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Forward -Looking Statements

This presentation contains certain forward - looking statements within the meaning
of Section 27 A of the Securities Act of 1933 and Section 21 E of the Securities
Exchange Act of 1934 , which are intended to be covered by the safe harbors
created thereby . These statements include the plans and objectives of
management for future operations, including plans and objectives relating to
future growth of our business activities and availability of funds . The forward -
looking statements included herein are based on current expectations that involve
numerous risks and uncertainties . Assumptions relating to the foregoing involve
judgments with respect to, among other things, future economic, competitive and
market conditions, regulatory framework, weather -related events and future
business decisions, all of which are difficult or impossible to predict accurately and
many of which are beyond our control . Although we believe that the assumptions
underlying the forward - looking statements are reasonable, any of the assumptions
could be inaccurate and, therefore, there can be no assurance that the forward -
looking statements included in this presentation will prove to be accurate . In light
of the significant uncertainties inherent in the forward - looking statements
included herein, the inclusion of such information should not be regarded as a
representation by any person that our objectives and plans will be achieved .

More information about forward - looking statements and the risk factors associated
with our company are included in our annual, quarterly and other reports filed with
the Securities and Exchange Commission .
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Property & Casualty Insurance 
Industry Update
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Á 2009 saw the P&C industry impacted by the sharpest contraction in 
the economy since 1982 coupled with a continued soft pricing 
environment.  These led to a 4% decline in industry premiums.

Á The industry recorded an underwriting gain of $2 billion in 2009, up 
from an underwriting loss of $20 billion in 2008.

Á The industry combined ratio improved 4.4 percentage points to 
101.0% from 105.4% in 2008.

Á Commercial lines of business combined ratio improved 7.5 
percentage points to 98.4% in 2009 compared to 105.8% in 2008.

Á Underwriting results for personal lines of business also improved in 
2009 with a reported calendar year combined ratio of 102.2% 
compared to 104.4% in 2008.

Á Declining yields pulled net investment income down 9% in 2009 to 
$48.3 billion from $53.1 billion in 2008.

Property & Casualty Industry Update
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During 2009, industry capital was bolstered by the turnaround 
in bond and equity markets and an unusually light catastrophe 
loss year resulting high capital adequacy ratios relative to long 
term historical averages.

P&C Insurance Industry Capital & Surplus 

($ in Billions)

P&C Industry Capital & Surplus
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P&C Industry Operating Results
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After Sept . 11 th, the P&C industry premium benefited from a strong
hard market cycle ; but since 2003 , premium growth was impacted by
softening rates coupled with the contraction in the economy
beginning in 2008 .



Strategic Overview



V Diversified specialty property/casualty insurer with offices in 
Dallas, Fort Worth, San Antonio, Texas and Basking Ridge, New 
Jersey

V Market, underwrite and service approximately $300 million of 
commercial and personal insurance in selected markets

Á Focused on underserved sectors, mostly short-tailed lines

Á Operate in diversified, sustainable niche markets

V Disciplined underwriting strategy focused on bottom line 
profitability

V Proven track record of strong underwriting performance

V Demonstrated ability to identify and acquire profitable, niche 
businesses

V ñA-ò (Excellent) A.M. Best Financial Strength Rating

V Combined Statutory Surplus of $184 million as of March 2010

Who We Are
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How We Got to Where We Are Today

Years colored in GOLD indicate Newcastle investments

HALL

is 
formed

Newcastle 
makes first 
investment

TGA & 
Aerospace 

Acquired

Phoenix 
Indemnity 
Ins. Co.

Acquired

Mark 
Schwarz 
becomes 
Chairman

Recapitalized 
Company & 

A.M. Best 
Rating 

Upgraded 

to ñA-ò

AHIS

Acquired

1990.....2000....... 2001é.2002.......2003...2004é2005.......2006.....2007é2008......2009   

Raised 
$25 

million 
Debt

Heath XS 
Acquired

State & 
County 
Mutual 
Ins. Co. 
Acquired

Re-
IPO 

Raised 
$25 

million 
Equity

Started in 1990 as a Mono -line, Texas -only Company, Hallmark 
Began a Strategy in 2002 to Evolve into a Diversified, Specialty 

Lines Focused Property/Casualty Insurer.

9



Create a ñBest in Classò Specialty Insurance Company Focused 
on Underwriting Profitability and Long Term Growth of 
Shareholders Equity:

V Build strong management team with interests aligned to 

shareholders

V Concentrate on specialty insurance niches

V Create well diversified business lines

V Selectively acquire well positioned businesses with strong 

underwriting and operating management

V Build strong balance sheet based on conservative investment, 

reinsurance and reserving practices

Our Corporate Strategy
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Disciplined Underwriting Strategy in Specialty Niche Market 
Segments:

V Underserved markets ïlimited competition

V Highly customized products to meet unique needs of insureds

V Low price sensitivity

V Low-severity and short-tailed exposures

V Underwriting expertise critical: Underwriters have an average of 
15 years of experience

Generate Underwriting Profit in All Businesses:

V Emphasis on bottom-line profitability over top -line growth

V Underwritersô bonuses based on underwriting performance

V Sustain strong, consistent underwriting performance

V Reinsurance used to protect shareholders capital

Underwriting Strategy
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At Hallmark, We Understand that an Effective Investment 
Strategy is a Vital Component of Insurance Companyôs 
Operations and a Key Determinant of its Profitability. We View 
Our Investment Function as a Core Competency for Hallmark.

V We want to compound cash flows over the long term. 

V We focus on portfolio strategies that balance near-term income 
generation and long term book value growth. 

V Hallmark Financial Services, Inc. and our insurance subsidiaries 
maintain liquidity to meet both immediate and long -range 
insurance obligations.

V Our goal is to maximize total return while maintaining safety of  
our capital.

Investment Strategy
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Investment Portfolio

Objective: Maximize Total 
Return While Maintaining 
Safety Of Capital

V Investment portfolio of 
$464 million

V 8% invested in equities

V Annualized tax equivalent 
yield of approx 6.9%

V Weighted-average 
duration of 2.5 years

V Weighted-average credit 
rating of ñA-ò

Debt 
Securities 

($140)

Cash & 
Equivalents 

($86)

Cash & 
Equivalents

($52)

Debt 
Securities

($161)

As of March 31, 2010

($ in millions)

Debt Securities

($ 310)

Cash & 
Equivalents

($ 118)

Equities

($ 36)

Tax Exempt

($  170) Taxable

($  140)
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Operations Review



How Did We Develop our Strategic Model for Hallmark?

V We identified E&S/specialty insurance companies that we view as 
ñBest in Classò as evidenced by their premium valuation relative to 
their peers.

V We determined what key success factors contribute to such 
premium valuation, focusing particularly on value drivers that we 
can control.

V Our analysis suggests that there are a number of common traits:

X Superior underwriting margins by employing experienced, 
proven underwriting talent

X Highly efficient operating cost structure

X Investment strategy designed to maximize asset leverage

X Management focused on long-term growth in book value per 
share

V Finally, we benchmark Hallmark results against an index comprised 
of the select group of specialty insurers we view as ñBest in Classò.

Driving ñBest in Classò Results at Hallmark
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Who are the ñBest in Classò Specialty Insurers?

Source: Factset. Market data as of 8/5/2008. Rankings for P&C companies with market capitalization over $500 

million. Returns for PHLY, MLAN, and SAF were calculated as of one day prior to announced acquisition.

Rank Company name Cumulative CAGR 

1 Philadelphia  Consolidated²  1364%  19.8%  

2 Markel  875   16.5   

3 Midland  781   14.8    

4 RLI  659   14.6   

5 State Auto  657   14.6   

6 Berkshire Hathaway  619   14.2   

7 Progressive  612   14.1   

8 ProAssurance 596   13.9   

9 White Mountains  551   13.4   

10 ACE 534   13.2   

11 HCC Insurance  464   12.3   

12 W.R. Berkley  364   10.9   

13 Alleghany  364   10.9   

14 Selective Insurance  311   10.0   

15 United Fire & Casualty  294   9.6   

16 Harley sville  250   8.8   

17 TransAtlantic  206   7.8   

18 Old Republic  177   7.1   

19 Zenith National  168   6.9   

20 Travelers  168   6.9   

21 Chubb  160   6.6   

22 Cincinnati  146   6.2   

23 SAFECO 123   5.5   

24 Unitrin  122   5.5   

25 AIG 112   5.2   

26 XL Capital  72   3.7   

27 American Financial  59   3.1   

28 Navigators  53   2.9   

29 CNA Surety  47   2.6   

30 CNA Financial  (2)  (0.2)  

 

15 -Year Total Return 10 -Year Total Return 5-Year Total Return

Rank Company name Cumulative CAGR 

1 Midland  488%  19.4%  

2 Philadelphia Consolidated  392   17.3   

3 W.R. Berkley  273   14.1   

4 White Mountains  207   11.9   

5 RLI  204   11.8   

6 Arch Capital  181   10.9   

7 Selective Insurance  173   10.6   

8 Navigators  167   10.3   

9 Zenith National  165   10.2   

10 Progressive  136   9.0   

11 ProAssurance  133   8.8   

12 State Auto  132   8.8   

13 Everest Re 128   8.6   

14 Markel  122   8.3   

15 HCC Insurance  111   7.7   

16 Harleysville  88   6.5   

17 Erie Indemnity  84   6.3   

18 PartnerRe  79   6.0   

19 ACE  72   5.6   

20 United Fire & Casualty  70   5.5   

21 Alleghany  67   5.3   

22 Berkshire Hathaway  67   5.3   

23 Travelers  59   4.8   

24 Chubb  59   4.8   

25 Hartford  57   4.6   

26 IPC  47   3.9   

27 Unitrin  39   3.3   

28 American  38   3.2   

29 TransAtlantic  31   2.8   

30 Cincinnati  19 1.8 

 

Rank Company name Cumulative CAGR 

1 Midland  240%  27.8 %  

2 Philadelphia Consolidated  156   20.7   

3 Zenith National  147   19.8   

4 The Hanover  118   16.9   

5 American Financial 115   16.5   

6 Arch Capital  112   16.2   

7 ProAssurance  99   14.8   

8 Selective  98   14.7   

9 RLI  89   13.6   

10 Odyssey Re  86   13.2   

11 ACE  80   12.5   

12 United Fire & Casualty  80   12.5   

13 Harleysville  77   12.1   

14 Alleghany  75   11.8   

15 Chubb  65   10.5   

16 W.R. Berkley  65   10.5   

17 Fairfax 64   10.4   

18 Berkshire Hathaway  61   10.0   

19 Navigators  57   9.4   

20 PartnerRe  56   9.3   

21 Hartford  49   8.3   

22 Travelers 45   7.7   

23 Progressive  41   7.1   

24 Markel  35   6.2   

25 State Auto  34   6.0   

26 CNA Surety  34   6.0   

27 Erie Indemnity  32   5.7   

28 SAFECO  30   5.4 

29 HCC  30   5.3   

30 Everest Re  18   3.4   

 

Based on Total Return over 5 -Year, 10 -Year and 15 -Year Periods, We 
Highlighted Those We View as The ñBest In Classò Specialty Insurers.
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Hallmark Possesses Many ñBest in Classò Traits

Niche Player

V Focus on underserved markets and products

Focus on Small Premium Accounts

V Average premiums less than $5,000 across all operations.

V Insulates business from larger competitors 

Well Diversified Book of Business

V Good balance between personal and commercial, 
standard and specialty lines of business

V Like WRB and PHLY, Hallmark developed specialty focus 
over time, while diversifying away from Texas -only, non-
standard auto business

Geographically Focused

V Geographic focus assists in exploiting competitive 
advantages and growth potential

V Long history of providing a stable market and consistent 
risk appetite to producing agents

Careful Expansion Strategy

V Acquisition strategy and post acquisition integration 
similar to that of HCC and MKLði.e., premium is gradually 
put on books with initial use of reinsurance

V Prudent geographic expansion into states with adequate 
pricing

Loss Ratio Relative to Index Strong Underwriting Culture & Specialty Focus

Hallmarkôs Average Loss Ratio has Outperformed the ñBest In Classò 
Index by an Average of 35 BPS since 2005.

ñBest in Classò Index Hallmark 

Net Loss Ratio 

Best in class includes PHLY until acquired by Tokio Marine in 3Q08.



18

Expense Ratio Relative To Index

Hallmark Achieves a Lower Expense Ratio than Peers Due to Our 

Efficient Operating Cost Structure.  Since 2005, Hallmark has 
Outperformed the ñBest In Classò Index by an Average of 102 BPS.

ñBest in Classò IndexHallmark

Net Expense Ratio

Hallmark Possesses Many ñBest in Classò Traits

18
Best in class includes PHLY until acquired by Tokio Marine in 3Q08.



19

ROE Contribution by Source

INVESTMENT Contribution To Pre -tax ROE = Investment Income/Average Equity

UNDERWRITING Contribution To Pre -tax ROE = ((1 ïCR) X NPE)/Average Equity

Pre -tax ROE = Sum Of  Contributions From UNDERWRITING, INVESTMENT & OTHER SOURCES

Source: SNL FinancialHallmarkñBest in Classò Index
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Organizational Overview

Hallmark Financial Services, Inc.
Board of Directors, Mark Schwarz, Executive Chairman

Mark Morrison, President & CEO

Standard
Commercial
Kevin Kasitz

Personal Lines
Brooks Davis

Corporate

Standard Commercial
Kevin Kasitz

Personal Lines
Brookland Davis

Finance/Accounting
Jeff Passmore

Actuarial
Rich Gibson

Human Resources
Kristen Lagunes

Information Tech
Gregg Birdsall

Commercial Specialty

Kevin Kasitz

Specialty
Commercial
Kevin Kasitz

General Aviation
Chris Jones

Excess & Surplus Lines
Don Meyer

Excess & Umbrella
Jim Damonte
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Geographic Spread of Premiums Produced

TX

44%

WA

2%

NM

7%

OR

7%

AZ

4%

MT

1.2%

LA

6%

ID

4%

AR

2%

5% -9.99% 1% -4.99%

< 1%> 10%

MT

3%

OK
3%

MO

1%

UT

1%

GA

1%

FL

2%
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Standard Commercial

Product/Market Focus:

V Small account, low-hazard 
commercial package business

V Focused on rural and suburban 
markets

V Smaller, less competitive markets

Agency Relationships:

V Long-standing relationships

V Selectively chosen group of 250 
independent retail agents in TX, 
NM, OR, ID, MT, WA, UT & WY

V Agents given market exclusivity

Growth Opportunities:

V Expand into new geographic 
areas with new & existing agents

V Expand into new product lines

Personal Lines

(25%)

Standard 
Commercial 

(25%)

FY 2009 Gross Premium Produced of $288 million

Gross Premiums Produced

By Operating Unit

Specialty 
Commercial 

(50%)
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Specialty: E&S Commercial

Personal Lines

(25%)

E&S 
Commercial

(33%)

Standard 
Commercial 

(25%)

General 
Aviation

(8%)

Excess & 
Umbrella

(9%)

Specialty 
Commercial 

(50%)

Product/Market Focus:

V Difficult-to-place business risks

V Primarily commercial auto & 
general liability

V Predominately Texas-based

Agency Relationships:

V 64 active general agent offices in 
TX, LA, OK, AR, & MO

V 651 active retail agent offices in 
TX & OR

Growth Opportunities:

V Expand into new geographic 
areas with new & existing agents

V Expand into new E&S product 
lines

Gross Premiums Produced

By Operating Unit

FY 2009 Gross Premium Produced of $288 million


