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Key Governance Lessons From Baseball’s
Sign-Stealing Scandal

Baseball may be America’s pastime, but it’s also providing valuable lessons on corporate
governance. For the current sign-stealing scandal underscores the importance of board oversight
of an organizational culture of integrity, and the risks that can arise when such culture is lacking.

By Michael W. Peregrine

Baseball may be America’s
pastime, but it’s also providing
valuable lessons on corporate
governance. For the current
sign-stealing scandal under-
scores the importance of board
oversight of an organizational
culture of integrity, and the risks
that can arise when such culture
is lacking. And that’s a critical
message for corporate boards
across industry sectors who,
with the help of general counsel,
might do well to consider the
relevance of this controversy to
their own operations.

Baseballis, of course, agame—
but also a very big business.
It's an iconic American indus-
try regularly in the public spot-
light; subject to multiple rules
and regulations; dependent not
on the production of products
but rather on the skills of indi-
vidual employees; operating in
an extraordinarily competitive

environment that heav-
indi-

performance.

ily incentivizes
vidual
Its business model is
grounded in a com-
mitment to integrity
and compliance, with-
out which public con-
fidence in its service
would suffer. And that'’s
a description that could
fit a whole lot of companies.
Baseball's controversy may
The

widespread use of electronic

be industry-specific.

equipment for the purpose of
stealing signs from the catcher
or a coach, in apparent violation
of established rules and with the
support, acquiescence or indif-
ference of team leadership.

But the controversy’s import is
broadly relevant: the breakdown
of corporate culture within a
highly successful, innovative
and financially sophisticated

baseall equipme

business. And to that end, it
demonstrates the reputational
harm to a company that can
occur from workforce miscon-
duct. All in all, fodder for dis-
cussion at the audit committee
level, if not that of the full board.

And what would be the focus
of that general counsel-led
discussion?

First: There will always be
employees who are willing to
freelance “in the gray zone” of
rules, and executives willing
to “turn a blind eye” to uneth-
ical conduct. To be sure, sign
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stealing has always been part
of the game, and to a certain
extent an element of its charm.
But there were rules—perhaps
vague—in place prohibiting the
use of technology to steal signs.
But bright, prominent, highly
compensated employees chose
not to seek interpretation of
those rules.

Second: No matter the industry
sector, the pressure to “win"—to
achieve greater business suc-
cess—may carry more sway than
might measured judgment or
inquiry. The opportunity to seize
a competitive edge, to obtain an
advantage, to surpass objectives
(personal or organizational) can
be blinding. The “smartest guys in
the room” exist in every industry.

Third: Organizational ethical
and compliance “firewalls” may
not always work. Well-designed
compliance programs, confiden-
tial reporting systems and codes
of ethics will only be as success-
ful as the organizational com-
mitment to them and the vitality
of the “tone at the top.”

Fourth: The cost of scan-
dal can be incalculably high.
Achievements are undermined,
jobs are lost, reputations—both
individual and organizational—
are severely damaged. Recovery
from integrity-based controversy
can be near-insurmountable.

Fifth: If it could happen to
baseball, it could happen any-
where. The Major Leagues rep-
resent the absolute highest level
of a sport’s talent and compe-
tence—the best players, the
best executives, the best organi-
zations. An extraordinary combi-
nation of skill and commitment,
which ultimately failed to pre-
vent misconduct.

So the sign-stealing scandal
provides an unusually recogniz-
able platform for some serious
corporate accountability reflec-
tion. It’s a process that should be
led by the board, given its fun-
damental responsibility for the
oversight of corporate culture.
With the support of the gen-
eral counsel and the compliance
officer, the board could ask itself
the difficult questions, such as:

e Just how widespread is

acceptance of our compa-
ny’s culture of integrity?

e Will our employees instinc-

tively “do the right thing”

when the right call is
unclear?
e Are our executives and

employees comfortable in

seeking legal or compliance

advice?
e Are our managers and
executives sensitive to com-
plaints from those they

supervise?

e Are our compensation and
promotion incentives aligned
with corporate values?

e Does the company’s disci-
pline of rule-breakers send
the properinternal message?

e Just how comprehensive
is governance oversight of
culture and compliance?

Spring training, that great elixir

for winter’s gloom, is almost
upon us. With it comes for each
team the prospect of a more
successful season. But this year’s
promise will be tinged with lin-
gering sentiments of concern,
mistrust and suspicion. And for
baseball, as well as for com-
merce in general, this will be a
reminder that optics count, eth-
ics matter and leadership must
take seriously its obligation to
corporate accountability.
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