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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q
(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2010
or

[  ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from                                       to

Commission File Number:  0-24960

COVENANT TRANSPORTATION GROUP, INC.
(Exact name of registrant as specified in its charter)

Nevada 88-0320154
(State or other jurisdiction of

incorporation
(I.R.S. Employer Identification

No.)
or organization)

400 Birmingham Hwy.
Chattanooga, TN 37419

(Address of principal executive
offices)

(Zip Code)

423-821-1212
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes [X] No [   ]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).
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Yes [   ] No [   ]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company.  See the definitions of "large accelerated filer," "accelerated filer," and "smaller
reporting company" in Rule 12b-2 of the Exchange Act.

   Large accelerated filer [   ] Accelerated filer [   ]
   Non-accelerated filer   [X] (Do not check if a smaller
reporting company)

Smaller reporting company [   ]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes [   ] No [ X ]

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date (November 8, 2010).

Class A Common Stock, $.01 par value: 12,190,682 shares
Class B Common Stock, $.01 par value:   2,350,000 shares
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PART I
FINANCIAL INFORMATION

ITEM 1.                      FINANCIAL STATEMENTS
COVENANT TRANSPORTATION GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED CONDENSED BALANCE SHEETS
(In thousands, except share data)

ASSETS

September
30, 2010

(unaudited)
December
31,2009

Current assets:
Cash and cash equivalents $6,546 $12,221
    Accounts receivable, net of allowance of $1,586 in 2010 and $1,845 in 2009 64,148 64,857
    Drivers' advances and other receivables, net of allowance of $2,486 in 2010 and
$2,608 in 2009 9,875 3,311
Inventory and supplies 4,142 4,004
Prepaid expenses 8,092 7,172
Assets held for sale 2,575 9,547
Deferred income taxes 1,064 458
Income taxes receivable 1,622 257
Total current assets 98,064 101,827

Property and equipment, at cost 447,779 399,712
Less accumulated depreciation and amortization (121,762 ) (121,377 )
Net property and equipment 326,017 278,335

Goodwill 11,539 11,539
Other assets, net 6,058 6,611
Total assets $441,678 $398,312

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Checks outstanding in excess of bank balances $4,921 $4,838
Accounts payable 8,566 7,528
Accrued expenses 24,521 26,789
Current maturities of long-term debt 57,132 67,365
Current portion of capital lease obligations 1,163 1,098
Current portion of insurance and claims accrual 12,592 12,055
Total current liabilities 108,895 119,673

Long-term debt 168,101 134,084
Long-term portion of capital lease obligations 11,564 12,472
Insurance and claims accrual, net of current portion 10,364 11,082
Deferred income taxes 41,105 24,525
Other long-term liabilities 1,713 1,801
Total liabilities 341,742 303,637
Commitment and contingent liabilities - -
Stockholders' equity:

140 136
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Class A common stock, $.01 par value; 20,000,000 shares authorized; 13,469,090 shares
issued; 12,190,682 and 11,840,568 shares outstanding as of September 30, 2010 and
December 31, 2009, respectively
Class B common stock, $.01 par value; 5,000,000 shares authorized; 2,350,000 shares
issued and outstanding  24  24
Additional paid-in-capital 90,521 90,679
Treasury stock at cost; 1,278,408 shares as of September 30, 2010 and 1,628,522 shares
as of December 31, 2009 (16,799 ) (19,195 )
Accumulated other comprehensive income 727 305
Retained earnings 25,323 22,726
Total stockholders' equity 99,936 94,675
Total liabilities and stockholders' equity $441,678 $398,312

The accompanying notes are an integral part of these consolidated condensed financial statements.
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COVENANT TRANSPORTATION GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009
(In thousands, except per share data)

Three months ended
September 30,

(unaudited)

Nine months ended
September 30,

(unaudited)
2010 2009 2010 2009

Revenue:
Freight revenue $138,964 $133,332 $409,692 $384,708
Fuel surcharge revenue 25,848 19,716 76,110 46,199
Total revenue $164,812 $153,048 $485,802 $430,907

Operating expenses:
Salaries, wages, and related expenses 52,514 53,425 158,660 161,802
Fuel expense 44,547 38,792 130,752 102,086
Operations and maintenance 9,554 9,052 27,387 26,852
Revenue equipment rentals and purchased transportation 18,228 19,741 55,112 56,634
Operating taxes and licenses 2,996 2,559 8,406 8,605
Insurance and claims 9,992 8,050 28,259 22,888
Communications and utilities 1,361 1,352 3,602 4,456
General supplies and expenses 4,656 5,853 14,929 17,313
Depreciation and amortization, including gains and losses
on disposition of equipment  12,792  12,395  38,665  34,223
Total operating expenses 156,640 151,219 465,772 434,859
Operating income (loss) 8,172 1,829 20,030 (3,952 )
Other (income) expenses:
Interest expense 4,140 3,593 12,383 9,784
Interest income - (42 ) (1 ) (140 )
Other income, net 60 (54 ) 18 (132 )
Impairment of Transplace investment and note receivable - 11,596 - 11,596
Other expenses, net 4,200 15,093 12,400 21,108
Income (loss) before income taxes 3,972 (13,264 ) 7,630 (25,060 )
Income tax expense (benefit) 2,088 336 5,033 (2,771 )
Net income (loss) $1,884 $(13,600 ) $2,597 $(22,289 )

Income (loss) per share:
Basic income (loss) per share $0.13 $(0.96 ) $0.18 $(1.58 )
Diluted income (loss) per share $0.13 $(0.96 ) $0.18 $(1.58 )
Basic weighted average shares outstanding 14,499 14,177 14,318 14,102
Diluted weighted average shares outstanding 14,609 14,177 14,383 14,102

The accompanying notes are an integral part of these consolidated condensed financial statements.
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COVENANT TRANSPORTATION GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENT OF STOCKHOLDERS' EQUITY

AND COMPREHENSIVE INCOME
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010

(Unaudited and in thousands)

Common Stock
Additional

Paid-In Treasury

Accumulated
Other

Comprehensive Retained
Total

Stockholders'
Class A Class B Capital Stock Income Earnings Equity

Balances at December
31, 2009 $136 $24 $90,679 $(19,195 ) $ 305 $22,726 $ 94,675

Net income 2,597 2,597

Other
comprehensive  income:

Unrealized gain on
effective portion of fuel
hedge, net of tax of $589 1,530 1,530

Comprehensive income 1,530 2,597 4,127

Reclassification of fuel
hedge gain into
statement of operations,
net of income tax of
$427 (1,108 ) (1,108 )

Issuance of restricted
stock to non-employee
directors from treasury
stock (62 ) 162 100

Issuance of restricted
stock to employees from
treasury stock, net of
shares repurchased to
satisfy minimum
statutory withholding
requirements 2 (2,521 ) 2,234 (285 )

Exercise of stock options 2 1,306 1,308

421 421
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Income tax benefit
arising from the exercise
of stock options and
restricted share vesting

Stock-based employee
compensation cost 698 698

Balances at September
30, 2010 $140 $24 $90,521 $(16,799 ) $ 727 $25,323 $ 99,936

The accompanying notes are an integral part of these consolidated condensed financial statements.
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COVENANT TRANSPORTATION GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009

(In thousands)

Nine months ended
September 30,

(unaudited)
2010 2009

Cash flows from operating activities:
Net income (loss) $2,597 $(22,289 )
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Provision for losses on accounts receivable 368 927
Depreciation and amortization 41,665 34,273
Gain on ineffective portion of fuel hedge - (4 )
Amortization of deferred financing fees 614 628
Impairment of Transplace investment and note receivable - 11,596
Deferred income taxes expense (benefit) 16,160 (6,796 )
Income tax benefit arising from the exercise of stock options and restricted share vesting (421 ) -
Deferred gain on fuel hedge 275 -
Stock based compensation expense 798 424
Gain on disposition of property and equipment (3,000 ) (50 )
Changes in operating assets and liabilities:
Receivables and advances (7,588 ) 9,932
Prepaid expenses and other assets (554 ) 930
Inventory and supplies (137 ) 45
Insurance and claims accrual (181 ) (9,514 )
Accounts payable and accrued expenses (2,310 ) 5,504
Net cash flows provided by operating activities 48,286 25,606

Cash flows from investing activities:
Acquisition of property and equipment (121,838 ) (75,908 )
Proceeds from disposition of property and equipment 43,972 32,256
Payment of acquisition obligation - (250 )
Net cash flows used in investing activities (77,866 ) (43,902 )

Cash flows from financing activities:
Change in checks outstanding in excess of bank balances 83 1,437
Proceeds from issuance of notes payable 87,105 67,193
Proceeds from the exercise of stock options 1,308 -
Income tax benefit arising from the exercise of stock options and restricted share vesting 421 -
Repayments of  notes payable (62,632 ) (47,050 )
Repayments of capital lease obligation (843 ) (121 )
Repayments under revolving credit facility, net (689 ) (1,654 )
Repurchase of company stock to satisfy minimum statutory withholding requirements (285 ) (114 )
Debt refinancing costs (563 ) (563 )
Net cash provided by financing activities 23,905 19,128
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Net change in cash and cash equivalents (5,675 ) 832

Cash and cash equivalents at beginning of period 12,221 6,300

Cash and cash equivalents at end of period $6,546 $7,132

The accompanying notes are an integral part of these consolidated condensed financial statements.
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COVENANT TRANSPORTATION GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

(Unaudited)

Note 1.   Significant Accounting Policies

Basis of Presentation

The consolidated condensed financial statements include the accounts of Covenant Transportation Group, Inc., a
Nevada holding company, and its wholly-owned subsidiaries. References in this report to "we," "us," "our," the
"Company," and similar expressions refer to Covenant Transportation Group, Inc. and its wholly-owned
subsidiaries.  All significant intercompany balances and transactions have been eliminated in consolidation.

The accompanying unaudited consolidated condensed financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America for interim financial information and with
the instructions to Form 10-Q and Article 10 of Regulation S-X promulgated under the Securities Act of 1933.  In
preparing financial statements, it is necessary for management to make assumptions and estimates affecting the
amounts reported in the consolidated condensed financial statements and related notes.  These estimates and
assumptions are developed based upon all information available.  Actual results could differ from estimated
amounts.  In the opinion of management, the accompanying financial statements include all adjustments which are
necessary for a fair presentation of the results for the interim periods presented, such adjustments being of a normal
recurring nature.  Certain information and footnote disclosures have been condensed or omitted pursuant to such rules
and regulations.  The December 31, 2009 consolidated condensed balance sheet was derived from the Company's
audited balance sheet as of that date.  These consolidated condensed financial statements and notes thereto should be
read in conjunction with the consolidated financial statements and notes thereto included in the Company's Form 10-K
for the year ended December 31, 2009.  Results of operations in interim periods are not necessarily indicative of
results to be expected for a full year.

Recent Accounting Pronouncements

Improving Disclosures About Fair Value Measurements – In January 2010, the FASB issued authoritative guidance to
clarify certain existing disclosure requirements and require additional disclosures for recurring and nonrecurring fair
value measurements.  These additional disclosures include amounts and reasons for significant transfers between
Level 1 and Level 2 of the fair value hierarchy; significant transfers in and out of Level 3 of the fair value hierarchy;
and information about purchases, sales, issuances, and settlements on a gross basis in the reconciliation of recurring
Level 3 measurements.  Further, the guidance amends employer's disclosures about post-retirement benefit plans to
require that disclosures be provided by classes of assets instead of by major categories of assets.  The requirements of
this guidance are effective for periods beginning after December 15, 2009, with the exception of the requirement of
information about purchases, sales, issuances, and settlements of Level 3 measurements, which becomes effective for
periods ending after December 15, 2010.  The Company does not expect the adoption of this guidance to have a
material impact on its consolidated condensed financial statements.

Note 2.   Income (Loss) Per Share

Basic income (loss) per share excludes dilution and is computed by dividing earnings available to common
stockholders by the weighted-average number of common shares outstanding for the period.  Diluted income (loss)
per share reflects the dilution that could occur if securities or other contracts to issue common stock were exercised or
converted into common stock or resulted in the issuance of common stock that then shared in the earnings of the
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Company.  The calculation of diluted loss per share for the three and nine months ended September 30, 2009 excludes
all unexercised options and unvested shares, since the effect of any assumed exercise of the related awards would be
anti-dilutive as a result of the net loss in these periods.  Further, the calculation of diluted loss per share for the nine
months ended September 30, 2010 excludes all unexercised options, since these are anti-dilutive given all options
outstanding have a higher exercise price than the average share price for the period.
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The following table sets forth for the periods indicated the calculation of net income (loss) per share included in the
consolidated condensed statements of operations:

(in thousands except per share data)
Three months ended

September 30,
Nine months ended

September 30,
2010 2009 2010 2009

Numerator:
Net income (loss) $1,884 $(13,600 ) $2,597 $(22,289 )
Denominator:
Denominator for basic earnings per share – weighted-average
shares 14,499 14,177 14,318 14,102
Effect of dilutive securities:
Equivalent shares issuable upon conversion of unvested
restricted stock 97 - 65 -
Equivalent shares issuable upon conversion of unvested
employee stock options 13 - - -
Denominator for diluted earnings per share – adjusted
weighted-average shares and assumed conversions 14,609 14,177 14,383 14,102

Basic and diluted net income (loss) per share: $0.13 $(0.96 ) $0.18 $(1.58 )

Note 3.   Segment Information

We have two reportable segments: Asset-Based Truckload Services ("Truckload") and our Brokerage Services, also
known as Covenant Transport Solutions, Inc. ("Solutions").

The Truckload segment consists of three asset-based operating fleets that are aggregated because they have similar
economic characteristics and meet the aggregation criteria.  The three operating fleets that comprise our Truckload
segment are as follows: (i) Covenant Transport, Inc. ("Covenant Transport"), our historical flagship operation, which
provides expedited long-haul, dedicated, and regional solo-driver service; (ii) Southern Refrigerated Transportation,
Inc. ("SRT"), which provides primarily long-haul and regional temperature-controlled service; and (iii) Star
Transportation, Inc. ("Star"), which provides regional solo-driver service.

The Solutions segment provides freight brokerage services directly and through freight brokerage agents who are paid
a commission for the freight they provide.  The brokerage operation has helped us continue to serve customers when
we lacked capacity in a given area or when the load has not met the operating profile of our Truckload segment.

"Unallocated Corporate Overhead" includes expenses that are incidental to our activities and are not specifically
allocated to one of the segments.

The following tables summarize our segment information:

(in thousands)
Three months ended

September 30,
Nine months ended

September 30,
2010 2009 2010 2009

Total revenues:
Asset-Based Truckload Services $155,531 $140,694 $455,453 $396,110
Brokerage Services 9,281 12,354 30,349 34,797
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Total $164,812 $153,048 $485,802 $430,907

Operating Income (Loss):
Asset-Based Truckload Services $9,842 $5,125 $28,640 $7,287
Brokerage Services 211 (519 ) 917 (266 )
Unallocated Corporate Overhead (1,881 ) (2,777 ) (9,527 ) (10,973 )

Total $8,172 $1,829 $20,030 $(3,952 )

Page 8
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Note 4.   Income Taxes

Income tax expense varies from the amount computed by applying the federal corporate income tax rate of 35% to
income before income taxes primarily due to state income taxes, net of federal income tax effect, adjusted for
permanent differences, the most significant of which is the effect of the per diem pay structure for drivers.  Drivers
who meet the requirements to receive per diem are generally required to receive non-taxable per diem pay in lieu of a
portion of their taxable wages.  This per diem program increases our drivers' net pay per mile, after taxes, while
decreasing gross pay, before taxes.  As a result, salaries, wages, and employee benefits are slightly lower and our
effective income tax rate is higher than the statutory rate.  Generally, as pre-tax income increases, the impact of the
driver per diem program on our effective tax rate decreases, because aggregate per diem pay becomes smaller in
relation to pre-tax income, while in the period where earnings are at or near breakeven the impact of the per diem
program on our effective tax rate is significant.  Due to the partially nondeductible effect of per diem pay, our tax rate
will fluctuate in future periods based on fluctuations in earnings.

The increase in the deferred tax liabilities of approximately $16.0 million since December 31, 2009 relates to the
Company carrying back certain prior period net operating losses pursuant to the Worker, Homeownership, and
Business Assistance Act of 2009 and receipt of $8.7 million of the carryback claim in March 2010, noting the
remaining refund is recorded as a tax receivable.  The remainder of the increase in the deferred tax liabilities is
primarily the result of increases in the book-tax difference on property and equipment.

The Company's liability recorded for uncertain tax positions as of September 30, 2010 has not changed significantly in
amount or composition since December 31, 2009.

The carrying value of the Company's deferred tax assets assumes that it will be able to generate, based on certain
estimates and assumptions, sufficient future taxable income in certain tax jurisdictions to utilize these deferred tax
benefits.  If these estimates and related assumptions change in the future, we may be required to establish a valuation
allowance against the carrying value of the deferred tax assets, which would result in additional income tax
expense.  On a periodic basis, the Company assesses the need for adjustment of the valuation allowance.  Based on
forecasted taxable income and tax planning strategies available to the Company, no valuation allowance has been
established at September 30, 2010, except for $0.3 million related to certain state net operating loss carryforwards and
$1.2 million related to the deferred tax asset associated with the Company's capital loss generated by the loss on the
sale of its investment in Transplace.  The Company reduced its valuation allowance for the Transplace loss in the third
quarter of 2010 by $0.2 million as the result of generating capital gains that could be used to offset the loss and as
such recognized a related reduction of income tax expense for the discrete item during the period.  These valuation
allowances were established because the Company believes that it is more likely than not that certain state net
operating loss carryforwards and the remaining portion of the capital loss carryforward related to Transplace will not
be realized.  If these estimates and related assumptions change in the future, we may be required to modify our
valuation allowance against the carrying value of the deferred tax assets.

During the third quarter of 2010 we recognized a $0.4 million income tax benefit arising from the exercise of stock
options and restricted share vesting.  This resulted in a related reduction in taxable income in the current period and an
offsetting increase to additional paid in capital. Pursuant to the provisions of Financial Accounting Standards Board
("FASB") Accounting Standards Codification 718 the Company’s policy is to recognize income tax benefit arising
from the exercise of stock options and restricted share vesting based on the ordering provisions of the tax law as
proscribed by the Internal Revenue Code, including indirect tax effects, if any.

Note 5.   Fair Value Measurement and Fair Value of Financial Instruments
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Fair value is defined as an exit price, representing the amount that would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market participants.  Accordingly, fair value is a market-based
measurement that is determined based on assumptions that market participants would use in pricing an asset or
liability.  A three-tier fair value hierarchy is used to prioritize the inputs in measuring fair value as follows:

● Level 1. Observable inputs such as quoted prices in active markets;
● Level 2. Inputs, other than the quoted prices in active markets, that are observable either directly or

indirectly; and
● Level 3. Unobservable inputs in which there is little or no market data, which require the reporting entity

to develop its own assumptions.
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Assets and Liabilities Measured at Fair Value on a Recurring Basis

(in thousands)

September
30,

2010

Quoted
Prices

in Active
Markets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Hedge derivative asset $908 — $908 —

The Company's financial instruments consist primarily of cash and cash equivalents, accounts receivable, commodity
contracts, accounts payable, and debt.  The carrying amount of cash and cash equivalents, accounts receivable,
accounts payable, and current debt approximates their fair value because of the short-term maturity of these
instruments.  Interest rates that are currently available to the Company for issuance of long-term debt with similar
terms and remaining maturities are used to estimate the fair value of the Company's long-term debt, which primarily
consists of revenue equipment installment notes.  Borrowings under the Company's revolving credit facility
approximate fair value due to the variable interest rate on the facility.  Additionally, commodity contracts, which are
accounted for as hedge derivatives, as discussed in Note 6, are valued based on quotes from the counterparty which
were verified by comparing them to the forward rate of the specific indices upon which the contract is being settled
and adjusted for counterparty credit risk using available market information and valuation methodologies.

Note 6.   Derivative Instruments

The Company engages in activities that expose it to market risks, including the effects of changes in fuel
prices.  Financial exposures are evaluated as an integral part of the Company's risk management program, which
seeks, from time to time, to reduce the potentially adverse effects that the volatility of fuel markets may have on
operating results.  In an effort to seek to reduce the variability of the ultimate cash flows associated with fluctuations
in diesel fuel prices, we periodically enter into various derivative instruments, including forward futures swap
contracts.  As diesel fuel is not a traded commodity on the futures market, heating oil is used as a substitute for diesel
fuel as prices for both generally move in similar directions.  Under these contracts, we pay a fixed rate per gallon of
heating oil and receive the monthly average price of New York heating oil per the NYMEX ("New York Mercantile
Exchange"), noting the retrospective and prospective regression analyses provided that changes in the prices of diesel
fuel and heating oil were deemed to be highly effective based on the relevant authoritative guidance. The Company
does not engage in speculative transactions, nor does it hold or issue financial instruments for trading purposes.

At September 30, 2010, we had forward futures swap contracts on approximately 1 million gallons per month in
November and December 2010 or approximately 13% percent of our projected remaining 2010 fuel
requirements.  Additionally, we have forward futures swap contracts on approximately 0.5 million gallons per month
in January 2011 through July 2011.

We perform both a prospective and retrospective assessment of the effectiveness of our hedge contracts at inception
and quarterly, including assessing the possibility of counterparty default.  If we determine that a derivative is no
longer expected to be highly effective, we discontinue hedge accounting prospectively and recognize subsequent
changes in the fair value of the hedge in earnings.  As a result of our effectiveness assessment at inception and at
September 30, 2010, we believe our hedge contracts have been and will continue to be highly effective in offsetting
changes in cash flows attributable to the hedged risk.

We recognize all derivative instruments at fair value on our consolidated condensed balance sheets.  The Company's
derivative instruments are designated as cash flow hedges, thus the effective portion of the gain or loss on the
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derivative is reported as a component of accumulated other comprehensive income and will be reclassified into
earnings in the same period during which the hedged transaction affects earnings.  The effective portion of the
derivative represents the change in fair value of the hedge that offsets the change in fair value of the hedged item.  To
the extent the change in the fair value of the hedge does not perfectly offset the change in the fair value of the hedged
item, the ineffective portion of the hedge is immediately recognized in other  income on our consolidated condensed
statements of operations.
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During the third quarter of 2010, the Company sold certain of its contracts related to the forecasted purchase of diesel
fuel in October 2010 to lock-in the related gains totaling approximately $0.3 million.  These gains along with the fair
value of the contracts that were still in place at September 30, 2010, which had a fair value of approximately $0.9
million and are included in other assets in the consolidated condensed balance sheets, are included in accumulated
other comprehensive income, net of tax of $0.4 million. Additionally, $0.4 million and $1.1 million were reclassified
from accumulated other comprehensive income to earnings during the three and nine months ended September 30,
2010 related to gains on contracts that expired or were sold and for which the Company completed the forecasted
transaction by purchasing the hedged diesel fuel.

Based on the amounts in accumulated other comprehensive income as of September 30, 2010 and the expected timing
of the purchases of the diesel hedged, we expect to reclassify $0.7 million of gains on derivative instruments from
accumulated other comprehensive income to earnings during the next twelve months due to the actual diesel fuel
purchases.  The amounts actually realized will be dependent on the fair values as of the date of settlement.

Outstanding financial derivative instruments expose us to credit loss in the event of nonperformance by the
counterparties to the agreements. We do not expect any of the counterparties to fail to meet their obligations.  Our
credit exposure related to these financial instruments is represented by the fair value of contracts reported as
assets.  To manage credit risk, we review each counterparty's audited financial statements and credit ratings and obtain
references.

Note 7.   Debt

Current and long-term debt consisted of the following at September 30, 2010 and December 31, 2009:

(in thousands) September 30, 2010 December 31, 2009
Current Long-Term Current Long-Term

Borrowings under Credit Facility $- $11,997 $- $12,686
Revenue equipment installment notes with finance
companies; weighted average interest rate of 6.6% and 6.5%
at September 30, 2010, and December 31, 2009,
respectively, due in monthly installments with final
maturities at various dates ranging from October 2010 to
March 2015, secured by related revenue equipment 56,767 153,489 67,000 118,574
Real estate note; interest rate of 2.9% and 2.8% at
September 30, 2010, and December 31, 2009, respectively,
due in monthly installments with fixed maturity at October
2013, secured  by related real estate 365 2,615 365 2,824
Total debt 57,132 168,101 67,365 134,084

Capital lease obligations, secured by related revenue
equipment 1,163 11,564 1,098 12,472

Total debt and capital lease obligations $63,896 $179,665 $68,463 $146,556

Page 11

Edgar Filing: COVENANT TRANSPORTATION GROUP INC - Form 10-Q

20



Table of Contents

In September 2008, the Company and substantially all its subsidiaries entered into a Third Amended and Restated
Credit Facility (the "Credit Facility") with Bank of America, N.A., as agent (the "Agent") and JPMorgan Chase Bank,
N.A. ("JPM," and together with the Agent, the "Lenders").

The Credit Facility is structured as an $85.0 million revolving credit facility, with an accordion feature that, so long as
no event of default exists, allows the Company to request an increase in the revolving credit facility of up to $50.0
million.  The Credit Facility includes, within its $85.0 million revolving credit facility, a letter of credit sub facility in
an aggregate amount of $85.0 million and a swing line sub facility in an aggregate amount equal to the greater of
$10.0 million or 10% of the Lenders' aggregate commitments under the Credit Facility from time to time.

Borrowings under the Credit Facility are classified as either "base rate loans" or "LIBOR loans."  Base rate loans
accrue interest at a base rate equal to the greater of the agent's prime rate, the federal funds rate plus 0.5%, or LIBOR
plus 1.0%, plus an applicable margin that is adjusted quarterly between 2.5% and 3.25% based on average pricing
availability.  LIBOR loans accrue interest at the greater of 1.5% or LIBOR, plus an applicable margin that is adjusted
quarterly between 3.5% and 4.25% based on average pricing availability.  The unused line fee is adjusted quarterly
between 0.5% and 0.75% of the average daily amount by which the Lenders' aggregate revolving commitments under
the Credit Facility exceed the outstanding principal amount of revolver loans and the aggregate undrawn amount of all
outstanding letters of credit issued under the Credit Facility.  The obligations under the Credit Facility are guaranteed
by the Company and secured by a pledge of substantially all of the Company's assets, with the notable exclusion of
any real estate or revenue equipment pledged under other financing agreements, including revenue equipment
installment notes and capital leases.

Borrowings under the Credit Facility are subject to a borrowing base limited to the lesser of (A) $85.0 million, minus
the sum of the stated amount of all outstanding letters of credit; or (B) the sum of (i) 85% of eligible accounts
receivable, plus (ii) the lesser of (a) 85% of the appraised net orderly liquidation value of eligible revenue equipment,
(b) 95% of the net book value of eligible revenue equipment, or (c) 35% of the Lenders' aggregate revolving
commitments under the Credit Facility, plus (iii) the lesser of (a) $25.0 million or (b) 65% of the appraised fair market
value of eligible real estate.  The borrowing base is limited by a $15.0 million availability block, plus any other
reserves the Agent may establish in its judgment.  The Company had approximately $12.0 million in borrowings
outstanding under the Credit Facility as of September 30, 2010, undrawn letters of credit outstanding of approximately
$42.3 million, and available borrowing capacity of $30.7 million.  The weighted average interest rate on outstanding
borrowings was 4.8%.

The Credit Facility includes usual and customary events of default for a facility of this nature and provides that, upon
the occurrence and continuation of an event of default, payment of all amounts payable under the Credit Facility may
be accelerated, and the Lenders' commitments may be terminated.  The Credit Facility contains certain restrictions and
covenants relating to, among other things, dividends, liens, acquisitions and dispositions outside of the ordinary course
of business, and affiliate transactions.  The Credit Facility contains a single financial covenant which required the
Company to maintain a consolidated fixed charge coverage ratio of at least 1.0 to 1.0.  The fixed charge coverage
covenant became effective October 31, 2008.

On March 27, 2009, the Company obtained an amendment to its Credit Facility, which, among other things, (i)
retroactively to January 1, 2009 amended the fixed charge coverage ratio covenant for January and February 2009 to
the actual levels achieved, which cured our default of that covenant for January 2009, (ii) restarted the look back
requirements of the fixed charge coverage ratio covenant beginning on March 1, 2009, (iii) increased the EBITDAR
portion of the fixed charge coverage ratio definition by $3.0 million for all periods between March 1 to December 31,
2009, (iv) increased the base rate applicable to base rate loans to the greater of the prime rate, the federal funds rate
plus 0.5%, or LIBOR plus 1.0%, (v) set a LIBOR floor of 1.5%, (vi) increased the applicable margin for base rate
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loans to a range between 2.5% and 3.25% and for LIBOR loans to a range between 3.5% and 4.25%, with 3.0% (for
base rate loans) and 4.0% (for LIBOR loans) to be used as the applicable margin through September 2009, (vii)
increased the Company's letter of credit facility fee by an amount corresponding to the increase in the applicable
margin, (viii) increased the unused line fee to a range between 0.5% and 0.75%, and (ix) increased the maximum
number of field examinations per year from three to four.  In exchange for these amendments, the Company agreed to
the increases in interest rates and fees described above and paid fees of approximately $0.5 million.
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On February 25, 2010, the Company obtained an additional amendment to its Credit Facility, which, among other
things, (i) amended certain defined terms in the Credit Facility, (ii) retroactively to January 1, 2010, amended the
fixed charge coverage ratio covenant through June 30, 2010, to the levels set forth in the table below, which prevented
a default of that covenant for January 2010, (iii) restarted the look back requirements of the fixed coverage ratio
covenant beginning on January 1, 2010, and (iv) required the Company to order updated appraisals for certain real
estate described in the Credit Facility.  In exchange for these amendments, we agreed to pay the Agent, for the pro rata
benefit of the Lenders, a fee equal to 0.125% of the Lenders' total commitments under the Credit Facility, or
approximately $0.1 million.  Following the effectiveness of the amendment, our fixed charge coverage ratio covenant
requirement is as follows, noting the Company was in compliance with the covenant as of September 30, 2010:

Nine months ending
September 30, 2010

1.00 to
1.00

Ten months ending
October 31, 2010

1.00 to
1.00

Eleven months ending
November 30, 2010

1.00 to
1.00

Twelve months ending
December 31, 2010

1.00 to
1.00

Each rolling
twelve-month period
thereafter

1.00 to
1.00

On July 30, 2010, the Company obtained a third amendment to its Credit Facility, which allowed for a certain letter of
credit totaling approximately $1.2 million to be issued with a term of longer than twelve months as required by the
recipient. The Credit Facility, as amended, provides that each letter of credit renews annually, excluding the
aforementioned exception.

On August 31, 2010 the Company obtained a fourth amendment to its Credit Facility, which was effective retroactive
to August 1, 2010 and, among other things, (i) extended the maturity date of the Credit Facility from September 2011
to September 2014, (ii) decreased the applicable margin for base rate loans to a range between 1.25% and 2.00% and
for LIBOR loans to a range between 2.25% and 3.00%, (iii) eliminated the LIBOR floor on the interest rate grid, (iv)
improved the unused line fee pricing to 0.5% per annum when availability is less than $50.0 million and 0.75% per
annum when availability is at or over such amount (previously the fee was 0.5% per annum when availability was less
than $42.5 million and 0.75% when availability was at or over such amount), (v) reduced the field exam frequency
from three field examinations of any Borrower’s books and records and three appraisals of pledged equipment to two
examinations and two appraisals, respectively, and (vi) decreased the frequency of borrowing base certificates to
monthly from weekly; provided no default exists and availability is more than $15.0 million.  In exchange for these
amendments, the Company agreed to the decreases in interest rates and fees described above and paid fees and
expenses of approximately $0.6 million.

Capital lease obligations are utilized to finance a portion of our revenue equipment and are entered into with certain
finance companies who are not parties to our Credit Facility.  The leases terminate in September 2014 through January
2015 and contain guarantees of the residual value of the related equipment by the Company, and the residual
guarantees are included in the related debt balance as a balloon payment at the end of the related term as well as
included in the future minimum lease payments.  These lease agreements require us to pay personal property taxes,
maintenance, and operating expenses.
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Pricing for the revenue equipment installment notes are quoted by the respective financial affiliates of our primary
revenue equipment suppliers at the funding of each group of equipment acquired and include fixed annual rates for
new equipment under retail installment contracts. The notes included in the funding are due in monthly installments
with final maturities at various dates ranging from October 2010 to March 2015.  The notes contain certain
requirements regarding payment, insuring of collateral, and other matters, but do not have any financial or other
material covenants or events of default.  Additional borrowings from the financial affiliates of our primary revenue
equipment suppliers are available to fund new tractors expected to be delivered in 2010 and 2011, while any other
property and equipment purchases, including trailers, will be funded with a combination of notes, operating leases,
capital leases and/or from the Credit Facility.

Note 8.   Share-Based Compensation

The Covenant Transportation Group, Inc. 2006 Omnibus Incentive Plan ("2006 Plan") permits annual awards of
shares of the Company's Class A common stock to executives, other key employees, non-employee directors, and
eligible participants under various types of options, restricted stock awards, or other equity instruments.  The number
of shares available for issuance under the 2006 Plan is 700,000 shares of Class A common stock, subject to adjustment
in certain circumstances.  At September 30, 2010, 404,131 of these 700,000 shares were available for award under the
2006 Plan.  No participant in the 2006 Plan may receive awards of any type of equity instruments in any calendar-year
that relates to more than 250,000 shares of the Company's Class A common stock.  No awards may be made under the
2006 Plan after May 23, 2016.  To the extent available, the Company has issued treasury stock to satisfy all
share-based incentive plans.
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Included in salaries, wages, and related expenses within the consolidated condensed statements of operations is
stock-based compensation expense for the three months ended September 30, 2010 and 2009 of approximately $0.2
and $0.1 million, respectively, and for the nine months ended September 30, 2010 and 2009 of approximately $0.7
and $0.3 million, respectively.  An additional $0.1 million of stock-based compensation was recorded in general
supplies and expenses in the consolidated condensed statements of operations for the three months ended September
30, 2010 and 2009 as it related to the issuance of restricted stock to non-employee directors.

The 2006 Plan allows participants to pay the federal and state minimum statutory tax withholding requirements related
to awards that vest or allows the participant to deliver to the Company shares of Class A common stock having a fair
market value equal to the minimum amount of such required withholding taxes.  To satisfy withholding requirements
for shares that vested in the second and third quarters of 2010, certain participants elected to deliver to the Company
41,413 Class A common stock shares, which were withheld at a weighted average per share price of $6.87 based on
the closing price of our Class A common stock on the dates the shares vested, in lieu of the federal and state minimum
statutory tax withholding requirements.  We remitted approximately $0.3 million to the proper taxing authorities in
satisfaction of the employees' minimum statutory withholding requirements.  The tax withholding amounts paid by the
Company have been accounted for as a repurchase of shares in the accompanying consolidated condensed statement
of stockholders' equity.

During the third quarter, certain members of management exercised 163,439 stock options, which provided for $1.3
million of proceeds.  See Note 4 for discussion of the income tax benefit arising from the exercise of stock options and
restricted share vesting during the third quarter of 2010.

Note 9.   Commitments and Contingencies

From time to time, the Company is a party to ordinary, routine litigation arising in the ordinary course of business,
most of which involves claims for personal injury and property damage incurred in connection with the transportation
of freight.  The Company maintains insurance to cover liabilities arising from the transportation of freight for amounts
in excess of certain self-insured retentions.  In management's opinion, the Company's potential exposure under
pending legal proceedings is adequately provided for in the accompanying consolidated condensed financial
statements.

Effective April 1, 2010, we finalized our casualty insurance renewal which resulted in a reduction in our self-insured
retention limit for the primary excess layer of casualty claims to no more than $1.0 million from the $4.0 million
self-insured retention limit we have had for a number of years.  The policy is a three-year policy and includes a limit
for a single loss of $9.0 million, an aggregate of $15.0 million for each policy year, and a $27.0 million aggregate for
all three years.  The policy includes a policy release premium refund of up to $4.0 million per year, if certain losses
are not met and the Company was to commute the policy for that policy year.  Additionally, effective April 1, 2010,
we entered into new excess policies for one to three years that cover up to $30.0 million per claim, subject to certain
aggregate limits.

Note 10. Impairment of Transplace Investment and Note Receivable

From July 2001 through December 2009, we owned approximately 12.4% of Transplace, Inc. ("Transplace"), a global
transportation logistics service.  Based on an offer to purchase our 12.4% equity ownership and related note receivable
in Transplace that was accepted by a majority of the shareholders, we determined that pursuant to the guidance
provided by FASB Accounting Standards Codification 325, the value of our equity investment had become
completely impaired in the third quarter of 2009, and the value of the note receivable had become impaired by
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approximately $0.9 million.  As a result, we recorded a non-cash impairment charge of $11.6 million during the third
quarter of 2009. The transaction closed in December 2009, whereby the proceeds of $1.9 million provided for a
recovery of $0.1 million of the previously impaired amount in the fourth quarter of 2009 and thus an $11.5 million
non-cash loss on the sale of our investment and related note receivable.  There was no tax benefit recorded in
connection with the loss on the sale of the investment, given a full valuation allowance was established for the related
capital loss.
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Note 11. Subsequent Events

The Company evaluated subsequent events through the date the consolidated condensed financial statements were
issued.

On October 28, 2010, the Company executed a Letter Agreement (“Letter Agreement”) with Transport International
Pool, Inc. ("TIP").  The Letter Agreement modifies the Master Lease Agreement dated April 15, 2003 (the "Master
Lease Agreement"), between TIP and the Company, pursuant to which the Company has entered into (among others)
equipment lease schedules covering 2,446 trailers (the "Designated Schedules") scheduled to expire between
November 2010 and May 2011.  In addition, contemporaneously with the execution of the Letter Agreement, the
Company returned 543 trailers in accordance with the terms of the Master Lease Agreement in order to better match
the Company's trailer fleet with its current number of tractors. Pursuant to the terms of the Letter Agreement, upon the
scheduled expiration of each of the Designated Schedules, the Company will lease from TIP the trailers that are
subject to such Designated Schedule on the terms and conditions set forth in the Letter Agreement and a new lease
schedule attached to and made a part of the Letter Agreement.  Under the terms of the Letter Agreement, the trailers
subject to the agreement will be required to be returned or purchased at the rate of approximately 100 trailers per
month beginning February 2012.  The improved rental rate, coupled with the reduction in rental expense associated
with the return of 543 trailers, is expected to provide the Company with savings on the TIP trailers in fiscal year
2011.  In order to induce TIP to enter into the agreement, the Company and certain of its subsidiaries delivered to TIP
a corporate guaranty, in which the guarantors agreed to guaranty all existing and future obligations of the Company
and its subsidiaries from time-to-time owing to TIP, including, without limitation, all obligations under the Master
Lease Agreement.
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ITEM 2.                 MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The consolidated condensed financial statements include the accounts of Covenant Transportation Group, Inc., a
Nevada holding company, and its wholly-owned subsidiaries. References in this report to "we," "us," "our," the
"Company," and similar expressions refer to Covenant Transportation Group, Inc. and its wholly-owned
subsidiaries.  All significant intercompany balances and transactions have been eliminated in consolidation.

Except for certain historical information contained herein, this report contains "forward-looking statements" within the
meaning of Section 21E of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), and Section 27A
of the Securities Act of 1933, as amended (the "Securities Act") that involve risks, assumptions, and uncertainties that
are difficult to predict. All statements, other than statements of historical fact, are statements that could be deemed
forward-looking statements, including without limitation: any projections of earnings, revenues, or other financial
items; any statement of plans, strategies, and objectives of management for future operations; any statements
concerning proposed new services or developments; any statements regarding future economic conditions or
performance; and any statements of belief and any statements of assumptions underlying any of the foregoing. Such
statements may be identified by the use of terms or phrases such as "expects," "estimates," "projects," "believes,"
"anticipates," "intends," and "likely," and similar terms and phrases.  Forward-looking statements are inherently
subject to risks and uncertainties, some of which cannot be predicted or quantified, which could cause future events
and actual results to differ materially from those set forth in, contemplated by, or underlying the forward-looking
statements.  Readers should review and consider the factors that could cause or contribute to such differences
including, but not limited to, those discussed in the section entitled "Item 1A. Risk Factors," set forth in our Form
10-K for the year ended December 31, 2009.

All such forward-looking statements speak only as of the date of this Form 10-Q.  You are cautioned not to place
undue reliance on such forward-looking statements.  The Company expressly disclaims any obligation or undertaking
to release publicly any updates or revisions to any forward-looking statements contained herein to reflect any change
in the Company's expectations with regard thereto or any change in the events, conditions, or circumstances on which
any such statement is based.

Executive Overview

Our financial and operating performance in the third quarter of 2010 was encouraging and marked our best
back-to-back quarters since the last two quarters of 2005. As compared to the second quarter of 2010, three items
impacted our results: 1) freight for the quarter was not as robust as the second quarter with a definite reduction in
utilization throughout the last half of September; 2) we experienced unfavorable insurance and claims activity; and 3)
net fuel costs were higher as the result of less gains on fuel hedges and fuel prices trending upward compared to
receiving the “lag effect” on fuel surcharge throughout much of the second quarter.

Our consolidated revenue increased to $164.8 million for the third quarter of 2010, a 7.7% increase from $153.0
million in the third quarter of 2009.  Higher fuel prices resulted in fuel surcharge revenues of $25.8 million during the
third quarter of 2010, compared with $19.7 million for the third quarter of 2009.  Freight revenue, which for these
purposes excludes fuel surcharges, increased 4.2% in the third quarter of 2010 from the third quarter of 2009.  We
measure freight revenue because management believes that fuel surcharges tend to be a volatile source of revenue and
the removal of such surcharges affords a more consistent basis for comparing results of operations from period to
period.
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Company-specific initiatives combined with an improving freight environment are responsible for the increased level
of freight revenue.  We experienced a 6.5% increase in average freight revenue per tractor per week and a 0.6%
increase in our average tractor fleet.   Average freight revenue per tractor per week improved to $3,163 during the
2010 quarter from $2,971 during the 2009 quarter, while our average miles per tractor increased 1.4% compared with
the third quarter of 2009. Our average freight revenue per total mile increased 6.4 cents per mile (5.1%) compared
with the third quarter of 2009, which was especially favorable given a 13.2% increase in our average length of haul
from 806 miles to 912 miles. Sequentially, our average freight revenue per total mile increased 2.0 cents per mile
(1.5%) compared with the second quarter of 2010. We were able to reduce our empty miles by more than 110 basis
points as compared to the third quarter of 2009 as we further tightened acceptable lanes within our freight network
during the quarter. While we saw some improvement in our level of open trucks late in the quarter, we still achieved
this quarter’s results with an average of approximately 3.0% of our tractor fleet being unseated for the third quarter of
2010.
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Our focus on cost control and efficiency continued to provide positive results in certain controllable cost items.
Compared to the third quarter of 2009, the asset-based divisions’ operating expenses (including unallocated corporate
overhead), net of surcharge revenue, were up $0.01 per mile mainly due to higher insurance expense. During the
quarter, our capital costs (combined depreciation and amortization, revenue equipment rentals and interest expense)
decreased by more than $1.0 million. This was assisted by an improving market for used tractors in third quarter of
2010 as we experienced higher average gains per tractor sold. In addition, we obtained a partial quarter benefit from
reductions in the interest rate grids on our Credit Facility, which were effective August 1, 2010.

Additional items of note included the following:

●
Our asset-based divisions’ revenue increased 7.2%, led by a 6.5% increase in revenue per truck.  Versus the
year ago period our miles per truck were up 1.4% while rates were up 5.1%;

● The asset-based operating income increased 239% to $8.0 million;

●
Our consolidated operating ratio improved by 450 basis points to 94.1% in the third quarter of 2010 versus the
same period in 2009;

● We were able to extend our credit facility until September 2014 at more favorable terms; and

●

Net income of $1.9 million, or $0.13 per basic and diluted share, in the third quarter of 2010, compared with a
net loss of $13.6 million, or ($0.96) per basic and diluted share, in the third quarter of 2009.  Excluding the
$11.6 million impairment charge in the third quarter of 2009, the net loss was $2.0 million or ($0.14) per
basic and diluted share.

The strength of the economy and the tightening driver market are our primary concerns.  Internal education and
evaluation of the Federal Motor Carrier Safety Administration Comprehensive Safety Analysis 2010 ("CSA 2010") is
a priority as we develop plans to keep our top talent and challenge those drivers that need improvement.  Overall, we
believe this regulation will bring challenges as well as opportunities for truckload carriers.  CSA 2010, in conjunction
with potential reductions in hours of service for drivers, may reduce effective capacity in our industry as well as
negatively impact equipment utilization. However, for carriers that successfully manage the new environment with
driver friendly equipment, compensation, and operations, we believe opportunities to increase market share may be
available.  Driver pay may increase as a result of regulation and economic expansion, which provides more alternative
employment opportunities.  If economic growth is sustained, however, we expect the supply/demand  environment to
be favorable enough for us to offset expected compensation increases with better freight pricing.

We are pleased and encouraged by the progress made thus far in 2010, but we recognize that there is hard work still to
be done.  We remain committed to further improving the productivity of our existing fleet, operating efficiently, and
positioning our Company for long-term success.

Revenue and Expenses

We focus on targeted markets where we believe our service standards can provide a competitive advantage.  We are a
major carrier for transportation companies such as freight forwarders, less-than-truckload carriers, and third-party
logistics providers that require a high level of service to support their businesses, as well as for traditional truckload
customers such as manufacturers, retailers, and food and beverage shippers.  We also generate revenue through a
subsidiary that provides freight brokerage services.
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We have two reportable segments: Asset-Based Truckload Services ("Truckload") and our Brokerage Services, also
known as Covenant Transport Solutions, Inc. ("Solutions").

The Truckload segment consists of three asset-based operating fleets that are aggregated because they have similar
economic characteristics and meet the aggregation criteria.  The three operating fleets that comprise our Truckload
segment are as follows: (i) Covenant Transport, Inc. ("Covenant Transport"), our historical flagship operation, which
provides expedited long-haul, dedicated, and regional solo-driver service; (ii) Southern Refrigerated Transportation,
Inc. ("SRT"), which provides primarily long-haul and regional temperature-controlled service; and (iii) Star
Transportation, Inc. ("Star"), which primarily provides regional solo-driver service.
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In our Truckload segment, we primarily generate revenue by transporting freight for our customers.  Generally, we are
paid a predetermined rate per mile for our truckload services.  We enhance our truckload revenue by charging for
tractor and trailer detention, loading and unloading activities, and other specialized services, as well as through the
collection of fuel surcharges to mitigate the impact of increases in the cost of fuel.  The main factors that affect our
truckload revenue are the revenue per mile we receive from our customers, the percentage of miles for which we are
compensated, and the number of shipments and miles we generate.  These factors relate, among other things, to the
general level of economic activity in the United States, inventory levels, specific customer demand, the level of
capacity in the trucking industry, driver availability, the percentage of team-driven tractors in our fleet, and our
average length of haul.

Our asset-based truckload services also derive revenue from fuel surcharges, loading and unloading activities,
equipment detention, and other accessorial services.  We measure revenue before fuel surcharges, or "freight
revenue," because we believe that fuel surcharges tend to be a volatile source of revenue.  We believe the exclusion of
fuel surcharges affords a more consistent basis for comparing the results of operations from period to period.

The main factors that impact our profitability in terms of expenses are the variable costs of transporting freight for our
customers.  These costs include fuel expense, driver-related expenses, such as wages, benefits, training, and
recruitment, and purchased transportation expenses, which include compensating independent contractors and
providers of expedited intermodal rail services.  Expenses that have both fixed and variable components include
maintenance and tire expense and our total cost of insurance and claims.  These expenses generally vary with the
miles we travel, but also have a controllable component based on safety, fleet age, efficiency, and other factors.  Our
main fixed costs include rentals and depreciation of long-term assets, such as revenue equipment and terminal
facilities, and the compensation of non-driver personnel.

Our main measure of profitability is operating ratio, which we define as operating expenses, net of fuel surcharge
revenue, divided by total revenue, less fuel surcharge revenue.

We operate tractors driven by a single driver and also tractors assigned to two-person driver teams.  Our single driver
tractors generally operate in shorter lengths of haul, generate fewer miles per tractor, and experience more
non-revenue miles, but the lower productive miles are expected to be offset by generally higher revenue per loaded
mile and the reduced employee expense of compensating only one driver.  We expect operating statistics and expenses
to shift with the mix of single and team operations.

The Solutions segment provides freight brokerage service directly and through freight brokerage agents who are paid a
commission for the freight they provide.  The brokerage operation has helped us continue to serve customers when we
lacked capacity in a given area or when the load has not met the operating profile of our Truckload segment.

Revenue Equipment

At September 30, 2010, we operated 3,134 tractors and 7,471 trailers. Of such tractors, 2,940 were owned, 45 were
financed under operating leases, and 149 were provided by independent contractors, who provide and drive their own
tractors.  Of such trailers, 2,529 were owned, 4,643 were financed under operating leases, and 299 were financed
under capital leases.  We finance a portion of our tractor fleet and most of our trailer fleet with off-balance sheet
operating leases.  These leases generally run for a period of three years for tractors and five to seven years for
trailers.  At September 30, 2010, our fleet had an average tractor age of 1.6 years and an average trailer age of 5.4
years.
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Independent contractors (owner-operators) provide a tractor and a driver and are responsible for all operating expenses
in exchange for a fixed payment per mile.  We do not have the capital outlay of purchasing or leasing the tractor.  The
payments to independent contractors and the financing of equipment under operating leases are recorded in revenue
equipment rentals and purchased transportation.  Expenses associated with owned equipment, such as interest and
depreciation, are not incurred, and for independent contractors, driver compensation, fuel, and other expenses are not
incurred.  Because obtaining equipment from independent contractors and under operating leases effectively shifts
financing expenses from interest to "above the line" operating expenses, we evaluate our efficiency using net margin
as well as operating ratio.
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RESULTS OF CONSOLIDATED OPERATIONS

COMPARISON OF THREE MONTHS ENDED SEPTEMBER 30, 2010 TO THREE MONTHS ENDED
SEPTEMBER 30, 2009

The following table sets forth the percentage relationship of certain items to total revenue and freight revenue:

Three months ended
September 30,

Three months ended
September 30,

2010 2009 2010 2009
Total revenue 100.0 % 100.0 % Freight revenue (1) 100.0 % 100.0 %
Operating expenses: Operating expenses:
Salaries, wages, and
related expenses 31.9 34.9

Salaries, wages, and
related expenses 37.8 40.1

Fuel expense 27.0 25.3 Fuel expense (1) 13.5 14.3
Operations and
maintenance 5.8 5.9

Operations and
maintenance 6.9 6.8

Revenue equipment
rentals and purchased
transportation 11.0 12.9

Revenue equipment
rentals and purchased
transportation 13.0 14.8

Operating taxes and
licenses 1.8 1.7

Operating taxes and
licenses 2.2 1.9

Insurance and claims 6.1 5.3 Insurance and claims 7.2 6.0
Communications and
utilities 0.8 0.9

Communications and
utilities 1.0 1.0

General supplies and
expenses 2.8 3.8

General supplies and
expenses 3.3 4.4

Depreciation and
amortization 7.8 8.1

Depreciation and
amortization 9.2 9.3

Total operating
expenses 95.0 98.8

Total operating
expenses 94.1 98.6

Operating income 5.0 1.2 Operating income (loss) 5.9 1.4
Other expense, net 2.6 9.9 Other expense, net 3.0 11.3
Income (loss) before
income taxes 2.4 (8.7 )

Income (loss) before
income taxes 2.9 (9.9 )

Income tax expense 1.3 0.2
Income tax expense
(benefit) 1.5 0.3

Net income (loss) 1.1 % (8.9 %) Net income (loss) 1.4 % (10.2 %)

(1)   Freight revenue is total revenue less fuel surcharge revenue.  Fuel surcharge revenue is shown netted against the
fuel expense category ($25.8 million and $19.7 million in the three months ended September 30, 2010 and 2009,
respectively).

Revenue
For the quarter ended September 30, 2010, total revenue increased $11.8 million, or 7.7%, to $164.8 million from
$153.0 million in the 2009 period.  Freight revenue increased $5.6 million, or 4.2%, to $139.0 million in the three
months ended September 30, 2010, from $133.3 million in the same period in 2009.  For comparison purposes in the
discussion below, we use freight revenue (total revenue less fuel surcharge revenue) when discussing changes as a
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percentage of revenue.  We believe removing this sometimes volatile source of revenue affords a more consistent
basis for comparing the results of operations from period to period. As previously discussed, the increased level of
freight revenue for the quarter was primarily attributable to the improvement in the freight environment up until the
last two weeks of September that provided for improved rates and utilization compared to the 2009 period.  Rates
have improved as a result of customers sensing the tightening capacity and understanding that capacity will only get
tighter with the roll-out of CSA 2010. As previously noted, our average freight revenue per total mile increased 6.4
cents per mile (5.1%) compared with the third quarter of 2009. Record low inventories, improved economic growth,
and the continued reduction in the number of tractors on the road, particularly in the long-haul marketplace, provided
for tighter capacity and thus higher spot-market prices in the 2010 quarter when compared to the 2009 quarter.  We
are managing our network and the related allocation of resources to maximize utilization, minimize out-of-route
and/or deadhead miles, minimize broker freight, and improve rates.  We expect periodic rate increases so long as
capacity remains tight and the economy continues to gradually improve; however, deterioration in either of these
factors would likely mitigate any rate increases and could jeopardize existing rates.

Salaries, wages, and related expenses
The decrease in salaries, wages and related expenses as a percentage of freight revenue was primarily attributable to
the increase in revenue per total mile discussed above, noting that driver pay expense and Company miles were
relatively flat period over period despite our July 2010 driver pay increases at our Covenant subsidiary.  Payroll
expense for employees, other than over-the-road drivers, decreased $0.3 million in the 2010 period from the 2009
period mostly due to fewer employees as a result of various initiatives to increase our ratio of tractors per non-driver
employee.  Payroll taxes were $0.7 million less in the 2010 period than the 2009 as the result of retroactive
unemployment tax increases received in the third quarter of 2009. These decreases were partially offset by an $0.8
million increase in workers’ compensation expense attributable to minimal claims activity and several favorable
reserve adjustments for claims that settled below the amount reserved in prior periods. Also included in salaries,
wages, and related expenses is stock-based compensation expense for the three months ended September 30, 2010 and
2009 of approximately $0.2 million and $0.1 million, respectively. We are starting to sense a modest tightening in the
driver market and expect the implementation of the CSA 2010 initiative may reduce the pool of available drivers,
which will likely require us to increase driver pay in 2011.  Accordingly, going forward, we believe these expenses
could increase in absolute terms (and as a percentage of revenue absent an increase in revenue to offset increased
costs).
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Fuel expense
The Company receives a fuel surcharge on its loaded miles from most shippers; however, this does not cover the
entire increase in fuel prices for several reasons, including the following: surcharges cover only loaded miles we
operated during the quarter; surcharges do not cover miles driven out-of-route by our drivers; and surcharges typically
do not cover refrigeration unit fuel usage or fuel burned by tractors while idling.  Moreover, most of our business
during the third quarter relating to shipments obtained from freight brokers did not carry a fuel surcharge.  Finally,
fuel surcharges vary in the percentage of reimbursement offered, and not all surcharges fully compensate for fuel price
increases even on loaded miles.

The rate of fuel price increases also can have an impact on results.  Most fuel surcharges are based on the average fuel
price as published by the U.S. Department of Energy ("DOE") for the week prior to the shipment. In times of rapidly
escalating fuel prices, the lag time causes under-recovery and vice versa in periods of rapidly decreasing fuel
costs.  The Company experienced unfavorable fuel surcharge trends in the third quarter of 2010; however, the impact
was not significant.  Even though the DOE's national average cost of diesel fuel increased $0.34 per gallon in the third
quarter of 2010 compared with the third quarter of 2009, we experienced a $0.01 per mile reduction in our net cost of
fuel.  The decrease is primarily the result of increased fuel surcharge recovery, reduced idle time, and the positive
results of the Company's fuel hedging program.  Our hedge program provided for a $0.4 million reduction in fuel
expense during the quarter. Based on the amounts in accumulated other comprehensive income as of September 30,
2010 and the expected timing of the purchases of the diesel hedged, we expect to reclassify $0.7 million of gains on
derivative instruments from accumulated other comprehensive income to earnings during the next twelve months due
to the actual diesel fuel purchases.  The amounts actually realized will be dependent on the fair values as of the date of
settlement.

Revenue equipment rentals and purchased transportation
The decrease in revenue equipment rentals and purchased transportation as a percentage of freight revenue in the 2010
period from the 2009 period was a result of the increase in revenue per total mile discussed above, a $2.0 million
decrease in tractor and trailer equipment rental expense and a $2.6 million decrease in payments to third-party
transportation providers by our Solutions subsidiary, partially off-set by a $3.0 million increase in payments to
independent contractors.  We had financed approximately 45 tractors and 4,643 trailers under operating leases at
September 30, 2010, compared with 347 tractors and 5,889 trailers under operating leases at September 30,
2009.  Payments to third-party transportation providers associated with our Solutions subsidiary decreased in the 2010
period from the 2009 period, primarily due to decreased loads partially offset by higher rates and fuel costs passed on
to those providers.  The significant increase in payments to independent contractors in the 2010 period from the 2009
period, mainly due to an increase in the size of the independent contractor fleet and the increase in fuel surcharges
passed through that are a component of the related expense.  This expense category will fluctuate with the number of
loads hauled by independent contractors and handled by Solutions and the percentage of our fleet financed with
operating leases, as well as the amount of fuel surcharge revenue passed through to the independent contractors and
third-party carriers.  Given we anticipate adding new tractors through on-balance sheet financing, the percentage of
our tractor fleet financed with operating leases is expected to decrease in the near term. If the economy continues to
improve, we believe we may need to increase the amounts we pay to independent contractors and third-party
transportation providers, which could increase this expense category as a percentage of freight revenue absent an
offsetting increase in revenue.

As discussed herein, on October 28, 2010, the Company entered into a Letter Agreement dated April 15, 2003 with
TIP.  Contemporaneously with the execution of the Letter Agreement, the Company returned 543 trailers in order to
better match the Company's trailer fleet with its current number of tractors. Under the terms of the Letter Agreement,
the trailers subject to the agreement will be required to be returned or purchased at the rate of approximately 100
trailers per month beginning February 2012 The improved rental rate, coupled with the reduction in rental expense
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associated with the return of 543 trailers, is expected to provide the Company with savings on the TIP trailers in fiscal
year 2011.
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Insurance and claims
The increase in insurance and claims as a percentage of freight revenue is the result of higher claims and premium
expense during the 2010 quarter.  The increase in claims expense relates to the severity of certain claims and a  slight
increase in both the frequency of claims and the loss development expense period over period. The increase in
premium expense related to the insurance renewal that was effective April 1, 2010, that resulted in a reduction in our
self-insured retention limit for the primary layer of casualty claims to no more than $1.0 million from the $4.0 million
self-insured retention limit we have had for a number of years.  With our significant self-insured retention, insurance
and claims expense may fluctuate significantly from period to period, and any increase in frequency or severity of
claims could adversely affect our financial condition and results of operations.

General supplies and expenses
The decrease in general supplies and expenses as a percentage of freight revenue in the 2010 period from the 2009
period is primarily the result of the increase in revenue per total mile discussed above as well as a reduction in the
various expenses as a result of cost saving initiatives.  The larger decreases included a $0.5 million reduction in bad
debt expense given several large bankruptcies in the 2009 period and a $0.4 million reduction in agent fees a result of
reduced revenue at Solutions in the 2010 period.

Depreciation and amortization
Depreciation and amortization decreased as a percentage of freight revenue as a result of higher freight revenue per
tractor and $1.7 million in gains on the disposal of property and equipment during the 2010 quarter, compared to
revenue equipment disposals in the third quarter of 2009 that were approximating break-even.  Depreciation,
consisting primarily of depreciation of revenue equipment and excluding gains and losses, increased $2.1 million in
the 2010 period from the 2009 period.  The increase in depreciation expense was the result of more owned tractors on
our balance sheet as opposed to leased, as we owned 2,940 and 2,689 tractors at September 30, 2010 and 2009,
respectively, as well as the increased cost of new tractors.  We anticipate purchasing additional equipment through
on-balance sheet financing over the next twelve months, which will likely cause an increase in depreciation and
amortization in the near term.

Other expense, net
The significant decrease in the other expense, net category relates to lack of any impairment charge in the 2010
period, compared with the Transplace impairment, which provided for $11.6 million of expense in 2009.  This
decrease was partially off-set by an increase in interest expense of $0.5 million, resulting from a period-over-period
increase in debt related to an increase in financing revenue equipment with balance sheet debt and the increase in our
average interest rate on our credit facility, as amended, compared to the average interest rates in the 2009 period.

Income tax expense
The increase in tax expense and the related percentage of freight revenue was primarily the result of producing net
income in the 2010 period and therefore being subject to statutory taxing requirements.  The increase was partially
offset by the $0.2 million favorable impact of the release of a portion of the valuation allowance on a prior period
capital loss in the quarter as the result of generating capital gains to utilize a portion of the loss that related to our prior
sale of our investment in Transplace.  The effective tax rate is different from the expected combined tax rate due to
permanent differences related to a per diem pay structure for drivers.  Due to the partial nondeductible effect of the per
diem payments, our tax rate will fluctuate in future periods as income fluctuates.
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COMPARISON OF NINE MONTHS ENDED SEPTEMBER 30, 2010 TO NINE MONTHS ENDED SEPTEMBER
30, 2009

The following table sets forth the percentage relationship of certain items to total revenue and freight revenue:

Nine months ended
September 30,

Nine months ended
September 30,

2010 2009 2010 2009
Total revenue 100.0 % 100.0 % Freight revenue (1) 100.0 % 100.0 %
Operating expenses: Operating expenses:
Salaries, wages, and
related expenses 32.7 37.5

Salaries, wages, and
related expenses 38.7 42.1

Fuel expense 26.9 23.7 Fuel expense (1) 13.3 14.5
Operations and
maintenance 5.7 6.2

Operations and
maintenance 6.7 7.0

Revenue equipment
rentals and purchased
transportation 11.3 13.1

Revenue equipment
rentals and purchased
transportation 13.5 14.7

Operating taxes and
licenses 1.7 2.0

Operating taxes and
licenses 2.1 2.2

Insurance and claims 5.8 5.3 Insurance and claims 6.9 5.9
Communications and
utilities 0.7 1.0

Communications and
utilities 0.9 1.2

General supplies and
expenses 3.1 4.0

General supplies and
expenses 3.6 4.5

Depreciation and
amortization 8.0 8.1

Depreciation and
amortization 9.4 8.9

Total operating
expenses 95.9 100.9

Total operating
expenses 95.1 101.0

Operating income (loss) 4.1 (0.9 ) Operating income (loss) 4.9 (1.0 )
Other expense, net 2.6 4.9 Other expense, net 3.0 5.5
Net income (loss)
before income taxes 1.5 (5.8 )

Net income (loss)
before income taxes 1.9 (6.5 )

Income tax expense
(benefit) 1.0 (0.6 )

Income tax expense
(benefit) 1.2 (0.7 )

Net income (loss) 0.5 % (5.2 %) Net income (loss) 0.7 % (5.8 %)

(1)   Freight revenue is total revenue less fuel surcharge revenue.  Fuel surcharge revenue is shown netted against the
fuel expense category ($76.1 million and $46.2 million in the nine months ended September 30, 2010 and 2009,
respectively).

Revenue
For the nine months ended September 30, 2010, total revenue increased $54.9 million, or 12.7%, to $485.8 million
from $430.9 million in the 2009 period.  Freight revenue increased $25.0 million, or 6.5%, to $409.7 million in the
nine months ended September 30, 2010, from $384.7 million in the same period in 2009.  For comparison purposes in
the discussion below, we use freight revenue (total revenue less fuel surcharge revenue) when discussing changes as a
percentage of revenue.  We believe removing this sometimes volatile source of revenue affords a more consistent
basis for comparing the results of operations from period to period.  The increased level of freight revenue in 2010
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was primarily attributable to the improvement in the freight environment and certain Company-specific initiatives that
provided for improved rates and utilization compared to the 2009 period.  Rates have improved as a result of
customers sensing the tightening capacity and understanding that capacity will only get tighter with the roll-out of
CSA 2010. Our average freight revenue per total mile increased 2.6 cents per mile (2.0%) compared with the
nine-months ended September 30, 2009. Utilization and productivity has improved as a result of improved truckload
fundamentals along with certain initiatives the Company has employed to increase velocity, reduce deadhead,
etc.  Record low inventories, improved economic growth, and the continued reduction in the number of tractors on the
road, particularly in the long-haul marketplace, provided for tighter capacity and thus higher spot-market prices in
2010 period when compared to the 2009 period.  We are managing our network and the related allocation of resources
to maximize utilization, minimize out-of-route and/or deadhead miles, minimize broker freight, and improve rates.

Salaries, wages, and related expenses
The decrease in salaries, wages and related expenses as a percentage of freight revenue was primarily attributable to
reductions in driver pay providing for an aggregate $1.9 million reduction in the related expense, while Company
miles are 10.8 million higher in the 2010 period than the 2009 period. Additionally, workers’ compensation expense is
$1.1 million less in the 2010 period than the 2009 period as a result of minimal claims activity and several favorable
reserve changes for cases that settled below the amount reserved. Included in salaries, wages, and related expenses is
stock-based compensation expense for the nine months ended September 30, 2010 and 2009 of approximately $0.7
million and $0.3 million, respectively. We are experiencing a modest tightening in the driver market and expect the
implementation of the CSA 2010 initiative may reduce the pool of available drivers, which will likely require us to
increase driver pay in 2011.  Accordingly, going forward, we believe these expenses could increase in absolute terms
(and as a percentage of revenue absent an increase in revenue to offset increased costs).

Page 22

Edgar Filing: COVENANT TRANSPORTATION GROUP INC - Form 10-Q

40



Table of Contents

Fuel expense
Even though the DOE's national average cost of diesel fuel increased in 2010 compared with 2009, we experienced a
$0.02 per mile reduction in our net cost of fuel.  The decrease is primarily the result of increased fuel surcharge
recovery, reduced idle time, and the positive results of the Company's fuel hedging program.  Our hedge program
provided for a $1.9 million reduction in fuel expense during the 2010 period.  Based on the amounts in accumulated
other comprehensive income as of September 30, 2010 and the expected timing of the purchases of the diesel hedged,
we expect to reclassify $0.7 million of gains on derivative instruments from accumulated other comprehensive income
to earnings during the next twelve months due to the actual diesel fuel purchases.  The amounts actually realized will
be dependent on the fair values as of the date of settlement.

Revenue equipment rentals and purchased transportation
The decrease in revenue equipment rentals and purchased transportation as a percentage of freight revenue in the 2010
period from the 2009 period was a result of the increase revenue per total mile discussed above, a $6.0 million
decrease in tractor and trailer equipment rental expense and a $3.3 million decrease in payments to third-party
transportation providers by our Solutions subsidiary, partially off-set by a $7.8 million increase in payments to
independent contractors.  We had financed approximately 45 tractors and 4,643 trailers under operating leases at
September 30, 2010, compared with 347 tractors and 5,889 trailers under operating leases at September 30,
2009.  Payments to third-party transportation providers associated with our Solutions subsidiary decreased in the 2010
period from the 2009 period, primarily due to decreased loads partially offset by higher rates and fuel costs passed on
to those providers. We had a significant increase in payments to independent contractors in the 2010 period from the
2009 period, mainly due to an increase in the size of the independent contractor fleet and the increase in fuel
surcharges passed through that are a component of the related expense.  This expense category will fluctuate with the
number of loads hauled by independent contractors and handled by Solutions and the percentage of our fleet financed
with operating leases, as well as the amount of fuel surcharge revenue passed through to the independent contractors
and third-party carriers.  Given we anticipate adding new tractors through on-balance sheet financing, the percentage
of our tractor fleet financed with operating leases is expected to decrease in the near term. If the economy continues to
improve, we believe we may need to increase the amounts we pay to independent contractors and third-party
transportation providers, which could increase this expense category as a percentage of freight revenue absent an
offsetting increase in revenue.

Insurance and claims
The increase in insurance and claims as a percentage of freight revenue is the result of higher claims and premium
expense during the 2010 period.  Although our driver and safety teams achieved historically low reportable accidents
per million miles for the nine months ended September 30, 2010, we experienced a small number of severe accidents
in the first and third quarters of 2010.  The increase in premium expense related to the insurance renewal that was
effective April 1, 2010, that resulted in a reduction in our self-insured retention limit for the primary layer of casualty
claims to no more than $1.0 million from the $4.0 million self-insured retention limit we have had for a number of
years.  With our significant self-insured retention, insurance and claims expense may fluctuate significantly from
period to period, and any increase in frequency or severity of claims could adversely affect our financial condition and
results of operations.

Communications and utilities
The decrease in communications and utilities expense as a percentage of freight revenue was the result of $0.4 million
in vendor credits and the reduced number of tractors.  Additionally, the fluctuation is the result of the costs having a
high fixed component, while revenue increased period-over-period.

General supplies and expenses
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The decrease in general supplies and expenses as a percentage of freight revenue in the 2010 period from the 2009
period is primarily the result of the increase in revenue per total mile discussed above as well as a reduction in the
various expenses as a result of cost saving initiatives.  The larger decreases included a $0.6 million reduction in bad
debt expense given several large bankruptcies and reserve adjustments in the 2009 period and a $0.7 million reduction
in agent fees a result of reduced revenue at Solutions in 2010.

Depreciation and amortization
Depreciation and amortization, consisting primarily of depreciation of revenue equipment, increased as a percentage
of freight revenue in the 2010 period from the 2009 period.  The increase was the result of more owned tractors on our
balance sheet as opposed to leased, as we owned 2,940 and 2,689 tractors at September 30, 2010 and 2009,
respectively, as well as the increased cost of new tractors.  These increases were partially offset by gains on the sale of
equipment totaling $3.0 million in 2010 compared to minimal gains in 2009.  We anticipate purchasing additional
equipment through on-balance sheet financing over the next twelve months, which will likely cause an increase in
depreciation and amortization in the near term.
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Other expense, net
The significant decrease in the other expense, net category relates to the Transplace impairment, which provided for
$11.6 million of expense in the 2009 period.  This decrease was partially off-set by an increase in interest expense of
$2.6 million, resulting from a period-over-period increase in debt related to an increase in financing revenue
equipment with balance sheet debt and the increase in our average interest rate on our credit facility, as amended,
compared to the average interest rates in the 2009 period.

Income tax expense
The increase in tax expense and the related percentage of freight revenue was primarily as a result of producing net
income in the 2010 period and therefore being subject to statutory taxing requirements.  The increase was partially
offset by the $0.4 million favorable impact of the release of a portion of the valuation allowance on a prior period
capital loss in the period as the result of generating capital gains to utilize a portion of the loss that related to our prior
sale of our investment in Transplace.  The effective tax rate is different from the expected combined tax rate due to
permanent differences related to a per diem pay structure for drivers.  Due to the partial nondeductible effect of the per
diem payments, our tax rate will fluctuate in future periods as income fluctuates.

RESULTS OF SEGMENT OPERATIONS

COMPARISON OF THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2010 TO THREE AND NINE
MONTHS ENDED SEPTEMBER 30, 2009

The following table summarizes financial and operating data by reportable segment:

(in thousands)
Three months ended

September 30,
Nine months ended

September 30,
2010 2009 2010 2009

Total revenues:
Asset-Based Truckload Services $155,531 $140,694 $455,453 $396,110
Brokerage Services 9,281 12,354 30,349 34,797

Total $164,812 $153,048 $485,802 $430,907

Operating Income (Loss):
Asset-Based Truckload Services $9,842 $5,125 $28,640 $7,287
Brokerage Services 211 (519 ) 917 (266 )
Unallocated Corporate Overhead (1,881 ) (2,777 ) (9,527 ) (10,973 )

Total $8,172 $1,829 $20,030 $(3,952 )

Our asset-based truckload services segment revenue increased for both the quarter and year to date periods when
compared to the prior year periods as the result of increases in utilization, rates, and fuel surcharge revenue. Rates and
utilization have improved as a result of improved truckload fundamentals including low inventories, economic
growth, and tightening capacity.  Additionally, fuel price increases and increases in fuel surcharge revenue provided
for a $6.1 million and $29.9 million increase in fuel surcharge revenue for the three and nine month periods ended
September 30, 2010 compared to the prior year periods, respectively.  The asset-based divisions' operating expenses
(including unallocated corporate overhead), net of fuel surcharge revenue, increased $0.01 per mile in the third quarter
of 2010 versus the third quarter of 2009.  This increase was led by a $0.02 per mile increase in our insurance and
claims expense, partially off-set by decreases in various other expense categories.  Additionally, the asset-based
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divisions' operating expenses (including unallocated corporate overhead), net of fuel surcharge revenue, declined
$0.05 per mile for the nine months ended September 30, 2010 versus the 2009 period. This decrease was led by
decrease in our salaries and wages and net fuel expense, partially off-set by an increase in insurance and claims
expense.
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Our brokerage segment revenue decreased for both the quarter and year to date periods when compared to the prior
year periods as the result of an elimination of unprofitable freight and agents as evidenced by an approximate 19%
decrease in loads, partially offset by an increase in revenue per load and per loaded mile resulting from freight with a
higher rate per mile and more miles per load.  Net revenue (total revenue less purchased transportation) for the quarter
decreased 15.0% compared to the 2009 quarter, primarily as a result of decreased revenue, while  payments to third−
-party transportation providers was 86.4% of total revenue in the current quarter, down from 88.0% of total revenue in
the prior year quarter.  Solutions' other operating expenses as a percentage of revenue decreased to 11.3% of total
revenue in the third quarter from 16.2% of total revenue in the third quarter of 2009.  This was primarily the result of
reduced overhead arising from headcount reductions, changes in our agent commission structure, and reductions in
bad debt expense.  We have continued to improve our cost structure in this segment in light of reductions in revenue,
with the goal of growing the segment's revenue base, generating appropriate gross margins, and maintaining a lean
cost structure such that the business is a truly variable cost business and will hopefully produce a positive operating
profit in most freight environments.

LIQUIDITY AND CAPITAL RESOURCES

Our business requires significant capital investments over the short-term and the long-term.  Recently, we have
financed our capital requirements with borrowings under our credit facility, cash flows from operations, long-term
operating leases, capital leases, and secured installment notes with finance companies.  Our primary sources of
liquidity at September 30, 2010, were funds provided by operations, proceeds from the sale of used revenue
equipment, borrowings under our credit facility, borrowings from secured installment notes, capital leases, operating
leases of revenue equipment, and cash and cash equivalents.  We had a working capital (total current assets less total
current liabilities) deficit of $10.8 million and $17.8 million at September 30, 2010 and December 31, 2009,
respectively.  Working capital deficits are common to many trucking companies that operate by financing revenue
equipment purchases through borrowing or capitalized leases.  When we finance revenue equipment through
borrowing or capitalized leases, the principal amortization scheduled for the next twelve months is categorized as a
current liability, although the revenue equipment is classified as a long-term asset.  Consequently, each purchase of
revenue equipment financed with borrowing or capitalized leases decreases working capital.  We believe our working
capital deficit had little impact on our liquidity.  Based on our expected financial condition, results of operations, net
capital expenditures, a refund of previously paid federal income taxes as a result of net operating loss carry backs
pursuant to the Worker, Homeownership, and Business Assistance Act of 2009, and net cash flows during the next
twelve months, which contemplate an improvement compared with the past twelve months, we believe our working
capital and sources of liquidity will be adequate to meet our current and projected needs for at least the next twelve
months.

As detailed above, our working capital deficit has improved since December 31, 2009 and on a long-term basis, based
on our anticipated financial condition, results of operations, cash flows, continued availability of our credit facility,
secured installment notes, and other sources of financing that we expect will be available to us, we do not expect to
experience material liquidity constraints in the foreseeable future.  As discussed below, on August 31, 2010, we
obtained a fourth amendment to its Credit Facility that among other things extended the maturity date of the Credit
Facility from September 2011 to September 2014.  Additionally, borrowings from the financial affiliates of our
primary revenue equipment suppliers are available to fund new tractors expected to be delivered in 2010 and 2011,
while any other property and equipment purchases, including trailers, are expected to be funded with a combination of
notes, operating leases, capital leases and/or from the Credit Facility. We had approximately $12.0 million in
borrowings outstanding under the Credit Facility as of September 30, 2010, undrawn letters of credit outstanding of
approximately $42.3 million, and available borrowing capacity of $30.7 million. While availability is back above $40
million in late October and early November 2010, it decreased near the end of the third quarter as the result of paying
off certain revenue equipment that was replaced, while not completing the related sale of the used equipment, and
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payment of an insurance claim above our retention on which we were waiting for reimbursement from the insurance
carrier. The Company’s intra-period borrowings on the Credit Facility have ranged between $2.7 million and $17.7
million during the third quarter of 2010 and between $2.7 million and $21.8 million during the nine month period
ended September 2010.  Fluctuations in the outstanding balance and related availability on Credit Facility are driven
primarily by cash flows from operations and the timing and nature of property and equipment additions that are not
funded through notes payable, as well as the nature and timing of receipt of proceeds from disposals of property and
equipment.
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Cash Flows

Net cash flows provided by operating activities was higher in the 2010 period than the 2009 period, primarily due to a
$13.3 million increase in profitability, excluding the $11.6 non-cash charge related to Transplace in 2009.  Cash from
operating activities was higher as the result of receipt in the 2010 period of an $8.7 million refund of federal income
taxes, and $0.3 million of cash received related to fuel hedge contracts terminated whereby the related gain has been
deferred in accumulated other comprehensive income, noting no similar items in the 2009 period.  Additionally, as a
result of an increase in our acquisition of revenue equipment using balance sheet debt as opposed to operating leases,
the adjustment to net income (loss) for the related depreciation was $41.7 million in the 2010 period versus $34.3
million in the corresponding 2009 period, partially off-set by gains on the sale of property and equipment in 2010 and
2009.  Cash used for insurance and claims accruals decreased by $9.3 million related to a reduction in payments,
primarily of certain large claims.  These improvements also were offset by a decrease in our collections of receivables
of $17.5 million, primarily resulting from the impact of fuel prices on revenue and accounts receivable and two large
non-trade receivables totaling approximately $6.2 million related to an insurance reimbursement and the remainder of
our federal tax refund being outstanding at September 30, 2010.

The increase in net cash flows used in investing activities was primarily the result of an increase in our acquisition of
revenue equipment using balance sheet debt as opposed to operating leases.  Also, when comparing the two periods
we were reducing the fleet size in the 2009 period by disposing of equipment and not replacing it while we maintained
a relatively consistent fleet size in the 2010 period.  Our annual tractor fleet plan for 2010 now includes the purchase
and disposal of approximately 1,050 tractors for expected full-year net capital expenditures of approximately $75
million to $80 million.  Our net capital expenditure outlook increased modestly because of delays in the timing of
selling certain trades versus receipt of the replacement units negatively impacted receipt of proceeds.  With an average
fleet age of only 1.6 years, we have significant flexibility to manage our fleet and we plan to regularly evaluate our
tractor replacement cycle and new tractor purchase requirements.  We have the ability to cancel tractor orders within
specified notice periods, although any cancellations would affect the availability of trade slots to dispose of used
tractors, which could affect expected proceeds of disposition.

The changes in net cash flows provided by financing activities were a function of a $4.3 million increase in net
proceeds from notes, which were used to fund the aforementioned increased tractor purchases in the 2010 period when
compared to the 2009 period.  Additionally, in July 2010, we the received $1.3 million from the exercise of stock
options and a $0.4 million tax benefit related to the exercise of stock options and restricted share vesting, whereby
there were no similar transactions in the 2009 period.

Material Debt Agreements

In September 2008, the Company and substantially all its subsidiaries entered into a Third Amended and Restated
Credit Facility (the "Credit Facility") with Bank of America, N.A., as agent (the "Agent") and JPMorgan Chase Bank,
N.A. ("JPM," and together with the Agent, the "Lenders").

The Credit Facility is structured as an $85.0 million revolving credit facility, with an accordion feature that, so long as
no event of default exists, allows the Company to request an increase in the revolving credit facility of up to $50.0
million.  The Credit Facility includes, within its $85.0 million revolving credit facility, a letter of credit sub facility in
an aggregate amount of $85.0 million and a swing line sub facility in an aggregate amount equal to the greater of
$10.0 million or 10% of the Lenders' aggregate commitments under the Credit Facility from time to time.

Borrowings under the Credit Facility are classified as either "base rate loans" or "LIBOR loans."  Base rate loans
accrue interest at a base rate equal to the greater of the agent's prime rate, the federal funds rate plus 0.5%, or LIBOR
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plus 1.0%, plus an applicable margin that is adjusted quarterly between 2.5% and 3.25% based on average pricing
availability.  LIBOR loans accrue interest at the greater of 1.5% or LIBOR, plus an applicable margin that is adjusted
quarterly between 3.5% and 4.25% based on average pricing availability.  The unused line fee is adjusted quarterly
between 0.5% and 0.75% of the average daily amount by which the Lenders' aggregate revolving commitments under
the Credit Facility exceed the outstanding principal amount of revolver loans and the aggregate undrawn amount of all
outstanding letters of credit issued under the Credit Facility.  The obligations under the Credit Facility are guaranteed
by the Company and secured by a pledge of substantially all of the Company's assets, with the notable exclusion of
any real estate or revenue equipment pledged under other financing agreements, including revenue equipment
installment notes and capital leases.
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Borrowings under the Credit Facility are subject to a borrowing base limited to the lesser of (A) $85.0 million, minus
the sum of the stated amount of all outstanding letters of credit; or (B) the sum of (i) 85% of eligible accounts
receivable, plus (ii) the lesser of (a) 85% of the appraised net orderly liquidation value of eligible revenue equipment,
(b) 95% of the net book value of eligible revenue equipment, or (c) 35% of the Lenders' aggregate revolving
commitments under the Credit Facility, plus (iii) the lesser of (a) $25.0 million or (b) 65% of the appraised fair market
value of eligible real estate.  The borrowing base is limited by a $15.0 million availability block, plus any other
reserves the Agent may establish in its judgment.  The Company had approximately $12.0 million in borrowings
outstanding under the Credit Facility as of September 30, 2010, undrawn letters of credit outstanding of approximately
$42.3 million, and available borrowing capacity of $30.7 million.  The weighted average interest rate on outstanding
borrowings was 4.8%.

The Credit Facility includes usual and customary events of default for a facility of this nature and provides that, upon
the occurrence and continuation of an event of default, payment of all amounts payable under the Credit Facility may
be accelerated, and the Lenders' commitments may be terminated.  The Credit Facility contains certain restrictions and
covenants relating to, among other things, dividends, liens, acquisitions and dispositions outside of the ordinary course
of business, and affiliate transactions.  The Credit Facility contains a single financial covenant which required the
Company to maintain a consolidated fixed charge coverage ratio of at least 1.0 to 1.0.  The fixed charge coverage
covenant became effective October 31, 2008.

On March 27, 2009, the Company obtained an amendment to its Credit Facility, which, among other things, (i)
retroactively to January 1, 2009 amended the fixed charge coverage ratio covenant for January and February 2009 to
the actual levels achieved, which cured our default of that covenant for January 2009, (ii) restarted the look back
requirements of the fixed charge coverage ratio covenant beginning on March 1, 2009, (iii) increased the EBITDAR
portion of the fixed charge coverage ratio definition by $3.0 million for all periods between March 1 to December 31,
2009, (iv) increased the base rate applicable to base rate loans to the greater of the prime rate, the federal funds rate
plus 0.5%, or LIBOR plus 1.0%, (v) set a LIBOR floor of 1.5%, (vi) increased the applicable margin for base rate
loans to a range between 2.5% and 3.25% and for LIBOR loans to a range between 3.5% and 4.25%, with 3.0% (for
base rate loans) and 4.0% (for LIBOR loans) to be used as the applicable margin through September 2009, (vii)
increased the Company's letter of credit facility fee by an amount corresponding to the increase in the applicable
margin, (viii) increased the unused line fee to a range between 0.5% and 0.75%, and (ix) increased the maximum
number of field examinations per year from three to four.  In exchange for these amendments, the Company agreed to
the increases in interest rates and fees described above and paid fees of approximately $0.5 million.

On February 25, 2010, the Company obtained an additional amendment to its Credit Facility, which, among other
things, (i) amended certain defined terms in the Credit Facility, (ii) retroactively to January 1, 2010, amended the
fixed charge coverage ratio covenant through June 30, 2010, to the levels set forth in the table below, which prevented
a default of that covenant for January 2010, (iii) restarted the look back requirements of the fixed coverage ratio
covenant beginning on January 1, 2010, and (iv) required the Company to order updated appraisals for certain real
estate described in the Credit Facility.  In exchange for these amendments, we agreed to pay the Agent, for the pro rata
benefit of the Lenders, a fee equal to 0.125% of the Lenders' total commitments under the Credit Facility, or
approximately $0.1 million.  Following the effectiveness of the amendment, our fixed charge coverage ratio covenant
requirement is as follows, noting the Company was in compliance with the covenant as of September 30, 2010:

Nine months ending
September 30, 2010

1.00 to
1.00

Ten months ending
October 31, 2010

1.00 to
1.00
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Eleven months ending
November 30, 2010

1.00 to
1.00

Twelve months ending
December 31, 2010

1.00 to
1.00

Each rolling
twelve-month period
thereafter

1.00 to
1.00

On July 30, 2010, the Company obtained a third amendment to its Credit Facility, which allowed for a certain letter of
credit totaling approximately $1.2 million to be issued with a term of longer than twelve months as required by the
recipient. The Credit Facility, as amended, provides that each letter of credit renews annually, excluding the
aforementioned exception.
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On August 31, 2010 the Company obtained a fourth amendment to its Credit Facility, which was effective retroactive
to August 1, 2010 and, among other things, (i) extended the maturity date of the Credit Facility from September 2011
to September 2014, (ii) decreased the applicable margin for base rate loans to a range between 1.25% and 2.00% and
for LIBOR loans to a range between 2.25% and 3.00%, (iii) eliminated the LIBOR floor on the interest rate grid, (iv)
improved the unused line fee pricing to 0.5% per annum when availability is less than $50.0 million and 0.75% per
annum when availability is at or over such amount (previously the fee was 0.5% per annum when availability was less
than $42.5 million and 0.75% when availability was at or over such amount), (v) reduced the field exam frequency
from three field examinations of any Borrower’s books and records and three appraisals of pledged equipment to two
examinations and two appraisals, respectively, and (vi) decreased the frequency of borrowing base certificates to
monthly from weekly; provided no default exists and availability is more than $15.0 million.  In exchange for these
amendments, the Company agreed to the decreases in interest rates and fees described above and paid fees and
expenses of approximately $0.6 million.

Capital lease obligations are utilized to finance a portion of our revenue equipment and are entered into with certain
finance companies who are not parties to our Credit Facility.  The leases terminate in September 2014 through January
2015 and contain guarantees of the residual value of the related equipment by the Company, and the residual
guarantees are included in the related debt balance as a balloon payment at the end of the related term as well as
included in the future minimum lease payments.  These lease agreements require us to pay personal property taxes,
maintenance, and operating expenses.

Pricing for the revenue equipment installment notes are quoted by the respective financial affiliates of our primary
revenue equipment suppliers at the funding of each group of equipment acquired and include fixed annual rates for
new equipment under retail installment contracts. The notes included in the funding are due in monthly installments
with final maturities at various dates ranging from October 2010 to March 2015.  The notes contain certain
requirements regarding payment, insuring of collateral, and other matters, but do not have any financial or other
material covenants or events of default.  Additional borrowings from the financial affiliates of our primary revenue
equipment suppliers are available to fund new tractors expected to be delivered in 2010 and 2011.

OFF-BALANCE SHEET ARRANGEMENTS

Operating leases have been an important source of financing for our revenue equipment, computer equipment, and
certain real estate.  At September 30, 2010, we had financed 45 tractors and 4,643 trailers under operating
leases.  Vehicles held under operating leases are not carried on our consolidated condensed balance sheets, and lease
payments, in respect of such vehicles, are reflected in our consolidated condensed statements of operations in the line
item "Revenue equipment rentals and purchased transportation."  Our revenue equipment rental expense in the third
quarter decreased to $4.2 million in 2010 from $6.1 million in the 2009 period, as we moved to financing new revenue
equipment purchases with on-balance sheet financing.  Our revenue equipment rental expense was $13.8 million in
the nine-month period ended September 30, 2010 compared to $19.9 million in the nine-month period ended
September 30, 2009.  The total amount of remaining payments under operating leases as of September 30, 2010 was
approximately $57.9 million.  In connection with various operating leases, we issued residual value guarantees, which
provide that if we do not purchase the leased equipment from the lessor at the end of the lease term, we are liable to
the lessor for an amount equal to the shortage (if any) between the proceeds from the sale of the equipment and an
agreed value.  As of September 30, 2010, the maximum amount of the residual value guarantees under the operating
leases was approximately $8.9 million.  The present value of these future lease payments and their residual value
guarantees was approximately $43.1 million at September 30, 2010.  To the extent the expected value at the lease
termination date on our operating leases is lower than the residual value guarantee, we would accrue for the difference
over the remaining lease term.  We believe that proceeds from the sale of equipment under operating leases would
exceed the payment obligation on substantially all operating leases.
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On October 28, 2010, the Company executed a Letter Agreement with TIP that modifies the Master Lease Agreement
dated April 15, 2003 (the "Master Lease Agreement"), between TIP and the Company, pursuant to which the
Company has entered into (among others) equipment lease schedules covering 2,446 trailers (the "Designated
Schedules") scheduled to expire between November 2010 and May 2011.  In addition, contemporaneously with the
execution of the Letter Agreement, the Company returned 543 trailers in accordance with the terms of the Master
Lease Agreement in order to better match the Company's trailer fleet with its current number of tractors. Pursuant to
the terms of the Letter Agreement, upon the scheduled expiration of each of the Designated Schedules, the Company
will lease from TIP the trailers that are subject to such Designated Schedule on the terms and conditions set forth in
the Letter Agreement and a new lease schedule attached to and made a part of the Letter Agreement.  Under the terms
of the Letter Agreement, the trailers subject to the agreement will be required to be returned or purchased at the rate of
approximately 100 trailers per month beginning February 2012.  The improved rental rate, coupled with the reduction
in rental expense associated with the return of 543 trailers, is expected to provide the Company with savings on the
TIP trailers in fiscal year 2011. In order to induce TIP to enter into the agreement, the Company and certain of its
subsidiaries delivered to TIP a corporate guaranty, in which the guarantors agreed to guaranty all existing and future
obligations of the Company and its subsidiaries from time-to-time owing to TIP, including, without limitation, all
obligations under the Master Lease Agreement.
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CONTRACTUAL OBLIGATIONS

During the nine months ended September 30, 2010, there were no material changes in our commitments or contractual
liabilities, except the extension of our Credit Facility as previously discussed.  Modification to the contractual
obligations table for the subsequent event related to the  previously discussed Letter Agreement with TIP will be
reflected in the fiscal 2010 Form 10-K.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in accordance with accounting principles generally accepted in the United
States of America requires that management make a number of assumptions and estimates that affect the reported
amounts of assets, liabilities, revenue, and expenses in our consolidated condensed financial statements and
accompanying notes.  Management bases its estimates on historical experience and various other assumptions
believed to be reasonable.  Although these estimates are based on management's best knowledge of current events and
actions that may impact us in the future, actual results may differ from these estimates and assumptions.  Our critical
accounting policies are those that affect, or could affect our consolidated condensed financial statements materially
and involve a significant level of judgment by management.  There have been no material changes to our critical
accounting policies and estimates during the nine months ended September 30, 2010, compared to those disclosed in
Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operation," included in our
2009 Annual Report on Form 10-K, except for the changes to the Company's self insured retention effective April 1,
2010 as aforementioned in the notes to our consolidated condensed financial statements.

SEASONALITY

In the trucking industry, revenue generally decreases as customers reduce shipments during the winter holiday season
and as inclement weather impedes operations.  At the same time, operating expenses generally increase, with fuel
efficiency declining because of engine idling and weather, creating more equipment repairs.  For the reasons stated,
first quarter results historically have been lower than results in each of the other three quarters of the year excluding
charges.  Our equipment utilization typically improves substantially between May and October of each year because
of the trucking industry's seasonal shortage of equipment on traffic originating in California and because of general
increases in shipping demand during those months.  Historically, during September and October, business generally
increases as a result of increased retail merchandise shipped in anticipation of the holidays.  Due to the economic
downturn and related low inventory levels, this historical trend has not been present over the past several years,
including fiscal 2010 and 2009, as we have seen increases in demand at varying times based primarily on restocking
required to replenish inventories and less pronounced seasonal spikes prior to the holidays.
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ITEM 3.                      QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We experience various market risks, including changes in interest rates and fuel prices.  We do not enter into
derivatives or other financial instruments for trading or speculative purposes, or when there are no underlying related
exposures.

COMMODITY PRICE RISK

The Company is subject to risks associated with the availability and price of fuel, which are subject to political,
economic, and market factors that are outside of the Company's control.  We also may be adversely affected by the
timing and degree of fluctuations in fuel prices.  The Company's fuel-surcharge program mitigates the effect of rising
fuel prices but does not always result in fully recovering the increase in its cost of fuel.  In part, this is due to fuel costs
that cannot be billed to customers, including costs such as those incurred in connection with empty and out-of-route
miles or when engines are being idled during cold or warm weather and due to fluctuations in the price of fuel
between the fuel surcharge's benchmark index reset.

At September 30, 2010, we had forward futures swap contracts on approximately 1 million gallons per month in
November and December 2010 or approximately 13% percent of our projected remaining 2010 fuel
requirements.  Additionally, we have forward futures swap contracts on approximately 0.5 million gallons per month
in January 2011 through July 2011.  Under these contracts, we pay a fixed rate per gallon of heating oil and receive
the monthly average price of New York heating oil.  Based on retrospective and prospective regression analyses,
changes in the prices of diesel fuel and heating oil were deemed to be highly effective based on the relevant
authoritative guidance.  The aggregate result of the Company's various hedging activities provided for a reduction of
$1.9 million in fuel costs for the nine months ended September 30, 2010.  Based on our expected fuel consumption for
the remainder of 2010, a one dollar change in the related price of heating oil or diesel per gallon would change our
fuel expense by approximately $3.0 million, assuming no further changes to our fuel hedging program or our fuel
surcharge recovery.

INTEREST RATE RISK

Our market risk is also affected by changes in interest rates.  Historically, we have used a combination of fixed-rate
and variable-rate obligations to manage our interest rate exposure.  Fixed-rate obligations expose us to the risk that
interest rates might fall.  Variable-rate obligations expose us to the risk that interest rates might rise.  Of our total
$243.6 million of debt and capital leases, we had $15.0 million of variable rate debt outstanding at September 30,
2010, including both our Credit Facility and a real estate note.  The interest rates applicable to these agreements are
based on either the prime rate, federal funds rate, or LIBOR.  Our earnings would be affected by changes in these
short-term interest rates.  Risk can be quantified by measuring the financial impact of a near-term adverse increase in
short-term interest rates.  At our current level of borrowing, a 1% increase in our applicable rate would reduce annual
pretax earnings by approximately $0.2 million.  Our remaining debt is effectively fixed rate debt, and therefore
changes in market interest rates do not directly impact our interest expense.
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ITEM 4.                      CONTROLS AND PROCEDURES

As required by Rule 13a-15 and 15d-15 under the Exchange Act, we have carried out an evaluation of the
effectiveness of the design and operation of our disclosure controls and procedures as of the end of the period covered
by this report.  This evaluation was carried out under the supervision and with the participation of our management,
including our Chief Executive Officer and Chief Financial Officer.  Based upon that evaluation, our Chief Executive
Officer and Chief Financial Officer concluded that our controls and procedures were effective as of the end of the
period covered by this report.  There were no changes in our internal control over financial reporting that occurred
during the period covered by this report that have materially affected or that are reasonably likely to materially affect
our internal control over financial reporting.

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information
required to be disclosed in our reports filed or submitted under the Exchange Act is recorded, processed, summarized,
and reported within the time periods specified in the SEC's rules and forms.  Disclosure controls and procedures
include controls and procedures designed to ensure that information required to be disclosed in our reports filed under
the Exchange Act is accumulated and communicated to management, including our Chief Executive Officer, as
appropriate, to allow timely decisions regarding disclosures.

We have confidence in our internal controls and procedures.  Nevertheless, our management, including our Chief
Executive Officer and Chief Financial Officer, does not expect that our disclosure procedures and controls or our
internal controls will prevent all errors or intentional fraud.  An internal control system, no matter how well-conceived
and operated, can provide only reasonable, not absolute, assurance that the objectives of such internal controls are
met.  Further, the design of an internal control system must reflect the fact that there are resource constraints, and the
benefits of controls must be considered relative to their costs.  Due to the inherent limitations in all internal control
systems, no evaluation of controls can provide absolute assurance that all our control issues and instances of fraud, if
any, have been detected.
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PART II
OTHER INFORMATION

ITEM 1.                      LEGAL PROCEEDINGS

From time to time, the Company is a party to ordinary, routine litigation arising in the ordinary course of business,
most of which involves claims for personal injury and property damage incurred in connection with the transportation
of freight.  The Company maintains insurance to cover liabilities arising from the transportation of freight for amounts
in excess of certain self-insured retentions.  In management's opinion, the Company's potential exposure under
pending legal proceedings is adequately provided for in the accompanying consolidated condensed financial
statements.

ITEM 1A.                   RISK FACTORS

While we attempt to identify, manage, and mitigate risks and uncertainties associated with our business, some level of
risk and uncertainty will always be present.  Our Form 10-K for the year ended December 31, 2009, in the section
entitled Item 1A. Risk Factors, describes some of the risks and uncertainties associated with our business.  These risks
and uncertainties have the potential to materially affect our business, financial condition, results of operations, cash
flows, projected results, and future prospects. In addition to the risk factors set forth in our Form 10-K, we believe that
the following additional issues, uncertainties, and risks, should be considered in evaluating our business and growth
outlook:

We operate in a highly regulated industry, and changes in existing regulations or violations of existing or future
regulations could have a material adverse effect on our operations and profitability.

We operate in the United States pursuant to operating authority granted by the U.S. Department of Transportation (the
“DOT”) and in various Canadian provinces pursuant to operating authority granted by the Ministries of Transportation
and Communications in such provinces. Our Company drivers and owner-operators also must comply with the safety
and fitness regulations of the DOT, including those relating to drug and alcohol testing and hours-of-service. Such
matters as weight and equipment dimensions also are subject to government regulations. We also may become subject
to new or more restrictive regulations relating to fuel emissions, drivers’ hours-of-service, ergonomics, on-board
reporting of operations, collective bargaining, security at ports, and other matters affecting safety or operating
methods. The DOT is currently engaged in a rulemaking proceeding regarding drivers’ hours-of-service, and the result
could negatively impact utilization of our equipment. The Federal Motor Carrier Administration (the “FMCSA”) was
recently ordered by the U.S. Court of Appeals for the District of Columbia Circuit to issue a proposed rule by the end
of 2010 on supporting documents for hours-of-service compliance.

We are unable to predict what form the new hours-of-service rules may take, how a court may rule on challenges to
such rules and to what extent the FMCSA might attempt to materially revise the rules.  On the whole, however, we
believe that any modifications to the current rules may decrease maximum driving hours per day, which would
decrease productivity and cause some loss of efficiency, as drivers and shippers may need to be retrained, computer
programming may require modifications, additional drivers may need to be employed or engaged, additional
equipment may need to be acquired, and some shipping lanes may need to be reconfigured.  We are also unable to
predict the effect of any new rules that might be proposed if the issued rule is stricken by a court, but any such
proposed rules could increase costs in our industry or decrease productivity.  
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The FMCSA also is considering revisions to the existing rating system and the safety labels assigned to motor carriers
evaluated by the DOT. We currently have a satisfactory DOT rating, which is the highest available rating under the
current safety rating scale. If we were to receive a conditional or unsatisfactory DOT safety rating, it could adversely
affect our business because some of our customer contracts require a satisfactory DOT safety rating, and a conditional
or unsatisfactory rating could negatively impact or restrict our operations.  Failures to comply with DOT safety
regulations or downgrades in our safety rating could have a material adverse impact on our operations or financial
condition.  A downgrade in our safety rating could cause us to lose the ability to self-insure.  The loss of our ability to
self-insure for any significant period of time would materially increase our insurance costs. In addition, we may
experience difficulty in obtaining adequate levels of coverage in that event.  Under the revised rating system being
considered by the FMCSA, our safety rating would be evaluated more regularly, and our safety rating would reflect a
more in-depth assessment of safety-based violations.
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During 2010, the FMCSA plans to launch CSA 2010, a new enforcement and compliance model implementing driver
standards in addition to our current standards. As discussed more fully below, CSA 2010 may reduce the number of
eligible drivers and/or negatively impact our fleet ranking.

Additionally, proposed FMCSA rules and practices followed by regulators may require us to install electronic,
on-board recorders in our tractors if we experience unfavorable compliance with rules or receive an adverse change in
safety rating. Such installation could cause an increase in driver turnover, adverse information in litigation, cost
increases, and decreased asset utilization.

Other agencies, such as the Environmental Protection Agency (the “EPA”) and the Department of Homeland Security
also regulate our equipment, operations, and drivers.  Future laws and regulations may be more stringent, require
changes in our operating practices, influence the demand for transportation services, or require us to incur significant
additional costs. Higher costs incurred by us or by our suppliers who pass the costs onto us through higher prices
could adversely affect our results of operations.

In the aftermath of the September 11, 2001 terrorist attacks, federal, state, and municipal authorities implemented and
continue to implement various security measures, including checkpoints and travel restrictions on large trucks. The
Transportation Security Administration (the “TSA”)  has adopted regulations that require determination by the TSA that
each driver who applies for or renews his license for carrying hazardous materials is not a security threat. This could
reduce the pool of qualified drivers, which could require us to increase driver compensation, limit fleet growth, or let
trucks sit idle. These regulations also could complicate the matching of available equipment with hazardous material
shipments, thereby increasing our response time and our deadhead miles on customer shipments. As a result, it is
possible that we may fail to meet the needs of our customers or may incur increased expenses to do so. These security
measures could negatively impact our operating results.

In addition, our operations are subject to various environmental laws and regulations dealing with the transportation,
storage, presence, use, disposal and handling of hazardous materials, discharge of wastewater and storm water, and
with waste oil and fuel storage tanks. Our truck terminals often are located in industrial areas where groundwater or
other forms of environmental contamination could occur. Our operations involve the risks of fuel spillage or seepage,
environmental damage, and hazardous waste disposal, among others. Certain of our facilities have waste oil or fuel
storage tanks and fueling islands. A small percentage of our freight consists of low-grade hazardous substances, which
subjects us to a wide array of regulations. Although we have instituted programs to monitor and control environmental
risks and promote compliance with applicable environmental laws and regulations, if we are involved in a spill or
other accident involving hazardous substances, if there are releases of hazardous substances we transport, if soil or
groundwater contamination is found at our facilities or results from our operations, or if we are found to be in
violation of applicable laws or regulations, we could be subject to cleanup costs and liabilities, including substantial
fines or penalties or civil and criminal liability, any of which could have a material adverse effect on our business and
operating results. Additionally, if we fail to comply with applicable environmental regulations, we could be subject to
substantial fines or penalties and to civil and criminal liability.

EPA regulations limiting exhaust emissions became more restrictive in 2010. On May 21, 2010, President Obama
signed an executive memorandum directing the National Highway Traffic Safety Administration and the EPA to
develop new, stricter fuel efficiency standards for heavy trucks, beginning in 2014. In December 2008, California
adopted new performance requirements for diesel trucks, with targets to be met between 2011 and 2023, and
California also has adopted aerodynamics requirements for certain trailers. These regulations, as well as proposed
regulations or legislation related to climate change that potentially impose restrictions, caps, taxes, or other controls on
emissions of greenhouse gas, could adversely affect our operations and financial results. In addition, increasing efforts
to control emissions of greenhouse gases are likely to have an impact on us. The EPA has announced a finding
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relating to greenhouse gas emissions that may result in promulgation of greenhouse gas emission limits. Federal and
state lawmakers also are considering a variety of climate-change proposals. Compliance with such regulations could
increase the cost of new tractors and trailers, impair equipment productivity, and increase operating expenses. These
effects, combined with the uncertainty as to the operating results that will be produced by the newly designed diesel
engines and the residual values of these vehicles, could increase our costs or otherwise adversely affect our business
or operations.

In order to reduce exhaust emissions and traffic congestion, some states and municipalities have begun to restrict the
locations and amount of time where diesel-powered tractors, such as ours, may idle and/or travel. These restrictions
could force us to alter our drivers’ behavior and routes, purchase on-board power units that do not require the engine to
idle, or face a decrease in productivity.
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From time to time, various federal, state, or local taxes are increased, including taxes on fuels. We cannot predict
whether, or in what form, any such increase applicable to us will be enacted, but such an increase could adversely
affect our profitability.

CSA 2010 could adversely affect our profitability and operations, our ability to maintain or grow our fleet, and our
customer relationships.

Under CSA 2010, drivers and fleets will be evaluated and ranked based on certain safety-related standards. The
methodology for determining a carrier’s DOT safety rating will be expanded to include the on-road safety performance
of the carrier’s drivers. As a result, certain current and potential drivers may no longer be eligible to drive for us, our
fleet could be ranked poorly as compared to our peers, and our safety rating could be adversely impacted. A reduction
in eligible drivers or a poor fleet ranking may result in difficulty attracting and retaining qualified drivers, including
impacting our number of unmanned trucks, and could cause our customers to direct their business away from us and
to carriers with higher fleet rankings, which would adversely affect our results of operations.  Additionally,
competition for drivers with favorable safety rating may increase and thus provide for increases in driver relates
compensation cost.

The new safety-related standards are scheduled to be implemented in late 2010, and we expect enforcement to begin
in 2011. These implementation and enforcement dates have already been delayed and may be subject to further
change.  An adverse CSA 2010 rating could negatively impact our DOT safety rating.  We are preparing for CSA
2010 through evaluation of existing programs and training our drivers and potential drivers on CSA 2010 standards.

ITEM 2.                      UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

ISSUER PURCHASES OF EQUITY SECURITIES

The table below sets forth the information with respect to purchases of the Company's Class A common stock made
by or on behalf of the Company during the quarter ended September 30, 2010:

Period

(a)
Total

Number of
Shares

Purchased
(1)

(b)
Average

Price Paid
per Share

(c)
Total

Number of
Shares

Purchased
as Part of
Publicly

Announced
Plans or

Programs
(2)

(d)
Maximum
Number of

Class A
Shares that
May Yet

Be
Purchased
Under the
Publicly

Announced
Plans or

Programs
(2)

July             1-31, 2010 41,413 6.87 - -
August       1-31, 2010 - - - -
September  1-30, 2010 - - - -
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Total 41,413 $6.87 - -

(1) Includes 41,413 shares of Class A common stock withheld at an average price of $6.87 per share (under the terms
of grants under the Covenant Transportation Group, Inc. 2006 Omnibus Incentive Plan) to offset tax withholding
obligations that occurred upon vesting and release of restricted shares.  These were forfeitures that were permitted
under the applicable award agreements and were not part of any stock repurchase plan.

(2) On May 11, 2005, the Company announced a $1.3 million Class A common stock repurchase plan pursuant to
which shares could be purchased in the open market or through negotiated transactions subject to criteria
established by our board of directors.  No shares were purchased under this plan during 2009, 2008, or 2007, and
the plan expired on June 30, 2009.  Our Credit Facility prohibits the repurchase of any shares, except those
purchased to offset an employee's minimum statutory withholding requirements upon the vesting of equity awards,
without obtaining approval from the Lenders.  Accordingly, we do not currently have a stock repurchase program
in place.
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Item 5.                                OTHER INFORMATION

Item 5.02   Departure of Directors or Certain Officers; Election of Directors; Appointment of Certain Officers;
Compensatory Arrangements of Certain Officers.

On November 4, 2010, the Compensation Committee of the Board of Directors (the "Committee") of Covenant
Transportation Group, Inc., a Nevada corporation (the "Company"), granted 222,585 shares of restricted stock to
certain employees of the Company (the "Grant") under the Company's 2006 Omnibus Incentive Plan, as amended. 
The Grant vests as follows: 

(a) The shares subject to the Grant vest 33.3% following the first fiscal year commencing with fiscal 2011 and ending
with fiscal 2013 that the Company's net income margin percentage for such fiscal year is at least 0.5 percentage
points higher than the 2010 net income margin percentage.  The shares subject to the Grant vest an additional
33.3% following the first fiscal year commencing with fiscal 2011 and ending with fiscal 2013 that the Company's
net income margin percentage for such fiscal year is at least 1.0 percentage points higher than the 2010 net income
margin percentage; and

(b) The shares subject to the Grant vest 33.4% on December 31, 2013, subject to certain employment and termination
conditions. 

        The following table sets forth the awards to the Company's named executive officers:

Named
Executive Officer

Number of
Restricted Shares

David R. Parker 20,000
Joey B. Hogan 20,000
Tony Smith 16,389
James "Jim" Brower, Jr. 8,750
Richard B. Cribbs 8,750

ITEM 6. EXHIBITS

Exhibit
Number Reference Description
3.1 (1) Amended and Restated Articles of Incorporation
3.2 (1) Amended and Restated Bylaws dated December 6, 2007
4.1 (1) Amended and Restated Articles of Incorporation
4.2 (1) Amended and Restated Bylaws dated December 6, 2007
10.1 # Third Amendment to Third Amended and Restated Credit

Agreement dated July 30, 2010 among Covenant Transportation
Group, Inc., Covenant Transport, Inc., CTG Leasing Company,
Covenant Asset Management, Inc., Southern Refrigerated
Transport,  Inc.,  Covenant Transport Solutions, Inc.,  Star
Transportation, Inc., and Bank of America, N.A., as agent

10.2 # Fourth Amendment to Third Amended and Restated Credit
Agreement dated August 31, 2010 among Covenant Transportation
Group, Inc., Covenant Transport, Inc., CTG Leasing Company,
Covenant Asset Management, Inc., Southern Refrigerated
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Transport,  Inc.,  Covenant Transport Solutions, Inc.,  Star
Transportation, Inc., and Bank of America, N.A., as agent

31.1 # Certification pursuant to Item 601(b)(31) of Regulation S-K, as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002, by David R. Parker, the Company's Chief Executive Officer

31.2 # Certification pursuant to Item 601(b)(31) of Regulation S-K, as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002, by Richard B. Cribbs, the Company's Chief Financial Officer

32.1 # Certification pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, by
David R. Parker, the Company's Chief Executive Officer

32.2 # Certification pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, by
Richard B. Cribbs, the Company's Chief Financial Officer

References:
(1) Incorporated by reference to Form 10-K, filed March 17, 2008 (SEC Commission

File No. 000-24960).
# Filed herewith.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

COVENANT TRANSPORTATION GROUP, INC.

Date:  November 9, 2010 By: /s/ Richard B. Cribbs
Richard B. Cribbs
Chief Financial Officer
in his capacity as such and on behalf of the
issuer.
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