HALLMARK FINANCIAL SERVICES, INC.
777 Main Street, Suite 1000
Fort Worth, Texas 76102
PROXY STATEMENT
FOR

ANNUAL MEETING OF SHAREHOLDERS

TO BE HELD JUNE 2, 2011

SOLICITATION AND REVOCABILITY OF PROXIES

This Proxy Statement is furnished in connectiothwhe solicitation of proxies by the Board of
Directors (the “Board”) of Hallmark Financial Seres, Inc., a Nevada corporation (the “Company”)heo
voted at the 2011 Annual Meeting of Shareholdédrs {Annual Meeting”) to be held on Thursday, June 2
2011, at the time and place and for the purpoge®ih in the accompanying Notice of Annual Megtiof
Shareholders (the “Notice”), and at any adjournnieateof. When proxies in the accompanying fore ar
properly executed and received, the shares repesséhereby will be voted at the Annual Meeting in
accordance with the directions noted thereon.o lflinection is indicated on the proxy, the shagggesented
thereby will be voted for the election of each lod hominees for director and in the discretionhef proxy
holder on any other matter that may properly coeferie the meeting.

Submitting a proxy will not affect a shareholdeitsht to vote in person at the Annual Meeting. yAn
shareholder who gives a proxy may revoke it attang before it is exercised by delivering writtestine of
revocation to the Company, by substituting a neexyprexecuted on a later date, or by making a writte
request in person at the Annual Meeting that tleypbe returned. However, mere attendance at tirei&l
Meeting will not revoke the proxy.

All expenses of preparing, assembling and matiirig) Proxy Statement and the enclosed materials and
all costs of soliciting proxies will be paid by t@®@mpany. In addition to solicitation by mail, gims may
be solicited by officers and regular employeeshef Company by telephone or in person. Such offiaed
employees who solicit proxies will receive no comgetion for their services other than their regular
salaries. Arrangements will also be made with brage houses and other custodians, nominees and
fiduciaries to forward solicitation materials tcetbeneficial owners of shares they hold, and theag2my
may reimburse them for reasonable out-of-pockeerses they incur in forwarding these materials.

The principal executive offices of the Company lamated at 777 Main Street, Suite 1000, Fort Worth
Texas 76102. The Company's mailing address isdhee as that of its principal executive offices.

This Proxy Statement and the accompanying formprafixy are first being mailed or given to
shareholders on or about May 6, 2011. A copy ef @@mpany's Annual Report to Shareholders for the
fiscal year ended December 31, 2010, is enclosexhiith. Such Annual Report does not constitutera qf
the materials used for the solicitation of proxies.
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PURPOSES OF THE MEETING
At the Annual Meeting, the shareholders of the Gany will consider the following matters:

1. Election of four directors to serve until thexnannual meeting of shareholders or until their
successors are duly elected and qualified;

2. An advisory vote on a resolution approving thempany’s compensation of its named
executive officers (the “Say-On-Pay Resolution”);

3. An advisory vote regarding the frequency of fatadvisory votes on resolutions approving
the Company’'s compensation of its named executifieess (the “Say-On-Frequency
Proposal”); and

4, Such other business as may properly come btfernmeeting or any adjournment thereof.

QUORUM AND VOTING

The record date for the determination of sharedrsléntitled to notice of and to vote at the Annual
Meeting was the close of business on April 15, 2Qhé& “Record Date”). On the Record Date, thereewe
20,124,169 shares of common stock of the Compaawy value $0.18 per share (the “Common Stock”),
issued and outstanding, each of which is entitbedrte vote on all matters to be acted upon at tieuAl
Meeting. There are no cumulative voting righthie presence, in person or by proxy, of holdersnefthird
of the outstanding shares of Common Stock entittedote at the meeting is necessary to constitute a
guorum to transact business. Assuming the presgmaeuorum, directors will be elected by a plilyabf
the votes cast. The Say-On-Frequency Proposabisil be determined by a plurality of the voteg.cafe
affirmative vote of the holders of a majority oktehares of Common Stock actually voted will beuireg
for approval of the Say-On-Pay Resolution and @#léomatters to come before the Annual Meeting.

Abstentions and broker non-votes will be countadlg for purposes of determining whether a quorum
is present at the Annual Meeting. Pursuant tdBylaws of the Company, abstentions and broker rairs/
will not be counted in determining the number ofrgs voted on any matter. Therefore, abstentiods a
broker non-votes will have no effect on the elettiof directors or the approval of any other matter
submitted to a vote of the shareholders at the Ahkigeting.

ELECTION OF DIRECTORS
(Item 1)

At the Annual Meeting, four directors will be efed for a term expiring at the 2012 annual meetihg
the Company's shareholders or when their succeasomlected and qualify. Directors will be elelchy a
plurality of the votes cast at the Annual MeetinGumulative voting is not permitted in the electioh
directors.

The Board has proposed the following slate of me®s for election as directors at the Annual Meetin
None of the nominees was selected on the basisyo$@ecial arrangement or understanding with ahgrot
person. None of the nominees bears any familyioglship to any other nominee or to any executiffieer
of the Company. The Board has determined thatfdats nominees other than Mark E. Schwarz meet the
current independence requirements of The Nasdadf $tarket (“Nasdaq”).
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In the absence of instructions to the contrargreh represented by proxy will be voted for thetala
of each nominee named below. Each nominee haptadceomination and agreed to serve if electecnyf
nominee becomes unable to serve before electianeshepresented by proxy may be voted for thdiehec
of a substitute nominee designated by the Board.

The Board recommends a vote FOR €lection of each nominee below.

Director
Name Age _Since Current Position(s) with the Company
Mark E. Schwarz 50 2001 Director and Executive @han
Scott T. Berlin 41 2001 Director
James H. Graves 62 1995 Director
Jim W. Henderson 64 2009 Director

Mark E. Schwarz was elected Executive Chairman of the Company ugust, 2006. He served as
Chief Executive Officer of the Company from Janya2®03 until August, 2006, and as President from
November, 2003 through March, 2006. Since 1993, Bkthwarz has, through Newcastle Capital
Management, L.P. and Newcastle Capital Group, L,Lg®ntrolled the general partner of Newcastle
Partners, L.P., a private investment firm. From®3Qntil 1999, Mr. Schwarz was also employed as a
securities analyst and portfolio manager for Samdeapital Management, L.L.C. and SCM Advisors,
L.L.C., both of which were private investment magagnt firms associated with the Lamar Hunt family.
Mr. Schwarz presently serves as Chairman of thedsoaf directors of Pizza Inn, Inc., an operatod an
franchisor of pizza restaurants; Bell Industries;.,| a company primarily engaged in providing cotaepu
systems integration services; and Wilhelmina Iragamal, Inc., a model management and talent
representation company. Mr. Schwarz is also ptBsendirector of SL Industries, Inc., a develodr
power systems used in a variety of aerospace, cemmlatacom, industrial, medical, telecom, tranisgion
and utility equipment applications. Within thespéive years, Mr. Schwarz has also served aseztoir of
MedQuist, Inc., a provider of clinical documentativorkflow solutions in support of electronic héalt
records; Nashua Corporation, a manufacturer of ialgcpapers, labels and printing supplies; Vesta
Insurance Group, Inc., a property and casualtyramgre holding company; and WebFinancial Corporagon
banking and specialty finance company. The Boalikves that Mr. Schwarz should serve as a diraaftor
the Company due to his extensive business and tinees expertise, broad director experience and
significant direct and indirect shareholdings ire tGompany. (SeeRrincipal Shareholders and Stock
Ownership of Managemeht.

Scott T. Berlin is a Managing Director and principal of Brown, Gdns, Lang & Company, an
investment banking firm serving middle market comipa. His professional activities are focused fua t
corporate finance and mergers/acquisitions practiéor to joining Brown, Gibbons, Lang & Compaimy
1997, Mr. Berlin was a lending officer in the MiddViarket Group at The Northern Company. The Board
believes that Mr. Berlin should serve as a direadbithe Company due to his general background in
investment banking and his particular experiencadvising public and private companies and thearte
in merger, acquisition and financing transactions.

James H. Graves has served as Managing Director and Partner ofrEi@raves & Associates, LP, a
management consulting firm, since 2002. He has sdésved as an Executive Vice President of Financia
Strategy for DeviceFidelity Inc., a financial sem$ technology company, since 2008. Mr. Graves avas
director, Vice Chairman and Chief Operating OffioéDetwiler, Mitchell & Co., a securities reseaifaim,
from 2002 until 2006. Prior to 2002, he servedhasenior executive in Dean Witter Reynolds Investme
Banking Division and as the Chief Operating Offiagfr J.C. Bradford & Company. Mr. Graves also
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presently serves as a director of Cash Americarat®nal, Inc., a company operating pawn shops and
jewelry stores; and BankCap Partners, LP, a priggtéty fund which he co-founded in 2006. The Bloar
believes Mr. Graves should serve as a directot@ins executive leadership and management experien
several businesses, including large corporatioms tarsinesses within the financial services induystig
over 30 years of experience analyzing financialestents and his experience as a director of batatpr
and public companies, including his service asrafe of the audit committee of another public conypa

Jim W. Henderson became Chairman and Chief Executive Officer of uded Agencies, LLC, a
middle market insurance brokerage firm, in MarcB1®2 Mr. Henderson was previously employed by
Brown & Brown, Inc., a diversified insurance ageranyd wholesale broker, as Vice Chairman and Chief
Operating Officer since 2007, as Executive Viceskient from 1995 to 2007, as Senior Vice Presittent
1993 to 1995, as Senior Vice President of a presdececorporation from 1989 to 1993, and as Chief
Financial Officer of such predecessor from 19833989. He also served as a director of Brown & Brow
from 1993 to 2011. Mr. Henderson is also Chairmfiine Board of Trustees of Embry-Riddle Aeronaaltic
University, and is a member of the boards of dimexbf the School of Business Administration oftSta
University, the Council of Insurance Agents andk&rs, and the Florida Hurricane Catastrophe Furd.
previously served as Co-Chairman of the InsuranceoAnting and Systems Association’s Property &
Casualty Committee, President of the Central Féofithapter of Financial Executives Internationat] ag a
member of the board of directors of United Way aflusia/Flagler Counties and the Ronald McDonald
House. The Board believes that Mr. Henderson sheaftve as a director of the Company due to his
extensive knowledge of and significant executivpegience in the property and casualty insurancesitng,
as well as his prior experience as a director oftear public company..

ADVISORY VOTE ON SAY-ON-PAY RESOLUTION
(Item 2)

As required by Section 14A of the Securities ExgeAct of 1934, as amended (the “Exchange Act”),
and Rule 14a-21 promulgated by the Securities amthdhge Commission (“SEC”) pursuant thereto, at the
Annual Meeting the Board will submit to the shareeos for a non-binding, advisory vote the follogin
Say-On-Pay Resolution:

“RESOLVED, that the shareholders hereby approeectmpensation paid to the Company’s
named executive officers as disclosed pursuantetn #02 of Regulation S-K under the heading
‘EXECUTIVE COMPENSATION’ in the Company's 2011 PrpxStatement, including the
compensation tables and narrative discussion.”

The advisory vote on the Say-On-Pay Resolutiontended to address the overall compensation of the
Company’s named executive officers rather than gmscific element or amount of compensation. This
advisory vote on the Say-On-Pay Resolution is madibg on the Board or the Company. However, the
Compensation Committee will take into account tlesults of the advisory vote on the Say-On-Pay
Resolution when considering future executive corspan arrangements.

The Board recommends a vote FOR approval of the Say-On-Pay Resolution.
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ADVISORY VOTE ON SAY-ON-FREQUENCY PROPOSAL
(Item 3)

As also required by Section 14A of the Exchangeakd Rule 14a-21 promulgated by the SEC, at the
Annual Meeting the Board will submit to the shareleos for a non-binding, advisory vote the follogin
Say-On-Frequency Proposal:

“PROPOSED, that the frequency with which the Comnypshall submit to its shareholders for
an advisory vote a resolution approving the comatms of its named executive officers shall be
either (select one): (i) every year; (ii) everytyears; or (iii) every three years.”

This advisory vote on the Say-On-Frequency Propissabt binding on the Board or the Company.
However, the Board will take into account the resaf the advisory vote on the Say-On-Frequency&sal
when scheduling future advisory votes on resolgtimnapprove the compensation of the Company’s dame
executive officers.

The Board recommends a vote on the Say-On-Frequency Proposal of EVERY YEAR.

OTHER BUSINESS
(Item 4)

The Board knows of no other business to be brobgfdre the Annual Meeting. If, however, any other
business should properly come before the Annualtikigethe persons named in the accompanying proxy
will vote the proxy as they in their discretion madgem appropriate, unless they are directed bypribrey to
do otherwise.

BOARD OF DIRECTORS
L eader ship Structure and Risk Oversight

Mark E. Schwarz serves as the Executive ChairmidineoCompany. In such capacity, he functions as
both the chairman of the Board and an executivieasffwith responsibilities for corporate strateggpital
allocation and management of the Company’s investipertfolio. Mark J. Morrison serves as the Riest
and Chief Executive Officer of the Company but &t a director. The Board believes that this |leslier
structure is appropriate because it permits Mr.wéech to provide Board leadership independent of
operational management, while still providing thentpany the benefit of his business and investment
expertise. As a result, the Board believes tHadiedctors are able to objectively evaluate thenagement
and operations of the Company. The Board alscebedi that, as a result of his significant bendficia
ownership of Common Stock, Mr. Schwarz'’s role asdttive Chairman enhances the focus of the Board on
building shareholder value. (Sé&jncipal Shareholders and Stock Ownership of Mamagni)

The Board is responsible for providing general reight over all of the Company’'s strategies,
operations and affairs, including its managementskf The Board and its standing committees radyl
discuss material risk exposures, the potential anpé such exposures on the Company and the efbbrts
management to mitigate the identified risks. Thenfany has adopted enterprise risk managemeniggolic
based on the Integrated Framework of the Committegponsoring Organizations. Executive management
periodically report on the Company’s risk managetmauiicies and practices to the Board and relevant
standing committees. The Audit Committee reviews @ompany’s major financial risk exposures and a
number of operational, compliance and strategksritncluding steps to monitor and manage thodes.ris
The Nomination and Governance Committee also mmnitee Company’s corporate governance and certain
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compliance risks, while the Compensation Commitieeprimarily responsible for oversight of risks
associated with employee relations and compensati@iegy. The Board believes that its leadership
structure supports the ability of the Board to eifely oversee the risk management policies andegmures

of the Company.

Board Composition

The Board is presently composed of Messrs. Schvandin, Graves and Henderson, as well as George
R. Manser. None of these directors was selectetth®asis of any special arrangement or understgnd
with any other person. None of these directorssany family relationship to any other directortorany
executive officer of the Company. The Board haermeined that all of these directors other than Kviar
Schwarz meet the current Nasdag independence eetgmts. Mr. Manser, age 80, has been a directheof
Company since 1995 but is retiring from the Board @ill not seek re-election at the Annual Meeting.

George R. Manser is Chairman of Concorde Holding Co. and CAH, Iht¢.C, each a private
investment management company. From 1991 to 2003 Manser served as a director of State Auto
Financial Corp., an insurance holding company eedayimarily in the property and casualty insurance
business. Prior to his retirement in 2000, Mr. BEmalso served as Chairman of Uniglobe Travel i(@lap
Cities), Inc., a franchisor of travel agenciesaadirector of CheckFree Corporation, a providefirzdncial
electronic commerce services, software and relateducts; and as an advisory director of J.C. RBrati&

Co. From 1995 to 1999, Mr. Manser served as thmedr of Corporate Finance of Uniglobe Travel USA,
L.L.C., a franchisor of travel agencies, and alsved as a director of Cardinal Health, Inc. andefltimk
Corp. From 1984 to 1994, he also served as atdireand Chairman of North American National
Corporation and various of its insurance subsidgari

Information concerning the business experienchlessrs. Schwarz, Berlin, Graves and Henderson is
provided undeElection of Directors

Board Committees

Standing committees of the Board of the Compauijude the Audit Committee, the Nomination and
Governance Committee, the Compensation Committdettam Stock Option Committee. Scott T. Berlin,
James H. Graves, Jim W. Henderson and George RséManesently serve on the standing committees set
forth below. Mr. Manser is retiring from the Boaadd will not seek re-election at the Annual Megtin
Mark E. Schwarz does not presently serve on anlyesfe standing committees.

Nomination and

Audit Governance Compensation
Committee Committee Committee
Scott T. Berlin X X X
James H. Graves X X X
Jim W. Henderson X X
George R. Manser X

Audit Committee James H. Graves currently serves as chairméameofudit Committee. The Board
has determined that all members of the Audit Cotemisatisfy the current independence and experience
requirements of Nasdaq and the SEC. The Boardalss determined that Mr. Graves satisfies the
requirements for an “audit committee financial eXpender applicable rules of the SEC and has dedéayl
Mr. Graves as its “audit committee financial exgert

The Audit Committee oversees the conduct of timarftial reporting processes of the Company,
including (i) reviewing with management and thesidg auditors the audited financial statementsudexd
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in the Company’'s Annual Report, (ii) reviewing withanagement and the outside auditors the interim
financial results included in the Company’'s qudyteeports filed with the SEC, (iii) discussing Wit
management and the outside auditors the qualityaglequacy of internal controls, and (iv) reviewthg
independence of the outside auditors. (Beljit Committee Repojt A copy of the Amended and Restated
Audit Committee Charter is available for reviewtbe Company’s website at www.hallmarkgrp.coifhe
Audit Committee held eight meetings during 2010.

Nomination and Governance CommitteeScott T. Berlin currently serves as chairman tioé
Nomination and Governance Committee. The Nominaéind Governance Committee is responsible for
advising the Board about the appropriate compwositb the Board and its committees, identifying and
evaluating candidates for Board service, recommmgndirector nominees for election at annual mestiofg
shareholders or for appointment to fill vacanciasd recommending the directors to serve on each
committee of the Board. The Nomination and GoveceaCommittee is also responsible for periodically
reviewing and making recommendations to the Boagarding corporate governance policies and response
to shareholder proposals. A copy of the Nominadod Governance Committee Charter is available for
review on the Company’s website at www.hallmarkgpm During 2010, the Nomination and Governance
Committee met twice.

The Nomination and Governance Committee strivesdemtify and attract director nominees of
personal integrity whose diversity of business lgacknd and experience will represent the interestsl
shareholders. The Nomination and Governance Cdesarlitas not established any policy regarding specif
minimum qualifications that must be met by a dioectominee. However, factors considered in evalgat
potential candidates include educational achievémmanagerial experience, business acumen, financia
sophistication, insurance industry expertise amdtegjic planning and policy-making skills. Deperyli
upon the current needs of the Board, some factans lme weighed more or less heavily than otherfién t
deliberations. The Nomination and Governance Cdtamievaluates the suitability of a potential dioec
nominee on the basis of written information conoegrihe candidate, discussions with persons familith
the background and character of the candidate arsbpal interviews with the candidate.

The Nomination and Governance Committee will cdeiscandidates for nomination to the Board from
any reasonable source, including shareholder re@daiions. The Nomination and Governance
Committee does not evaluate candidates differdrdilsed on the source of the proposal. The Nomimatio
and Governance Committee has not, and has no piasamtion to, use consultants or search firmagsist
in the process of identifying and evaluating dioectandidates.

Shareholders may recommend director candidatesoftsideration by the Nomination and Governance
Committee by writing to its chairman in care of iempany’s headquarters in Fort Worth, Texas, givin
the candidate's name, contact information, biogcapbldata and qualifications. A written statemfeatn the
candidate consenting to be named as a candidatéf ammininated and elected, to serve as a direstiould
accompany any such recommendation. The NominatmohGovernance Committee has not implemented
any formal procedures for consideration of directominees submitted by shareholders of the Company.
The Nomination and Governance Committee has neived any recommendations of nominees for election
to the Board at the 2011 Annual Meeting from anyspe or group beneficially owning more than five
percent of the Common Stock.

Compensation Committee Jim W. Henderson currently serves as chairmanhef Compensation
Committee. The Compensation Committee reviewsuates and recommends to the Board compensation
policies of the Company with respect to directaezecutive officers and senior management. The
Compensation Committee also administers the Conipa205 Long Term Incentive Plan (the “2005
LTIP"). The Compensation Committee does not hawhater. The Compensation Committee met four
times during 2010.
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The Compensation Committee has the authority ppaue the compensation of the directors, executive
officers and senior management of the Company. ddmpensation Committee also has the authority to
grant stock options and other equity awards unaer2005 LTIP. The Compensation Committee does not
delegate any of its authority to any other persdhe Executive Chairman and Chief Executive Offioer
the Company provide recommendations to the Compiens&Committee concerning most of these
compensation decisions. Neither the Company nerGbmpensation Committee currently engages any
consultant to assist in the review of directorxgautive officer compensation.

Attendance at Meetings

The Board held four meetings during 2010. Variowsters were also approved by the unanimous
written consent of the directors during the lastdl year. Each director attended at least 75%hef
aggregate of (i) the total number of meetings efBwoard, and (ii) the total number of meetings hsidll
committees of the Board on which such director egrvThe Company has no formal policy with respect
the attendance of Board members at the Annual kegebut encourages all incumbent directors and all
director nominees to attend each annual meetinghafeholders. All incumbent directors and director
nominees attended the Company's last annual meststgareholders held on May 28, 2010.

Compensation of Directorsin 2010 Fiscal Y ear

The Company’s standard compensation arrangemenedoh non-employee director is currently a
$30,000 annual retainer plus a fee of $1,500 foh &pard meeting attended in person or telephdgiead
a fee of $750 for each committee meeting attendgukison or telephonically. The chairman of thelifu
Committee also receives an additional $7,500 anmaainer. No other cash compensation was pa#hyo
non-employee director during 2010. The Compensgaliommittee also periodically grants stock optitins
the directors of the Company. However, no stockoog were granted to any of the directors of the
Company during 2010.

The following table sets forth information condemthe compensation of the directors of the Corgpan
for the fiscal year ended December 31, 2010.

FeesEarned or All Other
Name Paid in Cash (%) Option Awards ($) Compensation ($) Total ($)
Mark E. Schwarz 195,080 -2 10,914 205,914
Scott T. Berlin 45,000 2 45,000
James H. Graves 51,750 -2 51,750
Jim W. Henderson 45,000 -2 45,000
George R. Manser 36,750 -2 36,750

! Represents compensation received as an execifiver @f the Company. “All Other Compensationpresents the employee
portion of medical coverage paid by the Company thikdCompany’s matching contributions to employe#&(K) account. In
2010 and 2009, the Company matched $0.33 for ealthr df employee contribution to the 401(k) plam to 6% of annual
salary, which becomes fully vested after three ye@eligible employment.

2 As of December 31, 2010, options to purchase 519,46,667, 30,000, 15,000 and 30,000 shares ofn@pmStock were
outstanding to Messrs. Schwarz, Berlin, Graves,ddeson and Manser, respectively.

Shar eholder Communications

The Board believes that, in light of the accefisjbof its directors to informal communications, a
formal process for shareholders to communicate vditectors is unnecessary. Any shareholder
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communication sent to the Board, either generaliy @are of the Executive Chairman, will be forded to
members of the Board without screening. Any shalder communication to the Board should be addresse
in care of the Executive Chairman and transmittetheé Company's headquarters in Fort Worth, TexXas.
order to assure proper handling, the transmittalelpe should include a notation indicating “Board
Communication” or “Director Communication.” All shiccorrespondence should identify the author as a
shareholder and clearly state whether the intenel@gients are all members of the Board or onlycHjesl
directors. The Executive Chairman will circulatiesaich correspondence to the appropriate directors

EXECUTIVE OFFICERS

The following persons are currently the executffecers of the Company:

Name Age Position(s) with the Company

Mark E. Schwarz 50 Executive Chairman and Director

Mark J. Morrison 51 President and Chief Executivio®r

Kevin T. Kasitz 48 Executive Vice President for Guoarcial Lines and Chief
Operating Officer

Brookland F. Davis 47 Executive Vice PresidentRersonal Lines

Jeffrey R. Passmore 43 Senior Vice President amef @lacounting Officer

No executive officer bears any family relationstopany other executive officer or to any direcbor
nominee for director of the Company. No directaminee for director or executive officer of thengmany
has been involved in any legal proceedings thatidvibe material to an evaluation of the managemétiieo
Company. Information concerning the business éapee of Mark E. Schwarz is provided undigection
of Directors

Mark J. Morrison was named President of the Company in April, 28066 became Chief Executive
Officer in August, 2006. He joined the CompanyMarch, 2004, as Executive Vice President and Chief
Financial Officer and was appointed to the addalgrosition of Chief Operating Officer in April, 26. Mr.
Morrison has been employed in the property andaigsinsurance industry since 1993. Prior to jognthe
Company, he had since 2001 served as Presidentssbciates Insurance Group, a subsidiary of The
Travelers Companies, Inc. From 1996 through 288Gserved as Senior Vice President and Chief Fialanc
Officer of Associates Insurance Group, the insueativision of Associates First Capital Corporatiderom
1995 to 1996, Mr. Morrison served as Vice Presidart Controller of American Eagle Insurance Group,
and from 1993 to 1995 was Director of Corporatedrtting for Republic Insurance Group. From 1991 to
1993, he served as Director of Strategic Plannimdy Analysis at Anthem, Inc. Mr. Morrison began his
career as a public accountant with Ernst & YourlgR lfrom 1982 to 1991, where he completed his teaare
a Senior Manager.

Kevin T. Kasitz was named an Executive Vice President of the Cogneéfective April, 2006, and
became Chief Operating Officer in December, 206& has also served as the President of the Standard
Commercial business unit, a functional division tbe Company handling standard lines commercial
insurance, since April, 2003. Prior to joining @empany, Mr. Kasitz had since 1991 been employed b
Benfield Blanch Inc., a reinsurance intermediarfieve he served as a Senior Vice President in tgrén
Services division (2000 to 2003) and AlternativetBbution division (1999 to 2000), a Vice Presidenthe
Alternative Distribution division (1994 to 1999)cha Manager in the Wholesale Insurance Servicesiaiiv
(1991 to 1994). From 1989 to 1991, he was a patdimes underwriter for Continental Insurance Camyp
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and from 1986 to 1989 was an internal auditor fatidhal County Mutual Insurance Company, a regional
non-standard automobile insurer.

Brookland F. Davis was named an Executive Vice President of the CasnpaDecember, 2006, and
has also served as the President of the Persomes lhusiness unit, a functional division of the @any
handling personal insurance, since January, 2@ce 2001, Mr. Davis had previously been empldygd
Bankers Insurance Group, Inc., a property/casaailtylife insurance group of companies, where hateg
the Chief Accounting Officer and was ultimately prated to President of their Texas managing general
agency and head of their nationwide non-standarsopal automobile operations. From 1998 to 20@0, h
served as Executive Vice President and Chief Fiahi@fficer of Paragon Insurance Holdings, LLC, a
multi-state personal lines managing general ageoffgring non-standard personal automobile and
homeowners insurance, which Mr. Davis co-foundBdiring 1997, Mr. Davis was a Senior Manager with
KPMG Peat Marwick focusing on the financial sergigeactice area. From 1993 to 1997, he servedaas V
President and Treasurer of Midland Financial Grdnp,, a multi-state property/casualty insurancengany
focused on non-standard automobile insurance. Ddvis began his professional career in 1986 inipubl
accounting, first with Coopers & Lybrand and lateth KPMG Peat Marwick, where he ended his tenaore i
1992 as a Supervising Senior Tax Specialist. Mwi®is a certified public accountant licensed @xds and
Tennessee.

Jeffrey R. Passmore has served as Senior Vice President and Chief uktoay Officer of the
Company since June, 2003, and previously serveWiees President of Business Development for the
Company. Prior to joining the Company in Novemt2802, Mr. Passmore had since 2000 served as Vice
President and Controller of Benfield Blanch, Inmdaits predecessor E.W. Blanch Holdings, Inc., a
reinsurance intermediary. From 1998 to 1999, heeseE.W. Blanch Holdings, Inc. as Assistant Vice
President of Financial Reporting. From 1994 to8,9% was a senior financial analyst with TIG Hod,

Inc., a property/casualty insurance holding compaMr. Passmore began his career as an accoum@ant f
Gulf Insurance Group from 1990 to 1993. Mr. Pagen®a certified public accountant licensed ind®x

EXECUTIVE COMPENSATION
Summary Compensation Table
The following table sets forth information condaemthe compensation of the Chief Executive Officer

and the next two most highly compensated execuiifieers of the Company (the “Named Executive
Officers”) for the fiscal years ended DecemberZ11,0 and 2009.

Name and Current Option All Other
Principal Position Year Salary ($) Bonus($)' Awards($)> Compensation ($)° Total ($)
Mark J. Morrison 2010 385,000 11,458 396,458
President 2009 365,000 140,000 228,000 11,174 744,174
Chief Executive Officer
Kevin T. Kasitz 2010 255,000 14,841 269,841
Executive Vice President 2009 245,000 80,000 167,200 14,568 506,768
Chief Operating Officer
Brookland F. Davis 2010 260,000 17,442 277,442
Executive Vice President 2009 235,000 115,000 167,200 17,091 534,291

Bonuses earned for each fiscal year were awardétkifollowing fiscal year. Of the total bonusamt, 75% was paid when
awarded and the remaining 25% is payable in twalegnnual installments of cash, without interest tloe first and second
anniversaries of the initial payment. Receiptlod teferred payments is conditioned upon contireragloyment with the
Company.
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2

Reflects the fair value of each stock option eated on the date of grant using the Black-Schop®m pricing model.

Assumptions used in calculating this amount arkuged in Note 13 to the Company’s audited finanstatements included in
its Annual Report on Form 10-K for the year endet&mber 31, 2010. Information concerning matéeiahs of stock option
grants is provided undé&xecutive Compensation — Outstanding Equity Awat@®910 Fiscal Year-End

Represents the employee portion of medical coeemajd by the Company and the Company’s matchingriboitions to
employee 401(k) accounts. In 2010 and 2009, thegaoy matched $0.33 for each dollar of employedritnrion to the
401(k) plan up to 6% of annual salary, which becafodly vested after three years of eligible emphepnt.

Outstanding Equity Awards at 2010 Fiscal Year-End

The following table sets forth information conaem all equity awards to the Named Executive

Officers which were outstanding as of December2B1,0, consisting solely of unexercised stock oftion
granted under the 1994 Employee Plan or the 200B.LT

Number of Securities
Underlying Unexer cised Options

Option Exercise Option
Name Exer cisable (#) Unexer cisable (#) Price () Expiration Date
Mark J. Morrison 16,667 7.14 05/27/2015
20,833 11.34 05/25/2016
60,000 40,00(3 12.52 05/24/2017
15,000 35,00(3 11.46 05/22/2018
10,714 64,286 6.61 04/01/2019
Kevin T. Kasitz 16,667 7.14 05/27/2015
16,667 11.34 05/25/2016
45,000 30,006 12.52 05/24/2017
11,250 26,256 11.46 05/22/2018
7,857 47,1452 6.61 04/01/2019
Brookland F. Davis 16,667 7.14 05/27/2015
16,667 11.34 05/25/2016
45,000 30,006 12.52 05/24/2017
11,250 26,250 11.46 05/22/2018
7,857 47,143 6.61 04/01/2019

Unexercisable options expiring May 24, 2017, wesMay 24, 2011. Unexercisable options expiringyMa, 2018, vest as to
15,000 and 20,000 shares on May 22, 2011 and 284gectively. Unexercisable options expiring Afril2019, vest in seven
equal annual installments commencing April 1, 2010.

Unexercisable options expiring May 24, 2017, wesMay 24, 2011. Unexercisable options expiringyMa, 2018, vest as to
11,250 and 15,000 shares on May 22, 2011 and 284gectively. Unexercisable options expiring Afril2019, vest in seven
equal annual installments commencing April 1, 2010.
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Equity Compensation Plan Information

The following table sets forth information reganglishares of the Common Stock authorized for
issuance under the Company’s equity compensatarss of December 31, 2010.

Number of securities
remaining available for

Number of securitiesto Weighted-average futureissuance under
be issued upon exercise exercise price of equity compensation
of outstanding options, outstanding options, plans [excluding securities
Plan Category warrantsand rights warrantsand rights reflected in column (a)]
@) (b) ©
Equity compensation plans
approved by security holdérs 1,627,500 $9.66 392,501
Equity compensation plans not
approved by security holders -
Total 1,627,500 $9.66 392,501

! Includes shares of Common Stock authorized faraisse under the 2005 LTIP, as well as shares ofn@pmStock issuable

upon exercise of options outstanding under the 1B®#4-Employee Director Stock Option Plan, whichnterated in
accordance with its terms in 2004.

CERTAIN RELATIONSHIPS AND TRANSACTIONS
Certain Relationships

The Executive Chairman of the Company, Mark E.v&al, is the managing member of Newcastle
Capital Group, L.L.C. (“NCG"), which entity is tleole general partner of Newcastle Capital Managémen
L.P. ("NCM"), which entity is the sole general pzet of Newcastle Partners, L.P., Newcastle Special
Opportunity Fund I, L.P., Newcastle Special OppaitiuFund 1, L.P. and Newcastle Focus Fund II, L.P
(collectively, the “Newcastle Funds”). In additiddr. Schwarz and NCG are the sole shareholdeBSa
Services, Inc., which in turn is the sole sharedolof Detroit Stoker Company (“Detroit Stoker”). sA
result of these relationships, Mr. Schwarz has swnlestment and voting control over the sharesah@on
Stock beneficially owned by NCM, the Newcastle Faraahd Detroit Stoker, which collectively are the
largest holders of the Common Stock. (S&#cipal Shareholders and Stock Ownership of Mamagni)

Also as a result of these relationships, the Caomypdir. Schwarz, NCG, NCM and the Newcastle
Funds may be deemed a “group” for purposes of &edB(d)(3) of the Securities Exchange Act of 1934
with respect to their respective investments irz&ilnn, Inc., an operator and franchisor of pizsaurants
in which Mr. Schwarz serves as Chairman of the db@drdirectors. During 2010 and 2009, the Company
purchased an aggregate of 647,284 shares of theaorstock of Pizza Inn in the open market at ameayee
price of $1.31 per share. As of April 15, 2011e tBompany held approximately 12.9% of the total
outstanding shares of the common stock of Pizza he Company has no other financial transactions,
arrangements or relationships with Pizza Inn.

Jeffrey L. Heath, who previously served as Pregidé the Company’s Excess & Umbrella business
unit, was the seller from whom the Company acquitedmajority interests in the subsidiaries now
comprising the Excess & Umbrella business unit. th time of this transaction, there was no mdteria
relationship between Mr. Heath and the Company.
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Acquisition of Excess & Umbrella Business Unit

In August, 2008, the Company acquired from JeflceyHeath 80% of the issued and outstanding
membership interests in Heath XS, LLC and Hard$teaData Solutions, LLC, each a New Jersey limited
liability company (collectively, the “Heath Groupjor aggregate cash consideration of $15.0 millidn
connection with the acquisition, the Company exetian Amended and Restated Operating Agreement for
each of Heath XS, LLC and Hardscrabble Data SalgfibLC (collectively, the “Operating AgreementsThe
Operating Agreements provide for management ofHbath Group by three managers, two of whom are
appointed by the Company and one of whom is apgiby Heath Holdings, LLC (“Heath Holdings”), which
is controlled by Mr. Heath. Although most mattensy be approved by a majority of the managers, the
Operating Agreements specify certain matters riaguitnanimous approval of the managers. The Qpgrat
Agreements also grant certain preemptive rightsyige for allocation of profits and losses andriistions of
available cash, restrict transfers of membersligrests and specify certain “co-sale” and “dragrgllaights.

In addition, the Operating Agreements grant toGlaepany the right to purchase the remaining 20%
membership interests in the Heath Group and gmakteiath Holdings the right to require the Compamy t
purchase such remaining membership interests (fhe/Call Option”). The Put/Call Option becomes
exercisable by either the Company or Heath Holdinqgs the earlier of August 29, 2012, the termamatf the
employment of Mr. Heath by the Heath Group or angkeof control of the Company. If the Put/Call iOptis
exercised, the Company would have the right oigabbn to purchase the remaining 20% memberslepesis
in the Heath Group for an amount equal to ninedithe average Pre-Tax Income (as defined in theabpg
Agreements) for the previous 12 fiscal quarters.

CODE OF ETHICS

The Board has adopted a Code of Ethics applicabldl of the Company’s employees, officers and
directors. The Code of Ethics covers compliancd Véw; fair and honest dealings with the Compatsy,
competitors and others; full, fair and accurateldsure to the public; and procedures for compkawdh
the Code of Ethics. This Code of Ethics is postedhe Company’s website at www.hallmarkgrp.com

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

The Company's executive officers, directors antefieial owners of more than 10% of the Company's
Common Stock are required to file reports of owhgrsaand changes in ownership of the Common Stock
with the SEC. Based solely upon information preddo the Company by individual directors, exeauitiv
officers and beneficial owners, the Company bebethat all such reports were timely filed duringl avith
respect to the fiscal year ended December 31, 20dd&pt that (i) Mr. Manser was late filing one 1o
reporting the exercise of director stock optiors] &i) Detroit Stoker was late filing one Form dporting
one purchase of Common Stock.

PRINCIPAL SHAREHOLDERSAND STOCK OWNERSHIP OF MANAGEMENT

The following table and the notes thereto sethfarertain information regarding the beneficial
ownership of the Common Stock as of the Record Bwi@) the Named Executive Officers, (ii) eachremt
director and nominee for director of the Compairii), &ll current executive officers and currentetitors of
the Company as a group; and (iv) each other péisown to the Company to own beneficially more than
five percent of the presently outstanding Commoockst Except as otherwise indicated, (a) the person
identified in the table have sole voting and dispges power with respect to the shares shown asgfizally
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owned by them, (b) the mailing address for all pessis the same as that of the Company, and (c) the
current directors and executive officers have hedged any of such shares as security.

No. of Shares Percent of Class
Shareholder Beneficially Owned Beneficially Owned
Mark E. Schwarz 7,835,887 38.8
Mark J. MorrisoR 263,929 1.3
Kevin T. KasitZ 172,974 *
Brookland F. Davi$ 228,959 1.1
Scott T. Berlif 40,000 *
James H. Gravés 44,659 *
Jim W. Hendersoh 38,000 *
George R. Mansér 85,164 *
All executive officers and current directors, as a
group (9 person$) 8,801,238 42.2
Newcastle Partners, L. 3,539,075 17.6
Newcastle Special Opportunity Fund I, L'P. 1,643,965 8.2
Newcastle Special Opportunity Fund I1, L'®. 1,630,865 8.1
Bares Capital Management, IAt. 1,925,312 9.6
Dimensional Fund Advisors L'P 1,327,870 6.6

*  Represents less than 1%.

! Includes 72,143 shares which may be acquired bySdhwarz pursuant to stock options exercisablerasithin 60 days after
the Record Date, 6,851,185 shares owned by the &&tlecFunds and 856,533 shares owned by Detroke6to (See
Transactions with Related Persons — Certain Refatigpsand Notes 9 and 10, below.)

2 Includes 188,929 shares which may be acquiredupntsio stock options exercisable on or within G9<dafter the Record
Date.

3 Includes 146,548 shares which may be acquiredupntsto stock options exercisable on or within @§sdafter the Record
Date.

4 Includes 146,548 shares which may be acquiredipntgo stock options exercisable on or within 89dafter the Record Date
and 2,372 shares held by Mr. Davis' spouse, oveahnghares Mr. Davis shares voting and disposimeer.

® Includes 30,000 shares which may be acquired potso stock options exercisable on or within 6@sdafter the Record Date.
® Includes 30,000 shares which may be acquired potso stock options exercisable on or within 6@sdafter the Record Date.
" Includes 15,000 shares which may be acquired potso stock options exercisable on or within 6@sdafter the Record Date.

8 Includes 30,000 shares which may be acquired pntgo stock options exercisable on or within 6¢sdafter the Record Date
and 4,013 shares held by Mr. Manser's spouse vavieh shares Mr. Manser shares voting and dispesitower.

9 Includes 750,834 shares which may be acquiredupntsto stock options exercisable on or within @§sdafter the Record
Date.

10" Does not include shares beneficially owned by MErkSchwarz, Detroit Stoker or the other Newca$imds. (See
Transactions with Related Persons — Certain Rafatips)

11 per Schedule 13G/A filed April 8, 2011, include80b,767 shares over which Bares Capital Managenantshares voting
and dispositive power. The address of Bares Caditalagement, Inc. is 221 W treet, Suite 1225, Austin, Texas 78701.

2 per Schedule 13G/A filed February 11, 2011, inetud7,335 shares over which Dimensional Fund Adyik® has no voting
power. The address of Dimensional Fund Advisordd Palisades West, Building One, 6300 Bee CavalRAastin, Texas
78746.
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AUDIT COMMITTEE REPORT

The Audit Committee is composed of three indepahdé&ectors and operates under a written charter
adopted by the Board in accordance with applicallles of the SEC and Nasdaq. A copy of the Amended
and Restated Audit Committee Charter is postedherCompany’s website at www.hallmarkgrp.com

The primary purpose of the Audit Committee is ssist the Board in fulfilling its responsibility to
oversee management’s conduct of the Company’s diahreporting process. In discharging its oversig
role, the Audit Committee is empowered to invesggany matter brought to its attention with fultass to
all books, records, facilities and personnel of @@mpany and is authorized to retain outside cdunse
auditors or other experts for this purpose. Subjgany action that may be taken by the full Boadhd
Audit Committee also has the authority and resqmlityi to select, evaluate and, where appropriegplace
the Company’s independent registered public acemisit

The Company’s management is responsible for pirggpaine Company’s financial statements and the
independent registered public accountants are nsgge for auditing those financial statementse Tdle of
the Audit Committee is to monitor and oversee thprseesses.

In this context, the Audit Committee has revieveed discussed the consolidated financial statements
with both management and the independent registputic accountants. The Audit Committee also
discussed with the independent registered publaowtants the matters required to be discussed by
Statement on Auditing Standards No. 61 (Commurdoatvith Audit Committees). The Audit Committee
received from the independent registered publio@actants the written disclosures required by applie
requirements of the Public Company Accounting OgétsBoard regarding the independent registered
public accountants’ communications with the Audin@nittee concerning independence, and the Audit
Committee discussed with the independent registenbtic accountants their independence.

Based on the Audit Committee's review and disomssiwith management and the independent
registered public accountants, the Audit Commiteeommended to the Board that the audited financial
statements be included in the Company's Annual RepoForm 10-K filed with the SEC for the year edd
December 31, 2010.

Respectfully submitted by the Audit Committee:

James H. Graves (chairman)
Scott T. Berlin
Jim W. Henderson

INDEPENDENT REGISTERED PUBLIC ACCOUNTANTS

KPMG LLP (“*KPMG") reported on the Company's coridated financial statements for the fiscal years
ended December 31, 2008 and 2009. The CompanyisdisthKPMG on April 5, 2010, and on April 6,
2010, retained Ernst & Young LLP (“E&Y”) as the mgkndent registered public accounting firm to audit
the consolidated financial statements of the Comdan the 2010 fiscal year. The decision to change
auditors was approved by the Audit Committee. PFoelit Committee has again selected E&Y as the
independent registered public accounting firm tditathe consolidated financial statements of thenGany
for the 2011 fiscal year. Representatives of E&¥ expected to be present at the Annual Meetinghawve
the opportunity to make a statement if they sordeand are expected to be available to respond to
appropriate questions from shareholders.
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KPMG's reports on the Company’s financial statetsexs of and for the fiscal years ended December
31, 2008 and 2009, did not contain an adverse apiar disclaimer of opinion, and were not qualifed
modified as to uncertainty, audit scope or accowgnfprinciples. During the two fiscal years ended
December 31, 2009 and the subsequent interim pereceding the dismissal of KPMG, (i) there was no
disagreement with KPMG on any matter of accounpingciples or practices, financial statement disule,
or auditing scope or procedure which disagreenientt resolved to the satisfaction of KPMG, wotlave
caused KPMG to make reference to the subject mattdre disagreement in connection with their répor
(if) there were no “reportable events” within theaning of Iltem 304(a)(1)(v) of Regulation S-K, &ni
the Company did not consult with E&Y regarding eitlthe application of accounting principles to a
specified transaction, either completed or proppsethe type of audit opinion that might be remdeon the
Company’s financial statements. A copy of a lettem KPMG to the SEC concurring with the foregoing
statements is attached as Exhibit 16.1 to the Coyp&orm 8-K filed on April 8, 2010.

The following table presents fees for professiaaal/ices rendered by E&Y and KPMG for the audit of
the Company’s consolidated financial statementsHerfiscal years ended December 31, 2010 and 2009,
respectively, as well as fees billed for other m®mwrendered by the principal accountant duriraip geeriod.

Fiscal 2010 Fiscal 2009
Audit Feed $746,593 $853,006
Audit-Related Feés $ 14,679 $ 4,000

Tax Fees

All Other Fees

Reflects fees for services attributable to thecatdd fiscal year, a portion of which fees weri pia the subsequent fiscal year.

Audit-related fees in fiscal 2010 pertained priityaio services in connection with the acquisitiohHallmark County Mutual
Insurance Company and the response to an SEC cantettan. Audit-related fees in fiscal 2009 pamad to services in
connection with the Company’s filing of a regisivatstatement on Form S-8.

The Audit Committee has pre-approved the reterdfda&Y to perform audit and non-audit services in
an amount up to $5,000, provided that (i) the chair of the Audit Committee is notified of each such
retention within 48 hours, and (ii) the annual aggte of such pre-approved services does not exceed
$15,000. The current policy of the Audit Commitiedo review and approve all other proposed aalit
non-audit services prior to the engagement of ieddpnt registered public accountants to perforni suc
services. Review and approval of such servicesrgély occur at the Audit Committee's regularly
scheduled quarterly meetings. In situations wilitdgeimpractical to wait until the next regulagheduled
quarterly meeting, the Audit Committee has delegy&dats chairman the authority to approve audd aan-
audit services. Any audit or non-audit servicepraped pursuant to such delegation of authoritytrves
reported to the full Audit Committee at its nexgukarly scheduled meeting. During fiscal 2010 a@8< all
pre-approved audit and non-audit services perforimede&Y were in accordance with the policies and
procedures established by the Audit Committee dinoktlzer audit and non-audit services performedhsy
Company’s independent registered public accountaete approved in advance by the Audit Committee.
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SHAREHOLDER PROPOSALSFOR 2012 ANNUAL MEETING

Any shareholder desiring to submit a proposalifictusion in the proxy material relating to the 201
annual meeting of shareholders must do so in witiThe proposal must be received at the Company's
principal executive offices by January 6, 2012. abidition, with respect to any matter proposed by a
shareholder at the 2012 annual meeting but natdiecl in the Company's proxy materials, the proxgérs
designated by the Company may exercise discrefionating authority if appropriate notice of the
shareholder proposal is not received by the Compaitg principal executive office by March 22, 201

By Order of the Board of Directors,
/s/ CECIL R. WISE
Cecil R. Wise, Secretary

May 6, 2011
Fort Worth, Texas
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