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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, 2012
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 (I.R.S. Employer
jurisdiction of Identification No.)
incorporation

or organization)

400 Birmingham Hwy.
Chattanooga, TN 37419
(Address of principal (Zip Code)

executive offices)

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
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to submit and post such files).
Yes [X]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 ~ Smaller reporting company [ |
reporting company)

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

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date (November 12, 2012).

Class A Common Stock, $.01 par value: 12,407,976 shares
Class B Common Stock, $.01 par value: 2,350,000 shares




Item 1.

Item 2.

Item 3.

Item 4.

Item 1.

Item 1A.

Item 2.

Item 3.

Item 4.

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

TABLE OF CONTENTS
PART I
FINANCIAL INFORMATION
Financial Statements

Consolidated Condensed Balance Sheets as of September 30,
2012 (unaudited) and December 31, 2011

Consolidated Condensed Statements of Operations for the three
and nine months ended September 30, 2012 and 2011
(unaudited)

Consolidated Condensed Statements of Comprehensive Income
(Loss) for the three and nine months ended September 30, 2012
and 2011 (unaudited)

Consolidated Condensed Statement of Stockholders' Equity for
the nine months ended September 30, 2012 (unaudited)

Consolidated Condensed Statements of Cash Flows for the nine
months ended September 30, 2012 and 2011 (unaudited)

Notes to Consolidated Condensed Financial Statements
(unaudited)

Management's Discussion and Analysis of Financial Condition
and Results of Operations

Quantitative and Qualitative Disclosures about Market Risk
Controls and Procedures

PART II
OTHER INFORMATION

Legal Proceedings

Risk Factors

Unregistered Sales of Equity Securities and Use of Proceeds
Defaults Upon Senior Securities

Mine Safety Disclosures

Page
Number

(O8]

>~

I

I

[pN]

oo

Page
Number



Item 5.

Item 6.

Page 2

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

Other Information

Exhibits




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

PART I FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

COVENANT TRANSPORTATION GROUP, INC. AND SUBSIDIARIES

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

ASSETS
Current assets:
Cash and cash equivalents

Accounts receivable, net of allowance of $1,372 in 2012 and $1,711 in 2011
Drivers' advances and other receivables, net of allowance of $925 in 2012 and $730 in

2011

Inventory and supplies
Prepaid expenses
Assets held for sale
Deferred income taxes
Income taxes receivable
Total current assets

Property and equipment, at cost
Less: accumulated depreciation and amortization
Net property and equipment

Other assets, net
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Checks outstanding in excess of bank balances
Accounts payable
Accrued expenses
Current maturities of long-term debt
Current portion of capital lease obligations
Current portion of insurance and claims accrual
Total current liabilities

Long-term debt

Long-term portion of capital lease obligations
Insurance and claims accrual

Deferred income taxes

Other long-term liabilities

Total liabilities

Commitment and contingent liabilities
Stockholders' equity:

September
30, 2012 December
(unaudited) 31,2011

$7,664 $3,895
75,708 64,676
4,164 5,711
4,483 4,611
9,077 8,002
6,347 16,891
5,046 4,383
28 232

112,517 108,401

405,162 440,051
(133,159 ) (117,748 )
272,003 322,303

11,425 9,121
$395,945 $439,825

$8,193 $5,963
11,720 8,752
28,072 23,272
66,339 96,258
2,055 1,957
15,805 14,303
132,184 150,505
89,144 128,167
14,539 16,129
15,782 13,734
48,790 42,670
1,476 1,565

301,915 352,770

143 143
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Class A common stock, $.01 par value; 20,000,000 shares authorized; 13,469,090
shares issued; and 12,407,976 shares outstanding

as of September 30, 2012 and 12,371,552 shares outstanding as of December 31,
2011

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 90,045 89,535
Treasury stock at cost; 1,061,114 shares and 1,097,538 shares as of September 30, 2012

and December 31, 2011, respectively (13,965 ) (14,445
Accumulated other comprehensive income 1,423 50
Retained earnings 16,360 11,748

Total stockholders' equity 94,030 87,055

Total liabilities and stockholders' equity $395,945 $439,825

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, 2012 AND 2011

(In thousands, except per share data)
Three months ended

Revenue:

Freight revenue

Fuel surcharge revenue
Total revenue

Operating expenses:
Salaries, wages, and related expenses
Fuel expense
Operations and maintenance
Revenue equipment rentals and purchased transportation
Operating taxes and licenses
Insurance and claims
Communications and utilities
General supplies and expenses
Depreciation and amortization, including gains and losses
on disposition of property and equipment
Goodwill impairment
Total operating expenses
Operating income (loss)
Other (income) expenses:
Interest expense
Interest income
Other (income) expense, net
Other expenses, net
Equity in income of affiliate
Income (loss) before income taxes
Income tax (benefit) expense
Net income (loss)

Income (loss) per share:

Basic net income (loss) per share

Diluted net income (loss) per share

Basic weighted average shares outstanding
Diluted weighted average shares outstanding

September 30,
(unaudited)
2012 2011
$132,961 $126,482
35,466 34,936
$168,427 $161,418
53,488 52,458
48,601 52,324
12,024 11,623
22,641 15,800
2,863 3,019
8,282 7,801
1,201 1,312
3,976 3,572
10,706 11,724
- 11,539
163,782 171,172
4,645 (9,754
3,056 4,102
4 (41
3,052 4,061
555 350
2,148 (13,465
1,146 (2,252
$1,002 $(11,213
$0.07 $(0.76
$0.07 $(0.76
14,757 14,719
14,807 14,719

Nine months ended

September 30,
(unaudited)
2012 2011
$389,081 $384,530
107,678 106,144
$496,759 $490,674
159,045 158,673
145,174 159,297
33,691 32,511
61,819 45,237
8,297 9,135
24,271 27,683
3,576 3,895
11,575 11,421
31,251 33,503
- 11,539
478,699 492,894
18,060 (2,220
9,929 12,123
- (32
(20 ) (84
9,909 12,007
1,225 475
9,376 (13,752
4,764 (1,730
$4,612 $(12,022
$0.31 $(0.82
$0.31 $(0.82
14,737 14,678
14,773 14,678

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 COMPREHENSIVE INCOME (LOSS)
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2012 AND 2011

(In thousands, except per share data)
Three months ended

September 30,
(unaudited)

2012 2011
Net income (loss) $1,002 $(11,213
Other comprehensive income (loss):
Unrealized gain (loss) on effective portion of fuel hedges,
net of tax of $2,513 and $2,257 in 2012 and $804 and $87 in
2011, respectively 4,032 (1,289
Reclassification of fuel hedge gains into statement of
operations, net of tax of $434 and $1,401 in 2012 and $178
and $1,002 in 2011, respectively (697 ) (285
Total other comprehensive income (loss) 3,335 (1,574
Comprehensive income (loss) $4,337 $(12,787

Nine months ended

September 30,
(unaudited)
2012 2011
) $4,612 $(12,022
) 3,621 (140
) (2,248 ) (1,607
) 1,373 (1,747
) $5,985 $(13,769

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
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2012
(Unaudited and in thousands)

Accumulated
Additional Other Total
Common Stock Paid-In Treasury Comprehensive Retained Stockholders'

Class A Class B Capital Stock Income Earnings Equity
Balances at
December 31,
2011 $143 $24 $89,535 $(14,445 ) $ 50 $11,748 $ 87,055
Comprehensive
income:

Net income - - - - - 4,612 4,612
Other
comprehensive
mncome - - - - 1,373 - 1,373

Stock-based
employee
compensation
expense - - 882 - - - 882
Issuance of
restricted shares - - (372 ) 480 - - 108
Balances at
September 30,
2012 $143 $24 $90,045 $(13,965 ) $ 1,423 $16,360 $ 94,030

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, 2012 AND 2011
(In thousands)

Nine months ended

September 30,
(unaudited)
2012 2011
Cash flows from operating activities:
Net income (loss) $4,612 $(12,022
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Provision for losses on accounts receivable 489 543
Deferred gain on sales to equity method investee 157 -
Depreciation and amortization 36,034 39,490
Goodwill impairment - 11,539
Amortization of deferred financing fees 369 296
Deferred income tax expense (benefit) 5,070 (1,792
Income tax benefit arising from restricted share vesting - (432
Deferred gain (reversal) on fuel hedges 757 (703
Unrealized loss on ineffective portion of fuel hedges - 150
Casualty premium credit 4,000 ) -
Stock-based compensation expense 982 1,066
Equity in income of affiliate (1,225 ) (475
Gain on disposition of property and equipment 4,783 ) (5,987
Changes in operating assets and liabilities:
Receivables and advances (11,317 ) (2,079
Prepaid expenses and other assets 3,521 3,244
Inventory and supplies 128 (81
Insurance and claims accrual 3,550 (892
Accounts payable and accrued expenses 6,452 (5,978
Net cash flows provided by operating activities 40,796 25,887
Cash flows from investing activities:
Acquisition of property and equipment (20,780 ) (87,221
Investment in affiliated company (1,000 ) (1,500
Return of investment in affiliated company 139 241
Proceeds from disposition of property and equipment 52,851 51,869
Net cash flows provided by/(used in) investing activities 31,210 (36,611
Cash flows from financing activities:
Change in checks outstanding in excess of bank balances 2,230 2,408
Proceeds from issuance of notes payable 7,320 60,465
Income tax benefit arising from restricted share vesting - 432
Repayments of notes payable (62,971 ) (70,832
Repayments of capital lease obligations (1,492 ) (1,194
(Repayments)/proceeds under revolving credit facility, net (13,291 ) 14,051
Payment of minimum tax withholdings on stock compensation (6 ) (558
Debt refinancing costs 27 ) (32

11
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Net cash used in financing activities (68,237 ) 4,740
Net change in cash and cash equivalents 3,769 (5,984
Cash and cash equivalents at beginning of period 3,895 9,361
Cash and cash equivalents at end of period $7,664 $3,377

The accompanying notes are an integral part of these consolidated condensed financial statements.

Page 7
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COVENANT TRANSPORTATION GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
(Unaudited)

NoteSignificant Accounting Policies
1.

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, 2011 consolidated condensed balance sheet was derived from our 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 our Form 10-K for the year ended
December 31, 2011. Results of operations in interim periods are not necessarily indicative of results to be expected
for a full year.

Recent Accounting Pronouncements

Presentation of Comprehensive Income (loss) - In June 2011, the Financial Accounting Standards Board ("FASB")
issued Accounting Standards Update 2011-05. Under ASU 2011-05, an entity has the option to present the total of
comprehensive income (loss), the components of net income (loss), and the components of other comprehensive
income (loss) either in a single continuous statement of comprehensive income (loss) or in two separate but
consecutive statements. Under both options, an entity will be required to present each component of net income (loss)
along with total net income (loss), each component of other comprehensive income (loss) along with a total for other
comprehensive income (loss), and a total amount for comprehensive income (loss). In December 2011, the FASB
issued ASU 2011-12, which deferred the requirement to present on the face of the financial statements reclassification
adjustments for items that are reclassified from other comprehensive income (loss) to net income (loss) while the
FASB further deliberates this aspect of the proposal. The amendments contained in ASU 2011-05 do not change the
items that must be reported in other comprehensive income (loss) or when an item of other comprehensive income
(loss) must be reclassified to net income. The amendments also do not affect how earnings per share is calculated or
presented. We adopted this guidance in the first quarter of 2012 and have presented a separate statement of
comprehensive income (loss), which contains net income (loss) and comprehensive income (loss). This accounting
guidance only impacted presentation and did not have an impact on our consolidated balance sheets, results of
operations, stockholders’ equity or cash flows.
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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 our earnings. The
calculation of diluted income (loss) per share for the three and nine months ended September 30, 2012 and 2011
excludes all unexercised options and approximately 69,678 and 167,311 unvested shares, respectively, since the effect
of any assumed exercise of the related awards would be anti-dilutive.

Page 8
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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 Three Months ended Nine Months ended

share data) September 30, September 30,
2012 2011 2012 2011

Numerator:

Net income (loss) $ 1,002 $ (11,213) $ 4,612 $ (12,022)

Denominator:

Denominator for basic
earnings per share —
weighted-
average shares 14,757 14,719 14,737 14,678
Effect of dilutive
securities:
Equivalent shares issuable
upon conversion of
unvested
restricted stock 50 - 36 -
Equivalent shares issuable
upon conversion of
unvested
employee stock options
Denominator for diluted
earnings per share —

adjusted
weighted-average shares
and assumed

conversions 14,807 14,719 14,773 14,678

Basic income (loss) per

share: $ 0.07 $ (076 ) $ 0.31 $ (082 )

Diluted income (loss) per

share: $ 0.07 $ (076 ) $ 031 $ (082 )
Note 3. Segment Information

We have two reportable segments: Asset-Based Truckload Services ("Truckload") and 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.
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The Solutions segment provides: (i) freight brokerage services directly and through freight brokerage agents who are
paid a commission for the freight they provide; (ii) less-than-truckload consolidation services; and (iii) accounts
receivable factoring.

"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:

Three months ended Nine months ended
(in thousands) September 30, September 30,

2012 2011 2012 2011
Total Revenues:
Truckload $ 161,625 $ 154,646 $ 477,800 $ 469,990
Solutions 6,802 6,772 18,959 20,684
Total $ 168,427 $ 161,418 $ 496,759 $ 490,674
Operating Income
(Loss):
Truckload $ 7,612 $ (8,978 ) $ 25,176 $ 6,296
Solutions 222 ) 493 373 ) 1,322
Unallocated Corporate
Overhead (2,745 ) (1,269 ) (6,743 ) (9,838 )
Total $ 4,645 $ (9,754 ) $ 18,060 $ (2,220 )

Page 9
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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 (loss) 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 periods 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.

Our liability recorded for uncertain tax positions as of September 30, 2012 has not changed significantly in amount or
composition since December 31, 2011.

The carrying value of our deferred tax assets assumes that we 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, we assess the need for adjustment of the valuation allowance. Based on forecasted taxable income resulting
from the reversal of deferred tax liabilities, primarily generated by accelerated depreciation for tax purposes in prior
periods, and tax planning strategies available to us, no valuation allowance has been established at September 30,
2012, except for $0.3 million related to certain state net operating loss carry-forwards. 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.

Note 5. Fair Value Measurement and Fair Value of Financial Instruments

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.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

(in thousands)

September December
30, 31,
Hedge derivative assets 2012 2011
Fair Value of Derivatives $ 1,085 $ 82
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Quoted Prices in Active Markets (Level 1) -
Significant Other Observable Inputs (Level 2) $ 1,085 $
Significant Unobservable Inputs (Level 3)

82
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Our 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. Included in

accounts receivable is $5.8 million of factoring receivables at September 30, 2012, net of a $0.1 million allowance for

bad debts. We advance 80% to 90% of each receivable factored and retain the remainder as collateral for collection

issues that might arise. The retained amounts are returned to the clients after the related receivable has been collected.

At September 30, 2012, the retained amounts related to factored receivables totaled $0.3 million and were included in

accounts payable in the condensed consolidated balance sheet. Our clients are smaller trucking companies that factor

their receivables to us for a fee to facilitate faster cash flow. We evaluate each client’s customer base and only factor
specific receivables that meet predefined criteria. The carrying value of the factored receivables approximates the fair

value, as the receivables are generally repaid directly to us by the client’s customer within 30-40 days due to the
combination of the short-term nature of the financing transaction and the underlying quality of the

receivables. Interest rates that are currently available to us for issuance of long-term debt with similar terms and

remaining maturities are used to estimate the fair value of our long-term debt, which primarily consists of revenue

equipment installment notes. Borrowings under our revolving credit facility approximate fair value due to the variable

interest rate on that 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

We engage in activities that expose us to market risks, including the effects of changes in fuel prices. Financial
exposures are evaluated as an integral part of our 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 New York Mercantile Exchange ("NYMEX"). 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. We do not engage in speculative
transactions, nor do we hold or issue financial instruments for trading purposes.

We recognize all derivative instruments at fair value on our consolidated condensed balance sheets. Our derivative
instruments are designated as cash flow hedges, thus the effective portion of the gain or loss on the derivatives 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 our consolidated condensed statements of operations.

At September 30, 2012, we had forward futures swap contracts on approximately 1.0 million gallons for the remainder
of 2012 or approximately 10% of our projected remaining 2012 fuel requirements, 12.1 million gallons for 2013 or
approximately 20% of our projected 2013 fuel requirements, and 1.0 million gallons for 2014 or approximately 2% of
our projected 2014 fuel requirements.
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The fair value of the contracts that were in effect at September 30, 2012, which had a fair value of approximately $1.1
million and are included in other assets in the consolidated condensed balance sheet, are included in accumulated
other comprehensive income, net of tax. Additionally, $0.7 million and $2.2 million were reclassified from
accumulated other comprehensive income into our results from operations for the three and nine months ended
September 30, 2012, respectively, related to gains on contracts that expired. In addition to the amounts reclassified
into our results of operations as reductions in fuel expense, for the three months ended September 30, 2012, we
recorded $0.2 million of gains on ineffectiveness and for the nine months ended September 30, 2012, we recorded no
ineffectiveness on the contracts that existed at September 30, 2012. The ineffectiveness was calculated using the
cumulative dollar offset method as an estimate of the difference in the expected cash flows of the heating oil futures
contracts compared to the changes in the all-in cash outflows required for the diesel fuel purchases.

Page 11
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Based on the amounts in accumulated other comprehensive income as of September 30, 2012 and the expected timing
of the purchases of the diesel hedged, we expect to reclassify $1.1 million of gains on derivative instruments from
accumulated other comprehensive income into our results from operations 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.

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, 2012, 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.

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, 2012 and December 31, 2011:

(in thousands) September 30, 2012 December 31, 2011
Current  Long-Term Current  Long-Term

Borrowings under Credit

Facility $ 2,599 $ - $ 15890 $ -

Revenue equipment

installment notes with

finance companies;

weighted average interest

rate of 5.4% and 5.7% at

September 30, 2012, and

December 31, 2011,

respectively, due in

monthly installments

with final maturities at

various dates ranging

from October 2012 to

March 2017, secured by

related revenue

equipment 63,267 86,793 80,003 125,666

Real estate note; interest 365 2,038 365 2,258

rate of 2.7% and 2.8% at

September 30, 2012, and

December 31, 2011,

respectively, due in
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monthly installments

with fixed maturity at

October 2013,

secured by related real

estate

Other note payable,

interest rate of 3.0% at

September 30, 2012, and

December 31, 2011, with

fixed maturity at

November 2016 108 313 - 243
Total debt 66,339 89,144 96,258 128,167
Capital lease obligations,

secured by related

revenue equipment 2,055 14,539 1,957 16,129
Total debt and capital
lease obligations $ 68,394 $ 103,683 $ 98,215 $ 144,296

In September 2008, we and substantially all of our subsidiaries (collectively, the "Borrowers") 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 us to request an increase in the revolving credit facility of up to $50.0 million. The
Credit Facility includes, within our $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.

Page 12
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On August 31, 2010, we obtained a fourth amendment to our Credit Facility, which, among other things, extended the
maturity date of the Credit Facility from September 2011 to September 2014. In exchange for the amendment, we
paid fees and expenses of approximately $0.6 million. While amounts outstanding under the Credit Facility are not
due until September 2014, the related borrowings are reflected as current maturities in our consolidated balance sheet
as a result of the Credit Facility requiring that the receipts from our lock-box automatically pay down the Credit
Facility daily and additional borrowings be funded through additional draws against the Credit Facility.

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 1.25% and 2.25% based on average pricing
availability. LIBOR loans accrue interest at LIBOR, plus an applicable margin that is adjusted quarterly between
2.25% and 3.25% 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 us and secured
by a pledge of substantially all of our 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. We had approximately $2.6 million in borrowings outstanding
under the Credit Facility as of September 30, 2012, undrawn letters of credit outstanding of approximately $42.4
million, and available borrowing capacity of $34.3 million. The interest rate on outstanding borrowings as of
September 30, 2012 was 3.0% on the $2.0 million of LIBOR loans and 5.0% on the $0.6 million of base rate loans.

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, debt, dividends, liens, acquisitions and dispositions outside of the ordinary
course of business, and affiliate transactions. Following the most recent amendment to the Credit Facility discussed
below, the Credit Facility contains two financial covenants: a covenant requiring us to maintain a monthly
consolidated fixed charge coverage ratio (defined below) of at least 1.0 to 1.0 and a covenant requiring us to maintain
a quarterly consolidated leverage ratio (defined below) not to exceed 4.35 to 1.0.

Our fixed charge coverage ratio is comprised of dividing (i) (a) our consolidated EBITDAR, as defined in the Credit
Facility, minus (b) certain capital expenditures, excluding debt incurred to finance capital expenditures, by (ii) the
sum, without duplication of, (a) interest expense, cash rental expense, scheduled principal debt payments, certain
payments with respect to the revolving credit facility, certain voluntary or discretionary principal payments or other
prepayments of debt, taxes paid in cash, minus (b) any cash tax refunds received, plus (c) distributions paid in cash
and payments made in respect of obligations under capital leases.

Our consolidated leverage ratio requires us not to exceed a ratio calculated by dividing (i) the sum of (a) our
consolidated balance sheet debt, plus (b) sums obligated by Borrowers under letters of credit, plus (c) the present
value (utilizing a discount rate of 10% annually) of all future lease payments on any operating leases, by (ii) our
consolidated adjusted EBITDAR, as set forth in the Credit Facility.
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In the past, we have had difficulty achieving profitability, causing us to risk breaching our fixed charge coverage ratio
covenant. To avoid such breach, we have worked with our Lenders to obtain multiple amendments and waivers to the
Credit Facility in return for higher interest rates, fees, and additional restrictions. In the fourth quarter of 2011, we
entered into a fifth amendment that prevented a default of our fixed charge coverage ratio for the twelve months ended
September 30, 2011, by adjusting the fixed charge coverage ratio for that period to 0.95 to 1.0 from 1.0 to
1.0. Subsequent to the fifth amendment, we entered into a sixth amendment to our Credit Facility that revised the
definitions underlying our fixed charge coverage ratio, which we expect to provide us with additional flexibility under
this covenant going forward. However, the sixth amendment also added the consolidated leverage ratio covenant
discussed above, which could restrict our ability to incur additional indebtedness, undertake acquisitions, or make
other capital investments to the extent such indebtedness, acquisitions, or capital investments would cause the
leverage ratio to exceed the specified maximum. In exchange for these amendments, we agreed to the increases in
interest rates and fees described above and paid fees and expenses of approximately $0.3 million. In March 2012, we
entered into the seventh amendment that added an additional issuer on our letter of credit sub facility and included a
one-time reduction to the borrowing base due to a sale of a terminal facility.

Failure to comply with the covenants and restrictions set forth in the Credit Facility could result in an event of
default. In such an event, all amounts outstanding under the Credit Facility, together with accrued interest, could then
be declared immediately due and payable. If an event of default occurs under the Credit Facility and the Lenders
cause all of the outstanding debt obligations under the Credit Facility to become due and payable, this could result in a
default under other debt instruments that contain acceleration or cross-default provisions. Failure to comply with our
financial covenant ratios could significantly constrain our liquidity and hinder our operations and growth prospects.

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 in effect at September 30, 2012, terminate in
September 2014 through September 2016 and contain guarantees of the residual value of the related equipment by us.
As such, 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 capital 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 and other lenders 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 2012 to March 2017. 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 except certain notes totaling $116.2 million are
cross-defaulted with the Credit Facility. Additional borrowings from the financial affiliates of our primary revenue
equipment suppliers and other lenders are available to fund most new tractors expected to be delivered in 2012 and
2013, 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

On March 31, 2011, the Compensation Committee of the Board of Directors of the Company approved a second
amendment (the "Second Amendment") to the 2006 Omnibus Incentive Plan (the "Incentive Plan") to, among other
things, (i) provide that the maximum aggregate number of shares of Class A common stock available for the grant of
awards under the Incentive Plan from and after May 17, 2011, shall not exceed 800,000, (ii) limit the shares of Class
A common stock that shall be available for issuance or reissuance under the Incentive Plan from and after May 17,
2011 to the additional 800,000 shares reserved, plus any expirations, forfeitures, cancellations, or certain other
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terminations of such shares, and (iii) re-set the term of the Incentive Plan to expire with respect to the ability to grant
new awards on March 31, 2021. The Compensation Committee also re-approved, subject to stockholder re-approval,
the material terms of the performance-based goals under the Incentive Plan so that certain incentive awards granted
thereunder would continue to qualify as exempt "performance-based compensation" under Internal Revenue Code
Section 162(m). The Second Amendment and the material terms of the performance-based goals under the Incentive
Plan were forwarded for stockholder approval, and on May 17, 2011, at the Company's 2011 Annual Meeting, the
Company's stockholders approved the adoption of the Second Amendment and re-approved the material terms of the
performance-based goals under the Incentive Plan.

The Incentive Plan permits annual awards of shares of our 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. At September 30, 2012, 328,296 of the aforementioned 800,000 shares were available for award
under the amended Incentive Plan. No participant in the Incentive Plan may receive awards of any type of equity
instruments in any calendar-year that relates to more than 200,000 shares of our Class A common stock. No awards
may be made under the Incentive Plan after March 31, 2021. To the extent available, we have issued treasury stock to
satisfy all share-based incentive plans.

Page 14
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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, 2012 and 2011 of approximately $0.5
million and $0.3 million, respectively, and for the nine months ended September 30, 2012 and 2011 of approximately
$0.9 million and $0.9 million, respectively. The expense in the 2011 period includes $0.1 million related to awards
issued to non-employees. The fair value of our liability for these awards was fully recognized at March 31, 2011 as
there are no continuing service requirements associated with these awards. Changes in the fair value of the liability
that occur in the future will be recognized as compensation cost during the period in which the changes occur. We
re-measure the liability for the outstanding awards at the end of each reporting period based on the closing price of our
Class A common stock at that date, and the compensation cost is based on the change in fair value for each reporting
period. The liability for these awards was less than $0.1 million at September 30, 2012 and is included in accrued
expenses in the accompanying consolidated condensed balance sheet. 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 nine months ended September 30, 2012 and 2011, as it relates to the issuance of restricted stock to
non-employee directors.

The Incentive Plan allows participants to pay the federal and state minimum statutory tax withholding requirements
related to awards that vest or allows participants to deliver to us 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, certain participants elected to forfeit receipt of 1,104 shares of Class A common stock at a weighted
average per share price of $4.75 based on the closing price of our Class A common stock on the date the shares vested
in 2012, in lieu of the federal and state minimum statutory tax withholding requirements. We remitted a de minimus
amount to the proper taxing authorities in satisfaction of the employees' minimum statutory withholding requirements.

Note 9. Equity Method Investment

On May 31, 2011, we acquired a 49.0% interest in Transport Enterprise Leasing, LLC ("TEL") for $1.5 million in
cash. Additionally, TEL’s majority owners are eligible to receive an earn-out of up to $4.5 million over two years, of
which $1.0 million was paid in the second quarter of 2012 based upon 2011 performance. Earn-out payments increase
our investment balance. TEL is a tractor and trailer equipment leasing company and used equipment reseller. We have
not guaranteed any of TEL’s debt and have no obligation to provide funding or assets. Under the acquisition
agreement, we have an option to acquire 100% of TEL between January 1, 2013 and May 31, 2016, by purchasing the
majority owners’ interest based on a multiple of TEL’s average earnings before income and taxes, adjusted for certain
items including cash and debt balances as of the acquisition date. Subsequent to May 31, 2016, TEL’s majority owners
have the option to acquire our interest based on the same terms detailed above. During the nine-month period ended
September 30, 2012, we sold tractors and trailers to TEL for $7.2 million and deferred $0.2 million in gains on the
tractors and trailers sold to TEL until the equipment is subsequently sold to a third party. The deferred gains are being
carried as a reduction in our investment in TEL. At September 30, 2012 and December 31, 2011, we had a receivable
from TEL for $1.1 million and $0.6 million related to cash disbursements made pursuant to a cash management
agreement and related to providing various maintenance services, certain back-office functions and for miscellaneous
equipment.

We have accounted for our investment in TEL using the equity method of accounting and thus our financial results
include our proportionate share of TEL’s 2012 net income, or $1.2 million. Our investment in TEL, totaling $3.3
million, net of $0.7 million of deferred gains, and $2.4 million, net of $0.6 million of deferred gains, at September 30,
2012 and December 31, 2011, respectively, is included in other assets in the accompanying consolidated condensed
balance sheets. In the second quarter of 2012, we received an equity distribution from TEL of $0.1 million that was
distributed to each member based on their respective ownership percentage in order to satisfy estimated tax payments
resulting from TEL’s earnings.
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(in thousands)

Current Assets
Non-current Assets
Current Liabilities
Non-current Liabilities
Total Equity

Revenue

Operating Expenses
Operating Income

Net Income

As of and for the
nine months ended
September 30,
2012

$ 4,699
21,471
1,752
21,137
3,281
42,242
39,168
3,074
$ 2,422

“@ &L
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Note 10. Commitments and Contingencies

From time-to-time, we are 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. We maintain insurance to cover liabilities arising from the transportation of freight for amounts in excess of
certain self-insured retentions. In management's opinion, our potential exposure under pending legal proceedings is
adequately provided for in the accompanying consolidated condensed financial statements.

On December 9, 2009, Carrie Bachrach and Randolph Bachrach filed suit against Covenant Transport, Inc. and one of

the Company's former drivers seeking damages in connection with an accident that occurred in September 2008,

involving a truck operated under Covenant’s authority. On March 13, 2012, a jury in the United States District Court
for the District of Arizona entered a damage award of approximately $13.2 million in favor of the plaintiffs. On June

18, 2012, the United States District Court for the District of Arizona granted our request for remittitur totaling $1.6

million or a new trial. In July 2012, both plaintiffs rejected the remittitur and requested a new trial. A new trial has

been set for April 2013.

Under the terms of the commercial trucking insurance program that we had in place in 2008, we retained liability for

up to $4.0 million with respect to the accident. We have third party insurance in place covering all amounts of the

damage award in excess of such retention, excluding our pro-rata share of related out-of-pocket expenses. We

recorded a $4.0 million charge representing our self-insured retention in respect of this accident in the consolidated

financial results of the Company in 2008. Accordingly, the Company’s exposure was previously recorded and therefore
the damage award did not impact the operating results for the three or nine months ended September 30, 2012. Under

the terms of our insurance policies, the Company is the primary obligor of the amount of the damage award, and as

such, the Company has recorded a $1.6 million receivable from the third party insurance provider in other assets and

as a corresponding accrual in the long-term portion of insurance and claims accruals in the consolidated condensed

balance sheet at September 30, 2012.

Our primary auto liability insurance policy includes a policy release premium refund of up to $4.0 million per policy
year, if certain loss levels are not met and we were to commute the policy. This policy includes coverage for
occurrences in excess of $1.0 million up to $10.0 million per policy year and any claims in excess of $20.0 million.
We did not elect to commute the policy for the April 1, 2010 through March 31, 2011 policy year. However, in June
2012 we commuted the policy for the April 1, 2011 through March 31, 2012 policy year and as such are responsible
for all claims that occurred during that policy year, excluding any claims between $10.0 million and $20.0 million,
should such a claim develop. We recorded a $4.0 million reduction in insurance and claims expense in the second
quarter of 2012 related to the commutation, net of reserve movements resulting from changes in estimates surrounding
the diligence around the decision to commute the policy. The insurer did not remit the premium refund directly to the
Company, but rather applied a credit to the current auto liability insurance policy, such that we recorded the policy
release premium refund as a prepaid asset at June 30, 2012, and will amortize the credit through the end of the policy,
March 31, 2013.

Note 11. Goodwill Impairment

Based upon a combination of factors that occurred in the third quarter of 2011, including a significant decline in our
market capitalization below our book value, a reduction in year-over-year earnings as a result of deterioration in the
macro-economic environment and the market segments in which we operate, reductions in current and forecasted
earnings estimates, and the need to amend our Credit Facility to remain in compliance with our financial covenants,
we deemed that there had been multiple triggering events that would require an update to the Company’s annual
goodwill impairment analysis as of September 30, 2011. This updated analysis provided that the carrying value of
both reporting units exceeded their fair values. As a result of the second step of the goodwill impairment analysis,
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which involves calculating the implied fair value of each reporting unit's goodwill by allocating the fair value of all of
its assets and liabilities other than goodwill (including both recognized and unrecognized intangible assets), and
comparing the residual amount to the carrying value of goodwill, we determined that the fair value of both reporting
units exceeded the carrying value. The non-cash goodwill impairment charge amounted to $11.5 million ($9.4 million,
net of a $2.1 million income tax benefit) to write off the remaining goodwill associated with several acquisitions that
were made prior to 2001. Following this impairment charge, no goodwill currently remains on our balance sheet.
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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.

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, 2011.

"non non

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. We expressly disclaim any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statements contained herein to reflect any change in our
expectations with regard thereto or any change in the events, conditions, or circumstances on which any such
statement is based.

Executive Overview

The financial and operating performance in the third quarter of 2012 was encouraging in light of a seasonally weak
overall freight environment and rising diesel fuel prices. The domestic freight market underperformed expectations for
the first two months of the quarter, but improved somewhat in September. Freight through the end of October has
been similar to what we experienced in September. On a year-over-year basis, our comparisons were favorable,
principally because the 2011 quarter was negatively impacted by conversion to a new enterprise management software
that substantially disrupted our operations during the 2011 quarter. Accordingly, we do not consider the increase of
12.9% in our average freight revenue per truck indicative of the operating environment. We were pleased with the
more relevant 2.2% sequential increase in average freight revenue per truck per week as compared to the second
quarter of 2012. Key factors in the improvement were improved network yields, a higher percentage of seated trucks,
and a higher team-driven truck fleet overall and as a percentage of the fleet, which more than overcame slower overall
industry demand and fewer business days. Our sales, operations, and driving personnel improved their execution of
the business, and we continued to allocate assets to more productive business units. The difference in diesel fuel
prices was a significant factor in our financial results for the third quarter of 2012 compared with the second quarter of
2012. After falling sharply during the second quarter of 2012, diesel prices escalated over the first two months of the
quarter before steadying during September, averaging approximately $0.11 per gallon higher than in the second
quarter of 2012. The lag associated with passing through fuel surcharges as fuel prices escalated unfavorably impacted
our earnings per share by approximately $0.16 per share compared with the second quarter of 2012’s benefit from the
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decreasing diesel fuel prices experienced during that quarter.

Compared to the third quarter of 2011, our asset-based division's revenue, excluding fuel surcharge revenue, increased

5.4% due to a 12.9% increase in average freight revenue per truck, offset by a 6.6% decrease in average tractors. Our

revenue per truck increased versus a year ago for the third consecutive quarter. Versus the same period of 2011, our

miles per truck were up 6.3% while average freight revenue per total mile was up $.09 per mile or 6.2%. Compared to

the same period of 2011, and excluding the prior year goodwill impairment charge, the asset-based division’s operating
costs per mile, net of surcharge revenue, were up approximately $.04 per mile, mainly due to higher driver wages and

independent contractor pay, maintenance expense, casualty insurance expense, and capital costs. These increases

were partially offset by lower net fuel expense. Excluding the prior year goodwill impairment charge, the asset-based

operating ratio improved 280 basis points to 96.1%.
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Additional items of note for the third quarter of 2012 include the following:

We recorded operating income of $4.6 million, compared with an operating loss of $9.8 million for the third
quarter of 2011, which included a pre-tax non-cash goodwill impairment charge of $11.5 million.

We recorded net income of $1.0 million, or $0.07 per basic and diluted share. This compares with net loss of
$11.2 million, or ($0.76) per basic and diluted share, in the third quarter of 2011, which included an after-tax
non-cash goodwill impairment charge of $9.4 million or ($0.64) per share.

Our Solutions brokerage subsidiary’s revenue was relatively flat, while its overall gross margin (purchased
transportation divided by revenue) increased to 80.6% in the third quarter of 2012 from 75.1% in the third quarter
of 2011. Solutions' other operating costs increased to 22.7% of revenue from 17.6% in the 2011 period, primarily
because of the investment in additional personnel and related startup expenses to expand the capacity and range of
services offered to our customers and carrier base.

Our equity investment in TEL provided $0.6 million of pre-tax earnings compared to $0.4 million in the third
quarter of 2011.

Since December 31, 2011, total indebtedness, net of cash and including the present value of off-balance sheet lease
obligations, decreased by approximately $63.6 million to $233.3 million. The average age of our tractor fleet was
2.0 years as of the end of the third quarter.

Our equity at September 30, 2012, was $94.0 million and our tangible book value was $93.4 million, or $6.33 per
basic share.

We were in compliance with the financial covenants in our Credit Facility at September 30, 2012.

Considering the sluggish freight market and the sequential rise in the cost of fuel during the quarter, we were
encouraged by our third quarter results. The main positives in the quarter were a 2.1% sequential increase in rates, a
reduction in open trucks from 5.4% at the end of the second quarter to 2.3% at the end of the third quarter, and another
meaningful reduction in our overall indebtedness. The main negatives in the quarter were a disappointing freight
market and a large sequential impact in the cost of truck and reefer fuel. Notwithstanding freight concerns during the
third quarter and in future quarters, we feel we have laid a solid foundation for continued earnings
improvement. While we believe industry demand and capacity remain closely in balance, it is uncertain whether the
economy will grow and the driver market will continue to tighten. We will continue to focus on stabilizing our costs,
improving our service, and transitioning our assets and related capital to the areas that provide the best long-term
return. We expect to be profitable in 2012.

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 other services, including brokerage, less-than-truckload consolidation services, and
accounts receivable factoring.

We have two reportable segments: Truckload and our Other Services, also known as Solutions.
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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, our historical flagship operation, which provides expedited long-haul,
dedicated, and regional solo-driver service; (ii) SRT, which provides primarily long-haul and regional
temperature-controlled service; and (iii) Star, which primarily provides regional solo-driver service.

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.
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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. In contrast, our two-person driver tractors
generally operate in longer lengths-of-haul, generate greater miles per tractor, and experience fewer non-revenue
miles, but we typically receive lower revenue per loaded mile and incur higher employee expenses of compensating
both drivers. We expect operating statistics and expenses to shift with the mix of single and team operations.

The Solutions segment provides: (i) freight brokerage services directly and through freight brokerage agents who are
paid a commission for the freight they provide; (ii) less-than-truckload consolidation services; and (iii) accounts
receivable factoring.

Revenue Equipment

At September 30, 2012, we operated 2,817 tractors and 6,725 trailers. Of such tractors, 2,041 were owned, 508 were
financed under operating leases, and 268 were provided by independent contractors, who provide and drive their own
tractors. Of such trailers, 1,442 were owned, 4,388 were financed under operating leases, and 445 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 to five years for tractors and five to seven years for
trailers. At September 30, 2012, our fleet had an average tractor age of 2.0 years and an average trailer age of 5.9
years.

Independent contractors 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, 2012 TO THREE MONTHS ENDED

SEPTEMBER 30, 2011

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

Three months ended

September 30,
2012 2011

Total revenue 100.0 % 100.0
Operating expenses:
Salaries, wages, and
related expenses 31.8 32.5
Fuel expense 28.9 324
Operations and
maintenance 7.1 7.2
Revenue equipment
rentals and purchased
transportation 13.4 9.8
Operating taxes and
licenses 1.7 1.9
Insurance and claims 4.9 4.8
Communications and
utilities 0.7 0.8
General supplies and
expenses 2.3 2.2
Depreciation and
amortization 6.4 7.3

Goodwill impairment - 7.1

Total operating
expenses 97.2 106.0
Operating income (loss) 2.8 (6.0
Other expense, net 1.8 2.5
Equity in income of
affiliate 0.3 0.2
Income (loss) before
income taxes 1.3 (8.3
Income tax expense
(benefit) 0.7 (1.4
Net income (loss) 0.6 % (6.9

% Freight revenue (1)
Operating expenses:
Salaries, wages, and
related expenses
Fuel expense (1)
Operations and
maintenance
Revenue equipment
rentals and purchased
transportation
Operating taxes and
licenses
Insurance and claims
Communications and
utilities
General supplies and
expenses
Depreciation and
amortization

Goodwill
impairment

Total operating
expenses
Operating income

)  (loss)

Other expense, net
Equity in income of
affiliate

Income (loss) before

) income taxes
Income tax expense

) (benefit)

)% Net income (loss)

Three months ended

September 30,
2012 2011
1000 % 100.0
40.2 41.5
9.9 13.7
9.0 9.2
17.0 12.5
2.3 2.4
6.2 6.2
0.9 1.0
2.9 2.8
8.1 9.3
- 9.1
96.5 107.7
3.5 (7.7
2.3 3.2
0.4 0.2
1.6 (10.7
0.8 (1.8
0.8 % (8.9

(1)  Freight revenue is total revenue less fuel surcharge revenue. Fuel surcharge revenue is
shown netted against the fuel expense category ($35.5 million and $34.9 million in the
three months ended September 30, 2012 and 2011, respectively).

%

)%
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Revenue

For the quarter ended September 30, 2012, total revenue increased $7.0 million, or 4.3%, to $168.4 million from
$161.4 million in the 2011 period. Freight revenue increased $6.5 million, or 5.1%, to $133.0 million in the three
months ended September 30, 2012, from $126.5 million in the same period in 2011.

For the quarter, total revenue in our asset-based operations increased to $161.6 million, an increase of $7.0 million
compared with the third quarter of 2011. This increase consisted of higher freight revenues of $6.5 million and higher
fuel surcharge revenue of $0.5 million. The $6.5 million increase in freight revenues related to a 12.9% increase in
average freight revenue per tractor per week, partially offset by a 6.6% decrease of our average tractor fleet. Average
freight revenue per tractor per week increased to $3,408 during the 2012 quarter from $3,019 during the 2011
quarter. Average freight revenue per total mile increased by $0.087 per mile (or 6.2%) compared to the 2011 quarter,
while average miles per unit increased by 6.3%. As a result of the enterprise management software conversion at the
Covenant subsidiary during the 2011 quarter, these significant favorable comparisons to the prior year’s revenue
statistics may not be indicative of the operating environment, so we are also providing what may be a better indication
of our current progress by comparing our third quarter of 2012 revenue statistics to our second quarter of 2012
revenue statistics. Average freight revenue per tractor per week increased sequentially to $3,408 during the current
quarter from $3,335 during the second quarter. Average freight revenue per total mile increased sequentially by $0.03
per mile (or 2.1%) compared to the second quarter, while average miles per unit increased sequentially by 1.3%.

For the quarter, Solutions’ total revenue remained basically flat with the third quarter of 2011 at $6.8 million for the

2012 quarter; however, the mix of business has changed period-over-period as we have focused on diversifying
Solutions' service offerings to enhance value for both our customers and carrier base.
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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.

Salaries, wages, and related expenses

Salaries, wages, and related expenses as a percentage of freight revenue declined as compared to the 2011 period. This
decline is primarily related to the increase in the percentage of our fleet comprised of independent contractors, whose
costs are included in the purchased transportation line item. Lower workers’ compensation expense also positively
impacted the quarter. These factors were partially offset by a driver pay increase of approximately $0.028 per mile
due to driver pay adjustments and the fixed nature of certain of our pay to student drivers and other driver incentives.
Non-driver wages also have increased, as a result of incentive compensation tied to our results of operations. The
other expense items in salaries, wages, and related expenses are relatively fixed in nature and were flat
period-over-period, causing them to be more per mile period-over-period and/or as a percentage of revenue. 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 and absent any additional increases in independent contractors). In
particular, we expect driver pay may further increase as we look to reduce the number of unseated trucks in our fleet
in a tight market for drivers. We are continuing our objective of growing our independent contractor fleet as a
percentage of our total fleet, which could offset any driver pay increases. Increasing independent contractor capacity
has shifted (and assuming all other factors remain equal, is expected to continue to shift) expenses to the purchased
transportation line item with offsetting reductions in employee driver wages and related expenses, net fuel (as
independent contractors generate fuel surcharge revenue, while the related cost of their fuel is included with their
compensation in purchased transportation), maintenance, and capital costs.

Fuel expense

We receive a fuel surcharge on our 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 relating to
shipments obtained from freight brokers do 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 Department of Energy ("DOE") for the week prior to the shipment, meaning we typically bill
customers in the current week based on the previous week's applicable index. Therefore, in times of increasing fuel
prices, we do not recover as much as we are currently paying for fuel. In periods of declining prices, the opposite is
true. Fuel prices as measured by the DOE averaged approximately $0.05/gallon higher in the third quarter of 2012
compared with the 2011 quarter. However, our improved fuel economy, benefits from our fuel hedging program, and
slightly improved fuel surcharge recovery overcame higher prices and resulted in an approximately $0.044 per
company mile reduction in our per mile cost of fuel, net of fuel surcharge revenue compared with the third quarter of
2011.

Additionally, $0.5 million and $0.3 million of gain, net of tax, were reclassified from accumulated other
comprehensive income to results of operations as a reduction in fuel expense during the three months ended
September 30, 2012 and 2011, respectively, related to gains on contracts that expired and for which we completed the
transaction by purchasing the hedged diesel fuel. In addition to the amounts reclassified into our results of operations
as reductions in fuel expense, for the three months ended September 30, 2012, we recorded $0.2 million of gains on
ineffectiveness and for the nine months ended September 30, 2012, we recorded no ineffectiveness on the contracts
that existed at September 30, 2012. The ineffectiveness was calculated using the cumulative dollar offset method as
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an estimate of the difference in the expected cash flows of the heating oil futures contracts compared to the changes in
the all-in cash outflows required for the diesel fuel purchases.

We expect to continue managing our idle time and truck speeds, investing in more fuel-efficient tractors to improve
our fuel miles per gallon, locking in fuel hedges when deemed appropriate, and partnering with customers to adjust
fuel surcharge programs that are inadequate to recover a fair portion of rising fuel costs. Going forward, our net fuel
expense is expected to fluctuate as a percentage of revenue based on factors such as diesel fuel prices, percentage
recovered from fuel surcharge programs, percentage of uncompensated miles, percentage of revenue generated by
team-driven tractors (which tend to generate higher miles and lower revenue per mile, thus proportionately more fuel
cost as a percentage of revenue), percentage of revenue generated by refrigerated operation (which uses diesel fuel for
refrigeration but usually does not recover fuel surcharges on refrigeration fuel), percentage of revenue generated from
independent contractors, and the success of fuel efficiency initiatives.
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Revenue equipment rentals and purchased transportation

The significant increase in revenue equipment rentals and purchased transportation as a percentage of freight revenue
was a result of a $4.8 million increase in payments to independent contractors, a $1.3 million increase in tractor and
trailer equipment rental expense, and a $0.4 million increase in payments to third-party transportation providers. We
had financed 508 tractors and 4,388 trailers under operating leases at September 30, 2012, compared with 239 tractors
and 4,367 trailers under operating leases at September 30, 2011. In the last twelve months, we have reduced our
trailer fleet in order to better match our current number of tractors. Payments to independent contractors increased
period-over-period due to the increase in the size of the independent contractor fleet and fuel surcharges passed
through that are a component of the related expense, offset by reduced miles per unit. For the period ended September
30, 2012, miles run by independent contractors increased to 9.4% of our total miles from 5.4% for the same period of
2011. 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. If capacity remains tight, we believe
we may need to increase the amounts we pay to independent contractors and third-party transportation providers,
which would increase this expense category as a percentage of freight revenue absent an offsetting increase in
revenue. Additionally, we have enhanced our independent contractor lease purchase program, which we operate with
TEL, and are actively recruiting independent contractors, and, as such, we expect the percentage of independent
contractors in our fleet to grow throughout the remainder of 2012 and in 2013, which could increase this line item as a
percentage of revenue.

Insurance and claims

Insurance and claims, consisting primarily of premiums and deductible amounts for liability, physical damage, and
cargo damage insurance and claims, was even in the third quarter of 2012 when compared to the third quarter of 2011
as a percentage of freight revenue, while insurance and claims per mile cost increased to $0.098 per mile in the third
quarter of 2012 from $0.091 per mile in the third quarter of 2011. 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.

Depreciation and amortization

Depreciation and amortization decreased as a percentage of freight revenue. Depreciation, consisting primarily of
depreciation of revenue equipment and excluding gains and losses, decreased $1.1 million in the 2012 period from the
2011 period, as a result of fewer owned tractors on our consolidated condensed balance sheet (2,041 and 2,569
tractors at September 30, 2012 and 2011, respectively), and partially offset by increased cost and related depreciation
of new tractors. Gains on the disposal of property and equipment were relatively flat, totaling $0.9 million in the third
quarter of 2012, and $1.0 million for the 2011 quarter. While we expect continued gains on the sale of our used
equipment, assuming no significant changes in the macroeconomic environment and the related supply and demand of
used equipment, the gains for the remainder of 2012 and into 2013 are expected to be significantly lower than the
comparable periods in 2011, given a smaller number of tractors being traded due to our relatively young fleet age.
However, with a relatively young average tractor fleet age of 24 months at September 30, 2012, we believe there is
significant flexibility to manage our fleet, and we plan to regularly evaluate our tractor replacement cycle and new
tractor purchase requirements.

Goodwill impairment

During the third quarter of 2011, we recognized a non-cash goodwill impairment charge of $11.5 million ($9.4
million, net of a $2.1 million income tax benefit) to write off the remaining goodwill associated with several
acquisitions that were made prior to 2001. Following this impairment charge, no goodwill currently remains on our
balance sheet.

Other expense, net
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Other expense, net includes interest expense, interest income, and other miscellaneous non-operating items. The
increase in the cash flow from operations and increased use of leases as opposed to on-balance sheet financing in the
past twelve months resulted in $64.8 million less net debt (debt less cash) at September 30, 2012, when compared to
September 30, 2011, and when combined with a reduced weighted average interest rate, interest expense decreased
$1.0 million period-over-period. This line item will fluctuate based on our decision with respect to purchasing
revenue equipment with balance sheet debt versus operating leases.
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Equity in income of affiliate

We have accounted for our investment in TEL using the equity method of accounting and thus our financial results
include our proportionate share of TEL’s net income for the three months ended September 30, 2012. Given TEL’s
growth over the past two years and volatility in the used and leased equipment markets in which TEL operates, we
expect the impact on our earnings resulting from our investment and TEL’s profitability to become more significant
over the next twelve months.

Income tax expense (benefit)

The difference in the tax expense recognized in the 2012 quarter compared to the tax benefit recognized in the 2011

quarter is primarily related to the $15.6 million increase in the pre-tax income in the 2012 quarter compared to the

2011 quarter, resulting from the aforementioned improvements in operating income, reduced interest expense, the

goodwill impairment in 2011, and the increase in the contribution from TEL’s earnings. The effective tax rate is
different from the expected combined tax rate due to permanent differences related to our per diem pay structure for

drivers and the impact of non-deductible portion of the aforementioned goodwill impairment. Due to the partial

nondeductible effect of the per diem payments, our tax rate will fluctuate in future periods as income fluctuates.

COMPARISON OF NINE MONTHS ENDED SEPTEMBER 30, 2012 TO NINE MONTHS ENDED SEPTEMBER
30,2011

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

Nine months ended Nine months ended
September 30, September 30,

2012 2011 2012 2011
Total revenue 100.0 % 100.0 % Freight revenue (1) 100.0 % 100.0 %
Operating expenses: Operating expenses:
Salaries, wages, and Salaries, wages, and
related expenses 32.0 323 related expenses 40.9 41.2
Fuel expense 29.2 325 Fuel expense (1) 9.7 13.8
Operations and Operations and
maintenance 6.8 6.6 maintenance 8.7 8.5
Revenue equipment Revenue equipment
rentals and purchased rentals and purchased
transportation 12.5 9.2 transportation 15.9 11.8
Operating taxes and Operating taxes and
licenses 1.7 1.9 licenses 2.1 24
Insurance and claims 4.9 5.6 Insurance and claims 6.2 7.2
Communications and Communications and
utilities 0.7 0.8 utilities 0.9 1.0
General supplies and General supplies and
expenses 2.3 2.3 expenses 3.0 3.0
Depreciation and Depreciation and
amortization 6.3 6.8 amortization 8.0 8.7
Goodwill impairment - 24 Goodwill impairment - 3.0

Total operating Total operating
expenses 96.4 100.5 expenses 95.4 100.6
Operating income

Operating income (loss) 3.6 (0.5 )  (loss) 4.6 0.6 )
Other expense, net 2.0 2.4 Other expense, net 2.5 3.1
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Equity in income of Equity in income of

affiliate 0.3 0.1 affiliate 0.3 0.1

Income (loss) before Income (loss) before

income taxes 1.9 (2.8 ) income taxes 2.4 3.6 )
Income tax expense Income tax expense

(benefit) 1.0 0.3 (benefit) 1.2 (0.5 )
Net income (loss) 0.9 % (2.5 )% Net income (loss) 1.2 % (3.1 )%

(1)  Freight revenue is total revenue less fuel surcharge revenue. Fuel surcharge revenue is
shown netted against the fuel expense category ($107.7 million and $106.1 million in
the nine months ended September 30, 2012 and 2011, respectively).

Revenue

For the nine-month period ended September 30, 2012, total revenue increased $6.1 million, or 1.2%, to $496.8 million
from $490.7 million in the 2011 period. Freight revenue increased $4.6 million, or 1.2%, to $389.1 million in the nine
months ended September 30, 2012, from $384.5 million in the same period in 2011, while fuel surcharge revenue
increased $1.5 million period-over-period. The increase in revenue resulted from a $7.8 million increase in freight
revenues from our Truckload segment, offset by a $1.7 million decrease in revenue from Solutions.

The increase in Truckload revenue relates to an increase in average freight revenue per tractor per week to $3,259
during the 2012 period from $3,066 during the 2011 period. Average freight revenue per total mile increased by
$0.079 per mile, or 5.8%, compared to the 2011 period, while average miles per unit increased by 0.8%. Rates have
continued to increase, as a result of increases required to offset increasing costs, including driver pay, and supply and
demand dynamics. The main factors favorably impacting utilization were a decrease in fleet size, the percentage of
our fleet comprised of team-driven tractors, and a shorter length of haul. These increases were partially offset by a
4.7% decrease of our average tractor fleet.
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The decrease in Solutions revenue related primarily to a special project in 2011, where Solutions handled the
nationwide launch of Allegra to the over-the-counter market, and the loss of a large agent in January 2012.

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.

Salaries, wages, and related expenses

Salaries, wages, and related expenses as a percentage of freight revenue declined as compared to the 2011 period. This
decline is primarily related to the increase in the percentage of our fleet comprised of independent contractors, since
they generate a similar amount of revenue per truck, while the related pay is included in the purchased transportation
line item. Lower workers’ compensation expense also positively impacted the period. These factors were partially
offset by a driver pay increase of approximately $0.026 per mile due to driver pay adjustments and the fixed nature of
certain of our pay to student drivers and other driver incentives. Non-driver wages also have increased, as a result of
incentive compensation tied to our results of operations. The other expense items in salaries, wages, and related
expenses, are relatively fixed in nature and were flat period-over-period, causing them to be more per mile
period-over-period and/or as a percentage of revenue. 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 and absent any
additional increases in independent contractors). In particular, we expect driver pay may further increase as we look
to reduce the number of unseated trucks in our fleet and in a tight market for drivers. We are continuing our objective
of growing our independent contractor fleet as a percentage of our total fleet, which could offset any driver pay
increases. Increasing independent contractor capacity has shifted (and assuming all other factors remain equal, is
expected to continue to shift) expenses to the purchased transportation line item with offsetting reductions in
employee driver wages and related expenses, net fuel (as independent contractors generate fuel surcharge revenue,
while the related cost of their fuel is included with their compensation in purchased transportation), maintenance, and
capital costs.

Fuel expense

We receive a fuel surcharge on our 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
period; 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 relating to
shipments obtained from freight brokers do 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 DOE for the week prior to the shipment, meaning we typically bill customers in the current
week based on the previous week's applicable index. Therefore, in times of increasing fuel prices, we do not recover
as much as we are currently paying for fuel. In periods of declining prices, the opposite is true. Fuel prices as
measured by the DOE averaged approximately $0.12 per gallon higher in the first nine months of 2012 compared with
2011.

Additionally, $2.2 million and $1.6 million of gains, net of tax, was reclassified from accumulated other
comprehensive income to results of operations as a reduction in fuel expense during the nine months ended September
30, 2012 and 2011, respectively, related to gains on contracts that expired and for which we completed the transaction
by purchasing the hedged diesel fuel.

45



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

We expect to continue managing our idle time and truck speeds, investing in more fuel-efficient tractors to improve
our fuel miles per gallon, locking in fuel hedges when deemed appropriate, and partnering with customers to adjust
fuel surcharge programs that are inadequate to recover a fair portion of rising fuel costs. Going forward, our net fuel
expense is expected to fluctuate as a percentage of revenue based on factors such as diesel fuel prices, percentage
recovered from fuel surcharge programs, percentage of uncompensated miles, percentage of revenue generated by
team-driven tractors (which tend to generate higher miles and lower revenue per mile, thus proportionately more fuel
cost as a percentage of revenue), percentage of revenue generated by refrigerated operation (which uses diesel fuel for
refrigeration but usually does not recover fuel surcharges on refrigeration fuel), percentage of revenue generated by
independent contractors, and the success of fuel efficiency initiatives.
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Revenue equipment rentals and purchased transportation

The significant increase in revenue equipment rentals and purchased transportation as a percentage of freight revenue
was a result of a $13.0 million increase in payments to independent contractors and a $3.3 million increase in tractor
and trailer equipment rental expense, partially offset by a $0.6 million decrease in payments to third-party
transportation providers. We had financed approximately 508 tractors and 4,388 trailers under operating leases at
September 30, 2012, compared with 239 tractors and 4,367 trailers under operating leases at September 30, 2011. In
the last twelve months, we have reduced our trailer fleet in order to better match our current number of
tractors. Payments to third-party transportation providers decreased in the 2012 period from the 2011 period,
primarily due to decreased loads partially offset by higher rates and fuel costs passed on to those providers. Payments
to independent contractors increased period-over-period due to the increase in the size of the independent contractor
fleet and fuel surcharges passed through that are a component of the related expense, offset by reduced miles per
unit. For the period ended September 30, 2012, miles run by independent contractors increased to 8.6% of our total
miles from 4.9% for the same period of 2011. 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. If
capacity remains tight, 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. Additionally, we have enhanced our independent contractor lease purchase
program, which we operate with TEL, and are actively recruiting independent contractors, and, as such, we expect the
percentage of independent contractors in our fleet to grow in 2012, which could increase this line item as a percentage
of revenue.

Insurance and claims

Insurance and claims, consisting primarily of premiums and deductible amounts for liability, physical damage, and
cargo damage insurance and claims, decreased in the 2012 period when compared to the 2011 period as a percentage
of freight revenue. Insurance and claims per mile cost decreased to $0.095 per mile in the 2012 period from $0.104
per mile in the 2011 period primarily due to a credit of $4.0 million of previously expensed premium from our
commutation of the April 1, 2011 through March 31, 2012 policy for our primary auto liability insurance. By
commuting the policy, we received a credit of a portion of the premium in exchange for taking responsibility for the
full amount of claims formerly covered by the policy, which exposes us to additional risk. 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.

Depreciation and amortization

Depreciation and amortization decreased as a percentage of freight revenue. Depreciation, consisting primarily of
depreciation of revenue equipment and excluding gains and losses, decreased $3.5 million in the 2012 period from the
2011 period, as a result of fewer owned tractors on our consolidated condensed balance sheet (2,041 and 2,569
tractors at September 30, 2012 and 2011, respectively), partially offset by increased cost and related depreciation of
new tractors. Gains on the disposal of property and equipment, totaling $4.8 million in the 2012 period, including of a
$2.4 million gain on the sale of a terminal, were $1.2 million lower than the 2011 period due to a smaller trade
package in the 2012 period and a softening in the used equipment market when compared to the last several
years. While we expect continued gains on the sale of our used equipment, assuming no significant changes in the
macroeconomic environment and the related supply and demand of used equipment, the gains for the remainder of
2012 and into 2013 are expected to be significantly lower than the comparable periods in 2011, given a smaller
number of tractors being traded due to our relatively young fleet age. With a relatively young average tractor fleet age
of 24 months at September 30, 2012, we believe there is significant flexibility to manage our fleet, and we plan to
regularly evaluate our tractor replacement cycle and new tractor purchase requirements.
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Goodwill impairment

During the third quarter of 2011, we recognized a non-cash goodwill impairment charge of $11.5 million ($9.4
million, net of a $2.1 million income tax benefit) to write off the remaining goodwill associated with several
acquisitions that were made prior to 2001. Following this impairment charge, no goodwill currently remains on our
balance sheet.

Other expense, net

Other expense, net includes interest expense, interest income, and other miscellaneous non-operating items. The
increase in the cash flow from operations and use of leases as opposed to on-balance sheet financing in the past twelve
months resulted in $64.8 million less net debt (debt less cash) at September 30, 2012, when compared to September
30, 2011, and when combined with a reduced weighted average interest rate, interest expense decreased $2.2 million
period-over-period. This line item will fluctuate based on our decision with respect to purchasing revenue equipment
with balance sheet debt versus operating leases.
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Equity in income of affiliate

We have accounted for our investment in TEL using the equity method of accounting and thus our financial results
include our proportionate share of TEL’s net income for the nine months ended September 30, 2012. Given TEL’s
growth over the past two years and volatility in the used and leased equipment markets in which TEL operates, we
expect the impact on our earnings resulting from our investment and TEL’s profitability to become more significant
over the next twelve months.

Income tax expense (benefit)

The difference in the tax expense recognized in the 2012 period compared to the tax benefit recognized in the 2011
period is primarily related to the $23.1 million increase in the pre-tax income in the 2012 period compared to the 2011
period, resulting from the aforementioned improvements in operating income, reduced interest expense, the goodwill
impairment in 2011, and the increase in the contribution from TEL’s earnings. The effective tax rate is different from
the expected combined tax rate due to permanent differences related to our per diem pay structure for drivers and the
impact of non-deductible portion of the aforementioned goodwill impairment. 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, 2012 TO THREE AND NINE
MONTHS ENDED SEPTEMBER 30, 2011

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

Three months ended Nine months ended
(in thousands) September 30, September 30,

2012 2011 2012 2011
Total Revenues:
Truckload $ 161,625 $ 154,646 $ 477,800 $ 469,990
Solutions 6,802 6,772 18,959 20,684
Total $ 168,427 $ 161,418 $ 496,759 $ 490,674
Operating Income
(Loss):
Truckload $ 7,612 $ 8,978 ) $ 25,176 $ 6,296
Solutions 222 ) 493 373 ) 1,322
Unallocated Corporate
Overhead (2,745 ) (1,269 ) (6,743 ) (9,838 )
Total $ 4,645 $ (9,754 ) $ 18,060 $ (2,220 )

For the three-month period, the increase in Truckload revenue relates to a 6.6% increase in our freight revenue per
tractor. Average freight revenue per tractor per week increased to $3,408 during the 2012 quarter from $3,019 during
the 2011 quarter. Average freight revenue per total mile increased by $0.087 per mile (or 6.2%) compared to the 2011
quarter, while average miles per unit increased by 6.3%. As a result of the system conversion at the Covenant
subsidiary during the 2011 period, these significant favorable comparisons to the prior year’s revenue statistics may not
be indicative of the operating environment, so we are also providing what may be a better indication of our current
progress by comparing our third quarter of 2012 revenue statistics to our second quarter of 2012 revenue statistics.
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Average freight revenue per tractor per week increased sequentially to $3,408 during the current quarter from $3,335
during the second quarter. Average freight revenue per total mile increased by $0.03 per mile (or 2.1%) compared to
the second quarter, while average miles per unit increased by 1.3%. For the nine-month period, the increase in
Truckload revenue relates to an increase in average freight revenue per tractor per week to $3,259 during the 2012
period from $3,066 during the 2011 period. Average freight revenue per total mile increased by $0.079 per mile, or
5.8%, compared to the 2011 period, while average miles per unit increased by 0.8%. Rates have continued to increase,
as result of increases required to offset increasing costs and to bring rates back from the recessionary environment in
prior year, as well as the result of supply and demand metrics within the markets in which we operate and related
concerns about future capacity constraints. The main factors favorably impacting utilization were a decrease in fleet
size, the percentage of our fleet comprised of team-driven tractors, and a shorter length of haul. These increases were
partially offset by a 4.7% decrease of our average tractor fleet.

Our asset-based operating income was $16.6 million and $18.9 million higher in the three and nine-month 2012
periods than the 2011 periods, respectively, primarily as a result of the $11.5 million goodwill impairment in the third
quarter of 2011. Additionally, the system conversion at Covenant in the third quarter of 2011 provided for both
incremental costs and inefficiencies that significantly impacted the 2011 quarter.
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Solutions’ total revenue remained flat in the three-month 2012 period compared to the same 2011 period, and declined
$1.7 million for the nine months ended September 30, 2012 compared to the same period in 2011. The decrease in

revenue related primarily to a special project in 2011, where Solutions handled the nationwide launch of Allegra to the

over-the-counter market, and the loss of a large agent in January 2012. Solutions' operating income has deteriorated

both in the three- and nine-month periods of 2012 compared to the same periods in 2011 as a result of slight declines

in gross margins (purchased transportation compared to total revenue) due to capacity constraints in the market. Also,

Solutions’ operating income fluctuations are the result of other operating expenses as a percentage of revenue
increasing by approximately 5.0% for the three- and nine-month periods, primarily because the investment in

additional personnel and related startup expenses to expand the capacity and range of services offered to our

customers and carrier base being made in 2012.

The fluctuation in unallocated corporate overhead is primarily the result of increases as a result of incentive
compensation and insurance costs recorded as unallocated corporate overhead, partially offset by the policy release
credit recorded in the second quarter of 2012, related to our commutation of the April 1, 2011 through March 31, 2012
policy year of our primary auto liability insurance policy.

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, 2012, 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 $19.7 million and $42.1 million at September 30, 2012 and December 31, 2011,
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, and net cash flows during the next 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, 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. Borrowings from the financial affiliates of our primary revenue equipment suppliers are available to fund most
new tractors expected to be delivered in 2012 and 2013, 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. With a relatively young average fleet age at September 30, 2012, we believe there is significant flexibility to
manage our fleet, and we plan to regularly evaluate our tractor replacement cycle and new tractor purchase
requirements. If we are successful in our attempts to grow our independent contractor fleet, our capital requirements
would be reduced. We had approximately $2.6 million in borrowings outstanding under the Credit Facility as of
September 30, 2012, undrawn letters of credit outstanding of approximately $42.4 million, and available borrowing
capacity of $34.3 million. Our intra-period borrowings on the Credit Facility have ranged between $0.9 and $24.98
million during the first nine months of 2012. Fluctuations in the outstanding balance and related availability on the
Credit Facility are driven primarily by cash flows from operations and the timing and nature of property and
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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.

Cash Flows

Net cash flows provided by operating activities were higher in 2012 than 2011, partially due to net income in the 2012
period of $4.6 million compared to a net loss in the 2011 period of $2.6 million, excluding the impact of the 2011
non-cash $11.5 million goodwill impairment and related tax effect. A portion of the net income fluctuation relates to
a $4.0 million pre-tax reduction in insurance and claims expense recorded in the second quarter of 2012 associated
with commuting an auto liability policy. The insurer did not remit the premium refund directly to the Company, but
instead applied a credit to the current auto liability insurance policy, such that we recorded the policy release premium
refund as a prepaid asset at June 30, 2012; however, there was no corresponding cash flow effect. The cash flow
effects will be noted in the fourth quarter of 2012 and first quarter of 2013, when the premiums covered by the credit
would have been due absent the credit. Depreciation and amortization was lower in the 2012 period, primarily due to
having fewer owned tractors at September 30, 2012 compared to 2011, while gain on the sale of property and
equipment was also lower as the result of selling less equipment, partially offset by the sale of a terminal property that
provided for a $2.4 million pre-tax gain. The fluctuations in accounts receivable are a function of truck count and both
freight revenue and fuel surcharge revenue at September 30, 2012 and 2011, compared to the preceding year-ends.

The fluctuations in cash flows from accounts payable and accrued expenses primarily related to the timing of payment
of various accrued expenses, including payment in the 2011 period of incentive compensation related to the
achievement of 2010 performance targets with no such related payments in the 2012 period. The fluctuation in cash
flows associated with insurance and claims accruals relates to higher expense in the 2012 period, a large portion of
which relates to accruals for claims that have not been paid, while several large claims were settled and paid in 2011.
Our decision with respect to the policy release premium refund associated with the April 1, 2012 through March 31,
2013 policy year of our primary auto liability insurance policy could impact our cash flows from operating activities
in future periods.
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The significant fluctuation in net cash flows associated with investing activities was primarily the result of a large
trade package in 2011, the carryover of a significant amount of assets held for sale into 2012, the growth in
independent contractors, sale of a terminal facility for $5.4 million, and the year-over-year reduction in the company
owned truck count. In addition, revenue equipment additions thus far in 2012 have been weighted towards operating
leases, which we expect will continue in the fourth quarter of 2012 as we continue to use operating lease financing to
complete our 2012 tractor fleet plan. As a result, fiscal 2012 is expected to provide for approximately $30.0 million of
net proceeds from revenue equipment, compared to a net cash outlay of $49.5 million in fiscal 2011; however, as
previously noted, the present value of off-balance sheet leases has increased $14.8 million for the nine-month period
ended September 30, 2012. With an average fleet age of 2.0 years, we have flexibility to manage our fleet and we plan
to regularly evaluate our tractor replacement cycle, new tractor purchase requirements, and financing options. If we
are successful in growing our independent contractor fleet, our net cash used to acquire equipment could be further
decreased. Additionally, in the second quarter of 2011, we purchased a 49% equity investment in TEL, a tractor and
trailer equipment leasing company and used equipment reseller. The equity investment totaled $1.5 million, with
future potential earn-out payments based on performance, of which $1.0 million was paid in the second quarter of
2012 related to 2011 performance. The payment of the earn-outs and/or purchase options associated with our
investment in TEL could impact our cash flows from investing activities.

The changes in net cash flows provided by financing activities were a function of a $27.3 million period-over-period

change in the cash flows associated with the 2012 net repayments and 2011 net borrowings on our revolving credit

facility, which is directly related to the increase in cash flows from operations discussed above. Additionally,

repayments of notes payable and capital leases, offset by proceeds from new notes payable used $57.1 million in the

2012 period, compared to $11.6 million in the 2011 period, primarily related to the trade cycle of the Company’s
revenue equipment and cash flows from investing discussed above.

Material Debt Agreements

In September 2008, we entered into the Credit Facility with the Agent and 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 us to request an increase in the revolving credit facility of up to $50.0 million. The Credit Facility
includes, within our $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.

On August 31, 2010, we obtained a fourth amendment to our Credit Facility, which, among other things, extended the
maturity date of the Credit Facility from September 2011 to September 2014. In exchange for the amendment, we
paid fees and expenses of approximately $0.6 million. While amounts outstanding under the Credit Facility are not
due until September 2014, the related borrowings are reflected as current maturities in our consolidated balance sheet
as a result of the Credit Facility requiring that the receipts from our lock-box automatically pay down the Credit
Facility daily and additional borrowings be funded through additional draws against the Credit Facility.

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 1.25% and 2.25% based on average pricing
availability. LIBOR loans accrue interest at LIBOR, plus an applicable margin that is adjusted quarterly between
2.25% and 3.25% 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 us and secured
by a pledge of substantially all of our assets, with the notable exclusion of any real estate or revenue equipment
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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. We had approximately $2.6 million in borrowings outstanding
under the Credit Facility as of September 30, 2012, undrawn letters of credit outstanding of approximately $42.4
million, and available borrowing capacity of $34.3 million. The interest rate on outstanding borrowings as of
September 30, 2012 was 3.0% on the $2.0 million of LIBOR loans and 5.0% on the $0.6 million of base rate loans.
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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, debt, dividends, liens, acquisitions and dispositions outside of the ordinary
course of business, and affiliate transactions. Following the most recent amendment to the Credit Facility discussed
below, the Credit Facility contains two financial covenants: a covenant requiring us to maintain a monthly
consolidated fixed charge coverage ratio (defined below) of at least 1.0 to 1.0 and a covenant requiring us to maintain
a quarterly consolidated leverage ratio (defined below) not to exceed 4.35 to 1.0.

Our fixed charge coverage ratio is comprised of dividing (i) (a) our consolidated EBITDAR, as defined in the Credit
Facility, minus (b) certain capital expenditures, excluding debt incurred to finance capital expenditures, by (ii) the
sum, without duplication of, (a) interest expense, cash rental expense, scheduled principal debt payments, certain
payments with respect to the revolving credit facility, certain voluntary or discretionary principal payments or other
prepayments of debt, taxes paid in cash, minus (b) any cash tax refunds received, plus (c) distributions paid in cash
and payments made in respect of obligations under capital leases.

Our consolidated leverage ratio requires us not to exceed a ratio calculated by dividing (i) the sum of (a) our
consolidated balance sheet debt, plus (b) sums obligated by Borrowers under letters of credit, plus (c) the present
value (utilizing a discount rate of 10% annually) of all future lease payments on any operating leases, by (ii) our
consolidated adjusted EBITDAR, as set forth in the Credit Facility.

In the past, we have had difficulty achieving profitability, causing us to risk breaching our fixed charge coverage ratio
covenant. To avoid such breach, we have worked with our Lenders to obtain multiple amendments and waivers to the
Credit Facility in return for higher interest rates, fees, and additional restrictions. In the fourth quarter of 2011, we
entered into a fifth amendment that prevented a default of our fixed charge coverage ratio for the twelve months ended
September 30, 2011, by adjusting the fixed charge coverage ratio for that period to 0.95 to 1.0 from 1.0 to
1.0. Subsequent to the fifth amendment, we entered into a sixth amendment to our Credit Facility that revised the
definitions underlying our fixed charge coverage ratio, which we expect to provide us with additional flexibility under
this covenant going forward. However, the sixth amendment also added the consolidated leverage ratio covenant
discussed above, which could restrict our ability to incur additional indebtedness, undertake acquisitions, or make
other capital investments to the extent such indebtedness, acquisitions, or capital investments would cause the
leverage ratio to exceed the specified maximum. In exchange for these amendments, we agreed to the increases in
interest rates and fees described above and paid fees and expenses of approximately $0.3 million. In March 2012, we
entered into the seventh amendment that added an additional issuer on our letter of credit sub facility and included a
one-time reduction to the borrowing base due to a sale of a terminal facility.

Failure to comply with the covenants and restrictions set forth in the Credit Facility could result in an event of
default. In such an event, all amounts outstanding under the Credit Facility, together with accrued interest, could then
be declared immediately due and payable. If an event of default occurs under the Credit Facility and the Lenders
cause all of the outstanding debt obligations under the Credit Facility to become due and payable, this could result in a
default under other debt instruments that contain acceleration or cross-default provisions. Failure to comply with our
financial covenant ratios could significantly constrain our liquidity and hinder our operations and growth prospects.

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 in effect at September 30, 2012, terminate in
September 2014 through September 2016 and contain guarantees of the residual value of the related equipment by us.
As such, 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 capital 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 and other lenders 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 2012 to March 2017. 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 except certain notes totaling $116.2 million are
cross-defaulted with the Credit Facility. Additional borrowings from the financial affiliates of our primary revenue
equipment suppliers and other lenders are available to fund most new tractors expected to be delivered in 2012 and
2013, 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.

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, 2012, we had financed 508 tractors and 4,388 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 increased to $5.3 million in 2012 from $4.0 million in the 2011 period. The total amount of remaining
payments under operating leases as of September 30, 2012 was approximately $89.3 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, 2012, there
were approximately $6.9 million of residual value guarantees under the operating leases. The present value of these
future lease payments and their residual value guarantees was approximately $68.9 million at September 30, 2012. 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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CONTRACTUAL OBLIGATIONS

During the nine months ended September 30, 2012, there were no material changes in our commitments or contractual
liabilities

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, 2012, compared to those disclosed in
Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operation," included in our
2011 Annual Report on Form 10-K.

SEASONALITY

In the trucking industry, revenue generally decreases as customers reduce shipments following 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 inclement 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 other than July, which generally has slower freight
demand. Historically, during September through November, 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, 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.

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

We engage in activities that expose us to market risks, including the effects of changes in fuel prices. Financial
exposures are evaluated as an integral part of our 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
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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. 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. We do not engage in speculative transactions, nor do we hold or issue financial
instruments for trading purposes.

We recognize all derivative instruments at fair value on our consolidated condensed balance sheets. Our derivative
instruments are designated as cash flow hedges, thus the effective portion of the gain or loss on the derivatives 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 our consolidated condensed statements of operations.

At September 30, 2012, we had forward futures swap contracts on approximately 1.0 million gallons for the remainder
of 2012 or approximately 10% of our projected remaining 2012 fuel requirements, 12.1 million gallons for 2013 or
approximately 20% of our projected 2013 fuel requirements, and 1.0 million gallons for 2014 or approximately 2% of
our projected 2014 fuel requirements.

The fair value of the contracts that were in effect at September 30, 2012, which had a fair value of approximately $1.1
million and are included in other assets in the consolidated condensed balance sheet, are included in accumulated
other comprehensive income, net of tax. Additionally, $0.7 million and $2.2 million were reclassified from
accumulated other comprehensive income into our results from operations for the three and nine months ended
September 30, 2012, respectively, related to gains on contracts that expired. In addition to the amounts reclassified
into our results of operations as reductions in fuel expense, for the three months ended September 30, 2012, we
recorded $0.2 million of gains on ineffectiveness, and for the nine months ended September 30, 2012, we recorded no
ineffectiveness, on the contracts that existed at September 30, 2012. The ineffectiveness was calculated using the
cumulative dollar offset method as an estimate of the difference in the expected cash flows of the heating oil futures
contracts compared to the changes in the all-in cash outflows required for the diesel fuel purchases.
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Based on the amounts in accumulated other comprehensive income as of September 30, 2012 and the expected timing
of the purchases of the diesel hedged, we expect to reclassify $1.1 million of gains on derivative instruments from
accumulated other comprehensive income into our results from operations 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.

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, 2012, 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.

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.

Based on our expected fuel consumption for the remainder of 2012, a one dollar change in the related price of heating
oil or diesel per gallon would change our fuel expense by approximately $3.9 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
$172.1 million of debt and capital leases, we had $5.0 million of variable rate debt outstanding at September 30, 2012,
including both our Credit Facility and a real estate note. The interest rates applicable to these agreements are based on
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
less than $0.1 million. Our remaining debt is effectively fixed rate debt, and therefore changes in market interest rates
do not directly impact our interest expense.

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.
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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, we are 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. We maintain insurance to cover liabilities arising from the transportation of freight for amounts in excess of
certain self-insured retentions. In management's opinion, our potential exposure under pending legal proceedings is
adequately provided for in the accompanying consolidated condensed financial statements.

On December 9, 2009, Carrie Bachrach and Randolph Bachrach filed suit against Covenant Transport, Inc. and one of
our former drivers seeking damages in connection with an accident that occurred in September 2008, involving a truck
operated under Covenant’s authority. On March 13, 2012, a jury in the United States District Court for the District of
Arizona entered a damage award of approximately $13.2 million in favor of the plaintiffs. On June 18, 2012, the
United States District Court for the District of Arizona granted our request for remittitur totaling $1.6 million or a new
trial. In July 2012, both plaintiffs rejected the remittitur and requested a new trial. A new trial has been set for April
2013.

Under the terms of the commercial trucking insurance program that we had in place in 2008, we retained liability for

up to $4.0 million with respect to the accident. We have third party insurance in place covering all amounts of the

damage award in excess of such retention, excluding our pro-rata share of related out-of-pocket expenses. We

recorded a $4.0 million charge representing our self-insured retention in respect of this accident in the consolidated

financial results of the Company in 2008. Accordingly, the Company’s exposure was previously recorded and therefore
the damage award did not impact the operating results for the three or nine months ended September 30, 2012. Under

the terms of our insurance policies, the Company is the primary obligor of the amount of the damage award, and as

such, the Company has recorded a $1.6 million receivable from the third party insurance provider in other assets and

as a corresponding accrual in the long-term portion of insurance and claims accruals in the consolidated condensed

balance sheet at September 30, 2012.

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, 2011, 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.
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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 our Class A common stock made by or on
behalf of us during the quarter ended September 30, 2012:

Period
July 1-31, 2012
August 1-31, 2012

September 1-30, 2012

Total

(©)

Total
Number of
Shares
(a) Purchased
Total as Part of
Number of (b) Publicly
Shares Average Announced
Purchased  Price Paid Plans or
(D per Share Programs
644 $3.95 -
460 $5.87 -
1,104 $4.75 -

(1)  Includes 644 and 460 shares of Class A common stock withheld at average prices of
$3.95 and $5.87 per share, respectively, (under the terms of grants under the 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.

ITEM 3.
Not applicable
ITEM 4.
Not applicable
ITEM 5.

None
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OTHER INFORMATION

(d)
Maximum
Number of

Class A
Shares
that May
Yet Be
Purchased
Under the
Publicly
Announced
Plans or
Programs
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ITEM 6.

Exhibit
Number
3.1

3.2

4.1

4.2

31.1

31.2

32.1

322

101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE
References:

(D

2

#

*
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Description

Amended and Restated Articles of Incorporation

Second Amended and Restated Bylaws

Amended and Restated Articles of Incorporation

Second Amended and Restated Bylaws

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
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
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
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

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Definition Linkbase Document

XBRL Taxonomy Extension Labels Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document

Incorporated by reference to Form 10-K, filed March 17, 2008.
Incorporated by reference to Form 10-Q, filed May 13, 2011.

Filed herewith.

In accordance with Regulation S-T, the XBRL-related information in Exhibit 101 to this Quarterly Report
on Form 10-Q shall be deemed to be "furnished" and not "filed."
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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 14, 2012 By: / S / R 1 C h a r d B
Cribbs
Richard B. Cribbs
Chief Financial Officer,

in his capacity as such and as a duly authorized officer on behalf of
the issuer
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