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ADDITIONAL INFORMATION

FIRST GUARANTY BANK (the "Bank") is subject to the informational requirements of the Securities 
Exchange Act of 1934 and in accordance therewith files periodic reports, proxy statements and other information 
with the Federal Deposit Insurance Corporation (the "FDIC"). Such reports, proxy statements and other information 
can be inspected and copied at the public reference facilities maintained by the FDIC at 550 Seventeenth Street, 
N.W., Washington, DC 20429. Copies of such material can be obtained by mail from the Public Reference Branch of 
the FDIC at 550 Seventeenth Street, N.W., Washington, DC 20429 at prescribed rates.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

STATEMENTS OF CONDITION
(in thousands, except share data)

June 30, December 31,
2006 2005

Assets (unaudited)
Cash and cash equivalents:
  Cash and due from banks $21,946 $26,557
  Interest-bearing demand deposits with banks 112                    108
  Federal funds sold -                         1,786
    Cash and cash equivalents 22,058 28,451

Interest-bearing time deposits with banks 2,188                 2,188

Investment securities:
 Available for sale, at fair value 115,628             107,585
 Held to maturity, at cost (estimated fair value of
   $64,843 and $66,493, respectively) 67,289               67,615               
  Investment securities 182,917             175,200

Federal Home Loan Bank stock, at cost 3,465                 1,581
Loans held for sale 512                    -                        

Loans, net of unearned income 507,651             491,582
Less: allowance for loan losses 8,463                 7,597
  Net loans 499,188             483,985

Intangible assets, net 666                    981
Premises and equipment, net 11,903               11,950
Other real estate, net 3,287                 546
Accrued interest receivable 5,330                 5,220
Other assets 5,218                 3,442
  Total Assets $736,732 $713,544

Liabilities and Stockholders' Equity
Deposits:
  Noninterest-bearing demand $134,796 $129,827
  Interest-bearing demand 181,452             161,958
  Savings 41,909               42,633
  Time 261,138             298,490
    Total deposits 619,295 632,908

Short-term borrowings 48,063               8,981
Accrued interest payable 2,831                 2,105
Long-term borrowings 10,316               13,151
Other liabilities 1,366                 2,476
  Total Liabilities 681,871 659,621

Stockholders' Equity
Common stock:
  $1 par value - authorized 100,000,000 shares; issued and
    outstanding 5,559,644 shares and 5,076,354, respectively 5,560 5,076
  $5 par value - authorized 600,000 shares; issued and
    outstanding no shares and 483,290 shares, respectively -                         2,416
Surplus 26,459 24,527
Retained earnings 25,180 22,622
Accumulated other comprehensive loss (2,338) (718)
  Total Stockholders' Equity 54,861 53,923
    Total Liabilities and Stockholders' Equity $736,732 $713,544

See Notes to Financial Statements.
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STATEMENTS OF INCOME
(unaudited, in thousands, except share and per share data)

Three Months Six Months
Ended June 30, Ended June 30,

2006 2005 2006 2005
Interest Income:
  Loans (including fees) $9,863 $8,576 $19,233 $16,876
  Deposits with other banks 23 23 46 46
  Securities (including FHLB stock) 2,472 1,181 4,845 2,443
  Federal funds sold 13 3 33 6
    Total Interest Income 12,371 9,783 24,157 19,371

Interest Expense:
  Demand deposits 1,287 464 2,503 896
  Savings deposits 38 27 73 54
  Time deposits 2,647 1,903 5,240 3,670
  Borrowings 626 402 958 861
    Total Interest Expense 4,598 2,796 8,774 5,481

Net Interest Income 7,773 6,987 15,383 13,890
Provision for loan losses 1,758 466 2,588 835
Net Interest Income after Provision for Loan Losses 6,015 6,521 12,795 13,055

Noninterest Income:
  Service charges, commissions and fees 912 899 1,734 1,766
  Net gains on sale of securities -                   4 -                 7
  Net gains on sale of loans 2 68 22 237
  Other 212 174 505 914
    Total Noninterest Income 1,126 1,145 2,261 2,924

Noninterest Expense:
  Salaries and employee benefits 1,941 1,668 3,862 3,462
  Occupancy and equipment expense 572 533 1,183 1,079
  Net (income) cost from other real estate & repossessions (436) 182 (376) 968
  Other 2,001 1,704 3,964 3,499
    Total Noninterest Expense 4,078 4,087 8,633 9,008

Income Before Income Taxes 3,063 3,579 6,423 6,971
Provision for income taxes 1,048 1,228 2,198 2,390
Net Income $2,015 $2,351 $4,225 $4,581

Per Common Share:
  Earnings $0.36 $0.42 (1) $0.76 $0.82 (1)

  Cash dividends paid $0.15 $0.14 (1) $0.30 $0.28 (1)

Weighted Average Common Shares Outstanding 5,559,644 5,559,644 (1) 5,559,644 5,559,644 (1)

(1) Amounts have been restated to reflect a stock dividend of one-third of a share of $1 par value common stock with respect to every share of $1 and $5 par value common
   stock outstanding, accounted for as a four-for-three stock split, effective and payable to stockholders to record as of October 20, 2005.

See Notes to Financial Statements
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STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(in thousands, except per share data)

Accumulated
Common Common Other

Stock Stock Retained Comprehensive
$1 Par $5 Par Surplus Earnings Loss Total

Balance December 31, 2004 (1) $5,076 $2,416 $24,527 $19,771 ($84) $51,706
Net income -                -                  -                 4,581 -                         4,581
Change in unrealized loss
  on available for sale securities,
  net of reclassification adjustments and taxes -                -                  -                 -                   (27)                         (27)            
Comprehensive income 4,554
Cash dividends on common stock ($0.28 per share) -                -                  -                 (1,542) -                             (1,542)
Balance June 30, 2005 (unaudited) $5,076 $2,416 $24,527 $22,810 ($111) $54,718

Balance December 31, 2005 $5,076 $2,416 $24,527 $22,622 ($718) $53,923
Net income -                -                  -                 4,225 -                             4,225
Reclassification of $5 par value into $1 par value 484           (2,416)         1,932          -                   -                             -                
Change in unrealized loss
  on available for sale securities,
  net of reclassification adjustments and taxes -                -                  -                 -                   (1,620)                    (1,620)       
Comprehensive income 2,605
Cash dividends on common stock ($0.30 per share) -                -                  -                 (1,667) -                             (1,667)
Balance June 30, 2006 (unaudited) $5,560 -$      $26,459 $25,180 ($2,338) $54,861

(1 Amounts have been restated to reflect a stock dividend of one-third of a share of $1 par value common stock with respect to every share of $1 and $5 par value
   common stock outstanding, accounted for as a four-for-three stock split, effective and payable to stockholders of record as of October 20, 2005.

See Notes to Financial Statements
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STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Six Months Ended June 30,
2006 2005

Cash Flows From Operating Activities
Net income 4,225$         4,581$       
Adjustments to reconcile net income to net cash
  provided by operating activities:
    Provision for loan losses 2,588           835            
    Depreciation and amortization 811              708            
    Gain on sale of securities -                   (7)               
    Gain on sale of assets (10)               (229)           
    ORE writedowns and (gain)/loss on disposition (512)             602            
    FHLB stock dividends (55)               (63)             
    Net (increase) decrease in loans held for sale (512)             1,378         
    Change in other assets and liabilities, net (1,463)          1,251         
Net Cash Provided By Operating Activities 5,072           9,056         

Cash Flows From Investing Activities
Proceeds from maturities and calls of HTM securities 319              716            
Proceeds from maturities, calls and sales of AFS securities 449              122,776     
Funds invested in AFS securities (10,980) (101,623)
Purchases of Federal Home Loan Bank stock (1,829)          818            
Net increase in loans (21,644)        (22,201)      
Purchase of premises and equipment (371)             (1,511)        
Proceeds from sales of other real estate owned 1,624           2,490         
Net Cash (Used In) Provided By Investing Activities (32,432)        1,465         

Cash Flows From Financing Activities
Net (decrease) increase in deposits (13,613)        11,694       
Net increase (decrease) in federal funds purchased and short-term borrowings 28,372         (9,272)        
Proceeds from long-term borrowings 20,000         75              
Repayment of long-term borrowings (12,125)        (8,767)        
Dividends paid (1,667)          (1,542)        
Net Cash Provided By (Used In) Financing Activities 20,967         (7,812)        

Net (Decrease) Increase In Cash and Cash Equivalents (6,393)          2,709         
Cash and Cash Equivalents at the Beginning of the Period 28,451         19,364       
Cash and Cash Equivalents at the End of the Period 22,058$       22,073$     

Noncash Activities:
  Loans transferred to foreclosed assets 3,853$         336$          

Cash Paid During The Period:
  Interest 8,048$         5,219$       
  Income taxes 4,390$         1,925$       

See Notes to Financial Statements
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NOTES TO FINANCIAL STATEMENTS

1. Basis of Presentation
The  accompanying  unaudited  financial  statements  have  been  prepared  in  accordance  with  generally 

accepted accounting principles for interim financial information and with the instructions to Form 10-Q and Article 
10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by generally 
accepted accounting principles. These financial statements and the footnotes thereto should be read in conjunction 
with the annual financial statements for the year ended December 31, 2005.

In the opinion of management, the accompanying unaudited financial statements contain all adjustments 
necessary for a fair presentation of the financial statements. Those adjustments are of a normal recurring nature. The 
results of operations for the six-month period ended June 30,  2006 are not  necessarily indicative of the results 
expected for the full year. 

2. Loans and Allowance for Loan Losses 
   Loans at June 30, 2006 (unaudited) and December 31, 2005 were as follows:

June 30, December 31,
2006 2005

Real estate 412,085              $405,538
Agricultural 14,538 11,490
Commerical and industrial 63,187 54,740
Consumer and other 18,207 20,078
  Total loans before unearned income 508,017 491,846
Less: unearned income (366) (264)
  Total loans after unearned income $507,651 $491,582

(in thousands)

  Changes in the allowance for loan losses for the six months ended June 30, 2006 (unaudited) and the 
year ended December 31, 2005 are as follows:

June 30, December 31,
2006 2005

Balance beginning of period $7,597 $5,910
Provision charged to expense 2,588 5,621
Loans charged off (2,131) (4,162)
Recoveries 409 228
  Allowance for loan losses $8,463 $7,597

(in thousands)

In the first six months of 2006, the provision charged to expense totaled $2.6 million. The increase in the 
provision  was  made  primarily  for  home  mortgage  loans  that  appear  to  involve  irregularities.  See  Note  3  for 
additional information. The loans charged off during 2006, totaling $2.1 million, were also primarily associated with 
the home mortgage loans.

3. Mortgage Loans
In 2005, the Bank discovered mortgage loans and commitments which originated in one branch involved 

irregularities that suggest that many of these mortgage loans had been made against overvalued collateral on the 
basis of misleading loan applications. As of December 31, 2005 the aggregate principal balance on these loans was 
approximately $24.7 million and unfunded commitments outstanding totaled $1.8 million. At December 31, 2005, 
the Bank allocated $763,000 of the $7.6 million allowance for loan losses in order to provide for potential losses 
relating to 156 home mortgage loans and commitments. As of June 30, 2006 the aggregate principal balance on these 
loans was approximately $13.3 million and unfunded commitments outstanding totaled $123,000. At June 30, 2006, 
the Bank allocated $2.3 million of the $8.5 million allowance for loan losses in order to provide for potential losses 
relating to 53 home mortgage loans and commitments.

7



As of June 30, 2006, the Bank had 54 properties in other real estate with a value of $2.6 million from the 
foreclosures associated with the home mortgages. 

4.  Recent Accounting Pronouncements
In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments,  

an amendment of SFAS No. 133 and 140. SFAS No. 155 permits fair value remeasurement for any hybrid financial 
instrument that contains an embedded derivative that otherwise would require bifurcation, clarifies which interest-only 
strips and principal-only strips are not subject to the requirements of SFAS No. 133, establishes a requirement to 
evaluate interests in securitized financial assets to identify interest that are freestanding derivatives or that are hybrid 
financial instruments that contain an embedded derivative requiring bifurcation, clarifies that concentrations of credit 
risk in the form of subordination are not embedded derivatives and amends SFAS No. 140 to eliminate the prohibition 
on a qualifying special purpose entity from holding a derivative financial instrument that pertains to a beneficial 
interest other than another derivative financial instrument. This Statement is effective for all financial instruments 
acquired or issued after the beginning of an entity’s first fiscal year that begins after September 15, 2006. The Bank 
anticipates that the adoption of SFAS No. 155 will not have a material impact on the Bank’s financial position or 
results of operations.

In  March  2006,  the  FASB  issued  SFAS  No.  156,  Accounting  for  Servicing  of  Financial  Assets,  an 
amendment of SFAS No. 140. SFAS No. 156 requires an entity to recognize a servicing asset or servicing liability 
each time it  undertakes an obligation to service a financial asset by entering into a servicing contract in selected 
situations; requires all separately recognized servicing assets and servicing liabilities to be initially measured at fair 
value, if practicable; permits an entity to choose either the amortization or fair value measurement method for each 
class of separately recognized servicing assets and servicing liabilities; at its initial adoption, permits a one-time 
reclassification  of  available-for-sale  securities  to  trading  securities  by  entities  with  recognized  servicing  rights, 
without calling into question the treatment of other available-for-sale securities under SFAS No. 115, provided that 
the available-for-sale securities are identified in some manner as offsetting the entity’s exposure to changes in fair 
value of  servicing assets or  servicing liabilities that  a  servicer  elects  to  subsequently measure at  fair  value;  and 
requires separate presentation of servicing assets and servicing liabilities subsequently measured at fair value in the 
statement of financial position and additional disclosures for all separately recognized servicing assets and servicing 
liabilities. This Statement is effective as of the beginning of an entity’s first year that begins after September 15, 2006. 
The Bank anticipates that the adoption of SFAS No. 156 will not have a material impact on the Bank’s financial 
position or results of operations.

Item 2.   Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following management discussion and analysis is intended to highlight the significant factors affecting the 
Bank's financial condition and results of operations presented in the financial statements included in this Form 10-
Q. This discussion is designed to provide readers with a more comprehensive view of the operating results and 
financial position than would be obtained from reading the financial statements alone. Reference should be made to  
those statements for an understanding of the following review and analysis. The financial data for the six months  
ended June 30, 2006 and 2005 have been derived from unaudited financial statements and include, in the opinion of  
management, all adjustments (consisting of normal recurring accruals and provisions) necessary to present fairly  
the Bank's financial position and results of operations for such periods. 

Second Quarter of 2006 Overview
First Guaranty Bank is a commercial bank headquartered in Hammond, Louisiana with 16 branch offices located 

in southeast, southwest and north Louisiana. The Bank offers a range of lending services, including commercial 
business, real estate and consumer loans to businesses, individuals and other organizations located throughout our 
markets. We complement our lending operations with an array of retail deposit products and fee-based services to 
support our clients. While offering our customers the breadth of products typically found at larger institutions, we 
employ  a  community  banking  strategy  that  emphasizes  local  decision-making  authority  and  superior  customer 
service. We believe our focus on customer relationships allows us to compete effectively within our markets and 
provides us a competitive advantage as we expand both within our existing markets and into new markets.
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Financial highlights for the second quarter of 2006 are as follows: 
• Net income for the second quarter of 2006 and 2005 was $2.0 million and $2.4 million with earnings 

per common share of $0.36 and $0.42, respectively. Net income was $4.2 million and $4.6 million for 
the six month periods ending June 30, 2006 and 2005, respectively. Earnings per common share was 
$0.76 and $0.82 for the six month periods ending June 30, 2006 and 2005, respectively. 

• Net interest income for the second quarter of 2006 and 2005 was $7.8 million and $7.0 million while 
year-to-date net interest income was $15.4 million and $13.9 million, respectively. Although the net 
yield  on  interest-earning  assets  declined  to  4.5%  for  the  six  month  period  ended  June  30,  2006 
compared to 4.9% for the same period ended June 30, 2005, the lower yield was offset by faster growth 
in the volume of interest-earning assets as compared to the growth in the volume of interest-bearing 
liabilities.

• The provision for loan losses for the second quarter of 2006 was $1.8 million compared to $466,000 
for the second quarter of 2005.  The provision for loan losses increased to $2.6 million for the six 
month period ending June 30, 2006 when compared to $835,000 for the same period in 2005. The 
increase in the provision is primarily attributable to additional reserves for home mortgage loans that 
appear to involve some irregularities. See Footnote 3 for additional information.

• Noninterest income for the second quarter of 2006 was $1.1 million, down $19,000 when compared to 
the second quarter of 2005. Noninterest income was $2.3 million and $2.9 million for the six month 
periods ending June 30, 2006 and 2005, respectively.

• Noninterest expense for the second quarter of 2006 was $4.1 million, down $9,000 when compared to 
the second quarter of 2005. For the first six months of 2006, noninterest expense totaled $8.6 million, 
down $375,000 from the same six month period ended in 2005. Included is a decrease of $1.3 million 
in  the  net  cost  of  other  real  estate  and  repossessions.  Increases  in  salaries  and  benefits  totaling 
$400,000,  increases in occupancy and equipment expense totaling $104,000 and increases in other 
noninterest expense totaling $465,000 offset the large decrease in the net cost of other real estate and 
repossessions.

• Total assets at June 30, 2006 were $736.7 million, up $23.2 million from $713.5 million at December 
31, 2005.

• Loans, net of unearned income at June 30, 2006 were $507.7 million, up 3.3% or $16.1 million from 
$491.6 million at December 31, 2005. 

• Other real estate increased to $3.3 million at June 30, 2006, up $2.7 million from December 31, 2005 
primarily due to the home mortgage loans discussed in Note 3.

• Total deposits were $619.3 million at June 30, 2006, down 2.2% or $13.6 million from December 31, 
2005. 

• Return on average assets for the six month periods ended June 30, 2006 and 2005 were 1.19% and 
1.53%, respectively and return on average equity for the same periods were 15.44% and 17.18%.

• The  Bank is  still  considered  “well  capitalized”  with a  leverage  ratio  of  7.79% at  June  30,  2006 
compared to 7.67% at December 31, 2005.

 
Material Changes in Financial Condition

Securities 
The securities portfolio totaled $182.9 million at June 30, 2006 and consisted principally of U.S. Government 

Agencies, mortgage-backed obligations, collateralized mortgage obligations, corporate debt securities, mutual funds 
or other equity securities and other debt securities. The portfolio provides the Bank with a relatively stable source of 
income and provides a balance to interest rate and credit risks as compared to other categories of the balance sheet.

At June 30, 2006 only 11.5% of the Bank’s securities (excluding FHLB stock) mature in less than one year, 
securities with maturity dates over 15 years totaled 5.3% of the portfolio and the average maturity of the securities 
portfolio was 8.2 years. 

As of June 30, 2006, securities totaling $115.6 million were classified as available for sale and $67.3 million 
were classified as held to maturity. Management periodically assesses the quality of the Bank’s investment holdings 
using procedures similar to those used in assessing the credit risks inherent in the loan portfolio. At June 30, 2006, it 
is management’s opinion that the Bank held no investment securities which bear greater than the normal amount of 
credit risk as compared to similar investments and that no securities were recorded at greater than their recoverable 
value.

Average securities as a percentage of average interest-earning assets were 26.4% as of June 30, 2006 and 16.7% 
for the same period of 2005. All securities held by the Bank at June 30, 2006 qualified as pledgeable securities, 
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except $8.0 million of debt securities and $1.4 million of equity securities. Securities pledged at June 30, 2006 
totaled $146.4 million.

 Loans
Loans are the Bank’s primary use of the Bank’s financial resources and represent the largest component of 

earning assets. The net increase in loan volume was attributable to loan demand in the Tangipahoa, Jefferson Davis 
and Bossier parishes partially offset by a decline in Livingston parish. There are no significant concentrations of 
credit to any borrower or industry. A significant portion of the portfolio is secured primarily or secondarily by real 
estate and the portfolio remains highly diversified.

The Bank’s net loan portfolio at June 30, 2006 totaled $499.2 million, an increase of approximately $15.2 
million from the December 31, 2005 level of $484.0 million. Net loans represented 80.6% of deposits at June 30, 
2006 compared to 76.5% of deposits  at December 31, 2005.  Loan charge-offs totaling $2.1 million were taken 
during the first six months of 2006 compared to $921,000 during the same period of 2005. The Bank had recoveries 
of $409,000 and $148,000 during the first six month period of 2006 and 2005, respectively. The increases in charge 
offs are primarily related to the home mortgage loans discussed in Note 3. A large recovery was recorded in 2006 
from $208,000 in insurance proceeds collected on a previously charged off storm related (Hurricane Katrina) credit. 
See Note 2 for additional loan information.

Deposits
Managing the mix and repricing the maturities of deposit liabilities is an important factor affecting the Bank’s 

ability to maximize its net interest  margin. The strategies used to manage interest-bearing deposit  liabilities are 
designed to  adjust  as  the  interest  rate  environment changes.  In  this regard,  management of  the  Bank regularly 
assesses its funding needs, deposit pricing and interest rate outlooks. 

From December 31, 2005 to June 30, 2006, the Bank’s interest-bearing deposits decreased by $18.6 million and 
noninterest-bearing deposits increased $5.0 million. Time deposits decreased $37.4 million from December 31, 2005 
to June 30, 2006 as a result of a decrease in public fund deposits. This decrease occurred as public funds certificates 
of deposits matured and other funding sources became available for a lower cost.

Average noninterest-bearing deposits increased to $131.2 million as of June 30, 2006 from $91.6 million as of 
June 30, 2005. Average noninterest-bearing deposits represented 21.3% and 18.6% of average total deposits as of 
June 30, 2006 and 2005, respectively. 

As  the  Bank  endeavors  to  maintain  a  strong  net  interest  margin  and  improve  earnings,  attracting  core 
noninterest-bearing deposits will remain a primary emphasis. Management will continue to evaluate and update the 
Bank’s  product  mix in  its  efforts  to  attract  additional  core  customers.  The  Bank currently offers  a  number  of 
noninterest-bearing deposit products that are competitively priced and designed to attract and retain customers with 
primary emphasis on core deposits. 

Borrowings
The Bank maintains borrowing relationships with other financial institutions as well as the Federal Home Loan 

Bank (“FHLB”) on a short- and long-term basis to meet its liquidity needs. The average amount of borrowings as of 
June 30, 2006 was $42.7 million compared to $56.5 million as of June 30, 2005. The Bank also had $60.0 million in 
FHLB letters of credit outstanding obtained solely for collateralizing public deposits.

Equity
Total equity increased to $54.9 million as of June 30, 2006 from $53.9 million as of December 31, 2005. The 

increase in stockholders’ equity primarily results from 2006 year-to-date net income of $4.2 million less $1.7 million 
in quarterly dividend payments and $1.6 million for the change in unrealized loss on available for sale securities. 
Cash dividends paid were $0.30 and $0.28 for the six month periods ending June 30, 2006 and 2005, respectively.

Credit Risk Management
Credit risk is inherent in each financial institution's loan and investment portfolio. In an effort to minimize credit 

risk, the Bank utilizes an extensive credit administration network, including specific lending authorities for each loan 
officer, a system of loan committees to review and approve loans, and an internal loan review and credit quality 
rating system. This network assists in the evaluation of the quality of new loans and in the early identification of 
problem or potential problem credits and provides information to aid management in determining the adequacy of 
the allowance for loan losses. 

Provision and Allowance for Loan Losses
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The Bank maintains its allowance for loan losses at a level that is considered sufficient to absorb 
potential  losses in the loan portfolio.  The allowance increases by the provision for loan losses as well as 
recoveries of previously charged-off loans and decreases by loan charge-offs. The provision is the necessary 
charge  to  expense  to  provide  for  current  loan losses  and  to  maintain the  allowance  at  an adequate  level 
commensurate with management's evaluation of the risks inherent in the loan portfolio. Various factors are 
taken into consideration when the Bank determines  the amount of  the provision and the  adequacy of  the 
allowance. Some of these factors include:
 Past due and nonperforming assets;
 Specific internal analysis of loans requiring special attention; 
 The current level of regulatory classified and criticized assets and the associated risk factors with each;
 Examinations and review by the Bank's independent accountants and third-party independent loan review  
   personnel; and
 Examinations of the loan portfolio by federal and state regulatory agencies.

The data collected from all sources in determining the adequacy of the allowance is evaluated with 
regard to current national and local economic trends, prior  loss history, underlying collateral values, credit 
concentrations and industry risks. An estimate of potential loss on specific loans is developed in conjunction 
with an overall risk evaluation of the total loan portfolio. 

Provision made pursuant to these processes totaled $2.6 million in interim 2006 as compared to $0.8 
million in interim 2005. Provisions are necessary to maintain the allowance at an adequate level based on loan 
risk factors and the levels of net loan charge-offs.  The provisions made in interim 2006 were taken to cover 
storm-related credits, mortgage loan irregularities and to strengthen the loan loss reserve. Net charge-offs were 
$1.7 million for first six months of 2006 as compared to net charge-offs of $0.8 million for the same period 
2005. In interim 2006, the Bank charged off $167,000 of prior year interest on loans in a nonaccrual status and 
charged off credits related to the home mortgage loans discussed in Note 3. Also in 2006, the Bank received an 
insurance check for $208,000 associated with one storm-related credit which was previously charged off in 
2005.

The allowance at June 30, 2006 was $8.5 million or 1.67% of total loans. Management believes that 
the current level of the allowance is adequate to cover losses in the loan portfolio given the current economic 
conditions, expected net charge-offs and nonperforming asset levels.

Other  information relating to  loans,  the allowance for  loan losses and other  pertinent  statistics  is 
included on Table 1, which follows.

TABLE 1 – SUMMARY OF LOAN LOSS EXPERIENCE 
(unaudited, in thousands)

June 30,
2006 2005

Loans:
  Average outstanding balance $499,166 $474,430
  Balance at end of period $507,651 $477,196

Allowance for Loan Losses:
  Balance at beginning of year $7,597 $5,910
  Provision charged to expense 2,588 835
  Loans charged off (2,131) (921)
  Recoveries 409 148
  Balance at end of period $8,463 $5,972

Nonperforming Assets
Nonperforming assets consist of loans on which interest is no longer accrued, certain restructured 

loans where the interest rate or other terms have been renegotiated and real estate acquired through foreclosure 
(Other Real Estate).

The  accrual  of  interest  is  discontinued  on  loans  when management  believes  there  is  reasonable 
uncertainty about the full collection of principal and interest or when the loan is contractually past due ninety 
days or more and not fully secured. If the principal amount of the loan is adequately secured, then interest 
income on such loans is subsequently recognized only in periods in which actual payments are received.
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Nonperforming assets totaled $22.3 million or 3.0% of total assets at June 30, 2006, compared to 
$21.8 million at December 31, 2005. Nonperforming loans increased primarily due to the discovery of irregular 
activity in connection with 53 home mortgage loans, of which $13.6 million of the principal amount has been 
placed in nonaccrual status as of June 30, 2006. The Bank monitors the level of nonperforming assets and 
assesses exposures on a continuing basis.

Table  2  below summarizes  the  level  of  nonperforming  assets  for  the  first  six  months  of  2006 
(unaudited) and the year ended December 31, 2005.

TABLE 2 – NONPERFORMING ASSETS
(in thousands)

June 30, December 31,
2006 2005

Nonaccrual loans $18,960 $21,090
Restructured loans 40                      121
Other real estate 3,287 546
  Total nonperforming assets $22,287 $21,757

Other real estate totaled $3.3 million as of June 30, 2006, an increase of $2.7 million from December 
31, 2005. The increase in other real estate reflected in 2006 is primarily from the home mortgage loans that 
appear to involve irregularities. Of the 66 total properties held in other real estate, 54 are from foreclosures 
related to the home mortgage loans with a principal balance of $2.6 million.   

Material Changes in Results of Operations

Net interest income
Net interest income is the largest component of the Bank's earnings. It is calculated by subtracting the cost of 

interest-bearing liabilities from the income earned on interest-earning assets and represents the earnings from the 
Bank's primary business of gathering deposits and making loans and investments. The Bank's long-term objective is 
to manage this income to provide the largest possible amount of income while balancing interest rate, credit and 
liquidity risks.

A financial institution's asset and liability structure is substantially different from that of an industrial company, 
in that virtually all assets and liabilities are monetary in nature. Accordingly, changes in interest rates, which are 
generally impacted by inflation rates, may have a significant impact on a financial institution's performance. The 
impact  of  interest  rate  changes  depends  on  the  sensitivity  to  change of  the  Bank's  interest-earning  assets  and 
interest-bearing liabilities.  The effects of  the changing interest  rate  environment in recent  years and the Bank's 
interest sensitivity position are discussed below.

Net  interest  income for  the  six-month period  ended  June  30,  2006  totaled  $15.4  million.  This  reflects  an 
increase of $1.5 million when compared to the same six-month period ended June 30, 2005. Net interest income for 
the three-month period ended June 30, 2006 totaled $7.8 million compared to the same three-month period ended 
2005 of $7.0 million.

The net interest income yield shown in Table 3 is calculated by dividing net interest income by the Bank's 
average interest-earning assets and is a measure of the efficiency of the earnings from balance sheet activities. It is 
affected by changes in the difference between interest on interest-earning assets and interest-bearing liabilities and 
the percentage of interest-earning assets funded by interest-bearing liabilities (leverage). The leverage for the period 
ending June 30, 2006 was 77% compared to 80% for the same period in 2005.

Table 3 shows the average balance sheet, interest earned and paid, the yield/rate on interest-earning assets and 
interest-bearing liabilities and the net yield on interest-earning assets for the six months ended June 30, 2006 and 
2005, respectively.
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TABLE 3 – COMPARATIVE AVERAGE BALANCES – YIELDS AND RATES
(unaudited, in thousands, except yields/rates)

Six Months Ended June 30,
2006 2005

Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate

Assets
Interest-earning assets:
  Interest-bearing deposits with banks  $       2,301  $       46 4.0% $       2,422  $       46 3.8%
  Securities 179,995 4,845 5.4% 95,448 2,443 5.2%
  Federal funds sold 1,495 33 4.4% 475 6 2.5%
  Loans, net of unearned income 499,166 19,233 7.8% 474,430 16,876 7.2%
    Total interest-earning assets 682,957 24,157 7.1% 572,775 19,371 6.8%

Noninterest-earning assets:
  Cash and due from banks 21,601 17,783
  Premises and equipment, net 12,114 10,831
  Other assets 2,164 3,713
    Total $718,836 $605,102

Liabilities and Stockholders' Equity
Interest-bearing liabilities:
  Demand deposits $173,870 2,503 2.9% $116,809 896 1.5%
  Savings deposits 44,238 73 0.3% 33,956 54 0.3%
  Time deposits 267,238 5,240 4.0% 249,343 3,670 3.0%
  Borrowings 42,734 958 4.5% 56,455 861 3.1%
    Total interest-bearing liabilities 528,080 8,774 3.4% 456,563 5,481 2.4%

Noninterest-bearing liabilities:
  Demand deposits 131,211 91,552
  Other 4,367 3,216
    Total liabilities 663,658 551,331
  Stockholders' equity 55,178 53,771
    Total $718,836 $605,102
Net interest income  $  15,383 $13,890
Net yield on interest-earning assets 4.5% 4.9%

Noninterest Income
Noninterest income is another major component of the Bank's total income. The Bank continues to develop and 

enhance existing products and create new products in order to augment fee income as trends in the financial services 
industry and the economic environment continue to put pressure on the Bank's ability to increase its net interest 
income.  Noninterest  income  includes  deposit  service  charges,  return  check  charges,  bankcard  fees,  other 
commissions and fees, gains and/or losses on and sales of securities and loans, and various other types of income. 

Noninterest income for the first six months of 2006 and 2005 totaled $2.3 million and $2.9 million, respectively. 
Service charges, commissions and fees decreased by $32,000. Net gains on sales of loans decreased to $22,000 for 
the six month period ended 2006 from $237,000 for the same period 2005. Other noninterest income decreased 
$409,000 to $505,000 primarily from the sale of Pulse stock (ATM software vendor) in 2005 resulting from the 
merger with Discover.

Noninterest income for the three month period ended June 30, 2006 and 2005 remained flat at $1.1 million. Net 
gains on sales of loans declined $66,000 for the three month period ended June 30, 2006, but was offset by an 
increase in other noninterest income totaling $38,000.

Noninterest Expense
Noninterest expense totaled $8.6 million for the first six month period 2006 compared to $9.0 million for the 

same six month period ended 2005, a decrease of $375,000.
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Salaries  and benefits  increased  $400,000  and  occupancy and equipment  expense  increased  $104,000,  both 
primarily the results of the opening of a new full service banking center located in Denham Springs, Louisiana and 
an  increase  in  support  staff.  At  June  30,  2006,  198  employees  represented  full  time equivalents  of  182  staff 
members, compared to the full-time equivalents of 177 staff members during the same period of 2005. Net cost of 
other real estate and repossessions decreased $1.3 million when comparing the six month periods ending 2006 and 
2005 with income totaling $0.4 million in 2006 and costs totaling $1.0 million in 2005. This decrease is from a 
reversal of the other real estate provision and gains on sales of other real estate in 2006 as compared to net losses on 
2005 dispositions. Other noninterest expense reflects an increase of $465,000 when comparing the six month periods 
ending 2006 and 2005. The increase in 2006 is primarily from an increase in legal fees of $358,000 related to the 
home mortgages discussed in Note 3 and other collection expenses incurred during the normal course of business.

Noninterest expense totaled $4.1 million for the three month periods ended June 30, 2006 and 2005. Salaries 
and benefits, as well as other noninterest expense, increased $0.3 million, but was offset by a decline in the cost in 
other real estate and repossessions expense. 

Income Taxes
In both six month periods ended 2006 and 2005, the income tax provision approximated the normal statutory 

rate and the effective rates were 34.2% and 34.3%, respectively.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Interest Rate Risk Management
The interest spread and liability funding previously discussed are directly related to changes in asset and 

liability  mixes,  volumes,  maturities  and  repricing  opportunities  for  interest-earning  assets  and  interest-bearing 
liabilities. Interest sensitive assets and liabilities are those which are subject to being repriced in the near term, 
including both floating or adjustable rate instruments and instruments approaching maturity. The interest sensitivity 
gap is the difference between total interest-sensitive assets and total interest-sensitive liabilities. Interest rates on the 
Bank’s various asset and liability categories do not respond uniformly to changing market conditions. Interest rate 
risk is the degree to which interest rate fluctuations in the marketplace can affect net interest income.

To maximize its margin, the Bank attempts to be somewhat more asset sensitive during periods of rising rates 
and more liability sensitive during periods of falling rates. The need for interest sensitivity gap management is most 
critical in times of rapid changes in overall interest rates. The Bank generally seeks to limit its exposure to interest 
rate fluctuations by maintaining a relatively balanced mix of rate sensitive assets and liabilities on a one-year time 
horizon. The mix is relatively difficult to manage. Because of the significant impact on net interest margin from 
mismatches  in  repricing  opportunities,  the  asset-liability  mix  is  monitored  periodically  depending  upon 
management’s assessment of current business conditions and the interest  rate  outlook. Exposure to interest  rate 
fluctuations is maintained within prudent levels by the use of varying investment strategies.

One tool that is used to monitor interest rate risk is the interest sensitivity analysis as shown in Table 4. This 
analysis, which is prepared monthly, reflects the maturity and repricing characteristics of assets and liabilities over 
various time periods. The gap indicates whether more assets or liabilities are subject to repricing over a given time 
period. The Bank’s interest sensitivity analysis at June 30, 2006 reflects a liability-sensitive position with a slightly 
negative cumulative gap on a one-year basis.
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TABLE 4 – INTEREST SENSITIVITY AT JUNE 30, 2006 
(unaudited, in thousands, except for percentages)

Interest Sensitivity Within
3 Months Over 3 Months Total Over
Or Less thru 12 Months One Year One Year Total

Earning Assets:
  Loans (including loans held for sale) $250,116 $70,622 $320,738 $178,962 $499,700
  Securities (including FHLB stock) 3,732                    20,730                   24,462              161,920            186,382            
  Federal Funds Sold -                            -                            -                        -                        -                        
  Other earning assets 112                       -                            112                   2,188                2,300
    Total earning assets 253,960 91,352 345,312 343,070 $688,382

Source of Funds:
Interest Bearing Accounts:
    Demand deposits 127,930 -                            127,930 53,522 181,452
    Savings 10,477 -                            10,477 31,432 41,909
    Time deposits 75,976 83,390 159,366 101,772 261,138
    Short-term borrowings 38,063 10,000                   48,063 -                        48,063
    Long-term borrowings -                            -                            -                        10,316 10,316
Noninterest-bearing, net -                            -                            -                        145,504            145,504            
    Total source of funds 252,446 93,390 345,836 342,546 $688,382
Period gap 1,514 (2,038) (524) 524
Cumulative gap $1,514 ($524) ($524) -$                  

Cumulative gap as a
 percent of earning assets 0.22% -0.08% -0.08%

Item 4. Controls and Procedures

The Bank maintains disclosure controls and procedures that are designed to ensure that information required to 
be  disclosed  in  the  reports  it  files  under  the  Securities  and  Exchange Act  of  1934,  as  amended,  is  recorded, 
processed, summarized and reported within the time periods specified in the Commission’s rules and forms. Such 
controls include those designed to ensure the material information is communicated to management, including the 
Chief Executive Officer (“CEO”) and the Chief Financial Officer (“CFO”), as appropriate to allow timely decisions 
regarding required disclosure.

The Bank’s management, with the participation of the CEO and CFO, have evaluated the effectiveness of the 
Bank’s disclosure controls and procedures as of the end of the period covered by this quarterly report on Form 10-Q. 
Based on that evaluation, the CEO and CFO have concluded that the disclosure controls and procedures as of the end 
of the period covered by this quarterly report are effective. There were no changes in the Bank’s internal control over 
financial reporting during the last fiscal quarter in the period covered by this quarterly report that have materially 
affected, or are reasonably like to materially affect, the Bank’s internal control over financial reporting.
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PART II.  OTHER INFORMATION

Item 1. Legal Proceedings
The Bank is subject to various other legal proceedings in the normal course of business and otherwise. It is 

management's belief that the ultimate resolution of such other claims will not have a material adverse effect on the 
Bank's financial position or results of operations.

Item 2. Changes in Securities and Use of Proceeds

Item 2 is nonapplicable and is therefore not included.

Item 3. Defaults Upon Senior Securities

Item 3 is nonapplicable and is therefore not included.

Item 4. Submission of Matters to a Vote of Security Holders

The Bank’s Annual Meeting of Stockholders was held on May 18, 2006.

1.  With respect to the election of 18 directors to serve one year and until their successors are elected and 
qualified, the following are the numbers of shares voted for each nominee:

Nominees                                                                  For                               Against  
Mary Ann Allen 3,900,085 224
F. Fanancy Anzalone 3,900,309     -
Anthony J. Berner, Jr. 3,900,309     -
Collins Bonicard 3,900,309     -
Charles Brister 3,900,309     -
Andrew Gasaway 3,900,309     -
Daniel P. Harrington 3,900,309     -
William K. Hood 3,900,309     -
Edwin L. Hoover, Jr. 3,899,497 812
Alton B. Lewis 3,899,497 812
Morgan S. Nalty 3,899,609 700
Daniel F. Packer, Jr. 3,900,309     -
Marshall T. Reynolds 3,900,309     -
Nicholas A. Saladino 3,900,309     -
Sam P. Scelfo, Jr. 3,900,309     -
Michael R. Sharp 3,895,389            4,920
F. Jay Taylor 3,900,309     -
Loy F. Weaver 3,900,309     -

There were no abstentions or broker non-votes.

2.  To authorize the Board of Directors to enter into an Agreement and Plan of Exchange under which the 
Bank’s  stockholders  would  exchange  their  shares  of  the  Bank’s  common  stock  for  shares  of  First  Guaranty 
Bancshares, Inc. (“FGB”), the Bank would become a wholly owned subsidiary of FGB and the stockholders of the 
Bank would become stockholders of FGB.

    For    Against  Abstain
3,893,706            -    6,603

3. To effect a reclassification of stock by amending the articles of incorporation of the Bank to combine 
its $1 par value common stock and its $5 par value common stock into one class of $1 par value 
common stock.
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    For   Against  Abstain
3,884,783        813    14,713

Item 5. Other Information

Item 5 is non-applicable and is therefore not included.

Item 6. Exhibits and Reports on Form 8-K

(a) 1. Financial Statements

  The information required by this item is included as Part I herein.

2. Financial Statement Schedules

   The information required by this item is not applicable and therefore is not included.

3. Exhibits

Exhibit
Number Exhibit

  11 Statement regarding computation of earnings per common share
 The information required by this item is incorporated by reference to the Bank’s  
 Form 10-K for the period ended December 31, 2005.

  12                 Statement regarding computation of ratios
The information required by this item is incorporated by reference to the Bank’s  
Form 10-K for the period ended December 31, 2005.

   A. Certification Pursuant To 18 U.S.C. Section 1350 as Adopted Pursuant to Section 
906 of the Sarbanes-Oxley Act Of 2002

  B.Certifications In Support of Principal Executive Officers/CFO Certification

(b) No Form 8-K was filed during the interim period covered by this report. 

(c) See (a) (3) above for all exhibits filed herewith or incorporated by reference.

(d) There are no other financial statements and financial statement schedules, which were excluded from Part I 
which are required to be included herein.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Bank has duly caused this report to be 
signed on its behalf by the undersigned thereunto duly authorized.

FIRST GUARANTY BANK

  

Date: August 14, 2006 By: /s/ Michael R. Sharp
Michael R. Sharp

President and 
Chief Executive Officer

Date: August 14, 2006 By: /s/ Michele E. LoBianco
Michele E. LoBianco
Senior Vice President and
Chief Financial Officer



EXHIBIT A

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of First Guaranty Bank (the “Bank”) on Form 10-Q as of and for the six 
months  ended  June  30,  2006  as  filed  with the  Federal  Deposit  Insurance  Corporation  on  the  date  hereof  (the 
“Report”), I, Michael R. Sharp, President and Chief Executive Officer of the Bank, certify, pursuant to 18 U.S.C. SS 
1350, as adopted pursuant to SS 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act 
of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and 
results of operations of the Bank.

/s/ Michael R. Sharp
Michael R. Sharp
President and Chief Executive Officer
August 14, 2006



EXHIBIT A

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of First Guaranty Bank (the “Bank”) on Form 10-Q as of and for the six 
months  ended  June  30,  2006  as  filed  with the  Federal  Deposit  Insurance  Corporation  on  the  date  hereof  (the 
“Report”), I, Michele E. LoBianco, Chief Financial Officer of the Bank, certify, pursuant to 18 U.S.C. SS 1350, as 
adopted pursuant to SS 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and 
results of operations of the Bank.

/s/ Michele E. LoBianco
Michele E. LoBianco
Senior Vice President and 
Chief Financial Officer
August 14, 2006



EXHIBIT B

CERTIFICATION OF DISCLOSURE
FOR THE CHIEF EXECUTIVE OFFICER

I, Michael R. Sharp, President and Chief Executive Officer of First Guaranty Bank hereby certify that:

1. I have reviewed this quarterly report being filed on Form 10-Q of First Guaranty Bank;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 
state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by the report;

3. Based on my knowledge,  the financial  statements,  and other  financial  information included  in  the 
report, fairly present in all material respects the financial condition, results of operations and cash flows 
of the Bank as of, and for, the periods presented in the report;

4. The Bank’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the Bank and 
have:

a. Designed such disclosure controls and procedures,  or  caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating 
to the Bank, including its consolidated subsidiaries, is made known to us by others within 
those entities, particularly during the period in which this report is being prepared;

b. Evaluated the effectiveness of the Bank’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, 
as of the end of the period covered by this report based on such evaluation; and

c. Disclosed in this report any change in the Bank’s internal control over financial reporting that 
occurred during the Bank’s most recent fiscal quarter (the Bank’s fourth fiscal quarter in the 
case of an annual report)  that has materially affected,  or is reasonably likely to materially 
affect, the Bank’s internal control over financial reporting; and

5. The Bank’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the Bank’s auditors and the audit committee of the Bank’s 
Board of Directors (or persons performing the equivalent functions):

a. All significant  deficiencies and material  weaknesses in the design or  operation of  internal 
control over financial reporting which are reasonably likely to adversely affect the registrant’s 
ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the Bank’s internal control over financial reporting.

/s/ Michael R. Sharp
Michael R. Sharp
President and Chief Executive Officer
August 14, 2006



EXHIBIT B

CERTIFICATION OF DISCLOSURE
FOR THE CHIEF FINANCIAL OFFICER

I,  Michele E. LoBianco,  Senior  Vice President and Chief Financial  Officer of First  Guaranty Bank hereby 
certify that:

1. I have reviewed this quarterly report being filed on Form 10-Q of First Guaranty Bank;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 
state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by the report;

3. Based on my knowledge,  the financial  statements,  and other  financial  information included  in  the 
report, fairly present in all material respects the financial condition, results of operations and cash flows 
of the Bank as of, and for, the periods presented in the report;

4. The Bank’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the Bank and 
have:

a. Designed such disclosure controls and procedures,  or  caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating 
to the Bank, including its consolidated subsidiaries, is made known to us by others within 
those entities, particularly during the period in which this report is being prepared;

b. Evaluated the effectiveness of the Bank’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, 
as of the end of the period covered by this report based on such evaluation; and

c. Disclosed in this report any change in the Bank’s internal control over financial reporting that 
occurred during the Bank’s most recent fiscal quarter (the Bank’s fourth fiscal quarter in the 
case of an annual report)  that has materially affected,  or is reasonably likely to materially 
affect, the Bank’s internal control over financial reporting; and

5. The Bank’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the Bank’s auditors and the audit committee of the Bank’s 
Board of Directors (or persons performing the equivalent functions):

a. All significant  deficiencies and material  weaknesses in the design or  operation of  internal 
control over financial reporting which are reasonably likely to adversely affect the registrant’s 
ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the Bank’s internal control over financial reporting.

/s/ Michele E. LoBianco
Michele E. LoBianco
Senior Vice President and
Chief Financial Officer
August 14, 2006
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