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CITIZENS FINANCIAL SERVICES, INC.
15 South Main Street

Mansfield, Pennsylvania 16933-1590

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON APRIL 16, 2013

NOTICE IS HEREBY GIVEN that the Annual Meeting of Shareholders of Citizens Financial Services, Inc. (the
“Company”) will be held at 12:00 noon, local time, on Tuesday, April 16, 2013 at the Tioga County Fairgrounds Main
Building, 2258 Charleston Road, Wellsboro, Pennsylvania 16901, for the following purposes:

1.  To elect three Class 2 directors to serve for three-year terms and until their successors are duly elected and
qualified;

2.  To ratify the appointment of S.R. Snodgrass, A.C., Certified Public Accountants, as the independent registered
public accounting firm for the Company for the fiscal year ending December 31, 2013; and

3.  To transact such other business as may properly come before the Annual Meeting or any adjournment or
postponement thereof.

NOTE: The Board of Directors is not aware of any other business to come before the meeting.

Record holders of the Company’s common stock at the close of business on February 25, 2013 are entitled to receive
notice of the Annual Meeting and to vote at the meeting and any adjournment or postponement of the meeting.

BY ORDER OF THE BOARD OF DIRECTORS,

/s/ Randall E. Black

Randall E. Black
Chief Executive Officer and President

March 7, 2013
Mansfield, Pennsylvania

IMPORTANT: The prompt return of proxies will save the Company the expense of further requests for proxies in
order to ensure a quorum.  Shareholders of record may vote their proxies by mail, by Internet, or in person.  Voting
instructions are printed on your proxy card or vote authorization.   A printed proxy card for the Annual Meeting and a
self-addressed return envelope will be mailed to all shareholders of record on March 18, 2013.   No postage is required
if mailed in the United States.
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_____________________________________________________________________________________________

PROXY STATEMENT
OF

CITIZENS FINANCIAL SERVICES, INC.
_____________________________________________________________________________________________

           This Proxy Statement is furnished in connection with the solicitation of proxies by the Board of Directors of
Citizens Financial Services, Inc., (the “Company”), a Pennsylvania corporation headquartered at 15 South Main Street,
Mansfield, Pennsylvania 16933-1590, to be used at the Annual Meeting of Shareholders.  The Annual Meeting will be
held at the Tioga County Fairgrounds Main Building, 2258 Charleston Road, Wellsboro, Pennsylvania 16901 on
Tuesday, April 16, 2013 at 12:00 noon, local time.  This Proxy Statement and related proxy card will be available
beginning on March 7, 2013 to shareholders of record as of February 25, 2013.

GENERAL INFORMATION ABOUT VOTING

Who Can Vote at the Meeting

You are entitled to vote your shares of the Company’s common stock only if the records of the Company show that
you held your shares as of the close of business on February 25, 2013.  As of the close of business on February 25,
2013, a total of 2,893,595 shares of common stock were outstanding.  Each share of common stock has one vote.

Attending the Meeting

If your shares are registered directly in your name, you are the holder of record of these shares and we are sending
these proxy materials directly to you.  As the holder of record, you have the right to give your proxy directly to us by
mail or by voting via the Internet or to vote in person at the meeting.

If you are the beneficial owner of the Company’s common stock held by a broker, bank or other nominee (i.e., in “street
name”), you will need proof of your ownership of such stock to be admitted to the meeting.  A recent brokerage
statement or letter from a bank or broker are examples of proof of ownership.  If you want to vote your shares of the
Company’s common stock held in street name in person at the meeting, you must obtain a written proxy in your name
from the broker, bank or other nominee who is the record holder of your shares.

Quorum and Vote Required

Quorum.  The Annual Meeting will be held only if there is a quorum.  A quorum exists if a majority of the outstanding
shares of common stock entitled to vote is represented at the meeting.

Votes Required for Proposals.  In voting for the election of directors, you may vote in favor of all nominees, withhold
votes as to all nominees or withhold votes as to specific nominees.  There is no cumulative voting for the election of
directors.  Directors must be elected by a plurality of the votes cast at the Annual Meeting.  The term “plurality” means
that the three nominees for Class 2 directors receiving the largest number of votes cast will be elected as Class 2
directors.

In voting for the ratification of the appointment of S.R. Snodgrass, A.C., Certified Public Accountants (“S.R.
Snodgrass, A.C.”), as our independent registered public accounting firm, you may vote in favor of the proposal, against
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the proposal or abstain from voting.  This proposal will be decided by the affirmative vote of a majority of the votes
cast at the Annual Meeting.

How We Count Votes.  If you return valid proxy instructions, vote via the Internet, or attend the meeting in person,
your shares will be counted for purposes of determining whether there is a quorum, even if you abstain from
voting.  Broker non-votes also will be counted for purposes of determining the existence of a quorum.

In the election of directors, votes that are withheld and broker non-votes will have no effect on the outcome of the
election.

1
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In counting votes on the proposals to ratify the selection of the independent registered public accounting firm,
abstentions and broker non-votes will have no effect on the proposals.

Voting By Proxy

The Board of Directors is making available this Proxy Statement for the purpose of requesting that you allow your
shares of the Company’s common stock to be represented at the Annual Meeting by the persons named in the proxy
card.  All shares of common stock represented at the Annual Meeting by properly executed and dated proxy cards will
be voted according to the instructions indicated on the proxy card or as indicated when you vote via the Internet.  If
you sign, date and return a proxy card without giving voting instructions, your shares will be voted as recommended
by the Company’s Board of Directors.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE:

•  “FOR” THE ELECTION OF THREE CLASS 2 DIRECTORS TO SERVE FOR THREE-YEAR TERMS OR UNTIL
THEIR SUCCESSORS ARE DULY ELECTED AND QUALIFIED; AND

•  “FOR” RATIFICATION OF S.R. SNODGRASS, A.C. AS OUR INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM.

If any matter not described in this Proxy Statement is properly presented at the Annual Meeting, the persons named on
the proxy card will use their own best judgment to determine how to vote your shares.  The Company does not know
of any other matters to be presented at the Annual Meeting.

You may revoke your proxy at any time before the vote is taken at the meeting.  To revoke your proxy you must either
advise the Secretary of the Company in writing before your common stock has been voted at the Annual Meeting,
deliver a signed later dated proxy, vote on a later date via the Internet, or attend the meeting and vote your shares in
person.  Please note all votes cast via the Internet must be cast prior to 11:59 p.m. Eastern Time on April 15,
2013.  Attendance at the Annual Meeting will not in itself constitute revocation of your proxy.

If your common stock is held in “street name,” you will receive instructions from your broker, bank or other nominee
that you must follow in order to have your shares voted.  Your broker, bank or other nominee may allow you to
deliver your voting instructions via telephone or the Internet.  Please see the instruction form provided by your broker,
bank or other nominee that accompanies this Proxy Statement.

CORPORATE GOVERNANCE AND BOARD MATTERS

Director Independence

The Company’s Board of Directors currently consists of ten members, all of whom are independent under the listing
standards of the Nasdaq Stock Market, except for Mr. Black, who is Chief Executive Officer and President of the
Company and First Citizens Community Bank (the “Bank”).  In determining the independence of its directors, the Board
considered transactions, relationships and arrangements between the Company and its directors that are not required to
be disclosed in this Proxy Statement under the heading “Transactions with Related Persons,” including the fact that
Director van der Hiel’s daughter is an employee of the Bank and loans or lines of credit that the Bank has directly or
indirectly made to Directors Coolidge, Freeman, van der Hiel, Dalton, Graham, Kosa, Landy, Chappell, Black and
DePaola.

Board Leadership Structure and Board’s Role in Risk Oversight
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The Board of Directors has determined that the separation of the offices of Chairman of the Board and Chief
Executive Officer and President will enhance Board independence and oversight.  Moreover, the separation of the
Chairman of the Board and Chief Executive Officer and President will allow the Chief Executive Officer and
President to better focus on his responsibilities of running the Company, enhancing shareholder value and expanding
and strengthening our franchise while allowing the Chairman of the Board to lead the Board in its fundamental role of
providing advice to and independent oversight of management.  Consistent with this determination, R. Lowell
Coolidge serves as Chairman of the Board of Directors.  Mr. Coolidge is independent under the listing requirements of
the Nasdaq Stock Market.

2
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Risk is inherent with every business, and how well a business manages risk can ultimately determine its success.  We
face a number of risks, including credit risk, interest rate risk, liquidity risk, operational risk, strategic risk and
reputation risk.  Management is responsible for the day-to-day management of the risks the Company faces, while the
Board, as a whole and through its committees, has responsibility for the oversight of risk management.  In its risk
oversight role, the Board of Directors has the responsibility to satisfy itself that the risk management processes
designed and implemented by management are adequate and functioning as designed.  To do this, the Chairman of the
Board meets regularly with management to discuss strategy and risks facing the Company.  Senior management
attends Board meetings and is available to address any questions or concerns raised by the Board on risk management
and any other matters.  The Chairman of the Board and independent members of the Board work together to provide
strong, independent oversight of the Company’s management and affairs through its standing committees and, when
necessary, special meetings of independent directors.   The Board periodically meets in executive session without
management present.  Topics for discussion may include the evaluation of the Chief Executive Officer and President,
management succession planning and such other matters as they may deem appropriate.  In 2012, the Board held four
executive sessions.

Code of Ethics

The Company and the Bank have adopted a Code of Ethics that is designed to ensure that the Company’s and Bank’s
directors, executive officers and employees meet the highest standards of ethical conduct.  The Code of Ethics
requires that the Company’s and Bank’s directors, executive officers and employees avoid conflicts of interest, comply
with all laws and other legal requirements, conduct business in an honest and ethical manner and otherwise act with
integrity and in the Company’s and Bank’s best interest.  Under the terms of the Code of Ethics, directors, executive
officers and employees are required to report any conduct that they believe in good faith to be an actual or apparent
violation of the Code.

Committees of the Board of Directors

The following table identifies the members of our Audit and Examination, Compensation/Human Resource, and
Governance and Nominating Committees as of February 25, 2013.  All members of each committee are independent
in accordance with the listing standards of the Nasdaq Stock Market, Inc., except for Mr. Black, the Company’s Chief
Executive Officer and President, who serves on the Governance and Nominating Committee.  Based on the number of
independent directors currently serving on the Governance and Nominating Committee, the Company believes that the
functions of this committee are sufficiently performed by the current members.  The Board’s Audit and Examination,
Compensation/Human Resource, and Governance and Nominating Committees
each operate under a written charter that is approved by the Board of Directors.  Each committee reviews and
reassesses the adequacy of its charter at least annually.  The charters of all three committees are available in the
Corporate Governance section of our website (www.firstcitizensbank.com).

Director

Audit and
Examination
Committee

Compensation/
Human

Resource
Committee

Governance
and

Nominating
Committee

Randall E.
Black                                                           

  X

Robert W.
Chappell                                                           

X X

R. Lowell
Coolidge                                                           

X

Mark L.
Dalton                                                           

X X       X *
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Rinaldo A.
DePaola                                                           

X X

Thomas E.
Freeman                                                           

X X X

Roger C. Graham,
Jr.                                                           

X

E. Gene
Kosa                                                           

     X *

R. Joseph
Landy                                                           

     X *

Number of Meetings in 2012 7 4 3

* Denotes Chairperson

3
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Audit and Examination Committee.  The Audit and Examination Committee oversees the Company's accounting and
financial reporting processes.  It meets periodically with the independent registered public accounting firm,
management and the internal auditors to review accounting, auditing, internal control structure and financial reporting
matters.  The Audit and Examination Committee does not have an “audit committee financial expert.”  However, the
Board of Directors believes that each Audit and Examination Committee member has sufficient knowledge in
financial and auditing matters to serve on the committee.  The committee has the authority to engage legal counsel or
other experts or consultants as it deems appropriate to carry out its responsibilities. The report of the Audit and
Examination Committee required by the rules of the Securities and Exchange Committee is included in this proxy
statement.  See “Report of the Audit and Examination Committee.”

Compensation/Human Resource Committee. The Compensation/Human Resource Committee is appointed by the
Board of Directors of the Company to assist the Board in developing compensation philosophy, criteria, goals and
policies for the Company’s executive officers that reflect the values and strategic objectives of the Company and its
affiliates that align their interests with the interests of the stockholders. The Committee administers the Company’s
compensation plans, including the annual incentive plan, restricted stock plan and tax-qualified defined benefit plan.
The Committee reviews and evaluates the terms of employment and change in control agreements for our executive
officers.

Consistent with the U.S. Securities and Exchange Commission disclosure requirements, the Compensation/Human
Resource Committee has assessed the Company's compensation programs and has concluded that our compensation
policies and practices do not create risks that are reasonably likely to have a material adverse effect on the Company
or its affiliates.  Our risk assessment process included: (1) a review of program policies and practices; (2) a program
analysis to identify risk; and (3) determinations as to the sufficiency of risk identification, the balance of potential risk
to potential reward, risk control and the support of the programs and their risks to Company strategy.  Although we
reviewed all compensation programs, we focused on the programs with variability of payout, with the ability of a
participant to directly affect payout and the controls on participant action and payout.

Based on the foregoing, we believe that our compensation policies and practices do not create inappropriate or
unintended significant risk to the Company or our affiliates. We also believe that our incentive compensation
arrangements provide incentives that do not encourage risk-taking beyond the organization’s ability to effectively
identify and manage significant risks, are compatible with effective internal controls and are supported by the
oversight and administration of the Compensation/Human Resource Committee with regard to executive
compensation programs.

Governance and Nominating Committee. The Governance and Nominating Committee takes a leadership role in
shaping governance policies and practices, including recommending to the Board of Directors the corporate
governance policies and guidelines that should be adopted by the Company and monitoring compliance with these
policies and guidelines.  In addition, the Governance and Nominating Committee is responsible for identifying
individuals qualified to become Board members, considering the candidates recommended by shareholders for Board
membership, and recommending to the Board the director nominees for election at the next Annual Meeting of
Shareholders.  It manages the Board’s annual review of its performance and recommends director candidates for each
committee for appointment by the Board.  The procedures of the Governance and Nominating Committee required to
be disclosed by the rules of the Securities and Exchange Committee are set forth below.

In order to improve director effectiveness, each year each director evaluates every other director on an anonymous
basis using a set of extensive performance criteria.  The results of those evaluations are collected and analyzed by a
third party service provider.

Governance and Nominating Committee Procedures
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Minimum Qualifications.  The Governance and Nominating Committee has adopted a set of criteria that it considers
when it selects individuals to be nominated for election to the Board of Directors.  A candidate must meet the
eligibility requirements set forth in the Company’s Articles and Bylaws, and must meet any qualification requirements
set forth in any Board or committee governing documents.  In particular, to encourage directors to demonstrate
confidence and support of the Company, the Board of Directors has adopted a stock ownership requirement whereby
each Company non-employee director shall beneficially own an amount of Company common stock equal to the
greater of (1) three times the previous year’s cash retainer, based on the Company’s common stock price on the
previous December 31st or (ii) 1,000 shares.  Newly appointed or elected non-employee directors shall have up to 36
months to accumulate the minimum number of qualifying shares.

4
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The Governance and Nominating Committee will consider the following criteria in selecting nominees for initial
election or appointment to the Board: financial, regulatory and business experience; familiarity with and participation
in the local community; integrity, honesty and reputation; dedication to the Company and its shareholders;
independence; and any other factors the Governance and Nominating Committee deems relevant, including age,
geographies, size of the Board of Directors and regulatory disclosure obligations.  Further, when identifying nominees
to serve as director, the Governance and Nominating Committee seeks to create a Board that is strong in its collective
knowledge and has a diversity of skills and experience with respect to accounting and finance, management and
leadership, vision and strategy, business operations, business judgment, industry knowledge and corporate
governance.

In addition, prior to nominating an existing director for re-election to the Board of Directors, the Governance and
Nominating Committee will consider and review an existing director’s Board and committee attendance and
performance, length of Board service, experience, skills and contributions that the existing director brings to the
Board, equity ownership in the Company, and independence.

Process for Identifying and Evaluating Nominees. The process the Governance and Nominating Committee follows
when it identifies and evaluates individuals to be nominated for election to the Board of Directors is as follows:

Identification.  For purposes of identifying nominees for the Board of Directors, the Governance and Nominating
Committee relies on personal contacts of the committee and other members of the Board of Directors as well as its
knowledge of members of the Bank’s local communities.  The Governance and Nominating Committee will also
consider director candidates recommended by shareholders in accordance with the policy and procedures set forth
above.  The Governance and Nominating Committee has not previously used an independent search firm in
identifying nominees.

Evaluation.  In evaluating potential nominees, the Governance and Nominating Committee determines whether the
candidate is eligible and qualified for service on the Board of Directors by evaluating the candidate under the selection
criteria set forth above.  In addition, the Governance and Nominating Committee will conduct a check of the
individual’s background and interview the candidate.

Consideration of Recommendations by Shareholders.  It is the policy of the Governance and Nominating Committee
of the Board of Directors of the Company to consider director candidates recommended by shareholders who appear
to be qualified to serve on the Company’s Board of Directors.  The Governance and Nominating Committee may
choose not to consider an unsolicited recommendation if no vacancy exists on the Board of
Directors and the Governance and Nominating Committee does not perceive a need to increase the size of the Board
of Directors.  In order to avoid the unnecessary use of the Governance and Nominating Committee’s resources, the
Governance and Nominating Committee will consider only those director candidates recommended in accordance
with the procedures set forth below.

Procedures to be Followed by Shareholders.  To submit a recommendation of a director candidate to the Governance
and Nominating Committee, a shareholder should submit the following information in writing, addressed to the
Secretary of the Company at the main office of the Company:

1. The name and address of the person recommended as a director candidate;

2.All information relating to such person that is required to be disclosed in solicitations of proxies for election of
directors pursuant to Regulation 14A under the Securities Exchange Act of 1934, as amended;

3.The written consent of the person being recommended as a director candidate to be named in the Proxy Statement
as a nominee and to serve as a director if elected;
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4.As to the person making the recommendation, the name and address, as they appear on the Company’s books, of
such person, and number of shares of common stock of the Company owned by such person; provided, however,
that if the person is not a registered holder of the Company’s common stock, the person should submit his or her
name and address along with a current written statement from the record holder of the shares that reflects the
recommending person’s beneficial ownership of the Company’s common stock; and

5
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    5.  A statement disclosing whether the person making the recommendation is acting with or on behalf of any other
person and, if applicable, the identity of such person.

In order for a director candidate to be considered for nomination at the Company’s Annual Meeting of Shareholders,
the recommendation must be received by the Governance and Nominating Committee at least 120 calendar days prior
to the date the Company’s Proxy Statement was released to shareholders in connection with the previous year’s Annual
Meeting, advanced by one year.

Director Compensation

The following table sets forth information concerning the compensation of non-employee directors during the year
ended December 31, 2012.

Name

Fees Earned
or

Paid in Cash
($)

Stock
Awards
($)(1)

All Other
Compensation

($)
Total
($)

Robert W.
Chappell

26,655 3,256 180 30,091

R. Lowell
Coolidge

43,291 3,256 117 46,664

Mark L. Dalton 28,390 3,256 180 31,826
Rinaldo A.
DePaola

26,640 3,256 180 30,076

Thomas E.
Freeman

26,840 3,256 180 30,276

Roger C.
Graham, Jr.

28,040 3,256 180 31,476

E. Gene Kosa 28,055 3,256 180 31,491
R. Joseph Landy 27,890 3,256 180 31,326
Rudolph J. van
der Hiel

32,052 3,256 117 35,425

(1)Reflects the aggregate grant date fair value computed in accordance with Financial Accounting Standards Board
Accounting Standards Codification Topic 718 – Share Based Payment.  The amounts were calculated based upon
the Company’s stock price of $36.58 on the date of grant.  For all directors, stock award amounts represent grants of
89 shares of common stock made under the 2011 directors’ incentive program and granted in 2012.

The foregoing table reflects the following arrangements:

Fees.  During 2012, our directors, except for Directors Coolidge, Black, and van der Hiel, received the following fees
for service on our Board of Directors: $400 for attending a board meeting and strategic retreat or training session;
$16,300 annual retainer; $300 monthly fee for committee meeting attendance; $150 for participation in a Board
conference call; and $200 for attending an advisory board meeting.  Additionally, committee chairpersons for Credit
Committee, Audit and Examination Committee, Compensation/Human Resource Committee, and Governance and
Nominating Committee receive a $1,500 annual retainer.   Director Coolidge, who served as the Company’s and the
Bank’s Chairman, and Director van der Hiel who served as the Company’s and Bank’s Vice Chairman received a fixed
annual sum of $40,951 and $29,712, respectively, in lieu of all director’s fees and committee member fees in
2012.  Directors Coolidge and van der Hiel also receive an advisory board fee of $200 per attended meeting.
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Deferred Compensation Plan.  Directors are permitted to defer their fees subject to provisions of the director’s deferred
compensation plan.  The plan provides for the Bank to distribute funds to a director whenever he or she is no longer a
member of the Board.

Life Insurance.  In addition to these fees, each active director is provided a $100,000 life insurance benefit.  Once a
director retires, insurance coverage continues but the benefit declines as the age of the retired director increases.  Total
premiums paid in 2012 for life insurance on behalf of the current and retired directors was $1,908.

6
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Performance Awards.  Non-employee directors are eligible to receive an annual stock grant based on Company and
Bank performance under our 2006 Restricted Stock Plan.  For 2011 and 2012, our non-employee directors received a
performance share award subject to the achievement of certain corporate objectives, similar to those of our named
executive officers who participate in our annual incentive plan.

Meetings of the Board of Directors

The Board of Directors oversees all of the Company’s business, property and affairs.  The Chairman of the Board and
the executive officers keep the members of the Board informed of the Company’s business through discussions at
Board meetings and by providing them reports and other materials.  During 2012, the Company’s Board of Directors
held 11 regular meetings.  Each of the directors attended at least 75% of aggregate of the total number of meetings of
the Board and the total number of meetings held by all committees of the Board on which he served.

 Meetings of the Advisory Boards

The Board of Directors utilizes advisory boards in branches currently served by the Bank.  Advisory boards are
composed of well respected people from the community, the office manager, and a member of the Board of Directors
(who serves as a non-voting member of the advisory board).  The Board member serves as a communication link to
share, with the advisory board, the appropriate information occurring at Board of Directors’ meetings, as well as
communicating to the Board of Directors advisory board issues and suggestions.  Advisory boards meet monthly.  A
fee of $200 is paid for attendance at the monthly advisory board meeting.

Attendance at the Annual Meeting

The Company expects its directors to attend annual meetings of shareholders.  All but one director attended the 2012
Annual Meeting of Shareholders.

AUDIT-RELATED MATTERS

Report of the Audit and Examination Committee

The Audit and Examination Committee met with management periodically during the year to consider the adequacy
of the Company’s internal controls and the objectivity of its financial reporting. The Audit and Examination
Committee discussed these matters with the Company’s independent auditing firm and with appropriate Company
financial personnel and internal auditors. The Audit and Examination Committee also discussed with the Company’s
senior management and independent registered public accounting firm the process used for certifications by the
Company’s Chief Executive Officer and Chief Financial Officer which are required for certain Company filings with
the Securities and Exchange Commission.

The Audit and Examination Committee meets with the independent auditing firm, the internal auditors, the Chief
Financial Officer and the Risk/Compliance Officer on a number of occasions, each of whom has unrestricted access to
the Audit and Examination Committee.

Management has primary responsibility for the Company’s financial statements and the overall reporting process,
including the Company’s system of internal controls.

The independent registered public accounting firm audited the annual financial statements prepared by management,
expressed an opinion as to whether those financial statements fairly present the financial position, results of operations
and cash flows of the Company in conformity with U.S. generally accepted accounting principles and discussed with
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the Audit and Examination Committee any issues the independent auditing firm believed should be raised with the
Audit and Examination Committee.

The Audit and Examination Committee reviewed with management and S.R. Snodgrass, A.C. the Company’s audited
financial statements, as well as the audit of management’s assessment of internal control over financial reporting and
met separately with both management and S.R. Snodgrass, A.C. to discuss and review those financial statements and
reports prior to issuance.  Management has represented, and S.R. Snodgrass, A.C. has confirmed, to the Audit and
Examination Committee, that the financial statements were prepared in accordance with U.S. generally accepted
accounting principles.

7
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The Audit and Examination Committee has received the written disclosures and the letter from S.R. Snodgrass, A.C.
required by applicable requirements of the Public Company Accounting Oversight Board regarding S.R. Snodgrass,
A.C.’s communications with the Audit and Examination Committee concerning independence, and has discussed with
S.R. Snodgrass, A.C. its independence.  The Audit and Examination Committee also discussed with S.R. Snodgrass,
A.C., Certified Public Accountants, matters required to be discussed by the Statement on Auditing Standards No. 61,
as amended (AICPA, Professional Standards, Vol. 1. AU Section 380), as adopted by the Public Company Accounting
Oversight Board in Rule 3200T.  The Audit and Examination Committee implemented a procedure to monitor auditor
independence, reviewed audit and non-audit services performed by S.R. Snodgrass, A.C., Certified Public
Accountants, and discussed with the auditors their independence.

In reliance on these reviews and discussions referred to above, the Audit and Examination Committee recommended
to the Board of Directors that the Company’s audited financial statements be included in the Company’s Annual Report
on Form 10-K for the fiscal year ended December 31, 2012, for filing with the Securities and Exchange
Commission.  The Audit and Examination Committee and the Board have also recommended the selection of S.R.
Snodgrass, A.C., Certified Public Accountants, as the Company’s independent registered public accounting firm for the
year ending December 31, 2013.

The Audit and Examination Committee
of Citizens Financial Services, Inc. and First Citizens Community Bank

E. Gene Kosa  (Chairman)
Mark L. Dalton

Thomas E. Freeman
Roger C. Graham, Jr.

Audit Fees

The following table sets forth the fees billed to the Company for the fiscal years ending December 31, 2012 and 2011,
respectively, by S.R. Snodgrass, A.C., Certified Public Accountants:

Year Ended
December 31,

2012 2011
Audit Fees(1) $125,568 $125,015
Audit-Related
Fees

- -

Tax Fees(2) - -
All Other Fees(3) $127,286 $51,306
TOTAL $252,854 $176,321

(1)Audit fees consist of fees for professional services rendered for the audit of the Company’s financial statements as
of and for the years ended December 31, 2012 and 2011, the audit of management’s assessment of internal control
over financial reporting for the year end December 31,2012, and review of financial statements included in the
Company’s quarterly reports and services normally provided by the independent registered public accounting firm
in connection with statutory and regulatory filings or engagements for the years ended December 31, 2012 and
2011.

 (2) Tax fees consist of compliance fees for the preparation of original tax returns.  Tax fees also include fees relating
to other tax advice, tax consulting and planning.

 (3) Other services consisted primarily of consulting services for the facilitating of strategic planning meetings,
enterprise risk, and regulatory compliance reviews.
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Policy on Audit and Examination Committee Pre-Approval of Audit and Permissible Non-Audit Services of
Independent Auditing Firm

The Audit and Examination Committee is responsible for appointing and overseeing the work of the independent
auditing firm.  In accordance with its charter, the Audit and Examination Committee approves, in advance, all audit
and permissible non-audit services to be performed by the independent auditing firm.  Such approval process ensures
that the external auditor does not provide any non-audit services to the Company that are prohibited by law or
regulation.

In addition, the Audit and Examination Committee has established a policy regarding pre-approval of audit and
permissible non-audit services provided by the independent auditing firm.  Management’s requests that particular
services by the independent auditing firm be pre-approved under the auditor services policy must be specific as to the
particular services to be provided.

The request may be made with respect to either specific services or a type of service for predictable or recurring
services.

During the year ended December 31, 2012, all audit and non-audit services were approved, in advance, by the Audit
and Examination Committee in compliance with these procedures.

STOCK OWNERSHIP

The following table sets forth, as of February 25, 2013, the name and address of each person who owns of record or
who is known by the Board of Directors to be the beneficial owner of more than 5% of the Company’s outstanding
common stock, the number of shares beneficially owned by such person and the percentage of the Company’s
outstanding common stock so owned.  A person or entity may be considered to beneficially own any shares of
common stock over which the person or entity has, directly or indirectly, sole or shared voting or investing power.

Name and Address
Number of Shares

Beneficially Owned

Percent of
Outstanding

Common Stock
Beneficially Owned

R. Lowell Coolidge
P.O. Box 41
Wellsboro, Pennsylvania
16901

195,000      (1) 6.7%

Robert M. Jones, Jr. (2)
805 Tanager Drive
Bluefield, Virginia 24605

160,886      (2) 5.6%

(1)Mr. Coolidge beneficially owns 157,576 shares individually, and his remaining 37,424 shares are held by his
spouse.

(2) Based solely on a Schedule 13G filed with the Securities and Exchange Commission on March 31, 2011.

The following table sets forth the information concerning the number of shares of Company common stock
beneficially owned, as of February 25, 2013, by each present director, nominee for director and named executive
officer in the compensation table set forth later in this proxy statement and by all directors and executive officers as a
group.  A person may be considered to beneficially own any shares of common stock over which he or she has,
directly or indirectly, sole or shared voting or investment power.  Unless otherwise indicated, none of the shares listed
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Name of Beneficial
Owner

Amount and Nature of
Beneficial Ownership Percent of Class

Randall E. Black 16,190      (1) *
Kathleen M. Campbell 4,823      (2) *
Robert W. Chappell 4,150      (3) *
R. Lowell Coolidge 195,000      (4) 6.7%
Mark L. Dalton 2,836      (5) *
Rinaldo A. DePaola 6,453      (6) *
Thomas E. Freeman 3,177      *
Roger C. Graham, Jr. 29,955      1.0%
Mickey L. Jones 5,654      (7) *
E. Gene Kosa 2,155      (8) *
R. Joseph Landy 13,204      (9) *
Terry B. Osborne 6,712      (10) *
Rudolph J. van der Hiel 15,643      (11) *
Jeffrey L. Wilson 2,093      (12) *
Executive Officers and
Directors as a Group (18
persons) 312,738      

(13)

10.8%

* Less than 1%.
(1)  Mr. Black beneficially owns 1,093 shares individually, 12,259 shares jointly with his spouse, and 264 shares are

held by his spouse.  Also includes 2,574 shares of restricted stock for which Mr. Black has voting but not
investment power.

(2)  Ms. Campbell beneficially owns 2,328 shares individually, and 1,634 shares are held by her spouse.  Also
includes 445 shares of restricted stock for which Ms. Campbell has voting but not investment power, and 416
shares of restricted stock for which her spouse has voting but not investment power.

(3)  Mr. Chappell beneficially owns 2,516 shares individually, 1,464 shares jointly with his mother, and his remaining
170 shares are held jointly with an unrelated third party.

(4)  Mr. Coolidge beneficially owns 157,576 shares individually, and his remaining 37,424 shares are held by his
spouse.

(5)  Of the 2,836 beneficially owned shares, 2,500 shares are pledged as collateral on a loan.
(6)  Mr. DePaola beneficially owns 1,817 shares individually, 3,133 shares jointly with his spouse, 1,251 shares are

held by his spouse, and his remaining 252 shares are held by his spouse as custodian for their son.
(7)  Mr. Jones beneficially owns 3,755 shares and 728 shares are held by his spouse.  Also includes 1,171 shares of

restricted stock for which Mr. Jones has voting but not investment power.
(8)  Mr. Kosa beneficially owns 2,078 shares jointly with his spouse, 57 shares in an investment club, and his

remaining 20 shares are held by his spouse.
(9)  Mr. Landy beneficially owns 9,389 shares individually, and 3,815 shares jointly with his spouse.

(10)  Mr. Osborne beneficially owns 5,672 shares jointly with his spouse.  Also includes 1,040 shares of restricted
stock for which Mr. Osborne has voting but not investment power.  Of the 5,672 beneficially owned shares,
3,477 shares are pledged as collateral on a loan.

(11)  Mr. van der Hiel beneficially owns 13,958 shares individually, 22 shares jointly with his spouse, and his
remaining 1,663 shares are held by his spouse.

(12)  Mr. Wilson beneficially owns 971 shares individually, 826 shares jointly with his spouse, and 4 shares are held
by his spouse.  Also includes 292 shares of restricted stock for which Mr. Wilson has voting but not investment
power.

(13)  
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ITEMS TO BE VOTED ON BY STOCKHOLDERS

Item 1     Election of Directors

The Company’s Board of Directors consists of ten members. The Board is divided into three classes with three-year
staggered terms, known as Class 1, Class 2 and Class 3.  The Class 2 directors elected at this Annual Meeting will
serve for three-year terms.   The Class 3 and Class 1 directors will continue to serve for one and two years,
respectively, in order to complete their three-year terms.

The Board of Directors fixed the number of directors in Class 2 at three and has nominated Mark L. Dalton, Thomas
E. Freeman, and Rudolph J. van der Hiel for election as Class 2 directors to hold office for three-year terms to expire
at the 2016 Annual Meeting of Shareholders or until their successors are duly elected and qualified.  All Board
nominees are currently directors of the Company.

Unless you indicate on your proxy card or via the Internet that your shares should not be voted for certain nominees,
the Board of Directors intends that the proxies solicited by it will be voted for the election of all of the Board’s
nominees.  If any nominee is unable to serve, the persons named on the proxy card would vote your shares to approve
the election of any substitute nominee proposed by the Board of Directors.  At this time, the Board of Directors knows
of no reason why any nominees might be unable to serve.

The Board of Directors recommends that you vote “FOR” the election of the Board’s nominees.

Information regarding the Board of Directors’ nominees and the directors continuing in office is provided below.  Ages
are as of February 25, 2013.  Based on their respective experiences, qualifications, attributes and skills set forth below,
the Board of Directors determined that each current director should serve as a director.

Nominees for Election as Class 2 Directors – Terms Expire in 2016

Mark. L. Dalton is a retired independent consultant/producer for Gannon Associates, an insurance company in
Towanda, Pennsylvania.  Mr. Dalton has 32 years of business experience, both as a business owner and
consultant.  As a retired business owner, Mr. Dalton has a knowledgeable skill set that positions him well to continue
to serve as a director for the Company.  Mr. Dalton is Chairman of the Governance and Nominating Committee.  Age
58.  Director of the Company since 1998 and director of the Bank since 1997.

Thomas E. Freeman is regional manager with the company Blue Ridge Communications in Mansfield,
Pennsylvania.  Mr. Freeman has worked in business for 33 years.  His business expertise and involvement in
numerous civic and philanthropic organizations provide valuable insight to the Board and position him well to serve
as a director for the Company.  Age 52.  Director of the Company and the Bank since 2010.

Rudolph J. van der Hiel is, as of August 2005, in an “of Counsel” capacity for the Law Offices of van der Hiel, Chappell
& Loomis located in Mansfield and Rome, Pennsylvania.  Mr. van der Hiel is a part time Episcopal priest for various
churches in Ontario, Canada, and Pennsylvania and retired attorney-at-law with the Law Offices of van der Hiel &
Chappell.  Mr. van der Hiel’s 39 years of providing legal counsel and operating a law office, as well as his community
involvement through his church affiliations, position him well to continue to serve as a director for the Company.  Mr.
van der Hiel has been Vice Chairman of the Company and Bank since November 2009.  Age 73.  Director of the
Company since 1984 and director of the Bank since 1975.
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Continuing Class 3 Directors – Terms Expire in 2014

Randall E. Black has served as the Chief Executive Officer and President of the Company and the Bank since April
2004, and prior to 2004 was the Chief Financial Officer for the Bank.  Mr. Black’s extensive experience in the local
banking industry and involvement in business and civic organizations in the communities in which the Bank serves
afford the Board valuable insight regarding the business and operation of the Bank.  Mr. Black’s knowledge of the
Company’s and Bank’s business and history, combined with his success and strategic vision, position him well to
continue to serve as our Chief Executive Officer and President.  Age 46.  Director of the Company and the Bank since
2004.

R. Lowell Coolidge is an attorney-at-law with the firm of Walrath and Coolidge, located in Wellsboro,
Pennsylvania.  Mr. Coolidge’s 43 years expertise as partner in a local law firm and his involvement in business and
civic organizations in the communities in which the Bank serves provide the Board valuable insight.  Mr. Coolidge
holds more than 5% of the Company’s outstanding shares and he has been Chairman of the Company and Bank since
1998.  Age 72.  Director of the Company and the Bank since 1984.

Rinaldo A. DePaola is an attorney-at-law with the firm of Griffin, Dawsey, DePaola & Jones located in Towanda,
Pennsylvania.  Mr. DePaola’s 28 years expertise as a partner in a local law firm and his involvement in business and
civic organizations in the communities in which the Bank serves provide the Board valuable insight.  Mr. DePaola’s
years of providing legal counsel and operating a law office position him well to continue to serve as a director for the
Company.  Age 57.  Director of the Company and the Bank since 2006.

Continuing Class 1 Directors – Terms Expire in 2015

Robert W. Chappell is an attorney-at-law with the firm of van der Hiel, Chappell & Loomis located in Mansfield and
Rome, Pennsylvania.  Mr. Chappell’s 18 years expertise as a partner in a law firm and his involvement in business and
civic organizations in the communities in which the Bank serves provide the Board valuable insight.  Mr. Chappell’s
years of providing legal counsel and operating a law office position him well to continue to serve as a director for the
Company.  Age 46.  Director of the Company and the Bank since 2006.

Roger C. Graham, Jr. is retired from Graham Construction and Excavating.  Mr. Graham owned and operated Graham
Construction & Excavating for 20 years.  As a retired, successful business owner, Mr. Graham has a knowledgeable
skill set that positions him well to continue to serve as a director for the Company.  Mr. Graham is Chairman of the
Credit Committee.  Age 57.   Director of the Company and the Bank since 2001.

E. Gene Kosa is a partner in EDKO Farms and president of EDKO Farms, Inc., an agricultural production and service
business, located in Ulysses, Pennsylvania.  Mr. Kosa has successfully managed an agricultural business for 38
years.  As a business owner, Mr. Kosa has a knowledgeable skill set that positions him well to continue to serve as a
director for the Company.  Mr. Kosa is Chairman of the Audit and Examination Committee.  Age 66.  Director of the
Company and of the Bank since 2001.

R. Joseph Landy is an attorney-at-law with the firm of Landy & Landy located in Sayre, Pennsylvania.  Mr.
Landy’s 34 years expertise as a partner in a law firm and his involvement in business and civic organizations in the
communities in which the Bank serves provide the Board valuable insight.  Mr. Landy’s years of providing legal
counsel and operating a law office position him well to continue to serve as a director for the Company.  Mr. Landy is
Chairman of the Compensation/Human Resource Committee.  Age 58.  Director of the Company and the Bank since
2001.
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Executive Officers Who Are Not Directors

Name

Age as
of

February
25, 2013

Principal Occupation
for Past Five Years

Gregory J. Anna 51 In April 2011 was named Senior Vice President,
Information Systems Manager for the
Bank.  Prior to 2011 was Vice President,
Technology & Operations since 2007.  Prior to
2007 was Assistant Vice President, Data
Operations Manager for the Bank since
2002.  Mr. Anna is the husband of Kathleen M.
Campbell.

Kathleen M.
Campbell

52 Senior Vice President, Marketing and Training
Manager for the Bank since 2002.  Ms.
Campbell is the wife of Gregory J. Anna.

Jeffrey B. Carr 42 In July 2012 was named Senior Vice President,
Chief Retail Banking Officer.  Prior to 2012
was Vice President, Regional Manager since
2005.

Mickey L. Jones 52 In April 2010 was named Executive Vice
President, Chief Operating Officer, and Chief
Financial Officer for the Company and
Bank.  Prior to 2010 was Executive Vice
President and Chief Financial Officer for the
Company and Bank since 2007.  Prior to 2007
was Senior Vice President, Chief Financial
Officer and Treasurer of the Company and
Bank since June 2004.

Robert B. Mosso 42 In April 2011was named Senior Vice President,
Wealth Management Division Manager for the
Bank.  Prior to 2011 was Vice President,
Wealth Management Division Manager since
2004.  Prior to 2004 was a Trust Officer for the
Bank.  President of First Citizens Insurance
Agency, Inc.

Terry B. Osborne 59 In November 2010 was named Executive Vice
President, Chief Credit Officer and Secretary of
the Company and Bank.  Previously was
Executive Vice President and Secretary of the
Company and Bank since December 1991 and
September 1983, respectively.
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Cynthia T.
Pazzaglia

54 In April 2011 was named Senior Vice President,
Human Resource Manager for the Bank.  Prior
to 2011 was Vice President, Human Resource
Manager for the Bank since 1999.

Jeffrey L. Wilson 51 In April 2011 was named Senior Vice President,
Chief Lending Officer for the Bank.  Prior to
2011 was Vice President, Chief Lending Officer
since 2010.  Prior to 2010 was a Vice President,
Business Development Officer since September
1987 for the Bank.

Executive officers are elected annually and serve at the discretion of the Board.

Item 2   Ratification of Independent Registered Public Accounting Firm

The Audit and Examination Committee of the Board of Directors has appointed S.R. Snodgrass, A.C. to be the
Company’s independent registered public accounting firm for the 2013 fiscal year, subject to ratification by
shareholders.  A representative of S.R. Snodgrass, A.C. will be present at the Annual Meeting to respond to
appropriate questions from shareholders and will have the opportunity to make a statement should he or she desire to
do so.

If ratification of the appointment of the auditor is not approved by a majority of the votes cast by shareholders at the
Annual Meeting, other independent registered public accounting firms will be considered by the Audit and
Examination Committee of the Board of Directors.

The Board of Directors unanimously recommends that you vote “FOR” ratification of the appointment of S.R.
Snodgrass, A.C. as the Company’s independent registered public accounting firm for fiscal year 2013.
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Compensation/Human Resource Committee Report

The Compensation/Human Resource Committee has reviewed the Compensation Discussion and Analysis that is
required by the rules established by the Securities and Exchange Commission.  Based on such review and discussion,
the Compensation/Human Resource Committee recommended to the Board of Directors that the Compensation
Discussion and Analysis be included in this proxy statement.  See “Compensation Discussion and Analysis.”

The Compensation/Human Resource Committee
of Citizens Financial Services, Inc. and First Citizens Community Bank

R. Joseph Landy  (Chairman)
Robert W. Chappell

Mark L. Dalton
Rinaldo A. DePaola
Thomas E. Freeman

COMPENSATION DISCUSSION AND ANALYSIS

Overview

The following discussion provides a description of our decision making process and philosophy for compensating our
named executive officers in 2012. This discussion also describes the material components of each named executive
officer’s total compensation package and details the reasoning behind the decisions made in 2012. This discussion
should be read together with the compensation tables for our named executive officers located in the “Executive
Compensation” section of this proxy statement.

Our 2012 named executive officers are Randall E. Black – Chief Executive Officer/President, Mickey L. Jones –
Executive Vice President and Chief Operating Officer/Chief Financial Officer, Terry B. Osborne – Executive Vice
President/Chief Credit Officer, Jeffrey L. Wilson – Senior Vice President/Chief Lending Officer and Kathleen M.
Campbell – Senior Vice President/Marketing and Training Manager

Executive Summary

It is the intent of the Compensation/Human Resource Committee to provide our named executive officers with a total
compensation package that is market competitive, promotes the achievement of our strategic objectives and is aligned
with operating and other performance metrics to support long-term shareholder value. In addition, we have structured
our executive compensation program to include elements that are intended to create an appropriate balance between
risk and reward.

Fiscal Year 2012 Performance

We are pleased to report that fiscal year 2012 was another year of strong financial and operational performance for the
Company.  Our increased earnings and exceptional shareholder return allow us to remain a strong and well capitalized
financial institution.

Some of the fiscal year 2012 highlights include:

•  
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Increased earnings.  In 2012, net income was $14.2 million, or $4.88 per share, compared to $12.8 million, or $4.40
per share, for 2011.  This represents a 10.9% increase in net income from 2011 to 2012.

•  Solid performance metrics.  Return on average equity (ROE) and return on average assets (ROA) remained at the
highest levels, both locally and nationally, compared to our peer group.  ROE was 17.48% and 17.86% for 2012
and 2011, respectively, while ROA was 1.62% and 1.52%.
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•  Strong shareholder return.  Cash dividends totaled $1.58 for 2012 compared with $1.15 for 2011.  Included in the
$1.58 was an accelerated dividend for January 2013 of $.38 per share.  Our strong capital position allowed us to
accelerate the January 2013 dividend to benefit the Company’s shareholders that could have been significantly
impacted by issues in Washington, D.C. regarding the very complex fiscal cliff issues that were not resolved until
the final hours of 2012.  The $.38 per share dividend represents a 28.8% increase over the January 2012 dividend of
$.295 per share.

•  Increased asset growth.  In 2012, we had an increase in total assets of $3.8 million or, .4%, from December 31,
2011.  Net loans increased $14.7 million to a total of $495.7 million, representing a 3.1% increase, while deposits
increased $3.1 million to a total of $737.1 million.

•  
Continued improvement in asset quality.  In 2012, nonperforming assets decreased $1.1 million, or 10.7%, to $9.2
million from $10.3 million at the end of 2011.  Nonperforming assets as a percent of loans was 1.83% at December
31, 2012 as compared to 2.11% at December 31, 2011.

2012 Compensation Decisions

Against the backdrop of our strong financial performance and shareholder return, the Compensation/Human Resource
Committee, along with our Chief Executive Officer/President, took the following actions related to our named
executive officers’ compensation and benefit arrangements for 2012:

ŸThe Board of Directors conducted a performance review of our Chief Executive Officer/President for purposes of
evaluating his performance during the 2012 fiscal year.  The Board of Directors concluded that our Chief Executive
Officer/President continues to exhibit strong business and leadership skills and is moving the Company in a direction
that continues to enhance long-term shareholder value.  The Board intends to review our Chief Executive
Officer/President’s base salary in 2013 and will consider peer group data, along with the performance evaluation in its
salary review.

ŸOur Chief Executive Officer/President conducted a performance review for our Executive Vice President and Chief
Operating Officer/Chief Financial Officer and Executive Vice President/Chief Credit Officer for purposes of
evaluating each executive’s performance during the 2012 fiscal year.  Our Chief Executive Officer/President
concluded that based upon achievement of individual performance goals, which includes professional and leadership
performance, as well as the attainment of goals set forth in the Company’s strategic plan, the Executive Vice President
and Chief Operating Officer/Chief Financial Officer and Executive Vice President/Chief Credit Officer continue to
be strong senior executive officers who contribute greatly to the success of the Company and its affiliates.  The
Board intends to review the base salaries of our Executive Vice President and Chief Operating Officer/Chief
Financial Officer and Executive Vice President/Chief Credit Officer in 2013 and will consider peer group data, along
with the performance evaluations in its salary review.  See “Role of Management” for additional information on review
process.

ŸOur Chief Executive Officer/President conducted a performance review for our Senior Vice President/Chief Lending
Officer and our Senior Vice President/Marketing and Training Manager for purposes of evaluating their performance
during the 2012 fiscal year. Our Chief Executive Officer/President concluded that based upon achievement of
individual performance goals, which includes professional and leadership performance, as well as the attainment of
goals set forth in the Company’s strategic plan, our Senior Vice President/Chief Lending Officer and Senior Vice
President/Marketing and Training Manager continue to contribute to the success of the Company and its
affiliates.  Effective January 1, 2013, the Chief Executive Officer/President increased the annual base salary for our
Senior Vice President/Chief Lending Officer by 4.17% to $125,000 and increased our Senior Vice
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President/Marketing and Training Manager’s annual base salary to $105,500 and gave her a cash payment of $844
which represented an aggregate 3.0% increase in base pay.

ŸAs a result of our strong financial performance and the successful achievement of individual performance goals in
2011, our named executive officers received payouts under our Annual Incentive Plan in 2012.  The payouts for the
2012 Plan Year have not been determined, however the Compensation/Human Resource Committee expects the plan
calculations to be made and payouts

determined (if any) by March 2013.  The Annual Incentive Plan was amended and restated in 2012.  See
“Performance-Based Cash Compensation” for additional information on the 2012 Annual Incentive Plan.  See also
“Executive Compensation—Grants of Plan-Based Awards” for information on potential incentive awards under the 2012
Annual Incentive Plan.
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ŸThe employment agreement with our Chief Executive Officer/President and the change in control agreements with
our Executive Vice President and Chief Operating Officer/Chief Financial Officer and Executive Vice
President/Chief Credit Officer were renewed for another year.  The term of the employment agreement, as extended,
will expire in June 2015 and the term of the change in control agreements will expire in January 2016, unless
otherwise extended or terminated for reasons set forth in the agreements.  See “Employment and Change in Control
Agreements” for detailed information on the agreements with certain named executive officers.

Compensation Philosophy

Our compensation and benefits program for our named executive officers is designed to provide a competitive
compensation package which includes a performance-based component that is paid in cash and Company
stock.  Specifically, the program is designed to accomplish the following objectives:

ŸAlign the interests of executives with the interests of shareholders in the creation of long-term shareholder value;

Ÿ Reinforce key business objectives and deliver executive benefits in a cost effective manner;

Ÿ Encourage management ownership of our common stock; and

Ÿ Attract and retain talented members of senior management.

Management and our Compensation/Human Resource Committee work together to ensure that our named executive
officers are held accountable and rewarded for delivering superior performance and enhanced shareholder returns.

Elements of Our Compensation and Benefits Program

           To achieve our objectives, we structured a compensation and benefit program that provides our named
executive officers with the following:

Ÿ Base salary;
Ÿ Performance-based cash compensation through our Annual Incentive Plan;

Ÿ Long-term equity awards through our Annual Incentive Plan;
Ÿ Retirement benefits; and

Ÿ Employment and change in control agreements.

The elements of a named executive officer’s total compensation package will vary depending upon the executive’s job
position and responsibilities.

Base Salary

Base salaries are used to reward our executives for performing the core responsibilities of their positions and to
provide them with a level of security with respect to a portion of their total compensation.  Individual base salaries are
determined using peer group compensation data prepared by S.R. Snodgrass, A.C., Certified Public Accountants along
with other factors, such as an executive’s qualifications, experience, position responsibilities and performance in
relation to established goals.  See “Peer Group” for information on the financial institutions that make up our peers for
2012.  The Compensation/Human Resource Committee reviews the base salaries for our named executive officers on
an annual basis.
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Performance-Based Cash Compensation

Our 2012 Annual Incentive Plan is designed to recognize and reward participants for their collective and individual
contributions to our success.  The objectives of the plan are: (i) to reward results, not effort; (ii) align our strategic
plan, budget and shareholder interests with participant performance; (iii) motivate and reward participants for
achieving and potentially exceeding performance goals; (iv) align incentive pay with performance; (v) enable us to
attract and retain the talent needed to drive our success, and: (vi) encourage teamwork across the Company and
Bank.  The Compensation/Human Resource Committee in consultation with executive management administers the
plan.  All of our named executive officers participated in the 2012 Annual Incentive Plan.  The 2012 Annual Incentive
Plan awards (if any) will be paid out in cash and Company stock in accordance with the terms of the plan.

The incentive award opportunities noted below are shown as a percentage of base salary.  For purposes of the 2012
Annual Incentive Plan, “base salary” is defined as compensation earned by a participant for services rendered to the
Company, excluding the following items: profit sharing contributions, discretionary incentive compensation, cash
payments received for waiving employer-paid health insurance, cell phone allowances and fringe benefits.

2012 Annual Incentive Plan
Opportunities

Position Minimum Target Maximum
Chief Executive Officer/President 0.0% 25.0% 50.0%
Executive Vice President and Chief
Operating Officer/Chief Financial
Officer 0.0% 20.0% 40.0%
Executive Vice President/Chief
Credit Officer 0.0% 15.0% 30.0%
Senior Vice President/Chief
Lending Officer 0.0% 10.0% 25.0%
Senior Vice President/Marketing
and Training Manager 0.0% 10.0% 25.0%

Incentive payouts for our named executive officers have not been determined under the 2012 Annual Incentive Plan.
The Company expects to receive the peer group data necessary to calculate the 2012 Plan payouts (if any) by the end
of March 2013.   If target or maximum performance measures are achieved, plan participants will receive a payout
under the 2012 Annual Incentive Plan.  If our named executive officers receive a payout under the 2012 Annual
Incentive Plan, the payout will be distributed in cash and Company common stock.  The percentage of stock and cash
distributed as a 2012 Annual Incentive Plan payout will depend upon the executive’s achievement of his or her
performance goals and job position.   See “Executive Compensation –Grants of Plan Based Awards” for information on
potential payouts under the 2012 Annual Incentive Plan.

Performance Measures under the 2012 Annual Incentive Plan

There are three (3) categories in which performance is measured under the 2012 Annual Incentive Plan:
Company/Bank performance, branch/departmental performance and individual performance.  The Company/Bank
performance goals focus on core measures of profitability, risk and compliance, credit quality and efficiency of
Company and Bank resources.

For 2012, our Company/Bank goals consisted of return on equity compared with a regional peer group (using a three
year average for 2012), return on assets compared with a regionalized peer group (using a three year average for
2012), earnings per share growth compared to bank growth goals (also using a three year average for 2012), efficiency
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ratio targets (compared to peer group using a three year average for 2012), credit quality targets (compared to peer
group using a three year average for 2012), total shareholder return targets (compared to peer group using a three year
average for 2012) and regulatory performance measurements.  Branch goals included various measures, most notably
loan and deposit growth, and branch profitability targets.  Departmental goals included various projects, strategic
initiatives and work performance measurements.  The individual component was based upon the individual employee’s
performance appraisal.  The plan’s components have varying weights assigned as well as varying award opportunities
based upon job function.  For purposes of the 2012 incentive, participants were measured on performance from
January 1, 2012 through December 31, 2012.
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The following chart sets forth the 2012 goal weighting for our named executive officers.

Position Company/BankBranch/DepartmentalIndividual
Chief Executive Officer/President 80% 10% 10%
Executive Vice President and
Chief Operating Officer/Chief
Financial Officer

70% 20% 10%

Executive Vice President/Chief
Credit Officer

60% 30% 10%

Senior Vice President/Chief
Lending Officer

50% 40% 10%

Senior Vice President/Marketing
and Training Manager

50% 40% 10%

Long-Term Equity Incentives/Stock Grant Practices

Equity incentives are one of the most important elements of the total compensation package for our named executive
officers.  The purpose of these awards is to attract and retain superior talent, further align employees and
non-employee directors with shareholder interests, closely link employee and non-employee compensation with our
performance, and maintain high levels of executive and non-employee director stock ownership.  It is our intent to use
the grant of restricted stock under the 2006 Restricted Stock Plan as the primary vehicle for providing long-term
incentive compensation opportunities to our named executive officers and for aligning their interests with those of our
shareholders.  In general, vesting of restricted stock awards under the 2006 Restricted Stock Plan is tied to continued
service and/or satisfaction of performance goals set forth under our 2012 Annual Incentive Plan.  See “Performance
Measures under the 2012 Annual Incentive Plan” for information on specific performance goals for our named
executive officers.  Generally, restricted stock awarded to our named executive officers is subject to a three (3) year
vesting schedule. Shares of restricted stock vest ratably over a three-year period commencing on the first anniversary
of the date of grant and continuing each anniversary date thereafter.  The 2006 Restricted Stock Plan Award
Agreements for our named executive officers provide that vesting will accelerate in the event of death, disability,
change in control or involuntary termination without cause.

The Compensation/Human Resource Committee’s process with respect to the determination of grant dates is made
after carefully considering our timing of earnings releases and/or other material nonpublic information to ensure that
there is no manipulation of the market to an executive’s benefit.  Similarly, we never time the release of material
nonpublic information to affect the value of executive compensation.  In general, the release of such information
reflects established timetables for the disclosure of material nonpublic information such as earnings reports or, with
respect to other events reportable under federal securities laws, the applicable requirements of such laws with respect
to timing of disclosure.

Retirement Benefits

We provide retirement benefits to our named executive officers through our tax-qualified defined benefit, our
tax-qualified defined contribution plan, and our non-qualified supplemental executive retirement plan
(“SERP”).  Effective January 1, 2008, we converted our traditional defined benefit pension plan to an account
balance-based pension plan, which is also referred to as a cash balance plan.  Under our cash balance plan, participants
are credited with a percentage of their compensation each year and, upon termination of employment, may receive
their benefit in a lump sum or in monthly installments.  Our tax-qualified defined contribution plan (“401(k) plan”)
provides our eligible employees with a vehicle to defer a portion of their compensation and invest their elective
deferrals in a variety of investment funds.  In addition, the 401(k) plan provides for an employer safe harbor
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contribution to eligible participants equal to 100% of a participant’s elective deferrals that are not in excess of 1% of
the participant’s compensation, plus 50% of the participant’s elective deferrals that exceed 1% of compensation.  In no
event will the employer safe harbor matching contributions exceed 3.5% of a participant’s compensation in a plan
year.  We view our retirement benefits as a means of providing financial security to our employees after they have
spent a substantial portion of their careers with us.  All of our named executive officers participate in our retirement
plans.

In addition to our cash balance plan, we also provide our Chief Executive Officer/President, Executive Vice President
and Chief Operating Officer/Chief Financial Officer and Executive Vice President/Chief Credit Officer with SERP
benefits.  The SERP serves to help us attract and retain executive talent by providing each executive with a
supplemental retirement benefit equal to a specific percentage (Chief Executive Officer/President 16.4%, Executive
Vice President and Chief Operating Officer/Chief Financial Officer 13.6%, and Executive Vice President/Chief Credit
Officer 14.7%) multiplied by the average annual cash compensation earned by each executive during the three (3)
completed calendar years preceding the executive’s termination of employment.  We believe providing SERP benefits
to our top management is consistent with the retirement benefits provided to similarly situated executives in our peer
group.  See “Executive Compensation—Retirement Benefits”.
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Employment and Change in Control Agreements

We currently maintain an employment agreement with our Chief Executive Officer/President that we believe is
consistent with the agreements provided to senior executive officers in our peer group.  The Compensation/Human
Resource Committee believes that the employment agreement with our Chief Executive Officer/President serves the
interests of our Company and its shareholders by providing stability in management, outlining the terms and
conditions of employment and ensuring that if a change in control is ever under consideration, our Chief Executive
Officer/President will be able to advise our board of directors about the potential transaction in the best interests of
shareholders, without being unduly influenced by personal considerations of losing his job.  See “Executive
Compensation—Employment Agreements”.

In addition to the employment agreement with our Chief Executive Officer/President, we also maintain change in
control agreements with our Chief Credit Officer and our Chief Operating Officer/Chief Financial Officer.  These
change in control agreements provide the executives with certain protections and benefits in the event of a change in
control and help maintain stability in management during a change in control transaction.  See “Executive
Compensation—Change in Control Agreements”.

Role of Compensation/Human Resource Committee

The Compensation/Human Resource Committee reviews and approves all of the elements of compensation for our
Chief Executive Officer/President, Executive Vice President and Chief Operating Officer/Chief Financial Officer and
Executive Vice President/Chief Credit Officer annually to ensure we are competitive in the market place and that the
mix of benefits accurately reflects our compensation philosophy.  The Compensation/Human Resource Committee
operates under a written charter that establishes its responsibilities.  The Compensation/Human Resource Committee
reviews the charter annually to ensure that the scope of the charter is consistent with the Compensation/Human
Resource Committee’s role.  Under the charter, the Compensation/Human Resource Committee is also charged with
general responsibility for the oversight and administration of the Bank and Company sponsored compensation and
benefit plans.  The charter also authorizes the Compensation/Human Resource Committee to engage consultants and
other professionals without management approval to the extent deemed necessary to discharge its responsibilities.

When making compensation decisions, the Compensation/Human Resource Committee considers salary survey data
to understand compensation paid to similarly situated executives in our peer group.  See “Peer Group” for a list of the
publicly traded financial institutions that make up our peers.  In addition to peer data, our Compensation/Human
Resource Committee also looks at internal pay equity, individual and company performance and relative shareholder
return when making compensation decisions.

Role of Management

Management provides data, analyses, input and recommendations to the Compensation/Human Resource Committee
through our Chief Executive Officer/President.  The Compensation/Human Resource Committee gives significant
weight to our Chief Executive Officer/President’s evaluation of each named executive officer’s performance and
recommendation of appropriate compensation.  However, our Chief Executive Officer/President does not participate
in any decisions relating to his own compensation.  The Senior Vice President, Human Resource Manager provides
our Chief Executive Officer/President with salary survey data for purposes of considering base pay adjustments for
our Vice President/Chief Lending Officer and our Senior Vice President/Marketing and Training Manager.
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Role of Compensation Consultant

The Compensation/Human Resource Committee directly retained the services of S.R. Snodgrass, A.C., Certified
Public Accountant, to assist the Company and Bank in developing and implementing a peer group for its 2012
executive compensation program.  The Company and the Bank also used L.R. Webber Associates, Inc. in 2012 to
evaluate the salary ranges for certain Bank and Company job positions.

Peer Group

The Compensation/Human Resources Committee considers information about the practices and financial performance
of its peers when making compensation decisions.  The Compensation/Human Resources Committee reviews our peer
group and determines if adjustments are necessary to reflect the business model and demographics of the
Company.  In 2012, our peer group consisted of the following companies which consist primarily of community banks
and thrifts in Pennsylvania and New York with total assets between $500 million and $1.7 billion:

Financial Institution Location State
Adams County National Bank Gettysburg PA
Chemung Canal Trust Company Elmira NY
Citizens and Northern Wellsboro PA
CNB Bank Clearfield PA
Elmira Savings Bank Elmira NY
First Keystone National Bank Berwick PA
F&M Trust Chambersburg PA
VIST Financial Wyomissing PA
Orrstown Bank Shippensburg PA
Jersey Shore State Bank Williamsport PA
Penn Security Bank & Trust Scranton PA
Peoples Neighborhood Bank Hallstead PA
QNB Bank Quakertown PA
3rd Federal Bank Newtown PA
AmeriServ Financial Johnstown PA
Ephrata National Bank Ephrata PA
Mid Penn Bank Millersburg PA
First Columbia Bank & Trust
Company

Bloomsburg PA

Dime Bank Honesdale PA
First National Community Bank Dunmore PA
Fidelity Bank Dunmore PA

Executive Perquisites

We annually review the perquisites that we make available to our named executive officers.  The primary perquisites
for our named executive officers are certain club dues.

Stock Ownership Guidelines

We do not maintain stock ownership guidelines for our named executive officers.  However, all of our named
executive officers participate in our Annual Incentive Plan and we believe they maintain a meaningful interest in our
Company stock through their participation in the plan and through individual purchases outside the plan.  See “Stock
Ownership” for information on Company stock owned by our named executive officers.
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Tax and Accounting Considerations

In consultation with our advisors, we evaluate the tax and accounting treatment of each of our compensation programs
at the time of adoption and on an annual basis to ensure an understanding of the financial impact of the program on
the Company and the Bank.
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EXECUTIVE COMPENSATION

Summary Compensation Table

The following table provides information concerning the total compensation awarded, earned or paid to the principal
executive officer and principal financial officer of the Company and our three other most highly compensated
executives.  These five officers are referred to as our “named executive officers” in this proxy statement

Name
and

Principal
Position Year

Salary
 ($)

Bonus
($)

Stock
 Awards
 ($)(1)

Non-Equity
Incentive Plan
Compensation

($)(2)

Change in
Pension Value

and
Nonqualified

Deferred
Compensation

Earnings
($)(3)

All Other
Compensation

($)
Total
($)

Randall E. Black
CEO & President of
the Company and
Bank

2012
2011
2010

283,846
256,154
235,000

-
  2,500
10,000

49,380
43,289
37,972

-
91,476
43,308

  19,938
  44,640
168,708

17,702
21,148
17,303

370,866
459,207
512,291

Mickey L. Jones
Executive Vice
President, Chief
Operating Officer,
CFO & Treasurer
of the Company
and Bank

2012
2011
2010

177,154
164,039
150,000

1,000
1,500
5,000

22,037
19,571
18,510

-
41,741
19,582

19,019
38,972
96,595

10,751
  9,464
  8,978

229,961
275,287
298,665

Terry B. Osborne
Executive Vice
President Chief
Credit Officer &
Secretary of the
Company and the
Bank

2012
2011
2010

187,077
184,039
175,000

1,000
1,500
5,000

15,805
20,505
20,985

-
30,556
20,535

  37,070
102,290
140,270

11,525
11,475
11,936

252,477
350,365
373,726

Jeffrey L. Wilson
Senior Vice
President, Chief
Lending Officer

2012
2011
2010

120,000
113,500
  98,963

-
-

1,500

6,826
5,827
   559

-
13,645
  5,847

15,866
14,207
  9,033

6,085
5,497
4,743

148,777
152,676
120,645

Kathleen M.
Campbell
Senior Vice
President,
Marketing &
Training Manager

2012
2011
2010

103,247
101,224
  99,239

-
-

5,142

7,227
8,329
8,653

-
13,267
  8,356

12,638
12,783
  9,759

6,258
7,577
5,465

129,370
143,180
136,614
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(1)Reflects the aggregate grant date fair value computed in accordance with Financial Accounting Board Accounting
Standards Codification Topic 718 – Share Based Payment based on a per share price of $37.10 on the date of
grant.  For 2012, stock award amounts for Mr. Black represent a grant of 1,331 restricted stock awards that vest in
three equal annual installments commencing on May 1, 2013 made pursuant to the Company’s 2011 incentive
program and granted in 2012.  For 2012, stock award amounts for Mr. Jones represent a grant of 594 restricted
stock awards that vest in three equal annual installments commencing on May 1, 2012 made pursuant to the
Company’s 2011 incentive program and granted in 2012.  For 2012, stock award amounts for Mr. Osborne
represent a grant of 426 restricted stock awards that vest in three equal annual installments commencing on May 1,
2013 made pursuant to the Company’s 2011 incentive program and granted in 2012.  For 2012, stock award
amounts for Mr. Wilson represent a grant of 184 restricted stock awards that vest in three equal annual installments
commencing on May 1, 2013 made pursuant to the Company’s 2011 incentive program and granted in 2012.  For
2012, stock award amounts for Ms. Campbell represent a grant of 190 restricted stock awards that vest in three
equal annual installments commencing on May 1, 2013 made pursuant to the Company’s 2011 incentive program
and granted in 2012, as well as 5 shares received for years of service based on a per share price of $35.50.  See
“2006 Restricted Stock Plan” for other terms and conditions of restricted stock awards.

(2)Represents awards earned by each executive under the Bank’s performance based annual incentive program.  See
“Incentive Program” for a description of the material terms of the 2012 program and the criteria for receiving an
incentive award.  Incentive awards for 2012 are expected to be determined by the end of March 2013.

(3) For 2012, represents an increase in pension value for each executive officer.
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Employment Agreement
The Company and the Bank maintain an employment agreement with our Chief Executive Officer/ President.  The
employment agreement provides for a three-year term, which automatically renews on June 1st of each year to
maintain a three-year term, unless either party notifies in writing the other party at least 90 days prior to June 1st of
such party’s intent not to renew the agreement beyond the existing term, or the agreement is terminated by the
Company, the Bank or our Chief Executive Officer/President in accordance with its terms.  The employment
agreement provides for an annual salary review, however in no event may the base salary be reduced below the base
salary in effect at the time of such review.  Our Chief Executive Officer/President’s current base salary under his
employment agreement is $300,000.  In addition to base salary, the employment agreement provides for, among other
things, participation in various employee benefit plans as well as furnishing certain fringe benefits available to
similarly-situated executive personnel.

The employment agreement contains a restrictive covenant which prohibits our Chief Executive Officer/ President
from engaging in employment that would compete with the services provided by the Company and the Bank.  In
addition, the restrictive covenant contains a non-solicitation clause.  The duration of the restrictive covenant varies
based on the circumstances of the executive’s termination of employment.  In the event our Chief Executive
Officer/President is terminated by the Company or the Bank for Cause (as defined in the agreement) the term of the
restrictive covenant is one (1) year from the executive’s termination date.  In the event the executive voluntarily resigns
with or without Good Reason (as defined in the agreement) or the Company or Bank terminates his employment
without Cause, the term of the restrictive covenant will be two (2) years from his termination date.  In the event of
termination following a Change in Control (as defined in the agreement) which results in the payment of severance
under the employment agreement, the executive will be subject to the restrictive covenant for a period of three (3)
years following his termination of employment.  The employment agreement provides for an exception to the
restrictive covenant in the event the executive’s employment is terminated by the Company or the Bank for Cause or
he terminates his employment for Good Reason.  Under these circumstances, the executive may engage in the practice
of Public Accounting and will not be deemed in violation of the restrictive covenant in his employment
agreement.  See “Executive Compensation - Potential Post-termination Benefits” for information on termination benefits
provided under the employment agreement.

Change in Control Agreements

The Bank maintains (and the Company serves as guarantor) change in control agreements with our Executive Vice
President and Chief Operating Officer/Chief Financial Officer and Executive Vice President/Chief Credit Officer.
Each agreement provides for a three-year term, which automatically renews on January 19th of each year to maintain
a three-year term, unless either party notifies in writing the other party at least 90 days prior to January 19th of such
party’s intent not to renew the agreement beyond the existing term, or the agreement is terminated by the Bank or
Executive for reasons set forth in the agreement.

Grants of Plan-Based Awards During 2012

2012 Annual Incentive Plan. The following table provides information on the estimated payouts that may be awarded
to our named executive officers upon the achievement of performance goals under the 2012 Annual Incentive
Plan.    Annual incentive awards are distributed in a combination of cash and stock to our named executive
officers.  Once distributed, restricted stock awards earned under the 2012 Annual Incentive Plan are subject to the
terms and conditions of our 2006 Restricted Stock Plan.
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Estimated Future Payouts Estimated Future Payouts
Under Non-Equity Incentive Under Equity Incentive

Plan Awards(1) Plan Awards(1)(2)
Grant

Date(3)
    Threshold     Target Maximum     Threshold     Target Maximum

Randall E.
Black 6/19/2012 $0 $52,500 $93,000 $0 $22,500 $57,000
Mickey L.
Jones 6/19/2012 $0 $25,900 $46,250 $0 $11,100 $27,750
Terry B.
Osborne 6/19/2012 $0 $19,740 $35,720 $0 $8,460 $20,680
Jeffrey L.
Wilson 6/19/2012 $0 $8,303 $18,385 $0 $3,558 $11,269
Kathleen
M.
Campbell 6/19/2012 $0 $7,227 $16,003 $0 $3,097 $9,808

(1)These columns illustrate the possible payouts for each of our named executive officers under our 2012 Annual
Incentive Plan.

(2)A portion of the incentive opportunity under the 2012 Annual Incentive Plan is payable in Company common
stock.  The actual number of shares will be determined when the award is distributed.

(3) Represents the date the Company determined the potential payouts under the 2012 Annual Incentive Plan.

We maintain the 2012 Annual Incentive Plan for the purpose of aligning the employee incentive goals with our overall
strategic plan.  The 2012 Annual Incentive Plan requires participants to satisfy three components:  corporate goals;
departmental / branch goals; and individual performance goals. Our 2012 company/bank performance goals consisted
of return on equity compared with a regional peer group (using a three year average for 2012), return on assets
compared with a regionalized peer group (using a three year average for 2012), earnings per share growth compared to
bank growth goals (also using a three year average for 2012), efficiency ratio targets (compared to peer group using a
three year average for 2012), credit quality targets (compared to peer group using a three year average for 2012), total
shareholder return targets (compared to peer group using a three year average for 2012) and regulatory performance
measurements.  Branch goals included various measures, most notably loan and deposit growth, and branch
profitability targets.  Departmental goals included various projects, strategic initiatives and work performance
measurements.  The individual component was based upon the individual employee’s performance appraisal.  The
plan’s components have varying weights assigned as well as varying award opportunities based upon job
function.  The performance period for the 2012 Annual Incentive Plan began on January 1, 2012 and ended on
December 31, 2012.  For 2012, the weighting for Mr. Black’s incentive award was 80% corporate goals, 10%
branch/departmental goals and 10% individual performance, with a maximum payout of 50% of eligible
compensation.  For 2012, the weighting for Mr. Jones’ incentive award was 70% corporate goals, 20%
branch/departmental goals and 10% individual performance, with a maximum payout of 40% of eligible
compensation.  For 2012, the weighting for Mr. Osborne’s incentive award was 60% corporate goals, 30%
branch/departmental goals and 10% individual performance, with a maximum payout of 30% of eligible
compensation.  For the other named executives, Wilson and Campbell, the weighting for 2012 was 50% corporate
goals, 40% branch/departmental goals and 10% individual performance, with a maximum payout of 25% of eligible
compensation.  For named executive officers, incentive payments are made in cash and in the form of restricted stock,
which vest ratably over a three-year period commencing on the first anniversary of the date of grant and continuing
each anniversary date.  For Mr. Black in 2012, the first 30% of eligible compensation will be distributed 70% in cash
and 30% in restricted stock and any amount over 30% will be split equally between cash and restricted stock.  For Mr.
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Jones in 2012, the first 25% of eligible compensation will be distributed 70% in cash and 30% in restricted stock and
any amount over 25% will be split equally between cash and restricted stock.  For Mr. Osborne in 2012, the first 20%
of eligible compensation will be distributed 70% in cash and 30% in restricted stock and any amount over 20% will be
split equally between cash and restricted stock.  For the other named executives in 2012, the first 15% of eligible
compensation will be distributed 70% cash and 30% restricted stock, any amount over 15% will be split equally
between cash and restricted stock.  The awards of restricted stock under the 2012 Annual Incentive Plan are subject to
the terms and conditions of the 2006 Restricted Stock Plan once issued.
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2006 Restricted Stock Plan.    We maintain the 2006 Restricted Stock Plan (the “Plan”) for the purpose of attracting and
retaining superior people and aligning our employees and non-employee directors with our shareholders’
interests.  Employees and non-employee directors are eligible to participate in the Plan.  The Compensation/Human
Resource Committee administers the Plan and determines the terms and conditions of each restricted stock award,
subject to the terms of the Plan.   In general, vesting of restricted stock awards under the Plan is tied to continued
service and/or satisfaction of performance goals determined under our Annual Incentive Plan, however, a participant
becomes fully vested in his or her outstanding restricted stock awards upon the occurrence of a “change in control” or
upon the participant’s death, "disability" or “retirement” (as such terms are defined in the Plan).

Outstanding Equity Awards at December 31, 2012

The following table sets forth information concerning stock awards granted to our named executive officers that have
not vested as of December 31, 2012.  No stock options were outstanding at December 31, 2012.

Stock Awards

Name

Number of Shares
or Units of Stock
That Have Not

Vested

Market Value of
Shares

or Units of Stock
That Have Not

Vested(1)

Randall E. Black 2,574(2) $110,682

Mickey L. Jones 1,171(3)  $50,353

Terry B. Osborne 1,040(4) $44,720

Jeffrey L. Wilson    292(5) $12,556

Kathleen M.
Campbell

   445(6) $19,135

(1) Based upon the Company’s closing stock price of $43.00 on December 31, 2012.
(2)Includes 1,331 shares that vest in three equal annual installments commencing on May 1, 2013, 773 shares that

vest in two equal installments on March 24, 2013 and March 24, 2014, and 470 shares that will vest on April 12,
2013.

(3)Includes 594 shares that vest in three equal annual installments commencing on May 1, 2013, 349 shares that vest
in two equal installments on March 24, 2013 and March 24, 2014, and 228 shares that will vest on April 12, 2013.

(4)Includes 426 shares that vest in three equal annual installments commencing on May 1, 2013, 366 shares that vest
in two equal installments on March 24, 2013 and March 24, 2014, and 248 shares that will vest on April 12, 2013.

 (5)Includes 184 shares that vest in three equal annual installments commencing on May 1, 2013, 104 shares that vest
in two equal installments on March 24, 2013 and March 24, 2014, and 4 shares that will vest on April 12, 2013.

(6)Includes 190 shares that vest in three equal annual installments commencing on May 1, 2013, 149 shares that vest
in two equal installments on March 24, 2013 and March 24, 2014, and 106 shares that will vest on April 12, 2013.

Stock Vested During 2012
The following table sets forth information concerning stock awards that vested during the year ended December 31,
2012 for each of our named executive officers.  No stock options were acquired or exercised during the year ended
December 31, 2012.
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Name

Number of Shares
or Units of Stock

Acquired
On Vesting

Value Realized
on Vesting

Randall E.
Black(1)

1,501 $54,318

Mickey L.
Jones(2)

  712  $25,768

Terry B.
Osborne(3)

   806 $29,165

Jeffrey L.
Wilson(4)

   184   $6,627

Kathleen M.
Campbell(5)

   339 $12,267
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(1)Includes 386 shares that vested on March 24, 2012 at $36.00 per share, 470 shares that vested on April 12, 2012 at
$36.60 per share, and 645 shares that vested on March 27, 2012 at $36.00 per share.

(2)Includes 175 shares that vested on March 24, 2012 at $36.00 per share, 227 shares that vested on April 12, 2012 at
$36.60 per share, and 310 shares that vested on March 27, 2012 at $36.00 per share.

(3)Includes 183 shares that vested on March 24, 2012 at $36.00 per share, 248 shares that vested on April 12, 2012 at
$36.60 per share, and 375 shares that vested on March 27, 2012 at $36.00 per share.

(4)Includes 52 shares that vested on March 24, 2012 at $36.00 per share, 5 shares that vested on April 12, 2012 at
$36.60 per share, and 127 shares that vested on March 27, 2012 at $36.00 per share.

(5)Includes 74 shares that vested on March 24, 2012 at $36.00 per share, 105 shares that vested on April 12, 2012 at
$36.60 per share, and 160 shares that vested on March 27, 2012 at $36.00 per share.

Retirement Benefits

Account Balance Pension Plan.   Effective January 1, 2008, the Bank converted its traditional noncontributory
tax-qualified defined benefit pension plan into a tax-qualified account balance pension plan, which is referred to as a
cash balance plan.  Participants in the former pension plan who were eligible employees (as defined in the plan)
automatically became participants in the cash balance plan.  Under the cash balance plan, a participant’s account is the
sum of the participant’s opening balance (which is his or her benefit under the former defined benefit plan) and annual
allocations and interest credits.  The Bank credits each participant with an annual allocation if the participant has at
least 1,000 hours of service with the Bank during the plan year.  Each annual allocation is determined based on a
percentage of the participant’s “compensation” (as defined in the plan) and varies based on a participant’s age. Annual
cash balance plan allocations range between 3% and 8% of participant compensation.

Supplemental Executive Retirement Agreement.  The Bank maintains a non tax-qualified supplemental executive
retirement agreements (“SERPs”) with its President/Chief Executive Officer, Chief Operating Officer/ Chief Financial
Officer and its Chief Credit Officer (collectively the “executives”). The SERPs provide each executive with an annual
retirement benefit for a period of 15 years following separation from service (other than for cause) on or after attaining
age 62. This retirement benefit equals a benefit percentage (16.4%, 14.7% and 13.6% for our President/Chief
Executive Officer, Chief Credit Officer and Chief Operating Officer/Chief Financial Officer, respectively) multiplied
by the average annual cash compensation during the three completed calendar years preceding the termination of
employment.  Subject to the terms of the SERP, the executive may elect to receive the retirement benefit in an
actuarially equivalent lump sum payment.  All of our named executive officers are 100% vested in their SERP benefit.

Pension Benefits at December 31, 2012

The following table sets forth the actuarial present value of each named executive officer’s accumulated benefit under
our tax-qualified and non tax-qualified defined benefit plans, along with the number of years of credited service under
the respective plans.  No distributions were made under the plans in 2012.  All of our named executive officers
participate in our Account Balance Pension Plan and Mr. Black, Mr. Osborne and Mr. Jones participate in the SERP.

Name Plan Name

Number of
Years

Credited
Service

(#)

Present
Value of

Accumulated
Benefit

($)

Randall E. Black

First Citizens Community
Bank Account Balance
Pension Plan 20 202,825
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Supplemental Executive
Retirement Plan 20   379,791

Mickey L. Jones

First Citizens Community
Bank Account Balance
Pension Plan 9   103,226
Supplemental Executive
Retirement Plan 9   222,208
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Terry B. Osborne

First Citizens Community
Bank Account Balance
Pension Plan 37 582,826
Supplemental Executive
Retirement Plan 37   299,125

Jeffrey L. Wilson

First Citizens Community
Bank Account Balance
Pension Plan 25 138,655

Kathleen M.
Campbell

First Citizens Community
Bank Account Balance
Pension Plan 12   104,041

Potential Post-Termination Benefits

Payments Made Upon Termination by the Company for Cause. Under the terms of the employment and change in
control agreements, our contracted named executive officers will receive no severance payments in the event of
termination for cause.  In addition, a termination for cause will also result in the forfeiture of all unvested stock
awards.  Further, participants in the 2012 Annual Incentive Plan forfeit all rights to incentive opportunities as a result
of termination for cause.  SERP participants will receive their vested benefit upon termination for cause.

Payments Made Upon Termination by the Company Without Cause or by the Executive for Good Reason.  In the
event that the Company or the Bank chooses to terminate Mr. Black’s employment for reasons other than for cause or,
in the event of Mr. Black’s resignation from the Company or the Bank for good reason, the Company shall pay
Mr. Black a lump sum amount equal to and no greater than two (2) times Mr. Black’s base salary, minus applicable
taxes and withholdings. In addition, for a period of one (1) year from the date of termination, Mr. Black shall receive
continued health, life and disability insurance coverage under the same terms in effect during the one year prior to his
termination.   Except as provided below, Mr. Jones and Mr. Osborne receive no benefit under their change in control
agreements in the event the Company terminates them without cause or the executives terminate employment for good
reason. All outstanding restricted stock awards will vest if the executive is terminated without cause.  Participants in
the 2012 Annual Incentive Plan must be employed by the Bank on the date the benefits are paid.  Therefore, if a
participant terminates employment without cause or for good reason prior to payment under the 2012 Management
Incentive Plan, all rights to plan benefits are forfeited, unless otherwise determined by the Committee administering
the plan.  SERP participants will receive their vested benefit upon termination by the Company without cause or by
the executive for good reason.

Payments Made Upon Disability. Under the terms of Mr. Black’s employment agreement, if his employment is
terminated due to a disability, Mr. Black will be entitled to the same benefit as provided by the Company’s long term
disability plan. Mr. Jones and Mr. Osborne receive no benefit under their change in control agreements in the event
the executives are terminated due to a disability; however, the executives will receive a benefit under the Company’s
long term disability plan if they meet the requirements of the plan upon termination.  All unvested stock awards vest
upon termination of employment due to disability.  If a participant in the 2012 Annual Incentive Plan terminates his or
her service with the Bank due to a disability prior to distribution of the award, the executive’s award will be prorated
based on the period of active employment with the Bank.  SERP participants will receive their vested benefit upon
termination due to disability.

Payments Made Upon Death. Under the employment agreements, Mr. Black’s estate is entitled to receive any
compensation accrued, but unpaid, as of the date of the executive’s death. Mr. Jones and Mr. Osborne receive no death
benefit under their change in control agreements. All unvested stock awards vest upon death of an award recipient.  In
addition, if a participant in the 2012 Annual Incentive Plan dies prior to distribution of an award, the executive’s award
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will be prorated based on the period of active employment with the Bank.  Each SERP participant’s beneficiary will
receive his vested benefit upon death.

Payments Made Upon a Change in Control.  In the event of a termination of employment in connection with a change
in control, Mr. Black’s employment agreement provides the executive with a lump sum amount equal to 2.99 times his
base salary.  In addition, for a period of 18 months from the date of termination or until Mr. Black secures
substantially similar benefits through other employment, whichever shall occur first, Mr. Black is entitled to continued
health, life and disability insurance coverage under the same terms in effect during the one year prior to his
termination.
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Under the change in control agreement, if, within one year following a change in control (as defined in the
agreement), Mr. Jones or Mr. Osborne is involuntarily terminated, the executive’s title, responsibilities, or salary are
reduced, or for reductions or changes in the executive’s duties, location of employment or benefits as set forth in the
agreement, the executive shall be entitled to receive a lump sum amount equal to one time the executive’s base
salary.  In addition, for a period of 18 months from the date of termination or until the executive secures substantially
similar benefits through other employment, whichever shall occur first, the executive shall receive a continuation of
health care, life and disability insurance in effect prior to his termination.

Section 280G of the Internal Revenue Code provides that severance payments that equal or exceed three times an
individual’s base amount are deemed to be “excess parachute payments” if they are contingent upon a change in control
(the “Section 280G Limitation”).  An individual’s base amount is equal to an average of the individual’s Form W-2
compensation for the five years preceding the year a change in control occurs (or such lesser
number of years if the individual has not been employed for five years).  Individuals receiving excess parachute
payments are subject to a 20% excise tax on the amount of the payment in excess of the base amount, and the
employer may not deduct such amount for federal tax purposes.  The employment and change in control agreements
limit payments made to the executives in connection with a change in control to amounts that will not exceed the
limits imposed by Section 280G.

In addition, all outstanding restricted stock awards will vest upon a change in control and SERP participants will
receive their accrued benefit upon termination of employment.  The SERP benefit will be calculated as if the SERP
participant attained his normal retirement age as of the date of change in control.

Payments Upon Retirement.  In addition to the tax-qualified retirement benefits and non-qualified retirement benefits
set forth in “Pension Benefits” above, participants in the 2012 Annual Incentive Plan who retire from the Bank will
receive a prorated payout based on the period of the participant’s active employment only.

Potential Post-Termination Benefits Table. The amount of compensation payable to each named executive officer
upon the occurrence of certain events is noted in the table below.  The amounts shown assume that such termination
was effective as of December 31, 2012, and thus include amounts earned through such time and are estimates of the
amounts that would be paid to the executives upon their termination.  The amounts shown relating to unvested stock
awards are based on $43.00 per share, which was the fair market value of Company common stock on December 31,
2012.  The actual amounts to be paid can only be determined at the time of such executive’s separation from the
Company.  The tables do not include the executives' account balances in the Bank’s tax-qualified retirement plan to
which each executive has a non-forfeitable interest.

Randall E. Black
Mickey L.

Jones Terry B. Osborne
Jeffrey L.
Wilson

Kathleen M.
Campbell

Death:
Employment
Agreement -                            - - -
Change in Control
   Agreement                           - - - - -
SERP(1)  $379,791  $222,208  $299,125 - -
Equity Awards  $110,682  $50,353  $ 44,720  $19,135  $12,556

Disability:
Employment
Agreement                           -                         -                           - - -
Change in Control
   Agreement                           -  - - - -
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SERP(2) $379,791  $222,208 $299,125 - -
Equity Awards  $110,682  $50,353 $44,720  $19,135  $12,556

Retirement  or Voluntary Termination Without Good
Reason:
Employment
Agreement                            -                         -                          - - -
Change in Control
  Agreement                            -                         -                          - - -
SERP(3)  $379,791  $222,208  $299,125 - -
Equity Awards                            -                         -                           - - -
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Termination By Company For Cause:
Employment
Agreement                            -                         -                          - - -
Change in
Control
  Agreement                            -                         -                          - - -
SERP  $379,791  $222,208  $299,125 - -
Equity Awards                            -                         -                           - - -

Voluntary Termination by Executive For Good Reason:
Employment
Agreement(4)  $612,570                           -                           - - -
Change in
Control
  Agreement                            -                           -                           - - -
SERP(3)  $379,791  $222,208  $299,125 - -
Equity Awards                            -                           -                           - - -

Termination By Company without Cause:
Employment
Agreement(4)  $612,570                         -                           - - -
Change in
Control
  Agreement                            -                         -                           - - -
SERP(3)  $379,791  $222,208  $299,125 - -
Equity Awards                            $110,682                        $50,353                          $44,720 - -

Termination in Connection with a Change-in-Control(5):
Employment
Agreement(4)  $915,856                         -                          - - -
Change in
Control
  Agreement(4)                            -  $198,033  $201,503 - -
SERP(1)  $379,791  $222,208  $299,125 - -
Equity Awards  $110,682  $50,353  $44,720 $19,135 $12,556

(1)  Represents the executive’s normal retirement benefit under the arrangement, regardless of his age at the time of
separation from service or death.

(2)  Represents the value of the executive’s early retirement benefit which fully vests upon his termination due to
disability.

(3)  The executive had not attained age 62, therefore his benefit represents his vested early retirement benefit
based on the extent to which his normal retirement benefit should be accrued by the Bank under generally
accepted accounting principles as of the date of his termination of employment.

(4)  Amount includes base compensation and the value of continued health, life and disability coverage for the period
of time specified in the agreement.

(5)  The amount shown does not reflect adjustments that would be made to the executive’s total change in control
severance payment to ensure the executive’s severance payment would not be deemed an “excess parachute
payment” under Section 280G of the Internal Revenue Code.
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OTHER INFORMATION RELATING TO DIRECTORS AND EXECUTIVE OFFICERS

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires the Company’s officers and directors, and
persons who own more than 10% of the Company’s common stock, to file reports of ownership and changes of
ownership with the Securities and Exchange Commission.  Executive officers, directors and greater than 10%
shareholders are required by regulation to furnish the Company with copies of all Section 16(a) reports they file.
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Based solely on the Company’s review of the copies of the reports it has received and written representations provided
to it from the individuals required to file the reports, the Company believes that each of its executive officers and
directors has complied with applicable reporting requirements for transactions in the Company’s common stock during
the year ended December 31, 2012.

Policies and Procedures for Approval of Related Persons Transactions

The Company maintains a Policy and Procedures Governing Related Persons Transactions, which is a written policy
and set of procedures for the review and approval or ratification of transactions involving related persons. Under the
policy, related persons consist of directors, director nominees, executive officers, persons or
entities known to us to be the beneficial owner of more than five percent of any outstanding class of voting securities
of the Company, or immediate family members or certain affiliated entities of any of the foregoing persons.

Transactions covered by the policy consist of any financial transaction, arrangement or relationship or series of similar
transactions, arrangements or relationships, in which:

•           the aggregate amount involved will or may be expected to exceed $120,000 in any calendar year;
•           the Company is, will or may be expected to be a participant; and
•           any related person has or will have a direct or indirect material interest.

The policy excludes certain transactions, including:

•any compensation paid to an executive officer of the Company if the Compensation/Human Resource Committee of
the Board of Directors approved (or recommended that the Board approve) such compensation;
•any compensation paid to a director of the Company if the Board or an authorized committee of the Board approved
such compensation; and
•any transaction with a related person involving consumer and investor financial products and services provided in the
ordinary course of the Company’s business and on substantially the same terms as those prevailing at the time for
comparable services provided to unrelated third parties or to the Company’s employees on a broad basis (and, in the
case of loans, in compliance with the Sarbanes-Oxley Act of 2002).

Related person transactions will be approved or ratified by the Audit and Examination Committee. In determining
whether to approve or ratify a related person transaction, the Audit and Examination Committee will consider all
relevant factors, including:

•whether the terms of the proposed transaction are at least as favorable to the Company as those that might be
achieved with an unaffiliated third party;

• the size of the transaction and the amount of consideration payable to the related person;
• the nature of the interest of the related person;

• whether the transaction may involve a conflict of interest; and
•whether the transaction involves the provision of goods and services to the Company that are available from
unaffiliated third parties.

A member of the Audit and Examination Committee who has an interest in the transaction will abstain from voting on
the approval of the transaction but may, if so requested by the Chair of the Committee, participate in some or all of the
discussion relating to the transaction.

Transactions with Related Persons
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Loans and Extensions of Credit.  The Bank makes loans to persons affiliated with the Company and the Bank in the
normal course of its business.  During 2012, all Bank loans to related persons (as defined under Securities and
Exchange Commission rules) were made in the ordinary course of business, made on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparable loans with other persons not
related to the Bank and did not involve more than the normal risk of collectability or present other unfavorable
features.
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The Company's policies require that any loan to a director that would cause his/her aggregate loan relationship to
exceed $200,000 be approved in advance by a majority of the disinterested members of the Board of Directors.  Any
loan to an executive officer in the aggregate greater than $100,000 must be approved in advance by a majority vote of
the Board of Directors.

SUBMISSION OF BUSINESS PROPOSALS AND SHAREHOLDER NOMINATIONS

The Company must receive proposals that shareholders seek to include in the Proxy Statement for the Company’s next
Annual Meeting no later than November 7, 2013.  If next year’s Annual Meeting is held on a date more than 30
calendar days from April 16, 2014, a shareholder proposal must be received by a reasonable time before the Company
begins to print and mail its proxy solicitation for such Annual Meeting.  Any shareholder proposals will be subject to
the requirements of the proxy rules adopted by the Securities and Exchange Commission.

The Company’s Bylaws provide that for a shareholder to make nominations for the election of directors or proposals
for business to be brought before a meeting of shareholders, a shareholder must deliver written notice of such
nominations and/or proposals to the Corporate Secretary not less than 90 days and not more than 120 days before the
date of the meeting; provided that if less than 100 days notice or prior public disclosure of the meeting is given or
made to shareholders, such notice must be delivered not later than the close of the tenth day following the day on
which notice of the meeting was mailed to shareholders or such public disclosure was made.

SHAREHOLDER COMMUNICATIONS

The Company encourages shareholder communications to the Board of Directors and/or individual
directors.  Communications regarding financial or accounting policies may be made to the Chairman of the Audit and
Examination Committee, E. Gene Kosa, at First Citizens Community Bank, 15 South Main Street, Mansfield,
Pennsylvania 16933.  Other communications to the Board of Directors may be made to the Chairman of the
Governance and Nomination Committee, Mark L. Dalton, at First Citizens Community Bank, 15 South Main Street,
Mansfield, Pennsylvania 16933.  Communications to individual directors may be made to such director at the
principal office at First Citizens Community Bank, 15 South Main Street, Mansfield, Pennsylvania 16933.

MISCELLANEOUS

The Company will pay the cost of this proxy solicitation.  The Company will reimburse brokerage firms and other
custodians, nominees and fiduciaries for reasonable expenses incurred by them in sending proxy materials to the
beneficial owners of the Company common stock.  In addition to soliciting proxies by mail, directors, officers and
regular employees of the Company may solicit proxies personally, by email or by telephone without receiving
additional compensation.

A COPY OF THE COMPANY’S ANNUAL REPORT ON FORM 10-K, WITHOUT EXHIBITS, FOR THE YEAR
ENDED DECEMBER 31, 2012, AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION, WILL
BE FURNISHED WITHOUT CHARGE TO PERSONS WHO WERE SHAREHOLDERS AS OF THE CLOSE OF
BUSINESS ON FEBRUARY 25, 2013 UPON WRITTEN REQUEST TO MICKEY L. JONES, TREASURER,
CITIZENS FINANCIAL SERVICES, INC., 15 SOUTH MAIN STREET, MANSFIELD, PENNSYLVANIA
16933-1590.

If you and others who share your address own shares in street name, your broker or other holder of record may be
sending only one Annual Report on Form 10-K and Proxy Statement to your address.  This practice, known as
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“householding,” is designed to reduce our printing and postage costs.  However, if a shareholder residing at such an
address wishes to receive a separate Annual Report on Form 10-K or Proxy Statement in the future, he or she should
contact the broker or other holder of record.  If you own your shares in street name and are receiving multiple copies
of our Annual Report on Form 10-K and Proxy Statement, you can request householding by contacting your broker or
other holder of record.
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Our proxy materials are available over the Internet.  Go to the Website www.proxyvote.com, enter your 12 digit
control number, which is printed in the box marked by the arrow, look for Links to 2013 Shareholder Materials, and
then click the Proxy Materials link to view our proxy materials.  Alternatively, you may visit
www.firstcitizensbank.com and click on Investor Relations.

BY ORDER OF THE BOARD OF DIRECTORS

/s/ Randall E. Black

Randall E. Black
CHIEF EXECUTIVE OFFICER AND PRESIDENT

Mansfield, Pennsylvania
March 7, 2013
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