TO: ABA Board of Directors

FROM: ABA Governance Committee April 29, 2003

GOVERNANCE COMMITTEE REPORT FOR FISCAL YEAR 2002

Thisletter provides areport from the ABA Governance Committee covering fiscal year 2002.
The report has three sections:

1. Committee objectives and methodol ogy
2. Committee findings
3. Reaulting recommendations

In keeping with the decison made last year to streamline Governance Committee procedures in
dternate years (unless issues of concern aise during the committee's interviews) this report
provides somewhat less background than in prior years, and focuses more on the committeg's
findings and recommendetions.

COMMITTEE OBJECTIVES AND METHODOLOGY

The Governance Committee is congtituted based on the relevant section of Article V1.1 of the
ABA Bylaws which reads:

“The Board shall appoint a Governance Committee congtituted of Bookstore
Members, none of whom is a member of the Board, but one of whom is a previous
Officer, to review annudly the Association, Board, and Officers practicesin
accordance with policies and procedures adopted by the Board. The Governance
Committee sterm isone year.”

The members of thisyear’s committee are Chuck Robinson (Chair), Mary Gay Shipley, and Tom
Campbdl. The committee' s function is described in substantid detail in the ABA’s Poalicy
Manual, but briefly it serves as an outsde review body on the three issues summarized below
where the Board and management may not have arm’s length perspectives:

1. Ensuring that the relaionship between the Board and senior management is functioning
according to the ABA’s organizationa design aslaid out in the Bylaws and the Policy
Manual and that both bodies are otherwise observing their obligations as outlined in these
documents

2. Supervising resolution of any issues where the Board or staff has a conflict of interest

3. Providing oversght if thereis materid question of whether the Board is maintaining
fiduciary responsibility

It may be ussful to note thet it is not the committee' s respongbility to evaluate the Board's
decisgons and strategic direction, or management’ s execution of the Board' s directives.



As mentioned above, in kegping with the decison made last year to Sreamline aternate year
committee proceedings, the committee’ s methodology was different this year than in the past.
Specificdly, the committee undertook the following:

1. Structured confidentid interviews based on the ABA Policy Manud and Bylaws with
two current Board members and two staff members:
Ann Christophersen, President
Mitchell Kaplan, Vice President and Secretary
Avin Domnitz, Chief Executive Officer
Oren Teicher, Chief Operating Officer
2. Written questionnaires from four other representatives of the Board and staff:

Ellie Chang, Chief Financid Officer
Dan Cullen, Director of Communications
Suzanne Staubach, Board member
LillaWeinberger , Board member
3. Discussonswith the ABA’slead Auditor, Charlene Laniewski, KPMG

4. Thefinancid Auditor’'s opinion letter for fiscal year 2002

A copy of the structured interview guide, dong with asummary of the interview reults, is
attached as Appendix A.

COMMITTEE FINDINGS

Upon review of the above sources the committee found — Smilarly to lagt yeer - that the ABA’s
governance mechanisms appear to be working well. Indeed, due to the Board' s thorough
response to the committee’ s recommendations over the past two years, the governance
mechanisms gppear to be working even better than they were ayear ago. The committee noted
that in generd, satisfaction with the current arrangements continued high among both the Board
and staff, and that the few issues that arose appeared to be regarded as matters of modest
concern.

In fact, severd dements of ABA’s larger governance scheme seem to have achieved new highs
in effectiveness over the past year. Severd respondents noted both the mgor contribution that
the Booksdller’s Advisory Council (BAC) has madein shaping the ABA’s agenda, and the
effectiveness of the Board in consdering and reaching decisons.

With that said, the committee noted severd areas where issueswereraised. Each finding is
described in more detail below.

1. Therewas strong support for finding ways to increase the directness of input from the
BAC tothe Board. Ideasraised included: 1) including the Board President and Vice



President as observersin BAC meetings as a matter of course; 2) having an additiona
Board member attend on arotating bas's; 3) scheduling meetings where possible so that
the meeting summary can be forwarded to the Board prior to their ddliberations on
current topics, 4) having the BAC formaly highlight key items at the end of each
meeting to be presented to the Board

2. For thethird year in arow, there continued to be some unease about the organization’s
effectivenessin thinking about the potentia for unexpected changes in the long range
drategic environment. Virtualy everyone polled rated the two questions on this matter at
or near their lowest score despite acknowledging that severa important steps were taken
over the past year to strengthen this cagpability

3. Severa respondents raised issues about the process used to nominate and salect
candidatesfor ABA’s Board over the past severd years. Particular mention was made of
the need to maintain representation of both particular technica skills and magor
membership categories (e.g., sndl, medium, and large stores)

4. Two respondents highlighted booksense.com as possibly of “great materidity” to ABA’s
financia hedlth (athough in prior years there has been discusson of the fact thet unlike
some materid financid expendituresit is possible to ramp down booksense.com quickly
if that decison seems prudent)

5. Findly, asthe Governance Committee has carried out its charge this year, it has become
gpparent that some fine-tuning of the origindly- planned mechanismsisin order if the
“dternate years’ idea continues. Specifically, it seems clear that in order to ensure
continuity across years where only the chairperson participates in in-person interviews,
that retaining the chair and committee members for an additiona year is appropriate.

RESULTING RECOMMENDATIONS

Based on these findings, the committee would like to submit the following recommendations for
Board discussion and review:

1. Congder adopting additiona forma or informal gpproaches (beyond the current follow
up memoas) to broaden and make more timely the communications between BAC
proceedings and the Board. Severa specific ideas that were raised are noted above

The Board accepts this recommendation and is taking steps immediately to implement it.
The President and the Vice-Presdent of the Association as well as one other Board
Member will be invited to each BAC meseting. At least once during the year the current
Chairperson of the Nominating Committee will be asked to attend the BAC mesting to
asss the committee in its evaluation of candidates to the Board. Also, whenever

possible, areport of the BAC will be made prior to issuesthat could be informed by those
proceeding being considered.



2. Have the Board undertake along-term (e.g. 5-10 year) planning discussion that addresses
the types of issues originaly contemplated in the *Industry Scan” governance
mechanisms and (consistent with recommendation 1) increase focus on any near term
issuesraised by the BAC. If the session is successful, formalize a periodic update
mechanism that is integrated with the existing strategic planning process, and dter the
relevant sections of the Policy Manual to reflect this change

Accepted. The Board is currently engaging in such a*“long-Range’ process. An
evauaion of the process and its result will take place at its conclusion to determine
whether the process should be indtitutionalized.

3. Condder recommending that the Nominating Committee apply forma screensto ensure
that the Board maintain continuous representation of needed technicd skills (e.g.,
finance) as wdll as continuous representation of various membership categories

Accepted. A full discussion of this process as well as an evauation of the needs of the
Board will take place annudly.

4. Continue periodic review of booksense.com to ensure that both its benefits and financia
impact iswell understood by al Board members

Accepted. Thisis dready accepted practice of the Board and will be continued.
5. Congder atering the process used by the Governance Committee as follows
a.  Appoint membersto atwo-year (rather than one-year) term

b. When anew chairperson is named in the second year of their term, extend their
term by one year (for atotd of three years) so that they overlap with the new
chairperson in the next year

c. The committee recommends that this approach be undertaken next year on atrid
bass, and if it provesto be successful, that any necessary changes be made to the
Policy Manual.

Accepted.

* * *

In closing, the committee would like to note the cooperation of dl involved as wel as numerous
comments that the ABA’s commitment to putting such a procedure in place istestimony to its
continued commitment to trangparency and good governance. Please fed free to contact any
committee member if questions arise.



APPENDIX A

TO: Governance Committee interviewees

FROM: ABA Governance Committee January 11, 2003

GOVERNANCE COMMITTEE QUESTIONNAIRE

Thank you for agreeing to respond to the attached brief questionnaire regarding ABA’s
governance during fisca year 2002 (11/01-10/02).

ABA'’s Governance Committee is an outsde body that annually assesses if any of three types of
gtuations exist where the ABA’s Board and management may not have arm’s length

perspectives. Itsgod isto:

1. Ensurethat the relationship between the Board and senior management is
functioning according to the ABA’ s organizationd design aslad out in the
Bylaws and the Policy Manual

2. Supervise resolution of any issues where the Board or staff has a conflict of
interest

3. Provide oversght if thereismaterid question of whether the Board is maintaining
fiduciary responsibility
It may be useful to notethat it is not the committee' s responsibility to evaluate the Board's
decisons and gstrategic direction, or management’ s execution of the Board' s directives.

We appreciate your willingness to promptly complete and return the enclosed questionnaire, and
look forward to your response. Thank you again for agreeing to participate in this important
process.



ABA GOVERNANCE COMMITTEE QUESTIONNAIRE —FY 2002

Please respond to the following questions regarding governance issues during ABA’ sfiscd year
2002 (11/01-10/02) and return your completed questionnaire in the enclosed envelope. Many of
the questions ask for aresponse on a7 point scae where 7 is high. If you do not have an
opinion, please enter “NA”. Fed free to add comments at the end of this questionnaire. Thank
you in advance for your help.

Questions on the Boar d/M anagement Relationship and Obligations

Asyou know, the ABA’s Policy Manua ouitlines Governance Process Policies in section two.
The following questions rel ate to those expectations.

1. Onaseven point scae (7 ishigh), how wel isthe Board accomplishing the following?

a

b.

Initiating policy rather than reacting to Saff initistives? _ 54
Monitoring future trends? _ 51
Defining dedred long-term outcomes rather than programmeatic means of attaining
those outcomes? _ 59

Maintaining interna discipline on matters such as attendance, preparation, and
communiceatiors? b6
Sdf-monitoring by discussing board process and performance relative to the
expectaions in the Bylaws and Policy Manual ? 62
Producing written policies on what programs, services, and products should be made
available, to whom, and at what cost? 59
Egtablishing prudent ethica guiddines for the ABA and congtraints on executive
authority? _65

Asauring that the performance of the Executive Director is consstent with the
Board' s desires and expectations? 63

Revising as gppropriate the ABA’s end policies and Strategic plan within the last
year? 69

Reviewing the Executive Director’ s performance as outlined in the Policy Manual
during the month of July? 68

Deiberating in amanner thet isfair, open, and thorough, but aso timely, orderly, and
to the point? _ 69

Using the chairperson as a two-way communication conduit with the Executive
Director? _ 6.2



2.

m. Avoiding exercise of individua authority except when explicitly board- authorized?
_ 69

n. Directing only the CEO regarding operationa achievement and conduct, rather than
any other members of management? _ 70

On aseven point scae (7 is high), how well is the CEO accomplishing the following?
Fed free to add comments as well:

a. Making available to the Board sufficient information and staff work to support
ther obligation to make srategy and policy? _ 6.1

b. Working effectively with the Board as an interface between the Board and the
ABA’s g&ff? _66

c.  Working within the boundaries of any executive limitations policies (as defined in

the Policy Manual) established by the Board? __ 6.8

Questionson Conflict of Interest

The ABA’s Policy Manud defines policies regarding Board conflicts of interest in section 2.VI
and in section 5. The following questions reflect those palicies.

1.

5.

Has there been any sdf-dedling or any conduct of private business or persond services
between any Board member and the ABA except as procedurally controlled? (Y/N)

N
Have Board members failed to absent themselves as appropriate if any unavoidable
conflict of interest arises? (Y/N) _ N

Has any Board member used their position to obtain employment for themsdves, family
members, or close associates? (Y/N) N

Has any Board member failed to annudly disclose their involvement with other
organizations, with vendors, or any other associations that might produce a conflict of
interest? (Y/N) N

If the answer to any of the above isyes, please provide detalls. _ NA

Questions on Fiduciary Responsibility

Fduciary responghbility requires that Board members live up to high stlandards with regard to
their respongibilities to the organization. Examplesinclude avoiding conflicts of interest,
applying due care, candor, and confidentiality as appropriate, and gpplying prudent business
judgment, particularly to matters of greet materidity. Because the other dements of fiduciary
respongbility are covered in earlier questions, this section concentrates on the last of these
obligetions.



1. Isthere any activity or matter that the Board has endorsed that is currently underway or is
anticipated that is of great materidity — that is, could thresten the long-term success or
exigence of the ABA? ___2Y;4N; 2NA

2. If the answer to question oneis yes, has the Board applied prudent business judgment and
otherwise fulfilled their obligations to the membership as Directors under the Bylaws and
Policies of the ABA? ___AllY

A Question Regarding the Governance Committee

1. Onaseven point scde (seven is high), how effective do you fed that the Governance
Committee has been initsfirst two years of operation? _6.6

2. Please note any suggestions that you feel would increase the committee' s effectiveness.

Thank you for your participation. If there are there any topics that you fed that we should have
covered that we have not had a chance to spesk about, or if you have further comments on any
topics covered in the questionnaire, please attach an additiona page.

Please provide your name and contact information. All individua responses will be kept
confidentia within the Governance Committee.

Y our name:

Y our phone number:

Y our email address;

Finally, please return your completed questionnaire (an addressed envelope is enclosed) to:

Ivan Barkhorn
Meridian Strategy Group, LLC
1542 High Street
Boulder, CO 80304
January 11, 2003



