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‘ To Our Shareholders:

| I am pleased to report that Southern Michigan Bancorp, Inc. posted another quarter of solid results. Net income for the second quarter of

f ‘ 2012 was $1,027,000, or $.43 per share, compared with second quarter 2011 net income of $762,000, or $.33 per share. For the first six months
‘ of 2012, Southern earned $2,029,000, or $.86 per share, compared with $1,510,000, or $.65 per share, for the same six-month period a year ago.

l : Southern’s success through the first six months of 2012 was driven largely by our management team’s strategic focus on developing high

i quality small business lending relationships throughout our four-county primary service area. The results of those initiatives led to an increase

! 1 in our commercial loan portfolio of $16 million during the most recent quarter, with total commercial loans exceeding $261 million at June 30,

| \ 2012. Net interest income for the first six months of 2012 grew by 10.6 percent to $8.4 million, compared with $7.6 million for the first six

| months of 2011.

} Many of our customers have taken advantage of historically low interest rates to refinance their home mortgages. Gains on sales of

| mortgage loans grew substantially, totaling $878,000 for the first six months of 2012, compared with $522,000 for the same period a year ago.

t ‘ In addition, we are seeing modest improvement in purchases and sales of existing homes and in new home construction.

1 As of June 30, 2012, total assets were $503.9 million compared with $481.3 million as of June 30, 2011. Southern’s annualized return on

[ average assets for the first six months of 2012 was .78 percent compared with .61 percent for the same period a year ago. The annualized return

| on average equity for the first six months of 2012 improved to 7.66 percent compared with 6.17 percent for the same six-month period last year.

| 1 The strength and consistency of Southern’s financial condition and performance is particularly noteworthy given the continued headwinds

i ‘ of an uncertain economy, burdensome regulations and escalating costs. During its June meeting, the board of directors approved an increase in

| the quarterly dividend from $.07 per share to $.09 per share. The board continues to evaluate dividend payout levels based on various

| performance criteria, including operating results and capital levels.

d I will close on a personal note. In July, all of us in the Southern Family were deeply saddened by the sudden passing of Dave Clow, our

Senior Vice President and Head of Commercial Lending. Dave joined Southern in 2004 as the Senior Commercial Lending Officer. He was a

thoughtful mentor, an outstanding colleague and respected by peers throughout the banking industry. Most importantly, Dave was a wonderful

friend to many within the bank and community. He will be missed and fondly remembered.

Sincerely,
John H. Castle
Chairman and Chief Executive Officer
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SOUTHERN MICHIGAN BANCORP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

June 30, December 31,
2012 2011
(Unaudited) (A)

(In thousands, except share
and per share data)

ASSETS
SastidndscaslieaiiivaleniBns st Bus nhems Lo s ] Dbt ey L B o e o8 e e S ot R $ 34772 $ 42,185
Hoderalifundssolds - o S BtA L R e s i st e et B o8 LR R L e L e ety 8 253 287
Secutics availabIo TOr BRIC. |« . iilsl o a5 visiss o0a] miwinss ws e il waes o el o 20 st 3L ) 6 s o s & atsine o e o e 76,054 90,344
e el 5 R R e L Ty S 1,624 1,088
Eaans, net of allowarnice for loan losses of 85,167 - 2012 ($5.412 - 2001) . . v s v oo v e oinv s siowisis s s sas o s 344,041 327,392
eSS ard Cani PRI DTS Al i A o e it b sk, oiink o b ol 1 s G L1 8 b i S & s e 1 12,392 12,546
VT e i b Dl e o r e e - S I e T RS, SRS SN R S TN ol O U I s Ll T 1,826 2,148
Neticastshonder value Of IIESHNSUTANCE \i.xulv 5o s Wil o smont s sy is s e ishle s bw b ol ss o o ars s e il 10,480 10,312
MG OOAVILIRE I e i S AL 5.5 D Tt 38 7o T Wt e AT s I B e e e st 463 TR A s 13422 13,422
(@I L LG LR e r U R LIRS el LRSS R s e s UG R 1,504 1,666
B R NI T ) bt vl Bl o e e Bk o sm R R e PRI s e ol S, S B 7499 7,830
TOTAL ASSETS $ 503,867 $ 509,220
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Deposits:
NOtENITESEDEATINGS - F0 . e i ¢ 5 S e te T R | e o LS $ 69,591 $ 61930
EnteTestbErriE © ot bl o b e e e el e e e el et s e A et B 347,956 358,581
TOTAL DEPOSITS 417,547 420,511
Securities sold under agreements to repurchase and overnight borrowings . .............oveeeiiineriinnnn 14,214 18,074
Acoriied expendesiand OHET TaABIIUER . 05 iis 25 viimnes s ek srein) s s 2 haials & buctins oo ol T a5 e e e bt b sl 4,558 4,568
e OO IRES -2 7 i s S e T N e i P s oot s o s T 5o et T e 7448 734
SEDOTIAEAUCDEMIITIEE bl ot nn v sth o o e w are s e oyt s s o s ke b e e DAawins e el oiere 5,155 S,155
Common stock subject to repurchase obligation in Employee Stock Ownership Plan,
shares outstanding - 119,594 in 2012 (115,170 shares in 2011) ... ......ciiiiine et 1,644 1,296
TOTAL LIABILITIES 450,566 457355
Shareholders’ equity:
Preferred stock, 100,000 shares authorized; none issued or outstanding 2 S
Common stock, $2.50 par value:

Authorized —4,000,000 shares

Issued—2,376,204 shares in 2012 (2,358,599 shares in 2011)

Outstanding (other than ESOP shares) - 2,256,610 shares in 2012 (2,243,429 shares in 2011) ........... 5,642 5,609
dditional paid-IRICAPIEL i) o ug is el o b s s e o e v e e g e ek o e el b b el e sl o 17,991 18,278
Rl CANIBES & v i & riaisn bl s S io s e s s 0/ s oo s ISR s 8 e e s o TS s e o [ e 29,223 27,576
Adcotimulated other comprEnBnsiVe TACOMIBIIBE s vivs o« srs siv siasl sde hotics sabaioie sis Hmletioots e o ediin s R s 8 548 571
Unearned Employee Stock Ownership PIANISRATES. .« v s oe s o inre & osii b sieistars o & ariala s aiisisr s wlore o miss o & sinte (103) (169)
datalshareholdens” eqURY S do s o b it S s oo bl bt e il e s s oo vk st b e Mool b ilirmtoch A 53,301 51,865

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY §$ 503.867 $ 509,220

(A) The balance sheet at December 31, 2011 has been derived from the audited consolidated financial statements at that date.

Southern Michigan Bancorp, Inc. Board of Directors Honorary Directors
DEAN CALHOUN NOLAN E. (RICK) HOOKER THOMAS D. MEYER JAMES T. GROHALSKI
Coldwater Veneer, Inc. Hooker Oil/Best American Car Meyer Ventures, LLC JANE L. RANDALL
JOHN S. CARTON Yoscs KURT G. MILLER RAYMOND W. SMITH
Retired Business Executive GREGORY J. HULL President / Chief Credit Officer

JOHN H. CASTLE Farmer of SMB, Inc. and SMB&T

Chairman & CEO of SMB, Inc. = THOMAS E. KOLASSA FREEMAN E. RIDDLE

and SMB&T HUB International, Inc. Spoor-Parlin, Inc.

H. KENNETH COLE DONALD J. LABRECQUE

Hillsdale College Labrecque Management

GARY H. HART BRIAN P. MCCONNELL

Infinisource, Inc. Burr Oak Tool, Inc.




SOUTHERN MICHIGAN BANCORP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

Three Months Ended

June 30,

2012

2011

Six Months Ended
June 30,

2012

2011

(In thousands, except per share amounts)

Interest income:

oansiucludingifees MR (. Sk e OB i ol sl DRI R st i e $ 4629 $ 4334 § 9,140 $ 8,704
Federal funds/sold and balances With DaRKS! . 1 vy . vt v v ieleie s ol s 5 alio ssma e o s wip e it o s b1 31 47 57 98
Securities:
5 TR e s R G MRPRIE B R s~ A S 4 ST RN SR R NN L 63 171 219 309
i 75 71 1o] B b b S B SO TR I S IR | PPN oY S A e ) 246 218 488 434
Totalnterest MCOMGH AT = | .0 S o e el e e s i 4969 4,770 9.904 9.545
Interest expense:
55l ET Ly TR A, < bR R I I I e T O Ll 587 803 1,248 1,647
e S et L IRTRER in v e L I L sl L 129 148 262 307
21T I T T T e e SRR i (R I R 0 BN P R B S 716 951 1,510 1,954
T T T et M LT R b AT B¢ TR S e O e O 4,253 3,819 8,394 7991
PEOVISIOT IO IO ROBROR L/ Ll e i yssvaiat o o esiaie tosims ol asias soalioc o s om0 el & vavans e 47 475 375 700 500
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 3,778 3444 7,694 7,091
Non-interest income:
S IVieS ChatEEs ON COOSIEACCOUIIS /o7, s + o s+ s v isye = 4o 6505 o o s s s s ois o 6 whainials o in s & oimioin s iare 413 568 807 1,079
TR o e e s s S bt e Lot et & £ e e 263 295 561 568
Net:gains on secunty calls and alBa 1. . . v.o oo 570t ot viee o bisieis ob e she o s aistei s s o hiein o s siaie sl a ot - S 3 2
NetguinsoloanSRlES B, = 2 b 0l b e s e s e e e S e 476 205 878 522
Banmps oh Jife inSUrANCe BREIST Y wu s & o ais i o Sran she s iortin & o des 5 6rest s v 5 W she s it sk m U neia 80 84 168 164
BIOKOTARCHDCOTIBIID s il & v orsre astiis s s b e e et Ao o s o o S A e B8 s 2 49 46 103 94
TN ant:debit CatOARITOTNISS "5 1% e o At 5 b, o s s o cfette 5ttt ffer 3% Tl 292 257 564 492
81T 1 SRRt o Y b IR 8 IR VR 1 BEE SRS R o N S o e g s 1 127 124 281 237
TOTAL NON-INTEREST INCOME 1,700 1570 3,365 3,158
Non-interest expense:
Saldries and employes DenbHits . & A 5 b o T L o e e oiuis o sisin s o st s wid 2,267 2,294 4,688 4,741
COECHERRCYENOEEESr e, RIS o o b b b aaldam o0 SR bl o it 277 336 560 709
Equipmentite oot L K bRt S 8 i e 217 204 409 407
RnHHS, DOSIHEERAMBUBDIBE I« 254 o o fans et e A5 sinl s 3w mmni o aoels o o el e ARB0 052 BTRY 105 102 244 243
TelecommImCatON EXPEIISER. o5 5 5 o s t's »20 abeis Sorirthih o o bosn s o et 1o wreieeie oies o o wale e e o ainss 5 e 61 98 157 197
Professionaliand OULSIASISEIVIONS . < oo« vis ais «/ols b astersiote s 5 BER1E o Soals o« alsln o o6 ulbis 45 ala/aiasis 280 199 536 420
FEDIC ASSesomEnts Mon I8 | o SRR e i, ) oo oatte e i d ool o e il o e & s s e IR N 100 110 200 275
Seftware MamienARCERYS | hulead o ok s R S e s SANE ey i 120 110 251 215
Atnortization of OtherBHANZIDIES . . .« o 5 o « 5088 ¥ e i s o858 4 & wiivs o abarsia s e mibl¥ boe siee s b s 81 84 162 169
Expensesrelating to ORBO PIODCTEY &« « s i s 5 isres s v s  rissis s s vs & oo s o iio a0 b aianes s o 74 86 202 131
M i e e R B e A O B o i T 109 92 210 174
O oy s e e s I e e o ) R i 1 S0 RN 510 i B b e o 08 451 344 825 669
ol R0 0=t eR et ERRBNRE . = v v irnn ot o it oot 1S 4 it b o lovars e wals ol foard B 5808 4,142 4,059 8,424 8,350
INCOME BEFORE INCOME TAXES 1,336 962 2,635 1,899
Federal income tax provision 309 200 606 389
NET INCOME §$ 1.027 $ . 362 .$.2020 $ 1510
Basic Earnings Per Common Share $§ 043 $ 033 $ 08 $ 065
Diluted Earnings Per Common Share 043 0.33 0.86 0.65
Dividends Declared Per Common Share 0.09 0.05 0.16 0.10
Market Information
The Trust Department of Southern The following brokerage firms make a Stifel, Nicolaus & Company, Inc.
Michigan Bank & Trust acts as the market for Southern Michigan Bancorp, Grand Rapids, Michigan
transfer agent for the Company’s stock. Inc. stock: (800) 676-0477
For infosmation ,concemlng e tra.néfer Boenning & Scattergood Hilliard Lyons, Inc.
of the Company’s stock, or to participate Powell, Ohio Coldwater, Michigan
in the dividend reinvestment program, (866) 326-8113 (517) 278-4333 or
please contact the Trust Department at (800) 211-5257
(517) 279-5503 or (800) 379-7628.
Howe Barnes Investments, Inc. Robert Baird & Company
Chicago, Illinois Grand Rapids, Michigan
(312) 655-2954 or (616) 459-4491 or

(800) 800-4693 (800) 888-6200




Officers of Southern
Michigan Bank & Trust

COMMERCIAL LOANS

Deborah Davis
Vice President

Nick Grabowski
Vice President

Sarah Headley
Vice President

Robert Hungerford
Vice President

Doug Kiessling
Vice President

James Sobeske
Vice President

Tom Swoish
Vice President

Joan Trenary
Vice President

Jason Williams
Vice President

Aaron Hollister
Assistant Vice President

RESIDENTIAL & CONSUMER LOANS

Jamie Smoker

Senior Vice President /
Head of Residential

& Consumer Lending

Rick Feller
Vice President /

Lending and Sr. Collection Administrator

Phyllis Wingate
Vice President / Head of Retail
Loan Operations

Jeremiah Ervans
Assistant Vice President /
Retail Loan Officer

Tim Fox
Assistant Vice President /
Retail Loan Officer

DeAnne Hawley
Assistant Vice President /
Retail Loan Officer

Shari Kline
Assistant Vice President /
Retail Loan Officer

Diane Krimmel
Assistant Vice President /
Retail Loan Officer

Lori Lemmon
Assistant Vice President /
Retail Loan Officer

Tammy Malatok
Assistant Vice President /
Retail Loan Officer

Gregory Mallar
Assistant Vice President /
Retail Loan Officer

Cassidy Munn
Assistant Vice President /
Retail Loan Officer

Desiree Kauffman
Retail Loan Officer

Connie Swain-Caudill
Assistant Vice President /
Senior Collections Manager

RISK MANAGEMENT

Trisha Pawloski
Vice President /
Risk Management Officer

TRUST DEPARTMENT

Mary Guthrie
Senior Vice President /
Senior Trust Officer

R. David Rumsey
Vice President /
Senior Investment Officer

Jean Winans
Vice President /
Senior Trust Officer

Susan White
Vice President /
Trust Officer

INVESTMENTS

Melissa Barlow
Vice President/
Senior Investment Officer

RETAIL BANKING SERVICES

Eric Anglin

First Vice President /
Retail Banking Services /
Chief Deposit Officer

COLDWATER MAIN &

EAST CHICAGO BRANCHES
Abby Austin

Assistant Vice President /
Branch Manager

BATTLE CREEK & MARSHALL
BRANCHES

Claudia Murch

Assistant Vice President /
Regional Branch Manager

HILLSDALE & CAMDEN BRANCHES
Lori Neill
Regional Branch Manager

UNION CITY BRANCH
Ken Brooks

Vice President /
Branch Manager

TEKONSHA BRANCH
Dawn Copas
Branch Manager

CONSTANTINE BRANCH
Sally Cotton

Vice President /
Branch Manager

MENDON BRANCH
Doreen Tobin

Assistant Vice President /
Branch Manager

CENTREVILLE BRANCH
Paul Harker
Branch Manager

THREE RIVERS MAIN BRANCH
Sharon Bachinski

Assistant Vice President /
Branch Manager

THREE RIVERS WESTLAND BRANCH
Lynette Lorenz

Assistant Vice President /

Branch Manager

ACCOUNTING

Sara Herrmann
Vice President / Finance

OPERATIONS / INFORMATION SYSTEMS

Dave McKinley
First Vice President /
Head of Operations

Paul Mahle
Assistant Vice President /
Senior Data Processing Officer

Becky Omo

Assistant Vice President /
Operations Representative
Angie Smith

Assistant Vice President /
Operations Manager
Jamie Tobalske

Assistant Vice President /
e-Services Officer

Jeff Kiersey

Systems Solutions Officer
Vikki Kline

Project / Research Officer

MARKETING

Patty Parker
Vice President

Executive Officers of
Southern Michigan

Bank & Trust and Southern
Michigan Bancorp, Inc.

John H. Castle
Chairman & Chief Executive Officer

Kurt G. Miller
President / Chief Credit Officer

Danice L. Chartrand
Senior Vice President /
Chief Financial Officer

BANCORP, INC.
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Continuous Banking Since 1872

www.smb-t.com
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