
 



HALLMARK FINANCIAL SERVICES

FINANCIAL HIGHLIGHTS

For the Years Ended December 31,
(Dollars in thousands, except per share amounts) 2005 2004 2003 2002 2001

OPERATING RESULTS

Gross premiums produced $118,066 $119,305 $124,264 $51,643 $49,614
Net premiums earned $ 59,184 $ 32,445 $ 41,975 $20,213 $16,376
Operating income (loss)* $ 13,468 $   8,602 $      686 $     36 $ (1,674)
Net income (loss) $   9,186 $   5,849 $   8,745 $ (1,671) $ (1,130)
Weighted average shares outstanding – diluted 72,626 42,781 29,559 20,329 20,251

PER SHARE

Net income (loss) – diluted $ 0.13 $ 0.14 $ 0.30 $ (0.08) $  (0.06)
Book value $ 0.98 $ 0.90 $ 0.75 $ 0.77 $ 0.94

SELECTED BALANCE SHEET ITEMS

Total investments $ 95,044 $ 32,121 $ 29,855 $16,728 $16,223
Total assets $208,906 $ 82,511 $ 83,853 $83,761 $73,605
Unpaid loss and loss adjustment expenses $ 26,321 $ 19,648 $ 28,456 $17,667 $20,089
Unearned premiums $ 36,027 $   6,192 $   5,862 $15,957 $16,793
Total liabilities $123,718 $ 49,855 $ 56,456 $75,226 $63,237
Total stockholders’ equity $ 85,188 $ 32,656 $ 27,397 $ 8,535 $10,368
Return on beginning equity 

(excluding extraordinary gains) 28.1% 21.3% 7.7% -16.1% -9.8%

STATUTORY RATIOS

Loss ratio 60.3% 60.4% 72.5% 76.8% 98.6%
Expense ratio 32.8% 28.3% 28.6% 19.5% 16.7%
Combined ratio 93.1% 88.7% 101.1% 96.3% 115.3%
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COMPARISON OF 5-YEAR CUMULATIVE TOTAL RETURN
$100 invested on 12/31/00 in stock or index-including 

reinvestment of dividends. Fiscal year ending December 31.
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LOSS, EXPENSE AND COMBINED RATIO
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*Operating income (loss) is income (loss) before income tax, cumulative effect of change in accounting principle and extraordinary gains.



HALLMARK FINANCIAL SERVICES

TO OUR SHAREHOLDERS

Fiscal 2005 proved to be another year of milestones for Hallmark. Profitability reached a record high of $13.5 million in 

pre-tax operating income, a 57% increase over last year and the fourth consecutive improvement in year-over-year results. 

This result again reflects improved contributions from both our Commercial and Personal Insurance Operations, as well 

as increased investment income.

In our Commercial Insurance Operation pre-tax operating income more than doubled over 2004 results. In-force policy

counts increased 4.4% and average premium per policy increased 4.9%. Retention rates on renewals remained very strong

and operating expenses and loss results remained steady. During the year, we also successfully completed a major strategic

objective of our Commercial Insurance Operation. Beginning in the third quarter, this Operation began retaining the

premiums it produces through American Hallmark Insurance Company. This objective was accomplished through the

completion of a $45 million common stock rights offering and the issuance of $30 million of trust preferred securities. 

The funds raised were contributed to our insurance subsidiaries and resulted in upgrades to the A.M. Best ratings of these

entities, with American Hallmark Insurance Company receiving an “A-” and Phoenix Indemnity Insurance Company

receiving a “B+”.

In our Personal Insurance Operation, pre-tax operating profit increased 44% over 2004 results. In a very competitive

marketplace our focus remained on maintaining underwriting discipline and controlling expenses. This Operation produced 

a combined ratio of 86%, the best underwriting performance in our Company’s history. On the operational front, solid 

core business has been maintained and the foundation for future growth has begun with branding initiatives, development

of new products and expanding our licenses into new states.

During 2005, we also announced definitive agreements to acquire two separate insurance operations that will further increase

the scope of our Company’s operations. The first announced acquisition was Texas General Agency, Inc. (“TGA”) and 

certain wholly-owned affiliates including Gulf States Insurance Company. TGA is a managing general agency involved in the

marketing and servicing of property and casualty insurance products, with a particular emphasis on commercial automobile

and general liability risks. The second announced acquisition was Aerospace Holdings, LLC (“Aerospace”) and various

wholly-owned subsidiaries, including Aerospace Insurance Managers, Inc., that market and service general aviation property

and casualty insurance products. Aerospace is one of the premier underwriters in this market and ranks among the top 10

largest producers of general aviation insurance in the United States.

While each of the transactions is very different from one another, they share the common characteristics of being established

businesses that possess specialized underwriting expertise and have long-standing records of consistent profitability. In 

both cases, Hallmark is providing succession solutions for family-owned businesses, but current management will remain 

in place and continue to run the operations. Each transaction also possesses the same compelling business proposition 

for Hallmark. Hallmark will enhance the utilization of its existing capital and “A-” rating to support the retention of these

books of business, recapturing substantial profits that are currently shared with third parties. We warmly welcome the owners

and employees of these businesses to the Hallmark family of companies and look forward to sharing in their future success.

Mark E. Schwarz
Chairman and Chief Executive Officer

April 7, 2006



































































































































































 



CORPORATE INFORMATION

BOARD OF DIRECTORS

Mark E. Schwarz
Chairman of the Board & CEO

Scott T. Berlin
Director, Brown, Gibbons, Lang & Company

James H. Graves
Partner, Erwin, Graves & Associates, LP

George R. Manser
Chairman, Concorde Holding Co. 

MANAGEMENT TEAM

Mark E. Schwarz
Chairman of the Board & CEO

Mark J. Morrison
President, Chief Operating Officer & 
Chief Financial Officer

Kevin T. Kasitz
Executive Vice President & President of Commercial
Insurance Operation

Brookland F. Davis
President of Personal Insurance Operation

Jeffrey R. Passmore
Senior Vice President & Chief Accounting Officer

Richard N. Gibson, FCAS, MAAA
Chief Actuary

Gregory P. Birdsall
Chief Information Officer

CORPORATE HEADQUARTERS

Hallmark Financial Services, Inc.
777 Main Street
Suite 1000
Ft. Worth, Texas 76102
(817) 348-1600
www.hallmarkgrp.com

INDEPENDENT PUBLIC REGISTERED ACCOUNTANTS

KPMG LLP
717 North Harwood Street
Suite 3100
Dallas, Texas 75201

STOCK SYMBOL

Hallmark Financial Services, Inc. common stock is listed on
the American Stock Exchange under the symbol “HAF”.

TRANSFER AGENT

Securities Transfer Corporation
2591 Dallas Parkway
Suite 102
Frisco, Texas 75034
(469) 633-0101

LEGAL COUNSEL

McGuire, Craddock & Strother
Dallas, Texas

STOCKHOLDER MEETING

The annual meeting of stockholders will be held at 
9:00 a.m. CDT on May 25, 2006 at 777 Main Street, 
11th floor, Ft. Worth, Texas.






