pr-retirement benefit fundin (402 (367)
Other 10¢ (37
Changes in current assets and liabili
Receivable: 18,35: 7,407
Inventories (29,759 (2,479
Accounts payable and accrued expet (3,806€) (9,519
Other (3,549 65¢
Net cash from (used in) operating activit (2,889) 17,22¢
Cash flows from (used in) investing activitis
Purchase of property, plant and equipn(® (9,269 7,83¢
Proceeds on sale of property, plant and equipi 271 11
Cash, restricte 20,00( 12,00(
Notes receivabl — (11)
Net cash from (used in) investing activit 11,00 19,83
Cash flows from (used in) financing activitit
Repayment of notes payable and ¢ (17,139 (13,41
Repayment of capital lease obligatic 30C (1,646
Proceeds from borrowings of notes payable and — —
Issuance of common shal — —
Net cash from (used in) financing activit (16,839 (15,059
Effect of exchange rate changes on cash and casaénts 1,20 (407)
Net increase (decrease) in cash and cash equis (7,51¢) 21,59
Cash and cash equivalents, beginning of pe@ 83,29¢ 48,88
Cash and cash equivalents, end of pe® € 75,77¢ € 70,47¢

Nine Months Ended

September 30,

2008 2007
€(13,439) € 14,94:
(4,51 (12,156
3,291 (7,229
(781) 12¢
41,66¢ 42,00:
211 194
(3,037 78t
2,98 5,95¢
56¢ 35C
1,50z 1,36¢
(1,527 (1,207
(377) 912
7,67¢ (19,319
(27,436 (31,149
1,99¢ 5,61(
(2,24%) 1,93¢
6,54( 3,13¢
(17,130 (2,709
1,88¢ 53¢
20,00( 24,00(
5,30z 4,72(
10,057 26,55/
(34,029 (26,865
(532) (4,229)
8,431 —
— 30&
(26,129 (30,789
45¢ 1,764
(9,069 674
84,84t 69,80¢
€ 75,77¢ € 70,47¢

(1) 2007 includes amounts received in the thirdrter of 2007, and recorded as a reduction ofgatgpplant and equipment (approximately
€9,100) upon the settlement of the Stendal engingeprocurement and construction (EPC) conti

(2) Includes amounts related to discontinued operatdn8008— € nil (2007 — € 437).
(3) Includes amounts related to discontinued operatidén8008— € nil (2007— € 1,037).

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

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS (cont inued)
(Unaudited)
(In thousands of Euros)

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Supplemental disclosure of cash flow informati
Cash paid (received) during the period
Interest € 26,20¢ €48,51: €56,97¢ € 66,13¢
Income taxe: 59 (21¢) (259) 397
Supplemental schedule of r-cash investing and financing activitit
Acquisition of production and other equipment uncizpital lease
obligations € 1,08t € (127 € 4,78¢ € 2,08¢
Common shares issued in satisfaction of floatirig nate — — — 6,72¢

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

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 1. Basis of Presentation

The interim consolidated financial statements doetd herein include the accounts of Mercer Intéomat Inc. (“Mercer Inc.”) and its wholly-
owned and majority-owned subsidiaries (collectiyéhe “Company”). The Company’s shares of commonlkstre quoted and listed for
trading on the NASDAQ Global Market and the Toro8tock Exchange, respectively.

The interim consolidated financial statements Haaen prepared by the Company pursuant to the anlgsegulations of the U.S. Securities
and Exchange Commission (the “SEC”). The year-amsalidated balance sheet data was derived frorteguithancial statements. The
footnote disclosure included herein has been peepiaraccordance with accounting principles geheealcepted for interim financial
statements in the United States. The interim catai@ld financial statements should be read togetitarthe audited consolidated financial
statements and accompanying notes included in dimep@ny’s latest annual report on Form 10-K forftkeal year ended December 31, 2007.
In the opinion of the Company, the unaudited imteconsolidated financial statements contained hereitain all adjustments necessary to
fairly present the results of the interim periodslided. The results for the periods included meneay not be indicative of the results for the
entire year.

The Company has three operating pulp mills thabggregated into one reportable business segmaritetrpulp. Accordingly the results
presented are those of the reportable businessesg¢gm

Certain prior year amounts in the unaudited intaramsolidated financial statements have been rgfidto conform to the current year
presentation.

New Accounting Standart

In February 2007, the Financial Accounting Standd&dard (“FASB”) issued Statement of Financial Aacting Standards No. 15%he Fair
Value Option for Financial Assets and Financial hilities (“FAS 159”). FAS 159 permits entities to chooserteasure many financial
instruments and certain other items at fair val&S 159 is intended to improve financial reportngmitigating volatility in reported earnings
caused by measuring related assets and liabititfeesently without having to apply complex hedgeaunting provisions. The Company
adopted FAS 159 effective January 1, 2008, the anplwhich was not material.

FORM 10-Q
QUARTERLY REPORT — PAGE 8




Table of Contents

MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 1. Basis of Presentation (continued)

In February 2008, FASB issued FASB Staff Positian RAS 157-2 (“FSP 157-2"Effective Date of FASB Statement No. 1&hich provides

a one year deferral of the effective date of tlageshent of Financial Accounting Standards No. Eailt, Value Measuremen(sFAS 157”) for
non-financial assets and non-financial liabilitiescept those that are recognized or discloseldeitfibancial statements at fair value at least
annually. In accordance with this interpretatidve €Company has only adopted the provisions of FBBwiith respect to its financial assets and
liabilities that are measured at fair value witthie financial statements as of December 31, 200&.pfovisions of FAS 157 have not been
applied to non-financial assets and non-finanéadtilities, such as asset retirement obligations.

In March 2008, the FASB issued Statement of Firedrtcounting Standards No. 1@isclosures about Derivative Instruments and Hedgin
Activities(“FAS 161"). FAS 161 requires enhanced disclosatesut how and why companies use derivatives, howate&e instruments and
related hedged items are accounted for and howate instruments and related hedged items aff@ecimpany’s financial position, financial
performance and cash flows. The provisions of FAS dre effective for financial statements issuedifral years and interim periods
beginning after November 15, 2008, with early atwpencouraged. Consequently, FAS 161 will be ¢iffedor the Company’s quarter ended
March 31, 2009. The Company is in the process tefrdening the impact, if any, the adoption of FAGLIwill have on its financial statement
disclosures.

In May 2008, the FASB issued Statement of Finans@ounting Standards No. 16Phe Hierarchy of Generally Accepted Accounting
Principles(“FAS 162"). FAS 162 defines the sources of accmgnprinciples and the framework for selecting phimciples used in the
preparation of financial statements that are ptteskim conformity with generally accepted accoumminciples in the United States. The
provisions of FAS 162 are effective 60 days follogrithe SEC’s approval of the Public Company Accimgn©versight Board amendment to
AU Section 411The Meaning of Present Fairly in Conformity Withr@eally Accepted Accounting Principle$he Company is in the process
of determining the impact, if any, the adoptior=&S 162 will have on its financial statements aistldsures.

In May 2008, the FASB issued FASB Staff PositionrBAR}-1 Accounting for Convertible Debt Instruments ThatyNBe Settled in Cash upon
Conversion (Including Partial SettlemeftfFSP 14-1"). FSP 14-1 states that convertible defttuments that are within its scope are required
to be separated into both a debt component andutyeomponent. In addition, any debt discouribibe accreted to interest expense over the
expected life of the debt. The provisions of FSPLBte effective for financial statements issuadital years beginning after December 15,
2008, and implementation is generally requiredgadirospective. Early adoption is not permittelde Tompany is in the process of
determining the impact, if any, the adoption of FSIPL will have on its financial statements ancldisures.

FORM 10-Q
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MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 2. Stock-Based Compensation

The Company has a napalified stock option plan which provides for apts to be granted to officers and employees toisegumaximum c
3,600,000 common shares including options for 13D ghares to directors who are not officers or eyg#s. The Company adopted a stock
incentive plan which provides for options, stoclprgeiation rights and restricted shares to be a@dchtd employees and outside directors to a
maximum of 1,000,000 common shares. During thé diusirter of 2008, the Company implemented a new fof stock-based compensation
called performance stock under its existing stodlentive plan.

Stock Options
Following is a summary of the status of optionsstariding at September 30, 2008:

Qutstanding 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( 1.7¢ $6.2¢ 830,00( $6.2¢
7.30 30,00( 6.7¢ 7.3C 30,00( 7.3C
7.92 68,33¢ 7.0C 7.92 68,33« 7.92

During the three and nine month periods ended &dpe30, 2008, no options were exercised, cancellexpired.

During the nine month period ended September 307,280,000 options were exercised at an exercise pf $6.375 and 26,666 options were
exercised at an exercise price of $7.92 for casbgads of $402,435. 5,000 options were cancellddld6,000 options expired during the
period. The average intrinsic value of the optierercised was $4.58 per option.

FORM 10-Q
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MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 2. Stock-Based Compensation (continued)

Restricted Stoc

The fair value of restricted stock is determineddzhupon the number of shares granted and thedjpdte of the Compang’stock on the da
of grant. Restricted stock generally vests overyaars. Expense is recognized on a straight-liséstmver the vesting period. Expense
recognized for the three and nine months endede8dmr 30, 2008 were € 38 and € 139, respectivél§12— € 88 and € 231).

As at September 30, 2008, the total remaining wyeized compensation cost related to restrictecksdmounted to approximately € 82 (2007
— € 173), which will be amortized over their remaigivesting period.

During the three month period ended September@IB,2ho restricted stock awards were granted tegaddent directors and officers of the
Company (2007 — 21,000). During the nine monthqebanded September 30, 2008, 21,000 restricted atwards were granted (2007 —
21,000). There were nil (2007 — nil) restrictedcét@awards cancelled during the three and nine mpetiods ended September 30, 2008.

As at September 30, 2008, the total number ofiotstf stock awards outstanding was 232,685.

Performance Stoc

Grants of performance stock comprise rights toivecstock at a future date that are contingenh@enGompany and the grantee achieving
certain performance objectives. During the nine theended September 30, 2008, potential stock h@exdakrmance awards totaled 570,615
shares, which vest on December 31, 2010. Expensgmied for the three and nine month periods eSggdember 30, 2008, was € 175 and €
429, respectively (2007 — nil and nil).

As at September 30, 2008, the total remaining wyeized compensation cost associated with the pedioce stock totaled approximately €
1,633 which will be amortized over their remainiregsting period.

FORM 10-Q
QUARTERLY REPORT — PAGE 11




Table of Contents

MERCER INTERNATIONAL INC.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(In thousands of Euros, except per share data)

Note 3. Income Per Share

Net income (loss) from continuing operatic— basic
Interest on convertible notes, net of

Net income (loss) from continuing operatic— diluted

Net income (loss) from continuing operations pearst
Basic

Diluted

Net income (loss) from continuing operatic
Net income (loss) from discontinued operati

Net income (loss— basic
Interest on convertible notes, net of

Net income (loss— diluted

Net income (loss) per shal
Basic

Diluted

Weighted average number of common shares outsigr

Basic

Effect of dilutive instruments
Stock options and awari
Convertible note

Diluted

Three Months Ended

Nine Months Ended

September 30 September 30

2008 2007 2008 2007
€ (17,179 € 10,70¢ € (13,43) € 15,13¢
€ € 1,05(C € € 2,95¢
€ (17179 € 1175¢ € (13,43) € 18,09t
€ (047 € 0.3C € (0.37) € 0.4z
€ (047 € 026 € (0.37) € 0.4C
€ (17,179 € 10,70¢ € (13,43) €  15,13¢
(10 (19€)
(17,179 10,69¢ (13,43)) 14,94:
— 1,05(C 2,95¢
(17,179 € 11,74t € (1343) € 17,89;
€ (047 € 0.2¢€ € (0.37) € 0.41
€ (047 € 0.2¢ € (0.37) € 0.3¢
36,422,48 36,284,34 36,388,66 36,012,15
6,06¢ 285,68 70,054 405,32¢
— 8,678,06! — 8,920,02.
36,428,55 45,248,09 36,458,72 45,337,50

The calculation of diluted income per share dogsnmude the exercise of instruments that wouldehan anti-dilutive effect on earnings per

share.

Convertible notes excluded from the calculatiowlibfted income per share for the three and ninetmpeariods ended September 30, 2008
because they are anti-dilutive represented 8,6B8586res (2007 —+il). Performance stock excluded from the calcolabf diluted income pe
share for both the three and nine month periode@®egptember 30, 2008 because they are anti-diltgpresented 285,297 shares (2007 —

nil).

FORM 10-Q
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MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 4. Inventories

September 30, 200 December 31, 20C

Raw material € 46,98! € 38,04¢
Finished good 57,14 43,12]
Work in process and oth 25,84 22,43t

€ 129,96! € 103,61(

Note 5. Derivatives Transactions

Three Months Ended September 3(

2008 2007
Realized net gain on foreign exchange derivat € — € —
Unrealized net gain (loss) on interest rate deireal € (8,219 € (5,69¢)
Unrealized net gain (loss) on foreign exchangevdéries — —
Unrealized net gain (loss) on derivative finanaigkruments € (8,219 € (5,696

Nine Months Ended September 3(
2008 2007
Realized net gain (loss) on foreign exchange devies € — € 6,82(
Unrealized net gain (loss) on interest rate deitea € 4,51¢ € 18,08¢
Unrealized net gain (loss) on foreign exchangevdéries — (5,939
Unrealized net gain (loss) on derivative finanaigkruments € 451F € 12,15¢
FORM 10-Q

QUARTERLY REPORT — PAGE 13
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MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 6. Pension and Other Post-Retirement Benefitlfligations

Included in pension and other post-retirement hienbfigations are amounts related to the Compa@gkgar and German mills.

The largest component of this obligation is witBpect 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 actuastfmates and statutory requirements. Pension tanions for the three and nine month
periods ended September 30, 2008 totaled € 402 4rsR7, respectively (2007 — € 367 and € 1,201).

The Company anticipates based on actuarial estintlag it will make contributions to the definechbét pension plan of approximately €
1,614 (C$2.5 million) in 2008.

Effective December 31, 2008, the defined benefihplill be closed to new members. In addition,db&ned benefit service accrual will cease
on December 31, 2008, and members will begin tougcbenefits under a new defined contribution gtHactive January 1, 2009.

Three Months Ended September 30,

2008 2007
Post- Post-
Pension Retirement Pension Retirement
_Benefits _Benefits Benefits Benefits
Service cos € 197 € 12t € 21t € 121
Interest cos 33¢ 20C 34¢ 19C
Expected return on plan ass (385) — (428) —
Recognized net los — 21 — 16
Net periodic benefit cot € 151 €  34¢ € 13€ € 327
Nine Months Ended September 30,
2008 2007
Posi- Posi-
Pension Retirement Pension Retirement
_Benefits _Benefits Benefits Benefits
Service cos € 59¢€ € 37¢ € 62:Z € 351
Interest cos 1,02¢ 60¢& 1,01¢ 551
Expected return on plan ass (1,16%) — (1,247 —
Recognized net los — 62 — 46
Net periodic benefit cot € 45€ € 1,04¢ € 39€ € 94¢€

FORM 10-Q
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MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)
Note 7. Share Capital
Authorized

Preferred shares with U.S. $1 par value issualderies: 50,000,000 (2007 — 50,000,000)
Series A: 2,000,000 (2007 — 2,000,000)

Common shares with U.S. $1 par value: 200,000,007 — 200,000,000)
Issued and Outstandir

Common shares — 36,422,487 (2007 — 36,285,027)

Note 8. Financial Instruments

The Company adopted FAS 157 effective January @8 20he adoption of FAS 157 resulted in no imparcthee Company’s consolidated
financial position or results from operations.

The fair value methodologies and, as a resultfainevalue of the Company’s investments and derreainstruments are determined based on
the fair value hierarchy provided in FAS 157. Thi ¥alue hierarchy per FAS 157 is as follows:

Level 1 — Valuations based on quoted prices invaatiarkets fordenticalassets and liabilities.

Level 2 — Valuations based on observable inputciive markets fosimilar assets and liabilities, other than Level 1 prisegh as quoted
interest or currency exchange rates.

Level 3 — Valuations based on significant unobseleénputs that are supported by little or no madetivity, such as discounted cash flow
methodologies based on internal cash flow forecasts

The Company classified its investments within Lelelf the valuation hierarchy where quoted priaesawvailable in an active market. The
Company also holds highly liquid investments withéstricted cash, which are marked to market aettfteof each period. Level 1 investments
include exchange-traded equities.

The Company’s derivatives are classified within &le¥ of the valuation hierarchy, as they are traolethe over-the-counter market and are
valued using internal models that use as theishasidily observable market inputs, such as foniaetest rates.
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MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 8. Financial Instruments (continued)

The valuation techniques used by Mercer are baged abservable inputs. Observable inputs reflecketalata obtained from independent
sources. In addition, the Company considered 8ieaf non-performance of the obligor, which in sorases reflects the Compasywn cred|
risk, in determining the fair value of the derivatinstruments. The counterparty to our interest saap derivative is a multi-national financial
institution. The fair value of the interest rateaps represents the Company’s exposure on the tee\@ntracts.

The following table presents a summary of the Camgjsaoutstanding financial instruments and thetimeated fair values under the hierarchy
defined in FAS 157:

Fair value measurements at September 30, 2008 using

Quoted prices il Significant
active market: Significant othel unobservabli

for identical asse observable input inputs
Description (Level 1) (Level 2) (Level 3) Total
Assets
Investments held in restricted cash € 7,97¢ — — € 7,974
Investments (a € 64€ — — £ 64€
Total asset € 8,62( — — € 8,62(
Liabilities
Derivatives (b’

- Interest rate sway — £ 17,37( — £ 17,37(

(@) Based on observable market di
(b) Based on observable inputs for the liability (ietrrates and yield curves observable at speotiéevals).

Note 9. Commitments and Contingencies

In April 2008, as part of a new energy projecttfoe Celgar mill, the Company entered into a conti@cthe purchase of a new 48 megawatt
condensing turbine-generator set. The value oftimract is approximately € 7,300 (C$11.0 millioffie Company has made subsequent
payments totaling approximately € 1,700 (C$2.8ioml. In the third quarter, the Company continuediake progress with the Celgar energy
project and as a result has made additional comenitsn primarily for equipment totalling approximigté€ 6,200 (C$9.3 million), of which
approximately € 66 (C$0.1 million) was paid durthg period.

In July 2008, as part of a bleaching project lieeawal at the Rosenthal mill, the Company entartdd contract for the purchase of
equipment. The value of the contract is approxitgeiet,200, and as at September 30, 2008, the Coyripad made payments totaling € 630.
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MERCER INTERNATIONAL INC.

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands of Euros, except per share data)

Note 10. Restricted Group Supplemental Disclosure

The terms of the indenture governing our 9.25%aamisecured notes require that we provide thdtsestioperations and financial condition
of Mercer International Inc. and our restricted sidlaries under the indenture, collectively refdrre as the “Restricted Group”. As at and
during the three and nine months ended Septemh&088 and 2007, the Restricted Group was compdéétercer International Inc., certain
holding subsidiaries and our Rosenthal and Celgis.fihe Restricted Group excludes the Stendal mil

Combined Condensed Balance Sheet

September 30, 2008

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
ASSETS
Current
Cash and cash equivalel € 61,68¢ € 14,09( € — € 7577¢
Receivable: 37,38¢ 44,11¢ — 81,50t
Note receivable, current portic 62¢ — 62¢
Inventories 80,54: 49,42: — 129,96!
Prepaid expenses and otl 7,341 2,78¢ — 10,12¢
Total current asse 187,58¢ 110,41: — 298,00:
Cash, restricte — 13,00( — 13,00(
Property, plant and equipme 370,67. 533,98: — 904,65:
Other 4,96 5 — 4,97
Deferred income ta 20,32: 5,111 — 25,43
Due from unrestricted grot 54,64¢ — (54,64¢) —
Note receivable, less current porti 3,65( — — 3,65(
Total asset €641,84! € 662,50¢ € (54,64 €1,249,70!
LIABILITIES
Current
Accounts payable and accrued expe! € 49,73¢ € 37,57¢ € — € 87,31
Pension and other pr-retirement benefit obligations, current port 95¢ — — 95¢
Debt, current portiol — 36,59¢ — 36,59¢
Total current liabilities 50,69« 74,17¢ — 124,86
Debt, less current portic 291,37 504,07: — 795,44!
Due to restricted grou — 54,64¢ (54,64¢) —
Unrealized derivative los — 17,37( — 17,37(
Pension and other p«-retirement benefit obligatior 18,36: — — 18,36:
Capital leases and oth 7,59¢ 4,691 — 12,29(
Deferred income ta 12,06¢ 17,21 — 29,27
Total liabilities 380,09: 672,16 (54,64¢) 997,61.
SHAREHOLDERS’ EQUITY
Total shareholde’ equity (deficit) 261,75¢ (9,65¢) — 252,09¢
Total liabilities and sharehold¢ equity €641,84! € 662,50¢ € (54,64¢) €1,249,70!
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(In thousands of Euros, except per share data)

Note 10 Restricted Group Supplemental Disclosure (continuex

Combined Condensed Balance Sheet

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

LIABILITIES
Current
Accounts payable and accrued expet
Pension and other pr-retirement benefit obligations, current port
Debt, current portiol
Total current liabilities
Debt, less current portic
Due to restricted grou
Unrealized derivative los
Pension and other p«-retirement benefit obligatior
Capital leases and oth
Deferred income ta

Total liabilities

SHAREHOLDERS'’ EQUITY
Total shareholde’ equity (deficit)

Total liabilities and sharehold¢ equity

FORM 10-Q
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December 31, 200

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€ 59,37: € 2547 € — € 84,84¢
37,48 52,40¢ — 89,89(
58¢ 5,307 — 5,89¢
63,44« 40,16¢ — 103,61(
3,714 2,301 — 6,01¢
164,60( 125,65¢ — 290,25¢
— 33,00( — 33,00(
385,56¢ 547,68¢ — 933,25¢
5,39¢ — — 5,39¢
10,85: 6,77: — 17,62¢
57,45’ — (57,457 —
3,971 — — 3,971
€627,85¢ € 713,12( € (57,45) €1,283,51
€ 43,62 € 43,37¢ € — € 87,00(
49¢ — — 49¢
— 34,02 — 34,02
44,11« 77,402 — 121,51¢
273,58¢ 542,24 — 815,83
= 57,45’ (57,45)) =
— 21,88t — 21,88t
19,98t — 19,98:
7,03 1,96¢ — 8,99¢
4,55% 14,08 — 18,64(
349,27 715,04( (57,45 1,006,85!
278,58: (1,920 — 276,66
€627,85¢ € 713,12( € (57,45) €1,283,51
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Note 10 Restricted Group Supplemental Disclosure (continuex

Combined Condensed Statements of Operations

Three Months Ended September 30, 20C

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
Revenue: €102,60:- € 75,99¢ € — € 178,60:
Operating cost 88,71¢ 56,04« — 144,76:
Operating depreciation and amortizat 7,33: 6,70( — 14,03
Selling, general and administrative exper 6,58¢ 3,36¢ — 9,954
102,63t 66,11: — 168,74¢
Operating income (loss) from continuing operati (32 9,88¢ — 9,854
Other income (expens
Interest expens (8,61%) (10,719 2,912 (16,424
Investment income (los: 3,60¢ (2,72%) (2,912 (2,037
Foreign exchange gain (loss) ond (9,560 — — (9,560
Derivative financial instrumen — (8,215 — (8,215
Total other income (expens (14,56%) (21,667) — (36,230
Income (loss) before income taxes and minorityragefrom
continuing operation (14,600 (12,77¢ — (26,37¢)
Income tax benefit (provisiot 5,17: 74C — 5,91:
Income (loss) before minority interest from contimgioperation: (9,427) (12,036 — (20,469
Minority interest — 3,29( — 3,29(
Net income (loss € (9,42) € (7,746 € — € (17,179
Three Months Ended September 30, 2007
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
Revenue: €106,53( € 84,58 € — € 191,11
Operating cost 84,54¢ 63,98 — 148,52¢
Operating depreciation and amortizat 7,41¢ 6,86t — 14,28¢
Selling, general and administrative exper 3,61( 3,231 — 6,841
95,57« 74,08( — 169,65
Operating income (loss) from continuing operati 10,95¢ 10,50: — 21,455
Other income (expens
Interest expens (6,996 (11,240 937 (17,299
Investment income (los: 1,321 1,107 (937) 1,491
Foreign exchange gain (loss) on d 4,54k 81 — 4,62¢
Derivative financial instruments, n — (5,696 — (5,696
Total other income (expens (1,130 (15,74 — (16,879
Income (loss) before income taxes and minorityragefrom
continuing operation 9,82¢ (5,247) — 4,57¢
Income tax benefit (provisior (783) (7,652) — (6,86¢)
Income before minority interest from continuing oéns 9,04: 2,40t — 11,44¢
Minority interest — (742) — (742
Net income (loss) from continuing operatic 9,04: 1,66: — 10,70¢
Net income (loss) from discontinued operati (10 — — (10)
Net income (loss € 9,03 € 1,662 € — € 10,69¢
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Note 10 Restricted Group Supplemental Disclosure (continued

Combined Condensed Statements of Operations

Revenue!

Operating cost

Operating depreciation and amortizat
Selling, general and administrative exper
(Sale) purchase of emission allowan

Operating income (loss) from continuing operati

Other income (expens
Interest expens
Investment income (los:
Foreign exchange gain (loss) ond
Derivative financial instrumen
Total other income (expens
Income (loss) before income taxes and minorityragefrom
continuing operation
Income tax benefit (provisiot
Income (loss) before minority interest from contimgioperation:
Minority interest
Net income (loss

Revenue!

Operating cost

Operating depreciation and amortizat
Selling, general and administrative exper
(Sale) purchase of emission allowan

Operating income (loss) from continuing operati

Other income (expens
Interest expens
Investment income (los:
Foreign exchange gain (loss) on d
Derivative financial instruments, n
Total other income (expens
Income (loss) before income taxes and minorityragefrom
continuing operation
Income tax benefit (provisiot
Income (loss) before minority interest from contimgioperation:
Minority interest
Net income (loss) from continuing operatic
Net income (loss) from discontinued operati
Net income (loss

FORM 10-Q
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Nine Months Ended September 30, 2008

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€301,40( € 226,88 € — € 528,28¢
254,31 172,79: — 427,10t
21,52¢ 20,14( — 41,66¢
15,19¢ 9,60¢ — 24,80:
291,03¢ 202,54 — 493,57¢
10,36¢ 24,34 — 34,71
(19,769 (32,200 2,91z (49,057

4,97: (2,360 (2,912 (300
(3,181 (110) — (3,297
— 4,51¢ — 4,51F
(17,979 (30,15 — (48,137
(7,612) (5,808) — (13,420
1,71¢ (4,766) — (3,05(0)
(5,89€6) (10,574 — (16,470)
— 3,03 — 3,031
€ (5,896 € (7,53) € — € (13,43
Nine Months Ended September 30, 2007
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€310,77( € 226,47! € — € 537,24!
248,29 178,53¢ — 426,83
21,08( 20,92 — 42,00
12,31¢ 9,98¢ — 22,30(
(26€) (49€) - (76€)
281,41¢ 208,94¢ — 490,36¢
29,35 17,52¢ — 46,87
(21,419 (35,47 2,77¢ (54,109
3,761 2,80: (2,77%) 3,78¢
6,80¢ 421 — 7,22¢
— 18,97¢ — 18,97¢
(10,84 (13,279 — (24,11))
18,50¢ 4,25¢ — 22,76(
(4,937 (1,907 — (6,836)
13,57: 2,351 — 15,92«
— (785) — (785)
13,57: 1,56¢ — 15,13¢
(19€) - - (19€)
€ 13,37¢ € 1,56¢ € — € 14,94
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

In this document: (i) unless the context otherwesguires, references to “we”, “our”, “us”, the “Cpany” or “Mercer” mean Mercer
International Inc. and its subsidiaries; (ii) refieces to “Mercer Inc.” mean the Company excludiagubsidiaries; (iii) information is provided
as of September 30, 2008, unless otherwise st@t@all references to monetary amounts are to tiBUrthe lawful currency adopted by most
members of the European Union, unless otherwisedst&) “ € " refers to Euros, “$” refers to U.&ollars and C$ refers to Canadian dollars;
and (vi) “ADMTSs” refers to air-dried metric tonnes.

We operate three NBSK pulp mills through our whallyned subsidiaries, Rosenthal and Celgar, and @680 owned subsidiary, Stendal,
which have a consolidated annual production capa€iapproximately 1.4 million ADMTSs.

The following discussion and analysis of our resoltoperations and financial condition for theethand nine months ended September 30,
2008 should be read in conjunction with our intecomsolidated financial statements and relatedsnatduded in this quarterly report, as well
as our most recent annual report on Form 10-KHeffiscal year ended December 31, 2007 filed wi¢hSEC.

Results of Operations

Three Months Ended September 30, 2008 Comparede& Months Ended September 30, 2007

Selected production, sales and exchange rate alatiaef three months ended September 30, 2008 @di2@s follows:

Three Months Ended September 3I

2008 2007

Pulp Production‘000 ADMTS) 368.4 361.(
Scheduled Production Downtim'000 ADMTS) 9.C 8.C
Pulp Sales'000 ADMTS) 363.¢ 363.f
Revenues (in millions € 178.¢ € 1911
NBSK pulp list prices in Europe ($/ADM1 $ 87¢ $ 81C
NBSK pulp list prices in Europe€ /ADMT) € 58E € 58¢
Average pulp sales realization€ /ADMT) @ € 484 € 52C
Average Spot Currency Exchange R

€/$@ 0.665¢ 0.726¢
C$/%$@ 1.041¢ 1.044¢
C$/€£0) 1.562( 1.4367

(1) List price less discounts and commissic
(2) Average Federal Reserve Bank of New York noon sgetover the reporting peric
(3) Average Bank of Canada noon spot rate over thertiaggeriod.

Revenues for the three months ended SeptembefB8,d&creased by 6.5% to € 178.6 million from €.1%illion in the comparative quarter
of 2007, due to the weaker U.S. dollar in the aurgpiarter which more than offset higher pulp mice

List prices for NBSK pulp in Europe were approxiglgt€ 585 ($878) per ADMT in the third quarter &8 compared to approximately € 589
($810) in the third quarter of 2007, € 586 ($880)he first quarter of 2008 and € 576 ($900) ingbeond quarter of 2008. List prices, which
had been improving in 2008, started declining talsdahe latter part of the third quarter as a resfudlowing global economies and, in
particular, lower demand in China.
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Pulp sales volume remained largely unchanged a7363ADMTs in the current quarter compared to 383,BDMTSs in the comparative
period of 2007.

Average pulp sales realizations decreased by 60984 per ADMT in the third quarter of 2008 fré®20 per ADMT in the third quarter of
2007 as higher pulp prices were more than offsehbycontinued weakness in the U.S. dollar duriregdurrent quarter.

Partially offsetting the recent declines in pulps has been the appreciation of the U.S. dodlesus the Euro and the Canadian dollar which
commenced in the latter part of the third quartet bas continued into the fourth quarter. Spedlficaince the end of the third quarter to date,
the Euro and the Canadian dollar have decreasegypximately 8.1% and 8.5%, respectively, in vagainst the U.S. dollar. A stronger L
dollar is beneficial to us because, although NBSko s primarily quoted in U.S. dollars, our protioa costs are principally incurred in Euros
and Canadian dollars.

Pulp production increased marginally to 368,378 ADMn the current quarter from 360,986 ADMTSs in sizgne period of 2007, as all of our
mills performed generally well. In the third quarté 2008, we had a total of 10 days scheduled teaance downtime at our mills, compared
to 9 days in the same period last year.

During the third quarter of 2008, our raw mateiiglentories increased to € 47.0 million fron3@&.8 million at the end of the prior quarter as
built up inventories in anticipation of a slowemtér harvesting season. Our pulp inventories irseédo € 57.1 million in the third quarter of
2008 from € 52.2 million at the end of the priorger. Pulp inventories at our Celgar mill increhas sales to China slowed considerably in
the latter part of the third quarter as a resuthefbuild-up of pulp stocks by Chinese buyersiesthis year. Pulp inventories at our Rosenthal
and Stendal mills were generally consistent withgacond quarter.

Costs and expenses in the third quarter of 2008dseed marginally to € 168.7 million froml€9.7 million in the comparative quarter of 20

On average, fiber costs increased by approxim&tép in the third quarter of 2008 versus the saar@g in 2007. Our fiber costs in Germe
decreased slightly in the current quarter fromabeparative period of 2007 as the sustained pramuctrtailments by German sawmills and
large parts of the European board industry contancedemand for fiber remains generally low. Fibmsts at our Celgar mill increased in the
current quarter from the prior quarter and the spared last year as a result of increased whajelopping and higher freight costs incurred
in the delivery of wood chips to the mill. Overaldle currently expect fiber prices in Germany in fimgrth quarter and early part of 2009 to
remain generally level with third quarter pricethdf costs at our Celgar mill are also expectegttaain at current levels in the near term ar
decrease as we move into 2009 as a result ofifiilteatives implemented at the mill including impements in transportation logistics and
woodroom efficiencies.

We recorded no contribution to income from the sdlemission allowances for the three months er@kgatember 30, 2008 and 2007 as a
result of weak markets and prices for the salendégion allowances. In the third quarter of 20@8es of surplus energy were approximately
7.2% higher than in the comparative quarter of 2007
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Operating depreciation and amortization decreasadjimally to € 14.0 million from € 14.3 million ithe comparative quarter of 2007.

For the third quarter of 2008, operating incomerelased to € 9.9 million from € 21.5 million in tbemparative quarter of 2007, primarily due
to lower sales realizations.

Interest expense in the third quarter of 2008 deszd to € 16.4 million from € 17.3 million in thegr ago period, primarily due to lower levels
of borrowing.

We recorded an unrealized loss of € 8.2 milliorob&iminority interests on our interest rate denirest during the third quarter of 2008. In the
comparative quarter of 2007, we recorded an ureglioss of € 5.7 million before minority interests our then outstanding interest rate
derivatives.

In the third quarter of 2008, we recorded an utizedlloss of € 9.6 million on our foreign currerdgnominated debt, compared to an
unrealized gain of € 4.6 million in the same perd@007.

In the third quarter of 2008, the minority sharetesls proportionate interest in the Stendal mityss for the period was € 3.3 million,
compared to € 0.7 million of income in the thirdagier of 2007.

We reported a net loss from continuing operati@ngHe third quarter of 2008 of € 17.2 million,®0.47 per basic and diluted share. In the
third quarter of 2007, we reported net income fimmtinuing operations of € 10.7 million, or € 03 basic share and € 0.26 per diluted
share.

Operating EBITDA decreased to € 24.0 million in thied quarter of 2008 from € 35.8 million in thHe¢e months ended September 30, 2007.

Operating EBITDA is defined as operating incomerfroontinuing operations plus depreciation and ai@etion and nomecurring capital ass
impairment charges. Management uses Operating EBIA®a benchmark measurement of its own operatisgits, and as a benchmark
relative to its competitors. Management considets be a meaningful supplement to operating incasa performance measure primarily
because depreciation expense and non-recurrintatapset impairment charges are not an actualazthand depreciation expense varies
widely from company to company in a manner that agement considers largely independent of the uyidgrtost efficiency of their

operating facilities. In addition, we believe Operg EBITDA is commonly used by securities analygtgestors and other interested parties to
evaluate our financial performance. Operating EBATd»es not reflect the impact of a number of itehet affect our net income, including
financing costs and the effect of derivative instamts. Operating EBITDA is not a measure of finahperformance under GAAP, and should
not be considered as an alternative to net incaniecome from operations as a measure of operdtperéormance, nor as an alternative to net
cash from operating activities as a measure ofdityu
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Operating EBITDA has significant limitations asamalytical tool, and should not be consideredafaiton, or as a substitute for analysis of
our results as reported under GAAP. Some of thigstations are that Operating EBITDA does not reffl€i) our cash expenditures, or future
requirements, for capital expenditures or cont@atommitments; (ii) changes in, or cash requireméor, working capital needs; (iii) the
significant interest expense, or the cash requingsngecessary to service interest or principal gays) on our outstanding debt; (iv) minority
interests on our Stendal NBSK pulp mill operatidi3;the impact of realized or marked to marketrges in our derivative positions, which
can be substantial; and (vi) the impact of impaimtrharges against our investments or assets. Beaduhese limitations, Operating EBITL
should only be considered as a supplemental opaedtperformance measure and should not be coesidera measure of liquidity or cash
available to us to invest in the growth of our Inesis. See the Statement of Cash Flows set out intedim consolidated financial statements
included herein. Because all companies do not tkE®perating EBITDA in the same manner, OperaiB§TDA as calculated by us may
differ from Operating EBITDA or EBITDA as calculatdy other companies. We compensate for thesealimits by using Operating EBITD
as a supplemental measure of our operational peaioce and relying primarily on our GAAP financitdtements.

The following table provides a reconciliation oft iiecome from continuing operations to Operating HBA for the periods indicated:

Three Months Ended

September 30,
2008 2007

(in thousands)
Net income (loss) from continuing operatic €(17,177) €10,70¢
Minority interest (3,290 742
Income taxes (benefit: (5,919 (6,869
Interest expens 16,42 17,29¢
Investment (income) los 2,031 (2,49
Unrealized foreign exchange loss (gain) on « 9,56( (4,626
Derivative financial instrumen 8,21° 5,69¢
Operating income from continuing operatic 9,854 21,457
Add: Depreciation and amortizatit 14,10: 14,35
Operating EBITDA € 23,95] €35,80¢

Nine Months Ended September 30, 2008 Compared teeNVionths Ended September 30, 2C

Selected production, sales and exchange rate alatiaef nine months ended September 30, 2008 andi2G@® follows:

Nine Months Ended September 3(

2008 2007

Pulp Production‘000 ADMTS) 1,086.. 1,034.¢
Scheduled Production Downtim‘000 ADMTSs) 26.C 46.C
Pulp Sales'000 ADMTSs) 1,059.: 1,029.°
Revenues (in millions € 528.: € b37.
NBSK pulp list prices in Europe ($/ADM1 $ 88¢€ $ 782
NBSK pulp list prices in Europe€ /ADMT) € 582 € 582
Average pulp sales realization€ /ADMT) @ €  49: € 517
Average Spot Currency Exchange R:

€/$@ 0.657: 0.743¢
C$/%$@ 1.018¢ 1.104¢
C$/€£0) 1.548¢ 1.484«

(1) List price less discounts and commissic
(2) Average Federal Reserve Bank of New York noon sgetover the reporting peria
(3) Average Bank of Canada noon spot rate over therttiaggeriod.
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Revenues for the nine months ended September 88,&reased to € 528.3 million from € 537.2 millin the comparative period of 2007,
as higher sales volumes and pulp prices were rharedffset by the weaker U.S. dollar versus theHluthe current period.

List prices for NBSK pulp in Europe were approxielgt€ 582 ($886) per ADMT in the first nine monthfs2008 compared to approximately €
582 ($783) in the first nine months of 2007.

Pulp sales volume increased to 1,059,212 ADMT#&éfirst nine months of 2008 from 1,029,674 ADMmghe first nine months of 2007.

Average pulp sales realizations were € 493 per ADMfhe first nine months of 2008 compared to € p&7 ADMT in the comparative period
of 2007, primarily as a result of the weaknessefW.S. dollar versus the Euro during the period.

Pulp production in the first nine months of 2008reased to 1,086,078 ADMTs from 1,034,592 ADMT thia same period of 2007, as all of
our mills performed generally well. In the firstieimonths of 2008, we had a total of 22 days sdbddunaintenance downtime at our mills,
compared to 33 days in the same period last year.

During the first nine months of 2008, our raw mieinventories increased to € 47.0 million fron3&0 million at the end of 2007. Our pulp
inventories increased to € 57.1 million in the drguarter of 2008 from € 43.1 million at the en®607.

Costs and expenses in the first nine months of 200&ased to € 493.6 million from € 490.4 millionthe comparative period of 2007.

On average, fiber costs decreased by approximatsdp in the first nine months of 2008 versus thaes@eriod in 2007. Our fiber costs in
Germany were approximately 3.3% lower comparethéosame period last year as lower demand for fiber the European board industry
reduced pressure on pricing. At our Celgar miléfibosts increased almost 12.6% from the thirdtquaf 2007 as the deterioration of the
North American housing and lumber markets shamptiuced sawmilling activity and residual chip sup@guiring Celgar to increase its lev
of whole log chipping. Celgar’s fiber costs wersaahegatively affected by higher freight costs med in the delivery of wood chips to the
mill.

We recorded no contribution to income from the sdilemission allowances for the nine months endsgaie3nber 30, 2008 compared to €
0.8 million in the same period last year as a tesfulveak markets and prices for the sale of emisallowances. In the first nine months of
2008, sales of surplus energy were approximat&YyoSigher than in the same period of 2007.

Operating depreciation and amortization decreasadjimally to € 41.7 million in the first nine mostiof 2008 from € 42.0 in the same period
last year.

For the first nine months of 2008, operating incaieereased to € 34.7 million from € 46.9 milliortire comparative period of 2007.
Interest expense in the first nine months of 208&elased to € 49.1 million from € 54.1 million Iretyear ago period, primarily due to a lower
level of borrowing.
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We recorded an unrealized gain of € 4.5 millionobefminority interests on our interest rate deiaest during the first nine months of 2008. In
the comparative period of 2007, we recorded a g&#119.0 million before minority interests on dbhen outstanding derivatives, which
included a realized gain of € 6.8 million from thettlement of currency swaps.

In the first nine months of 2008, we recorded & lois€ 3.3 million on our foreign currency denométhdebt, compared to a gain of €
7.2 million in the comparative period of 2007.

In the first nine months of 2008, the minority sfaslder’s proportionate interest in the Stendal'snibss for the period was € 3.0 million,
compared to € 0.8 million of income in the sameqekof 2007.

We reported a net loss from continuing operati@ngte first nine months of 2008 of € 13.4 milliam,€0.37 per basic and diluted share. In
first nine months of 2007, we reported net inconoenf continuing operations of € 15.1 million, or &8 per basic share and € 0.40 per diluted
share.

Operating EBITDA was € 76.6 million in the firstn@ months of 2008 from € 89.1 million in the ninenths ended September 30, 2007.
Operating EBITDA has significant limitations asamalytical tool, and should not be considered dtatson, or as a substitute for analysis of
our results as reported under GAAP. See the dismus$ our results for the three months ended Sepéz 30, 2008 for additional information
relating to Operating EBITDA.

The following table provides a reconciliation oft imecome from continuing operations to Operating HBA for the periods indicated:

Nine Months Ended

September 30,
2008 2007

(in thousands)
Net income (loss) from continuing operatic €(13,43)) € 15,13¢
Minority interest (3,037 78t
Income taxes (benefit: 3,05( 6,83¢
Interest expens 49,057 54,10¢
Investment (income) los 30C (3,786
Unrealized foreign exchange (gain) loss on « 3,291 (7,229
Derivative financial instrumen (4,519 (18,976
Operating income from continuing operatic 34,718 46,87
Add: Depreciation and amortizatit 41,87¢ 42,19
Operating EBITDA € 76,59: € 89,07
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Liquidity and Capital Resources

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

As at As at
September 30 December 31
2008 2007

(in thousands)

Financial Position

Cash and cash equivalel € 7577¢ € 84,84t
Working capital 173,13: 168,74:
Property, plant and equipme 904,65: 933,25¢
Total asset 1,249,701 1,283,51
Long-term liabilities 872,74 885,33¢
Shareholder equity 252,09¢ 276,66:

As at September 30, 2008 and December 31, 200¢ashrand cash equivalents were € 75.8 million€a8d.8 million, respectively. We also
had € 13.0 million of restricted cash in a debv®eraccount related to the financing for the Sgémdill at the end of the third quarter of 2008
compared to € 33.0 million at December 31, 2007aASeptember 30, 2008, we had not drawn any ammutgr the € 40.0 million Rosenthal
revolving term credit facility and had drawn apgroately C$35.2 million under the C$40.0 million Gat revolving credit facility.

We expect to meet our interest and debt servidgatidns and the working and maintenance capitplirements for our operations, other than
the Stendal mill, from cash flow from operationaske on hand and the two revolving working capaallities for the Rosenthal and Celgar
mills.

The following summary of certain selected provisiaf our credit facilities is not complete and thesovisions, including definitions of cert
terms, are qualified in their entirety by referet@e¢he credit facilities and applicable amendmemtsile with the SEC.

The Celgar revolving working facility had an initthree-year term and matures in May 2009. It magktended by our Celgar mill for
successive one-year periods upon request and landeptance. The maximum amount available undeCéhgar facility is C$40.0 million,
subject to borrowing base limitations equal to 88%ligible accounts receivable and a percentagdigible inventory varying between 65%
and 85%. The facility is secured by a first fixéthrge on the Celgar mill's working capital and iganteed by Mercer Inc. No security is
granted upon the equipment, buildings or real ptypef the Celgar mill. Advances under the facilifse available in Canadian and U.S. doll
Rates for advances in Canadian and U.S. dollarscral to a prime rate charged by a Canadian blaskapmargin of 0.50%. Advances are
also available under Canadian dollar acceptanag&Ja®. currency LIBOR rates plus, in each caseaggimn of 2.25%. The credit facility is
subject to a number of positive and negative coneneustomary for credit agreements of this natwkiding a covenant that, if the excess
amount under the credit facility for the Celgarinslless than C$8.0 million, then until it beconeegial to or greater than such amount, the
Celgar mill must maintain a fixed charge coveragrof not less than 1.1:1.0 for each 12-montloger

The Rosenthal revolving working capital facilityitsthe aggregate amount of € 40.0 million and megtin February 2010. There is no
borrowing base requirement in this facility angisecured by a first fixed charge on the workiagital of the Rosenthal mill. No security is
granted upon the equipment, buildings or real pitypef Rosenthal. Advances are available in Eurod.&. dollars. Interest accrues based
upon the form of advance at LIBOR or EURIBOR plusargin of 1.55% plus certain other costs incubgdenders. The agreement contains
positive and negative covenants customary to fasliof this type. They include that for the Robsahmill the ratio of net debt to EBITDA
must not exceed 3:1 in any 12-month period, thasstrbe an interest ratio coverage of EBITDA toliest expense equal to or in excess of
1.4:1 for each six-month period and there must bareent ratio where current assets to currentliieds must equal or exceed 1.1:1.

FORM 10-Q
QUARTERLY REPORT — PAGE 27




Table of Contents

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 operationscamd@0% owned Stendal mill's loan facility (thetéBdal Facility”). The Stendal Facility
was designed as a “project loan facility” for tlwmstruction and operation of the Stendal millslhon-recourse to Mercer Inc. and our other
operating subsidiaries. The Stendal Facility of 8tendal mill is our only credit facility with retauly scheduled principal payments, which are
due semi-annually until its maturity in 2017. In0®Q the Stendal Facility provides for semi-annuaigpal payments of approximately €

17.9 million and € 18.7 million. In addition to ajpéing cash flow, the Stendal mill also has apprately € 13.0 million in its debt service
reserve account to assist with scheduled paymadtfitionally, under the Stendal Facility, the Stahnohill is permitted, at its option, to
implement one six-month deferral of scheduled ppiaicpayments. As the Stendal Facility is the asrigdit facility which currently has
scheduled principal payments, Stendal has hadligitscussions with its lenders to provide for geedinancial flexibility given the current
distress and uncertainty facing global world masket

Our expectations as to our liquidity are based uporent market conditions and, in particular, entrand expected future pulp pricing and
foreign exchange rates.

Operating Activities

Operating activities in the first nine months oD8Qrovided cash of € 6.5 million, compared t8.€ million in the comparative period of 20(
A decrease in receivables provided cash of € 7llfomin the first nine months of 2008, comparediging cash of € 19.3 million in the
comparative period of 2007. An increase in invae®used cash of € 27.4 million in the first ninenths of 2008, compared to € 31.1 in the
same period of 2007.

Working capital is subject to cyclical operatingeds, such as the timing of collections and saldslam payment of payables.

Investing Activities

Investing activities in the first nine months of@0provided cash of € 10.1 million in large pareda a drawdown of funds in our debt service
reserve account to repay principal and intereseuotite Stendal Facility. The repayment of notesikable provided cash of € 5.3 million and
the sale of equipment provided cash of € 1.9 nmillio the nine months ended September 30, 200&timgeactivities provided cash of €

26.6 million primarily due to a drawdown of fundsadur debt service reserve account under the Stéamdkty.

In the first nine months of 2008, capital expendit) including expenditures related to the Celgargy project and woodroom upgrade as'
as the renewal of a bleaching line at our Rosemttilglused cash of € 17.1 million. In the sameigetast year, capital expenditures used €
2.7 million which included approximately € 9.1 rioth received in the third quarter of 2007 in contiatwith the settlement of the Stendal
engineering, procurement and construction contrveltich was recorded as a reduction of propertyntpdad equipment.
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Financing Activities

Financing activities used cash of € 26.1 milliortie nine months ended September 30, 2008, as o€ [34.0 million in scheduled
repayments of indebtedness under the Stendal iyanilihe first nine months of 2008. In the compieperiod in 2007, financing activities
used cash of € 30.8 million primarily due to scHeduepayments under the Stendal Facility.

Other than commitments totaling approximately &18illion relating to the energy project at our @&l mill which we entered into in the first
nine months of 2008, and contracts totaling appnately € 4.2 million to purchase equipment for Rukel’s bleach plant project, we have no
material commitments to acquire assets or operatisinesses. We anticipate that there will be aitipis of businesses or commitments to
projects in the future. To achieve our long-termalg@f expanding our asset and earnings base thithiegacquisition of interests in companies
and assets in the pulp and paper and related lsssiseand organically through high return capitpkeditures at our operating facilities, we
will require substantial capital resources. Theumel necessary resources for such long-term galilbe generated from cash flow from
operations, cash on hand, the sale of securitidé®aassets, and borrowing against our assets.

Contractual Obligations and Commitments

There were no material changes outside the ordicrauyse to any of our contractual obligations dytime first nine months of 2008.

Capital Resources

In addition to our current revolving credit faddis for the Rosenthal and Celgar mills, we may seehise future funding in the debt markets if
our indenture relating to our 9.25% senior notasnite, subject to compliance with the indenturee Tiidenture governing the senior notes
provides that, in order for Mercer Inc. and itstrieged subsidiaries (as defined in the indenturé &hich excludes the Stendal mill) to enter
into certain types of transactions, including theuirrence of additional indebtedness, the makingstficted payments and the completion of
mergers and consolidations (other than, in each, ¢hese specifically permitted by our senior rinteenture), we must meet a minimum ratio
of Indenture EBITDA to Fixed Charges as definethia senior note indenture of 2.0 to 1.0 on a prm#obasis for the most recently ended"
full fiscal quarters.

Foreign Currency

Our reporting currency is the Euro as the majasftpur business transactions are denominated ioEttowever, we hold certain assets and
liabilities in U.S. dollars and Canadian dollar&cArdingly, our consolidated financial results smeject to foreign currency exchange rate
fluctuations.

We translate foreign denominated assets and ligsilinto Euros at the rate of exchange on thenbalaheet date. Unrealized gains or losses
from these translations are recorded in our codatdd statement of comprehensive income and ingmashareholders’ equity on the balance
sheet but do not affect our net earnings.
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In the nine months ended September 30, 2008, adatedwther comprehensive income decreased byl€miflion which was primarily due
to the foreign exchange translation.

Based upon the exchange rate at September 30, 2@08,S. dollar has increased by approximatel§olifd value against the Euro since
September 30, 2007. See “Quantitative and Qualitddisclosures about Market Risk”.

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

The indenture governing our 9.25% senior notesiregthat we also provide a discussion in annudlcararterly reports we file with the SEC
under Management’s Discussion and Analysis of RirsCondition and Results of Operations of theiltssof operations and financial
condition of Mercer Inc. and our restricted sulesiidis under the indenture, referred to as the fiRéstl Group”. The Restricted Group is
comprised of Mercer Inc., certain holding subsigisyrand our Rosenthal and Celgar mills. The RasttiGroup excludes our Stendal mill.

The following is a discussion of the results of gi®ns and financial condition of the Restricted@. For further information regarding the
Restricted Group including, without limitation, @pnciliation to our consolidated results of opierat, see Note 10 of our quarterly interim
consolidated financial statements included herein.

Restricted Group Resul— Three Months Ended September 30, 2008 Comparethtiee Months Ended September 30, 2007

Revenues for the Restricted Group for the threethsoended September 30, 2008 decreased to € 1@Rdhimom € 106.5 million in the
comparative period of 2007, primarily due to theaker U.S. dollar relative to the Euro which morarttoffset higher pulp prices.

List prices for NBSK pulp in Europe were approxigigt€ 585 ($878) per ADMT in the third quarter &f0B and approximately € 589 ($810)
in the same period of 2007.

Pulp sales volume increased to 209,288 ADMTSs irthive quarter of 2008 from 201,236 ADMTs in therquarative period of 2007.

Average pulp sales realizations for the RestriGeolup were € 489 per ADMT in the three months erBegtember 30, 2008, compared to €
528 per ADMT in the comparative period of 2007hagher pulp prices were more than offset by thekmeas in the U.S. dollar during the
period.

Pulp production for the Restricted Group increase205,628 ADMTSs in the third quarter of 2008 fr@®2,301 ADMTs in the same period of
2007 as our Celgar and Rosenthal mills performexigaly well. In the third quarter of 2008, we hatbtal of 10 days scheduled maintenance
downtime at our Rosenthal mill, compared to 9 daythe same period last year.

Pulp inventories for the Restricted Group were aight September 30, 2008, compared to the samdasngear primarily as a result of higher
inventories at our Celgar mill which resulted fretowing sales to China in the latter part of thedtlquarter as a result of the build up of pulp
stocks by Chinese buyers earlier this year.
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Cost of sales and general, administrative and akeenses for the Restricted Group in the thirdtgunaf 2008 increased to € 102.6 million
from € 95.6 million in the comparative period of0Z0

Overall, fiber costs of the Restricted Group inesshby approximately 8.4% in the third quarter @& versus the same period of 2007. Fiber
costs for our Rosenthal mill increased slightlyhia third quarter of 2008 from the comparative @eiof 2007 due to higher prices for sawmill
residuals which comprise a significant portionib&f for the Rosenthal mill. At our Celgar mill &bcosts increased in the third quarter of 2
as a result of increased whole log chipping antidnidreight costs incurred in the delivery of wazdps to the mill.

The Restricted Group recorded no contribution tmime from the sale of emission allowances by oweRthal mill for the three months enc
September 30, 2008 and 2007 as a result of weaketsaaind prices for the sale of emission allowancethe current period, sales of surplus
energy were approximately 3.4% higher than in #maesquarter of 2007.

Operating depreciation and amortization for thetReged Group remained largely the same at € 7ldomiin the third quarter of 2008 and the
same period last year.

In the third quarter of 2008, the Restricted Groggported an operating loss of € 0.1 million comgareoperating income of € 11.0 million in
the third quarter of 2007, primarily due to lowates realizations.

Interest expense for the Restricted Group in tird tiuarter of 2008 increased to € 8.6 million fr€nd.0 million in the same quarter last year
due to higher levels of borrowing.

In the third quarter of 2008, the Restricted Groegorded a loss on foreign currency denominatet afe® 9.6 million, compared to a gain of €
4.5 million in the comparative quarter of 2007.

The Restricted Group reported a net loss from oaimg operations for the third quarter of 2008 &.£ million. In the third quarter of 2007,
the Restricted Group had net income from continwipgrations of € 9.0 million.

Operating EBITDA for the Restricted Group was € milion in the third quarter of 2008 compared t&é&4 million in the comparative quar
of 2007.

Operating EBITDA is defined as operating incomeghofrom continuing operations plus depreciatioth amortization and non-recurring
capital asset impairment charges. Operating EBITHa# significant limitations as an analytical tamd should not be considered in isolation,
or as a substitute for analysis of our resultseasited under GAAP. See the discussion of our teful the three months ended September 30,
2008 for additional information relating to sucimiiations and Operating EBITDA.
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The following table provides a reconciliation oft imecome from continuing operations to Operating HBA for the Restricted Group for the
periods indicated:

Three Months Ended
September 30,
2008 2007
(in thousands)

Restricted Group

Net income (loss) from continuing operatic®) € (9,42)) € 9,04:
Income taxe: (5,177) 78<
Interest expens 8,61 6,99¢
Investment (income) los (3,609 (1,32))
Unrealized foreign exchange (gain) loss on « 9,56( 4,54¢
Operating income (loss) from continuing operati (32 10,95¢
Add: Depreciation and amortizatit 7,401 7,48¢
Operating EBITDA® € 7,371 €18,44.

(1) See Note 10 of the interim consolidated finandiatesnents included elsewhere herein for a recaticiti to our consolidated resul

Restricted Group Resul— Nine Months Ended September 30, 2008 Compareblitte Months Ended September 30, 2007

Revenues for the Restricted Group for the nine hmoahded September 30, 2008 decreased to € 30lichrfrom € 310.8 million in the
comparative period of 2007, primarily as a restithe weak U.S. dollar versus the Euro.

List prices for NBSK pulp in Europe were approxiglgt€ 582 ($886) per ADMT in the first nine montfs2008 and approximately € 582
($783) in the comparative period of 2007.

Pulp sales volume increased to 609,564 ADMTSs irfitsenine months of 2008 from 589,463 ADMTs iretbomparative period of 2007.

Average pulp sales realizations for the RestriGeolup were € 493 per ADMT in the nine months enSeptember 30, 2008, compared to €
526 per ADMT in the comparative period of 2007 nmarily as a result of the weakness of the U.Sadaelrsus the Euro during the period.

Pulp production for the Restricted Group increasetl0,338 ADMTS in the first nine months of 2008m 593,060 ADMTSs in the same
period of 2007 as our Celgar and Rosenthal miliegaly performed well. We had a total of 22 dagfsesiuled maintenance downtime at our
Celgar and Rosenthal mills in the nine months erglgatember 30, 2008 compared to 21 days in the pan last year.

Pulp inventories for the Restricted Group were &igh the first nine months of 2008, compared ®ghme period last year.

Cost of sales and general, administrative and akeenses for the Restricted Group in the firsemronths of 2008 increased to €
291.0 million from € 281.4 million in the companagiperiod of 2007.

On average, fiber costs of the Restricted Groupessed by approximately 0.6% in the first nine rherdf 2008 versus the same period of
2007. Fiber costs for our Rosenthal mill declinedhie first nine months of 2008 from the compasraperiod of 2007 as lower demand for fi
from the European board industry reduced pressuggioing in Germany.
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At our Celgar mill fiber costs were higher in thiesf nine months of 2008 compared to the same @eri@007 as the deterioration of the North
American housing and lumber markets sharply redgesdnilling activity and residual chip supply redug Celgar to increase its levels of
whole log chipping. Celgar’s fiber costs were ailggatively affected by higher freight costs incdrire the delivery of wood chips to the mill.

The Restricted Group recorded no contribution tmime from the sale of emission allowances by oweRthal mill for the nine months ended
September 30, 2008 compared to € 0.3 million insée period last year as a result of weak masgetprices for the sale of emission
allowances. In the current period, sales of surphergy were approximately 4.4% higher than instie period of 2007.

Operating depreciation and amortization for thetfeted Group increased marginally to € 21.5 millio the current period from ZL.1 millior
in the comparative period of 2007.

In the first nine months of 2008, the Restricted@x's operating income decreased to € 10.4 mifiom €29.4 million in the first nine montl
of 2007.

Interest expense for the Restricted Group in tte fiine months of 2008 decreased to € 19.8 miftiom € 21.4 million in the same period last
year, primarily as a result of lower levels of twaving.

In the first nine months of 2008, the Restricted@rrecorded a loss of € 3.2 million on our foredgmrency denominated debt, compared to a
gain of € 6.8 million in the comparative period28f07.

The Restricted Group reported a net loss from oaimg operations for the first nine months of 2@0€ 5.9 million. In the first nine months
2007, net income from continuing operations forReestricted Group was € 13.6 million.

Operating EBITDA for the Restricted Group was €13a&illion in the first nine months of 2008 compatecE 50.6 million in the comparative
period of 2007.

Operating EBITDA is defined as operating incomeg)ofrom continuing operations plus depreciatioth amortization and non-recurring
capital asset impairment charges. Operating EBITHa#é significant limitations as an analytical tamd should not be considered in isolation,
or as a substitute for analysis of our resultsegsnted under GAAP. See the discussion of our teful the three months ended September 30,
2008 for additional information relating to sucimiiations and Operating EBITDA.
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The following table provides a reconciliation oft imecome from continuing operations to Operating HBA for the Restricted Group for the
periods indicated:

Nine Months Ended
September 30,
2008 2007
(in thousands)

Restricted Group

Net income (loss) from continuing operatic®) € (5,89¢) €13,57¢
Income taxes (benefit: (2,716 4,93:
Interest expens 19,76¢ 21,41
Investment (income) los (4,972) (3,76))
Unrealized foreign exchange (gain) loss on « 3,181 (6,809)
Operating income (loss) from continuing operati 10,36¢ 29,35:!
Add: Depreciation and amortizatit 21,73¢ 21,27
Operating EBITDA® €32,10¢ €50,62¢

(1) See Note 10 of the interim consolidated finandiatesnents included elsewhere herein for a recaticiti to our consolidated resul

Liquidity and Capital Resources of the Restricted Goup
The following table is a summary of selected firiahimformation for the Restricted Group for theripds indicated:

As at As at
September 30, December 31,
2008 2007

(in thousands)
Restricted Group Financial Position®

Cash and cash equivalel € 61,68¢ € 59,37:
Working capital 136,89! 120,48t
Property, plant and equipme 370,67 385,56¢
Total asset 641,84! 627,85¢
Long-term liabilities 329,39° 305,15¢
Shareholdel equity 261,75¢ 278,58.

(1) See Note 10 of the interim consolidated finandialesnents included elsewhere herein for a recaticiti to our consolidated resul

At September 30, 2008, the Restricted Group hald aad cash equivalents of € 61.7 million, compaoe€i59.4 million at December 31, 20(
At September 30, 2008, the Restricted Group hadiwgrcapital of € 136.9 million.

As at September 30, 2008, we had not drawn any ammuder the Rosenthal revolving term credit facéind had drawn approximately
C$35.2 million under the C$40.0 million Celgar riing credit facility.

We expect the Restricted Group to meet its intexedtdebt service obligations and meet the wor&imdymaintenance capital requirements for
its operations with cash flow from operations, casthand and the revolving working capital loarilfées for the Rosenthal and Celgar mills.
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Critical Accounting Policies

The preparation of financial statements and reldiedosures in conformity with GAAP requires maeagnt to make estimates and
assumptions that affect the amounts reported ifitta@cial statements and accompanying notes. Btsrare used for, but not limited to, the
accounting for doubtful accounts, depreciation amrtization, asset impairments, derivative finahtistruments, environmental
conservation, asset retirement obligations, pesséom post-retirement benefit obligations, incomes, and contingencies. Actual results
could differ from these estimates.

Our management routinely makes judgments and estinadout the effects of matters that are inhgremttertain. As the number of variables
and assumptions affecting the probable future wisol of the uncertainties increase, these judgaeetome even more subjective and
complex. We have identified certain accountingge$ that are the most important to the portrayaluo current financial condition and rest
of operations.

For information about both our significant andicet accounting policies, see our annual repofform 10-K for the fiscal year ended
December 31, 2007.

New Accounting Standards

See Note 1 to the Company’s interim consolidatedrcial 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 1998 amended. These statements appear in a nufrifer@nt places in this
report and can be identified by words such asrfess”, “projects”, “expects”, “intends”, “believesplans”, or their negatives or other
comparable words. Also look for discussions oftetyg that involve risks and uncertainties. Forwimaking statements include statements
regarding the outlook for our future operationse@@sts of future costs and expenditures, the atraluof market conditions, the outcome of
legal proceedings, the adequacy of reserves, er bisiness plans. You are cautioned that any fewmatard-looking statements are not
guarantees and may involve risks and uncertairias actual results may differ materially from thas the forward-looking statements due to
risks facing us or due to actual facts differingnfrthe assumptions underlying our estimates. Sdrtteese risks and assumptions include those
set forth in reports and other documents we hded fiith or furnished to the SEC, including in @mual report on Form 10-K for the fiscal
year ended December 31, 2007. We advise you thaettautionary remarks expressly qualify in thefirety all forwar«-looking statements
attributable to us or persons acting on our behhifess required by law, we do not assume any atitig to update forwartboking statement
based on unanticipated events or changed expewatitowever, you should carefully review the repamd other documents we file from ti

to time with the SEC.

Cyclical Nature of Business

Revenue

The pulp business is cyclical in nature and marta@tsur principal products are characterized bgiquis of supply and demand imbalance,
which in turn affects product prices. Pulp markats highly competitive and are sensitive to cytlatenges in the global economy, industry
capacity and foreign exchange rates, all of whih lcave a significant influence on selling priced aur earnings. The length and magnitude
of industry cycles have varied over time but gelheraflect changes in macro economic conditiond kvels of industry capacity.
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Industry capacity can fluctuate as changing ingustinditions can influence producers to idle prducor permanently close machines or
entire mills. In addition, to avoid substantial lc@®sts in idling or closing a mill, some produceil choose to operate at a loss, sometimes
even a cash loss, which can prolong weak pricingr@enments due to oversupply. Oversupply of ourdpigis can also result from producers
introducing new capacity in response to favoralbieimy trends.

Demand for pulp has historically been determinedhigylevel of economic growth and has been closetlyto overall business activity.
Although pulp prices have improved commencing i lttter part of 2005 and through the first hal2608, they fell in the third quarter of
2008. We cannot predict the impact of continuechentdc weakness in world markets or the impact af, wearorist activity or other events on
our markets.

Prices for pulp are driven by many factors outsidecontrol, and we have little influence over timeing and extent of price changes, which
often volatile. Because market conditions beyondommtrol determine the price for pulp, such pficepulp may fall below our cash
production costs, requiring us to either incur shem losses on product sales or cease produatione or more of our manufacturing
facilities. Therefore, our profitability depends wranaging our cost structure, particularly raw make which represent a significant compor

of our operating costs and can fluctuate based €ginrs beyond our control. If the prices of ouwducts decline, or if raw materials increase,
or both, demand for our products may decline andsales and profitability could be materially acsady 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 woclips and pulp logs. Fiber costs are primarily @#d by the supply of, and demand for,
lumber which is highly cyclical in nature and caary significantly by location. Production costscattepend on the total volume of production.
Lower operating rates and production efficienciesrd) periods of cyclically low demand result igher average production costs and lower
margins.

Currency

The majority of our sales are in products quoted.i. dollars while most of our operating costs erpenses, other than those of the Celgar
mill, are incurred in Euros. In addition, all oktiproducts sold by the Celgar mill are quoted i8.Udlollars and the Celgar mill costs are
primarily incurred in Canadian dollars. Our resat®perations and financial condition are repoiteBuros. As a result, our revenues are
adversely affected by a decrease in the valueeobtltl$. dollar relative to the Euro and to the Caaradollar. Such shifts in currencies relative
to the Euro and the Canadian dollar reduce ouratipgr margins and the cash flow available to fundaperations and to service our debt.
Conversely, an increase in the U.S. dollar versa=uro and the Canadian dollar positively impacisrevenues by increasing our operating
margins and cash flow.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

We are exposed to market risks from changes imdsteates and foreign currency exchange rateicplarly the exchange rate between the
U.S. dollar and the Euro and to a lesser extenCtineadian dollar, which may affect our results pémtions and financial condition and,
consequently, our fair value. We seek to managgethisks through internal risk management policssyell as the use of derivatives. We use
derivatives to reduce or limit our exposure toiiegt rate and currency risks. We may in the futise derivatives to reduce or limit our
exposure to fluctuations in pulp prices. We alse derivatives to reduce our potential losses augment our potential gains, depending or
management’s perception of future economic evemdsdevelopments. These types of derivatives arergéin highly speculative in nature.
They are also very volatile as they are highly taged given that margin requirements are relatil@lyin proportion to notional amounts.

Many of our strategies, including the use of deies, and the types of derivatives selected byrespased on historical trading patterns and
correlations and our managemargXpectations of future events. However, thesgegiies may not be fully effective in all markevieonment:
or against all types of risks. Unexpected markeetipments may affect our risk management strasedjieing this time, and unanticipated
developments could impact our risk managementegfied in the future. If any of the variety of instrents 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 unrealizeédsyand losses are recognized in earnings for
a reporting period. We determine market valuatiesed primarily upon valuations provided by ourrtetparties.

During the first nine months of 2008, we recordaduarealized gain of € 4.5 million before minoritgerests on our outstanding interest rate
derivatives compared to a realized and unrealizéol of € 19.0 million in the comparative period2f07.
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ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and ProcedureOur management, with the participation of our AgatExecutive Officer and Principal Financial @,
has evaluated the effectiveness of our disclosomérals and procedures (as such term is defin@&lles 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 193ds amended (the “Exchange Act”)), as of the drtHeoperiod covered by this report. Based on such
evaluation, our Principal Executive Officer andreipal Financial Officer have concluded that, athefend of such period, our disclosure
controls and procedures are effective to ensutanf@mation required to be disclosed in the répdthat are filed or submitted under the
Exchange Act is recorded, processed, summarizedegdted within the time periods specified in @@mmission’s rules and forms and to
ensure that information required to be disclosedryssuer in the reports that it files or subraitder the Exchange Act is accumulated and
communicated to management, including its Prindipadcutive Officer and Principal Financial Officas appropriate, to allow timely
decisions regarding required disclosure.

It should be noted that any system of controlsaisel in part upon certain assumptions designebt&inoreasonable (and not absolute)
assurance as to its effectiveness, and there can bssurance that any design will succeed in dicigjéts stated goals.

Changes in Internal Control3.here have been no significant changes in ournaterontrol over financial reporting (as definedRunles 13a-15
(f) and 15d-15(f) under the Exchange Act) during preriod covered by this report that have matgraffiected, or are reasonably likely to
materially affect, our internal control over finaacreporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are subject to routine litigation incidentabiar business, including those described in oustaanual report on Form 10-K for the fiscal
year ended December 31, 2007. We do not believeiteautcome of such litigation will have a maaéddverse effect on our busines:
financial condition.

ITEM 1A. RISK FACTORS

Other than inherent risks associated with the metigted below, there have been no material cratgthe factors disclosed in Iltem 1A. Risk
Factors in our latest annual report on Form 104klie fiscal year ended December 31, 2007.

The Celgar green energy project is subject to righdserent in large capital projects

The new energy project we have commenced at ogaCatill to increase its production of “green engrgnd optimize its power generation
capacity is subject to customary risks and unagtitss inherent in large capital projects which dowdsult in the energy project not completing
on schedule or as budgeted. Delays to Celgar riege@iny operating permits or any required amendsensuch permits could result in
construction delays, operational deficiencies odfag shortfalls. Furthermore, the Celgar mill @bakperience operating difficulties or delays
during the start-up period when production of “gre@ergy” is being ramped up. The Celgar mill mayachieve our planned power
generation or cost projections.

The German Renewable Energy Resources Act is sulifggovernmental amendment

There can be no assurance that the amendmentsita@®gs Renewable Energy Resources Act scheduled tceefédet January 1, 2009 will
implemented in their current form. Additional andure amendments to the Act could adversely affexeligibility of our Rosenthal and
Stendal mills to participate in this statutory prang and/or the tariffs paid thereunder. As a resaltannot predict with any certainty the
amount of future sales of surplus energy we magtide to generate.

Our business is subject to a number of global ecomno risks

As widely reported, financial markets in the Unitttes, Europe and Asia have been experiencimgnegtdisruption in recent months,
including, among other things, extreme volatilitysecurity prices, severely diminished liquiditydaredit availability, rating downgrades of
certain investments and declining valuations oehGovernments have taken unprecedented actitergled to address extreme market
conditions that include severely restricted cradid declines in values of real estate and othet akssses.

The extreme disruption in financial markets caneaigely affect our business in several ways. Prailyipas pulp demand has historically been
determined by the level of economic growth and ess activity, financial market disruptions areeotpd to lead to slowdowns in world
economies which generally result in lower demandi @uices for our product. Additionally, restrictededit availability restrains our customers’
ability or willingness to purchase our productsuiesg in lower revenues. Restricted credit avallgbalso can limit us in the way
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we operate our business, our level of inventoriesthe amount of capital expenditures we may un#ertAny of these changes can adversely
affect our operations and our financial performance

We are unable to predict the likely duration aneesiey of the current disruption in financial matkend adverse economic conditions on w
economies and pulp markets.

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 Cagsion, these Certifications: (i) are “furnished’the Commission and are not “filed” for

the purposes of liability under the Securities Eaale Act of 1934, as amended; and (ii) are noetsubject to automatic incorporation
by reference into any of the Company’s registratitiements filed under the Securities Act of 12&3amended for the purposes of
liability thereunder or any offering memorandumlass the Company specifically incorporates themeligrence thereir
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SIGNATURES

Pursuant to the requirements of Becurities Exchange Act of 193the Registrant has duly caused this report teigpeed on its behalf by the
undersigned, thereunto duly authorized.

MERCER INTERNATIONAL INC.
By: /s/ David M. Gandossi

David M. Gandoss|
Secretary and Chief Financial Offici

Date: November 4, 2008
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EXHIBIT 31.1

CERTIFICATION OF PERIODIC REPORT

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

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

2. Based on my knowledge, this report does not comayjnuntrue statement of a material fact or om#téde a material fact necessary to ir
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered

by this report

3. Based on my knowledge, the financial statement$ atimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the Registrant as of, and for, théople presented in this repa

4. The Registrans other certifying officers and | are responsildedstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateinal control over financial reporting (as defihin Exchange Act Rules 13a-15(f)
and 15+15(f)) for the Registrant and hay

a)

b)

c)

d)

Designed such disclosure controls and proceduresiused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhgeibsidiaries, is made known to us
by others with those entities, particularly durthg period in which this report is being prepal

Designed such internal control over financial reéijpgr or caused such internal control over finah@gorting to be designed under «
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneeadyepted accounting principle

Evaluated the effectiveness of the Regis’s disclosure controls and procedures and preséntai report our conclusions about
effectiveness of the disclosure controls and proges] as of the end of the period covered by #psit based on such evaluation;

Disclosed in this report any change in tlegiBtrant’s internal control over financial repogdithat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigtbal quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the Redist’ s internal control over financial reporting; &

5. The Registrar's other certifying officer and | have disclosedsdon our most recent evaluation of internal a@bmiver financial reporting
to the Registra’s auditors and the audit committee of the Regit's board of directors (or persons performing theéwedent functions)

a)

b)

All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which au
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refpahcial information; an

Any fraud, whether or not material, thatolhwes management or other employees who have diségnt role in the Registrant’s
internal control over financial reportin

Date: November 4, 2008

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

2. Based on my knowledge, this report does not comayjnuntrue statement of a material fact or om#téde a material fact necessary to ir
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered

by this report

3. Based on my knowledge, the financial statement$ atimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the Registrant as of, and for, théople presented in this repa

4. The Registrans other certifying officers and | are responsildedstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iateinal control over financial reporting (as defihin Exchange Act Rules 13a-15(f)
and 15+15(f)) for the Registrant and hay

a)

b)

c)

d)

Designed such disclosure controls and proceduresiused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhgeibsidiaries, is made known to us
by others with those entities, particularly durthg period in which this report is being prepal

Designed such internal control over financial reéijpgr or caused such internal control over finah@gorting to be designed under «
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneeadyepted accounting principle

Evaluated the effectiveness of the Regis’s disclosure controls and procedures and preséntai report our conclusions about
effectiveness of the disclosure controls and proges] as of the end of the period covered by #psit based on such evaluation;

Disclosed in this report any change in tlegiBtrant’s internal control over financial repogdithat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigtbal quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the Redist’ s internal control over financial reporting; &

5. The Registrar's other certifying officer and | have disclosedsdon our most recent evaluation of internal a@bmiver financial reporting
to the Registra’s auditors and the audit committee of the Regit's board of directors (or persons performing theéwedent functions)

a)

b)

All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which au
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refpahcial information; an

Any fraud, whether or not material, thatolhwes management or other employees who have diségnt role in the Registrant’s
internal control over financial reportin

Date: November 4, 2008

/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 puesit to Section 906 of thearbanexley
Act of 200Z, 18 U.S.C. Section 1350, that:

(1) the Quarterly Report on Form-Q of the Company for the quarterly period ended@aper 30, 2008 (th*Repor”) fully complies
with the requirements of Section 13(a) of Securities Exchange Act of 19(15 U.S.C. 78m or 780(d)); ai

(2) theinformation contained in the Reportlfgpresents, in all material respects, the finahcondition and results of operations of the
Company.

Dated: November 4, 2008
/s/ Jimmy S.H. Lee

Jimmy S.H. Lee
Chief Executive Officer

A signed original of this written statement reqdil®y Section 906 has been provided to Mercer lat@nal Inc. and will be retained by Mer
International Inc. and furnished to the Securiied Exchange Commission or its staff upon request.



EXHIBIT 32.2

CERTIFICATION OF PERIODIC REPORT

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

(1) the Quarterly Report on Form-Q of the Company for the quarterly period ended@aper 30, 2008 (th*Repor”) fully complies
with the requirements of Section 13(a) of Securities Exchange Act of 19(15 U.S.C. 78m or 780(d)); ai

(2) theinformation contained in the Reportlfgpresents, in all material respects, the finahcondition and results of operations of the
Company.

Dated: November 4, 2008
/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 lat@nal Inc. and will be retained by Mer
International Inc. and furnished to the Securiied Exchange Commission or its staff upon request.





