BT SR e g R A Bel PO SR T

o

Corporate Highlights

To Our Shareholders:

[ am pleased to announce that Southern Michigan Bancorp, Inc. reported net income of $1,154,000, or $.49 per fully diluted share, for the third
quarter of 2012. Our results for the period represent an increase of 30 percent over net income of $887,000, or $0.38 per fully diluted share,
reported for the third quarter of 2011. Through the first nine months of 2012, Southern’s net income was $3,183,000, or $1.34 per fully diluted
share, compared with $2,397,000, or $1.03 per fully diluted share, for the same nine month period a year ago.

Southern’s earnings growth reflects across-the-board improvements in most key financial performance metrics. In addition, our emphasis on
broadening relationships with small and mid-sized businesses produced positive results. Total loans grew by nearly $18 million through the first
nine months of this year. Checking and other noninterest bearing deposits increased by about $9 million during the same nine-month period. As of
September 30, 2012, total assets were $515.6 million compared with $509.2 million at December 31, 2011.

Net interest income for the third quarter of 2012 increased 11 percent to $4.384 million compared with the third quarter of last year.
Residential mortgage refinancing activity boosted net gains from loan sales to $519,000, an increase of 68 percent from the same quarterly period of
2011. Southern’s annualized return on average assets through the first three quarters of 2012 was 0.82 percent compared with 0.64 percent for the
same period of 2011. The annualized return on average equity was 7.94 percent for the first nine months of 2012 compared with 6.46 percent for the
corresponding period of 2011.

Asset quality continued to improve as loan delinquencies further decreased by 21 basis points to 2.06 percent of loans at September 30, 2012,
as compared to 2.27 percent at September 30, 2011. Net loan charge-offs for the quarter declined by more than 50 percent to $155,000 compared to
$379,000 for the same quarter last year. For the nine-month period ended September 30, 2012, net charge-offs totaled $1.1 million compared with
$1.171 million through the first three quarters of 2011. Our provision expense of $350,000 for the third quarter of 2012 enabled Southern to
maintain its allowance for loan losses at $5,362,000 or 1.53 percent of total loans.

The Board of Directors and management are pleased with Southern’s performance through the first nine months of 2012, and we remain
cautiously optimistic that our positive trends can be sustained through the remainder of this year and into 2013. Our loan pipeline is growing as
businesses and individuals throughout our four county region recognize the value of a relationship with a financially strong and locally committed
community bank. However, sluggish economic growth regionally and nationally, a dramatic rise in costly bank regulations and uncertainties in
governmental fiscal policies are obstacles that we continue to face. We have overcome many of these types of challenges in the past and expect to
do so into the future.

The Jumpstart our Business Startups Act or JOBS Act signed into law April 5, 2012 allows community bank holding companies to suspend
reporting obligations with the Securities and Exchange Commission if they have fewer than 1,200 registered shareholders, compared to 300
shareholders before the law was passed. After careful consideration and analysis, the Board of Directors has determined that it is in the best interest
of our shareholders for Southern to suspend its reporting obligations under the Securities Exchange Act of 1934 and discontinue reporting to the
SEC. We anticipate expense savings from eliminated costs associated with SEC filings, professional fees, etc. to be $150,000 or more annually. The
process of suspending reporting obligations is relatively straightforward, and we anticipate that we will suspend our reporting obligations effective
on or about January 1,2013. We will still be required to file our Annual Report on Form 10-K for the year ended December 31, 2012.

Please feel free to contact me, members of our management team or any of our directors should you have any questions or comments. Your
continued support is appreciated.

Sincerely,

John H. Castle
Chairman and Chief Executive Officer




SOUTHERN MICHIGAN BANCORP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

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

(In thousands, except share
and per share data)
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Outstanding (other than ESOP shares) - 2,254,461 shares in 2012 (2,243,429 shares in 2011) ........... 5,636 5,609
Al itomalEpidRinEeaniRlIe: oo s R, R R e et s e ks e AR LV S R 18,021 18,278
REtRied CamBES) e 1Ll Shm o Ve ol bumisnr i o0 et a1y s i it e s e oo B 30,164 27,576
Aecunulated othen comprelensive ANCAMB B i I 5l b ure i0e s btk i os 580 ass Se 6 A s o s 8o roiaing 575 571
Unearned Employee Stock OwnerShipPIANSNATES o . o.v . o4 viems e oo slo s s e st o s ss e sin ool ok o slinloria s s imier s (69) (169)
R AL T G Gy o PR Rt e e SARTTURL 8 0 S e i IO o R e 54,327 51,865
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY §$ 515.561 $ 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 Mhihes 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 Nine Months Ended
September 30, September 30,
2012 2011 2012 2011

(In thousands, except per share amounts)

Interest income:
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Federal income tax provision 368 248 974 637
NET INCOME $ 1.154 § 8870 .8i.3.183 $ 2397
Basic Earnings Per Common Share $ 049 $ 038 $ 135 § 103
Diluted Earnings Per Common Share 049 0.38 134 1.03
Dividends Declared Per Common Share 0.09 0.05 0.25 0.15

Market Information

The Trust Department of Southern
Michigan Bank & Trust acts as the
transfer agent for the Company’s stock.
For information concerning the transfer
of the Company’s stock, please contact
the Trust Department at (517) 279-5503
or (800) 379-7628.

The following brokerage firms make a
market for Southern Michigan Bancorp,
Inc. stock:

Boenning & Scattergood
Powell, Ohio
(866) 326-8113

Howe Barnes Investments, Inc.
Chicago, Illinois

(312) 655-2954 or

(800) 800-4693

Stifel, Nicolaus & Company, Inc.
Grand Rapids, Michigan
(800) 676-0477

Hilliard Lyons, Inc.
Coldwater, Michigan
(517) 278-4333 or
(800) 211-5257

Robert Baird & Company
Grand Rapids, Michigan
(616) 459-4491 or

(800) 888-6200



Officers of Southern
Michigan Bank & Trust

COMMERCIAL LOANS

Nick Grabowski
First Vice President /
Head of Commercial Lending

Deborah Davis
Vice President

Sarah Headley
Vice President

Robert Hungerford
Vice President

Doug Kiessling
Vice President

James Soheske
Vice President

Tom Swoish
Vice President

Joan Trenary
Vice President

Jason Williams
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 BRANCH
Lisa Walker

Branch Manager /

Teller Training Supervisor®

MARSHALL BRANCH
Claudia Murch

Assistant Vice President /
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

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

Vikki Kline
Project / Research Officer
MARKETING

Patty Parker
Vice President

*Non Officer Position

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
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Continuous Banking Since 1872
www.smb-t.com
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