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Item 1.01 Entry into a Material Definitive Agreement
The information provided in Item 2.03 is incorporated herein by this

reference.

Item 2.03 Creation of a Direct Financial Obligation or an Obligation
Under an Off-Balance Sheet Arrangement of a Registrant

On June 29, 2005, Hallmark Financial Services, Inc. (the "Company")
entered into a new Credit Agreement with The Frost National Bank (the
"Lender"). The Credit Agreement provides for a $2.0 million revolving

credit facility, a $3.5 million term loan facility and a $7.5 million letter
of credit facility, in each case subject to a maximum aggregate extension of
credit under the Credit Agreement of $7.5 million. The Credit Agreement
terminates on June 29, 2007, subject to earlier termination by the Company
at its discretion or by the Lender following an event of default.

Subject to certain conditions, the Company may borrow, repay and
reborrow under the revolving credit facility. The principal amount of all
borrowing under the revolving credit facility is due upon termination of the
Credit Agreement. Term loans require the approval of the Lender and may not
be repaid and reborrowed. The principal of all term loans is payable 1in
quarterly installments equal to 5% of the original principal amount, with
the remaining unpaid balance due on the fifth anniversary of the making of
the term loan. Indebtedness from time to time outstanding under the
revolving credit facility and any term loans generally bears interest at the
three-month Eurodollar rate plus an applicable margin. The margin 1is
initially 2.75% and subsequently ranges from 2.25% to 2.75% depending on the
consolidated net worth of the Company as of the last day of any fiscal
quarter and the consolidated net income of the Company for the last four
fiscal quarters.

Subject to certain conditions, the Lender will issue standby letters of

credit in favor of the Company or its insurance subsidiaries upon
application of the Company. Such letters of credit will generally expire
within one vyear. However, 1in certain cases pertaining to reinsurance

agreements of the Company's insurance subsidiaries, letters of credit may be
automatically renewed for up to five years if not expressly terminated by
the Lender. The Company must reimburse the Lender for all amounts drawn by
any beneficiary under a letter of credit within one business day following
notice from the Lender. A fee is payable with respect to all letters of
credit at a specified rate per annum times the face amount of all
outstanding letters of credit. The 1letter of credit fee rate is initially
1.50% and subsequently ranges from 1.00% to 1.50% depending on the
consolidated net worth of the Company as of the last day of any fiscal
quarter and the consolidated net income of the Company for the last four
fiscal quarters.

The obligations of the Company under the Credit Agreement are secured
by a security interest in the capital stock of all of the subsidiaries of
the Company, guaranties of all of the subsidiaries of the Company and
substantially all of the assets of the Company and all of its subsidiaries
(subject to applicable insurance laws and regulations).

The Credit Agreement contains various affirmative covenants which,
among other things, require the Company to provide the Lender with certain
financial statements, compliance statements, reports and other information.
The Credit Agreement contains negative covenants which, among other things,
require the Company and its insurance subsidiaries to maintain certain
financial and operating ratios. The Credit Agreement contains additional
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negative covenants which, among other things, restrict the ability of the
Company and its subsidiaries to incur or guarantee additional indebtedness,

create or permit liens on their assets, agree to certain contractual
limitations on intercompany dividends and other transactions, dispose of or
acquire assets, merge or consolidate with any other enterprise, or engage
in new lines of business. If an event of default occurs under the Credit
Agreement, the Lender may terminate all commitments under the credit
facilities and declare all wunpaid principal, interest and other amounts

owing under the credit facilities to be immediately due and payable.

The description of the credit facilities set forth above is qualified
in its entirety by reference to the Credit Agreement filed as an exhibit to
this Current Report on Form 8-K and incorporated herein by this reference.
Item 9.01. Financial Statements and Exhibits.

(c) Exhibits.

Exhibit 4.1 Credit Agreement dated June 29, 2005, between Hallmark
Financial Services, Inc. and The Frost National Bank.
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Pursuant to the requirements of the Securities Exchange Act of 1934,
the Registrant has duly caused this report to be signed on its behalf by the
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HALLMARK FINANCIAL SERVICES, INC.

Date: July 6, 2005 By: /s/ Mark J. Morrison

Mark J. Morrison, Chief Operating Officer



