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Continuous Banking Since 1872

Corporate Highlights

To Our Shareholders:

I am pleased to announce that Southern Michigan Bancorp, Inc. reported net income of $1,658,000, or $0.69 per share, for the third
quarter of 2016, representing historic record high third quarter earnings. Our results for the period represent an increase of 8.9 percent
over net income of $1,523,000, or $.64 per share, reported for the third quarter of 2015. Through the first nine months of 2016, Southern
earned $4,430,000, or $1.84 per share, a slight decrease, or 3.9 percent, as compared with $4,612,000, or $1.92 per share, for the nine month
period ending September 30, 2015. It is noteworthy that the results for the same nine month period a year ago included $555,000 of tax-free
income from death benefits on bank-owned life insurance policies that was recorded in the second quarter.

Southern’s annualized return on average assets for the nine month periods ending September 30, 2016 and 2015 was 0.98 percent and
1.09 percent, respectively. The annualized return on average equity was 8.45 percent for the first nine months of 2016 compared to 9.89
percent for the same period of 2015. Our tax equivalent net interest margin for the nine month periods ending September 30, 2016 and 2015
was 3.80 percent and 3.91 percent, respectively.

Total assets for the first nine months of the year increased significantly to $621.0 million at September 30, 2016, compared with $582.8
million at December 31, 2015. Other noteworthy changes in the balance sheet include deposit growth of $36.8 million, or 7.7 percent, while
loan totals at $422.4 million remained nearly identical to year end 2015 levels of $422.0 million. Year-over-year loan totals increased by
$12 million, or 3.0 percent, from September 30, 2015 levels of $410.4 million.

Asset quality momentum remained strong as delinquencies at quarter-end were .66 percent of total loans as compared to 1.09 percent as
of September 30, 2015. Net loan losses for the third quarter of 2016 totaled only $27,000; unallocated losses, or those losses without
specific reserves, totaled only $4,000. For the nine month period ending September 30, 2016, net loan losses totaled $484,000, or annualized
.15 percent of total loans, and unallocated losses for the period totaled $211,000, or annualized 0.07 percent of total loans. Non-performing
asset totals as of September 30, 2016 were $3.0 million, a decrease of $4.7 million, or 61 percent, from $7.7 million as of September 30,
2015. No provision for loan loss expense was recognized for the third quarter and the allowance for loan losses as of September 30, 2016
was $4.9 million, or 1.16 percent of total loans. From a coverage perspective, the allowance remained at nearly two times the dollar amount
of non-performing loans.

Southern’s board of directors approved an increase in the quarterly cash dividend to $0.20 per share, which was paid October 21, 2016.
The $0.20 per share dividend represents an increase of $0.02 per share over the July 2016 cash dividend of $0.18 per share, and an increase
of $0.04 per share over the January 2016 cash dividend. The new annualized dividend rate of $0.80 per share represents a dividend yield of
3.04 percent based on the current market price of $26.30 per share. Our current level of earnings supports this level of cash dividends while
allowing us to generate capital requisite to support loan growth.

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,

2016 2015
(Unaudited) (A)
(In thousands, except share data)
ASSETS
Cash and CASH EQUIVAIENIES ........c.euiuiuiuitiiiteietetetetetetctetete ettt ettt ettt ettt seteseseseses et et et esesesesesesesesesesesesesesesesesesebesesesesne $ 16,051 $ 13487
FEederal TUNAS SOIA ........vviiieieeeeee et e e e et e e et aae e e e eat e e e eeaaeeeeaaeeeeaseeeeaeseeebaseeasseeeensaseeenseeeennes 24974 6,941
Securities available for sale 109,930 97,150
Loans held for sale.......... 1,255 328
Loans, net of allowance for loan losses of $4,889 - 2016 ($5,273 - 2015) . 417,532 416,716
Premises and EqUIPIMIENL, NMEL .......c.coveueuiririeiiiiiiieiiieeeietrt ettt ettt ettt ettt et et b bt be sttt b et et s et eeseae e sesene s 12,813 12,685
ACCTUEA INEETESE TECEIVADIC .......veviiiieeiie ettt e et e e et e e et e e e e eaae e e eeaaeeeeateeesaseeeesseeeasaeeesnsnsesenaeesanes 3,005 2,517
Net cash surrender value Of TiIfe INSUTANCE .........ccouviiiiiiiiiiiiieccie ettt e et e e ettt e e eeaaeeeeeaaeeeeaaeeeesaeeeeaeeeeaans 14,294 11,939
GOOAWIIL ...ttt ettt ettt ettt e s ettt e st et e s e st e st e s e s e es e e b e s en e es et e st esees et e st es e s ensent et enseneenessenseseesenseneas 13422 13422
Other intangible assets, net. . 294 489
ONET ASSELS ..ttt ettt ettt ettt et et et e e bt e bt et e saeest et e esteat e b e es e enseeaeeatea b e es e en s e b e e bt e st e eaees s en b e bt en s e b e ebeen b e naesaten b e bt ententen 7472 7,097
TOTAL ASSETS $ 621,042 $ 582,771
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Deposits:
INODAINEETESE DEATIIG ...ttt ettt ettt ettt ettt et s s s bbb e s e s e s bbb e s eseseseses et eseseses et et esesesesesesesesesesns $ 103910 $ 101,186
INEETESE DEATINE ...ttt ettt ettt b ettt et et e bbb e bttt b et et e bt ebeseneenenenn 410,384 376.299
TOTAL DEPOSITS 514,294 477 A85
Securities sold under agreements to repurchase and overnight BOITOWINGS ........ccceeveieinierieininiiinirceeneeeeeeeeee 12,852 15,943
Accrued expenses and other HADIIItIES .........c.ccieuiueiriiiiiiinieiciiee ettt 7,686 6419
Other bOrrowings ........cccoeeeevereennnne . 10,200 10,000
Subordinated debentures 5,155 5,155
TOTAL LIABILITIES 550,187 515,002

Shareholders’ equity
Preferred stock, 100,000 shares authorized; none issued or outstanding - -
Common stock, $2.50 par value:
Authorized—4,000,000 shares

Issued and outstanding—2,405,412 shares in 2016 (2,406,508 shares in 2015) 6,014 6,011
Additional paid-in CaPItal ..........coooiiiiiiiie e 19,126 19,572
Retained earnings 45,107 42,029
Accumulated other comprehensive INCOME, NEL .......c.ccurieueirirueiiririeieiieieietet ettt ettt ettt s e seee e 1,043 414
Unearned Employee Stock Ownership Plan Shares..........co.oieiriririiiiiniiiesee ettt (435) (257)

TOTAL SHAREHOLDERS’ EQUITY 70,855 67,769
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $ 621,042 $ 582,771
(A) The balance sheet at December 31, 2015 has been derived from the audited consolidated financial statements at that date.
Southern Michigan Bancorp, Inc. Board of Directors Honorary Directors
DEAN CALHOUN GARY H. HART BRIAN P. MCCONNELL JOHN S. CARTON
Coldwater Veneer, Inc. Retired Executive Burr Oak Tool, Inc. JAMES T. GROHALSKI
JOHN H. CASTLE NOLAN E. (RICK) HOOKER KURT G. MILLER BN D), LA TENMEL
Chairman / CEO of SMB, Inc. Best American Car Washes President / Chief Credit Officer ~ JANE L. RANDALL
and SMB&T of SMB, Inc. and SMB&T
GREGORY J. HULL
CHARLES JAMES SCOTT CLARK Farmer FREEMAN E. RIDDLE
Clark Logic Retired Executive
THOMAS E. KOLASSA
H. KENNETH COLE Retired Executive

Retired Executive
DONALD J. LABRECQUE
Labrecque Management



SOUTHERN MICHIGAN BANCORP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

Interest income:

Market Information

Inquiries regarding stock certificate
administration, address changes,
transfers, and other related services
should be directed to:

American Stock Transfer and Trust
Company, LLC

Website: www.amstock.com
Phone: (718) 921-8124

Toll free: (888) 509-4619

Email: info@amstock.com
Address: 6201 15th Avenue
Brooklyn, NY 11219

Three Months Ended Nine Months Ended
September 30, September 30,
2016 2015 2016 2015

(In thousands, except per share amounts)

L0ans, INCIUAING FEES .....vviiiii ettt $ 4,924 $ 4973 $ 14,880 $ 14,559
Federal funds sold and balances With DAnKS ............ccccceriiiiiiiniieieieseceee e 43 15 112 36
Securities:
TAXADIC ...ttt ettt ettt n ket n e st et e st et e b et e st es e b et ene et enneneesetens 283 184 717 538
TAX-CXCIMIPE ..vvettiieieieteieieteteietet ettt bbbt bbb bbb bbb bbb bbb bbb bbb bbb bbb bt bebebebeaebebebenene 211 219 653 632
TOTAL INTEREST INCOME 5461 5,391 16,362 15,765
Interest expense:
DIEPOSIES ... 326 304 931 921
OINET .ttt ettt ettt s et et e ettt e e st e st et et e st s e e st s et e Rt e Rt e s e s ent et e s et eneene b enteneenennen 133 121 389 284
TOTAL INTEREST EXPENSE 459 425 1,320 1,205
INEt INTEIESE IMCOMIE ... .cvvivieeeeieeteetteete ettt ete ettt e eteeteeeteete et e eseeae et e seesseseeseeaseseessenseessesseseeasenseseessensensens 5,002 4,966 15,042 14,560
Provision fOr L0AN LOSSES....c..eiuiiiiriiiiteeieetere ettt ettt et sa e sttt et e b et e et e nbesae et e - 50 100 200
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 5,002 4916 14,942 14,360
Non-interest income:
Service charges 0N dePOSIt ACCOUNLS .......vuiiiuirterieieiieteieieeie ettt ettt b b se ettt neesesaennas 420 478 1,171 1,343
TTUSE TEES .ttt ettt e et e e et e e e et e e et e e e esaeeeeaateeeenteeeeennaeeeennteeeentaeeeenaeens 354 310 1,202 975
Net gains on security calls and SAIES ..........ccueciviriiiiiiiiiiiiic e 58 - 100 24
Net ZAINS ON LOAN SALES .....eeiieiietiitiiet ettt sttt b et s ettt a e st et e st b et eneeeeetenes 273 294 744 841
Earnings on life iNSUTANnCe aSSELS.........cccoiiiiiiiiiiiiiiiiiiiiiiiiccc s 92 59 249 773
ATM and debit card fEe IMCOME .......ccuvieiiiiiieeieie ettt ete e e et e e e eae e e e eaaeeeeateeeeeareeeeaeeeens 352 348 1,038 1,003
OINET .ottt ettt ettt ettt ettt e a e et et e s e ae et et s et et et s e s et eas e s et e b e s et et entere et et ensenennn 179 219 597 685
TOTAL NON-INTEREST INCOME 1,728 1,708 5,101 5,644
Non-interest expense:
Salaries and employee benefits ...........ccooiiiiiiiiiiiiiii e 2,559 2,630 7811 8,080
OCCUPANCY, NEL ..ottt 368 259 1,032 821
EQUIPIMENT ...ttt 199 177 625 542
Printing, postage and SUPPLES ..o 97 104 331 330
Telecommunication expenses.... 70 60 215 185
Professional and outside services .. 207 341 959 887
FDIC assessments............cc.c...... 73 82 216 247
SOFtWATE MAINEENANCE ....eevvevietieiteettetieiteetiett ettt ettt et et e s te et esaesaeesbeebeese e sesbeestensesaeensenteeseensenbeeseensenaas 260 208 721 626
Amortization of other INtANZIDIES .........ccovioiiiiiiiieiii e 65 68 195 204
Loan related EXPEeNSES........couiiiiiiiiiiiiiiiiiiiciii s 29 45 160 236
ATM EXPEIISES ...ttt 162 138 538 392
OINET .ttt ettt ettt s et et e ettt e e st e st et et e st s e e st s et e Rt e Rt e s e s ent et e s et eneene b enteneenennen 414 389 1.210 1.279
TOTAL NON-INTEREST EXPENSE 4,503 4,501 14,013 13.829
INCOME BEFORE INCOME TAXES 2,227 2,123 6,030 6,175

Federal income tax provision 569 600 1,600 1,563
NET INCOME $ 1,658 $ 1523 $ 4430 $ 4612

Basic Earnings Per Common Share $  0.69 $ 064 $ 185 $ 193
Diluted Earnings Per Common Share 0.69 0.64 1.84 1.92
Dividends Declared Per Common Share 0.20 0.16 0.56 047

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

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

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

Raymond James Financial Associates
Chicago, Illinois
(312) 655-2961 or (800) 800-4693

Robert Baird & Company
Grand Rapids, Michigan
(616) 459-4491 or (800) 888-6200

Royal Securities Company
Grand Rapids, Michigan
(616) 459-2844 or (888) 804-8891

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



Officers of Southern
Michigan Bank & Trust

COMMERCIAL LOANS

Doug Kiessling
Regional Vice President /
Commercial Loan Manager

Timothy Kilmartin
Kalmazoo Regional President

Tom Swoish
Regional Vice President /
Commercial Loan Manager

Deborah Davis
Vice President

Rachel Doty
Vice President

Sarah Headley
Vice President

Greg Miller
Vice President

James Sobeske
Vice President

Steve Todd
Vice President

Adam Losinski
Assistant Vice President

Corey Donner
Commercial Loan Officer

RETAIL LOANS

Rick Feller
Vice President / Retail Loan Officer /
Senior Collections Administrator

Phyllis Wingate
Vice President / Head of Retail
Loan Operations

DeAnne Hawley
Assistant Vice President

Shari Kline
Assistant Vice President

Diane Krimmel
Assistant Vice President

Lori Lemmon
Assistant Vice President

Cassidy Munn
Assistant Vice President

Tina Mack
Assistant Vice President /
Retail Loan Operations Manager

Desiree Kauffman
Loan Operations Specialist

Connie Caudill
Assistant Vice President /
Senior Collections Manager

Lynn Roper
Secondary Market /
Loan Servicing Officer

ANGOLA, IN
LENDING OFFICE

Kristie Prater
Assistant Vice President

RISK MANAGEMENT

Trisha Clark
Vice President /
Risk Management Officer

TRUST DEPARTMENT

Mary Guthrie
Senior Vice President /
Senior Trust Officer

Matt Moses
First Vice President /
Head of Wealth Management

R. David Rumsey
Vice President /
Senior Investment 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
Deb Larr

Branch Manager

BATTLE CREEK BRANCH
Lisa Walker

Assistant Vice President /
Branch Manager

MARSHALL BRANCH

Kara Mead

Vice President / Commercial
Loan Officer / Branch Manager

HILLSDALE & CAMDEN BRANCHES
Lori Neill

Assistant Vice President /
Regional Branch Manager

UNION CITY BRANCH

Tim Fox

Assistant Vice President / Branch
Manager / Retail Loan Officer

TEKONSHA BRANCH
Dawn Copas
Branch Manager

CENTREVILLE & CONSTANTINE
BRANCHES

Tina Cronkhite

Assistant Vice President /
Regional Branch Manager

MENDON BRANCH
Doreen Tobin

Assistant Vice President /
Branch Manager

THREE RIVERS MAIN &

THREE RIVERS WEST BRANCHES
Sharon Bachinski

Assistant Vice President /
Branch Manager

PORTAGE BRANCH
Cammy Fleckenstein
Branch Manager

FINANCE

Kevin Vaughn
Vice President of Finance

OPERATIONS / INFORMATION SYSTEMS

Dave McKinley
First Vice President /
Head of Operations

Angie Smith
Assistant Vice President /
Operations Manager

Becky Omo
Assistant Vice President /
Operations Representative

Vikki Kline
Project / Research Officer
Laurel Walkup

Assistant Vice President /
eServices Officer

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

Nicholas M. Grabowski
Executive Vice President /
Head of Lending

Danice L. Chartrand
Senior Vice President /
Chief Financial Officer

SButhern
Michigan

| BANCORP, INC.
Continuous Banking Since 1872
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