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Is a fair price for water too nuch to ask?

IN the last few years, water has been the source of too nuch dissension
bet ween Mal aysi a and Si ngapore. It should not. A torrent of rhetoric,

al | egati ons and occasi onal mi srepresentation has nuddi ed the centra
question: Can any person on this earth, in this day and age, truthfully
say that three Ml aysian sen - or 1.4 Singapore cents or 0.8 US cent - is
a fair price to pay for 1,000 gallons of water?

O course Malaysia nmust fully consider Singapore's concerns. But is a

fair price for water from Malaysia too nuch to ask for?

Al t hough Singapore has generated a profit of RW62.5 million from

Mal aysi an raw water in 2001 al one, Singapore paid Johor only RM2.39
mllion - or S$1.09 million or US$628,947 - in 2001 for a whole year's
supply of water. This works out to just 26 Singapore cents (US 15 cents)
per person per year.

In other words, Singaporeans got all the water they wanted from Ml aysia
for an entire year for just one snmall bite of a Big Mac.

On the other hand, Johor paid Singapore RVM6.3 nillion for the treated
water it took in 2001

The intention of this docunent is to set the record straight. W hope it
will lead to a better understanding on both sides of the Causeway and
beyond, where Singapore has taken its fight.

A good bilateral relationship is clearly difficult if Singapore
continually portrays Ml aysia at hone and abroad as a big bully, a country
that does not play fair, and a nation incapable of abiding by
i nternati onal agreenents.

Thr oughout the years of negotiations, Milaysia has always tried to be a
good and generous nei ghbour. Ml aysia has never in its history interrupted
the supply of water to Singapore. Ml aysia will never stop the supply of
water to Singapore. That is the prom se nade by Ml aysia, as stated by
Mal aysia's Prime M nister.

Mal aysi a has never tried to take advantage of Singapore's need for
wat er. Ml aysia has never breached any of its legal conmtments. Despite
fluctuations in bilateral ties, Ml aysia has never w thheld from Si ngapore
a single drop of water.

In the future, Malaysia is happy if Singapore continues to source water
from Johor or if, because it does not |ike the price, Singapore decides
not to buy a single gallon.

All we ask for is a fair price, a fair deal

In speech and in witing, distributed worldw de (see for exanple,
Singapore Mnistry of Information, Comunications and the Arts 2003 Water
Talks? If Only It Could), Singapore has been aggressively on the offensive
and raised nmany issues. It is time for Malaysia to respond, to set the
record straight.

1. If 3 sen per 1,000 gallons is a ridiculous price, it was Ml aysia's
own doi ng.

Si ngapor e:

In 1961, it was the Ml aysi ans who decided to price the raw water from
Johor at three sen. |If the Ml aysians are unhappy with the price, it is
their own fault.

Mal aysi a:

VWhat has been onmitted is the context. In July 1960, the first serious
di scussi ons took place between the then Federation of Ml aya and Si ngapore



regardi ng a possi ble nerger.

At that time, the political situation in Singapore was volatile. In a
July 1961 by-el ection, the PAP canpaigned on a platform of nerger with
Mal aysi a. Unfortunately, the opposition Wrkers Party won the by-el ection.

After the by-election, 13 PAP assenbl ynen defected and joined the
opposition to form "a new party on the extrene left of the political
spectrum the Barisan Sosialis".

"Thus is the course of three nonths, the (Singapore) CGovernment had its
voting strength reduced from 43 seats to a bare majority of 27 in the 51-
menber Assenmbly. Mre than anything else, this defection was the result of
opposition to the PAP's policy toward union with Ml aya." (Mlaysian
Politics by Gordon Means, pp 296-297)

Undaunted, in August 1961, Lee Kuan Yew net Tengku Abdul Rahman for
three days to draw up a prelimnary agreenent for nerger. Mndful of the
uphill battle the PAP faced in selling the nerger proposal to Singapore
voters, the Federation of Mal aya decided to be generous on the issue of
wat er and on ot her issues.

2. Malaysia has lost its rights to review the price of water.

Si ngapor e:

"(Mal aysia) insisted that they had the right to review the price of
current water, while we pointed out that they had |lost their right of
review..." (Statenent by Professor S. Jayakumar, Singapore's Mnister for
Foreign Affairs, in the Singapore Parlianent on Jan 25, 2003.)

"The Public Utilities Board, as the successor-in-title to the Cty
Council of the state of Singapore in relation to the above Agreenents,
does not accept that the Governnent of the State of Johor is entitled to
seek the reviews referred to in your letters." (PUB letter dated Cct 9,
2002, in reply to the Johor Covernnent's letter dated Aug 14,2002.)

Mal aysi a:

Si ngapore has repeatedly clained that Malaysia has lost the right to
review the price of water because Malaysia failed to do so in 1986 and
1987 respectively, exactly 25 years after the date of the two Water Agree
ments of 1961 and 1962.

In fact, Clause 17 of the 1961 Agreenent and C ause 14 of the 1962
Agreenent state clearly:

"The provisions of paragraphs (i) and (ii) of the foregoing clause of
these presents shall be subject to review after the expiry of 25 years
fromthe date of these presents "

Twenty-five years after 1961 and 1962 respectively neans any tine after
1986 and 1987. This does not nean the review nust take place immediately
on these two dates. Any tine after 1986 and 1987, both sides are legally
permitted to review the price.

3. Malaysia had many tines agreed on the price of water...

Si ngapor e:

"At a meeting between Dr Mhathir Mhamad and M Lee Kuan Yew on Aug 15,
2000, the two | eaders agreed that in return for Ml aysia agreeing to sell
water to Singapore beyond the expiry of the current agreenents, Singapore
woul d pay 45 sen per 1,000 gallons now " (Singapore Mnistry of
I nformati on, Conmunications and the Arts, 2003 Water Talks? If Only It
Coul d, page 8.)

Mal aysi a:

Si ngapore's offer was never accepted by Ml aysi a.

This assertion is supported by an article on the Aug 16, 2000 neeting
witten by Ms Irene Ng, then political correspondent of Singapore Straits
Ti mes, now Si ngapore Menber of Parlianent. Headlined "Singapore-KL pact's
success hinges on details", Ms Ng wote:

"Li ke any skeleton, the broad agreement to resolve the outstandi ng



i ssues between Singapore and Malaysia will not come to life until it is
fl eshed out properly, and spirit breathed into it.

"The agreenent reached by Senior Mnister Lee Kuan Yew and Ml aysi an
Prime Mnister Datuk Seri Dr Mhathir Mbhanad | ast Tuesday is now being
filled out by officials.

"The details they have to tackle include the price of water under the
current agreenent and the ratio of raw to treated water beyond 2061

"As for spirit, its nature will depend nmuch on such details, where they
say the devil often is." (Singapore Straits Tinmes, Aug 16, 2000.)

Mor eover, Senior Mnister Lee Kuan Yew hinself confirnmed the |ack of
agreenment on price. In a letter dated Aug 24, 2000, witten nine days
after his neeting with Dr Mahathir, M Lee wote to then Finance Mnister
Tun Dai m Zai nuddi n:

"To nmake it easier for us to wite to each other, to test various
options, all notes or letters | send to you or Mahathir, or vice-versa,
will be treated as Wthout Prejudice: that there is no agreenent until all
poi nts are agreed and signed by the two PMs."

We are unable to understand why Singapore continues to insist that
Mal aysi a accepted its offer to pay 45 sen per 1,000 gallons for raw water
on Aug 15, 2000.

So far, Singapore has put many prices on the table. So has Ml aysia. No
agreenent has been reached on a fair price for water. In M Lee Kuan Yew s
own words, all prices cited or nentioned are "to test options". Al prices
cited or nentioned are subject to negotiation and agreenent by both sides

4. After agreeing nore than once, Ml aysia has repeatedly reneged and
shifted the goal posts.

(a) from 45 Ml aysian sen to 60 Ml aysian sen per 1,000 gallons

Si ngapor e:

"Six nmonths later, however, in February 2001, Ml aysia backtracked on
the 45 sen agreenent. Dr Mahathir said Johor believed that 60 sen was
fair.

Si ngapore | ater offered a conpromi se: 45 sen for water now, and 60 sen
for water after 2011.

In March 2002, Ml aysia sent Singapore a shocker. It wanted 60 sen for
water now and it wanted the price backdated to 1986 and 1987.

Not only that, it also wanted RM3 for water from 2007 to 2011. From 2011
onwards, the price would be adjusted yearly for inflation." (Singapore
Mnistry of Information, Comunications and the Arts, 2003 Water Tal ks? If
Only It Could page 8.)

Mal aysi a:

Mal aysi a has never accepted Singapore's offer of 45 sen per 1,000
gallons. So the question of backtracki ng does not arise

In his letter dated Feb 21, 2001, Dr Mahathir said Johor believed that
60 sen was a fair price. Nowhere in the letter does Dr Mhathir suggest
the 60 sen price should be applicable after 2011

Dr Mahathir wote:

"Johor is agreeable to revisions in the price of raw water that it now
supplies to Singapore and the treated water that it buys from Singapore
The price of raw water that it sells to other Ml aysian States should not
be a basis for determining the price of raw water. There are el enents of
subsidies to this supply.

"Johor believes that a fair price would be 60 sen (per 1,000 gallons per
day of raw water). The price should be reviewed every five years."

It is clear from Dr Mahathir's letter that the proposed price of 60 sen
was for now, for the imrediate time frame - and not in 2011 as suggested
by Si ngapore.

Subsequent to this letter and in a letter dated Oct 18, 2001, in reply



to Senior Mnister Lee's letter of Sept 21, 2001, Dr Mhathir also clearly
stated the need to nove on and that renoval of all inpedinents to the
bilateral relations was only possible when each side is fully satisfied
that it has secured a fair and reasonabl e deal

Mal aysi a's stand has al ways been consistent. There is no discrepancy
between the two letters witten by Dr Mahathir dated Feb 21, 2001 and
March 4, 2002. Nor have the goal posts changed.

b) to RWb.25 per 1,000 gallons ..

Si ngapor e:

"But that wasn't the end of it. Wen the Foreign Mnisters of both
countries met in September 2002, the Ml aysian side presented yet another
pricing formula. The formula resulted in a price 200-fold higher - RM. 25
per 1,000 gallons." (Singapore Mnistry of Information, Comrunications and
the Arts, 2003 Water Talks? If Only It Could, page 8.)

Mal aysi a :

The price of RMG6.25 per 1,000 gallons is, of course, derived from using
Si ngapore's own suggested formula, one that Singapore said "would stand
the test of tinme". It is a basis for calculating the price of water rather
than an indicative price.

Maki ng an offer and the other party responding by making a counteroffer
is a nornmal part of negotiation. It is not a "shifting of goal posts”

O course, RVB.25 is a trenendous jump fromthe current price of three
sen per 1,000 gallons. But this should be seen in its proper context:

* The original price of three sen per 1,000 gallons was preposterous. A
price that is 100 or 200 tinmes a preposterous base price is not
necessarily preposterous.

* We have received many lectures in the past from Singapore |eaders on
how the free market works, sonetines when we are in desperate straits and
gasping for air. Perhaps there is sone virtue in referring to how the free
mar ket operates. Clearly enough, even RM6.25 per 1,000 gallons of God's
wat er (as opposed to water formthe sewer) is nmuch better than the
conparabl e cost of Singapore's alternative sources of water. According to
Si ngapore, NEWAter (Singapore's recycled sewage water) costs RM/. 50 per
1,000 gallons while desalinated water costs RWM/.65 per 1,000 gall ons.

In a letter dated April 11 2002, Singapore Prine M nister Goh Chok Tong
hi nsel f proposed pegging the price of treated water from Johor to an
agreed percentage of Singapore's cost of alternative sources of water, a
pricing nechanism that could stand the test of tine.

And at the Mal aysi a- Si ngapore Mnisterial neeting on July 1 and 2, 2002
Si ngapore's Foreign Mnister Professor S. Jayakumar formally proposed
pegging the price of treated water to an agreed percentage of the price of
Si ngapore's NEWAt er.

5. Getting the basic facts and figures right.

Si ngapor e:

"Si ngapore buys only half of its water, or about 150 million gallons per
day (nmgd) from Mal aysia. The other 150 nmgd come fromits own reservoirs.”
(Si ngapore Mnistry of Information, Conmmunications and the Arts, 2003
Water Talks? If Only It Could, page 6.)

Mal aysi a :

We are puzzled. The records of water intake (recorded after Singapore
and Mal aysia jointly read the neter) show the follow ng facts:

Year Daily supply Annual paynent Over payment
from Johor by Si ngapore by Si ngapore
(mllion to Johor if it took only 150 ngd
gal | ons) (RM (RM

2000 202. 280 2,221,032 574,034

2001 218. 561 2,393, 246 750, 743



2002 258. 524 2, 830, 837 1,188, 338
If Singapore clains it received only 150 million gallons per day, there
are only two possibilities:

* A massive | eakage every day of 52.3 nmillion gallons in 2000, a hefty
| eakage of 68.6 mllion gallons in 2001 and a staggering |eakage of 108.5
mllion gallons in 2002.

* Based on the amount of water Singapore clains it received from 2000 to
2002, the island republic grossly over-paid Johor.

It is sinply untrue that Singapore's Public Uilities Board (PUB)
obtains only half of its water supply from Johor. Based on joint neter
readi ngs, PUB sourced 66 per cent of its water from Johor in 2000 and 72
per cent in 2001.

Are there good reasons why Singapore would like to understate its annual
i ntake of water from Johor (and its gratitude to Johor for selling cheap
water raw water) by billions of gallons?

6. Singapore is |losing noney; Singapore is subsidising Johor Singapore

"... Singapore |oses noney when its sells water back to Johor. The water
that Singapore sells to Johor is treated water. It costs Singapore RM. 40
to treat every 1,000 gallons of water. By selling it to Johor at only 50
sen, the subsidy Singapore absorbs is RML. 90.

Multiply that by the total amount of treated water that Johor buys from
Si ngapore, and the subsidy adds up to RWO0, 000 a day and RMR5 million a

year!" (Singapore Mnistry of Information, Communications and the Arts,
2003 Water Talks? If Only It Could, page 6.)
Mal aysi a:

Based on Singapore's claimthat it cost RM2.40 to treat every 1,000
gallons of water, the subsidy borne by Singapore totalled RM21.1 million
in 2000, RM23.9 mllion in 2001 and RW6.5 million in 2002. Singapore says
it is "RVM5 mllion a year!". (Note the enphatic exclanmation mark).

However one figures it, Singapore's subsidy on treated water is hardly a
king's ransom (Ml aysia is pleased to informthe island republic that in
the future, this "subsidy" will be no |Ionger necessary. Johor will buy no
nore treated water from Singapore.)

Besi des the fact that every year Johor has paid much, much nore for the
nodest anmpunt of treated water it purchased from Singapore than Singapore
has paid Johor for the ocean of raw water the island republic receives,
guess how nuch Johor has been subsidising affluent Singapore?

Year Mal aysi a' s Si ngapore's How nmuch nore Mal aysi a
annual subsi dy annual "subsidy" subsi di ses Si ngapore
to Si ngapore to Mal aysi a (Mal aysi a's net subsidy
(mllion) (mllion) of Si ngapore)

(mllion)

2000 RMB75. 4 Rwe1. 1 RM354. 3 (S$161)

2001 RW404. 5 RMR3. 9 RM380. 6 (S$174.1)

2002 RVA78. 4 RM26. 5 RWA51. 9 (S$205. 4)

Instead of paying RM.83 million in 2002, if Singapore did not have
access to raw water from Johor and if it had to produce NEWAter to
substitute for the Johor raw water it took, it would have cost Singapore
RMA78.4 mllion or S$217.5 million (US$125.9 nillion) in 2002

I f Singapore was subsidising Ml aysia annually to the tune of "RW5
mllion!'", Malaysia has over the last three years (alone) subsidised
Singapore to the tune of RML, 258.3 million! (Singapore $572 million or
US$333.1 nmillion).

Mal aysia's net subsidy to Singapore was RMB54.3 million in 2000, RM380.6
mllion in 2001 and RW51.9 million in 2002! (Perhaps here an exclanmation
mark mght be justified).

7. Paynment for operational and infrastructure costs



Si ngapor e:

"Al'l these years, Singapore has been paying for the infrastructure, such
as dans, pipelines, plants and equipnent. It also pays for the operationa
and mai ntenance costs. These add up to mllions of dollars a year. Johor
benefits too as the waterworks al so supply water to Johor residents.

The sane paynent principle was used when Johor signed the Linggiu Dam
agreenent with Singapore's PUB in 1990: Singapore paid for the
construction of the dam Johor owns the dam but Singapore pays for all
its operational costs. These sunms are on top of the RM320 nillion paid to
Johor upfront in 1990 as conpensation for the |oss of use of |and

Al in, Singapore has spent nore than S$1 billion on the water projects
This is noney that has gone into the Johor econony. The dam has al so
benefited Johor residents. Wuld Singapore have invested so nmuch in the
project if it knew that Ml aysia was going to up the price of water 10
years down the road?" (Singapore Mnistry of Information, Conmunications
and the Arts, 2003 Water Talks? If Only It Could, page 7.)

Mal aysi a:

Si ngapore Governnent officials are very smart people. Did they expect
the price of 1.4 Singapore cents per 1,000 gallons to |ast forever?

Wul d they have paid so much noney w thout making sure that Singapore was
recei ving good val ue for noney?

Instead of buying 468.7 billion gallons of water from Johor at three sen
per 1,000 gallons from 1997 to 2002, if Singapore has used NEWAter as a
substitute, the island republic's water bill would have swelled by an

additional RW2,376.4 mllion or S$1,080.2 mllion

What this neans is that from 1997 to 2002, by supplying water at three
sen per 1,000 gallons, Malaysia subsidised Singapore by a total of
RwVR, 376.4 mllion - or RML76.4 mllion nore than the island republic's
claimed infrastructure expenditure in 1990 of S$1 billion (RMR.2 billion).

This does not take into account the amount of |and which Ml aysia has
had to set aside in order to maintain a catchnent area for the supply of
water to Singapore, a catchnment area that is many tinmes larger than the
entire island of Singapore.

8. The central issue: a fair price or the process of negotiation?

Si ngapor e:

"Being legalistic is not a matter of choice. As a small country, law is
Si ngapore's only protection. For Singapore, the key issue is not how nuch
we pay, but how any price revision is arrived at." (Singapore Mnistry of
I nformati on, Comrunications and the Arts, 2003 Water Talks? If Only it
Coul d, page 10.)

Mal aysi a:

We disagree with Singapore. The central issue is not about how a price
revision is arrived at. The central issue is a fair price - for both
parties.

W have always believed in a winwin situation. For this reason, we have
consi dered prices for Johor water at a level that will ensure that
Si ngapore continues to nmake a thunping profit.

At 117 Singapore cents per cubic metre, and the 30 per cent water
conservation tax, each donestic user in Singapore pays S$6.91 per 1,000
gallons (or RML5.21 per 1,000 gallons).

Assuni ng Si ngapore pays Johor RMB.25 per 1,000 gallons and assuning it
buys the sane volunme of raw water - 94, 361, 000, 000 gal l ons for the whole
of 2002 - and based on Singapore's claimthat it costs RVR2.40 to treat
every 1,000 gallons of water, Singapore will earn RM600 million in profit
just from Johor water alone.

Si ngapore can afford to pay as much as RMs. 25 per 1000 gal |l ons of water
W TH- QUT having to charge users in Singapore a single cent and still snmile



all the way to the bank.

In other words, this is a win-win situation for everyone: Johor gets a
hi gher price, users in Singapore pay exactly the same price for exactly
the sane water, and Singapore will continue to nmake a thunping profit.

CONCLUSI ON

In his Mnisterial statenent to the Singapore Parlianment on Jan 25,
2003, Professor S. Jayakumar, Singapore Mnister of Foreign Affairs said:

"Of course Singapore will not be inpoverished by an increase fromthree to
45 sen. Neither will Ml aysia be enriched.”
We agr ee.

In Singapore dollar terms, the ampunts involved are minuscule. Even if
Si ngapore were to pay Mal aysia RMB. 25 per 1,000 ga
lons, the cost for an ENTIRE YEAR S SUPPLY OF WATER LAST YEAR woul d have
amounted to only S$268.1 million - just 0.17 per cent of Singapore's 2002
Gross Donestic Product - or less than one-fifth of one per cent of
Si ngapore's GDP

At RMb. 25 per 1,000 gallons, each of the 4,163,000 people living in
Singapore will pay just RVb4.40 or less than 19 Big Macs in exchange for a
whol e year's supply of Johor Water

Even at RM5.25 per 1,000 gallons, the cost of a whole year's supply of
water to a person living in Singapore is less than 0.17 per cent of his
per capita GDP of S$37,401 |ast year.

Si ngapore enjoys one of the highest standards of living in Asia and is
by far the richest ambng Asean countries, apart from Brunei. The Singapore
Government's reluctance to pay an easily affordable and fair price is
puzzling.

By prolonging and continually quibbling over the price of water,

Si ngapore risks damaging its relationship with a neighbour with whomit
shares nmuch of its past and with whom it must share a future devoid of
rancour, full of pronise, propelled by friendship, mutual respect and
mut ual benefit.

On a peopl e-to-people basis, the Singapore CGovernnent is depleting a
fast evaporating reservoir of goodwll.

Mal aysia would like to reiterate what we have said before: we have
al ways abided by our legal comitnents and we will continue to abide by
our future comm tnents.

The peopl e of Singapore can count on Ml aysia's continued supply of raw
water to Singapore, at |east until 2061, when we would prefer to supply
treated water instead.

By continually repeating this commtnment to assured supply, Malaysia has
consistently undermined its negotiating position. Wiy do we do so? It is
because we understand the inportance of l|egal obligations. It is because
we are aware of the need to reassure Singaporeans that Mal aysia prom ses
that their vital need for water will never be sacrificed.

The Singapore Covernnent might want to ask this sinple question which
Mal aysi ans constantly ask.

Why don't we put all this quarrelling behind?

Why not a fair price?
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