
Ultimately, achieving resilience 
requires more than supportive 
regulation. It depends on well-
defined expectations, skilled 
practitioners and consistent 
signals that encourage long-term 
decision making.
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Funding a climate-
resilient water future 
for Melbourne

What’s the problem?
Across Melbourne, the water sector is assessing how 
it plans and funds investments to address the effects 
climate change. The current economic regulatory 
framework (PREMO) allows utilities to propose prudent 
and efficient investments to improve climate resilience.

But in practice, institutional, capability and governance 
factors shape how effectively utilities can respond to 
the incentives the framework provides. 

So, what’s getting in the way?

•	 Unclear roles, responsibilities and expectations 
between agencies and decision makers

•	 Limited capacity and capability within utilities to 
plan, evaluate and deliver resilience measures 

•	 A lack of transparent and predictable funding 
processes to support long-term investment 

•	 Weak incentives to maintain focus on delivering 
climate-resilient programs over time.

Why is it happening?
Climate change is increasing the pressure on water 
services through hotter days, longer droughts, heavier 
rainfall and more frequent floods. These challenges 
affect every part of the water cycle, from catchment 
to consumer, and have flow-on impacts across other 
essential sectors such as health, energy and food 
production.

Building climate resilience means delivering water 
services that meet community expectations under 
uncertain and extreme conditions. This requires 
understanding the community’s tolerance for risk, 
planning adaptively, and balancing long-term resilience 
with other priorities such as asset renewal, population 
growth and affordability.

What’s working and what’s not?
Victoria’s regulatory framework allows utilities to invest 
in climate resilience, but other factors can influence 
how effective those investments are. Clear roles, 
strong capability and consistent incentives are critical. 
When these elements are in place, utilities can plan and 
invest with confidence; without them, progress often 
slows. Utilities may also hesitate to advance resilience 
projects when benefits are uncertain or when 
affordability concerns prioritise short-term solutions.

Water services are at the frontline of 
climate change. As weather extremes 
intensify, the water sector needs new ways 
to plan, fund and deliver reliable services. 
And to do that, they need to know what’s 
working well, where challenges remain 
and what practical steps can help build 
climate-resilient water services.



The PREMO framework supports efficient and justified climate 
resilience spending. However, water utilities remain uncertain 
about how the framework applies to resilience investments, 
including how to demonstrate the value of the investment. 
This uncertainty, along with how other factors interact with the 
regulatory framework, can discourage cost-effective resilience 
investment.

What do we mean by ‘climate-
resilient water services’? 

A future where our water systems have the ability to 
manage (absorb, recover in a timely manner or avoid as 
appropriate) a wide range of uncertain, acute or chronic 
climate risks to ensure reliable provision of services to the 
community in a cost-effective manner, while maintaining 
the capacity for adaptation to accommodate change.

Concerns about how 
investments are 
perceived persist. Utilities 
worry that resilience 
projects might look 
unnecessary if a climate 
event doesn’t occur.

Risk appetite may be 
unclear. Lack of clarity 
on and/or different views 
between customers, 
governments and 
shareholders make it hard 
to define acceptable levels 
of service or risk.

Capability gaps often 
hold things back. 
Without the right data, 
tools or guidance, it’s 
harder to show the value 
of proactive investment 
(which is often more 
expensive in the short 
term).

Short-term pressures 
dominate. Short-term 
price and delivery 
expectations may 
outweigh longer-term 
resilience goals.

What did we find?
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What we did

Frontier Economics explored how the water sector 
plans and funds cost-effective investments 
that build climate resilience, and the challenges 
standing in the way. The project examined how 
climate risks are identified, how funding decisions 
are made, and whether current policies and 
regulations help or hinder progress.

The work drew on lessons from other jurisdictions 
and the perspectives of key stakeholders in 
Melbourne, including the Essential Services 
Commission (ESC), Department of Energy, 
Environment and Climate Action (DEECA) and 
metropolitan water utilities, to identify practical, 
real-world steps that make investing in climate 
resilience simpler, clearer and more effective.

Build capability and confidence

•	 Create practical guidance and training 
on cost–benefit analysis and funding of 
resilient investments.

•	 Develop a shared database of climate 
resilience costs and benefits.

Clarify who does what
•	 Define clear roles, responsibilities and 

accountabilities across government and 
utilities.

•	 Expand the consideration of climate risks 
in long-term planning documents.

•	 Set clear government expectations about 
how to assess resilience investments.

•	 Track and report progress to keep focus 
on delivery.

Strengthen regulatory signals
•	 Clarify ESC expectations, including how 

resilience spending will be assessed 
and reviewed.

•	 Incorporate resilience into proposed 
Outcomes and Performance 
components of PREMO.

•	 Publish a Statement of Regulatory 
Intent to provide long-term certainty.

What needs to change?

Making resilience investment easier 
and more consistent needs 3 things:
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What’s the takeaway?
Victoria’s water sector has the right 
foundation to build climate resilience, but 
frameworks alone won’t get the job done. 
Progress depends on alignment across 
policy, regulation and practice.

By improving capability, clarifying roles and 
setting consistent signals, the water sector 
can invest confidently and cost-effectively, 
ensuring water services remain reliable, 
affordable and sustainable, even as the 
climate changes.
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