
Utilities and ESG

Institutional investors, ratings agencies, and consumers want better reporting on corporate environmental, 
social, and governance (ESG) performance. Allison Herren Lee, acting chair of the U.S. Securities and 
Exchange Commission, is even making the case for a mandatory ESG reporting framework. Few industries 
feel the pressure more than utilities, which are essential to decarbonization efforts and highly exposed to 
climate-related risks, from violent storms and flooding to forest fires. 

Public or investor-owned utilities, especially the largest operators, have been filing voluntary ESG disclosures for 
several years. More recently, under pressure from investors, many are going beyond completing the standard industry 
frameworks, such as those provided by the Edison Electric Institute and American Gas Association, among others, to 
report on disclosure requirements set by the Sustainability Accounting Standards Board (SASB) and Financial Stability 
Board Task Force on Climate-related Financial Disclosures (TCFD). Sempra Energy, for example, explained that it prepared 
its most recent ESG report: 

“…in accordance with the GRI Standards: core option. We also disclose information using the Sustainability Accounting 
Standards Board standards, the Task Force on Climate-related Financial Disclosures guidelines and the Edison Electric 
Institute and American Gas Association combined ESG template.” 

Yet, many smaller utilities are still learning the ropes of ESG reporting. And, for all the effort utilities put into ESG 
reporting, most still treat filing as another needed compliance action. But certain progressive utilities are using ESG 
reporting to inform decisions about strategy, investments, and risk management. The best run, most responsible utilities 
will translate ESG goals into concrete plans for decarbonization and performance improvement, while managing physical 
and transition risks as governments around the world promote policies to accelerate the transition to a low-carbon global 
economy.

In this brief paper, we discuss the challenges and opportunities of ESG reporting and provide a practical analysis of the 
major reporting regimes. Our goal is to help utilities embrace the spirit of ESG as they master the intricacies of reporting; 
use ESG to build alignment with the full array of stakeholders, from investors and ratings agencies to employees, 
customers and communities; and drive business performance.

1 Aaron Nicodemus, Biden’s SEC set to require disclosure of ESG, climate change risk, Compliance Week, December 2, 2020 
2 Sempra Energy Corporate Sustainability Report, Sempra.com 
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Navigating the ESG disclosure process
The ESG disclosure process is the first step in building a comprehensive 
ESG strategy because it helps a company identify gaps between its aims 
and accomplishments. To be useful and credible, reporting should address 
material ESG matters and not merely extract or extrapolate from historic 
ESG data. 

We focus here on materiality statements and the increasingly popular 
SASB and TCFD reporting frameworks. Some utilities may want to 
consider other options depending on the preferences of their investors and 
stakeholders, such as standards set by the Global Reporting  
Initiative (GRI), International Integrate Reporting Framework (IIRF)  
and Carbon Disclosure Project (CDP). 

We help utilities navigate this complex and changing landscape, develop 
key performance indicators (KPIs) to measure progress, and build 
alignment on ESG issues with key stakeholders. We also help them create 
proper governance and risk-management processes and develop execution 
strategies to integrate ESG into the entire organization, from daily 
operations to long-term planning. 

Exhibit 1. How ESG reporting has evolved at major utilities
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3 EPRI – Electric Power Research Institute
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Materiality assessments
In a materiality assessment, a company identifies and explores the full range of ESG issues that could affect the business 
or its internal or external stakeholders and aligns the output with reporting standards. This process helps companies 
define their ESG roadmap. In preparing materiality assessments, here are three pitfalls to avoid: 

Insufficient engagement with a broad range of stakeholders. ESG efforts affect a wide range of stakeholders: 
community members, investors, regulators, and customers (Exhibit 2). Broad engagement on ESG issues has never 
been more important. A June 2020 Pew Research Center survey found that 63 percent of Americans see the effects 
of climate change in their communities, 65 percent said the government is doing too little to reduce the effects of 
climate change, and 79 percent want the country to prioritize developing alternative energy sources.4 

1. Failing to build consensus among the senior executives and board members who will be responsible for 
developing and executing ESG strategy. A targeted stakeholder engagement approach includes interviews, 
workshops, and facilitated education sessions to gain buy-in from senior leaders across the company—critical in 
integrating ESG strategy throughout the business.

2. Failing to translate ESG priorities into reporting strategy and corporate policies and practices. A well-
articulated process highlights areas that require more risk management and corporate attention while helping to 
articulate a unique corporate narrative that should carry through future reporting. 

ESG reporting that feeds into strategy begins with the engagement process, during which management can craft a 
unique corporate narrative. In articulating the stakeholder engagement process, for example, utilities should describe 
how it weighs the concerns of external stakeholders against business needs, which ESG issues are most important, and 
the company’s ESG narrative, including potential gaps specific to the business. Every ESG disclosure should identify the 
key initiatives and KPIs the business will rely on to deliver on its priorities. Other leading practices include defining the 
company’s top ESG issues and explaining the lessons learned in the materiality assessment process.

Exhibit 2. ESG requires broad stakeholder engagement
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4 “Two-Thirds of Americans Think Government Should Do More on Climate,” Pew Research Center, June 23, 2020  
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SASB and TCFD reporting
While ESG reporting is generally voluntary, most leading utilities follow SASB and TCFD standards. SASB 
attempts to establish industry-specific standards for the disclosure of material ESG metrics and context, 
while the TCFD provides a framework to disclose climate-related risks and opportunities through existing 
reporting processes in four categories: governance, strategy, risk management and metrics, and KPIs. We 
reviewed 19 recent utility SASB- and TCFD-aligned disclosures to understand the trends and challenges. 

Many firms recognize that they need a more robust ESG governance policy, and a few have created stand-alone 
“sustainability committees” to connect business strategy with the most current views on climate-related issues and 
other stakeholder interests. 

Strategy remains the least robust disclosure area in utilities’ ESG reporting—few firms consider their selected scenarios 
in the planning process or quantify the outcomes of these scenarios, for example. In our review of 19 TCFD-aligned 
disclosures, we found that only six included any quantitative results of scenario analyses, and only nine disclosed both 
transition and physical risks. Eight said senior management was responsible for identifying and assessing climate-
related risks and opportunities; 11 identified enterprise risk management (ERM) as the responsible body. Despite these 
limitations, some common themes in climate risks and opportunities are emerging in disclosures (Exhibit 3).

Exhibit 3. Common themes in climate risks and opportunities (TCFD reporting)
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The SASB framework is ideal for identifying, managing, and communicating financially material sustainability information 
to investors, but even within a single framework, results are widely inconsistent. While most utilities now disclose 
medium- and long-term carbon reduction targets and report generation portfolio and emission intensities, for example, 
they do not report consistent metrics related to climate-related risks and opportunities. 

As climate risk grows, utilities will need to integrate ESG considerations into the ERM processes. Investor-owned utilities 
in California, a bellwether jurisdiction, are now required to incorporate a risk assessment mitigation phase (RAMP) to 
identify and describe the top risks facing the utility and the controls and mitigations considered by the utility to treat 
the risk. Utilities in California, Oregon, Washington, Idaho, and Colorado are now adjusting wildfire practices as wildfire 
seasons get longer. The overall trend is clear: across the U.S. and around the world, utilities will need to better articulate 
and justify their actions and spending related to aging assets, evolving customer requirements, and climate change.

Finding a way forward
We expect reporting practices to ultimately coalesce around a single set of standards and become more comparable. 
Until then, ESG standards will vary significantly and comparability within subsectors will be limited. In our view, the ideal 
metrics will be those that help key stakeholders understand how a utility will measure ESG progress consistently and 
transparently and translate insights into action and performance improvement, irrespective of the selected disclosure 
framework.

Even while reporting standards and expectations remain fluid, every utility should aim to show continuous improvement 
in both reporting and operations. Utilities can no longer risk having others tell their ESG story or cast their efforts 
as disingenuous greenwashing—they need to take the lead and control both the message and the reality of ESG 
performance. In short, no utility can afford to be on the wrong side of this powerful global trend. 

How KPMG IMPACT can help 
With its deep industry-specific global sustainability knowledge, experience, and insight, KPMG helps utilities navigate the 
evolving ESG landscape. We offer guidance on metrics selection, help utilities assess potential impact and performance 
in a range of climate scenarios, and craft a compelling narrative for priority stakeholders (institutional investors, ratings 
agencies, customers, communities, employees, and potential recruits). We also help utilities develop sustainable, 
repeatable analyses and reporting processes, including well-established approaches to data collection and integrity and 
pressure testing forward-looking metrics such as anticipated reductions in greenhouse gas emissions. In one case, 
we were approached by a utility that was being pressed by a major shareholder to improve its ESG performance and 
reporting. A KPMG team worked with the client to publish its first SASB framework and helped assess its climate risk for 
TCFD reporting (Exhibit 4). 
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Exhibit 4. How KPMG helped a utility upgrade its ESG reporting transparency 
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We also help companies integrate ESG considerations into ERM processes to bolster long-term resiliency by aligning ESG 
issues with top risks to identify and quantify potential gaps. The results of this analysis help clients prepare to withstand 
and rapidly recover from strategic, operational, enterprise, and climate-related disruptions.5 

Our services include ESG strategy, ESG risk management, and ESG operationalization (i.e., decarbonization), including 
renewables development and the circular economy, which enable utilities to understand and adapt to changes in the 
business landscape by developing responsible and sustainable strategies, business models, operating models, and 
investments.
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