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Alliance Financial Reports First Quarter Earnings

SYRACUSE, NEW YORK {April 26, 2006}

Alliance Financial Corporation (Nasdaq: ALNC), parent of Alliance Bank, N. A.,
announced today that earnings were $0.40 per share on a fully diluted basis for the
guarter ended March 31, 2006, down 27.3% compared to $0.55 for the first quarter
of 2005. The Company’s 2006 first quarter net income of $1.4 million declined
28.5% compared to 2005 first quarter net income of $2 million.

“Earnings for the first quarter 06 were below expectations as a consequence of an
increase in loan losses due primarily to one heavily energy-reliant company that was
impacted by the dramatic increase in fuel costs,” said Jack H. Webb, Chairman,
President and Chief Executive Officer of Alliance Financial Corporation.
“Additional earnings pressure was caused by continuing net interest margin
contraction stemming from still rising short-term interest rates and the resulting
flat yield curve that has challenged the banking and finance sector.

“In spite of this credit loss, the overall loan portfolio quality remains strong, with
first quarter loss rates in all of our retail lending components comparable with our
2005 record low loss rates,” commented Webb.

“At the same time, non-interest income showed an almost 37% increase that was the
result of both the fee income generation from last year’s acquisition of a portion of
HSBC’s trust portfolio and increased service charge income as a consequence of our
earnings improvement initiative. That project,” said Webb, “which focused on
efficiency improvements, non-interest expense reductions and non-interest income
enhancements, has now been completed, with final project expenses of $220,000
recognized this quarter, and promises to deliver cost reduction benefits in 06 and
beyond. Already, salary expense for the first quarter was down approximately
$500,000 from our 2005 fourth quarter.



“During the first quarter, Alliance Bank announced plans to open a new branch
location on The Hill in Syracuse, proximate to Syracuse University and the medical
community. This is in keeping with the build out of our branch network that has
expanded our market presence and helped us to capture a larger share of the
market. During the first quarter, deposits were up 6%, following last year’s
increase of more than 18%, while loan growth was at 2% in what is traditionally a
slow asset growth quarter,” said Webb.

“Looking at the balance of 06,” Webb noted, “we remain confident in our strategy
for continued growth.”

The Company’s return on average assets and return on average equity for the 2006
first quarter were 0.59% and 8.18%, respectively, compared with 0.91% and
11.66%, respectively, for the first quarter of 2005.

Year-over-year first quarter net interest income declined $268 thousand, or 3.9%,
negatively impacted by rising short-term market interest rates that pushed up the
bank’s cost of funds on a large percentage of interest-bearing liabilities with short-
term maturity or variable interest rate characteristics. With intermediate and
longer-term market interest rates over the past twelve months rising much less,
yields on the bank’s loan, lease, and investment portfolios have benefited less. As a
result, on a quarter to quarter basis the average tax-equivalent yield on earning
assets increased 40 basis points while the average cost of interest-bearing liabilities
was up 98 basis points. The 2006 first quarter tax-equivalent net interest margin
was 3.04%, down from 3.47% for the same period a year ago. Average net loans
and leases were $655.8 million in the recent quarter, $125.1 million, or 23.6%,
higher than the first quarter of 2005, with the average yield increasing 29 basis
points over the comparable periods. Growth was primarily attributable to a 43%
increase in average indirect auto loans and a 358% increase in average commercial
leases. Average investment securities for the comparable periods declined 11.7%,
while the average investment portfolio yield increased 24 basis points. As a result of
changes in the yields, volume and mix of earning assets, interest income of $12.7
million for the three months ended March 31, 2006 was up 19.7% compared with
last year’s first quarter. Average interest-bearing liabilities were $810.4 million in
the 2006 first quarter, up $74 million, or 10.1%, compared with the same quarter
last year. Growth in average interest-bearing deposits was $82.4 million, or 14.2%,
for the comparable periods, with the average rate paid rising 91 basis points.
Average borrowings for the 2006 first quarter were $148.3 million, down 5.4%
compared with the 2005 first quarter. The average rate paid on borrowings in the
recent quarter was up 149 basis points over the 2005 first quarter, reflecting the re-
pricing characteristics of the borrowings. As a result of changes in the rates,
volumes and mix of interest-bearing liabilities over the past twelve months, interest
expense increased $2.4 million, or 61.9%. Average non-interest bearing deposits
increased 19.9% over the past twelve months.



Non-performing loans and leases at March 31, 2006 were 0.34% of total loans and
leases, up from 0.25% at year-end 2005 and 0.15% at March 31, 2005. For the first
quarter of 2006, the Company reported net loans and leases charged off as a
percentage of average loans and leases of 0.56% compared with a net recovery of
0.08% for the first quarter of 2005. First quarter net charge offs were $914
thousand, with nearly 60% of the amount attributable to a loss on one commercial
relationship. Loan delinquency, as measured by the percentage of loans past due 30
days or more and non-accruing to total loans, was 0.90% at March 31, 2006
compared with 1.32% at the end of 2005 and 0.81% at the end of the 2005 first
quarter. As a result of the increase in first quarter net charge offs, the Company
recorded a charge to its provision for loan and lease loss expense of $1 million
during the 2006 first quarter compared to a credit of $544,000 taken during the first
guarter of 2005 when net recoveries were reported.

Non-interest income for the 2006 first quarter increased $1.1 million, or 36.7%,
compared with last year’s first quarter, with the increase primarily reflecting
growth in trust revenue associated with the 2005 mid-first quarter acquisition of a
portion of the HSBC personal trust business. Non-interest income from service
charges on deposit increased 45.7%, with the growth attributable to an increase in
overdraft fee income. A decline in rental income from operating leases reflected a
decline in the number of operating leases outstanding for the comparable periods.

Year-over-year total operating expenses increased 2.7%. Salary and benefit costs
for the first quarter of 2006 were comparable with costs reported in the first quarter
of 2005. Occupancy and equipment expense declined 13.6% for the comparable
periods, with the decline primarily the result of a 66.6% decline in depreciation
expense on leased assets that resulted from fewer operating leases outstanding in the
2006 first quarter. An increase of 41% in building lease expense for the comparable
periods related to costs associated with new customer service facilities opened
during the past twelve months. An increase in marketing expense for the
comparable periods reflected the timing of marketing campaigns that promoted
products earlier in the year during 2006 than in 2005. The 2006 first quarter
amortization expense, associated with the intangible asset created in connection with
the purchase of the trust business, compared with a partial period charge in the first
quarter of 2005. The 14.4% increase in other operating expense related to final
costs associated with the completion of the Bank’s earnings improvement initiative
that was commenced in the fourth quarter of 2005. The project has increased non-
interest income through more competitive fee structures in all major lines of
business, and improved efficiency and streamlined work processes that will reduce
salary and benefits expense as well as other operating expenses in 2006 and beyond.

The Company’s effective tax rate was 17.4% for the three months ended March 31,
2006, below the rate of 24.9% reported for the three months ended March 31, 2005.
The lower tax rate in the current year period was attributable to an increase in tax-
exempt income as a percentage of total income. The difference from the statutory
rate is driven substantially by tax-exempt income.



As of March 31, 2006, total assets increased to just short of $1 billion, increasing
$90.8 million, or 10%, compared to March 31, 2005. For the twelve months ended
March 31, 2006, gross loans and leases increased $134.2 million, or 24.7%, to a
record $677.5 million. Commercial leases (net of unearned income) increased $52.7
million, or 302%o, with growth over the past twelve months in the form of municipal,
non-tax and direct finance leases, in which substantially all residual risk has been
borne by the lessee or vendor. Growth in the indirect auto loan portfolio of $48.4
million, or 38%, over the past year has been originated through a dealer network
across central and western New York State. Commercial loans, residential real
estate loans and consumer loans also increased over the past twelve months.
Investment securities declined $44.2 million, or 14.6% over the past twelve months
to $259.1 million. At March 31, 2006, deposits were a record $783.5 million,
increasing $103.6 million, or 15.2%, since March 31, 2005. For the twelve months
ended March 31, 2006, the Company reported a 21% increase in commercial
deposits, a 17.5% rise in personal deposits, and an 11.5% increase in public funds
deposits. The Company’s borrowings declined $17.1 million, or 11.1%, during the
last twelve months to $136.5 million at March 31, 2006.

Shareholders equity at March 31, 2006 was $69.6 million, or 7% of assets.
Shareholders equity increased $2 million, or 3%, over the past twelve months,
reflecting a $3.9 million addition of net income after payment of dividends, $843,000
from the issuance of common stock in connection with the exercise of stock options
and the issuance of restricted stock, offset in part by a $1 million decline in the
market value (after tax) of the Company’s investment portfolio and $1.7 million
from the purchase of treasury stock. On April 10, 2006, the Company paid its
regular quarterly dividend of $0.22 per share.

For a copy of this release, including first quarter 2006 performance highlights and
supporting financial information, please refer to the “Press Releases” section of the
“Investor  Information” module on the Company’s website at
www.alliancebankna.com.

Alliance Financial Corporation is an independent bank holding company with
Alliance Bank, N.A. as a subsidiary that provides banking, commercial leasing, trust
and investment services through 21 office locations in Cortland, Madison, Oneida
and Onondaga counties. The Bank also operates a Trust Administration Center in
Buffalo, N.Y.

This press release contains certain forward-looking statements with respect to the
financial condition, results of operations and business of Alliance Financial



Corporation. These forward-looking statements involve certain risks and
uncertainties. Factors that may cause actual results to differ materially from those
contemplated by such forward-looking statements include, among others, the
following possibilities: (1) an increase in competitive pressure in the banking
industry; (2) changes in the interest rate environment reduce margins; (3) changes
in the regulatory environment; (4) general economic conditions, either nationally or
regionally, are less favorable than expected, resulting in, among other things, a
deterioration in credit quality; (5) changes in business conditions and inflation; (6)
changes in the securities markets; (7) changes in technology used in the banking
business; (8) our ability to maintain and increase market share and control
expenses; (9) the possibility that our trust business will fail to perform as currently
anticipated; (10) the continued success of our earnings improvement initiative; and
(11) other factors detailed from time to time in our SEC filings.



ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
(% in thousands)

Unaudited
Period Ended

March 31, 2006 December 31, 2005 March 31, 2005

Balance Sheet
Cash and Due From Banks $ 19,620 $ 17,972 $ 21,737
Federal Funds Sold 18,462 4,906 6,800
Securities Available-for-Sale 259,110 267,494 303,310
Residential Real Estate Loans 187,423 186,550 174,711
Commercial Loans 165,461 162,351 158,339
Leases 81,450 76,041 20,359
Indirect Auto Loans 175,518 172,113 127,143
Other Consumer Loans 67,644 67,900 62,753
Gross Loans and Leases 677,496 664,955 543,305
Less Unearned Income 11,342 10,869 2,942
Less Allowance for Loan and Lease Losses 5,046 4,960 4,829
Net Loans and Leases 661,108 649,126 535,534
Premises and Equipment, Net 12,594 13,032 13,656
Accrued Interest Receivable 4534 3,915 4,353
Intangible Asset 9,545 9,671 7,518
Other Assets 15,025 14,305 16,252
Total Assets $ 999,998 $ 980,421 $ 909,160
Non-Interest Checking Accounts 94,998 91,883 77,193
Interest Bearing Checking Accounts 83,746 80,536 74,480
Savings Accounts 57,402 55,214 63,040
Money Market Accounts 186,788 176,894 195,359
Time Deposits 360,567 334,591 269,794
Total Deposits 783,501 739,118 679,866
Short-Term Borrowings 31,194 50,429 68,279
Long-Term Borrowings 105,310 110,310 85,310
Accrued Interest Payable 2,344 2,261 1,504
Other Liabilities 8,008 8,732 6,567
Total Liabilities 930,357 910,850 841,526
Common Stock 4,000 3,979 3,968
Surplus 12,114 11,185 10,953
Unamortized Value of Restricted Stock (2,020) (1,453) (1,670)
Undivided Profits 67,405 66,740 63,495
Accumulated Other Comprehensive Income (2,182) (2,700) (1,157)
Treasury Stock (9,676) (9,180) (7,955)
Total Shareholders' Equity 69,641 69,571 67,634
Total Liabilities and Shareholders' Equity $ 999,998 $ 980,421 $ 909,160

Assets Under Trust Department Administration (Market Value) $ 867,587 $ 862,504 $ 839,444



ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
(% in thousands)

Unaudited
Quarterly Average

March 31, 2006 March 31, 2005

Balance Sheet
Cash and Due From Banks $ 19,520 $ 23,065
Federal Funds Sold 5,147 5,604
Securities Available-for-Sale 264,328 299,368
Residential Real Estate Loans 186,721 175,571
Commercial Loans 160,250 156,478
Leases 77,631 16,735
Indirect Auto Loans 173,404 121,036
Other Consumer Loans 68,803 63,064
Gross Loans and Leases 666,809 532,884
Less Unearned Income 10,991 2,184
Less Allowance for Loan and Lease Losses 4,999 5,413
Net Loans and Leases 650,819 525,287
Premises and Equipment, Net 12,913 14,208
Accrued Interest Receivable 4,008 3,590
Intangible Asset 9,601 3,533
Other Assets 14,718 14,900
Total Assets $ 981,054 $ 889,555
Non-Interest Checking Accounts 90,473 75,435
Interest Bearing Checking Accounts 85,881 83,780
Savings Accounts 55,424 63,485
Money Market Accounts 178,745 170,502
Time Deposits 342,042 261,900
Total Deposits 752,565 655,102
Short-Term Borrowings 38,448 66,847
Long-Term Borrowings 109,880 89,880
Accrued Interest Payable 2,396 1,538
Other Liabilities 7,385 7,098
Total Liabilities 910,674 820,465
Common Stock 3,986 3,962
Surplus 11,589 10,766
Unamortized Value of Restricted Stock (1,626) (1,497)
Undivided Profits 67,334 62,756
Accumulated Other Comprehensive Income (1,496) 1,058
Treasury Stock (9,407) (7,955)
Total Shareholders' Equity 70,380 69,090

Total Liabilities and Shareholders' Equity $ 981,054 $ 889,555




ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
(% in thousands)

Unaudited
Three months ended March 31,
2006 2005
Income Statement
Interest Income $ 12,709 $ 10,616
Interest Expense 6,174 3,813
Net Interest Income 6,535 6,803
Provision for Loan and Lease Losses 1,000 (544)
Net Interest Income After Provision for Loan and Lease Losses 5,535 7,347
Trust & Brokerage Income 2,248 1,219
Service Charges on Deposit Accounts 957 657
Investment Securities Gains - -
Gain on the Sale of Loans 13 43
Bank Owned Life Insurance 98 98
Card-related fees 271 206
Rental Income from Leases 213 542
Other Non-interest Income 231 184
Total Non-interest Income 4,031 2,949
Salaries and Employee Benefits 3,917 3,911
Occupancy and Equipment Expense 1,488 1,722
Communication Expense 135 163
Stationery and Supplies Expense 107 118
Marketing Expense 361 183
Amortization of Intangible Asset 126 42
Other Operating Expense 1,689 1,476
Total Operating Expenses 7,823 7,615
Net Income Before Taxes 1,743 2,681
Provision for Income Taxes 303 667
Net Income $ 1,440 $ 2,014
Share and Per Share Data
Period Ending Shares Outstanding 3,571,154 3,593,090
Basic Average Shares Outstanding 3,566,228 3,587,627
Diluted Average Shares Outstanding 3,639,637 3,663,242
Basic Earnings Per Share $ 0.40 $ 0.56
Diluted Earniings Per Share $ 0.40 $ 0.55
Cash Dividends Declared $ 0.22 $ 0.21
Book Value $ 19.50 $ 18.82



ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
(% in thousands)

Unaudited

Three months ended March 31,

2006 2005

Key Ratios
Leverage Ratio 7.44% 8.08%
Return on Average Assets 0.59% 0.91%
Return on Average Equity 8.18% 11.66%
Net Interest Margin (Tax Equivalent) 3.04% 3.47%
Efficiency Ratio 74.04% 78.09%
Net Loans and Leases Charged-off to Average Loans and Leases, Annualized 0.56% (0.08%)
Provision for Loan and Lease Losses to Average Loans and Leases, Annualized 0.61% (0.41%)
Allowance for Loan and Lease Losses to Period-end Net Loans and Leases 0.76% 0.89%
Allowance for Loan and Lease Losses to Nonperforming Loans and Leases 222.46% 583.92%
Nonperforming Loans and Leases to Period-end Net Loans and Leases 0.34% 0.15%
Nonperforming Assets to Period-end Assets 0.23% 0.10%
Allowance for Loan and Lease Losses
Allowance for Loan and Lease Losses, Beginning of Period 4,960 $ 5,267
Loans and Leases Charged-off (1,070) (148)
Recoveries of Loans and Leases Previously Charged-off 156 254

Net Loans and Leases (Charged-off)/Recovered (914) 106
Provision for Loan and Lease Losses 1,000 (544)

Allowance for Loan and Lease Losses, End of Period 5,046 $ 4,829
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