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WASHINGTON, D.C. 20549
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(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
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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: 0-24946

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

Arizona 86-0649974
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

5601 West Buckeye Road
Phoenix, Arizona
85043
(Address of Principal Executive Offices)
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Registrant's telephone number, including area code: 602-269-2000

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.

x Yes o 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 during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).

x Yes o 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 definition of "large accelerated filer," "accelerated filer," and "smaller reporting
company" in Rule 12b-2 of the Exchange Act:
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
oYes x No

The number of shares outstanding of registrant's Common Stock, par value $0.01 per share, as of July 31, 2010 was
83,578,676 shares.
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements

KNIGHT TRANSPORTATION, INC. AND SUBSIDIARIES
Condensed Consolidated Unaudited Balance Sheets
As of June 30, 2010 and December 31, 2009
(In thousands)

June 30, December 31,

2010 2009
ASSETS
Current Assets:
Cash and cash equivalents $ 12,438 $ 30,812
Short-term investments 92,643 66,942
Accounts receivable, net of allowance for
doubtful accounts 80,356 73,327
Notes receivable, net of allowance for doubtful
accounts 1,051 520
Related party notes and interest receivable 3,764 3,944
Prepaid expenses 8,652 7,323
Assets held for sale 10,693 12,258
Other current assets 3,957 3,571
Current deferred tax asset 5,786 5,755
Total current assets 219,340 204,452
Property and Equipment:
Land and land improvements 31,582 31,918
Buildings and improvements 74,240 69,321
Furniture and fixtures 7,972 7,562
Shop and service equipment 6,144 5,977
Revenue equipment 561,229 548,477
Leasehold improvements 1,885 1,875
Gross Property and Equipment 683,052 665,130
Less: accumulated depreciation and
amortization (219,012 ) (204,091 )
Property and equipment, net 464,040 461,039
Notes receivable — long-term 2,785 2,906
Goodwill 10,323 10,333
Intangible assets, net 83 114
Other long-term assets and restricted cash 7,727 7,629
Total assets $ 704,298 $ 686,473

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.
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KNIGHT TRANSPORTATION, INC. AND SUBSIDIARIES
Condensed Consolidated Unaudited Balance Sheets (continued)
As of June 30, 2010 and December 31, 2009
(In thousands, except par values)

June 30, December 31,
2010 2009

LIABILITIES AND SHAREHOLDERS'
EQUITY
Current Liabilities:
Accounts payable $ 4,306 $ 14,022
Accrued payroll and purchased transportation 9,924 6,170
Accrued liabilities 16,247 11,199
Claims accrual — current portion 14,036 14,298
Dividend payable 224 70
Total current liabilities 44,737 45,759
Long-term Liabilities:
Claims accrual — long-term portion 11,926 12,421
Deferred tax liabilities 103,077 108,135
Total long-term liabilities 115,003 120,556
Total liabilities 159,740 166,315
Commitments and Contingencies
Shareholders' Equity:
Preferred stock, $0.01 par value; 50,000 shares
authorized; none issued and outstanding
Common stock, $0.01 par value; 300,000 shares
authorized; 83,560 and 83,302 shares issued and
outstanding at June 30, 2010 and December 31,
2009, respectively 836 833
Additional paid-in capital 120,904 115,348
Retained earnings 422,822 403,977
Total Knight Transportation shareholders' equity 544,562 520,158
Noncontrolling interest 4 ) -
Total shareholders' equity 544,558 520,158
Total liabilities and shareholders' equity $ 704,298 $ 686,473

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.
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KNIGHT TRANSPORTATION, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Income (unaudited)
(In thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June 30,

2010 2009 2010 2009
REVENUE:
Revenue, before fuel surcharge $ 155,290 $ 144,261 $ 295,605 $ 277,390
Fuel surcharge 30,118 17,819 55,493 33,409
Total revenue 185,408 162,080 351,098 310,799
OPERATING EXPENSES:
Salaries, wages and benefits 52,381 49,999 100,164 98,302
Fuel 43,975 33,579 84,210 62,458
Operations and maintenance 11,554 10,737 22,601 20,725
Insurance and claims 6,582 5,392 12,341 10,709
Operating taxes and licenses 3,567 3,433 6,618 6,995
Communications 1,386 1,350 2,712 2,822
Depreciation and amortization 17,965 17,620 35,931 35,321
Purchased transportation 19,018 15,277 35,804 25,972
Miscellaneous operating
expenses 2,984 3,907 6,142 7,261
Total operating expenses 159,412 141,294 306,523 270,565
Income from operations 25,996 20,786 44,575 40,234
Interest income 504 349 939 655
Other income/(expense) (154 ) - 663 (21 )
Income before income taxes 26,346 21,135 46,177 40,868
Income taxes 10,538 8,568 18,025 16,558
Net income 15,808 12,567 28,152 24,310
Net loss attributable to
noncontrolling interest 28 - 28 -
Net income attributable to
Knight Transportation $ 15,836 $ 12,567 $ 28,180 $ 24310
Earnings per common share:
Basic $ 0.19 $ 0.15 $ 034 $ 0.29
Diluted $ 0.19 $ 0.15 $ 033 $ 0.29
Weighted average number of
common shares outstanding:
Basic 83,499 83,069 83,427 83,165
Diluted 84,418 83,518 84,272 83,507

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.
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KNIGHT TRANSPORTATION, INC. AND SUBSIDIARIES
Condensed Consolidated Unaudited Statements of Cash Flows
(In thousands)

Six Months Ended
June 30,
2010 2009

Cash Flows From Operating Activities:
Net income $ 28,152 $ 24310
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 35,931 35,321
Gain on sale of equipment (1,807 ) (1,276
Gain from Concentrek earn-out (718 ) -
Impairment loss from fire - 25
Gain from insurance claim settlement (100 ) -
Loss from investment in Transportation
Resource Partners IIT 151 -
Non-cash compensation expense for issuance of
stock to certain members of board of directors 112 112
Provision for doubtful accounts and notes
receivable 1,053 1,667
Excess tax benefits related to stock-based
compensation (291 ) 211
Stock-based compensation expense 2,087 1,582

Deferred income taxes (5,089 ) (536
Changes in operating assets and liabilities:
Increase in short-term investments (25,701 ) (24,676
(Increase) decrease in trade receivables (7,742 ) 89
Decrease in related party interest receivable 88 -
Increase in other current assets (386 ) (215
Increase in prepaid expenses 1,329 ) (418
Decrease in income tax receivable - 774
(Increase) decrease in other long-term assets 92 ) 63
Decrease in accounts payable (1,645 ) (1,696
Increase in accrued liabilities and claims accrual 8,394 6,399
Net cash provided by operating activities 31,068 41,314
Cash Flow From Investing Activities:
Purchase of property and equipment (61,548 ) (46,392
Proceeds from sales of equipment 16,227 18,524
Proceeds from insurance claim settlement 100 300
Cash proceeds from notes receivable 1,610 683
Cash payment for notes receivable (640 ) -
Cash proceeds for related party notes receivable 92 -
Increase in restricted cash (50 ) (2,228

Cash received from Concentrek earnout 718 -



Edgar Filing: KNIGHT TRANSPORTATION INC - Form 10-Q

Investments in Transportation Resource

Partners 111 (159 ) (150 )
Return of investment in Transportation

Resource Partners 63 43

Net cash used in investing activities (43,587 ) (29,220 )

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




Edgar Filing: KNIGHT TRANSPORTATION INC - Form 10-Q

TABLE OF CONTENTS

KNIGHT TRANSPORTATION, INC. AND SUBSIDIARIES
Condensed Consolidated Unaudited Statements of Cash Flows (continued)

(In thousands)

Cash Flow From Financing Activities:
Dividends paid

Payments to acquire treasury stock

Excess tax benefits related to stock-based
compensation

Cash investment from noncontrolling interest
holder

Proceeds from exercise of stock options

Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental Disclosures:

Non-cash investing and financing transactions:
Equipment acquired in accounts payable
Retirement of treasury stock

Transfer from property and equipment to assets
held for sale

Financing provided to independent contractors
for equipment sold

Dividend accrued for restricted stock units
Cash Flow Information:

Income taxes paid

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

Note 1. Financial Information

References in this Report on Form 10-Q to "we," "us," "our," "Knight," or the "Company" or similar terms refer to
Knight Transportation, Inc. and its consolidated subsidiaries. All inter-company balances and transactions have been
eliminated in consolidation.

The accompanying condensed consolidated unaudited financial statements of Knight Transportation, Inc. and its
subsidiaries have been prepared in accordance with accounting principles generally accepted in the United States of
America and Regulation S-X, instructions to Form 10-Q, and other relevant rules and regulations of the Securities and
Exchange Commission (the "SEC"), as applicable to the preparation and presentation of interim financial information.
Certain information and footnote disclosures have been omitted or condensed pursuant to such rules and

regulations. We believe all adjustments (consisting of normal recurring adjustments) considered necessary for a fair
presentation have been included. Results of operations in interim periods are not necessarily indicative of results for a
full year. These condensed consolidated unaudited financial statements and notes thereto should be read in
conjunction with our consolidated financial statements and notes thereto included in our Annual Report on Form 10-K
for the year ended December 31, 2009.

Note 2. Stock-Based Compensation

We have one stock-based employee compensation plan known as the Knight Transportation, Inc. Amended and
Restated 2003 Stock Option and Equity Compensation Plan, as amended and restated in May 2009 (the "2003
Plan"). Stock based compensation cost for the three months and six months ended June 30, 2010 and 2009,
respectively, are as follows:

Three Months Ended Six Months Ended
June 30, June 30,
(in thousands) (in thousands)
2010 2009 2010 2009

Stock compensation expense for
options, net of forfeitures $ 893 $ 828 $ 1,663 $ 1,582
Stock compensation expense for
restricted stock units, net of forfeitures 211 - 424 -
Combined stock compensation expense 1,104 828 2,087 1,582
Income tax 442 ) (336 ) 815 ) o641 )
Net stock compensation expense after tax $ 662 $ 492 $ 1,272 $ 941

We received approximately $1.4 million and $3.0 million in cash from the exercise of stock options during the three
months and six months ended June 30, 2010, respectively, compared to $536,000 and $876,000 for the same periods
in 20009.

As of June 30, 2010, we have approximately $9.9 million of unrecognized compensation cost related to unvested
options granted under the 2003 Plan. This cost is expected to be recognized over a weighted-average period of 2.0
years and a total period of 5.0 years. We also have approximately $20.6 million of unrecognized compensation
expense related to restricted stock unit awards, which is anticipated to be recognized over a weighted average period
of 7.7 years and a total period of 12.8 years.

11
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The fair value of each option grant is estimated on the date of grant using the Black-Scholes option valuation model
that uses the following assumptions:

e Dividend yield — the dividend yield is based on our historical experience and future expectation of dividend payouts.

eExpected volatility - we analyzed the volatility of our stock using historical data from January 1, 2003 through the
end of the most recent period to estimate the expected volatility.

eRisk-free interest rate - the risk-free interest rate assumption is based on U.S. Treasury securities at a constant
maturity with a maturity period that most closely resembles the expected term of the stock option award.

eExpected terms - the expected terms of employee stock options represents the weighted-average period the stock
options are expected to remain outstanding and has been determined based on an analysis of historical exercise
behavior from January 1, 2003 through the end of the most recent period.

No grants were issued in the six months ended June 30, 2010 or 2009.

A summary of the award activity under the 2003 Plan as of June 30, 2010, and changes during the six-month period is
presented below:

Weighted Average
Exercise
Option Totals Price Per Share

Outstanding as of December 31, 2009 4,383,643 $ 15.05
Granted - -

Exercised (252,147 ) 11.91
Forfeited (34,317 ) 16.28
Outstanding as of June 30, 2010 4,097,179 $ 15.23

A summary of the restricted stock unit award activity under the 2003 Plan as of June 30, 2010, and changes during the
six-month period is presented below:

Number of Weighted Average
Restricted Stock Grant Date Fair

Unit Awards Value
Unvested as of December 31, 2009 1,409,500 $ 16.08
Granted - -
Vested - -
Forfeited (11,500 ) 16.42
Outstanding as of June 30, 2010 1,398,000 $ 16.08

The fair value of each restricted stock unit is based on the closing market price on the date of grant.

13
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Note 3. Earnings Per Share (in thousands, except per share data)

A reconciliation of the basic and diluted earnings per share computations for the three and six months ended June 30,
2010 and 2009, respectively, is as follows:

Three Months Ended Six Months Ended
June 30, June 30,

2010 2009 2010 2009
Weighted average common shares
outstanding — basic 83,499 83,069 83,427 83,165
Dilutive effect of stock options and
unvested restricted stock units 919 449 845 342
Weighted average common shares
outstanding — diluted 84,418 83,518 84,272 83,507
Net income attributable to Knight
Transportation $ 15,836 $ 12,567 $ 28,180 $ 24,310
Earnings per common share
Basic $ 0.19 $ 0.15 $ 034 $ 029
Diluted $ 0.19 $ 0.15 $ 033 $ 029

Certain shares of common stock were excluded from the computation of diluted earnings per share because the
options' exercise prices were greater than the average market price of the common shares, and therefore, the effect
would be anti-dilutive. A summary of those options follows:

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
Number of anti-dilutive shares 7,500 1,557,185 7,500 2,439,736

Note 4. Segment Information

We have two reportable segments comprised of an asset-based segment and a non-asset-based segment. Our
asset-based segment includes our dry van, temperature-controlled, and drayage operations, which are geographically
diversified but have similar economic and other relevant characteristics, as they all provide truckload carrier services
of general commodities to a similar class of customers. As a result, we have determined that it is appropriate to
aggregate these operating segments into one reportable segment consistent with the guidance in Accounting Standards
Codification ("ASC") Sub-Topic 280-10, Segment Reporting. Our non-asset-based segment consists of our brokerage
operations, which we have determined qualifies as a reportable segment under ASC 280-10 Segment Reporting.
However, because its results of operations are not material to our consolidated financial statements as a whole, we
have not presented separate financial information for this segment. For the three months ended June 30, 2010, our
brokerage segment, including intercompany transactions and fuel surcharge, accounted for 4.7% of our consolidated
revenue, 1.3% of our consolidated net income attributable to Knight, and 1.3% of our consolidated assets. For the six
months ended June 30, 2010, our brokerage segment, including intercompany transactions and fuel surcharge,
accounted for 5.0% of our consolidated revenue and 1.7% of our consolidated net income attributable to Knight.

Brokerage revenue, including intercompany transactions and fuel surcharge, for the three-month and six-month

periods ended June 30, 2010 was $8.7 million and $17.4 million, respectively, compared to $9.4 million and $16.9
million, respectively, for the same periods a year ago. Net income for our brokerage operations was approximately

14
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$0.2 million and $0.5 million, respectively, for the three-month and six-month periods ended June 30, 2010, compared
to $0.3 million and $0.5 million, respectively, for the same periods a year ago. Brokerage assets at June 30, 2010 were
$8.8 million, compared to $7.2 million as of December 31, 2009.
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Note 5. New Joint Venture

In April 2010, we partnered with a non-related investor to form an Arizona limited liability company for the purpose
of sourcing commercial vehicle parts. We contributed $26,000 to acquire 52% ownership of this entity.

In accordance with ASC 810-10-15-8 Consolidation, we have consolidated the financial activities of this entity in our
consolidated financial statements as of June 30, 2010.

Note 6. Commitments and Contingencies

We are involved in certain legal proceedings arising in the normal course of business. In the opinion of management,
our potential exposure under any currently pending or threatened legal proceedings will not have a material adverse
effect upon our financial position or results of operations.

Note 7. Dividends

On May 20, 2010, we declared a cash dividend of $0.06 per share of our common stock. The dividend was payable to
shareholders of record on June 4, 2010, and was paid on June 25, 2010. This is a $0.01 per share increase from the
prior quarter. Future payment of cash dividends, and the amount of any such dividends, will depend upon our financial
condition, results of operations, cash requirements, tax treatment, and certain corporate law requirements, as well as
other factors deemed relevant by our Board of Directors.

Note 8. Goodwill & Intangible Assets

Goodwill represents the excess of the purchase price of our acquisitions over the fair value of the net assets acquired.
The tax benefit from the recognition on the tax return of the amortization of the excess tax goodwill over book
goodwill is treated as a reduction in the book basis of goodwill. The changes in the carrying amount of goodwill and
intangible assets for the six months ended June 30, 2010 follow:

Goodwill: In Thousands
Balance at December 31, 2009 $ 10,333
Amortization relating to deferred tax assets (10 )
Balance at June 30, 2010 $ 10,323
Intangible Assets: In Thousands
Balance at December 31, 2009 $ 114
Amortization (31 )
Balance at June 30, 2010 $ 83

Intangible assets are being amortized on a straight-line method over a five-year period. Annual amortization expense
is expected to be $62,000 for fiscal year 2010 and $52,000 for fiscal year 2011.

Note 9. Investment Commitments

In 2003, we signed a partnership agreement with Transportation Resource Partners, LP ("TRP"), who makes privately
negotiated equity investments. Per the original partnership agreement, we were committed to invest $5.0 million out
of approximately $260.0 million total. In early 2006, we increased the commitment amount to $5.5 million. Our
investment in TRP is accounted for using the cost method as our level of influence over the operations of TRP is
minor. At June 30, 2010, the carrying book balance of our investment in TRP was $3.6 million, and our ownership

16
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In the fourth quarter of 2008, we formed Knight Capital Growth, LLC and committed to invest $15.0 million in a new
partnership managed and operated by the managers and principals of TRP. The new partnership, Transportation
Resource Partners III, LP ("TRP III"), is focused on the same investment opportunities as TRP. Since inception we
have contributed $585,000 to TRP III, leaving an outstanding commitment of $14.4 million as of June 30, 2010. Our
investment in TRP III is accounted for using the equity method, and we recorded a $151,000 loss in investment value
in the second quarter of 2010. At June 30, 2010, our investment balance in TRP III was $434,000, and our ownership
interest was approximately 6.1%.

Note 10. Assets Held for Sale

Revenue equipment that is not utilized in continuing operations and is held for sale is classified as “assets held for sale”
on the balance sheet. Assets held for sale at June 30, 2010 totaled $10.7 million, compared to $12.3 million as of
December 31, 2009. Assets held for sale are no longer subject to depreciation, and are recorded at the lower of
depreciated value or fair market value less selling costs. We periodically review the carrying value of these assets for
possible impairment. We expect to sell these assets and replace them with new assets within twelve months.

Note 11. Income Taxes

We account for income taxes under the asset and liability method, which requires the recognition of deferred tax
assets and liabilities for the expected future tax consequences of events that have been included in the financial
statements. For interim reporting purposes, our income tax provisions are recorded based on the estimated annual
effective tax rate. Under this method, deferred tax assets and liabilities are determined based on the difference
between the financial statements and tax basis of assets and liabilities using enacted tax rates in effect for the year in
which the differences are expected to reverse. The effect of a change in tax rates on deferred tax assets and liabilities
is recognized in income in the period that includes the enactment date.

We record net deferred tax assets to the extent we believe these assets will more likely than not be realized. In making
such determination, we consider all available positive and negative evidence, including scheduled reversals of
deferred tax liabilities, projected future taxable income, tax planning strategies, and recent financial operations. A
valuation allowance for deferred tax assets has not been deemed necessary due to our profitable operations.

We recognize a tax benefit from an uncertain tax position when it is more likely than not that the position will be
sustained upon examination, including resolutions of any related appeals or litigation processes, based on the technical
merits.

During 2007, we resolved certain tax positions, leaving unrecognized tax benefits of approximately $195,000 as of
December 31, 2007. The balance has not changed since then and remained at $195,000 at June 30, 2010.

Estimated interest and penalties related to unrecognized tax benefits are recognized as a component of income tax
expense. Accrued interest was $86,000 and $78,000 at June 30, 2010 and December 31, 2009, respectively. Accrued
penalties were $49,000 at both June 30, 2010 and December 31, 2009.

The total amount of unrecognized tax benefits that, if recognized, would favorably affect the effective tax rate in
future periods was approximately $126,000 (including federal income tax effects of $68,000) as of June 30, 2010, as
the related uncertain tax positions are permanent in nature. However, if amounts accrued are less than amounts
ultimately assessed by the taxing authorities, we would record additional income tax expense. To the extent that the
Company has favorable tax settlements, or determines that accrued amounts are no longer needed due to a lapse in the
applicable statute of limitations or other

18
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reasons, such liabilities would be reversed as a reduction of income tax expense (net of federal tax effects, if
applicable) in the period such a determination is made. We do not believe the unrecognized tax benefits will change
significantly over the next twelve months.

We file U.S. and state income tax returns with varying statutes of limitations. The 2006 through 2009 tax years
generally remain subject to examination by federal authority, and the 2005 through 2009 tax years generally remain
subject to examination by state tax authorities.

Note 12. Company Share Repurchase Programs

On November 13, 2008, our Board of Directors unanimously authorized the repurchase of up to 3.0 million shares of
our Common Stock. The repurchase authorization is intended to afford us the flexibility to acquire shares
opportunistically in future periods and does not indicate an intention to repurchase any particular number of shares
within a definite timeframe. Any repurchases would be effected based upon share price and market conditions. Under
our share repurchase program, repurchased shares are constructively retired and returned to unissued status.

In the first quarter of 2009, we purchased 389,000 shares of our common stock in the open market for approximately
$4.9 million. The purchases were made in accordance with Securities and Exchange Commission Rule 10b-18, which
limits the amount and timing of repurchases. The shares acquired have been retired and are available for future
issuance.

We have not purchased any shares since the first quarter of 2009. As of June 30, 2010, there were 2,020,956 shares
remaining for future purchases under our repurchase program. The repurchase authorization will remain in effect until
the share limit is reached or the program is terminated.

Note 13. Fair Value Measurements

Effective January 1, 2009, we adopted ASC 820-10 Fair Value Measurements and Disclosure for non-recurring fair
value measurements of non-financial assets and liabilities. This standard defines fair value, establishes a framework
for measuring fair value in generally accepted accounting principles, and expands disclosures about fair value
measurements. This standard establishes a three-level hierarchy for fair value measurements based upon the
significant inputs used to determine fair value. Observable inputs are those which are obtained from market
participants external to the Company while unobservable inputs are generally developed internally, utilizing
management's estimates, assumptions, and specific knowledge of the nature of the assets or liabilities and related
markets. The three levels are defined as follows:

11
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Level 1 — Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has
the ability to access at the measurement date. An active market is defined as a market in which transactions for the
assets or liabilities occur with sufficient frequency and volume to provide pricing information on an ongoing basis.

Level 2 — Inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for identical or
similar assets or liabilities in markets that are not active (markets with few transactions), inputs other than quoted
prices that are observable for the asset or liability (i.e., interest rates, yield curves, etc.), and inputs that are derived
principally from or corroborated by observable market data correlation or other means (market corroborated inputs).

Level 3 — Unobservable inputs, only used to the extent that observable inputs are not available, reflect the Company's
assumptions about the pricing of an asset or liability.

In accordance with the fair value hierarchy described above, the following table shows the fair value of the Company's
financial assets and liabilities that are required to be measured at fair value as of June 30, 2010 and December 31,
2009.

Level
Level One Level Two Three
Balance BalancBalance
Balance  Balance at Balance  Balance  Balance at at
at at June at at at JuneDecember

June 30, December 30, December June 30, December 30, 31,
2010 31, 2009 2010 31, 2009 2010 31,2009 2010 2009
(In thousands)
Assets:
Money market funds  $ 6,376  $ 26,895 $ 6,376 $ 26,895 - - - -
Trading Securities:

Debt

securities-municipal

securities $92,643 $ 66,942 - - $92,643 $66942 - =

Restricted cash — money

market funds $ 784 $ 731 $ 784 $ 731 - - - -

Restricted long-term

investments:

Debt securities

—municipal securities  $ 2,087  $ 2,090 - - $ 2,087 $ 2,090 - -
Note 14. Notes Receivable

We provide financing to independent contractors and third parties on equipment sold or leased under our equipment
sale program. Most of the notes are collateralized by revenue equipment and are due in weekly installments, including
principal and interest payments generally ranging from 5% to 14%, over periods generally ranging from six months to
four years. We had 164 and 185 loans outstanding from independent contractors and third parties as of June 30, 2010
and December 31, 2009, respectively.

The notes receivable balances are classified separately between current and long-term in the balance sheet. The
current and long-term balance of our notes receivable at June 30, 2010 and December 31, 2009 are as follows:
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June 30, December 31,
2010 2009
(In thousands)

Notes receivable from independent contractors $ 1,740 $ 1,808
Notes receivable from third parties 2,303 1,637
Net investment in sales-type leases 132 279
Gross notes receivable 4,175 3,724
Allowance for doubtful notes receivable (339 ) (298 )
Total notes receivable net of allowance 3,836 3,426
Current portion (net of allowance) 1,051 520
Long-term portion $ 2,785 $ 2,906

The following lists the components of the net investment in sales-type leases as of June 30, 2010 and December 31,
2009:

June 30, December 31,
2010 2009
(In thousands)
Total minimum lease payments to be received $ 145 $ 302
Less: unearned income (13 ) (23 )
Net investment in sales-type leases $ 132 $ 279

The current and long-term portions of the Company's net investment in sales-type leases are included in notes
receivable in the accompanying consolidated balance sheets. The interest method is used to amortize unearned
income, which amortizes unearned income to income over the lease term so as to produce a constant periodic rate of
return on the net investment in each lease. The amortization of unearned income is included in interest income and
other in the accompanying consolidated statements of operations.

Note 15. Related Party Transactions

We have provided general business loans to US West Agriculture Exporters, LLC, a company that transacts business
with our drayage operation, and in which Larry Knight is a 33% stockholder. Larry Knight is an employee of the
Company and the brother of Kevin Knight and Keith Knight, our Chief Executive Officer and Chief Operating
Officer, respectively. On April 29, 2010 we entered into an agreement with US West Agriculture Exporters, LLC to
consolidate the business loan and interest into one single promissory note. The new agreement extends the repayment
term until September 2012, with installments due quarterly. The loan balance and interest due from US West
Agriculture Exporters, LLC at June 30, 2010 was approximately $3,749,000 and $15,000 respectively, compared to
$3,841,000 and $103,000 at December 31, 2009, respectively. The related party notes and interest receivable have
been reported separately for 2009 to conform to the current presentation in the condensed consolidated balance sheet.
The principal loan and interest balance is recorded in the “Related party notes and interest receivable” line of our
consolidated balance sheets.

We also provided transportation services to US West Agriculture Exporters, LLC. Total freight revenue for this entity
was approximately $427,000 and $958,000 for the three-month and six-month periods ended June 30, 2010. As of
June 30, 2010, the receivables balance for transportation services provided to US West Agriculture Exporters, LLC
was approximately $166,000, which is included within the "Accounts receivables, net of allowance for doubtful
accounts" line of our consolidated balance sheets.

23



13

Edgar Filing: KNIGHT TRANSPORTATION INC - Form 10-Q

24



Edgar Filing: KNIGHT TRANSPORTATION INC - Form 10-Q
TABLE OF CONTENTS

Note 16. Recent Accounting Pronouncements

On January 21, 2010, FASB issued ASU 2010-06, which amends ASC 820 to add new requirements for disclosures
about transfers into and out of Levels 1 and 2 and separate disclosures about purchases, sales, issuances, and
settlements relating to Level 3 measurements. The Accounting Standards Update ("ASU") also clarifies existing fair
value disclosures about the level of disaggregation and about inputs and valuation techniques used to measure fair
value. Further, the ASU amends guidance on employers' disclosures about post-retirement benefit plan assets under
ASC 715 to require that disclosures be provided by classes of assets instead of by major categories of assets. The ASU
is effective for the first reporting period (including interim periods) beginning after December 15, 2009, except for the
requirement to provide the Level 3 activity of purchases, sales, issuances, and settlements on a gross basis, which will
be effective for fiscal years beginning after December 15, 2010, and for interim periods within those fiscal years. The
partial adoption of this ASU has no material impact on our fair value measurement disclosures as of June 30, 2010.
We do not believe that the full adoption of ASU 2010-06, with respect to the Level 3 rollforward, will have a material
impact on our fair value measurement disclosures.

In December 2009, FASB issued ASU 2009-17. This ASU amends FASB Accounting Standards Codification
(ASC810-10) of FASB Statement No. 167, Amendments to FASB Interpretation No. 46(R) issued June 2009.The
amendments in this ASU replace the quantitative-based risks and rewards calculation for determining which reporting
entity, if any, has a controlling financial interest in a variable interest entity with an approach focused on identifying
which reporting entity has the power to direct the activities of a variable interest entity that most significantly impact
the entity's economic performance and (1) the obligation to absorb losses of the entity or (2) the right to receive
benefits from the entity. An approach that is expected to be primarily qualitative will be more effective for identifying
which reporting entity has a controlling financial interest in a variable interest entity. The amendments in this ASU
also require additional disclosures about a reporting entity's involvement in variable interest entities, which will
enhance the information provided to readers of financial statements. We adopted ASC810-10 on January 1, 2010. The
adoption of this ASC has no material impact on our consolidated financial statements.

Note 17. Subsequent Events

We evaluated subsequent events through the time of filing this Quarterly Report on Form 10-Q. We are not aware of
any significant events that occurred subsequent to the balance sheet date but prior to the filing of this report that would
have a material impact on our condensed consolidated financial statements, other than as disclosed herein.

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Cautionary Note Regarding Forward-Looking Statements

Except for certain historical information contained herein, this report contains certain statements that may be
considered "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, and such statements
are subject to the safe harbor created by those sections. All statements, other than statements of historical fact, are
statements that could be deemed forward-looking statements, including without limitation: any projections of
revenues, earnings, cash flows, capital expenditures, or other financial items; any statement of plans, strategies, and
objectives of management for future operations; any statements concerning proposed acquisition plans, new services,
or developments; any statements regarding future economic conditions or performance; and any statements of belief

and any statement of assumptions underlying any of the foregoing. Words such as "believe,” "may," "could,"
"expects," "hopes," "estimates, anticipates," and "likely," and variations of these

nn "nons

projects,” "intends,

nn
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words, or similar expressions, terms, or phrases, are intended to identify such forward-looking statements.
Forward-looking statements are inherently subject to risks, assumptions, 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. Factors that could cause or contribute to such
differences include, but are not limited to, those discussed in the section entitled "Item 1A. Risk Factors," set forth in
our form 10-K for the year ended December 31, 2009, along with any supplements in Part II below.

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

Introduction
Business Overview

We are a transportation services provider headquartered in Phoenix, Arizona. The transportation services we provide
are asset-based dry van truckload carrier services, temperature-controlled truckload carrier services, and drayage
activities between ocean ports or rail ramps and shipping docks, along with non-asset-based brokerage services, both
on highway and rail. Through our asset-based and non-asset-based capabilities we are able to transport, or can arrange
for the transportation of, general commodities for customers throughout the United States. We generally focus our dry
van operations on regional short-to-medium lengths of haul. Our brokerage services enable us to expand our customer
service offerings by providing the non-asset-based capability of arranging with other carriers to haul our customers'
freight when the shipments do not fit our asset-based model.

Historically, the primary source of our revenue growth has been our ability to open and develop new regional service
centers and brokerage branches in selected geographic areas. Much of this growth prior to 2007 occurred in our core
dry van business. Knight Refrigerated, LLC and Knight Brokerage, LLC, our refrigerated and brokerage subsidiaries
established in 2004 and 2005, respectively, reflect our strategy to bring complementary services to our customers that
also bring operational and economic benefits to Knight. In 2008, we further enhanced our services with our drayage
activities through Knight Intermodal, LL.C at the southern California ports, where we believe our familiarity with the
markets, ability to offer intermodal shippers multiple services, and superior technology afford us a competitive
advantage over many drayage operations. As part of our growth strategy, we also evaluate acquisition opportunities
that meet our financial and operating criteria.

We operate asset-based service centers offering dry van, temperature-controlled, and intermodal transportation
services throughout the United States. We also solicit freight to be handled through our brokerage business at all of
our asset-based service centers. The main factors that affect our results of operation are the number of tractors we
operate, our revenue per tractor (which includes primarily our revenue per total mile and our number of miles per
tractor), and our ability to control our costs. The results of our brokerage activities were insignificant for the second
quarter of 2010 and, therefore, a detailed discussion of the financial results of these operations will not be separately
presented.

Outlook

Due to the economic downturn that started in 2006, numerous industry competitors have closed down or downsized
their fleets over the last two to three years. In the fourth quarter of 2009, we experienced the first signs of recovery in
the freight market. Freight demand grew increasingly positive into 2010. For the six months ended June 30, 2010, we
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year ago. As a result of demand outpacing available capacity, we experienced improvement in revenue per mile, miles
per tractor, and average length of haul while decreasing non-paid empty miles. These favorable results mark the third
consecutive quarter of sequential year-over-year improvements. We expect the upward trend to continue in the
coming quarters.

While demand was strong for dry van, refrigerated, and drayage businesses, our brokerage business was more
challenging during the second quarter. Securing sufficient capacity was challenging for our brokerage operations and
pressured margins. Increasing our less capital-intensive operations remains a priority. We intend to adjust our rates to
allow for the brokering of more loads.

In this changing economic environment we continue to be vigilant on improving the efficiency of our low cost
operating model and appropriately responding to the changing market conditions. We believe we are well-positioned
to grow our business as the recovery continues to develop. We expect to grow our revenues in each business as
business conditions continue to improve. We continue to evaluate strategic growth and acquisition opportunities that
will create value for our shareholders and further advance our long-term strategy.

Revenue and Expenses

We primarily generate revenue by transporting freight for our customers. Generally, we are paid a predetermined rate
per mile or per load for our services. We enhance our revenue by charging for tractor and trailer detention, loading
and unloading activities, brokerage operations, 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 revenue are the
revenue per mile we receive from our customers, the percentage of miles for which we are compensated, and the
number of miles we generate with our equipment. These factors relate to, among other things, the general level of
economic activity in the United States, inventory levels, specific customer demand, the level of capacity in the
trucking industry, and driver availability.

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 independent contractor and third party carrier costs, which are recorded on the "Purchased
Transportation" line of our consolidated statements of income. Expenses that have both fixed and variable components
include maintenance, 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 are the
acquisition and depreciation of long-term assets, such as revenue equipment and service centers, and the compensation
of non-driver personnel. Effectively controlling our expenses and managing our net cost of revenue equipment
acquisition and disposition, including any related gains or losses, are important elements of assuring our profitability.
The primary measure we use to evaluate our profitability is operating ratio, excluding the impact of fuel surcharge
revenue (operating expenses, net of fuel surcharge, expressed as a percentage of revenue, before fuel surcharge).
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Recent Results of Operations and Quarter-End Financial Condition

Our results of operations for the quarter ended June 30, 2010 in comparison to the same period in 2009 are:
Revenue, before fuel surcharge, increased 7.6%, to $155.3 million from $144.3 million;
Net income attributable to Knight increased 26.0% to $15.8 million, compared to $12.6 million; and
Net income attributable to Knight per diluted share increased 24.7%, to $0.19 from $0.15.

Our key performance indicators have been improving since the fourth quarter of last year and, as of the second quarter
of 2010, are now in positive territory. In the second quarter of 2010, average revenue per tractor increased 8.0% and
average miles per tractor improved 3.7% from the second quarter of last year. Average revenue per total mile
increased 4.1% and average revenue per loaded mile increased 2.3% from the second quarter of last year. Non-paid
empty miles decreased from 11.7% last year to 10.2% in the current quarter. The average length of haul increased
2.1% to 484 miles from 474 miles in the same period last year. We believe that we are making progress improving
our freight mix and contract pricing.

Our average fleet size increased slightly to 3,753 tractors in the quarter ended June 30, 2010, compared to 3,735
tractors for the same period a year ago. We ended the quarter with 3,772 tractors as of June 30, 2010, compared to
3,751 tractors a year ago. The net change of 21 units is comprised of a 77 unit increase in independent contractor
tractors, off-set by a 56 unit decrease in company tractors. The number of tractors operated by independent contractors
increased 25.8% from a year ago, and now represents 10.0% of our total fleet.

Our consolidated operating ratio, net of fuel surcharge (operating expenses, net of fuel surcharge, expressed as a
percentage of revenue, before fuel surcharge), was 83.3% for the quarter ended June 30, 2010, compared to 85.6% for
the same period a year ago. In the quarter, fuel expense (net of fuel surcharge) was lower, and gain on sale of
equipment improved, while insurance and claims expense and employee benefit expense were higher, year over year.

For the quarter, we spent $32.1 million in net capital expenditures. At June 30, 2010, our balance sheet remained debt
free, our cash and cash equivalents and short term investments totaled $105.1 million, and our shareholders' equity
was $544.6 million.

Results of Operations

The following table sets forth the percentage relationships of our expense items to total revenue, including fuel
surcharge (Columns A and C), and revenue, before fuel surcharge (Columns B and D), for the three-month and
six-month periods ended June 30, 2010 and 2009, respectively. Fuel expense as a percentage of revenue, before fuel
surcharge, is calculated using fuel expense, net of fuel surcharge. We believe that eliminating the impact of this
sometimes volatile source of revenue affords a more consistent basis for comparing our results of operations from
period to period.
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Revenue

Operating
expenses: *
Salaries, wages
and benefits
Fuel
Operations and
maintenance
Insurance and
claims
Operating taxes
and licenses
Communications
Depreciation and
amortization
Purchased
transportation
Miscellaneous
operating
expenses

Total operating
expenses
Income from
operations

Net interest
income

Other income
(expense)
Income before
income taxes
Income taxes
Net income

Net loss
attributable to
noncontrolling
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(A)
(Fuel surcharge
included in

revenue)
Three-Month
Period Ended
June 30,

2010 2009
100.0% 100.0%
28.3 30.9
23.7 20.7
6.2 6.6
3.6 3.3
1.9 2.1
0.7 0.8
9.7 10.9
10.3 94
1.6 2.4
86.0 87.1
14.0 12.9
0.3 0.2
0.1 ) 0.0
14.2 13.1
5.7 5.3
8.5 7.8
0.0 0.0

(B)

(Fuel surcharge
excluded from
revenue and
netted to fuel

expense)
Three-Month
Period Ended
June 30,

2010 2009
100.0% 100.0%
33.7 34.7
9.0 10.9
7.4 7.4
4.2 3.7
2.3 2.4
0.9 1.0
11.6 12.2
12.2 10.6
2.0 2.7
83.3 85.6
16.7 14.4
04 0.2
0.1 ) 0.0
17.0 14.6
6.8 5.9
10.2 8.7
0.0 0.0
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©
(Fuel surcharge
included in

revenue)
Six-Month
Period Ended
June 30,

2010 2009
100.0% 100.0%
28.5 31.6
24.0 20.1
6.4 6.7
3.5 3.4
1.9 2.3
0.8 0.9
10.2 114
10.2 8.4
1.8 2.3
87.3 87.1
12.7 12.9
0.2 0.2
0.2 0.0
13.1 13.1
5.1 5.3
8.0 7.8
0.0 0.0

(D)

(Fuel surcharge
excluded from
revenue and netted
to fuel expense)

Six-Month
Period Ended
June 30,

2010 2009
100.0% 100.0%
33.9 354
9.7 10.5
7.6 7.5
4.2 39
2.2 2.5
0.9 1.0
12.2 12.7
12.1 9.4
2.1 2.6
84.9 85.5
15.1 14.5
0.3 0.2
0.2 0.0
15.6 14.7
6.1 6.0
9.5 8.7
0.0 0.0
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interest

Net income

attributable to

Knight

Transportation 85 % 78 % 102 % 87 % 80 % 78 % 95 % 87 %

* There are minor rounding differences in the table.

A discussion of our results of operations for the six and three months ended June 30, 2010 and June 30, 2009 is set
forth below.

Comparison of Six Months and Three Months Ended June 30, 2010 to Six Months and Three Months Ended June 30,
2009.

Total revenue for the six months ended June 30, 2010 increased 13.0% to $351.1 million from $310.8 million for the
same period in 2009. Total revenue included $55.5 million of fuel surcharge revenue in the 2010 period compared to
$33.4 million in the 2009 period. Total revenue for the quarter ended June 30, 2010 increased 14.4% to $185.4
million, from $162.1 million for the same period in 2009. Total revenue for the quarter included $30.1 million of fuel
surcharge revenue in the 2010 period, compared to $17.8 million in the 2009 period. In discussing our results of
operations, we use revenue, before fuel surcharge,
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and fuel expense, net of fuel surcharge, because we believe that eliminating the impact of this sometimes volatile
source of revenue affords a more consistent basis for comparing our results of operations from period to period. We
also discuss the changes in our expenses as a percentage of revenue, before fuel surcharge, rather than absolute dollar
changes. We do this because we believe the high variable cost nature of our business makes a comparison of changes
in expenses as a percentage of revenue, before fuel surcharge, more meaningful than absolute dollar changes.

Revenue, before fuel surcharge, increased 6.6% to $295.6 million for the six months ended June 30, 2010, from
$277.4 million for the same period in 2009. Revenue, before fuel surcharge, increased 7.6% to $155.3 million for the
quarter ended June 30, 2010, from $144.3 million for the same period in 2009.

In the first quarter of 2010 we experienced improvement in average miles per tractor while revenue per mile was
constant compared to the same period a year ago. As the freight market improved in the second quarter our miles per
tractor and revenue per mile both increased. While the average number of tractors operated this year has remained
relatively constant, the average revenue generated per tractor for the six months ended June 30, 2010, increased 5.9%
compared to a year ago. Non-paid miles improved to 10.5% in the six months ended June 30, 2010, compared to
12.1% during the same period a year ago.

Salaries, wages and benefits expense as a percentage of revenue, before fuel surcharge, decreased to 33.9% for the six
months ended June 30, 2010, compared to 35.4% for the same period in 2009. Salaries, wages and benefits expense as
a percentage of revenue, before fuel surcharge, decreased to 33.7% for the three months ended June 30, 2010,
compared to 34.7% for the same period in 2009. These decreases are primarily due to the combination of higher
revenue and a decrease in the percentage of our company fleet being operated by company drivers, as opposed to
independent contractors, who pay for their own fuel and receive a fuel surcharge payment from us. At June 30, 2010,
90.0% of our fleet was operated by company drivers, compared to 92.0% at June 30, 2009. For our employees, we
record accruals for workers' compensation benefits as a component of our claims reserve, and the related expense is
reflected in salaries, wages and benefits in our consolidated statements of income.

Fuel expense, net of fuel surcharge, as a percentage of revenue before fuel surcharge, decreased to 9.7% for the six
months ended June 30, 2010, from 10.5% for the same period in 2009. For the quarter ended June 30, 2010, fuel
expense, net of fuel surcharge, as a percentage of revenue before fuel surcharge, decreased to 9.0% from 10.9% for the
same period in 2009. While US average diesel fuel price increased nearly 30% during the six months ended June 30,
2010, in comparison to the same period in 2009, our net fuel cost decreased due to the combination of higher fuel
surcharge, improved fuel efficiency by reducing idle time and out of route miles, a $1.1 million cash settlement
relating to a future swap contract, and an increase in the percentage of our miles driven by independent
contractors. Fuel surcharge revenue was $55.5 million for the six months ended June 30, 2010, compared to $33.4
million for the same period in 2009. For the quarter ended June 30, 2010, fuel surcharge revenue was $30.1 million
compared to $17.8 million for the same quarter in 2009.

Operations and maintenance expense as a percentage of revenue, before fuel surcharge, increased slightly to 7.6% for
the six months ended June 30, 2010, compared to 7.5% for the same period in 2009. For the quarter ended June 30,
2010, operations and maintenance expense as a percentage of revenue, before fuel surcharge, remained constant at
7.4% from the same quarter in 2009.

Insurance and claims expense as a percentage of revenue, before fuel surcharge, increased to 4.2% for the six months
ended June 30, 2010, compared to 3.9% for the same period in 2009. For the quarter ended June 30, 2010, insurance
and claims expense as a percentage of revenue, before fuel surcharge, increased
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to 4.2% compared to 3.7% for the same quarter in 2009. The increase is due to higher claims expense associated with
certain claims incurred in the second quarter of 2010.

Operating taxes and licenses expense as a percentage of revenue, before fuel surcharge, decreased to 2.2% for the six
months ended June 30, 2010, compared to 2.5% for the same period in 2009. For the quarter ended June 30, 2010,
operating taxes and licenses expense decreased slightly to 2.3%, compared to 2.4% for the same period in 2009. The
change is mainly due to higher revenue.

Communications expense as a percentage of revenue, before fuel surcharge, decreased slightly to 0.9% for the
six-month and three-month periods ended June 30, 2010, compared to 1.0% for the same periods in 2009.

Depreciation and amortization expense as a percentage of revenue, before fuel surcharge, decreased to 12.2% for the
six months ended June 30, 2010, compared to 12.7% for the same period in 2009. For the quarter ended June 30,
2010, depreciation and amortization expense as a percentage of revenue, before fuel surcharge, decreased to 11.6%
compared to 12.2% for the same quarter in 2009. These decreases are due to the combination of higher revenue and a
decrease in the percentage of our fleet comprised of company-owned and operated tractors. As of June 30, 2010,
10.0% of our fleet was operated by independent contractors, compared to 8.0% a year ago. These decreases were
partially offset by high equipment prices for the 2010 EPA compliant engines. Absent offsetting improvements in
revenue per tractor or continued growth in our independent contractor fleet, this expense category may increase going
forward.

Purchased transportation represents the amount that independent contractors, as well as contracted carriers for our
brokerage division, are paid to haul freight for us on a mutually agreed upon per-mile or per-shipment basis.
Purchased transportation expense as a percentage of revenue, before fuel surcharge, increased to 12.1% for the six
months ended June 30, 2010, from 9.4% for the same period in 2009. For the quarter ended June 30, 2010, purchased
transportation expense as a percentage of revenue, before fuel surcharge, increased to 12.2% compared to 10.6% for
the same quarter in 2009. The increases in this category are mainly due to an increase in the percentage of our
truckload fleet comprised of independent contractors. As of June 30, 2010, 10.0% of our fleet was comprised of
independent contractors, compared to 8.0% a year ago. The increase in the percentage of independent contractors is
partially due to the expansion of our drayage operations. While the percentage of independent contractors increased,
outside carrier services for our non-asset based operations decreased slightly in the second quarter of 2010.

Miscellaneous operating expenses as a percentage of revenue, before fuel surcharge, decreased to 2.1% for the six
months ended June 30, 2010, compared to 2.6% for the same period in 2009. For the quarter ended June 30, 2010,
miscellaneous operating expenses as a percentage of revenue, before fuel surcharge, decreased to 2.0% compared to
2.7% for the same quarter in 2009. The decreases are primarily due to increased revenue that covers certain fixed
components of our miscellaneous operating expenses, along with an increase in our gain from the sale of used
equipment. Gains from the sale of used equipment are included in miscellaneous operating expenses. Gains from sale
of equipment increased to $1.2 million in the second quarter of 2010, compared to $437,000 for the same period a
year ago.

As a result of the above factors, our operating ratio, net of fuel surcharge (operating expenses, net of fuel surcharge,
expressed as a percentage of revenue, before fuel surcharge), decreased to 84.9% for the six months ended June 30,
2010, from 85.5% for the same period in 2009. For the quarter ended June 30, 2010, our operating ratio decreased to
83.3% from 85.6% for the same quarter in 2009.

Net interest income and other income as a percentage of revenue, before fuel surcharge, increased to 0.5% for the six
months ended June 30, 2010, compared to 0.2% for the same period in 2009. For the quarter ended June 30, 2010, net
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surcharge, increased slightly to 0.3% compared to 0.2% for the same period in 2009. Other income in the current year
includes a $718,000 earn-out from our investment in Concentrek, which was sold in 2005. We also recorded a
$151,000 loss in our investment in TRP III in the second quarter of 2010.

Income taxes have been provided for at the statutory federal and state rates, adjusted for certain permanent differences
between financial statement income and income for tax reporting. Our effective income tax rates have decreased to
39.0% for the six months ended June 30, 2010, compared to 40.5% for the same period a year ago. The decrease in
our tax rate is mainly due to certain federal tax credits recognized in the first quarter associated with solar panel
installations.

As a result of the preceding changes, our net income, as a percentage of revenue before fuel surcharge, increased to
9.5% for the six months ended June 30, 2010, compared to 8.7% for the same period in 2009. For the quarter ended
June 30, 2010, our net income, as a percentage of revenue before fuel surcharge, increased to 10.2%, compared to
8.7% for the same quarter in 2009.

Liquidity and Capital Resources

The growth of our business has required, and will continue to require, a significant investment in new revenue
equipment. Our primary source of liquidity has been funds provided by operations.

Net cash provided by operating activities was $31.1 million for the six months ended June 30, 2010, compared to a
$41.3 million for the same period in 2009. The decrease in cash flow from operating activities is primarily due to the
combination of an increase in accounts receivables and a decrease in deferred income taxes resulting from certain
book to tax timing differences. Our cash, cash equivalents, and short-term trading investments increased $7.3 million
during the six months ended June 30, 2010.

Net cash used in investing activities was $43.6 million for the six months ended June 30, 2010, compared to $29.2
million for the same period in 2009. Capital expenditures for the purchase of revenue equipment, office equipment,
and land and leasehold improvements, net of equipment sales, increased $17.4 million, to $45.3 million for the six
months ended June 30, 2010, compared to $27.9 million for the same period in 2009. We currently anticipate total
capital expenditures, net of equipment sales, to be in the $70 to $80 million range for the year. We intend that these
capital expenditures will be used primarily to acquire new revenue equipment.

Net cash used in financing activities was $5.9 million for the six months ended June 30, 2010, compared to $11.3
million for the same period in 2009. The decrease in cash used in financing activities is primarily due to a reduction
in cash payments to acquire treasury stock. We did not acquire any treasury stock in the six months ended June 30,
2010, compared to $4.9 million spent on treasury stock in the same period a year ago. Cash proceeds from exercises of
stock options increased to $3.0 million for the six months ended June, 2010, compared to $0.9 million for the same
period a year ago. Cash dividends paid in 2010 also increased approximately $1.7 million, due to an increase in
dividends paid to common stock shareholders. We increased our quarterly cash dividend from $0.05 per share to
$0.06 per share in the second quarter of 2010. We currently expect to continue to pay quarterly cash dividends in the
future. Future payment of cash dividends, and the amount of any such dividends, will depend upon our financial
condition, results of operations, cash requirements, tax treatment, and certain corporate law requirements, as well as
other factors deemed relevant by our Board of Directors.

We currently maintain a line of credit that permits revolving borrowings and letters of credit totaling $50.0 million. At

June 30, 2010, the utilized portion of the line of credit consisted solely of issued but unused letters of credit totaling
$17.3 million. These letters of credit are issued to various regulatory authorities in connection with our self-insured
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retention. We are obligated to comply with certain financial covenants under our line of credit agreement, and we
were in compliance with these covenants at June 30, 2010.
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As of June 30, 2010, our balance sheet continued to be debt-free. Historically, we have self-funded our growth by
purchasing equipment with the cash generated from our operations. Our growth has slowed in the last two years due to
the difficult economic environment. We are encouraged by the recent demand trends, and expect to find opportunities
to grow each of our businesses as we put more capital to work. We will continue to evaluate strategic opportunities
that can create value for our shareholders without undue risk, including return of capital in the form of cash dividends
and stock repurchases.

We believe that we will be able to finance our near term needs for working capital over the next twelve months, as
well as acquisitions of revenue equipment during such period, with cash balances, cash flows from operations, and
borrowings, if any, available under our existing line of credit or other credit facilities we believe would be available to
us. We will continue to have significant capital requirements over the long-term, which may require us to incur debt or
seek additional equity capital. The availability of additional capital will depend upon prevailing market conditions, the
market price of our common stock, and several other factors over which we have limited control, as well as our
financial condition and results of operations. Nevertheless, based on our recent operating results, current cash position,
anticipated future cash flows, and sources of financing that we expect will be available to us, we do not expect that we
will experience any significant liquidity constraints in the foreseeable future.

Off-Balance Sheet Transactions

Our liquidity is not materially affected by off-balance sheet transactions. Like many other trucking companies, we
have periodically utilized operating leases to finance our revenue equipment purchases. Vehicles held under operating
leases were not carried on our balance sheet. We did not have any tractors or trailers held under operating leases as of
June 30, 2010.

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 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 financial statements materially and involve a significant level of
judgment by management. The accounting policies we deem most critical to us include revenue recognition,
allowance for doubtful accounts, depreciation, claims accrual, accounting for income taxes, and share based payments.
There have been no significant changes to our critical accounting policies and estimates during the three months ended
June 30, 2010, compared to those disclosed in Item 7, "Management's Discussion and Analysis of Financial Condition
and Results of Operation," included in our 2009 Annual Report on Form 10-K.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
We are exposed to market risk changes in interest rate on debt and from changes in commodity prices.

Under Financial Accounting Reporting Release Number 48 and SEC rules and regulations, we are required to disclose
information concerning market risk with respect to foreign exchange rates, interest rates, and commodity prices. We
have elected to make such disclosures, to the extent applicable, using a sensitivity analysis approach, based on
hypothetical changes in interest rates and commodity prices. We do not enter into derivatives or other financial
instruments for trading or speculative purposes, or for which there are no underlying related exposures. Because our
operations are mostly confined to the United States, we are not subject to a material amount of foreign currency risk.
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Interest Rate Risk

We are subject to interest rate risk to the extent we borrow against our line of credit or incur debt in the acquisition of
revenue equipment or otherwise. We attempt to manage our interest rate risk by managing the amount of debt we
carry. We did not have any debt outstanding at June 30, 2010, and therefore had no market risk related to debt.

We invest our excess cash primarily in highly liquid debt instruments of the U.S. government and its agencies,
municipalities in the U.S., and money market funds. Investments in both fixed rate and floating rate interest earning
securities carry a degree of interest rate risk. Fixed rate securities may have their fair market value adversely impacted
due to arise in interest rates, while floating rate securities may produce less income than predicted if interest rates fall.
Due in part to these factors, our income from investments may decrease in the future.

Commodity Price Risk

We are subject to commodity price risk with respect to purchases of fuel. The price and availability of diesel fuel can
fluctuate due to market factors that are beyond our control. We believe fuel surcharges are effective at mitigating
most, but not all, of the risk of high fuel prices because we do not recover the full amount of fuel price increases. In
May 2010, we entered into a forward future swap contract to hedge 0.5 million gallons of fuel per month for July 2010
through June 2012. In June 2010, we accepted a favorable settlement offered by the other party to terminate the
contract in exchange for a $1.1 million payment to us. The contract was terminated prior to June 30, 2010. As of
June 30, 2010, we did not have any derivative financial instruments to reduce our exposure to fuel price fluctuations,
but may use such instruments in the future.

Item 4. Controls and Procedures

We have established disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended) to ensure that material information relating to us, including our
consolidated subsidiaries, is made known to the officers who certify our financial reports and to other members of
senior management and the Board of Directors. Our management, with the participation of our principal executive
officer and principal financial officer, conducted an evaluation of the effectiveness of our disclosure controls and
procedures. Based on this evaluation, as of the end of the period covered by this Quarterly Report on Form 10-Q, our
principal executive officer and principal financial officer have concluded that our disclosure controls and procedures
are effective to ensure that the information required to be disclosed by us in the reports that we file or submit under
the Exchange Act is (i) recorded, processed, summarized, and reported within the time periods specified in the SEC
rules and forms, and (ii) accumulated and communicated to management, including our principal executive officer and
principal financial officer, as appropriate, to allow timely decisions regarding required disclosure.

There was no change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) during the quarter ended June 30, 2010, that has materially affected, or is reasonably likely
to materially affect, our internal control over financial reporting.

We have confidence in our disclosure controls and procedures and internal control over financial
reporting. Nevertheless, our management, including our principal executive officer and principal financial officer,
does not expect that our disclosure controls and procedures and internal control over financial reporting will prevent
all errors, misstatements, or fraud. A control system, no matter how well conceived and operated, can provide only
reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a control
system must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative
to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide
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absolute assurance that all control issues and instances of fraud, if any, have been detected.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings

We are a party to ordinary, routine litigation and administrative proceedings incidental to our business. These
proceedings primarily involve claims for personal injury or property damage incurred in the transportation of freight
and for personnel matters.

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 Annual Report on Form 10-K for the year ended December 31, 2009,
in the section entitled "Item 1A. Risk Factors," describes some of the risks and uncertainties associated with our
business. These risks and uncertainties have the potential to materially affect our business, financial condition, results
of operations, cash flows, projected results, and future prospects.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

On November 13, 2008, our Board of Directors unanimously authorized the repurchase of up to 3.0 million shares of
our Common Stock. The repurchase authorization will remain in effect until the share limit is reached or the program
is terminated. No shares were repurchased in the second quarter of 2010. See Note 12 for additional information with
respect to our share repurchase programs.

Item 3. Defaults Upon Senior Securities
Not Applicable

Item 4. Removed and Reserved

Item 5. Other Information

Not Applicable
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Item 6. Exhibits

Exhibits required by Item 601 of Regulation S-K

Exhibit No. Description
Exhibit 3 Articles of Incorporation and Bylaws
3.1 Second Amended and Restated Articles of Incorporation of the

Company. (Incorporated by reference to Appendix A to the
Company's Definitive Proxy Statement on Schedule 14A filed April
20, 2007.)

3.2) 2010 Amended and Restated Bylaws of the Company.
(Incorporated by reference to Exhibit 3 to the Company's Report on
Form 8-K dated March 15, 2010 and filed on March 17, 2010.)

Exhibit 4 Instruments defining the rights of security holders, including
indentures
“4.1) Articles 4, 10, and 11 of the Second Amended and Restated

Articles of Incorporation of the Company. (Incorporated by
reference to Exhibit 3.1 to this Report on Form 10-Q.)

“4.2) Sections 2 and 5 of the 2010 Amended and Restated Bylaws of the
Company. (Incorporated by reference to Exhibit 3.2 to this Report
on Form 10-Q.)

4.3) Knight Transportation, Inc. Amended and Restated 2003 Stock
Option and Equity Compensation Plan. (Incorporated by reference
to the Company's Definitive Proxy Statement on Schedule 14A
filed April 10, 2009.)

4.4) Knight Transportation, Inc. Employee Stock Purchase Plan.
(Incorporated by reference to the Company's Definitive Proxy
Statement on Schedule 14A filed April 10, 2009.)
Exhibit 31 Section 302 Certifications
Gl.D* 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 Kevin P. Knight, the Company's Chief Executive Officer.
Gl1.2)* Certification pursuant to Item 601(b)(31) of Regulation S-K, as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002, by David A. Jackson, the Company's Chief Financial Officer.

Exhibit 32 Section 906 Certifications
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(32.1)* Certification pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, by
Kevin P. Knight, the Company's Chief Executive Officer.

(32.2)* Certification pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, by
David A. Jackson, the Company's Chief Financial Officer.

Exhibit Interactive Data File

101
(101.INS)** XBRL Instance Document.
(101.SCH)** XBRL Taxonomy Extension Schema Document.
(101.CAL)** XBRL Taxonomy Extension Calculation Linkbase Document

(101.DEF)** XBRL Taxonomy Extension Definition Linkbase Document.

(101.LAB)** XBRL Taxonomy Extension Label Linkbase Document.
(101.PRE)** XBRL Taxonomy Extension Presentation Linkbase Document.
*Filed herewith.

** In accordance with Regulation S-T, the XBRL-related indormation in Exhibit 101 to this Quarterly
Report on Form 10-Q shall be deemed to be "furnished" and not "filed."
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SIGNATURES

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

KNIGHT TRANSPORTATION, INC.

Date: August 9, 2010 By:/s/ Kevin P. Knight
Kevin P. Knight
Chief Executive Officer, in his
capacity as such and on behalf of the
registrant

Date: August 9, 2010 By:/s/ David A. Jackson
David A. Jackson
Chief Financial Officer, in his capacity
as such and on behalf of the registrant
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