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ITEM 1. BUSINESS

This Annual Report contains certain statements that may be considered
forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended and Section 21E of the Securities Exchange Act of 1934,
as amended. Such statements may be identified by their use of terms or phrases
such as "expects," "estimates, " "projects, " "believes, " "anticipates, "
"intends," 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 1in, contemplated by, or wunderlying the

forward-looking statements. Readers should review and consider the factors
discussed 1in "Risk Factors" of this Annual Report on Form 10-K, along with
various disclosures 1in our press releases, stockholder reports, and other

filings with the Securities and Exchange Commission. We disclaim any obligation
to update or revise any forward-looking statements to reflect actual results or
changes in the factors affecting the forward-looking information.

General
Heartland Express, Inc. ("Heartland" or the "Company") is a short-to-medium
haul truckload carrier Dbased near Iowa City, Iowa. The Company provides

nationwide transportation service to major shippers, using late-model equipment
and a combined fleet of company-owned and owner-operator tractors. The Company's
primary traffic lanes are Dbetween customer locations east of the Rocky
Mountains. In the second quarter of 2005, the Company expanded to the Western
United States with the opening of a terminal in Phoenix, Arizona. Management
believes that the Company's service standards and equipment accessibility have
made it a core carrier to many of its major customers.

Heartland was founded by Russell A. Gerdin in 1978 and became publicly
traded in November 1986. Over the nineteen vyears from 1986 to 2005, Heartland
has grown to $523.8 million in revenue from $21.6 million and net income has
increased to $71.9 million from $3.0 million. Much of this growth has been
attributable to expanding service for existing customers, acquiring new
customers, and continued expansion of the Company's operating regions. More
information regarding the Company's revenues, profits, and assets for the past
three years can be found in our "Consolidated Balance Sheets" and "Consolidated
Statements of Income" that are included in this report.

In addition to internal growth, Heartland has completed five acquisitions
since 1987 with the most recent in 2002. In June 2002, the Company purchased the
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business and trucking assets of Chester, Virginia based truckload carrier Great

Coastal Express. These five acquisitions have enabled Heartland to solidify its
position within existing regions, expand into new operating regions, and to
pursue new customer relationships in new markets. The Company will continue to
evaluate acquisition candidates that meet its financial and operating
objectives.

Heartland Express, 1Inc. is a holding company incorporated in Nevada, which
owns all of the stock of Heartland Express Inc. of Iowa, Heartland Equipment,
Inc., and A & M Express, Inc. The Company operates as one reportable operating
segment.

Operations

Heartland's operations department focuses on the successful execution of
customer expectations and providing consistent opportunity for the fleet of
employee drivers and independent contractors, while maximizing equipment
utilization. These objectives require a combined effort of marketing, regional
operations managers, and fleet management.

The Company's operations department is responsible for maintaining the
continuity Dbetween the customer's needs and Heartland's ability to meet those
needs by communicating customer's expectations to the fleet management group.
They are charged with development of customer relationships, ensuring service
standards, coordinating proper freight-to-capacity balancing, trailer asset
management, and daily tactical decisions pertaining to matching the customer
demand with the appropriate capacity within geographical service areas. They
assign orders to drivers based on well-defined «criteria, such as driver safety
and United States Department of Transportation (the "DOT") compliance, customer
needs and service requirements, equipment utilization, driver time at home,
operational efficiency, and equipment maintenance needs.

Fleet management employees are responsible for driver management and
development. Additionally, they maximize the capacity that is available to the
organization to meet the service needs of the Company's customers. Their
responsibilities include meeting the needs of the drivers within the standards
that have been set by the organization and communicating the requirements of the
customers to the drivers on each order to ensure successful execution.

Serving the short-to-medium haul market (523-mile average length of haul in
2005) permits the Company to use primarily single, rather than team drivers and
dispatch most loads directly from origin to destination without an intermediate
equipment change other than for driver scheduling purposes.

Heartland also operates eight specialized regional distribution operations

in Atlanta, Georgia; Carlisle, Pennsylvania; Columbus, Ohio; Jacksonville,
Florida; Kingsport, Tennessee; Chester, Virginia; Olive Branch, Mississippi; and
Phoenix, Arizona. These short-haul operations concentrate on freight movements

generally within a 400-mile radius of the regional terminal and are designed to
meet the needs of significant customers in those regions.

Personnel at the regional locations manage these operations, and the
Company uses a centralized computer network and regular communication to achieve
company-wide load coordination.

The Company emphasizes customer satisfaction through on-time performance,
dependable late-model equipment, and consistent equipment availability to meet
the volume requirements of its large customers. The Company also maintains a
high trailer to tractor ratio, which facilitates the positioning of trailers at
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customer locations for convenient loading and unloading. This minimizes waiting
time, which increases tractor utilization and promotes driver retention.

Customers and Marketing

The Company targets customers in 1its operating area with multiple,
time-sensitive shipments, including those utilizing "Jjust-in-time" manufacturing
and inventory management. In seeking these customers, Heartland has positioned
itself as a provider of premium service at compensatory rates, rather than
competing solely on the basis of price. Freight transported for the most part is
non-perishable and predominantly does not require driver handling. We believe
Heartland's reputation for quality service, reliable equipment, and equipment
availability makes it a core carrier for many of its customers.

Heartland seeks to transport freight that will complement traffic in its
existing service areas and remain consistent with the Company's focus on
short-to-medium haul and regional distribution markets. Management believes that
building lane density in the Company's primary traffic lanes will minimize empty
miles and enhance driver "home time."

The Company's 25, 10, and 5 largest customers accounted for 61%, 43%, and

32% of revenue, respectively, 1in 2005. The Company's primary customers include
retailers and manufacturers. The distribution of customers is not significantly

different from the previous year. One customer accounted for 13% of revenue in
2005. No other customer accounted for as much as ten percent of revenue.

Seasonality

The nature of the Company's primary traffic (appliances, automotive parts,
consumer products, paper products, packaged foodstuffs, and retail goods) causes
it to be distributed with relative wuniformity throughout the year. However,
seasonal variations during and after the winter holiday season have historically
resulted in reduced shipments by several industries. In addition, the Company's
operating expenses historically have been higher during the winter months due to
increased operating costs and higher fuel consumption in colder weather.

Drivers, Independent Contractors, and Other Employees

Heartland relies on its workforce in achieving its business objectives. As
of December 31, 2005, Heartland employed 3,029 persons. The Company also
contracted with independent contractors to provide and operate tractors.
Independent contractors own their own tractors and are responsible for all
associated expenses, including financing costs, fuel, maintenance, insurance,
and highway use taxes. The Company historically has operated a combined fleet of
company and independent contractor tractors.
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Management's strategy for both employee drivers and independent contractors
is to (1) hire only safe and experienced drivers; (2) promote retention with an
industry leading compensation package, positive working conditions, and
targeting freight that requires little or no handling; and (3) minimize safety
problems through careful screening, mandatory drug testing, continuous training,
and financial rewards for accident-free driving. Heartland also seeks to

minimize turnover of its employee drivers by providing modern, comfortable
equipment, and by regularly scheduling them to their homes. All drivers are
generally compensated on the basis of miles driven including empty miles. This

provides an incentive for the Company to minimize empty miles and at the same
time does not penalize drivers for inefficiencies of operations that are beyond
their control.
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Heartland is not a party to a collective bargaining agreement. Management
believes that the Company has good relationships with its employees.

Revenue Equipment

Heartland's management believes that operating high-quality, efficient
equipment is an important part of providing excellent service to customers. All
tractors are equipped with satellite-based mobile communication systems. This
technology allows for efficient communication with our drivers to accommodate
the needs of our customers. A uniform fleet of tractors and trailers are
utilized to minimize maintenance costs and to standardize the Company's
maintenance program. Tractors purchased prior to 2004 are manufactured by
Freightliner LLC, a Daimler Chrysler Company. In June, 2004 the Company began
the replacement of its entire tractor fleet with trucks manufactured by Navistar
International Corporation. Primarily all of the Company's trailers are
manufactured by Wabash National Corporation. The Company's policy is to operate
its tractors while under warranty to minimize repair and maintenance cost and
reduce service interruptions caused by breakdowns. In addition, the Company's
preventive maintenance program is designed to minimize equipment downtime,
facilitate customer service, and enhance trade value when equipment is replaced.
Factors considered when purchasing new equipment include fuel economy, ©price,
technology, warranty terms, manufacturer support, driver comfort, and resale
value. Owner-operator tractors are periodically inspected by the Company for
compliance with operational and safety requirements of the Company and the DOT.

Effective October 1, 2002, the Environmental Protection Agency (the "EPA")
implemented engine requirements designed to reduce emissions. These new emission
standards have resulted in a significant increase in the cost of new tractors,
lower fuel efficiency, and higher maintenance costs. The EPA has mandated
additional engine emissions requirements that will take effect in 2007.
Compliance with the 2007 standards is expected to further increase the cost of
new tractors, decrease fuel economy, and increase maintenance costs. The
inability to recover these cost 1increases with rate increases or cost reduction
efforts could adversely affect the Company's results of operations.

Fuel

The Company purchases fuel through a network of approximately 28 fuel stops
throughout the ©United States at which the Company has negotiated price

discounts. Bulk fuel sites are maintained at ten of the Company's terminal
locations in order to take advantage of volume pricing. Both aboveground and
underground storage tanks are wutilized at the bulk fuel sites. Exposure to

environmental clean up costs 1s minimized by periodic inspection and monitoring
of the tanks.

Increases 1in fuel prices can have an adverse effect on the results of
operations. The Company has fuel surcharge agreements with most customers
enabling the pass through of long-term price increases. Fuel consumed by empty
and out-of-route miles and by truck engine idling time is not recoverable.

Competition

The truckload industry is highly competitive and fragmented with thousands
of carriers of varying sizes. The Company competes with other truckload
carriers; primarily those serving the regional, short-to-medium haul market.
Logistics providers, railroads, less-than-truckload carriers, and private fleets
provide additional competition but to a lesser extent. The industry is highly
competitive based primarily upon freight rates, service, and equipment
availability. The Company competes effectively by providing high-quality service
and meeting the equipment needs of targeted shippers. In addition, there is a
strong competition within the industry for hiring of drivers and independent
contractors.
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Safety and Risk Management

We are committed to promoting and maintaining a safe operation. Our safety
program is designed to minimize accidents and to conduct our business within
governmental safety regulations. The Company hires only safe and experienced
drivers. We communicate safety issues with drivers on a regular Dbasis and
emphasize safety through equipment specifications and regularly scheduled
maintenance intervals. Our drivers are compensated and recognized for the
achievement of a safe driving record.

The primary risks associated with our Dbusiness include cargo loss and

physical damage, personal injury, property damage, and workers' compensation
claims. The Company self-insures a portion of the exposure related to all of the
aforementioned risks. Insurance coverage including self-insurance retention
levels are evaluated on an annual basis. The Company actively participates in

the settlement of each claim incurred.

The Company self-insures auto liability (personal injury and property
damage) claims up to $1.0 million per occurrence. In addition, the Company is
responsible for the first $2.0 million in the aggregate for all claims in excess
of $1.0 million and below $2.0 million. Liabilities 1in excess of these amounts
and up to $50.0 million per occurrence are assumed by an insurance company. The
Company assumes any liability in excess of $50.0 million. Catastrophic physical
damage coverage 1is carried to protect against natural disasters. The Company
self-insures workers' compensation claims up to $1.0 million per occurrence. The
Company increased the retention amount from $500,000 to $1.0 million effective
April 1, 2005. All amounts in excess of $1.0 million are covered by an insurance
company. In addition, primary and excess coverage 1is maintained for employee
medical and hospitalization expenses.

Regulation

The Company is a common and contract motor carrier regulated by the DOT and

various state and local agencies. The DOT generally governs matters such as
safety requirements, registration to engage 1in motor <carrier operations,
insurance requirements, and periodic financial reporting. The Company currently

has a satisfactory DOT safety rating, which is the highest available rating. A
conditional or unsatisfactory DOT safety rating could have an adverse effect on
the Company, as some of the Company's contracts with customers require a
satisfactory rating. Such matters as weight and dimensions of equipment are also
subject to federal, state, and international regulations.

The Federal Motor Carrier Safety Administration (the "FMCSA") of the U.S.

Department of Transportation issued a final rule on April 24, 2003, that made
several changes to the regulations governing the hours of service for drivers of
commercial vehicles that deliver freight. The new rules became effective on

January 4, 2004. On July 16, 2004, the U.S. Circuit Court of Appeals for the
District of Columbia rejected the new hours of service rules for truck drivers,
contending that the FMCSA had failed to properly address the impact of the rules
on the health of drivers as required by Congress. On September 30, 2004, the
extension of the federal highway bill signed into law by the President extended
the previously vacated 2003 hours of service rules until the FMCSA could adopt a
new set of regulations, but not later than September 30, 2005. Effective October
1, 2005, all truckload carriers became subject to revised hours of service
regulations. The only significant change from the previous regulations is that a
driver using the sleeper berth provision must take at least eight consecutive
hours in the sleeper berth during their ten hours off-duty. Previously, drivers
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were allowed to split their ten hour off-duty time in the sleeper berth into two
periods, provided neither period was less than two hours. This more restrictive
sleeper berth provision is requiring some drivers to more efficiently plan their
schedules and may have a negative impact on mileage productivity. It is expected
that the greatest impact will be for multiple-stop shipments or those shipments
with pickup or delivery delays. Multiple-stop shipments are an insignificant
portion of the Company's business. The Company has avoided a significant
disruption in productivity through proper planning and customer communications
in an effort to more efficiently schedule driver 1loading and wunloading of
freight.

We also may become subject to new or more restrictive regulations relating
to matters such as fuel emissions and ergonomics. Our company drivers and
independent contractors also must comply with the safety and fitness regulations
promulgated by the DOT, including those relating to drug and alcohol testing.
Additional changes in the laws and regulations governing our industry could
affect the economics of the industry by requiring changes in operating practices

or by influencing the demand for, and the costs of providing, services to
shippers.

The Company's operations are subject to various federal, state, and local
environmental laws and regulations, implemented principally by the EPA and
similar state regulatory agencies. These laws and regulations include the
management of underground fuel storage tanks, the transportation of hazardous
materials, the discharge of pollutants into the air and surface and underground
waters, and the disposal of hazardous waste.
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The Company transports an insignificant number of hazardous material shipments.
Management believes that its operations are in compliance with current laws and
regulations and does not know of any existing condition that would cause
compliance with applicable environmental regulations to have a material effect
on the Company's capital expenditures, earnings and competitive position. In the
event the Company should fail to comply with applicable regulations, the Company
could be subject to substantial fines or penalties and to civil or criminal
liability.

Available Information

The Company files its Annual Report on Form 10-K, its Quarterly Reports on
Form 10-Q, Definitive Proxy Statements and periodic Current Reports on Form 8-K
with the Securities and Exchange Commission (the "SEC"). The public may read and
copy any material filed Dby the Company with the SEC at the SEC's Public
Reference Room at 450 Fifth Street NW, Washington, DC 20549. The public may
obtain information from the Public Reference Room by calling the SEC at
1-800-SEC-0330.

The Company's Annual Report on Form 10-K, Quarterly Reports on Form 10-Q,
Definitive Proxy Statements, Current Reports on Form 8-K and other information
filed with the SEC are available to the public over the Internet at the SEC's
website at http://www.sec.gov and through a hyperlink on the Company's Internet
website, at http://www.heartlandexpress.com.

ITEM 1A. RISK FACTORS
Our future results may be affected by a number of factors over which we

have little or no control. The following issues, uncertainties, and risks, among
others, should be considered in evaluating our business and growth outlook.
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Our Dbusiness 1s subject to general economic and business factors that are
largely out of our control.

Our business is dependent on a number of factors that may have a materially
adverse effect on our results of operations, many of which are beyond our
control. The most significant of these factors are recessionary economic cycles,

changes in customers' inventory levels, excess tractor or trailer capacity in
comparison with shipping demand, and downturns in customers' Dbusiness cycles.
Economic conditions, particularly in market segments and industries where we

have a significant concentration of customers and in regions of the country
where we have a significant amount of business, that decrease shipping demand or
increase the supply of tractors and trailers can exert downward pressure on
rates or equipment utilization, thereby decreasing asset productivity. Adverse
economic conditions also may harm our customers and their ability to pay for our
services. Customers encountering adverse economic conditions represent a greater
potential for loss, and we may be required to increase our allowance for
doubtful accounts.

We are also subject to increases in costs that are outside of our control
that could materially reduce our profitability if we are unable to increase our
rates sufficiently. Such cost increases include, Dbut are not limited to,
declines in the resale value of used equipment, increases 1in interest rates,
fuel prices, taxes, tolls, 1license and registration fees, insurance, revenue
equipment, and healthcare for our employees. We could be affected by strikes or
other work stoppages at our facilities or at customer, port, border, or other
shipping locations.

In addition, we cannot predict the effects on the economy or consumer
confidence of actual or threatened armed conflicts or terrorist attacks, efforts
to combat terrorism, military action against a foreign state or group located in
a foreign state, or heightened security requirements. Enhanced security measures
could impair our operating efficiency and productivity and result in higher
operating costs.

Our growth may not continue at historic rates.

Historically, we have experienced significant and rapid growth in revenue

and profits. There can be no assurance that our business will continue to grow
in a similar fashion in the future or that we can effectively adapt our
management, administrative, and operational systems to respond to any future

growth. Further, there can be no assurance that our operating margins will not
be adversely affected by future changes in and expansion of our business or by
changes in economic conditions.

Increased prices, reduced productivity, and restricted availability of new
revenue equipment may adversely affect our earnings and cash flows.

We have experienced higher prices for new tractors over the past few years,
partially as a result of government regulations applicable to newly manufactured
tractors and diesel engines, in addition to higher commodity prices and better
pricing power among equipment manufacturers. More restrictive Environmental
Protection Agency, or EPA, emissions standards for 2007 will require vendors to
introduce new engines. We have decided to upgrade our fleet with pre-2007
engines and other carriers may seek to do the same, possibly 1leading to
shortages. Our business could be harmed if we are unable to continue to obtain
an adequate supply of new tractors and trailers for these or other reasons. As a
result, we expect to continue to pay increased prices for equipment and incur
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additional expenses and related financing costs for the foreseeable future.
Furthermore, when we do decide to purchase tractors with post-2007 engines, such
engines are expected to reduce equipment productivity and lower fuel mileage
and, therefore, 1increase our operating expenses. At December 31, 2005, 68.6% of
our tractor fleet was comprised of tractors with pre-2007 engines that meet
EPA-mandated clean air standards. Our entire tractor fleet will be comprised of
tractors with such engines by the end of 2006.

In addition, a decreased demand for used revenue equipment could adversely
affect our business and operating results. We rely on the sale and trade-in of

used revenue equipment to offset the cost of new revenue equipment. The demand
for used revenue equipment is currently stable. However, a reversal of this
trend could result in lower market wvalues. This would increase our capital

expenditures for new revenue equipment and increase our maintenance costs if
management decides to extend the use of revenue equipment in a depressed market.

If fuel prices 1increase significantly, our results of operations could be
adversely affected.

We are subject to risk with respect to purchases of fuel. Prices and
availability of petroleum products are subject to political, economic, and
market factors that are generally outside our control. Political events in the
Middle East, Venezuela, and elsewhere and hurricanes, and other weather-related
events, also may cause the price of fuel to increase. Because our operations are
dependent upon diesel fuel, significant increases in diesel fuel costs could
materially and adversely affect our results of operations and financial
condition if we are unable to pass increased costs on to customers through rate
increases or fuel surcharges. Historically, we have sought to recover a portion
of short-term increases in fuel prices from customers through fuel surcharges.
Fuel surcharges that can be collected do not always fully offset the increase in
the <cost of diesel fuel. To the extent we are not successful 1in these
negotiations our results of operations may be adversely affected.

Difficulty in driver and independent contractor recruitment and retention may
have a materially adverse effect on our business.

Difficulty 1in attracting or retaining qualified drivers, including
independent contractors, could have a materially adverse effect on our growth
and profitability. Our independent contractors are responsible for paying for
their own equipment, fuel, and other operating costs, and significant increases
in these costs could cause them to seek higher compensation from us or seek
other opportunities within or outside the trucking industry. In addition,
competition for drivers, which is always intense, continues to increase. If a
shortage of drivers should continue, or if we were unable to continue to attract
and contract with independent contractors, we could be forced to limit our
growth, experience an increase in the number of our tractors without drivers,
which would lower our profitability, or be required to further adjust our driver
compensation package. We have increased our driver compensation on several
occasions recently, and we are implementing additional pay increases in certain
areas in 2006. Increases 1in driver compensation could adversely affect our
profitability if not offset by a corresponding increase in rates.

We operate in a highly regulated industry, and increased costs of compliance
with, or liability for violation of, existing or future regulations could have a
materially adverse effect on our business.

Our operations are regulated and licensed by various U.S. agencies. Our
company drivers and independent contractors also must comply with the safety and
fitness regulations of the United States Department of Transportation, or DOT,
including those relating to drug and alcohol testing and hours-of-service. Such
matters as weight and equipment dimensions are also subject to U.S. regulations.
We also may become subject to new or more restrictive regulations relating to

10
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fuel -emissions, drivers' hours-of-service, ergonomics, or other matters
affecting safety or operating methods. Other agencies, such as the EPA and the
Department of Homeland Security, or DHS, also regulate our equipment,
operations, and drivers.
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Future laws and regulations may be more stringent and require changes in our

operating practices, influence the demand for transportation services, or
require us to incur significant additional costs. Higher costs incurred by us,
or by our suppliers who pass the costs onto us through higher ©prices, could

adversely affect our results of operations.

The DOT, through the Federal Motor Carrier Safety Administration Act, or
FMCSA, imposes safety and fitness regulations on us and our drivers. New rules
that limit driver hours-of-service were adopted effective January 4, 2004, and
then modified effective October 1, 2005. The rules effective October 1, 2005,
did not substantially change the existing rules but are 1likely to create a
moderate reduction in the amount of time available to drivers in longer lengths
of haul, which could reduce equipment productivity in those lanes. The FMCSA is
studying rules relating to braking distance and on-board data recorders that
could result in new rules being proposed. We are unable to predict the effect of
any proposed rules, but we expect that any such proposed rules would increase
costs in our industry, and the on-board recorders potentially could decrease
productivity and the number of people interested in being drivers.

In the aftermath of the September 11, 2001 terrorist attacks, federal,
state, and municipal authorities have implemented and continue to implement
various security measures, 1including checkpoints and travel restrictions on
large trucks. The Transportation Security Administration, or TSA, of the DHS has
adopted regulations that require determination by the TSA that each driver who
applies for or renews his or her license for carrying hazardous materials is not
a security threat. This could reduce the pool of qualified drivers, which could
require us to increase driver compensation, limit our fleet growth, or let
trucks sit idle. These regulations also could complicate the matching of
available equipment with hazardous material shipments, thereby increasing our
response time on customer orders and our non-revenue miles. As a result, it is
possible we may fail to meet the needs of our customers or may incur increased
expenses to do so. These security measures could negatively impact our operating
results.

Some states and municipalities have begun to restrict the locations and
amount of time where diesel-powered tractors, such as ours, may idle, in order
to reduce exhaust emissions. These restrictions could force us to alter our
drivers' behavior, purchase on-board power units that do not require the engine
to idle, or face a decrease in productivity.

Our operations are subject to various environmental laws and regulations, the
violation of which could result in substantial fines or penalties.

In addition to direct regulation by the DOT and other agencies, we are
subject to various environmental laws and regulations dealing with the handling
of hazardous materials, underground fuel storage tanks, and discharge and
retention of storm-water. We operate in industrial areas, where truck terminals
and other industrial facilities are located, and where groundwater or other
forms of environmental contamination have occurred. Our operations involve the
risks of fuel spillage or seepage, environmental damage, and hazardous waste
disposal, among others. We also maintain bulk fuel storage and fuel islands at
the majority of our facilities.

11
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If we are involved 1in a spill or other accident involving hazardous

substances, or if we are found to be in violation of applicable laws or
regulations, it could have a materially adverse effect on our Dbusiness and
operating results. If we should fail to comply with applicable environmental

regulations, we could be subject to substantial fines or penalties and to civil
and criminal liability.

Our business also is subject to the effects of new tractor engine design
requirements implemented by the EPA such as those that became effective October
1, 2002, and are expected to become effective in 2007 which are discussed above
under "Risk Factors - Increased prices for, or increased costs of operating, new
revenue equipment may materially and adversely affect our earnings and cash
flow." Additional changes in the laws and regulations governing or impacting our
industry could affect the economics of the industry by requiring changes in
operating practices or by influencing the demand for, and the costs of
providing, services to shippers.

We may not make acquisitions 1in the future, or if we do, we may not be
successful in integrating the acquired company, either of which could have a
materially adverse effect on our business.

Historically, acquisitions have Dbeen a part of our growth. There is no
assurance that we will be successful in identifying, negotiating, or
consummating any future acquisitions. If we fail to make any future
acquisitions, our growth rate could be materially and adversely affected. Any
acquisitions we undertake could involve the dilutive issuance of equity
securities and/or incurring indebtedness. In addition, acquisitions involve
numerous risks, including difficulties in assimilating the acquired company's
operations, the diversion of our management's attention from other business
concerns, risks of entering into markets in which we have had no or only limited
direct experience, and the potential 1loss of customers, key employees, and

drivers of the acquired company, all of which could have a materially adverse
effect on our business and operating results. If we make acquisitions in the
future, we cannot guarantee that we will be able to successfully integrate the
acquired companies or assets into our business.

If we are wunable to retain our key employees or find, develop, and retain
service center managers, our business, financial condition, and results of
operations could be adversely affected.

We are highly dependent upon the services of several executive officers and
key management employees. The 1loss of any of their services could have a
short-term, negative impact our operations and profitability. We must continue
to develop and retain a core group of managers if we are to realize our goal of
expanding our operations and continuing our growth. Failing to develop and
retain a core group of managers could have a materially adverse effect on our
business. The Company has developed a structured business plan and procedures to
prevent a long-term effect on future profitability due to the loss of key
management employees.

We are highly dependent on a few major customers, the loss of one or more of
which could have a materially adverse effect on our business.

A significant portion of our revenue is generated from a limited number of
major customers. For the year ended December 31, 2005, our top 25 customers,
based on revenue, accounted for approximately 61% of our revenue. A reduction in
or termination of our services by one or more of our major customers could have

12



Edgar Filing: HEARTLAND EXPRESS INC - Form 10-K

a materially adverse effect on our business and operating results.
Seasonality and the impact of weather affect our operations and profitability.

Our tractor productivity decreases during the winter season because
inclement weather impedes operations, and some shippers reduce their shipments
after the winter holiday season. Revenue can also be affected by bad weather and
holidays, since revenue is directly related to available working days of
shippers. At the same time, operating expenses increase and fuel efficiency
declines because of engine idling and harsh weather which creates higher
accident frequency, increased claims, and more equipment repairs. We can also
suffer short-term impacts from weather-related events such as hurricanes,
blizzards, ice storms, and floods that could harm our results or make our
results more volatile.

Ongoing insurance and claims expenses could significantly reduce our earnings.

Our future insurance and claims expense might exceed historical levels,
which could reduce our earnings. We self-insure for a portion of our claims
exposure resulting from workers' compensation, auto liability, general
liability, cargo and property damage claims, as well as employees' health
insurance. We also are responsible for our legal expenses relating to such
claims. We reserve currently for anticipated losses and expenses. We
periodically evaluate and adjust our claims reserves to reflect our experience.
However, ultimate results may differ from our estimates, which could result in
losses over our reserved amounts.

We maintain insurance above the amounts for which we self-insure with
licensed insurance carriers. Although we believe the aggregate insurance limits
should be sufficient to cover reasonably expected claims, it is possible that
one or more claims could exceed our aggregate coverage limits. Insurance
carriers have raised premiums for many businesses, including trucking companies.
As a result, our insurance and claims expense could increase, or we could raise
our self-insured retention when our policies are renewed. If these expenses
increase, or if we experience a claim in excess of our coverage limits, or we
experience a claim for which coverage is not provided, results of our operations
and financial condition could be materially and adversely affected.

We are dependent on computer and communications systems, and a systems failure
could cause a significant disruption to our business.

Our business depends on the efficient and uninterrupted operation of our
computer and communications hardware systems and infrastructure. We currently
use a centralized computer network and regular communication to achieve
system-wide load coordination. Our operations and those of our technology and
communications service providers are vulnerable to interruption by fire,

earthquake, power loss, telecommunications failure, terrorist attacks, Internet
failures, computer viruses, and other events beyond our control. In the event of
a significant system failure, our Dbusiness could experience significant
disruption.

8

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES
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Heartland's headquarters 1is located adjacent to Interstate 80, near Iowa
City, Iowa. The facilities include five acres of land, two office buildings of
approximately 25,000 square feet combined and a storage building, all leased
from the Company's president and principal stockholder. Company-owned facilities
at this location include land with three tractor and trailer maintenance garages
totaling approximately 26,500 square feet, and a safety and service complex
adjacent to Heartland's corporate offices. The adjacent facility provides the
Company with six acres of additional trailer parking space, a drive-through
inspection bay, an automatic truck wash facility, and 6,000 square feet of
office space and driver facilities. 1In the third quarter of 2005, the Company
announced the planned construction of a new corporate headquarters and shop
facility. The new site will be on 40 acres of land in North Liberty, Iowa which
is located on Interstate 380 and represents a centralized location along the
Cedar Rapids/Iowa City business corridor. The new facility will be funded with
proceeds from the sale of the current corporate headquarters and cash flows from
operations. The Company anticipates the facility being completed and ready for
occupancy in 2007.

The Company owns regional facilities in Ft. Smith, Arkansas; O'Fallon,
Missouri; Atlanta, Georgia; Columbus, Ohio; Jacksonville, Florida; Kingsport,
Tennessee; Olive Branch, Mississippi; Chester, Virginia; and Carlisle,
Pennsylvania. The Company leases a facility in Phoenix, Arizona. In 2005, the

Company acquired fourteen acres of land in Phoenix, Arizona for the construction
of a new regional operating facility. Construction is scheduled to begin in 2006
and will be financed by cash flows from operations. A company-owned facility in

Dubois, Pennsylvania is being leased to an unrelated third party. The agreement
for the Dubois property is in the final vyear of a 10 year term with annual
minimum rentals of $240,000. The lessee has an obligation to purchase the
facility at the end of the lease term. A vacant, company-owned facility in

Columbus, Ohio is available for sale or rent.
ITEM 3. LEGAL PROCEEDINGS

The Company is a party to ordinary, routine 1litigation and administrative

proceedings incidental to its business. These proceedings primarily involve
claims for personal injury, property damage, and workers' compensation incurred
in connection with the transportation of freight. The Company maintains

insurance to cover liabilities arising from the transportation of freight for
amounts in excess of certain self-insured retentions.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the fourth quarter of 2005, no matters were submitted to a vote of
security holders.
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PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Price Range of Common Stock

The Company's common stock has been traded on the NASDAQ National Market
under the symbol HTLD, since November 5, 1986, the date of the Company's initial
public offering. The following table sets forth, for the calendar periods
indicated, the range of high and low price quotations for the Company's common
stock as reported by NASDAQ and the Company's dividends declared per common
share from January 1, 2004 to December 31, 2005. The prices and dividends
declared have been restated to reflect a three-for-two stock split on August 20,
2004.

Dividends Declared

Period High Low Per Common Share
Calendar Year 2005
1st Quarter $ 23.11 $ 19.05 $.020
2nd Quarter 20.79 17.74 .020
3rd Quarter 21.74 18.78 .020
4th Quarter 22.18 18.75 .020

Calendar Year 2004

1st Quarter $ 16.76 $ 14.08 $ .013
2nd Quarter 18.33 14.79 .013
3rd Quarter 18.88 16.87 .020
4th Quarter 23.21 17.81 .020

On January 31, 2006, the last reported sale price of our common stock on
the NASDAQ National Market was $23.29 per share.

The prices reported reflect interdealer quotations without retail mark-ups,
markdowns or commissions, and may not represent actual transactions. As of
January 25, 2006, the Company had 230 stockholders of record of its common
stock. However, the Company estimates that it has a significantly greater number
of stockholders because a substantial number of the Company's shares are held of
record by brokers or dealers for their customers in street names.

Dividend Policy

During the third quarter of 2003, the Company announced the implementation
of a quarterly cash dividend program. The Company has declared and paid
quarterly dividends for the past ten consecutive quarters. The Company does not
currently intend to discontinue the quarterly cash dividend program. However,
future payments of cash dividends will depend upon the financial condition,
results of operations and capital requirements of the Company, as well as other
factors deemed relevant by the Board of Directors.

Stock Split

On July 21, 2004, the Board of Directors approved a three-for-two stock
split, affected in the form of a fifty percent stock dividend. The stock split
occurred on August 20, 2004, to shareholders of record as of August 9, 2004.
This stock split increased the number of outstanding shares to 75.0 million from
50.0 million. The number of common shares issued and outstanding and all per
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share amounts reflect the stock split for all periods presented.
Stock Repurchase

In September 2001, the Board of Directors approved the repurchase of up to
5.0 million shares of Heartland Express, Inc. common stock. During the year
ended December 31, 2005, 1.2 million shares were repurchased for $22.4 million
at approximately $19.02 per share and the shares were retired. The cost of such
shares purchased and retired in excess of their par value in the amount of
approximately $8.5 million was charged to additional paid-in capital, with the
remaining balance of approximately of $13.9 million charged to retained
earnings.

10

Stock Based Compensation

At December 31, 2005 the Company has a restricted stock award plan. In
2002, the Company's president transferred 136,125 shares to the plan on behalf
of key employees. The shares vest over a five year period or upon the death or
disability of the recipient. The plan shares are being amortized over the
five-year vesting period as compensation expense. Amortized compensation expense
of $363,568, $380,427, and $364,851 for the years ended December 31, 2005, 2004,
and 2003, respectively, 1is recorded in salaries, wages, and benefits on the
statement of income. The unamortized portion of the stock awards is recorded in
stockholders' equity as unearned compensation. All unvested shares are included
in the Company's 73.8 million outstanding shares. There are 50,850 unvested
shares as of December 31, 2005. The Company does not maintain a stock option
plan for the benefit of officers, employees, and directors.
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11

ITEM 6. SELECTED FINANCIAL DATA

The selected consolidated financial data presented Dbelow is derived from
the Company's consolidated financial statements. The information set forth below
should be read in conjunction with "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and the Company's consolidated
financial statements and notes thereto included in Item 8 of this Form 10-K.

Year Ended December 31,
(in thousands, except per share da

2005 2004 2003 2002
Statements of Income Data:
Operating revenue $ 523,793 $ 457,086 $ 405,116 $ 340,745
Operating expenses:
Salaries, wages, and benefits 174,180 157,505 141,293 109, 960
Rent and purchased transportation 29,635 36,757 49,988 64,159
Fuel 123,558 83,263 62,218 43,463
Operations and maintenance 14, 955 12,939 13,298 12,872
Operating taxes and licenses 8,969 8,996 8,403 7,144
Insurance and claims 17,938 16,545 2,187 9,193
Communications and utilities 3,554 3,669 3,605 2,957
Depreciation 38,228 29,628 26,534 20,379
Other operating expenses, net 8,664 14,226 12,493 8,569
419,681 363,528 320,019 278,696
Operating income (2) 104,112 93,558 85,097 62,049
Interest income 7,373 3,071 2,046 2,811
Income before income taxes 111,485 96,629 87,143 64,860
Income taxes 39,578 34,183 29,922 22,053
Net income (2) $ 71,907 S 62,446 S 57,221 S 42,807
Weighted average shares
outstanding (1) 74,344 75,000 75,000 75,000
Earnings per share (1) (2) S 0.97 S 0.83 S 0.76 S 0.57
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Dividends per share (1) S 0.080 S 0.067 S 0.027 S -

Balance Sheet data:

Net working capital $ 271,263 S 242,472 $ 186,648 S 146,297
Total assets 573,508 517,012 448,407 373,108
Stockholders' equity 433,252 389,343 331,516 275,930

The Company had no long-term debt during any of the five years presented.

(1) Periods 2001 through 2004 have been adjusted to reflect the three-for-two
stock split.

(2) Effective July 1, 2005, the Company adopted Statement of Financial
Accounting Standard ("SFAS") No. 153, "Exchanges of Non-monetary Assets——An
Amendmen