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Alliance Financial Reports Third Quarter Earnings

SYRACUSE, NEW YORK {October 20, 2005}

Alliance Financial Corporation (Nasdaq: ALNC), parent of Alliance Bank, N. A,
announced today that earnings for the quarter ended September 30, 2005 were
$0.54 per share on a fully diluted basis compared with $0.56 reported for the third
guarter of 2004. The Company’s 2005 third quarter net income of $1.98 million was
2% less than reported for the 2004 third quarter. Net income for 2005’s third
quarter expressed as an annualized rate of return on average assets and average
common shareholder’s equity was 0.82% and 11.23%, respectively, compared with
0.94% and 12.18%, respectively, for the third quarter of 2004.

For the first three quarters of 2005, diluted earnings per share were $1.57 up from
$1.56 for the comparable 2004 period, while net income for the nine months ended
September 30, 2005 was $5.74 million, up from $5.66 million reported for the same
period a year earlier. For the nine-month period ended September 30, 2005, the
return on average assets and average common shareholder’s equity was 0.82% and
11.01%, respectively, compared with 0.88% and 11.28%, respectively, in the
corresponding 2004 period.

“The accretive impact of our February, ’05 acquisition of a portion of HSBC’s
personal trust portfolio has increased our non-interest income and reduced the
degree of our reliance on net interest income,” said Jack H. Webb, Chairman,
President and Chief Executive Officer of Alliance Financial Corporation. “The
challenge for Alliance Bank is to pursue growth in an environment where short-
term rates are rising and intermediate to long-term rates are static, creating a
flattened yield curve and narrower margins. We will continue to expand our loan
and deposit customer base by acquiring customers through price-competitive
initiatives and leveraging them to create broader, more profitable, longer-term
relationships. The success of this approach is evident from the 24% loan growth



and the 16% deposit growth rates that we have achieved over the 12-month period
ended September 30, 2005. Supporting this growth strategy has been the successful
build out of our branch network in Central New York. During the past week, we
opened two new Syracuse area locations, increasing our number of branches to 21.
In the midst of this growth we have maintained very strong credit quality.”

“In addition, we have initiated a cost-control discipline based on the
achievement of efficiencies within our organization and operation, and we have
placed an emphasis on the generation of increased non-interest income,” said Webb.

“Finally,” he said, “recognizing the ability of our Trust and Investment and
Commercial Leasing businesses to grow beyond the limits of our branch
infrastructure, we have penetrated trust and leasing markets in other parts of New
York State, well beyond our banking footprint.”

Year-over-year third quarter net interest income declined $253 thousand, or 3.6%,
primarily impacted by rising short-term market interest rates 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. With intermediate and
longer term market interest rates over the past twelve months rising much less or
little at all, yields on the bank’s loan, lease, and investment portfolios have seen
much less or no benefit. As a result, for the comparable third quarters the average
tax-equivalent yield on earning assets rose 26 basis points while the average cost of
interest-bearing liabilities was up 85 basis points. The 2005 third quarter tax-
equivalent net interest margin was 3.16%, down from 3.66% for the same period a
year ago. For the comparable periods average earning assets increased $105
million, or 13%. Average net loans and leases were $611 million in the recent
quarter, $109 million, or 21.6%, higher than the third quarter of 2004, with the
average yield increasing 35 basis points over the comparable periods. Growth was
primarily attributable to a 39% increase in average indirect auto loans and a 656%
increase in average commercial leases. Average investment securities for the
comparable periods declined 3.5%, while the average investment portfolio yield fell
10 basis points. Average interest-bearing liabilities were $806 million in the 2005
third quarter, up $97 million, or 13.7%, compared with the same quarter last year.
Growth in interest-bearing deposits was $79 million, or 14.1%, for the comparable
periods, with the average rate paid rising 68 basis points. Average borrowings for
the 2005 third quarter were $170 million, up 12.2% compared to the 2004 third
guarter. The average rate paid on borrowings in the recent quarter was up 146
basis points over the 2004 third quarter reflecting the shorter-term re-pricing
characteristics of the borrowings.

The Company’s evaluation of the adequacy of the level of the Allowance for Loan
and Lease Losses during the 2005 third quarter resulted in continued strong loan
guality indicators. Non-performing loans and leases at September 30, 2005 were
0.32% of total loans and leases, up from 0.27% at June 30, 2005, but significantly
lower than the 0.82% rate reported September 30, 2004. For the third quarter of
2005, the Company reported that net loan and lease losses as a percentage of
average loans and leases were 0.07% compared to a loss rate of 0.13% in the third



quarter of 2004. For the nine months ended September 30, 2005, net loan and lease
losses as a percentage of average loans and leases was 0.02%, down from the 0.10%
rate reported for the same period in 2004. Loan delinquency, as measured by the
percentage of loans past due 30 days or more and non-accruing to total loans, also
improved for the comparable quarters declining from 1.64% at quarter end a year
ago to 1.11% at the end of the most recent quarter. Over the past twelve months,
improvement in the quality of the loan and lease portfolio has reduced the allowance
for loan and lease losses as a percentage of period-end loans and leases from 1.18%
at September 30, 2004 to 0.82% at September 30, 2005. In connection with third
guarter loan and lease growth (net of unearned income) of $49 million, or 8.5%, the
Company recorded a provision for loan and lease loss expense of $125,000.

Non-interest income for the 2005 third quarter increased $1.3 million, or 54.4%,
compared to last year’s third quarter, with the increase attributable to growth of
$1.9 million, or 552% in trust revenues that were primarily associated with the
February 2005 acquisition of a portion of the HSBC personal trust business.
Income from service charges on deposit accounts was lower as rising market interest
rates provided customers higher earning credit rates on deposit balances offsetting
charges. In addition, income from the sale of mortgage loans declined on a lower
volume of loans sold. Security gains taken in the 2004 third quarter were 12.9% of
total non-interest income while there were no security gains or losses in the quarter
just ended. Total operating expenses for the third quarter increased 14.7%
compared to last year’s third quarter. Salary and benefit costs rose 15.7%, with
more than 65% of the increase relating to growth associated with the trust
acquisition and staffing associated with the commercial leasing business.
Occupancy and equipment expense declined 2.9% for the comparable periods, with
the decline attributable to lower depreciation expense associated with a lower level
of leased assets. All other operating expenses increased 26.6%, with more than half
of the increase related to costs associated with servicing the growth in the trust
business including the amortization expense associated with the purchase. An
increase in marketing expense related to promotions associated with third quarter
growth in loans and deposits as well as plans for early fourth quarter new branch
openings.

As of September 30, 2005, total assets were $981 million, increasing $97 million, or
11%, compared to September 30, 2004. For the twelve months ended September
30, 2005, loans and leases (net of unearned income) increased $122 million, or
24.1%, to a record $629 million. The growth was primarily attributable to
commercial leases (net of unearned income) which increased $46 million and
indirect auto loans which were up $52 million. Commercial loan growth was $13
million over the past 12 months.  Investment securities declined $38 million, or
11.7% over the past twelve months to $287 million, while the Company reported an
increase of nearly $10 million in intangible assets reflecting its purchase of the
HSBC trust business. At September 30, 2005, deposits were a record $744 million,
increasing $102 million, or 15.9%, since September 30, 2004. For the twelve months
ended September 30, 2005, the Company reported an 8.5% increase in commercial



deposits, a 14.8% rise in personal deposits, and a 31.7% increase in public funds
deposits. The Company’s brokered deposits increased $5 million, or 8%, while
other borrowings declined $9 million, or 5.3% during the last twelve months.

Shareholders equity at September 30, 2005 was $71.2 million, or 7.3% of assets.
Shareholders equity increased $2.3 million, or 3.3%, over the past twelve months,
reflecting a $4.3 million addition of net income after payment of dividends, $478,000
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 $2.5 million decline in the
market value (after tax) of the Company’s investment portfolio. On October 7,
2005, the Company paid its regular quarterly dividend of $0.21 per share.

For a copy of this release, including third quarter 2005 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, 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 expansion of the Company’s trust business may
fail to perform as currently anticipated; and (10) other factors detailed from time to
time in the Company's SEC filings.


http://www.alliancebankna.com/

Balance Sheet

ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
(% in thousands)
Unaudited

September 30, 2005

Period Ended
December 31, 2004

September 30, 2004

Cash and Due From Banks $ 24,617 $ 21,258 $ 25,022
Federal Funds Sold 3,241 - -
Securities Held-to-Maturity 7,557 5,367 5,571
Securities Available-for-Sale 279,419 319,758 319,516
Total Securities 286,976 325,125 325,087
Residential Real Estate Loans 181,137 176,666 174,757
Commercial Loans 158,725 148,821 145,696
Leases 60,645 15,817 7,174
Indirect Loans 169,684 117,622 117,209
Other Consumer Loans 66,898 63,862 62,450
Gross Loans and Leases 637,089 522,788 507,286

Less Unearned Income 8,535 2,055 991

Less Allowance for Loan and Lease Losses 5,161 5,267 6,031

Net Loans and Leases 623,393 515,466 500,264
Premises and Equipment, Net 13,052 14,454 14,714
Accrued Interest Receivable 4,273 4,005 4,307
Intangible Asset 9,797 - -
Other Assets 15,585 13,626 14,631

Total Assets $ 980,934 $ 893,934 $ 884,025
Non-Interest Checking Accounts 86,159 74,549 77,904
Interest Bearing Checking Accounts 90,426 81,891 83,574
Savings Accounts 55,875 62,783 63,085
Money Market Accounts 183,253 143,952 155,716
Time Deposits 328,511 259,946 261,651
Total Deposits 744,224 623,121 641,930
Short-Term Borrowings 63,804 101,854 52,417
Long-Term Borrowings 90,310 90,310 110,310
Accrued Interest Payable 2,106 1,451 1,360
Other Liabilities 9,269 8,302 9,049
Total Liabilities 909,713 825,038 815,066
Common Stock 3,973 3,947 3,942
Surplus 11,057 10,298 10,181
Unamortized Value of Restricted Stock (1,522) (2,047) (1,093)
Undivided Profits 65,724 62,235 61,390
Accumulated Other Comprehensive Income (56) 1,418 2,494
Treasury Stock (7,955) (7,955) (7,955)
Total Shareholders' Equity 71,221 68,896 68,959

Total Liabilities and Shareholders' Equity $ 980,934 $ 893,934 $ 884,025
Assets Under Trust Department Administration (Market Value) $ 854,299 $ 282,255 $ 275,848



ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
($ in thousands)

Unaudited

Quarterly Average Year to Date Average
September 30, 2005 September 30, 2004 September 30, 2005 September 30, 2004

Balance Sheet

Cash and Due From Banks $ 21,893 $ 22,655 $ 22,262 $ 22,049
Federal Funds Sold 6,978 988 4,812 5,415
Securities Held-to-Maturity 7,271 5,244 7,052 6,364
Securities Available-for-Sale 287,413 300,036 295,545 304,237
Total Securities 294,684 305,280 302,597 310,601
Residential Real Estate Loans 178,726 174,722 176,718 173,263
Commercial Loans 157,613 144,626 153,336 144,129
Leases 53,252 6,993 34,354 5,145
Indirect Loans 161,162 115,767 139,412 108,144
Other Consumer Loans 68,001 61,377 65,072 59,791
Gross Loans and Leases 618,754 503,485 568,892 490,472

Less Unearned Income 7,503 945 4,851 765

Less Allowance for Loan and Lease Losses 5,321 6,048 5,234 6,076

Net Loans and Leases 605,930 496,492 558,807 483,631
Premises and Equipment, Net 13,215 14,457 13,648 13,907
Accrued Interest Receivable 3,776 3,407 3,768 3,718
Intangible Asset 9,836 - 7,681 -
Other Assets 14,988 14,808 15,253 14,423

Total Assets $ 971,300 $ 858,087 $ 928,828 $ 853,744
Non-Interest Checking Accounts 83,269 74,394 78,276 66,292
Interest Bearing Checking Accounts 79,527 82,653 80,177 83,045
Savings Accounts 58,725 64,983 61,231 65,364
Money Market Accounts 179,157 157,275 181,783 163,038
Time Deposits 318,683 252,431 286,298 239,247
Total Deposits 719,361 631,736 687,765 616,986
Short-Term Borrowings 82,672 44,716 74,308 46,977
Long-Term Borrowings 87,616 107,030 87,602 114,522
Other Liabilities 11,066 8,217 9,610 8,372
Total Liabilities 900,715 791,699 859,285 786,857
Common Stock 3,973 3,942 3,969 3,938
Surplus 11,057 10,181 10,956 10,058
Unamortized Value of Restricted Stock (1,552) (1,113) (1,558) (1,069)
Undivided Profits 64,997 60,856 63,894 59,698
Accumulated Other Comprehensive Income 65 477 237 2,217
Treasury Stock (7,955) (7,955) (7,955) (7,955)
Total Shareholders' Equity 70,585 66,388 69,543 66,887

Total Liabilities and Shareholders' Equity $ 971,300 $ 858,087 $ 928,828 $ 853,744




ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
(% in thousands)

Unaudited
Three months ended September 30, Nine months ended September 30,
2005 2004 2005 2004
Income Statement
Interest Income $ 11,997 $ 10,112 $ 33,841 $ 30,176
Interest Expense 5,265 3,127 13,593 9,148
Net Interest Income 6,732 6,985 20,248 21,028
Provision for Loan and Lease Losses 125 140 (34) 319
Net Interest Income After Provision for Loan and Lease Losses 6,607 6,845 20,282 20,709
Trust & Brokerage Income 2,262 422 5,617 1,303
Service Charges on Deposit Accounts 693 767 2,044 2,285
Investment Securities (Losses) Gains - 312 (22) 717
Gain on the Sale of Loans 16 67 127 156
Bank Owned Life Insurance 102 105 301 504
Rental Income from Leases 212 225 984 607
Other Non-interest Income 439 514 1,206 1,307
Total Non-interest Income 3,724 2,412 10,257 6,879
Salaries and Employee Benefits 4,331 3,742 12,508 11,231
Occupancy and Equipment Expense 1,295 1,334 4,341 3,834
Communication Expense 154 165 475 480
Stationary and Supplies Expense 131 129 350 388
Marketing Expense 202 97 537 498
Amortization of Intangible Asset 126 - 292 -
Other Operating Expense 1,495 1,274 4,480 3,796
Total Operating Expenses 7,734 6,741 22,983 20,227
Net Income Before Taxes 2,597 2,516 7,556 7,361
Provision for Income Taxes 615 494 1,812 1,701
Net Income $ 1,982 $ 2,022 $ 5,744 $ 5,660
Share and Per Share Data
Period Ending Shares Outstanding 3,597,758 3,566,963 3,597,758 3,566,963
Basic Average Shares Outstanding 3,597,758 3,566,963 3,594,298 3,563,259
Diluted Average Shares Outstanding 3,669,419 3,623,891 3,666,344 3,633,547
Basic Earnings Per Share $ 0.55 $ 0.57 $ 1.60 $ 1.59
Diluted Earniings Per Share $ 0.54 $ 0.56 $ 1.57 $ 1.56
Cash Dividends Declared $ 0.21 $ 0.21 $ 0.63 $ 0.63
Book Value $ 19.80 $ 19.33 $ 19.80 $ 19.33



ALLIANCE FINANCIAL CORPORATION
Consolidated Financial Information
(% in thousands)

Unaudited

Three months ended September 30,

Nine months ended September 30,

2005 2004

Key Ratios
Leverage Ratio 7.36% 7.75%
Return on Average Assets 0.82% 0.94%
Return on Average Equity 11.23% 12.18%
Net Interest Margin (Tax Equivalent) 3.16% 3.66%
Efficiency Ratio 73.97% 71.74%
Net Loans and Leases Charged-off to Average Loans and Leases, Annualized 0.07% 0.13%
Provision for Loan and Lease Losses to Average Loans and Leases, Annualized 0.08% 0.11%
Allowance for Loan and Lease Losses to Period-end Loans and Leases 0.82% 1.18%
Allowance for Loan and Lease Losses to Nonperforming Loans and Leases 252.89% 144.61%
Nonperforming Loans and Leases to Period-end Loans and Leases 0.32% 0.82%
Nonperforming Assets to Period-end Assets 0.21% 0.48%
Allowance for Loan and Lease Losses
Allowance for Loan and Lease Losses, Beginning of Period $ 5,141 $ 6,060
Loans and Leases Charged-off (237) (231)
Recoveries of Loans and Leases Previously Charged-off 132 62

Net Loans and Leases Recovered (Charged-off) (105) (169)
Provision for Loan and Lease Losses 125 140

Allowance for Loan and Lease Losses, End of Period $ 5,161 $ 6,031

2005 2004
7.36% 7.75%
0.82% 0.88%
11.01% 11.28%
3.31% 3.70%
75.34% 72.48%
0.02% 0.10%
(0.01%) 0.09%
0.82% 1.18%
252.89% 144.61%
0.32% 0.82%
0.21% 0.48%
$ 5,267 $ 6,069
(588) (669)
516 312
(72) (357)
(34) 319
$ 5,161 $ 6,031
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