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Alliance Financial Reports 2005 Earnings 
 
SYRACUSE, NEW YORK  {January 25, 2006} 
Alliance Financial Corporation (Nasdaq: ALNC), parent of Alliance Bank, N. A.,  
announced today that earnings were $2.05 per share on a fully diluted basis for the 
year ended December 31, 2005, up 2.5% compared with $2.00 for the prior year.  
The Company’s net income for 2005 of $7.507 million increased 3.5% compared 
with 2004 net income of $7.255 million.  Earnings for the fourth quarter of 2005 
were $0.48 per diluted share, up 9.1% compared with $0.44 for the 2004 fourth 
quarter, and 2005 fourth quarter net income of $1.763 million, was up 10.5% 
compared with the same period a year ago. 
 
“In 2005, our earnings increased while we were able to make noticeable progress 
towards our long term goals” said Jack H. Webb, Chairman, President and Chief 
Executive Officer of Alliance Financial Corporation.  “As anticipated, the February 
2005 acquisition of a portion of HSBC’s personal trust portfolio increased our non-
interest income by more than 50%, and significantly contributed to our ’05 earnings 
performance.   Positive credit quality indictors including net charge offs of 8 basis 
points of average loans and leases allowed a meaningful reduction in our provision 
expense.  We were very pleased that the asset growth rate of our commercial leasing 
business exceeded our expectations, and has positioned that business to be accretive 
to earnings in 2006.  The benefits from non-interest income growth and attention to 
our credit quality have offset the effect of the continued compression in our net 
interest margin resulting from the rise in short term interest rates and the flattening 
of the yield curve in 2005.   
“During the fourth quarter,” Webb continued, “the Bank embarked on an earnings 
improvement project.  This project will conclude in the first quarter of 2006, with 
improvements in efficiency and streamlined processes that will reduce non-interest 
expense while enhancing the level of non-interest income through more competitive 



fee structures in all major lines of business.  We have incurred one-time pre-tax 
expenses related to this project of approximately $500,000 during the fourth quarter 
and have estimated that this initiative will produce a pre-tax benefit in excess of $2.5 
million in 2006.”   “Finally”, said Webb, “our record growth in deposits during 2005 
demonstrates our ability to acquire new customers and has increased our market 
share in the Syracuse, Cortland and Oneida markets.” 
 
The Company further reported that its return on average assets for 2005 was 
0.80%, compared with 0.84% in 2004, while its return on average equity at 10.75% 
was unchanged compared with the prior year.  The return on average assets for the 
fourth quarter of 2005 of 0.72% was equal to that reported for the same quarter a 
year earlier, while the return on average equity increased to 9.97% from 9.21% for 
the comparable quarters. 
 
The Company’s net interest income for 2005 declined $1.23 million, or 4.3%, the 
result of a narrowing net interest margin during the year. The Company’s 2005 tax 
equivalent net interest margin of 3.28% declined from 3.69% in 2004.   The 2005 
margin compression was primarily the result of rising short-term market interest 
rates during 2005 that pushed up the bank’s cost of funds on a large percentage of 
its interest-bearing liabilities that had short-term maturity or variable interest rate 
characteristics.  The flattening of the yield curve during 2005 provided less benefit 
to the yields on a significant percentage of the Company’s interest earning assets, 
that have a pricing correlation with intermediate and longer-term market interest 
rates and that rose less than short-term rates during the year.  During 2005, the 
yield on the Company’s average earning assets increased 21 basis points to 5.47% 
while the cost of average interest bearing liabilities was up 71 basis points to 2.48%.  
Average earning assets in 2005 increased $73 million, or 9%, the result of a 17.5% 
increase in average loans and leases compared with the prior year.  Average loans 
and leases (net of unearned income) increased $86.7 million with the majority of the 
growth reported in indirect auto loans and commercial leases, up 33% and 587% 
respectively.  The 2005 yield on average loans and leases increased 23 basis points 
compared with 2004.  Average investment securities in the Company’s portfolio 
declined $13.6 million, or 4.4%, in 2005 while the average yield fell 4 basis points 
when compared with the prior year.   During 2005, the average rate paid on 
interest-bearing deposits increased 61 basis points to 2.18%, while the Company 
increased average interest-bearing deposits by $65.9 million, or 11.9%.  Average 
non-interest bearing deposits were up 17.1% in 2005 when compared with the prior 
year.  During 2005, the average rate paid on borrowings increased 120 basis points 
to 3.66%, while the Company decreased average borrowings by $3.5 million, or 
2.2%. 
 
The Bank’s provision for loan loss expense in 2005 was $144,000, down $840,000, or 
85.4% lower than the expense reported in 2004.  The Company’s evaluation of the 
adequacy of the level of the Allowance for Loan and Lease Losses throughout 2005 
concluded that the 2005 expense funded the allowance to a level that was consistent 
with the changes in asset quality results.  Non-performing loans and leases at the 



end of 2005 declined to 0.25% of total loans and leases (net of unearned income) 
from 0.53% at year-end 2004.  Net loan and lease losses as a percentage of average 
loans and leases were 0.08% in 2005, down from 0.36% in the prior year.  The 
decline in the 2005 loss rate reflected a reduction of 85%, or more than $1 million, 
in commercial loan losses, and a 66%, or $200,000, reduction in indirect auto loan 
losses compared with the prior year. The decline in the level of non-performing 
loans was primarily due to the sale of a non-performing commercial loan during the 
first quarter of 2005.   
 
Non-interest income in 2005 increased $5.2 million, or 57.2%, when compared with 
2004, with the increase a result of growth in trust department revenue. The 
February 2005 acquisition of approximately $560 million in trust accounts and 
assets under management from HSBC, USA, N.A. increased the Company’s trust 
and brokerage business revenue by $6.1 million, or 342%.  Non-interest income was 
also positively impacted in 2005 by increased rental income from operating leases 
and higher fee income from debit and ATM cards.  Income from service charges on 
deposit accounts was 3.2% lower as rising market interest rates provided customers 
higher earning credit rates on deposit balances offsetting charges.  Income from 
bank-owned life insurance in 2005 was also lower than 2004 which included a death 
benefit component.  There were no security gains taken in 2005 compared with 
$717,000 in gains taken the prior year.      
 
Total operating expense for 2005 increased $4.3 million, or 15.8%, when compared 
with the year ended December 31, 2004.  Salary and benefit costs rose 15%, with 
48% of the increase relating to staff costs associated with the trust acquisition and 
21% of the increase related to the commercial leasing business.  The majority of the 
remainder of the increase related to employee severance costs incurred during 2005.   
Occupancy and equipment expense in 2005 increased 8.5% compared with 2004, the 
result of higher building lease expense from an increase in the number of customer 
service facilities, and an increase in depreciation and amortization expense of 
furniture, fixtures, software and leased assets supporting that expansion and the 
overall growth of the Company’s business.  The increase of 23% in all other 
operating expenses was significantly impacted by costs associated with the growth in 
the trust and investment management business.  More than 50% of the increase in 
all other operating expenses related to both servicing the growth in the trust and 
investment management business and the related amortization expense associated 
with the purchase.  An increase in 2005 marketing expense related to the 
Company’s 2005 agreement with Onondaga County and costs associated with the 
Company’s naming rights to the County’s sports stadium.  The Company also 
incurred one-time costs associated with its earnings improvement project. 
 
The growth in 2005 taxable non-interest income decreased the percentage of non 
taxable income to pretax income in 2005, and resulted in an increase in the 
Company’s effective tax rate from 21% in 2004 to 22.3% in 2005.   
 



The double-digit growth in net income in the fourth quarter of 2005 was the result 
of significant growth in non-interest income combined with a lower provision for 
loan loss expense that more than offset lower net interest income and increased 
operating expense.   Net interest income for the quarter ended December 31, 2005, 
declined $449,000, or 6.2%, compared with the quarter ended December 31, 2004. 
For the comparable periods, the tax-equivalent net interest margin declined from 
3.69% to 3.19%.  The decline in the margin reflected a 92 basis point increase in the 
cost of interest bearing liabilities relative to a 31 basis point increase in earning asset 
yields.  Average earning assets for the comparable periods increased $85 million, or 
10.2%, slightly higher than the 9% growth rate for the year.  Average interest 
bearing liabilities rose 9.8%, and average non-interest bearing demand deposits 
were up 14.7% for the comparable quarters.  The 2005 fourth quarter provision for 
loan loss expense was $487,000, or 73.2%, less than the expense reported for the 
same period a year earlier when the higher expense funded commercial loan losses 
during that quarter.  Non-interest income increased $1.772 million, or 83.3% when 
comparing the 2005 and the 2004 fourth quarters.  The increase was attributable to 
growth in trust income associated with the 2005 purchase of the HSBC trust assets.  
Operating expense was up $1.525 million, or 22% over the comparable period, with 
63% of the increase in salary and benefits expense.  The increase in salary expense 
primarily related to growth in the trust and investment management business and 
leasing businesses, while higher benefit costs in the last quarter of 2005 were 
associated with employee severance payments and the Company’s self insured 
medical insurance program.  The increase in 2005 fourth quarter operating expense 
also included the amortization expense associated with the intangible asset recorded 
in connection with the purchase of the HSBC trust business and one-time costs 
associated with the implementation of the Bank’s earnings improvement project. 
 
As of December 31, 2005, total assets were $980.4 million, increasing $86.5 million, 
or 9.7%, compared with December 31, 2004.   During 2005, loans and leases (net of 
unearned income) increased $127.1 million, or 24.4%, to a record $647.8 million at 
December 31, 2005.  During 2005, indirect auto loans increased $54.5 million, or 
46.3%, with much of the growth coming from an expanded dealer network in 
western New York State.  Commercial leases (net of unearned income) increased 
$51.4 million, or 374% during the year.  All of the new business generated in 2005 
was in the form of municipal, non-tax and direct finance leases, whereby 
substantially all residual risk has been borne by the lessee or vendor.  A vast 
majority of the leases are to lessees in New York State.  During 2005, the 
commercial loan portfolio increased 4.9%, and consumer loans were up 6.3%, with 
two thirds of the consumer loan growth in home equity line of credit balances.  The 
residential mortgage loan portfolio rose 5.6%, with the percentage of residential 
mortgage loans to total loans declining from 33.9% a year ago to 28.8% at year-end 
2005.  During 2005, the Bank sold nearly $10 million of newly originated mortgage 
loans increasing the balance of loans being serviced by approximately $4 million to 
$51 million.  Investment securities declined $51.3 million, or 15.8%, in 2005, to end 
the year at $273.8 million, while intangible assets during 2005 increased nearly $10 
million reflecting the purchase of the HSBC trust business.  During 2005, deposits 



grew to a record $739.1 million, increasing $116 million, or 18.6%.  For the year 
ended December 31, 2005, the Company reported a 20.8% increase in commercial 
deposits, a 16.6% rise in personal deposits, and a 34.5% increase in public funds 
deposits.  The Company’s borrowings declined $31.5 million, or 16.4%, during 2005 
to $160.7 million at December 31, 2005. 
 
Shareholders equity at December 31, 2005 was $69.6 million, or 7.1% of assets. 
Shareholders equity increased during 2005 by $675,000, or 1%, reflecting a $4.5 
million addition of net income after payment of dividends and $513,000 from the 
issuance of common stock in connection with the exercise of stock options and the 
issuance of restricted stock, offset by a $3.1 million decline in the market value 
(after tax) of the Company’s investment portfolio and $1.2 million from the 
purchase of treasury stock.  On January 10, 2006, the Company paid its regular 
quarterly dividend of $0.21 per share.   
 
For a copy of this release, including 2005 performance highlights and supporting 
financial information, please refer to the “Press Releases” section of the “Investor 
Information” tab 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, providing banking, commercial leasing, trust 
and investment services through 21 office locations in Cortland, Madison, Oneida 
and Onondaga counties.  The Bank also operates a Trust Administrative 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 occur in technology used in the 
banking business; (8) the ability to maintain and increase market share and control 
expenses; (9) the possibility that the Company’s trust business will fail to perform as 
currently anticipated; and (10) other factors detailed from time to time in the 
Company's SEC filings. 
 
 



December 31, 2005 December 31, 2004

Balance Sheet
 Cash and Due From Banks 17,972$                    21,258$                    
 Federal Funds Sold 4,906                        -                                

 Securities Held-to-Maturity 6,294                        5,367                        
 Securities Available-for-Sale 267,494                    319,758                    
  Total Securities 273,788                    325,125                    
 
 Residential Real Estate Loans 186,550                    176,666                    
 Commercial Loans 156,057                    148,821                    
 Leases 76,041                      15,817                      
 Indirect Auto Loans 172,113                    117,622                    
 Other Consumer Loans 67,900                      63,862                      
  Gross Loans and Leases 658,661                    522,788                    
   Less Unearned Income 10,869                      2,055                        
   Less Allowance for Loan and Lease Losses 4,960                        5,267                        
    Net Loans and Leases  642,832                    515,466                    

 Premises and Equipment, Net 13,032                      14,454                      
 Accrued Interest Receivable 3,915                        4,005                        
 Intangible Asset 9,671                        -                                
 Other Assets 14,305                      13,626                      
   Total Assets 980,421$                  893,934$                  

 Non-Interest Checking Accounts 91,883                      74,549                      
 Interest Bearing Checking Accounts 80,536                      81,891                      
 Savings Accounts 55,214                      62,783                      
 Money Market Accounts 176,894                    143,952                    
 Time Deposits 334,591                    259,946                    
  Total Deposits 739,118                    623,121                    

 Short-Term Borrowings 50,429                      101,854                    
 Long-Term Borrowings 110,310                    90,310                      
 Accrued Interest Payable 2,261                        1,451                        
 Other Liabilities 8,732                        8,302                        
  Total Liabilities 910,850                    825,038                    

 Common Stock 3,979                        3,947                        
 Surplus 11,185                      10,298                      
 Unamortized Value of Restricted Stock (1,453)                       (1,047)                       
 Undivided Profits 66,740                      62,235                      
 Accumulated Other Comprehensive Income (1,700)                       1,418                        
 Treasury Stock (9,180)                       (7,955)                       
  Total Shareholders' Equity 69,571                      68,896                      

   Total Liabilities and Shareholders' Equity 980,421$                  893,934$                  

 Assets Under Trust Department Administration (Market Value) 862,504$                  282,255$                  

Period Ended

ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information

($ in thousands)
Unaudited



December 31, 2005 December 31, 2004 December 31, 2005 December 31, 2004

Balance Sheet
 Cash and Due From Banks 19,620$                   23,714$                   21,601$                   22,465$                   
 Federal Funds Sold 1,941                       413                          4,094                       4,165                       

 Securities Held-to-Maturity 6,991                       5,666                       7,036                       6,189                       
 Securities Available-for-Sale 273,491                   320,098                   290,032                   308,202                   
  Total Securities 280,482                   325,764                   297,068                   314,391                   
 
 Residential Real Estate Loans 184,524                   175,529                   178,669                   173,829                   
 Commercial Loans 156,109                   148,013                   154,030                   145,101                   
 Leases 65,918                     9,308                       42,245                     6,185                       
 Indirect Auto Loans 171,219                   117,423                   147,364                   110,464                   
 Other Consumer Loans 67,758                     63,608                     65,744                     60,745                     
  Gross Loans and Leases 645,528                   513,881                   588,052                   496,324                   
   Less Unearned Income 9,348                       1,331                       5,976                       906                          
   Less Allowance for Loan and Lease Losses 5,147                       5,902                       5,212                       6,033                       
    Net Loans and Leases  631,033                   506,648                   576,864                   489,385                   

 Premises and Equipment, Net 13,086                     14,646                     13,508                     14,092                     
 Accrued Interest Receivable 4,210                       4,113                       3,879                       3,816                       
 Intangible Asset 9,727                       -                              8,193                       -                              
 Other Assets 14,870                     14,594                     15,157                     14,467                     
   Total Assets 974,969$                 889,892$                 940,364$                 862,781$                 

 Non-Interest Checking Accounts 88,201                     76,921                     80,757                     68,949                     
 Interest Bearing Checking Accounts 81,320                     83,803                     80,463                     83,235                     
 Savings Accounts 55,813                     63,081                     59,876                     64,793                     
 Money Market Accounts 186,273                   153,333                   182,905                   160,612                   
 Time Deposits 329,260                   265,246                   297,040                   245,747                   
  Total Deposits 740,867                   642,384                   701,041                   623,336                   

 Short-Term Borrowings 46,988                     67,468                     67,478                     52,099                     
 Long-Term Borrowings 105,679                   100,633                   92,121                     111,050                   
 Accrued Interest Payable 2,441                       1,709                       2,028                       1,410                       
 Other Liabilities 8,250                       8,371                       7,852                       7,389                       
  Total Liabilities 904,225                   820,565                   870,520                   795,284                   

 Common Stock 3,977                       3,946                       3,971                       3,940                       
 Surplus 11,152                     10,280                     11,005                     10,113                     
 Unamortized Value of Restricted Stock (1,483)                      (1,052)                      (1,539)                      (1,064)                      
 Undivided Profits 66,283                     61,914                     64,492                     60,252                     
 Accumulated Other Comprehensive Income (929)                         2,194                       (55)                           2,211                       
 Treasury Stock (8,256)                      (7,955)                      (8,030)                      (7,955)                      
  Total Shareholders' Equity 70,744                     69,327                     69,844                     67,497                     

   Total Liabilities and Shareholders' Equity 974,969$                 889,892$                 940,364$                 862,781$                 

Quarterly Average Year to Date Average

ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information

($ in thousands)
Unaudited



2005 2004 2005 2004
Income Statement

 Interest Income 12,584$           10,826$        46,425$        41,002$       
 Interest Expense 5,743               3,536            19,336          12,684         
   Net Interest Income 6,841               7,290            27,089          28,318         
 Provision for Loan and Lease Losses 178                  665               144               984               
   Net Interest Income After Provision for Loan and Lease Losses 6,663               6,625            26,945          27,334         

 Trust & Brokerage Income 2,247               475               7,864            1,778            
 Service Charges on Deposit Accounts 913                  771               2,957            3,056            
  Investment Securities Gains (Losses) 3                      -                    (19)                717               
  Gain on the Sale of Loans 36                    41                  163               197               
  Bank Owned Life Insurance 101                  306               402               810               
  Card-related fees 256                  211               926               776               
  Rental Income from Leases 202                  176               1,186            783               
  Other Non-interest Income 141                  147               677               889               
   Total Non-interest Income 3,899               2,127            14,156          9,006            

 Salaries and Employee Benefits 4,642               3,688            17,150          14,919         
 Occupancy and Equipment Expense 1,405               1,461            5,746            5,295            
 Communication Expense 128                  134               603               614               
 Stationary and Supplies Expense 164                  132               514               520               
 Marketing Expense 157                  105               694               603               
 Amortization of Intangible Asset 126                  -                    418               -                    
 Other Operating Expense 1,835               1,412            6,315            5,208            
   Total Operating Expenses 8,457               6,932            31,440          27,159         

 Net Income Before Taxes 2,105               1,820            9,661            9,181            
 Provision for Income Taxes 342                  225               2,154            1,926            
   Net Income 1,763$            1,595$         7,507$          7,255$        

Share and Per Share Data

 Period Ending Shares Outstanding 3,565,012        3,571,872     3,565,012     3,571,872    
 Basic Average Shares Outstanding 3,592,579        3,571,083     3,593,864     3,565,226    
 Diluted Average Shares Outstanding 3,664,305        3,628,804     3,664,684     3,631,806    
 
 Basic Earnings Per Share 0.49$               0.45$            2.09$            2.03$            
 Diluted Earniings Per Share 0.48$               0.44$            2.05$            2.00$            
 Cash Dividends Declared 0.21$               0.21$            0.84$            0.84$            
 Book Value 19.52$             19.29$          19.52$          19.29$         

Year ended December 31,

ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information

($ in thousands)
Unaudited

Three months ended December 31,



2005 2004 2005 2004
Key Ratios

 Leverage Ratio 7.34% 8.70% 7.34% 8.70%

 Return on Average Assets 0.72% 0.72% 0.80% 0.84%
 Return on Average Equity 9.97% 9.21% 10.75% 10.75%
 Net Interest Margin (Tax Equivalent) 3.19% 3.69% 3.28% 3.69%
 Efficiency Ratio 78.74% 73.61% 76.23% 72.77%
                   
 Net Loans and Leases Charged-off to Average Loans and Leases, Annualized 0.24% 1.12% 0.08% 0.36%
 Provision for Loan and Lease Losses to Average Loans and Leases, Annualized 0.11% 0.52% 0.02% 0.20%
 Allowance for Loan and Lease Losses to Period-end Net Loans and Leases 0.77% 1.01% 0.77% 1.01%
 Allowance for Loan and Lease Losses to Nonperforming Loans and Leases 304.65% 191.47% 304.65% 191.47%
 Nonperforming Loans and Leases to Period-end Net Loans and Leases 0.25% 0.53% 0.25% 0.53%
 Nonperforming Assets to Period-end Assets 0.17% 0.31% 0.17% 0.31%

Allowance for Loan and Lease Losses

 Allowance for Loan and Lease Losses, Beginning of Period 5,161$                 6,031$    5,267$                 6,069$    

 Loans and Leases Charged-off (500)                     (1,521)     (1,088)                  (2,190)     
 Recoveries of Loans and Leases Previously Charged-off 121                      92           637                      404         
   Net Loans and Leases Recovered (Charged-off) (379)                     (1,429)     (451)                     (1,786)     

 Provision for Loan and Lease Losses 178                      665         144                      984         
   Allowance for Loan and Lease Losses, End of Period 4,960$                 5,267$   4,960$                5,267$    

Year ended December 31,

ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information

($ in thousands)
Unaudited

Three months ended December 31,


