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Forwar d-L ooking Statements

This report contains forward-looking statements that are based on management's beliefs, assumptions,
current expectations, estimates and projections about the financial services industry, the economy, and Southern
Michigan Bancorp, Inc. Forward-looking statements are identifiable by words or phrases such as “outlook”, or
“strategy”; that an event or trend “may”, “should”, “will”, or “is likely” to occur or “continue” or “is scheduled” or
“on track” or that Southern Michigan Bancorp, Inc. or its management “anticipates’, “believes’, “estimates’,
“plans’, “forecasts’, “intends’, “predicts’, “projects’, or “expects’ a particular result, or is“confident,” “optimigtic’
or has an “opinion” that an event will occur, and variations of such words and similar expressions. All of the
information concerning interest rate sensitivity is forward-looking. The future effect of changes in the real estate
markets and the Michigan and national economy on the banking indusry, generally, and Southern Michigan
Bancorp, Inc., specifically, are also inherently uncertain. Management’s determination of the provison and
allowance for loan losses involves judgments that are inherently forward-looking. These statements are not
guarantees of future performance and involve certain risks, uncertainties and assumptions (“risk factors’) that are
difficult to predict with regard to timing, extent, likelihood and degree of occurrence. Therefore, actual results and
outcomes may materially differ from what may be expressed or forecasted in such forward-looking statements.
Southern Michigan Bancorp, Inc. undertakes no obligation to update, amend or clarify forward-looking statements,
whether as aresult of new information, future events or otherwise.

Risk factors include, but are not limited to, the risk factors described in “Item 1A - Risk Factors’ of
Southern Michigan Bancorp, Inc.’s Annual Report on Form 10-K for the year ended December 31, 2007; the timing
and level of asset growth; changes in banking laws and regulations; changes in tax laws; changes in prices, levies
and assessments; the impact of technological advances and issues; governmental and regulatory policy changes;
opportunities for acquisitions and the effective completion of acquisitions and integration of acquired entities; the
possihility that anticipated cost savings and revenue enhancements from acquisitions, restructurings, reorganizations
and bank consolidations may not be realized at amounts projected, at al or within expected time frames; the local
and global effects of the ongoing war on terrorism and other military actions, including actions in Irag; and current
uncertainties and fluctuations in the financial and credit markets and stocks of financial services providers due to
concerns about credit availability and concerns about the Michigan economy in particular. These and other factors
are representative of the risk factors that may emerge and could cause a difference between an ultimate actual
outcome and a preceding forward-looking statement.



Part I. Financia Information

Item 1. Financial Statements

SOUTHERN MICHIGAN BANCORP, INC.
UNAUDITED INTERIM FINANCIAL STATEMENTS

CONSOL IDATED BALANCE SHEETS (UNAUDITED)
(In thousands, except share data)

ASSETS
Cash and cash equivalents
Federal funds sold
Securities available for sale
Loans held for sale, net of valuation of -0- in 2008 and 2007
Loans, net of allowance for loan losses of $6,987 - 2008 ($5,156 — 2007)
Premises and equipment, net
Accrued interest receivable
Net cash surrender value of life insurance
Goodwill
Other intangible assets
Other assets
TOTAL ASSETS

LIABILITIES
Deposits:
Non-interest bearing
Interest bearing
Total deposits
Securities sold under agreements to repurchase and overnight borrowings
Accrued expenses and other liabilities
Other borrowings
Subordinated debentures
Total liabilities

Common stock subject to repurchase obligation in
Employee Stock Ownership Plan, 98,357 shares outstanding in 2008
(92,203 in 2007)

SHAREHOLDERS EQUITY
Preferred stock, 100,000 shares authorized; none issued or outstanding
Common stock, $2.50 par value:
Authorized - 4,000,000 shares
Issued - 2,312,507 sharesin 2008 (2,307,924 sharesin 2007)
Outstanding (other than ESOP shares) - 2,214,150 sharesin 2008
(2,215,721 shares in 2007)
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income, net
Unearned Employee Stock Ownership Plan shares
Unearned restricted stock compensation
Total shareholders equity
TOTAL LIABILITIESAND SHAREHOLDERS EQUITY

See accompanying notes to interim consolidated financial statements.

September 30, December 31,
2008 2007
$ 9,968 $ 14,470
18,077 6,449
65,242 77,515
854 624
330,249 330,822
13,187 13,335
2,765 3,387
9,418 10,015
13,422 13,422
2,810 3,001
6,922 7,048
$ 472,914 $ 480,178
$ 52119 $ 57,027
348,617 342,142
400,736 399,169
3,734 9,776
4,339 5,077
12,770 14,753
5,155 5,155
426,734 433,930
1,298 2,029
5,535 5,539
17,990 17,087
21,813 21,629
284 122
(618) (103)
(122) (55)
44,882 44,219
$ 472,914 $ 480,178




SOUTHERN MICHIGAN BANCORP, INC.
CONSOLIDATED STATEMENTSOF INCOME (Unaudited)
(In thousands, except per share data)

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

Interest income:

Loans, including fees $ 5587 $ 5105 $ 17301 $ 15157

Federal funds sold 116 133 339 456

Securities;

Taxable 455 502 1,590 1,113
Tax-exempt 233 155 716 461

Total interest income 6,391 5,895 19,946 17,187
Interest expense:

Deposits 1,615 2,022 5,453 5,726

Other 253 190 909 559
Total interest expense 1,868 2,212 6,362 6,285
Net Interest Income 4,523 3,683 13,584 10,902
Provision for loan losses 1,580 145 2,730 345
Net interest income after provision for loan 10sses 2,943 3,538 10,854 10,557
Non-inter est income:

Service charges on deposit accounts 726 512 2,076 1,406

Trust fees 297 197 844 556

Net gains on security calls and sales - 2 15 2

Net gains on loan sales 81 96 295 317

Earnings on life insurance assets 84 64 256 201

Gain on life insurance proceeds - - 390 -

Income and fees from automated teller machines 166 86 475 245

Other 201 123 670 302
Total non-interest income 1,555 1,080 5,021 3,029
Non-inter est expense:

Salaries and employee benefits 2,715 1,884 7,977 5,624

Occupancy, net 273 251 1,048 699

Equipment 307 193 927 567

Printing, postage and supplies 169 81 489 262

Telecommuni cation expenses 87 47 283 150

Professional and outside services 324 201 1,096 506

Software maintenance 82 64 304 176

Amortization of other intangibles 94 - 281 -

Other 658 429 1,974 1,332
Total non-interest expense 4,709 3,150 14,379 9,316
INCOME BEFORE INCOME TAXES (211) 1,468 1,496 4,270
Feder al income tax provision (credit) (232) 386 (75) 1,141
NET INCOME $ 21 $ 1082 $ 1571 % 3,129
Basic Earnings Per Common Share $ 01 $ 61 $ 69 $ 1.77
Diluted Earnings Per Common Share $ 01 $ 61 $ 69 $ 1.76
Dividends Declared Per Common Share $ 20 $ 20 $ 60 $ .60

See accompanying notes to interim consolidated financial statements.



SOUTHERN MICHIGAN BANCORP, INC.

CONSOLIDATED STATEMENTSOF CHANGESIN SHAREHOLDERS EQUITY (UNAUDITED)
(In thousands, except number of shares and per share data)

For the Nine Months Ending September 30, 2008 and 2007

Accumulated
Other
Additional Comprehensive Unearned  Unearned
Common Paid-In  Retained Income ESOP Compen-
Stock Capital  Earnings (Loss), Net Shares sation Total
Balance at January 1, 2007 $ 4200 $ 5446 $ 19,021 $ 42)$ (@(143)% - $28482
Comprehensive income:
Net income 3,129 3,129
Net change in other comprehensive
incomeitems 103 103
Total comprehensiveincome 3,232
Cash dividends declared - $.60 per share (1,063) (1,063)
Change in common stock subject
to repurchase (8) (59) (67)
Issuance of restricted stock (2,740
shares of common stock at
$24.58 per share) 7 60 (67) -
Vesting of restricted stock 9 9
Net change in obligation under ESOP 40 40
Stock option expense 57 57
Balance at September 30, 2007 $ 4199 § 5504 $ 21,087 $ 61 $ (103) $ (58) $ 30,690
Balance at January 1, 2008 $ 5539 $§ 17,087 $ 21629 $ 122 $ (103) $ (55) $ 44,219
Comprehensive income:
Net income 1,571 1,571
Net change in other comprehensive
incomeitems 162 162
Total comprehensiveincome 1,733
Cash dividends declared - $.60 per share (1,387) (1,387)
Change in common stock subject
to repurchase (15) 746 731
Issuance of restricted stock (5,535
shares of common stock at $18.00
per share) 14 86 (100) -
Vesting of restricted stock 17 17
Forfeiture of restricted stock (900 shares
of common stock at $18.00 per share) (3) (13) 16 -
Net change in obligation under ESOP 94 94
Purchase of shares by ESOP (28,500
shares) (609) (609)
Stock option expense 84 84
Balance at September 30, 2008 $ 5535 $ 17990 $ 21813 $ 284 $ (618) $ (122) $ 44,882

See accompanying notes to interim consolidated financial statements.



SOUTHERN MICHIGAN BANCORP, INC.
CONSOLIDATED STATEMENTSOF CASH FLOWS (UNAUDITED)
(Dallars in thousands)

Nine Months Ended September 30,

Operating Activities
Net income
Adjustments to reconcile net income to net cash
from operating activities:
Provision for loan losses
Depreciation
Net accretion of investment securities
Loss on disposal of fixed assets
Loans originated for sale
Proceeds on loan sales
Net gains on loan sales
Gain on life insurance proceeds
Stock option and restricted stock grant compensation expense
Net securities gains
Amortization of other intangible assets
Net changein:
Obligation under ESOP
Accrued interest receivable
Cash surrender value
Other assets
Accrued expenses and other liabilities

Net cash from operating activities

Investing Activities

Activity in available for sale securities:
Proceeds from maturities and calls
Purchases

Net changein federal funds sold

Loan originations and payments, net

Proceeds from life insurance

Additions to premises and equipment

Net cash used in investing activities

Financing Activities
Net change in deposits
Net change in securities sold under agreementsto repurchase and
overnight borrowings
Proceeds from other borrowings
Repayments of other borrowings
Purchase of ESOP shares
Cash dividends paid

Net cash from (used in) financing activities

Net change in cash and cash equivalents
Beginning cash and cash equivalents

Ending cash and cash equivalents

Cash paid for interest

Cash paid for income taxes

Transfers from loans to forecl osed assets

See accompanying notes to interim consolidated financial statements.

2008 2007
$ 1,571 $ 3129
2,730 345

909 554
(52) (72)

49 -
(15,652) (13,914)
15,359 13,455
(295) (317)

(390) -

101 66
(15) 2)

281 -

94 40
622 (205)
(256) (201)

1,614 758

(729) 409

5,941 4,045

47,462 11,219
(34,876) (31,710)
(11,628) 3,181
(3,369) (1,863)

1,241 67
(810) (2,236)
(1,980) (21,342)

1,567 11,287

(6,042) 8,409

600 292
(2,592) (1,654)

(609) -
(1,387) (1,063)

(8,463) 17,271
(4,502) (26)

14,470 9,369

$ 9,968 $ 9343
$ 6,567 $ 6263
445 855

1,570 1,514



SOUTHERN MICHIGAN BANCORP, INC.
NOTESTO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE A -—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The consolidated financial statements include the accounts of Southern Michigan
Bancorp, Inc. and its wholly-owned subsidiaries, Southern Michigan Bank & Trust (SMB&T) and FNB Financial
(FNB) after elimination of significant inter-company balances and transactions. SMB&T owns SMB Mortgage
Company, which transacts al residential real estate loans. It is consolidated into SMB&T's financial statements.
FNB owns FNB Financia Services, which conducts a brokerage business and is consolidated into FNB'’s financial
statements.  During 2004, the Company formed a special purpose trust, Southern Michigan Bancorp Capital Trust |
for the sole purpose of issuing trust preferred securities. Under generally accepted accounting principles, thetrust is
not consolidated into the financial statements of the Company.

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting
principles generaly accepted in the United States of America for interim financia information and with the
instructions for Form 10-Q and Rule 8-03 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by accounting principles generally accepted in the United States of America for
complete financial statements. In the opinion of management, al adjustments considered necessary in order to make
the financial statements not misleading have been included. Operating results for the three months and nine month
periods ending September 30, 2008 are not necessarily indicative of the results that may be expected for the year
ending December 31, 2008.

The accompanying consolidated financial statements should be read in conjunction with the consolidated financial
statements and footnotes of the Company for December 31, 2007 included in the Company's Annual Report on
Form 10-K for the year ended December 31, 2007, filed with the Securities and Exchange Commission on
March 28, 2008. As discussed in the Company’s Annual Report on Form 10-K for the year ended December 31,
2007, the Company acquired FNB on December 1, 2007. The transaction was accounted for using the purchase
method of accounting and therefore the operating results for the three and nine month periods ending September 30,
2007 do not include FNB.

Reclassifications
Some items in the prior period consolidated financial statements have been reclassified to conform to the current
year presentation.

NOTE B —NEW ACCOUNTING PRONOUNCEMENTS

On February 15, 2007, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities’ (FAS 159). FAS 159
permits, but does not require, entities to measure selected financial assets and liabilities at fair value. Changes in
fair value are recorded through the income statement in subsequent periods. The statement provides for a one time
opportunity to transfer existing assets and liabilities to fair value at the point of adoption with a cumulative effect
adjustment recorded againg equity. After adoption, the election to report assets and liabilities at fair value must be
made at the point of their inception. There was no impact on the consolidated financial statements of the Company
as aresult of the adoption of Statement 159 since the Company has not el ected the fair value option for any digible
items, asdefined in FAS 159.

In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements’ (FAS 157) which defines fair
value, establishes a framework for measuring fair value, and expands disclosures about fair value measurements.
FAS 157 also establishes afair value hierarchy which requires the use of observable inputs and minimizes the use of
unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used to
measure fair value:

Level 1 Quoted pricesin active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities;
quoted prices in active markets that are not active; or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liahilities.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities.



On February 12, 2008, the FASB issued Staff Position 157-2 which defers the effective date of Statement 157 for
certain non-financial assets and liahilitiesto fiscal years beginning after November 15, 2008. All other provisions of
Statement 157 are effective for fiscal years beginning after November 15, 2007 and interim periods within those
fiscal years.

The Company adopted the provisions of FAS 157 for the quarter ended March 31, 2008 except for those non-
financial assets and liabilities subject to deferral as a result of Staff Position 157-2. There was no impact on the
consolidated financial statements of the Company as aresult of the adoption of FAS 157.

Following is a description of the valuation methodol ogies used for instruments measured at fair value on arecurring
basis and recognized in the accompanying consolidated balance sheet, as well as the genera classification of such
instruments pursuant to the valuation hierarchy.

Securities available for sale

Where quoted market prices are available in an active market, securities are classified within Level 1 of the
valuation hierarchy. Level 1 securities would include highly liquid government bonds, mortgage products
and exchange traded equities. If quoted market prices are not available, then fair values are estimated by
using pricing models, quoted prices of securities with similar characterigtics or discounted cash flows.
Level 2 securities include U.S. agency securities, mortgage-backed agency securities, obligations of states
and palitical subdivisions and certain corporate, asset backed and other securities. In certain cases where
Level 1 or Level 2 inputs are not available, securities are classified within Level 3 of the hierarchy.
Currently, all of the Company’s securities are considered to be Level 1 or Level 2 securities and fair values
are provided by a third party pricing provider.

Following is a description of the valuation methodologies used for instruments measured at fair value on a non-
recurring basis and recognized in the accompanying consolidated balance sheet, as well as the genera classification
of such instruments pursuant to the valuation hierarchy.

Impaired Loans

Loan impairment is reported when full payment under the loan terms is not expected. Impaired loans are
carried at the present value of estimated future cash flows using current market rates, or the fair value of
collateral if the loan is collateral dependent. A portion of the allowance for loan losses is alocated to
impaired loans if the value of such loans is deemed to be less than the unpaid balance. This valuation
would be considered Level 3, consisting of appraisals of underlying collateral and discounted cash flow
anaysis.

The FASB Emerging Issues Task Force finalized in 2007 Issues No. 06-4 and 06-10 dealing with the accounting for
deferred compensation and post-retirement benefit aspects of endorsement and collateral assignment split-dollar life
insurance arrangements. These Issues require that a liability be recorded during the service period when a split-
dollar life insurance agreement continues after participants employment or retirement. The required accrued
liability will be based on either the post-employment benefit cost for the continuing life insurance or based on the
future death benefit depending on the contractual terms of the underlying agreement. The Issues are effective for
fiscal years beginning after December 15, 2007. The adoption of the Issues effective January 1, 2008 did not have a
material impact on the Company’s consolidated financia statements.

On November 5, 2007, the SEC issued Staff Accounting Bulletin No. 109, Written Loan Commitments Recorded at
Fair Value through Earnings (“SAB 109"). Previously, SAB 105, Application of Accounting Principles to Loan
Commitments, stated that in measuring the fair value of a derivative loan commitment, a company should not
incorporate the expected net future cash flows related to the associated servicing of the loan. SAB 109 supersedes
SAB 105 and indicates that the expected net future cash flows related to the associated servicing of the loan should
be included in measuring fair value for al written loan commitments that are accounted for at fair value through
earnings. SAB 105 also indicated that internally-devel oped intangible assets should not be recorded as part of the
fair value of a derivative loan commitment, and SAB 109 retainsthat view. SAB 109 is effective for derivative loan
commitments issued or modified in fiscal quarters beginning after December 15, 2007. The adoption of this
standard effective January 1, 2008 did not have a material impact on the Company’'s consolidated financial
Statements.



In December, 2007, FASB issued Statement No. 160, “Noncontrolling Interest in Consolidated Financia
Statements’ and revised Statement No. 141R, “Business Combinations.” Both are effective for annua periods
beginning after December 15, 2008. The Company is currently evaluating the impact of these Statements, but does
not believe that either will have a material impact on itsfinancial statements.

In March 2008, FASB issued Statement No. 161, “Disclosures about Derivative Instruments and Hedging
Activities’ (FAS 161). FAS 161 is an amendment of FABS 133, “Accounting for Derivative Instruments and
Hedging Activities’, and is intended to improve financial reporting transparency regarding derivative instruments
and hedging activities. FAS 161 is effective for financial statements issued for fiscal years and interim periods
beginning after November 15, 2008, with early adoption encouraged. The Company is currently evaluating the
impact of FAS 161 on the Company’s consolidated financia statements, but does not believe it will have a material
impact on the consolidated financial statements.

NOTE C —EARNINGS PER SHARE

Basic earnings per common share is net income divided by the weighted average number of common shares
outstanding during the period. ESOP shares are considered outstanding for this calculation unless unearned.
Diluted earnings per common share includes the dilutive effect of additional potential common shares issuable under
stock options. Earnings and dividends per common share are restated for all stock splits and dividends through the
date of issue of the financial statements.

A reconciliation of the numerators and denominators of basic and diluted earnings per share for the three and nine
month periods ended September 30, 2008 and 2007 is as follows (dollars in thousands, except per share data):

Three Months Three Months Nine Months Nine Months

Ended Ended Ended Ended
September 30, September 30, September 30, September 30,
2008 2007 2008 2007
Basic earnings per share:

Net income $ 21 % 1,082 $ 1571 3,129
Weighted average common

shares outstanding 2,312,771 1,771,988 2,309,863 1,771,714
Less unallocated ESOP shares 36,017 5,182 28,633 5,420
Weighted average common shares

outstanding for basic earnings per share 2,276,754 1,766,806 2,281,230 1,766,294
Basic earnings per share $ 001 $ 061 $ 0.69 $ 1.77

Diluted earnings per share:

Net income $ 21 % 1,082 $ 1571 3,129
Weighted average common shares

outstanding for basic earnings per share 2,276,754 1,766,806 2,281,230 1,766,294
Add: Dilutive effect of assumed

exercise of stock options - 5,276 947 6,009
Weighted average common and

dilutive potential common

shares outstanding 2,276,754 1,772,082 2,282,177 1,772,303
Diluted earnings per share $ 001 $ 061 $ 0.69 $ 1.76




Stock option awards outstanding that were anti-dilutive and therefore not included in the computation of earnings
per share were as follows: 215,818 and 130,425 for the three months ended September 30, 2008 and 2007,
respectively, and 193,675 and 130,425 for the nine months ended September 30, 2008 and 2007, respectively.
Shares outstanding in 2008 included the issuance of 535,936 shares in connection with the purchase of FNB.

NOTE D —STOCK OPTIONS

Shareholders of the Company approved a stock option plan in April 2000 and a stock incentive plan in June 2005.
The plans were authorized to issue up to 115,500 and 157,500 shares, respectively. In May 2008, shareholders of
the Company ratified amendments to the Stock Incentive Plan of 2005, which among other things increased the
authorized shares from 157,500 to 300,000. As of September 30, 2008, there were 44,841 shares available for future
issuance under the 2000 plan and 140,057 shares available for future issuance under the 2005 plan.

A summary of stock option activity in the plansis asfollows for the nine months ended September 30, 2008:

Weighted Average
Shares Price
Outstanding at beginning of year 197,108 $23.16
Granted 21,010 18.00
Exercised - -
Forfeited (2,700) 18.73
Outstanding at September 30, 2008 215,418 22.71
Options exercisable at September 30, 2008 94,298 22.15

In January 2007, 2,740 shares of restricted stock were issued to employees and directors.  The shares vest 20% per
year over five years. In June 2008, 5,535 shares of restricted stock were issued to employees and directors. The
shares also vest 20% per year over five years. Compensation expense of $17,000 and $9,000 was recorded during
the nine months ended September 30, 2008 and 2007, respectively.

For the nine months ended September 30, 2008 and 2007, compensation expense of $84,000 and $57,000,
respectively, was recorded with respect to options granted in 2007 and 2008. Such expense was computed in
accordance with Statement of Financial Accounting Standards No. 123R, “Share-Based Payment.”

Item 2. M anagement’s Discussion and Analysis of Financial Condition and Results of Oper ations

The following discussion provides information about the financial condition and results of operations of the
Company and its subsidiary banks, Southern Michigan Bank & Trust (SMB&T) and FNB Financial (FNB), for the
three and nine month periods ending September 30, 2008 and 2007. Financia results for 2008 were influenced by
the acquidtion of FNB on December 1, 2007. In accordance with the purchase method of accounting, FNB’s results
of operations were included in the Company’s consolidated statements of income from the date of acquisition.
Consequently, comparisons of year to date and quarterly results for the period ended September 30, 2008 to year to
date and quarterly results for the period ended September 30, 2007 are affected by the inclusion of FNB’s results.
The purchase of FNB resulted in an increase in assets of $150,406,000 and an increase in shareholders equity of
$12,711,000.

Results of Operations

For the first nine months of 2008, net income was $1,571,000 and basic and diluted earnings per share were
$0.69, compared with net income of $3,129,000 and basic and diluted earnings per share of $1.77 and $1.76,
respectively, for the first nine months of 2007. Included in the 2008 results was a $390,000 tax free gain on life
insurance proceeds. Negatively impacting income before income taxes for the nine month period of 2008 was a
$2,385,000 increase in the provision for loan losses. Over half of the 2008 increase in the provision for loan losses
relates to a single large commercial credit in the automotive industry.

Net income for the third quarter of 2008 was $21,000 compared to $1,082,000 for the same period of 2007.
Basic and diluted earnings per share decreased from $0.61 for the third quarter of 2007 to $0.01 for the same period
of 2008. The Company's provision for loan losses for the third quarter of 2008 was $1,580,000 compared to
$145,000 in the third quarter of 2007, a $1,435,000 increase.
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Return on average assets was .44% for the first nine months of 2008 compared to 1.24% for the first nine
months of 2007. Return on average shareholders equity was 4.56% for the first nine months of 2008, compared to
13.97% for the same period in 2007. Such rates were computed on an annualized basis.

Net Interest Income

The Company derives the greatest portion of its income from net interest income. During 2007, short-term
rates were unchanged for the first eight months of the year. Beginning in September of 2007, the Federal Open
Market Committee began lowering short-term rates. Through the third quarter of 2008, short-term rates dropped
225 basis points. The Company has been able to lower its cost of funds by 95 basis points compared to September
30, 2007, but tax equivalent yields on average assets declined to 6.44% from 7.61% for the same periods, a decline
of 117 basis points. Thisresulted in adecline in the interest rate spread and net interest margin.

The following tables provide information regarding interest income and expense for the nine-month periods
ended September 30, 2008 and 2007. Table 1 shows the year-to-date daily average balances for interest earning
assets and interest bearing liabilities, interest earned or paid, and the annualized effective rate, for the nine-month
periods ended September 30, 2008 and 2007. Table 2 shows the effect on interest income and expense of changesin
volume and interest rates. Both tables are on atax equivalent basis.

Table 1 — Average Balances and Tax Equivalent Interest Rates

(Dallars in Thousands):

2008 2007
Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate

ASSETS
Interest earning assets:
Loans(1)(2)(3) $ 335340 $ 17,404 6.94% $ 251,940 $ 15,200 8.07%
Federal funds sold 19,874 339 228 10,988 456 5.55
Taxable investment securities(4) 44,081 1590 4.82 28,744 1,113 5.18
Tax-exempt investment

securities(1) 24,562 1,085 5091 15,318 698 6.09
Total interest earning assets 423,857 20,418 6.44 306,990 17,467 7.61
Non-interest earning assets:
Cash and due from banks 11,977 8,963
Other assets(5) 49,842 24,491
Less allowance for loan losses (5,284) (3,352)
Total assets $ 480,392 $ 337,092
LIABILITIES AND SHAREHOLDERS EQUITY
Interest bearing liahilities:
Demand deposits $ 161,742 1,739 144% $ 117,00 $ 2,304 2.63%
Savings deposits 54,391 311  0.76 29,141 105 0.48
Time deposits 127,757 3,403 3.56 102,763 3,317 4.32
Securities sold under agreements to

repurchase and federal funds

purchased 10,091 138 1.83 420 12 3.82
Other borrowings 13,309 547  5.50 5,820 243 5.58
Subordinated debentures 5,155 224 581 5,155 304 7.88
Total interest bearing liabilities 372,445 6,362  2.28 260,389 6,285 3.23
Non-interest bearing liabilities:
Demand deposits 55,577 40,517
Other 4,818 4,147
Common stock subject to

repurchase obligation 1,663 2,182
Shareholders equity 45,889 29,857
Total liabilities and shareholders

equity $ 480,392 $ 337,092
Net interest income $ 14,056 $ 11,182
Interest rate spread 4.16% 4.38%
Net yield on interest earning assets 4.43% 4.87%
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(1) Includes tax equivaent adjustment of interest (assuming a 34% tax rate) for securities and loans of $369,000
and $103,000, respectively, for 2008 and $237,000 and $43,000, respectively, for 2007.

(2) Average balance includes average non-accrual 1oan balances of $7,686,000 in 2008 and $3,377,000 in 2007.

(3) Interest income includes |oan fees of $487,000 in 2008 and $262,000 in 2007.

(4) Average balance includes average unrealized gain of $758,000 in 2008 and unrealized loss of ($28,000) in
2007 on available for sale securities. The yield was calculated without regard to this average unrealized gain
or |oss.

(5) Includes $16,382,000 in 2008 and $620,000 in 2007 relating to goodwill and other intangible assets.

Table 2 — Changesin Tax-Equivalent Net Interest Income

(Dollarsin Thousands)
Nine Months Ended September 30,
2008 Over 2007
Increase (Decrease) Due To

Interest income on: Volume Rate Net
Loans $ 4,537 $ (2,333) $ 2,204
Federal funds sold 243 (360) (117)
Taxable investment securities 558 (81) 477
Tax-exempt investment securities 409 (22) 387
Total interest earning assets $ 5747 $  (2,796) $ 2,951

Interest expense on:

Demand deposits $ 697 $  (1,262) $ (565)
Savings deposits 123 83 206
Time deposits 725 (639) 86

Securities sold under agreements
to repurchase & federal funds

purchased 135 (9) 126
Other borrowings 308 (4) 304
Subordinated debentures - (80) (80)
Total interest bearing liabilities $ 1988 $  (1,911) $ 77
Net interest income $ 3,759 $ (885) $ 2,874

As shown in Tables 1 and 2, tax-equivalent net interest income increased $2,874,000 in the first nine
months of 2008 compared to the same period in 2007. Increases in the average balances primarily resulted from the
FNB acquisition. Net interest income decreased $885,000 due to rate changes comparing the nine months of 2008
with the nine months of 2007 on a tax equivalent basis. This decrease is due primarily to the rate decreases
described above.

The presentation of net interest income on a tax equivalent basis is not in accordance with generally
accepted accounting principles (“GAAP”), but is customary in the banking industry. This non-GAAP measure
ensures comparability of net interest income arisng from both taxable and tax-exempt loans and investment
securities. The adjustments to determine net interest income on a tax equivalent basis were $472,000 and $280,000
for the nine months ended September 30, 2008 and 2007, respectively. These adjustments were computed using a
34% federal income tax rate.
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Provision for Loan Losses

The provision for loan losses is based on an analysis of the required additions to the allowance for loan
losses. The provision is charged to income to bring the allowance for loan losses to a level deemed appropriate by
management. The allowance for loan losses is maintained at a level believed adequate by management to absorb
probable incurred losses in the loan portfolio. Some factors considered by management in determining the level at
which the allowance is maintained include specific credit reviews, historical loan 10ss experience, current economic
conditions and trends, results of examinations by regulatory agencies and the volume, growth and composition of
the loan portfolio. The provision isadjusted quarterly, if necessary, to reflect changesin the factors above as well as
actual charge-off experience and any known | osses.

The provision for loan losses was $1,580,000 for the three month period ending September 30, 2008.
Specific reserves increased $1,708,000 from June 30, 2008 levels to $3,456,000 at September 30, 2008, net charge-
offs totaled $201,000 for the quarter, and non-performing loans increased 12.1% or $1,131,000 from June 30, 2008
levels to $10,449,000 at September 30, 2008. These increases reflect the difficult Michigan economy and the
depressed real estate market, all of which contributed to the higher provision. A provision of $145,000 was recorded
for thethird quarter of 2007.

For the nine month period ending September 30, 2008 the provision for loan losses was $2,730,000
compared to $345,000 for the same period of 2007.

The alowance was 2.07% of total loans at September 30, 2008 compared to 1.53% at December 31, 2007.

Charge-offs and recoveries for respective loan categories for the nine months ended September 30, 2008
and 2007 were as follows:

(Dollarsin Thousands)

2008 2007
Char ge-offs Recoveries Char ge-offs Recoveries
Commercial $ 495 $ 40 $ 158 $ 62
Residential red estate 276 8 73 -
Consumer 260 84 163 79
Total $ 1,031 $ 132 $ 394 $ 141

Net charge-offs in the first nine months of 2008 were $899,000, or 0.36% of average loans on an
annualized basis. Net charge-offs in the first nine months of 2007 were $253,000, or 0.13% of average loans on an
annualized basis.

Non-interest income

Total non-interest income increased $475,000, or 44.0%, in the third quarter of 2008 compared to the same
quarter of last year, and is up 65.8%, or $1,992,000 year to date. The increase is primarily a result of the FNB
acquisition which provided $583,000 of non-interest income during the quarter and $1,734,000 for the nine months.
In addition, for the nine month period ending September 30, 2008, the Company recorded a $390,000 gain from life
insurance proceeds.

Non-interest expense

Total non-interest expense increased $1,559,000, or 49.5%, in the third quarter of 2008 compared to the
same quarter of last year, and is up 54.3%, or $5,063,000, year to date. The FNB purchase generated $1,416,000 of
the third quarter increase and $4,449,000 year to date. Salary and employee benefits are the Company's largest
single area of expense, and for the quarter and nine month period, provided the largest increase, primarily caused by
the staffing of FNB. Occupancy, equipment, telecommunication and software maintenance costs also increased for
both the three and nine month periods as an additional 8 branch locations were added from FNB. Amortization of
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other intangibles was $281,000 higher for year to date 2008, as a result of the core deposit amortization from the
FNB acquisition.

Federal income taxes

The provision (credit) for federal income taxes for the nine months ended September 30, 2008 and 2007
resulted in a credit of $75,000 in 2008 and a provision of $1,141,000 in 2007. The effective tax rate of 26.7% for
2007 isin line with the Company’s normal effective tax rate, which was 25.8% for the full year 2007 and 27.1% for
the full year 2006. Because of the significant decline in 2008 income before income taxes, a federal income tax
credit resulted for the three and nine-months ended September 30, 2008 after consideration of tax-exempt interest
income, non-taxable life insurance income and other normal tax reconciling items.

Financial Condition

The Company’'s balance sheet decreased 1.5%, or $7,264,000 at September 30, 2008 compared to
December 31, 2007.

Securities held for sde

Securities available for sale decreased $12.3 million at September 30, 2008 from December 31, 2007. The
Company has elected not to replace some maturing investments to meet anticipated liquidity needs. The Company’s
portfolio does not have any Fannie Mae or Freddie Mac equity securities or non-agency mortgage backed securities
that have been the topic of much recent public discussion. The Company's current and projected tax position
continues to make carrying tax-exempt securities beneficial. The investment in local municipal issues also reflects
the Company’s commitment to the development of the local area through support of itslocal politica subdivisions.
Unrealized gains and losses within the investment portfolio are temporary since they are a result of market changes,
rather than areflection of credit quality.

Federal funds sold

Federal funds sold at September 30, 2008 increased $11.6 million as called and maturing investment
securities were invested in overnight federal fundsto meet liquidity needs.

Nonperforming assets

Nonperforming assets include non-accrual loans, accruing loans past due 90 days or more, and other real
estate owned, which includesreal estate acquired through foreclosures and deeds in lieu of foreclosure.

A loan generdly is classified as non-accrual when full collectibility of principa or interest is doubtful or a
loan becomes 90 days past due as to principal or interest, unless management determines that the estimated net
realizable value of the collateral is sufficient to cover the principal balance and accrued interest. When interest
accruas are discontinued, unpaid interest is reversed. Nonperforming loans are returned to performing status when
the loan is brought current and has performed in accordance with contract terms for a period of time.

The following table sets forth the aggregate amount of nonperforming assets in each of the following
categories:
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(Dallars in thousands)

9/30/08 12/31/07 9/30/07
Non-accrual loans:
Commercial, financial and agricultura $ 7,071 $ 3,032 $ 1,957
Real estate mortgage 2,554 1,342 643
Installment 14 31 44
9,639 4,405 2,644
Loans contractually past due 90 days or
more and ill on accrual:
Commercial, financial and agricultural 349 411 106
Real estate mortgage 461 - 16
Installment - 18 16
810 429 138
Total nonperforming loans 10,449 4,834 2,782
Other real estate owned 1,257 866 1,078
Total nonperforming assets $ 11,706 $ 5,700 $ 3,860
Nonperforming loansto total loans 3.10% 1.44% 1.10%
Nonperforming assets to total assets 2.48% 1.19% 1.10%

Nonperforming loans are subject to continuous monitoring by management and estimated losses are
specifically allocated for in the alowance for loan |osses where appropriate.

In management’s evaluation of the loan portfolio risks, any significant future increases in nonperforming
loans is dependent to a large extent on the economic environment. In a deteriorating or uncertain economy, such as
the Company is faced with today, management applies more conservative assumptions when assessing the future
prospects of borrowers and when estimating collateral values. The highly publicized declines in the real estate
markets and the economic issues in Michigan and nationally are impacting the Company, resulting in a higher
number of loans being classified as nonperforming. Due to the uncertainty in the economy, both nationally and
within Michigan, it's management's opinion that nonperforming assets will continue to remain at elevated levels into
2009.

The increase in non-accrua loans at September 30, 2008 is primarily the result of three commercial credits,
totaling $5,284,000, being placed on non-accrual, net of the payoff or charge-off of some non-accrua loans.
Callection efforts continue with all delinquent borrowers.

Holdings of other real estate owned increased by $391,000 since the end of 2007. Other real estate owned
includes properties that were acquired through foreclosure or in lieu of foreclosure. The properties include
residential homes and lots aswell as commercial properties.

Securities sold under agreements to repurchase

Securities sold under agreements to repurchase decreased $6.0 million or 61.8% as of September 30, 2008
compared to December 31, 2007, as one customer moved $7.0 million to a short term certificate of deposit.

Deposits

Deposits increased $1.6 million at September 30, 2008 compared to December 31, 2007. However, with
the $7.0 million moved into a certificate of deposit from the securities sold under agreements to repurchase, al other
deposits are down a net $5.4 million. The decrease is primarily in money market accounts and was reflective of
normal fluctuations of a few large depositors.
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Shareholders’ equity

Total shareholders' equity at September 30, 2008 increased $663,000 from the year ended December 31,
2007. Theincrease is attributable to the current year’s net income, offset by dividends declared to shareholders, as
well astheitems described on page5.

The following table summarizes the Company’s capital ratios as of September 30, 2008 and December 31,

2007:
September 30, 2006 December 31, 2007 Regulatory Minimums
Total risk-based capital ratio 10.9% 10.9% 8.0%
Tier | capita ratio 9.7% 9.5% 4.0%
Leverageratio 8.0% 10.3% 4.0%

Liquidity

Liquidity management involves the ability to meet the cash flow requirements of customers who may be
either depositors wanting to withdraw funds or borrowers needing assurance that sufficient funds will be available to
meet their credit needs. The subsidiary banks maintain certain levels of liquid assets (the most liquid of which are
cash and cash equivalents, federal funds sold and investment securities) in order to meet these demands. Maturing
loans and investment securities are the principal sources of asset liquidity.

The subsidiary banks maintain correspondent accounts with a number of other banks for various purposes.
In addition, cash sufficient to meet the operating needs of its branches is maintained at its lowest practical levels. At
times, the subsidiary banks are a participant in the federal funds market. Federal funds are generally borrowed or
sold for one-day periods. The subsidiary banks have available credit arrangements at September 30, 2008 enabling
them to purchase up to $24,000,000 in federal funds should the need arise.

The Company's principal source of funds to pay cash dividends is the earnings and dividends paid by its
subsidiary banks. The Company also has available $3,000,000 at September 30, 2008 on a revolving line of credit
for general working capital purposes.

Impact of Inflation and Changing Prices

The majority of assets and liahilities of a financia institution are monetary in nature and therefore differ
greatly from most commercial and industrial companies that have significant investments in fixed assets or
inventories. However, inflation does have an important impact on the growth of total assets in the banking industry
and the resulting need to increase equity capital at higher than norma rates in order to maintain an appropriate
equity-to-assets ratio. Ancther significant effect of inflation is on other expenses, which tend to rise during periods
of general inflation.

Item 4T. Controls and Procedures

An evaluation was performed under the supervision and with the participation of the Company’s
management, including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design
and operation of the Company’s disclosure controls and procedures (as defined in Rule 13a-15(e) under the
Exchange Act) as of September 30, 2008. Based on and as of the time of that evaluation, the Company’'s
management, including the Chief Executive Officer and Chief Financial Officer, concluded that the Company’'s
disclosure controls and procedures were effective as of the end of the period covered by thisreport.

There was no change in the Company’s internal control over financia reporting that occurred during the

three months ended September 30, 2008 that has materially affected, or that isreasonably likely to materially affect,
the Company’ sinternal control over financial reporting.
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Part 1. Other Information
[tem 1A.  Risk Factors

Information concerning risk factors is contained in the section entitted “Risk Factors’ in Southern
Michigan Bancorp, Inc.’s Annual Report on Form 10-K for the year ended December 31, 2007, filed with the
Securities and Exchange Commission on March 28, 2008. As of the date of this report, Southern does not believe
that there has been a material change in the nature or categories of the Company’s risk factors, as compared to the
information disclosed in the Company’s Annual Report on Form 10-K.
Item 6. Exhibits

Exhibits. Thefollowing exhibitsarefiled as part of thisreport on Form 10-Q:

Exhibit
Number Document
2 Agreement and Plan of Merger between Southern Michigan Bancorp, Inc. and FNB
Financial Corporation, dated April 17, 2007. Previoudy filed with the Commission on
September 28, 2007 in Southern Michigan Bancorp Inc.’s Amendment No. 2 to Form S4
Registration Statement, Exhibit 2. Here incorporated by reference.

31 Articles of Incorporation of Southern Michigan Bancorp, Inc., as amended. Previoudy
filed with the Commission on September 28, 2007 in Southern Michigan Bancorp Inc.’s
Amendment No. 2 to Form S-4 Registration Statement, Exhibit 3.1. Here incorporated by
reference.

3.2 Amended and Restated Bylaws of Southern Michigan Bancorp, Inc., as amended.
Previoudy filed with the Commission on September 28, 2007 in Southern Michigan
Bancorp Inc.’s Amendment No. 2 to Form S-4 Registration Statement, Exhibit 3.2. Here
incorporated by reference.

41 Selected provisions of Articles of Incorporation of Southern Michigan Bancorp, Inc., as
amended. See Exhibit 3.1.

4.2 Selected provisions of Amended and Restated Bylaws of Southern Michigan Bancorp, Inc.,
asamended. See Exhibit 3.2.

4.3 Long-Term Debt. The registrant has outstanding long-term debt which at the time of this
report does not exceed 10% of the registrant’s total consolidated assets. The registrant
agrees to furnish copies of the agreements defining the rights of holders of such long-term
debt to the Securities and Exchange Commission upon request.

10 Separation Agreement between Southern Michigan Bancorp, Inc. and Richard E. Dyer.

311 Certification of Chairman of the Board and Chief Executive Officer under Section 302 of
the Sarbanes-Oxley Act of 2002.

31.2 Certification of Senior Vice President, Chief Financial Officer, Secretary and Treasurer
under Section 302 of the Sarbanes-Oxley Act of 2002.

32 Certification pursuant to 18 U.S.C. § 1350.
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Signatures

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

SOUTHERN MICHIGAN BANCORP, INC.

Date: November 14, 2008 By: /9 John H. Castle
John H. Castle
Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)

Date: November 14, 2008 By: /9 Danice L. Chartrand
Danice L. Chartrand
Senior Vice President, Chief Financia
Officer, Secretary and Treasurer
(Principal Financial and Accounting Officer)
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EXHIBIT 10
SEPARATION AGREEMENT

This Separation Agreement ("Agreement") is between SOUTHERN MICHIGAN
BANCORRP, INC. ("Corporation") and RICHARD E. DYER ("Executive").

Executive has been employed by the Corporation and its Affiliate FNB Financial
("Bank™) pursuant to an Amended and Restated Employment Agreement effective as of March
26, 2008 ("Employment Agreement"). This Agreement sets forth the agreed terms for
Executive's separation from employment with the Corporation, the Bank, and all other Affiliates
(as defined in the Employment Agreement). Therefore, the parties agree as follows.

1 Termination of Employment. Executive hereby resigns effective July 18,
2008 from all positions that he holds with or on behalf the Corporation and all Affiliates,
including but not limited to his directorships on the Boards of Directors of the Corporation and
the Bank.

2. Payments by the Corporation. The Corporation will make the following
payments to the Executive.

(a) Salary Continuation. The Corporation will pay Executive $6,170.92 per bi-
weekly pay period (prorated for any partial payroll period) for the 52 week period
beginning with the week of July 20, 2008 and ending with the week of July 12, 2009 (the
“Severance Pay Period”), subject to required payroll withholding.

(b) Health Coverage Continuation. The Corporation will reimburse the Executive
for the COBRA continuation premiums incurred by Executive to continue Executive's
current employee and dependent health, dental, and prescription drug coverage in effect
during the Severance Pay Period, provided (A) that Executive elects and remains eligible
for COBRA continuation coverage, (B) that Executive continues to pay the normal
employee contribution for such coverage, (C) that the Corporation’s obligation to provide
coverage will end if Executive becomes eligible for comparable coverage from a new
employer and (D) that reimbursements under this Section will be made within thirty (30)
days after the Executive submits documentation of the reimbursable expense.

(c) Outplacement Assistance. The Corporation will reimburse up to $5,000.00 of
outplacement assistance from an outplacement assistance firm selected by Executive and
approved by the Corporation (whose approval shall not be unreasonably withheld).
Expenses must be incurred under this Section not later than December 31, 2009 and will
be reimbursed within 30 days after Executive submits documentation of the reimbursable
expense.

(d) Unused Vacation. The Corporation will pay Executive for any accrued
unused current-year vacation pay to which Executive is entitled under the Corporation's
vacation pay policy, to be paid with the pay check for the first pay period after the
effective date of this Agreement.




(e) Auto. The Corporation will promptly transfer to Executive free and clear title
to the 2006 Buick Lucerne CSX that has been provided for Executive's use during his
employment. Executive acceptsthe auto "asis", with no warranties from the Corporation
or Affiliates, and understands that after transfer of title all insurance, maintenance and
other expenses relating to the auto will be Executive's responsibility. The parties agree
that the fair market value of the auto is $18,760. Required payroll withholding will be
deducted from the payments under Section 2(a).

(f) Additional Provisions Regarding Payments. No payments will be made under
this Agreement until it takes effect pursuant to Section 7. Executive will receive the
Salary Continuation provided in Section 2(a) notwithstanding any other earnings that
Executive may have, and without any offset or deduction other than required payroll
withholding. If Executive dies during the Severance Pay Period, Salary Continuation
under Section 2(a) will continue for the remainder of the Severance Pay Period for the
benefit of Executive’s designated beneficiary (or Executive's estate if Executive fails to
designate a beneficiary), and health coverage continuation under Section 2(b) will
continue for Executive's eligible dependants for the remainder of the Severance Pay
Period provided that they remain eligible for COBRA coverage and that they continue to
pay the normal employee contribution for such coverage.

3. Release of Claims. Executive hereby waives and releases any claims that
Executive might otherwise have against the Corporation, the Bank, any Affiliate, or any of their
officers, directors, employees or agents. The released claims include: any claims related to
Executive's employment with the Corporation, the Bank or any Affiliate; any right to further
compensation or benefits from the Corporation or any Affiliate (except as specifically provided
in this Agreement); any rights with respect to awards of stock options or restricted stock under
the Corporation's Stock Incentive Plan of 2005 (all of which options and restricted stock rights
are hereby terminated); any claims under any agreement (including the Employment Agreement
except as specifically provided in this Agreement); and any claims relating to any legal duty,
including but not limited to any claims under the federal Age Discrimination in Employment Act
or any other satute. This release of claims does not apply, however: to the payments provided
for in Section 2 above; to Executive's pending claims under the health insurance program; to any
vested account under the Corporation's qualified retirement plan; or to any rights of
indemnification to which the Executive may be entitled under the Articles of Incorporation or
Bylaws of the Corporation or the Bank.

4, Transitional Assistance. During the first 30 days after termination of
Executive's employment Executive will provide transitional assistance by telephone to the
Corporation and its Affiliates as reasonably requested by the Corporation's Chief Executive
Officer, a Executive's reasonable convenience and without substantial interference with
Executive's other activities or commitments.

5. Reaffirmation of Commitments. Executive understands and agrees that
his entitlement to the payments provided under Section 2 of this Agreement is conditioned on his
continued compliance with his commitments in Sections 11, 12 and 13 of the Employment
Agreement and the Transition Agreement dated effective December 1, 2007.




6. Period for Review and Consultation. The Corporation advises Executive
to consult with an attorney regarding this Agreement before signing it. Executive has been given
21 days after the date on which he receives this Agreement to decide whether to sign it. If
Executive elects to sign this Agreement before expiration of the 21-day period, Executive does
so voluntarily, and intending to waive the balance of the 21-day period. By signing this
Agreement, Executive acknowledges that he has read this Agreement, understands all of its
provisions, and knowingly and voluntarily agrees to all of its terms and provisions subject to the
period of revocation set forth in Section 7.

7. Revocation Period. Executive may revoke this Agreement at any time up
to and including 7 calendar days after he signs it, by delivering written notice of revocation to the
Corporation within that period. This Agreement shall not become effective or enforceable until
this 7 day period has expired without Executive having so revoked this Agreement. Once this
revocation period expires, if Executive has not revoked this Agreement, the Agreement will be a
binding, irrevocable agreement between Executive and the Corporation.

8. Entire Agreement. This Agreement is the complete understanding
between the parties and neither party is relying on any statement other than the provisions of this
Agreement. No other promises or agreements shall be binding unless in writing signed by the
parties to this Agreement.

The parties have signed below to confirm their agreement on the above terms.

SOUTHERN MICHIGAN BANCORP, INC. /9 Richard E. Dyer
"Corporation" RICHARD E. DYER
"Executive"

By: /¢ John H. Castle

Its. Chairman and CEO Date: July 22, 2008

Date: July 22, 2008



Exhibit 31.1

Certification

[, John H. Castle, certify that:

1

| have reviewed this quarterly report on Form 10-Q of Southern Michigan Bancorp, Inc. for the fiscal
quarter ended September 30, 2008;

Based on my knowledge, this report does not contain any untrue statement of a materia fact or omit to state
a materia 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 thisreport;

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

The registrant’s other certifying officer and | 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 registrant 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
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which thisreport is being prepared;

b) Evaluated the effectiveness of the registrant’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 thisreport based on such evaluation; and

) Disclosed in thisreport any change in the registrant’s internal control over financia reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or isreasonably likely to materially affect,
theregistrant’ sinternal control over financia reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financia reporting, to the registrant's auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All sgnificant 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 registrant's interna control over financia reporting.

Date: November 14, 2008

/s/ John H. Castle

John H. Castle
Chairman of the Board and Chief Executive Officer
Southern Michigan Bancorp, Inc.



Exhibit 31.2
Certification

[, Danice L. Chartrand, certify that:

1

| have reviewed this quarterly report on Form 10-Q of Southern Michigan Bancorp, Inc. for the fiscal
quarter ended September 30, 2008;

Based on my knowledge, this report does not contain any untrue statement of a materia fact or omit to
state amateria 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 thisreport;

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

The registrant’s other certifying officer and | 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 registrant 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 registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which thisreport is being prepared;

b) Evaluated the effectiveness of the registrant’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 thisreport based on such evaluation; and

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

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financiad reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All sgnificant 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 registrant's interna control over financia reporting.

Date: November 14, 2008

/s/ Danice L. Chartrand

Danice L. Chartrand

Senior Vice President, Chief Financial
Officer, Secretary and Treasurer
Southern Michigan Bancorp, Inc.



Exhibit 32
Certification

Pursuant to 18 U.S.C. § 1350, each of the undersigned hereby certifies in his or her capacity as an officer of
Southern Michigan Bancorp, Inc. (the “Company”) that the Quarterly Report of the Company on Form 10-Q for the
quarter ended September 30, 2008 fully complies with the requirements of Section 15(d) of the Securities Exchange
Act of 1934, as amended, and that the information contained in such report fairly presents, in all material respects,
the financial condition of the Company at the end of such period and the results of operations of the Company for
such period.

Dated: November 14, 2008 /s/ John H. Castle
John H. Castle
Chairman of the Board and Chief Executive Officer

Dated: November 14, 2008 /9 Danice L. Chartrand
Danice L. Chartrand
Senior Vice President, Chief Financia
Officer, Secretary and Treasurer

A signed origina of this written statement required by Section 906 has been provided to Southern Michigan
Bancorp, Inc. and will be retained by Southern Michigan Bancorp, Inc. and furnished to the Securities and Exchange
Commission or its staff upon request.




