OFFICIAL NOTICE OF SALE

$75,870,000"
City of Lake Oswego, Oregon
Full Faith and Credit Obligations, Series 2013

NOTICE IS HEREBY GIVEN that the City of Lake Oswego, Oregon (the
“City”) is soliciting bids to purchase its Full Faith and Credit Obligations, Series 2013
(the “Obligations™) until 9:30 a.m. (prevailing Pacific Time) on:

August 27, 2013

Bids must be submitted electronically via PARITY in accordance with this
Notice in the manner described below. Bids will be reviewed and announced by the City
at the time of the sale. The City will act on the bids within four hours.

SECURITY: The Obligations evidence and represent undivided
proportionate ownership interests in Financing Payments (the “Financing Payments”) that
the City will be obligated to make under a Financing Agreement. The obligation of the
City to make the Financing Payments is unconditional, and the City has agreed to pay the
Financing Payments from any and all of its legally available funds. The City has pledged
its full faith and credit and taxing power within the limitations of Sections 11 and 11b,
Article XI of the Constitution of the State of Oregon to pay the Financing Payments. The
payment obligations of the City under the Financing Agreement are additionally secured
by a subordinate pledge of Net Revenues of the Water System, as provided in Resolution
No. 99-22 of the City.

RATINGS: The City has applied for and received ratings of Aal and
AAA on the Obligations from Moody’s Investors Service and Standard & Poor’s Ratings
Group, respectively.

NOT BANK QUALIFIED. The City will not designate the Obligations as
“qualified tax-exempt obligations” for purposes of Section 265(b)(3)(B) of the Internal
Revenue Code of 1986, as amended, relating to the deductibility of interest expense by
certain financial institutions.

DATED DATE AND DELIVERY DATE: The Obligations will be dated
as of their date of delivery. The expected delivery date of the Obligations is
September 11, 2013. Bidders should use September 11, 2013 for purposes of computing
their bids.

INTEREST PAYMENTS AND MATURITIES: Interest on the
Obligations is payable semiannually on June 1 and December 1 of each year until
maturity or prior redemption, commencing December 1, 2013. The Obligations will be
issued in the principal amount of $75,870,000%*, and will mature on the following dates in
the following principal amounts (subject to adjustment as noted below).

* Preliminary, subject to change



Due June 1 Principal Amount ($)* Due June 1 Principal Amount ($)*

2017 $2,225,000 2028 3,365,000
2018 2,270,000 2029 3,510,000
2019 2,360,000 2030 3,660,000
2020 2,455,000 2031 3,815,000
2021 2,555,000 2032 3,990,000
2022 2,655,000 2033 4,170,000
2023 2,765,000 2034 4,355,000
2024 2,875,000 2035 4,550,000
2025 2,990,000 2036 4,765,000
2026 3,110,000 2037 4,985,000
2027 3,230,000 2038 5,215,000

*Principal amounts may be adjusted after the sale as described under the
heading “ADJUSTMENT OF MATURITIES.”

ADJUSTMENT OF MATURITIES: The City reserves the right to adjust
the principal amount specified in the bidding maturity schedule within 4 hours following
receipt of bids to properly size the issue and meet cash flow requirements. Any
adjustment will preserve the underwriter’s spread as a percentage of each adjusted
maturity. The successful bidder for the Obligations will promptly be given notice of any
adjustment.

TERM OBLIGATIONS: Bidders may designate one or more term
Obligations, which consist of two or more consecutive maturities with identical interest
rates, which mature on the maturity date of the last of the consecutive maturities in an
amount equal to the sum of the consecutive maturities, and which are subject to
mandatory prepayment at par and by lot in amounts equal to the consecutive maturities
which were combined into term Obligations. Each bidder should specify in its bid
whether term Obligations are desired.

OPTIONAL PREPAYMENT: The Obligations maturing on and after June
1, 2024 are subject to prepayment prior to maturity at the option of the City, in whole or
in part, on and after June 1, 2023 (with maturities selected by the City and DTC or by lot
within a maturity) at a price of par, plus accrued interest, if any, to the date of
prepayment.

RIGHT TO CANCEL, CHANGE TIMING AND TERMS OF SALE:
The City reserves the right to change the sale date, maturity schedule, amount, timing,
and other terms of the Obligations and terms under which the Obligations are offered for
sale, to postpone the sale to a later date, to cancel the sale based upon market conditions,
or to otherwise amend this Notice by posting changes to this Notice on i-Deal Prospectus

BIDDING CONSTRAINTS: Bidders must specify the interest rate or
rates which the Obligations shall bear. The bids shall comply with the following
conditions: (1) each interest rate specified in any bid must be a multiple of one-

* Preliminary, subject to change



thousandth of one percent (0.001%); 2) each Obligation that matures on the same date

shall bear interest from its date to its stated maturity date at a single, fixed interest rate;
(3) bids must be for a purchase price of not less than ninety-eight percent (98%) of the
principal amount of the Obligations; and, (4) each bid must offer to purchase all of the
Obligations.

BASIS OF AWARD: Unless all bids are rejected, the Obligations will be
awarded to the responsible bidder whose bid produces the lowest overall true interest cost
for the City. The true interest cost for the Obligations will be determined by doubling the
semi-annual interest rate necessary to discount the debt service on the Obligations to the
expected delivery date of the Obligations, as described in “DATED DATE AND
DELIVERY DATE” above, and to the aggregate purchase price bid for the Obligations.
Each bidder is requested to supply the total interest cost and the true interest cost that the
City will pay on the Obligations if the bid is accepted. The purchaser must pay accrued
interest, computed on a 360-day basis, from the date of the Obligations to their date of
delivery.

BIDS MUST BE SUBMITTED ON “PARITY”: Bids must be submitted
electronically via PARITY. Bids must be received by the PARITY system not later than
the date and time indicated in the first paragraph of this Notice. No bid will be received
after the time for receiving bids specified above. For further information about
submitting a bid using PARITY, potential bidders may contact PARITY at (212) 849-
5021. To the extent any instructions or directions set forth in PARITY conflict with this
Notice, the terms of this Notice shall control. Bidders electing to submit bids through
PARITY must obtain access to the PARITY system and bear all risks associated with
using that system, including errors and delays in receipt of bids. In the event there are
any technical problems associated with PARITY, PARITY may fax bids that it receives
prior to 9:30 a.m. (Prevailing Pacific Time), as soon as practicable to (503) 943-4801 to
the attention of City’s Special Counsel, Greg Blonde of Orrick, Herrington & Sutcliffe
LLP, for consideration by the City. Bids received by PARITY prior to 9:30 a.m.
(Prevailing Pacific Time), but faxed after 9:30 a.m. (Prevailing Pacific Time) as provided
in the preceding sentence, shall be considered conforming to the time requirements of this
Notice.

GOOD FAITH DEPOSIT: The successful bidder will be required to
provide a good faith deposit in the amount of $500,000 in immediately available funds
wired to the City not later than 1:00 p.m. (Pacific Time) on August 27, 2013 (the day of
the sale). The City or the City’s Financial Advisor will provide the wire information
immediately upon the award of bids. If the good faith deposit is not provided in the
manner and by the time indicated in this Notice, the City may award the sale to the next
most favorable bidder or may cancel the sale. The good faith deposit will be held by the
City to secure the City from any loss resulting from the failure of the bidder to comply
with the terms of its bid, and will be forfeited to the City as liquidated damages if the
bidder to whom the Obligations are awarded withdraws its bid or fails to complete its
purchase of the Obligations in accordance with this Notice and its bid.



Interest earnings on the good faith deposit will be the property of the City,
and will not be credited against the purchase price of the Obligations. The successful
bidder shall pay the balance of the purchase price of the Obligations at closing, in funds
immediately available to the City on the date and at the time of closing.

RIGHT OF REJECTION: The City reserves the right to reject any or all
bids and to waive any irregularities.

BOOK-ENTRY-ONLY: The Obligations will be issued in registered,
book-entry-only form through DTC. Unless the book-entry-only system is discontinued,
Obligation principal and interest payments will be made by the City to DTC through the
City’s paying agent and registrar, which is currently Wells Fargo Bank, National
Association.

STANDARD FILINGS AND CHARGES: The successful bidder will be
required to make the standard filings and maintain the appropriate records routinely
required pursuant to Municipal Securities Rulemaking Board (“MSRB”) Rules G-8,
G-11, and G-36. The successful bidder will be required to pay the standard MSRB
charge for the Obligations purchased. In addition, if the successful bidder is a member of
the Securities Industry and Financial Markets Association (“SIFMA?”) it will be required
to pay SIFMA’s standard charges.

PURPQOSE: The proceeds of the Obligations will be used to pay costs of,
or to reimburse the City for the payment of costs of, capital improvements to the City's
water system, and to pay costs of issuance.

REOFFERING PRICE, CERTIFICATE OF ISSUE PRICE: The
successful bidder must provide the reoffering yields or prices which will be printed on the
inside cover of the final official statement for the Obligations to the City’s Financial
Advisor within one hour after bids are opened. In addition, the successful bidder must
execute, not less than three business days prior to closing, a certificate provided by
Special Counsel, substantially in the form attached to this Notice as “Exhibit A —
Certificate of the Underwriter,” containing information reasonably requested by the City
and Special Counsel as shall be necessary to enable the City to determine the “issue
price” (within the meaning of Treasury Regulations Section 1.148-1) for each maturity of
the Obligations. Failure to provide this information or the certificate may result in
cancellation of the sale and forfeiture of the successful bidder's good faith deposit.

LEGAL OPINION: The approving opinion of Orrick, Herrington &
Sutcliffe LLP, Special Counsel, of Portland, Oregon, will be provided at no cost to the
purchasers.

TAX-EXEMPT STATUS: In the opinion of Special Counsel, under
existing law and conditioned on the City complying with certain covenants relating to the
tax-exempt status of the Obligations, the interest component of the Financing Payments that
is paid to owners of the Obligations (“Interest”) is excludable from gross income for federal
income tax purposes and is not an item of tax preference for purposes of the federal



alternative minimum tax imposed on individuals or corporations, as provided in greater
detail in the preliminary official statement for the Obligations. Interest is also exempt
from Oregon personal income taxation.

DELIVERY AND PAYMENT: The successful bidder must pay for the
Obligations in funds immediately available to the City on the date and at the time of
closing. Delivery of the Obligations will be made within thirty days after the sale and is
expected to occur on September 11, 2013. The City will deliver the Obligations through
the facilities of DTC.

ADDITIONAL INFORMATION AND PRELIMINARY OFFICIAL
STATEMENT: The preliminary official statement for the Obligations is available only
in electronic form. Prospective bidders may obtain preliminary official statements from
i-Deal Prospectus at www.i-dealprospectus.com. For more information on electronic
delivery, please call i-Deal Prospectus at 212-849-5024. Any questions concerning
PARITY should be directed to (212) 849-5021. Requests for additional information
about this sale should be directed to Western Financial Group, the City’s Financial
Advisor: Kieu-Oanh Nguyen, 503-249-1412, email ko@westernfinancialgroup.com; or
Chip Pierce 503-719-6113, email pierce@westernfinancialgroup.com.

FINAL OFFICIAL STATEMENT; COMPLIANCE WITH SEC RULES:
The City will provide the successful bidder with a sufficient number of copies of the
official statement in a form “deemed final” by the City to enable the successful bidder to
satisfy its responsibilities under the Securities and Exchange Commission (“SEC”) rules,
at the expense of the City, and such additional copies as the successful bidder may
request at the expense of the bidder, not later than the seventh business day following the
date on which bids are due. Bidders should expect that the official statements will not be
available prior to the seventh business day following the date on which bids are due, and
should not issue confirmations which request payment prior to that date. This paragraph
will constitute a contract with the successful bidder upon acceptance of their bid by the
City, in compliance with Section 240.15c2-12(b)(3) in Chapter Il of Title 17 of the Code
of Federal Regulations (the “Rule”).

CONTINUING DISCLOSURE: The City will enter into an undertaking
to provide ongoing disclosure for the benefit of the owners of the Obligations as required
by the Rule, in substantially the form shown in the preliminary official statement.

CUSIP: The successful bidder is to apply for CUSIP numbers and pay the
cost thereof.

CLOSING CERTIFICATES: At the time of payment for the delivery of
the Obligations, the City will certify that to its knowledge there is no litigation pending
affecting the validity of the Obligations, and that the portion of the official statement that
describes the City does not contain any material misstatements or omissions.

By order of the City of Lake Oswego, Oregon


mailto:ko@westernfinancialgroup.com

EXHIBIT A

CERTIFICATE OF THE UNDERWRITER

(the “Underwriter”), has acted as the Underwriter to the City of
Lake Oswego, Oregon (the “Issuer”) in connection with the execution and delivery by the
Issuer of its Full Faith and Credit Obligations, Series 2013 (the “Bonds”). Capitalized
terms used but not defined herein shall have the meanings ascribed to them in the Tax
Certificate relating to the Bonds dated the date hereof, to which this certificate is attached
as an exhibit. On behalf of the Underwriter, the undersigned hereby certifies and
represents as follows:

1. On , 2013 (the “Sale Date”), all of the Bonds were the subject of
a bona fide offering to the | publlc (excluding bond houses, brokers or similar persons or
organizations acting in the capacity of underwriters or wholesalers) (the “Public”)
pursuant to the Bond Purchase Agreement, and on the Sale Date we reasonably expected
that the prices set forth in the Official Statement for the Bonds would be the market
clearing price for the respective maturity.

2. [Except for the Bonds scheduled to mature on _, 20, the]
[The] first price at which at least 10% of the principal amount of each maturity initially
was sold to the Public was the respective price for that maturity shown on the Official
Statement for the Bonds, dated August __, 2013 (the “Official Statement”). For purposes
of this certificate, we have assumed that the phrase “bond houses, brokers or similar
persons or organizations acting in the capacity of underwriters or wholesalers” refers only
to persons who, to our actual knowledge, are acting in such capacity.

3. [For the Bonds scheduled to mature on _,20__, 10% or more
of such Bonds were not sold to the Public at any single price on the Sale Date, and none
of such Bonds were sold on the Sale Date to any person at a price higher than (or a yield
lower than) the price for such Bonds shown on the attached schedule.]

The undersigned understands and acknowledges that the Issuer may rely on this
certificate in making certain of the representations contained in a certificate the Issuer
executes in connection with the issuance of the Bonds, and further understands that
Orrick, Herrington & Sutcliffe LLP as Special Counsel may rely upon this certificate,
among other things, in rendering certain opinions relating the Bonds. The undersigned
makes no representations as to the legal sufficiency of the information set forth in this
certificate for purposes of complying with the Code or for any other purpose.

The undersigned is authorized to execute this certificate on behalf of :
which certifications are based on personal knowledge or inquiry deemed adequate by the
undersigned regarding the matters set forth herein.

Dated: , 2013



This is a Preliminary Official Statement and the information contained herein is subject to completion or amendment without notice. Under no circumstances shall this Preliminary Official
Statement constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any sale of these securities, in any jurisdiction in which such offer, solicitation or sale would be

unlawful prior to registration or qualification under the securities laws of such jurisdiction.

PRELIMINARY OFFICIAL STATEMENT DATED AUGUST 15, 2013

NEW ISSUE -- COMPETITIVE RATINGS: Moody’s: Aal
Book-Entry-Only S&P: AAA
See “RATINGS” herein.

In the opinion of Orrick, Herrington & Sutcliffe LLP, Special Counsel to the City (“Special Counsel’), based upon an analysis of existing laws, regulations,
rulings and court decisions, and assuming, among other matters, the accuracy of certain representations and compliance with certain covenants, that portion of
the payments received by holders of the Obligations with respect to the obligations of the City under the Financing Agreement (the “Financing Obligations™)
designated as and constituting interest on the Financing Obligations is excluded from gross income for federal income tax purposes under Section 103 of the
Internal Revenue Code of 1986 (the “Code”). In the further opinion of Special Counsel, interest on the Financing Obligations is not a specific preference item
for purposes of the federal individual or corporate alternative minimum taxes, although Bond Counsel observes that such interest is included in adjusted current
earnings when calculating corporate alternative minimum taxable income. In the further opinion of Special Counsel, based upon an analysis of existing laws,
regulations, rulings and court decisions, that portion of the payments received by holders of the Financing Obligations that are designated as and constituting
interest is exempt from personal income taxation imposed by the State of Oregon. Special Counsel expresses no opinion regarding any other tax consequences
related to the ownership or disposition of the Obligations or the Financing Obligations, or the accrual or receipt of interest represented on, the Financing
Obligations. See “TAX MATTERS” herein.

CITY OF LAKE OSWEGO

CLACKAMAS, MULTNOMAH AND WASHINGTON COUNTIES, OREGON
$75,870,000* Full Faith and Credit Obligations, Series 2013

DATED: Date of Delivery DUE: June 1, as shown inside cover

The Full Faith and Credit Obligations, Series 2013 (the “Obligations”), will be issued by the City of Lake Oswego, Oregon (the “City”), in book-entry-only form
in denominations of $5,000 or integral multiples thereof. The Obligations are registered obligations issued in the name of Cede & Co., as nominee of The
Depository Trust Company (“DTC”), New York, New York. (See “APPENDIX E - BOOK-ENTRY-ONLY SYSTEM?” herein.) So long as the Obligations
remain in the book-entry-only system, principal and interest payments will be remitted by the registrar and paying agent of the City, currently Wells Fargo Bank,
National Association, Portland, Oregon, to DTC, who in turn will be required to distribute such payments to DTC Participants for ultimate distribution to
Beneficial Owners.

The proceeds of the sale of the Obligations will be used to pay costs of, or to reimburse the City for the payment of costs of, capital improvements to the City's
water system, and to pay costs of issuance (collectively, the “Project”).

Pursuant to the terms of a financing agreement (the “Financing Agreement”) the payment obligations of the City under the Financing Agreement (the “Financing
Payments”) are secured by and payable from the City’s general non-restricted revenues and other funds that are lawfully available, including the proceeds of the
Financing Agreement and revenues from an ad valorem tax authorized to be levied under the City’s permanent tax rate limit under Sections 11 and 11b, Article
XI of the Oregon Constitution and revenues derived from other taxes, if any, levied by the City in accordance with and subject to limitations and restrictions
imposed under applicable law or contract, that are not dedicated, restricted or obligated by law or contract to an inconsistent expenditure or use. The obligation of
the City to make payments is a full faith and credit obligation of the City and is not subject to appropriation. The payment obligations of the City under the
Financing Agreement are additionally secured by a subordinate pledge of Net Revenues of the Water System, as provided in Resolution No. 99-22 of the City (the
“Master Water Resolution™). Such pledge of Net Revenues is subordinate to the lien on, and pledge of, the Net Revenues for the senior bonds outstanding from
time to time under the Master Water Resolution. The registered Owners (as defined herein) of the Obligations do not have a lien or security interest on the
Project financed with the proceeds of the Obligations. The Financing Agreement does not constitute a debt or indebtedness of the State of Oregon, or any
political subdivision thereof other than the City.

The Obligations evidence and represent undivided proportionate interests of the Owners thereof in Financing Payments (defined herein) to be made by the City
pursuant to a Financing Agreement. The interest component of the Financing Payments evidenced and represented by the Obligations will be payable on
December 1, 2013 and semiannually thereafter on June 1 and December 1 of each year. The principal component will be payable on June 1 as shown in the
maturity schedule on the inside cover hereto. The principal and interest components of the Financing Payments evidenced and represented by the Obligations
will be payable to the persons in whose names such Obligations are registered (the “Owners”), at their addresses appearing upon the registration books on the 15"
day of the month preceding a payment date.

The Obligations are subject to prepayment. See “DESCRIPTION OF THE OBLIGATIONS — Prepayment Provisions” herein.

Maturity Schedule Appears Inside Cover

This cover page contains certain information for quick reference only. It is not a summary of this issue. Investors must read the entire official
statement to obtain information essential to the making of an informed investment decision.

The Obligations are offered for sale to the original purchaser subject to the final approving opinion of Orrick, Herrington & Sutcliffe, LLP, Special Counsel to the
City. It is expected that the Obligations will be available for delivery to the Registrar for Fast Automated Securities Transfer on behalf of DTC, on or about
September 11, 2013 (“Date of Delivery”).

* Preliminary; subject to change. WESTERN Western Financial Group, LLC
P ASTET 3300 NW 185th Ave., #270
Portland, Oregon 97229



Maturity Schedule

$75,870,000*
Full Faith and Credit Obligations, Series 2013

Due Principal Interest CUSIP #
June 1 Amount Rate Yield T
2017 $ 2,225,000
2018 2,270,000
2019 2,360,000
2020 2,455,000
2021 2,555,000
2022 2,655,000
2023 2,765,000
2024 2,875,000
2025 2,990,000
2026 3,110,000
2027 3,230,000
2028 3,365,000
2029 3,510,000
2030 3,660,000
2031 3,815,000
2032 3,990,000
2033 4,170,000
2034 4,355,000
2035 4,550,000
2036 4,765,000
2037 4,985,000
2038 5,215,000

* Preliminary; subject to change.

T CUSIP is a registered trademark of the American Bankers Association. The CUSIP numbers are provided by Standard and Poor's CUSIP
Service Bureau, a division of The McGraw-Hill Companies, Inc. The CUSIP numbers are included above for convenience of the holders and
potential holders of the Obligations. No assurance can be given that the CUSIP numbers for the Obligations will remain the same after the
date of issuance and delivery of the Obligations.

No dealer, broker, salesperson or any other person has been authorized by the City to give any information or to make any representations
other than those contained in this Official Statement in connection with the offering contained herein, and, if given or made, such information
or representations must not be relied upon. This Official Statement does not constitute an offer or solicitation of an offer to buy nor shall
there be any sale of the Obligations by any person in any jurisdiction in which it is unlawful for such offer, solicitation or sale.

This Preliminary Official Statement has been “deemed final” by the City, pursuant to Rule 15¢2-12 promulgated by the Securities and
Exchange Commission under the Securities Exchange Act of 1934, as amended, except for information which is permitted to be excluded
from this Preliminary Official Statement under said Rule 15¢2-12.

The information set forth herein has been obtained from the City, DTC, and other sources that are believed to be reliable. The information
and expressions of opinion herein are subject to change without notice, and neither the delivery or this Official Statement nor any sale made
thereafter shall under any circumstances create any implication that there has been no change in the affairs of the City or in any other
information contained herein since the date hereof.

This Official Statement contains “forward-looking statements” within the meaning of the federal securities laws. These forward-looking
statements include, among others, statements concerning expectations, beliefs, opinions, future plans and strategies, anticipated events or
trends and similar expressions concerning matters that are not historical facts. The forward-looking statements in this Official Statement are
subject to risks and uncertainties that could cause actual results to differ materially from those expressed in or implied by such statements.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE COMMISSION
OR ANY STATE SECURITIES COMMISSION, NOR HAS THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE
SECURITIES COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS OFFICIAL STATEMENT. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.



OFFICIAL STATEMENT
OF
CITY OF LAKE OSWEGO, OREGON
CLACKAMAS, MULTNOMAH AND WASHINGTON COUNTIES, OREGON
$75,870,000* Full Faith and Credit Obligations, Series 2013

380 A Avenue

P.O. Box 369
Lake Oswego, Oregon 97034
Website: www.ci.oswego.or.us'

CITY COUNCIL
Kent Studebaker, Mayor
Karen Bowerman
Jeff Gudman
Jon Gustafson
Donna Jordan
Mike Kehoe
Skip O'Neill

ADMINISTRATIVE STAFF
Scott Lazenby, City Manager
David Donaldson, Assistant City Manager
Ursula Euler, Finance Director

SPECIAL COUNSEL
Orrick, Herrington & Sutcliffe LLP, Portland, Oregon

FINANCIAL ADVISOR
Western Financial Group, LLC, Portland, Oregon

PAYING AGENT, REGISTRAR AND ESCROW AGENT
Wells Fargo Bank, National Association, Portland, Oregon

* Preliminary; subject to change.

' The City’s website is not part of this official statement, and investors should not rely on information which is presented in the City’s
website in determining whether to purchase the Obligations. This inactive textual reference to the City’s website is not a hyperlink and
does not incorporate the City’s website, by reference.



This page intentionally left blank.



TABLE OF CONTENTS

DESCRIPTION OF THE OBLIGATIONS ...ttt ettt ettt ettt be sttt et et be bbbt eneen 1
Principal Amount, Date, Interest Rate and MatUrities..........ccuevverieriieriieiieccie et eieete e stee e e e esesaesnnesseesseenseensenns 1
Authorization and PUrpoSe Of ISSUANCE ......ccuieiiiieiieiieiieie ettt ettt et ebeebeseesaaesstesseesseenseanseessessaensaensens 1
DiSHUISEMENT FEATUIES ... ..euiiiiiiiitiee ettt ettt et s a e b et et e st e st e et e e ebe e bt embeembesaeesaeesbeenbeenseenteens 2
PrepaymMeEnt PIOVISIONS ......eeuutiieitiiitiete ettt ettt ettt eb e bt et e bt e et e aeesateeb e e et et e emteemeeeb e e et eenbeembeembesmeesaeesbeenbeenseenteans 2
USE Of ODLiZAtION PrOCEEAS .....eeiiiiiieiiee ettt ettt b e bt e b e bt et s et e saeesaeesbee bt emteeneeeneesaeenbeennean 3
Sources and USES OF FUNAS ......ccuiiiiiiiie ettt ettt e a e e e e e bt e bt e bt e bt emtesaeesaee bt enbeenbeeneesneanbeennean 3
Table 1 — Sources and Uses Of FUNAS ..........uoiiiiiiiieeee ettt ettt ettt esaeesaeebeenee e 3
Expected Plan Of REPAYIMENL........coouiiiiiiiie ettt ettt e et e e et e s e e st e et e e b e e beemteemtesseesaeesneenseenseenseans 3
Table 2 — Full Faith and Credit Obligations Debt Service ReqUirements............cceeevvevveeierienienieneesesee e seeseeesseenens 4
SECURITY FOR THE OBLIGATIONS ...ttt ettt ettt ettt bbbt e a et e b et e st b s bt ebeese e enee 5
THE CITY ettt ettt b bt bt e a e sttt et b e bt eh e e st e st em e et e bt eb e eh e eh e es e m e et e bt se e eb e e bt ebeem s et e be st e et e abeeneeneenean 6
GENEIAL DIESCIIPLION ....cuvieitieeiietietieteeteete et e stestee st esteesseesseessessaessaesseessesssesssessseseesseenseasseassenssensaensesssesssesssesssesseenseensenssenns 6
GOVETTIMEIE ...ttt ettt ettt ettt ettt be et et e et e at e e bt e bt e bt ea bt e st e eate s be e sh e e bt et e eat e es et eut e bt e bt et e esbeeatesbeesaeenbeenseenneennens 6
CHEY COUNCILL..eviitietieii ettt ettt et et e et e st e st e s st e bt esseesseessessaesseessaesseessesssesseesseenseenseesseesseassensaessaessesnsesssessnesseesseenseensenns 6
1 o) (e I 5 1 100143 | PSSRSO 6
Key City Administration and ManagemeEnt .............cocueeruieiieeierieetieieere e eteste st et e et et eteeseesseesseeseesesneesneesneesseenseenseans 6
City Staff and Bargaining UNILS ..........cccieiiiiiiieiieie ettt ettt ettt s et et e b e e ee et e saeeseee st et e enseeneeeseesseenseenseensesneeenes 6
Table 4 — Bargaining UIIES........ccueiiiriierie ettt iestt ettt ettt et et e e bt e ae e tesaeeeaee s eeneeenseeneeeseeaseeseeseensesnsesnsesneenseenseenseans 7
Bar@aining UTIE .....coouieiieiieieeiee ettt ettt et et et et e et ee bt e st e st enaeeaeeeaeees e e st e st eneeenseeseeas e e seenseenseeneeenneenee st eneenteens 7
CITY FINANCIAL INFORMATION ... ..ottt ittt ettt ettt ettt ettt stk e st es et et e s beeb e ebeeaees e et e b e b e ebeabeeaeebeeneennennens 8
FISCAL YT ...ttt ettt h ettt h e e bt eb e a e e st e e et e bt e h e ehe e et em b et et e ebeeb e eb e e st en b et et e ebesaeebeeneennenten 8
Significant ACCOUNTING POTICIES ....ccuuiiiuiiiiieeiiieiie ettt ettt ettt e et e et e et e e aee s tbeetaeesbeeseeessseensaeesseenseesnsseensnennes 8
BaSiS OF ACCOUNTITIZ. . .eeiutieetieiiieeieeitie et este e et e sttt estaeestteesste e sseesaseesaeesseessseesseeaasseansaesnsseenseesnsseenseeanssesnseesnssesnsessnseesnseenn 8
Independent Audit REQUITEIMENL ........cc.iiiiiiiiiiierierieit ettt ettt e e s e st e st e e teesseesseensessaesseenseessesnsesnsesnnesseeseenseensenns 8
BUAZEUNG PIOCESS ....vieuvieiiieiieeieeiteieeste ettt et et et et e et e et te b e e s e esseessesseesseesseanseanseasseesseassenseanseensesnsesssesnsesseenseenseansenns 8
General FUNA BUAEELS .......ooiiiiiiieieiee ettt ettt ettt s a e s b et et e st e s te e b e e b e e bt enbeembesseesatesbeenbeenseentens 9
Table 5 —General FUnd BUAELS ........co.ooiiiiiiiiee ettt sttt ettt et e bt e bt e be e tesetesaeesbeeneeenbeenteens 9
Table 6 — General Fund Balance SHEets ...........co.ioiiiiiiiiiieiee ettt ettt ettt sttt et e s e b eaeas 10
Table 7 — General Fund Statement of Revenues, Expenditures and Changes in Fund Balance ..........c...ccccoccivinnne. 11
TNVESTMENE POLICY ..ttt ettt ettt e h et e bt e e e et es e e e bt e bt e bt embeemeesaeesaeenbeenteemteeneeeneenseennean 12
oo TS 074 1 o 1 SRR 12
Other Post-Employment Benefit PrOZIAmMS ..........cc.ccveiieiiiiiiiiii ettt ettt eee e s e sseesseesseesseessessaensaensees 14
RISK MANAZEIMENL ......ecvvieiiieiieeiieiteeieeie et et et et et e ettestaeste e seesseessesseessaesseanseesseasseessassesseenseassesssesssenssanseensenssenssenseensenn 14
THE WATER SYSTEM ..ottt ettt a e et h e bt et ettt et e e bt e bt bt esten et e st e bt sbeebeeneennentens 16
GEIIETAL ...ttt bbbttt ettt h e e bt eh e e a e ea et et bt e bt e bt bt eh et bbbt bt eheeh b et et e bt nh e e bt bt ent et enten 16
AQIMINISITALION ...ttt etttk b e eh e eh e es e es b et et e e bt e bt eb e e bt es s eme et e bt ebeebe e bt eb e emten b e b et e abesbeebeeaeeneensenten 16
FINANCIAL OPETALIONS ... .eeuiiiiieitieitierieeieete et e et et eteebeeebeetaesteesseesseessesssesssesseesseessaassesssesssesseesseessesssesssesssenseensenssenssenssenses 16
2 o3 B L8 PSS 16
Lake Oswego Tigard Water Partnership PrOJECt .......c.oouiiiiiieiieiiee ettt 17
Water Treatment Under PartnerShiD ...........cioieiieiieiee ettt sttt ettt et e et e sae et e e te et e eneeeneenneas 17
Resilient Design Of FACIIITIES ... ..c.eeiuieiieeieeieeie ettt ettt ettt ettt et e bt e e e e e eeessee s st eseeneeeaeeeneeeseeseenseenseensesneennean 17
Water Rights Under PartinerShiP .........c.eeouiiiirieieeeieee ettt ettt ettt e eeeste e st e ssee st eteenseeneeeneenneas 18
Regulatory Issues Under PartnerShiP..........c.cocveeiiiriieiiieiiiieiiesieesie ettt ste e teeveesbestaesteesteesbeesseesaesseesseasseesseessenssesssenses 18
Service ATEa ANd CUSIOMICTS  ...c..eeiueirtiitieiteite ettt ettt et et et sbeesbe e bt e et eateeaeeebee bt esbeembeeabeebaesbeesbee bt embeemaesaeesbeesbeenbeenteens 19
Billing and ColIECtion PIACLICES .......cccviiriiiiieiietieitieieete e ste st ettt eteetteste e beesbeesseessesssesseesseesseesseessesssasseseessenssesssesses 19
Water RAtES and CRATZES.......ccviiiiiiieiieii ettt ettt e et et e st e st e ste e bt esteeseesse e seesseessesssesssessseseesseessesssesssassenseessenssesssesseas 19
Table 8 — Historical and Current Approved Water Rates .......cccuiivviiriiiiiieiiecieecie ettt sae e s seae s 20
System DeveloPmMENt CRATZES .........ccieriiiiieiiesieriet et et et ste st e te e st esesaesseesseasseesseanseessessaesseenseenseansesnsesnsesseesseensennsenns 20
Table 9 — Largest Water SYStEIM ACCOUNES .......cc.eeuiiiiiieitietteie ettt sttt et ettt e st ee st e bt et e estesaeesbeesbee bt enteeaeesneenseenseas 21
Table 10 — Five-Year Water Fund - Statement 0f Nt ASSELS ....cccuerierieriiriieiieiieetiesieste ettt 22
Table 11 — Five-Year Water Fund - Statement of Revenues, Expenses, and Changes in Fund Net Assets................... 23
Table 12 — Historical and Projected Average Bi-Monthly Residential Water Bill...........ccccoooiiiiiiiniiiiiiiieeee 24
Table 13 — Average Bi-Monthly Residential Water Bill Comparison, as of July 01, 2013 .........ccocoiiiiiiiiiiiiieeeee 24
Table 14 — Summary of FY 2012-13 and FY 2013-14 - Water Fund Adopted Budget............ccccovieniiiiiiiniieceee 25
WaALEr SYSEIM FIXEA ASSEES ..eeuvieiiiieiieiieitieett ettt et e et et et eteeaesaeesteesseesseesseesseessensaenseanseessesssessaenseenseanseanseessenseensennsens 25
WALET SYSEIM DIEDL......eiiiieiiiiiciecie ettt ettt ettt e et et e s tae s bt e seesaeesseesse et sensaenseesseessesssessaesseenseansesnsenssanseensennsens 25
DEBT INFORMATION .....outiiiiiietente ettt ettt h e s bt et s st et bt bt e bt e bt eh e e st et et saeeb e e bt ebees s et enbe st e ebeebeeneeneens 26

TabIe 15 — DIEDE RATOS ....euvetiitieiieiieeet ettt ettt b e bbbt e a et e e e b s bt b e s bt ebe et et et e saeebesbeebeebeeneenee 26

| DS o180 551 4 V1 ¥ 1 (o )+ RO 26



DIEDE IMANAZEIMEIIL. ...ttt ettt ettt e et et eeb e b e e bt et e e e et sbeesb e e et em bt ea bt eh e e eb e e b e em bt embeemeesheesb e e bt enteenteeneeebeenbeenbean 26

OULSTANAING ODIIZATIONS ....e.etetietieiteie ettt ettt ettt et e bt e et e et s et e saee s bt e bt ea et esteeaeeebe et e enbeembeemeesaeesaeenseenteenteestesneenseensean 27
Table 16 — Outstanding Obligations as of September 11, 2013 ..o 27
SHOTt-TEIM BOITOWING .....cuviiiiiiiieitieitiete ettt ettt et et e et e s taesseesseesseessesssesseessaasseenseanseassessaessaesaenseansesnsesnsesseesseanseansenns 27
Table 17 — Overlapping Debt (a8 OF 7/17/2013) ..ocuvieuieieeieeieeeeie ettt ettt e e s aeseeesseeseenseenseenseeseensees 28

Future FINAnCING PIAN.........ccooiiiiiieieeie ettt ettt sttt et e st e e st e e st e s se e seenseensesssesseenssenseenseensenssensaensenn 28
Table 18 — City LeVy EleCtion HiSTOTY ......ccueiieriieiieiieiesitesitesie ettt stt et eteeetessaestaesseesseessessaesssesseenseenseassesssesseensens 29
PROPERTY TAXES ...ttt ettt st h e bt h ettt h e bt e bt eh e st e st e e e st e e bt s bt eb e es e esa et e st e nbesb e et e e st ennentens 29
Table 19 — Assessed Value and Estimated Real Market Value .........c.cooeviriiiiiiiinininienceeeee e 30

Table 20 — Property Tax Levies and COllECtIONS .........eiuiiieiieieeie ettt ettt ettt et s e sttt eneeeneesaeenneas 31

Table 21 — TOp 10 Property TAXPAYETS .......cecueeruietieieeiiesteerteenteeteetesteesteenteeteenteeseesseesseeseanseemeesseesseenseenseeneeeneenseenseas 31

Table 22 — Property Tax Rates — Direct and Overlapping Governments — Rate per $1,000 of Assessed Value........... 32
ECONOMIC AND DEMOGRAPHIC INFORMATION ..ottt ettt st est et et esaessessesnesseeseeneansennens 33
o070 100 510 3 PR SUS 33
Table 23 — Population Estimates and ECOnomic StatiStiCS ........eeruieriiriirieriieiieie ettt 33

Table 24 — Major Employers in the City 2012 ......c.occuiiciiiieiieeieie ettt ettt e stae e esseeaessaesseessaesseesseessesssasssensens 34

Table 25 — Major Employers in the Portland-Vancouver MSA (Oregon Portion) 2012 ......cccocevieniiieneninenciieeene 34

T ANSPOTTATION. ....e.veevieeieeiteeeteettesteeteeteeteesteettesteesseesseessaassesseesseesseessesssessseseasseessaassenssesssesseenseesseassesssenssasseenseessenssenssensens 34
UBILIEIES .ttt ettt ettt b ettt a st e e e e s b ekt e bt e st es e em e em e s et e e bt eh e eb e es e es s e e et e bt ebeebeeaeee s emten b et e ebeebeebeebeeneente s enten 35
EUUCALION ...ttt ettt b e a e e e et e st e ekt e bt e bt eb £ ea e e st et e b e bt ekt eb e e heeh b enten et et e bt bt ebeentent et enten 35
HEAIEH CAIE ...ttt ettt a et et st ekt e bt e bt eb e e st em e et et e e bt eheebeeaeen e eneen b e st e ke ebeeheebeenteneesentes 35
TOoUrISM ANA RECIEATION. .......eiiiiiiieiiieie ettt sttt ettt et e et e e st et e bt en e e eseeeseesseesseenseenseeneeeneaseanseenseensesneenneas 35
INFOTMALION SOUICES ....nvieueieiieiiie ettt ettt ettt et et e st e sse e st e et eaeeeseees e e seen st enseenseeneesseeseenseenseeneeeneaseenseenseensesneenneas 35
THE INITTATIVE PROGCESS ... ettt ettt ettt ettt s et e e e et e ekt e et ee e e aeem e e e e es e beeaeebeeseeneensensesesseebeeneaneaneans 36
TIEEALIVES ..ottt ettt sttt et e et e b e h e e bt et e e et e e h e e eh e e sh e e et e a bt ea et ekt e bt e bt e bt e abeeeteeheeeh e e bt enteeateeneeebe e beennean 36
Proposed Initiatives that Qualify to Be Placed on the Ballot..........cocoiiiiiiiiiiiiieeeee e 36
INEALIVE HISEOTY ...uietieiiieiieeieeietete ettt ettt ettt e et e bt e b e e beeatesstessee st enseesseesseesaeseenseenseensesssesseesseanseensennseassesaensenn 36
Table 26 — Initiative Petitions that Qualified and Passed (2002-2012).......ccccevuieiirierieniieieeie et 36

Local Initiative and Referendumm PrOCESS ..........couiriiiiiririniniiieteetestese ettt ettt st b et aen 37
LITIGATION ..ttt b e h e at et b e et b e e bt e bt e st e st e bt e bt e bt e bt eh e estea b et e s bt bt sb e eb e estena et e st e nbesbeebeeneensentens 37
LEGALITY ettt et h e h ettt bt bbbt e et em e e a b e s bt e bt e bt e bt ee e em e ea b et e et e e bt eh e eb e emten s et e st e abesbeebeentennentens 37
TAX MATTERS ...ttt bbbt bt e a et h e bt e bt e bt ee e atea b e st e s bt e bt eheeh s esten b e st e st e ebesbeebe et ennentens 37
RATINGS ..ottt ettt ettt et e st et et e ekt et e es e ee e emeeas e s et e eseeeees e em e emsemsemseeseesees e eseensemsemseeseeseeseentessensanseaseeseaseeseeseensansennens 38
FINANCIAL ADVISOR ...ttt ettt ettt ettt et et et e et e et e et e estessens e seaseeseeseeseessemsanseaseeseeseeneensansanseaseaseaseeseeseansansesans 39
OFFICTIAL STATEMENT ...ttt ettt ettt et et ettt e e st e st eae e s b e s e et e esees e e st eneense s e seeseeseeseeneansensenseaseeseeseeneessensensenes 39
CONTINUING DISCLOSURE......cutiiiieieiteett ettt ettt ettt et et et e et e eseeseeseeseensesseeseese et e eseeneansensanseeseeseeseeneasseneensenes 39
MISCELLANEQOUS ...ttt ettt ettt ettt ettt et e st e e et e es e et e et e eseestensea s e s e eseeseesees s eneanbeaseeseeseeseensansanseaseaseaseeseeseaneansensans 39

APPENDIX A: FORM OF FINANCING AGREEMENT AND FORM OF ESCROW AGREEMENT

APPENDIX B: COMPREHENSIVE ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR ENDED JUNE 30, 2012
APPENDIX C: FORM OF LEGAL OPINION

APPENDIX D: FORM OF CONTINUING DISCLOSURE CERTIFICATE

APPENDIX E: BOOK-ENTRY-ONLY SYSTEM

APPENDIX F: MASTER WATER RESOLUTION AND RECENT AMENDMENTS



OFFICIAL STATEMENT FOR THE
CITY OF LAKE OSWEGO, OREGON
$75,870,000* Full Faith and Credit Obligations, Series 2013

The City of Lake Oswego (the “City”), a political subdivision duly organized and existing under and by virtue of the laws of
the State of Oregon (the “State”) furnishes this Official Statement in connection with the offering of $75,870,000* aggregate
principal amount of Full Faith and Credit Obligations, Series 2013 (the “Obligations”), dated the Date of Delivery. This
Official Statement, which includes the cover page and appendices, provides information concerning the City and the
Obligations.

Capitalized terms used and not defined herein shall have the meanings assigned to such terms in “APPENDIX A - FORM
OF FINANCING AGREEMENT AND FORM OF ESCROW AGREEMENT,” which is attached hereto and
incorporated by reference herein.

DESCRIPTION OF THE OBLIGATIONS

The Obligations will be issued in the aggregate principal amount of $75,870,000*. The Obligations evidence and represent
undivided proportionate interests of the Owners thereof in payments (the “Financing Payments”) to be made by the City
pursuant to a financing agreement (the “Financing Agreement”) dated the Date of Delivery, between the City and Wells
Fargo Bank, National Association, as paying agent, registrar and escrow agent (the “Registrar” or “Escrow Agent”). The
Obligations are executed and delivered pursuant to an escrow agreement (the “Escrow Agreement”) dated the Date of
Delivery, between the City and the Escrow Agent.

PRINCIPAL AMOUNT, DATE, INTEREST RATE AND MATURITIES

The sum of the principal components of the Financing Payments (the “Financing Amounts”) evidenced and represented by
the Obligations equals $75,870,000*. The interest components of the Financing Payments evidenced and represented by the
Obligations are payable on the scheduled Payment Dates (each June 1 and December 1, commencing December 1, 2013) and
in the amounts, with interest payable at the rates, all as set forth on the inside cover of this Official Statement. Interest on the
principal of the Financing Payments evidenced and represented by the Obligations will be computed on the basis of a 360-
day year consisting of twelve 30-day months. The principal component of the Financing Payments will be due on June 1 as
set forth on the inside cover of this Official Statement.

The Obligations will be issued only as fully registered obligations without coupons in principal denominations of $5,000 or
any integral multiple thereof. Interest on the Obligations is remitted by the Escrow Agent to Depository Trust Company
(“DTC”), who in turn will be required to distribute such payments to its participants (the “DTC Participants”) for ultimate
distribution to Beneficial Owners (as defined herein).

AUTHORIZATION AND PURPOSE OF ISSUANCE

The City is authorized pursuant to Oregon Revised Statutes (“ORS”) Section 271.390, and the laws of the State to enter into
financing agreements, lease purchase agreements or other contracts of purchase to finance real or personal property that the
Mayor and City Council (collectively, the “City Council”) determines is needed and to authorize obligations of participation
in the payment obligations of the City under such financing agreements, lease-purchase agreements or other contracts of
purchase.

The Obligations are being issued to pay costs of, or to reimburse the City for the payment of costs of, capital improvements
to the City's water system, and to pay costs of issuance (collectively, the “Project” or "LO-Tigard Project").

The City is pledging its full faith and credit to the payment of the principal components of the Financing Agreement as
security for the Project. Under and in accordance with State law and pursuant to Resolution No. 13-17 adopted by the City
Council on July 16, 2013 (the “Obligation Resolution”), the City is authorized to enter into the Financing Agreement and the
Escrow Agreement for the Obligations; to provide the terms of execution, delivery and sale of the Obligations; and to
authorize certain officials and employees of the City to take action on the City’s behalf. Together, the Financing Agreement
and Escrow Agreement are referred to herein as the “Agreements.” Under the Agreements, the Escrow Agent will provide to
the City an amount equal to the Financing Amount to finance the Project, but only from the proceeds of the sale of the
Obligations as provided in the Agreements. The City agrees in the Agreements to borrow the Financing Amount from the
Escrow Agent, and to repay that principal amount in installments, with interest, by making the Financing Payments and
paying the Additional Charges as provided in the Financing Agreement.

* Preliminary; subject to change.



DISBURSEMENT FEATURES

Financing Payments. The Financing Payments will be payable by the Escrow Agent to DTC, which, in turn, is obligated to
remit such principal and interest components to DTC Participants for subsequent disbursement to the owners of beneficial
interests in the Obligations (the “Beneficial Owners”), as further described in APPENDIX E attached hereto.

Book-Entry System. The Obligations will be executed and delivered as fully registered obligations and, when executed and
delivered, will be registered in the name of Cede & Co. as Owner and as nominee for DTC. DTC will act as securities
depository for the Obligations. Individual purchases and sales of the Obligations may be made in book-entry form only in
minimum denominations of $5,000 within a single maturity and integral multiples thereof. Beneficial Owners will not
receive certificates representing their interest in the Obligations. See APPENDIX E attached hereto for additional
information.

Procedure in the Event of Revisions of Book-Entry Transfer System. If DTC resigns as the securities depository and the City
is unable to retain a qualified successor to DTC, or the City has determined that it is in the best interest of the City not to
continue the book-entry system of transfer or that interests of the Beneficial Owners of the Obligations might be adversely
affected if the book-entry system of transfer is continued, there will be executed, authenticated and delivered at no cost to the
Beneficial Owners or their nominees, Obligations in fully registered form, in the denomination of $5,000 or any integral
multiple thereof. Thereafter, the principal components of the Financing Payments evidenced and represented by the
Obligations will be payable upon due presentment and surrender of such Obligations at the principal office of the Registrar.
The interest components of the Financing Payments evidenced and represented by the Obligations will be mailed or caused to
be delivered to the Owners, at the addresses appearing upon the registration books on the 15th day of the month preceding a
Payment Date. The Obligations will be transferable as provided in the Escrow Agreement.

PREPAYMENT PROVISIONS
Optional Prepayment.

The Obligations maturing on and after June 1, 2024 are subject to prepayment at the option of the City, in whole or in part on
any date on and after June 1, 2023 at a price of par, plus accrued interest, if any, to the date of prepayment.

Mandatory Prepayment.

The Obligations stated to mature on June 1, 20 through June 1, 20 are subject to mandatory sinking fund prepayment at
par in the principal component amounts and on the dates shown in the following schedule:
Year
(June 1) Amount
20
20
20 *

* Final maturity.

Notice of Prepayment (DTC). So long as the Obligations are in book-entry form, the Escrow Agent shall notify DTC of an
early prepayment not less than 20 days prior to the date fixed for prepayment, and shall provide such information as required
by a letter of representation submitted to DTC in connection with the issuance of the Obligations.

Notice of Prepayment (No DTC). During any period in which the Obligations are not in book-entry only form, unless waived
by any Owner of the 2013 Obligations to be redeemed, official notice of any prepayment of Obligations shall be given by the
Escrow Agent on behalf of the City by mailing a copy of an official prepayment notice by first class mail, postage prepaid, at
least 20 days and not more than 60 days prior to the date fixed for prepayment, to the Owners of the Obligations to be prepaid
at the address shown on the bond register or at such other address as is furnished in writing by such Owner to the Escrow
Agent.

Conditional Prepayment. Any notice of optional prepayment to the Registrar or to the Obligation owners may state that the
optional prepayment is conditional upon receipt by the Registrar of moneys sufficient to pay the prepayment price of such
Obligations or upon the satisfaction of any other condition, and/or that such notice may be rescinded upon the occurrence of any
other event, and any conditional notice so given may be rescinded at any time before payment of such prepayment price if any
such condition so specified is not satisfied or if any such other event occurs. Notice of such rescission or of the failure of any
such condition shall be given by the Registrar to affected Obligation owners as promptly as practicable upon the failure of such
condition or the occurrence of such other event.



USE OF OBLIGATION PROCEEDS

The proceeds from the Obligations are expected to pay costs of, or to reimburse the City for the payment of costs of, capital
improvements to City’s water system (the “Water System”) which includes the City’s Lake Oswego Tigard Water
Partnership Project (“LO-Tigard Project”) and to pay the cost of issuing the Obligations. See “Water System - Lake
Oswego Tigard Water Partnership Project” herein.

SOURCES AND USES OF FUNDS

The proceeds from the Obligations are estimated to be applied as shown in Table 1.

Table 1 — Sources and Uses of Funds

Sources of Funds:
Par Amount $75,870,000.00*

Net Original Issue Premium/(Discount)
Total Sources of Funds

Uses of Funds:
Pay-off Line of Credit
Project Fund
Underwriter's Discount
Cost of Issuance

Total Uses of Funds

* Preliminary; subject to change.

Source: City of Lake Oswego.

EXPECTED PLAN OF REPAYMENT

The City expects to repay the Obligations from the net revenues of the City’s Water System. The City has covenanted to set,
charge and collect rates, fees and other charges in connection with the operation of the Water System which, when combined
with other revenues, are adequate to meet debt service requirements of the Obligations and of outstanding water revenue
bonds. If planned rate increases are not implemented sufficient to pay Obligation debt service, the City would use other
legally available funds to pay the debt service of the Obligations. See “Security for the Obligations” herein.

The remainder of page intentionally left blank.



FULL FAITH AND CREDIT DEBT SERVICE REQUIREMENTS

The following table presents the debt service requirements of obligations with a claim on the general fund of the City, including
the Obligations. However it does not include debt service requirements of the City’s general obligation bonds which are payable
from ad valorem taxes, and does not include debt service requirements of the City’s short-term borrowings (see “CITY DEBT
INFORMATION - SHORT TERM BORROWING” herein).

The City expects to pay debt service on the Obligations from the City’s water system revenues.

Table 2 - Full Faith and Credit Obligations Debt Service Requirements”

FY Ending Outstanding The Obligations®*

June 30 Obligations* Principal* Interest* Total*
2014 $ 7,193,357 $ 2,303,379 $ 9,496,736
2015 7,193,432 3,239,126 10,432,558
2016 7,190,932 3,239,126 10,430,058
2017 7,181,157 $ 2,225,000 3,239,126 12,645,283
2018 7,184,307 2,270,000 3,194,626 12,648,933
2019 7,178,382 2,360,000 3,103,826 12,642,208
2020 7,178,532 2,455,000 3,009,426 12,642,958
2021 7,173,432 2,555,000 2,911,226 12,639,658
2022 7,170,994 2,655,000 2,809,026 12,635,020
2023 7,167,907 2,765,000 2,702,826 12,635,733
2024 7,158,332 2,875,000 2,592,226 12,625,558
2025 7,154,107 2,990,000 2,477,226 12,621,333
2026 7,151,482 3,110,000 2,357,626 12,619,108
2027 7,160,507 3,230,000 2,233,226 12,623,733
2028 7,157,907 3,365,000 2,099,989 12,622,896
2029 7,160,482 3,510,000 1,956,976 12,627,458
2030 7,148,272 3,660,000 1,807,801 12,616,073
2031 7,132,125 3,815,000 1,647,676 12,594,801
2032 6,307,100 3,990,000 1,476,001 11,773,101
2033 6,313,644 4,170,000 1,296,451 11,780,095
2034 6,305,781 4,355,000 1,108,301 11,769,582
2035 6,305,200 4,550,000 912,826 11,768,026
2036 - 4,765,000 702,389 5,467,389
2037 - 4,985,000 482,008 5,467,008
20338 - 5,215,000 247,713 5,462,713
Totals $154,267,371 $75,870,000 $53,150,651 $283,288,022

! Repayment sources for the outstanding obligations are sewer system revenue and tax increment revenue of the Lake Oswego Renewal
Agency.

? Repayment source for these Obligations is water system revenue.

* Preliminary; subject to change.
Columns may not foot due to rounding.

Source: City of Lake Oswego.

The remainder of page intentionally left blank.



SECURITY FOR THE OBLIGATIONS

The Obligations represent undivided ownership interests in the installment payments of principal and interest due from the
City under the Financing Agreement. Under the Financing Agreement, the Financing Payments are payable from the City’s
general non-restricted revenues and other funds which may be available for that purpose. The obligation to pay the Financing
Payments is a full faith and credit obligation of the City. The Obligations are not general obligations of the State or any other
political subdivision or municipal corporation of the State.

In the Financing Agreement, the City has covenanted to use all taxing power available to it under the law that is necessary to
generate funds sufficient to permit the City to make all Financing Payments, subject only to the limitations of Article XI,
Sections 11 and 11b of the Oregon Constitution, and any limitations that are imposed by law.

The payment obligations of the City under the Financing Agreement are additionally secured by a subordinate pledge of Net
Revenues of the Water System, as provided in Resolution No. 99-22 of the City (the “Master Water Resolution”). Such
pledge of Net Revenues is subordinate to the lien on, and pledge of, the Net Revenues for the senior bonds outstanding from
time to time under the Master Water Resolution (the “Senior Bonds™). The obligation of the City to pay Financing Payments
is a Subordinate Obligation of the City payable from amounts in the Subordinate Obligations Account (as such terms are
defined in the Master Water Resolution). See APPENDIX F - MASTER WATER RESOLUTION AND RECENT
AMENDMENTS.

Pursuant to the Master Water Resolution, the City has covenanted and agreed for the benefit of the owners of Senior Bonds
and the owners of all Subordinate Obligations that it will comply with all requirements of the Master Water Resolution.
Owners of Subordinate Obligations are not entitled to declare an Event of Default or exercise remedies under the Master
Water Resolution without the consent of one hundred percent (100%) of the owners of Senior Bonds. Currently, the only
Senior Bonds outstanding are the $7,265,000 outstanding principal amount of the City’s Water Revenue and Refunding
Bonds, Series 2007.

In addition, under the Master Water Resolution, the City covenanted and agreed for the benefit of owners of all Senior Bonds
and owners of all Subordinate Obligations that it will set, charge and collect rates, fees and other charges in connection with
the operation of the Water System which, when combined with other Gross Revenues, are adequate to generate Net Revenues
each Fiscal Year at least equal to one hundred percent (100%) of Annual Debt Service due with respect to Senior Bonds in
that Fiscal Year plus one hundred percent (100%) of annual debt service due with respect to Subordinate Obligations in that
Fiscal Year. Annual debt service with respect to Subordinate Obligations shall be calculated in the manner set forth in the
definition of “Annual Debt Service” as if such definition referred to “Subordinate Obligations” rather than “Bonds.”

The Master Water Resolution allows for the issuance by the City of additional Senior Bonds and Subordinate Obligations
upon satisfaction of certain conditions. See APPENDIX F - MASTER WATER RESOLUTION AND RECENT
AMENDMENTS.

THE OBLIGATION OF THE CITY TO MAKE THE FINANCING PAYMENTS IS ABSOLUTE AND UNCONDITIONAL AND IS NOT
SUBJECT TO ANNUAL APPROPRIATION. THE REGISTERED OWNERS OF THE OBLIGATIONS DO NOT HAVE A LIEN OR SECURITY
INTEREST IN THE PROJECT FINANCED WITH THE PROCEEDS OF THE OBLIGATIONS.

The City’s obligation to make Financing Payments is not subject to any of the following:

1. any setoff, counterclaim, recoupment, defense or other right which the City may have against the Escrow Agent, any
contractor or anyone else for any reason whatsoever;

2. any insolvency, bankruptcy, reorganization or similar proceedings by the City;

3. abatement through damage, destruction or non-availability of the Project, or

4. any other event or circumstance whatsoever, whether or not similar to any of the foregoing.

The City’s obligation to make Financing Payments is binding for the term of the Financing Agreement.

The remainder of page intentionally left blank.



THE CITY

GENERAL DESCRIPTION

The City of Lake Oswego, located eight miles southwest of Portland on the Willamette River, covers an area of
approximately ten square miles, including the 405-acre Oswego Lake. The City, with an estimated 2012 population of
36,770 is located in three counties, the largest portion in Clackamas County, with small areas in Multnomah and Washington
counties.

GOVERNMENT

The City of Lake Oswego was incorporated in 1910 and operates as a home rule city with a council-manager form of
government. The Mayor and six councilors are elected at large on a non-partisan basis for overlapping four-year terms. The
City provides a broad range of urban services to its residents, including police and fire, land use planning and zoning, streets,
water, wastewater and surface water collection and treatment, recreation and library services.

CITY COUNCIL

Current members of the Council are shown in the following table.

Table 3 - City Council

Board Member Occupation Term Expires
Kent Studebaker, Mayor Retired, Lawyer and manufacturer's representative 12/31/16
Karen Bowerman Business advisor and consultant 12/31/16
Jeff Gudman Businessman and investor 12/31/14
Jon Gustafson Remodeler and real estate broker 12/31/16
Donna Jordan Retired, Public relations and advertising management 12/31/14
Mike Kehoe Business owner 12/31/14
Skip O'Neill Business owner 12/31/16

Source: City of Lake Oswego.

KEY CITY ADMINISTRATION AND MANAGEMENT

Scott Lazenby City Manager, was appointed to the position on June 26, 2013. Mr. Lazenby is the former City Manager for
the City of Sandy, Oregon where he served in that capacity for 21 years. Before becoming city manager in Sandy, Oregon,
Mr. Lazenby worked as the management and budget director for Glendale, Arizona, and as assistant to the city manager in
Vancouver, Washington.

He has a bachelor's degree in physics from Reed College, a master's in public management and policy from Carnegie-Mellon
University and a doctorate in public administration and policy from Portland State University. Mr. Lazenby also serves as an
adjunct professor in the Mark O. Hatfield School of Government at Portland State University.

David Donaldson, Assistant City Manager, joined the City of Lake Oswego in December 2006 and serves as the Assistant
City Manager overseeing many of the City’s operating departments. Prior to that he served as the Deputy City Manager in
Wilsonville, OR for 8 years. Prior to that he worked in the private sector for 12 years including four years with Korn/Ferry
International in Los Angeles. He has a BS from Ohio University and an MS in Public Administration from the University of
Oregon.

Ursula Euler, Finance Director, joined the City in November 2009. Ms. Euler comes from an auditing and private
accounting background, and previously worked as Public Works financial manager for the City of Olympia, Washington.
She is a Certified Public Accountant and received her Bachelor of Science degree in Accounting from the University of
Nevada- Reno summa cum laude and a Masters in Business Administration with an emphasis in finance from the University
of Washington-Seattle, in 1999.

CITY STAFF AND BARGAINING UNITS

As of June 30, 2013, the City had 302 full-time employees, approximately 33 part-time employees (occupying the equivalent
of 22 full-time positions) and approximately 70 temporary/seasonal employees throughout the year. The majority of City
employees who are eligible under State law to be represented by a labor organization are employed under provisions of
negotiated contracts with the three labor organizations. The City enters into written bargaining agreements with each of the
bargaining organizations. The agreements contain provisions on such matters as salaries, vacation, sick leave, medical and
dental insurance, working conditions, and grievance procedures.


http://www.pdx.edu/cps/scott-lazenby-adjunct-faculty
http://www.pdx.edu/cps/scott-lazenby-adjunct-faculty

Table 4 — Bargaining Units

Number of Termination Date of
BARGAINING UNIT Employees Current Contract
Lake Oswego Police Officers Association 49 6/30/14
International Association of Firefighters 43 6/30/14
Lake Oswego Municipal Employees Association' 161 6/30/152

1. Affiliated with AFSME
2.  Contract negotiations included a salary reopener in 2014.

Source: City of Lake Oswego
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CITY FINANCIAL INFORMATION

FISCAL YEAR
The fiscal year for the City commences on July 1 and ends on June 30 of the following year.
SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City have been prepared in conformity with generally accepted accounting principles
(“GAAP”) as applied to government units. The Governmental Accounting Standards Board (“GASB”) is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles.

BASIS OF ACCOUNTING

The government-wide financial statements are presented on a full accrual basis of accounting with an economic resource
measurement focus, as are the proprietary funds financial statements. An economic resource focus concentrates on an entity
or fund’s net assets. All transactions and events that affect the total economic resources (net assets) during the period are
reported. An economic resources measurements focus is inextricably connected with full accrual accounting. Under the full
accrual basis of accounting, revenues are recorded when earned and expenses are recorded at the time liabilities are incurred,
regardless of the timing of related cash inflows and outflows. The City's accounting practices conform to GAAP.

The City has received the Certificate of Achievement for Excellence in Financial Reporting from the Government Finance
Officers Association of the United States and Canada (“GFOA”) for the Comprehensive Annual Financial Report every year
since its fiscal year ending 1992 audit report.

INDEPENDENT AUDIT REQUIREMENT

In accordance with the Oregon Municipal Audit Law (ORS 297.405 to 297.555) and ORS 297.990 an audit is conducted at
the end of each fiscal year by independent certified public accountants. This requirement has been complied with and the
financial statements have received an “unqualified opinion” from the auditors. Such an opinion indicates there was no
limitation on the scope of the auditor's examination and the financial statements were prepared in accordance with GAAP.

The City's audits for the Fiscal Years ended June 30, 2007 through 2012 were performed by Talbot, Korvola & Warwick
LLP, Portland, Oregon. The City's Comprehensive Annual Financial Report for the fiscal year ended June 30, 2012 is
included in APPENDIX B.

TALBOT, KORVOLA & WARWICK, LLP, THE CITY’S INDEPENDENT AUDITOR, HAS NOT BEEN ENGAGED TO
PERFORM, AND HAS NOT PERFORMED, SINCE THE DATE OF ITS REPORT INCLUDED HEREIN, ANY
PROCEDURES ON THE FINANCIAL STATEMENTS ADDRESSED IN THAT REPORT. TALBOT, KORVOLA &
WARWICK, LLP ALSO HAS NOT PERFORMED ANY PROCEDURES RELATING TO THIS OFFICIAL
STATEMENT.

BUDGETING PROCESS

The City prepares an annual budget in accordance with provisions of the Oregon Local Budget Law (ORS 294.305 to ORS
294.565, inclusive), which provides standard procedures for the preparation, presentation, administration and appraisal of
budgets. The law mandates public involvement in budget preparation and public exposure of its proposed programs. The
law also requires that the budget be balanced.

Prior to adoption, the proposed budget must be approved by a budget committee consisting of the Mayor and six City
Councilors and an equal number of laypersons. In one or more advertised public meetings, the budget committee reviews the
budget and the “budget message,” which explains the budget and significant changes in the local government's financial
position. All budget committee meetings are open to the public.

Following budget approval by the budget committee, another public hearing is held by the City Council. A budget summary
and notice of hearing are published prior to the hearing. Publication is governed by strict requirements as to time and mode.

The City Council has adopted an ending fund balance and contingency policy for all major funds. In accordance with the
policy for the General Fund contingency, the General Fund contingency and required ending fund balance is 14% and 16%,
respectively, of General Fund’s operating budget. The City has received the GFOA Distinguished Budget Presentation
Award every year from the fiscal years ended June 30, 1999-00 through 2012-13, except for the fiscal year ended June 30,
2009-10, when the City did not apply for or receive the award.
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GENERAL FUND BUDGETS

Table 5 shows the adopted General Fund Budgets for the two most recent and current fiscal years, and estimated Resources
and Requirements for FY 2012-2013. The FY 2012-13 Estimated amounts shown were developed in January 2013 and are
stated as disclosed in the City’s FY 2012-13 Adopted Budget. A recent estimate places the ending fund balance (including
contingency) as of June 30, 2014 at $24.5 million, including $9.3 million reserved in separate funds for the Building Fund,
two Endowment funds, and a capital reserve.

Table 5 —-General Fund Budgets

2012-13 2012-13 2013-14
Adopted Budget 2 Estimated Adopted Budget
Resources
Beginning Fund Balances $23,628,739 $24,681,968 $25,066,968
Property Taxes 27,712,000 27,838,000 28,502,000
Franchise Fees 2,125,000 2,158,000 2,003,000
Intergovernmental 4,307,000 4,364,000 4,234,000
Fines & Forfeitures 1,053,000 1,042,000 1,052,000
Licenses 214,000 205,000 215,000
Fees 2,491,000 2,620,000 1,113,000
Sales & Services 3,739,000 3,908,000 3,767,000
Investment Income 466,000 466,000 55,000
Reimbursements 49,000 147,000 35,000
Gifts & Donations 285,000 214,000 207,000
-Charges for Services' - - 2,777,000
Other Revenues 61,000 91,000 61,000
Transfers' 2,993,000 2,993,000 131,000
Other Financing Sources - 3.000 -
TOTAL RESOURCES $69,123,739 $70,730,968 $69,218,968
Requirements
Personal Services $32,505,000 $31,956,000 $33,028,000
Materials & Services 9,458,000 9,263,000 9,039,000
Debt Service 1,236,000 1,030,000 1,050,000
Transfers to Other Funds 1,789,000 1,757,000 966,000
Capital Outlay 1,768,000 1,658,000 631,000
-Transfers to Establish New Funds - - 9,315,000
Contingency 5,912,000 - 6,720,000
Unappropriated Ending Fund Balance 16.455.739 25,066,968 8,469,968
TOTAL REQUIREMENTS $69,123,739 $70,730,968 $69,218,968

Source: City of Lake Oswego.

1. Beginning 2013-14, internal transfers are budgeted as charges for services. .
2. Adopted Budget includes budget adjustments




Table 6 — General Fund Balance Sheets

As of June 30 2008 2009' 2010 2011 2012
Assets and other debits
Cash & investments ! $3,568,655 $14,177,790 $9,074,051 $13,552,607 $17,279,502
Receivables
Property taxes 206,678 1,785,581 1,714,415 1,670,484 1,957,473
Accounts 337,676 725,427 552,849 894,306 744,431
Notes - - 1,576,267 1,659,871 1,771,974
Due from other funds - 226,023 5,798,511 3,663,478 -
Restricted cash and investments - 2,666,967 2,455,684 2,436,870 2,351,593
Restricted beneficial interest in trust - 3,295,233 3,622,106 4,347 332 4,129,883
Total assets & other debits $4,113,009 $22,877,021 $24,793,883 $28,224,948 $28,234,856
Liabilities & Fund Balances
Liabilities
Accounts payable $ 132,954 $ 756,321 $ 632,879 $ 825,558 $ 1,220,726
Salaries and benefits payable 190,587 260,043 238,330 218,594 279,887
Refundable deposits - 204,083 112,208 81,872 87,900
Deferred revenue 185,522 1,653,596 1,373,953 1,524,186 1,964,375
Total liabilities 509,063 2,874,043 2,357,370 2,650,210 3,552,888
Fund balances >
Non-spendable in form - - - 1,500,000 1,500,000
Restricted for:
Senior center programs and capital - - - 1,788,368 1,661,251
Reserved for library & community center - 3,295,233 3,622,106 2,558,964 1,925,798
Energy conservation - - - 118,926 15,151
Building fees and permits - 2,653,658 2,455,684 2,436,870 2,351,593
Comprehensive plan review - - 17,402 -
Public safety programs - - 541
Tourism - - 5,000 -
Capital projects - - 29,475 -
Assigned to:
Library improvements - - - 514,000 914,000
Fire truck purchase - - - 500,000 600,000
Equipment replacement - 144,000
Unreserved — undesignatedl/ Unassigned 3,603,946 14,054,087 16,358,723 16,105,192 15,570,175
Total fund balances 3,603,946 20,002,978 22,436,513 25,574,738 24,681,968
Total liabilities & fund balances’ $4,113,009 $22,877,021 $24,793,883 $28,224,948 $28,234,856

1. Beginning with FY 2008-09, Parks and Recreation, Community Development, Public Safety, Community Services (including Library

Services) were combined into one General Fund consolidating all assets, liabilities and fund balances.

2. With the implementation of GASB 54 in 2011, the City has reclassified fund balances as Non-Spendable, Restricted, Assigned and
Unassigned. These designations better reflect the availability of these funds for specific versus general purposes.

3. One of the Library endowments in the amount of $542,834 will be combined with the funds Reserved for library & community center

going forward, as it had been in the past. In 2012-13 it was included with Unassigend fund balance.

Source: Derived from annual audited financial statements of the City.
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The following table reflects the General Fund Statement of Revenues, Expenditures and Changes in Fund Balance for the last
five years.

Table 7 — General Fund Statement of Revenues, Expenditures and Changes in Fund Balance

As of June 30 2008 2009 2010 2011 2012
Property taxes $ 2,152,467 $1,951,218 $25,484,337 $26,391,091 $27,112,807
Franchise fees 243,053 171,146 2,126,633 2,273,246 2,835,014
Intergovernmental 1,213,379 1,202,299 4,087,668 4,265,926 4,269,557
Licenses & fees 1,207,169 1,134,382 2,042,439 2,562,721 2,761,563
Fines and forfeitures - - 1,129,228 1,113,043 981,500
Sales and services 977 736 3,280,961 3,341,373 3,356,966
Charges for service 2,985,230 3,009,855 4,014,897 2,560,131 2,550,453
Miscellaneous 242,379 138,288 1,228,561 1,043,510 256,400
Total revenues 8,044,654 7,607,924 43,394,724 43,551,041 44,124,260
Expenditures
General government 6,355,214 6,614,380 12,532,848 13,142,348 13,669,034
Public safety - - 17,782,141 16,702,302 17,996,794
Culture and recreation - - 9,018,294 9,144,087 9,654,943
Debt service 2
Principal - - - - 21,006,913
Interest - - - 353,283 155,758
Intergovernmental expenditures - - 38,499 150,000 2,000,000
Capital outlay * 166,256 614,645 1,194,907 479,436 1,003,416
Total expenditures 6,521,470 7,229,025 40,566,689 39,971,456 65,486,858
Revenues over (under) expenditures 1,523,184 378,899 2,828,035 3,579,585 (21,362,598)
Other financing sources (uses)
Proceeds from bonds issued - - - - 41,531
Operating transfers in 4 318,504 17,052,724 35,000 300,000 517,178
Transfers out > (1,494,500) (1,032,591) (432,000) (744,000) (249,000)
Proceeds from sale of capital assets - - 2,500 2,640 3,206
Proceeds from Line of Credit * - - - - 20,156,913
Total other financing sources (uses) (1,175,996) 16,020,133 (394,500) (441,360) 20,469,828
Net change in fund balances 347,188 16,399,032 2,433,535 3,138,225 (892,770)
Fund balance -- beginning of year 3,256,758 3,603,946 20,002,978 22,436,513 25,574,738
Fund balance -- end of year $3,603,946 $20,002,978 $22,436,513 $25,574,738 $24,681,968

1. Priorto FY 2010, the City allocated property taxes to five separate funds. Beginning with FY 2010, they were combined into the
General Fund.

2. Debt service on an interim financing, pending future conversion to long-term debt.

Capital outlay and Line of Credit proceeds used to acquire 14-acre Safeco property, the “West End” property.

4. Until FY 2009 the General Fund represented exclusively the indirect cost of managing and administering general government
services, such as Parks and Recreation, Community Development, Public Safety, Community Services (including Library
Services) while the latter were presented in separate funds. As of FY2009 these services were combined into the General Fund
via a year-end transfer of ending fund balances.

5. Transfers out in the amounts of $1,494,500 and $732,591 were made in FY 2007-08 and FY 2008-09 respectively, to the
Community Center Development Fund. The purpose of the Fund was fulfilled by the end of FY 2008-09 and it was closed.
Another $300,000 was transferred in FY 2008-09 for Street Infrastructure improvements.

w

Source: Derived from annual audited financial statements of the City.
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INVESTMENT POLICY

Oregon Revised Statues and the City’s investment policy authorize the City to invest primarily in general obligations of the
U.S. Government and its agencies, certain bonded obligations of Oregon municipalities, bank repurchase agreements,
bankers’ acceptances, high-grade corporate indebtedness, and the State of Oregon Local Government Investment Pool. As of
June 30, 2013, the City had approximately $44 million in the State of Oregon Local Government Investment Pool.

PENSION PLAN

General. The City participates in a retirement pension benefit program under the State of Oregon Public Employees
Retirement System ("PERS" or the "System"). Substantially all full time employees are participants in PERS. At June 30,
2013, the City had 390 employees in PERS.

T1/T2 Pension Programs. Employees hired before August 29, 2003 participate in the "Tier 1" and "Tier 2" pension programs
(the "T1/T2 Pension Programs"). The benefits provided through the T1/T2 Pension Programs are based primarily on a
defined benefit pension model and provide retirement and disability benefits, annual cost-of-living adjustments, and death
benefits to members and their beneficiaries. Different benefit structures apply to participants depending on their date of hire.
Effective January 1, 2004, T1/T2 Pension Program employee contributions fund individual retirement accounts under the
separate defined contribution program known as the Individual Account Program (the “TAP”).

OPSRP. Employees hired on or after August 29, 2003 participate in the Oregon Public Service Retirement Plan (“OPSRP”)
unless membership was previously established in the T1/T2 Pension Programs. OPSRP is a hybrid defined contribution
defined benefit pension plan with two components. Employer contributions fund the defined benefit program and employee
contributions fund individual retirement accounts under the separate defined contribution program. Effective January 1,
2004, T1/T2 Pension Program participant contributions also fund individual retirement accounts under the IAP.

Actuarial Valuation. Oregon statutes require an actuarial valuation of the System at least once every two years. Based on the
biennial actuarial valuations as of December 31 of odd-numbered years, such as 2009 and 2011, the Public Employees
Retirement Board (“PERB”) establishes the contribution rates that employers will pay to fund the T1/T2 Pension Programs,
OPSRP and the PERS-sponsored Retirement Health Insurance Account program (“RHIA”) described herein. Actuarial
valuations are performed annually as of December 31 of each year, with the valuations as of December 31 of even-numbered
years (such as 2010) used for advisory purposes only. Actuarial valuations are performed for the entire System (the “System
Valuation”), and for each participating employer, including the City (the “City Valuation”). Valuations are released
approximately one year after the valuation date. PER’S' current actuary is Milliman (“Milliman”).

Valuation Date Release Date Rates Effective
December 31, 2009 September 2010 July 1, 2011-June 30, 2013
December 31, 2010 November 2011 Advisory Only

December 31, 2011 October 2012 July 1, 2013-June 30, 2015

The most recent System Valuation as of December 31, 2011 (the “2011 System Valuation”) was released by Milliman in
November 2012. The 2011 System Valuation reports that as of December 31, 2011 the System-wide unfunded actuarial
valuation was approximately $11,030.2 million with a funded ratio of approximately 82.0%

Employer Assets, Liabilities, and Unfunded Actuarial Liabilities. An employer's unfunded actuarial liability (“UAL”) is the
excess of the actuarially determined present value of the employer's benefit obligations to employees over the existing
actuarially determined assets available to pay those benefits. For the T1/T2 Pension Programs, the City is pooled with the
State of Oregon and other local government and community college district public employers (the “State and Local
Government Rate Pool” or “SLGRP”). The City’s allocated share of the SLGRP’s assets and liabilities is based on the City’s
proportionate share of the SLGRP’s pooled payroll (“City Allocated T1/T2 UAL”).

OPSRP's assets and liabilities are pooled on a program-wide basis. These assets and liabilities are not tracked or calculated on
an employer basis. The City's allocated share of OPSRP's assets and liabilities is based on the City's proportionate share of
OPSRP's pooled payroll (the “City Allocated OPSRP UAL”).

Changes in the City’s relative growth in payroll will cause and other pool participants’ failure to pay their full employer
contributions may cause City Allocated T1/T2 UAL and City Allocated OPSRP UAL to shift.

The City’s net unfunded pension UAL is the total of City’s Allocated T1/T2 UAL, the Allocated OPSRP UAL and other
allocated liabilities and assets from previous rate pools. The City’s net unfunded pension UAL as of the valuation as of
December 31, 2009 (the “2009 City Valuation”) and the valuation as of December 31, 2011 (the “2011 City Valuation”) is
shown in the following table:
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Actuarial Valuation as of
December 31, 2011 December 31, 2009
Allocated pooled SLGRP T1/T2 UAL $38,981,575 $29,852,953
Transition liability/(surplus) " (2,812,540) (2,873,878)
Allocated pooled OPSRP UAL 417,224 233,862
Net unfunded pension actuarial accrued
liability/(surplus) 36,586,259 27,212,826

(1) The transition surplus represents the surplus that was created when the City joined the Local Government Rate Pool (the predecessor
to the SLGRP).

Source: 2011 City Valuation and 2009 City Valuation

The funded status of the PERS and of the City's net unfunded pension UAL will change over time depending on the market
performance of the securities that the Oregon Public Employees’ Retirement Fund is invested, future changes in
compensation and benefits of covered employees, demographic characteristics of members and methodologies and
assumptions used by the actuary in estimating the assets and liabilities of PERS.

Significant actuarial assumptions and methods used in the 2009 and 2011 valuations included: (a) Projected Unit Credit
actuarial cost method, (b) asset valuation method based on market value, (c) rate of return on the investment of present and
future assets of 8% (the “Assumed Earnings Rate”), (d) payroll growth rate of 3.75%, (e) consumer price inflation of 2.75%
per year, and (f) UAL amortization method of a level percentage of payroll over 20 years (fixed) from the date of the first
rate-setting valuation at which the UAL is recognized for the T1/T2 Pension Programs and 16 years (fixed) from the date of
the first rate-setting valuation at which the UAL is recognized for OPSRP. The PERB recently announced that it expects to
change from the Projected Unit Credit actuarial cost method to the Entry Age Normal Method and lower the Assumed
Earnings Rate on the investment of present and future assets to 7.75%. These changes are expected to delay the full
repayment of the UAL for six years beyond current policies. These changes are also projected to increase the UAL; however,
at this time, the amount of this increase is unknown. These changes are expected to be adopted at the September 27, 2013
PERB meeting.

Employer Contribution Rates. Employer contribution rates are calculated as a percent of covered payroll. The rates are
based on the current and projected cost of benefits and the anticipated level of funding available from the Oregon Public
Employees Retirement Fund ( the “OPERF”) , including anticipated investment performance of the fund. Contribution rates
are subject to future adjustment based on factors such as the result of subsequent actuarial valuations and changes in benefits
resulting from legislative modifications. Employees are required to contribute 6 percent of their annual salary to the
respective programs. Employers are allowed to pay the employees' contribution in addition to the required employers'
contribution. The City has elected to make the employee contribution. Employer contribution rate changes from one period
to the next are limited by a contribution rate collar.

Contribution Rate Collar. In January 2010 the PERS Board adopted a revised implementation of the rate collar limiting
increases in employer contribution rates from biennium to biennium (the “Rate Collar”). Under normal conditions, the Rate
Collar is the greater of three percent of payroll or 20 percent of the current base rate. If the funded status of the SLGRP is
below 80 percent, the Rate Collar increases by an additional 0.3 percent for every percentage point under the 80 percent
funded level until the aggregate Rate Collar reaches six percent at the 70 percent funded level. The Rate Collar limits
increases in employer contribution rates before rate reductions from side accounts are deducted, and does not cover charges
associated with RHIA. The effects of the Rate Collar were first implemented in connection with employer contribution rate
increases associated with 2008 investment losses by limiting the average System-wide employer contribution rate increases
for the 2011-2013 biennium to approximately 3.9% of covered payroll. Under the Rate Collar, a second increase averaging
5.1% of covered payroll was scheduled to go into effect in July 2013 for the employer contribution rates effective for the
2013-15 biennium, and the third increase of approximately 2.2% of covered payroll was projected to go into effect in July
2015 for employer contribution rates for the 2015-17 biennium.

City Contribution Rates. The City's current contribution rates are based on the 2011 City Valuation and are effective July 1,
2013 to June 30, 2015. The 2011 City Valuation was released in September 2012 and contained the City’s previously adopted
employer contribution rates for the 2013-2015 biennium and such rates are: 20.96% for T1/T2 payroll, 16.28% for OPSRP
General Service payroll and 19.01% for OPSRP Police and Fire payroll. Included in these rates are contribution rates for the
PERS Retirement Health Insurance Account program for T1/T2 participants described below.
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However, Oregon Senate Bill 822 (2013)legislation has been signed by the Governor which is estimated to reduce 2013-15
biennium employer contribution rates by an average of 4.4% of payroll; such legislation includes changes in compensation and
benefits of PERS covered employees and a direction to the PERS Board to defer 1.9% of payroll into future biennia. The
anticipated cost to the System of the 1.9% contribution rate deferral is approximately $350 million, which will result in an
increase in payroll rates of 0.3% of payroll over a 20 year amortization period beginning in 2015-17. Based on this legislation,
at its May 31, 2013 meeting, the PERB adopted a methodology by which all jurisdictions will receive the reduction of 4.4% of
payroll in their employer contribution rates; however, no jurisdiction may pay less than the rate at which it paid in 2011-2013.
The PERB notified the City in late June 2013 that the City’s revised employer contribution rates for the 2013-15 biennium are:
16.56% for T1/T2 payroll, 11.88% for OPSRP general service employees, and 14.61% for OPSRP police and fire employees.

Changes to PERS, and related PERB actions, may be subject to legal challenge.

Currently, the City’s payroll for the three pension benefit programs is approximately $18.4 million for T1/T2 Pension Programs,
$6.0 million for OPSRP general services and $1.6 million for OPSRP police and fire.

OTHER POST-EMPLOYMENT BENEFIT PROGRAMS

GASB 45 requires the City to determine the extent of its liability for other post-employment benefits (“OPEB”) and record
the liability in its financial statements on an actuarial basis. This includes the requirement under ORS 243.303 of offering the
same healthcare benefits for current City employees to all retirees and their dependents until such time as the retirees are
eligible for Medicare. GASB 45 refers to this as an “implicit subsidy” and requires that the corresponding liability be
determined and reported.

According to an actuarial report prepared by Milliman, Inc. (the “2013 Non-PERS OPEB Valuation”), as of August 1, 2012,
the most recent actuarial valuation date, based on the implicit subsidy, the City’s UAL for its non-PERS OPEB is
approximately $3.8 million. The City currently pays on a “pay-as-you-go” basis and currently plans to continue to pay its
non-PERS OPEB on a “pay-as-you-go” basis. In the fiscal year ending 2013, the City contributed $271,435, which is 47% of
the assumed $579,216 annual OPEB cost.

Retirement Health Insurance Account. PERS retirees who receive benefits through the T1/T2 Pension Programs and are
enrolled in certain PERS administered health insurance programs, may receive a subsidy towards the payment of health
insurance premiums. Under ORS 238.420, retirees may receive a subsidy for Medicare supplemental health insurance of up
to $60 per month towards the cost of their health insurance premium under the RHIA plan. According to the 2011 System
Valuation, this program had a UAL of approximately $221.5 million with a funded ratio of approximately 52%. The RHIA
program’s assets and liabilities are pooled on a system-wide basis and are not tracked or calculated on an employer basis.
The City’s allocated share of the RHIA program’s assets and liabilities is based on the City’s proportionate share of the
program’s pooled payroll. According to the 2009 City Valuation, the City's allocated share of the RHIA program's UAL is
$771,053. According to the 2011 City Valuation, the City's allocated share of the RHIA program's UAL is $633,464.

Based on the 2011 City Valuation, the City’s current employer contribution rates to fund RHIA benefits for the 2013-2015
biennium are 0.59% for the T1/T2 Pension Programs and 0.49% for the OPSRP Program. These rates are included in the
employer contribution rates described above under “City Contribution Rates”.

RISK MANAGEMENT

The City is exposed to various risks of loss related to theft of, damage to and destruction of assets, as a consequence of
certain perils and natural disasters. The City's real and personal properties are protected against loss by Industry-standard
“all-risks” perils, including Earthquake and Flood. This protection is through the City County Insurance Services Trust
(“CIS), a municipal insurance pool. The CIS property insurance carries a $10,000 deductible each loss, except $5,000
deductible on mobile equipment.

The City is also exposed to general liability including risks related to torts and errors & omissions. The City is insured for
occurrences of up t0$10,000,000 / $30,000,000 annually in the aggregate through the CIS Trust. A $75,000 annual aggregate
deductible applies.

The City has purchased Worker Compensation and Employers Liability insurance to protect against the exposures of job-
related injuries to employees, through the CIS Trust, on a guaranteed-cost basis.

The City pays an annual premium to CIS. Liabilities of CIS are reported when it is probable that a loss has occurred, and the
amount of the loss can be reasonably estimated. CIS is to be self-sustaining through member premium contributions. CIS
reinsures through commercial companies for claims in excess of $500,000 each claim and $5,000,000 aggregate. Settled
claims have not exceeded limits in any of the last three fiscal years.
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Tort Claims Against Oregon Governments

In response to a decision by the Oregon Supreme Court in Clarke v. Oregon Health Sciences University (“OHSU”), related to
the constitutionality of portions of the Oregon Tort Claims Act (“OTCA”), the 2009 Legislative Assembly enacted Oregon
Laws 2009, chapter 67 (“OR Laws 2009, Ch 67”). This law increased the liability limits for Oregon public bodies under the
OTCA, as described below. The State is subject to different limits.

Personal Injury and Death Claim. Under Oregon law, the liability of a local public body and its officers, employees and
agents acting within the scope of their employment or duties, to any single claimant for covered personal injury or death
claims (and not property claims) arising out of a single accident or occurrence may not exceed $500,000, for causes of action
arising on or after July 1, 2009, and before July 1, 2010. From July 1, 2010, through June 30, 2015, this cap increases
incrementally to $666,700. The liability limits to all claimants for covered personal injury or death claims (and not property
claims) arising from a single accident or occurrence increase from $1 million, for causes of action arising on or after July 1,
2009, and before July 1, 2010, incrementally to $1,333,300, for causes of action arising on or after July 1, 2014, and before
July 1, 2015.

For causes of action arising on or after July 1, 2015, the liability limits for both a single claimant and all claimants will be
adjusted based on a determination by a State Court Administrator of the percentage increase or decrease in the cost of living
for the previous calendar year as provided in the formula in Oregon law. The adjustment may not exceed 3 percent for any
year.

Property Damage or Destruction Claim. Under Oregon law, the liability of a public body and its officers, employees and
agents acting within the scope of their employment or duties, for covered claims for damage and destruction of property that
arise from causes of action arising on or after July 1, 2009, are as follows: (a) $100,000, adjusted as described below, to any
single claimant, and (b) $500,000, adjusted as described below, to all claimants.

Beginning in 2010, these liability limits shall be adjusted based on a determination by a State Court Administrator of the
percentage increase or decrease in the cost of living for the previous calendar year as provided in the formula in Oregon law.
The adjustment may not exceed 3 percent for any year.

The remainder of page intentionally left blank.
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THE WATER SYSTEM

GENERAL

The City currently owns, operates and maintains a municipal water system which provides potable public water supply to a
majority of residents and commercial and non-commercial enterprises within the City’s territorial boundaries. The water
system encompasses approximately 10 square miles within its urban growth boundary.

ADMINISTRATION

The City's Engineering Division of the Public Works Department is responsible for the design, construction, operation and
maintenance of the City's Transportation and Utility Systems. The Public Works Director/City Engineer supervises the
Assistant City Engineer and four managers within the Engineering, Operations Services and Motor Pool, Facilities
Management Divisions, and the Water Treatment Plant. The Engineering Planning & Information services and Construction
Services Sections are responsible for the planning, design and construction administration of the City's water, wastewater,
surface water and transportation infrastructure. The Division also provides engineering support to the City's Water Treatment
Plant and Operations. The large multi-million and multi-year Lake Oswego Tigard Water Partnership project (see below), is
managed by an Engineering and Public Affairs team solely dedicated to that project. The dedicated management team
includes three professional engineers, a communications director, two administrative assistants and a consulting planner.
This team is aided by an engineering consulting firm providing program management and construction management services.
This program manager is directed by and acts as an extension of City staff. Total program staff size varies depending upon
program implementation activities from fifteen to twenty-five professional engineers, scientists, technicians and
administrative support staff.

FINANCIAL OPERATIONS

The City operates the Water Fund as an enterprise fund. The primary sources of revenue for the Water Fund are from fees
for services to residential and non-residential customers and other charges including bulk water sales, connection fees,
investment income and other miscellaneous revenues.

FACILITIES

The City's system currently treats and distributes water to retail customers and sells water wholesale to Lake Grove Water
District, Skylands Water Company, Glenmorrie Water Cooperative, and Alto Park Water District. The City also has two
emergency water supply connections to River Grove Water District’s system but has not sold any surplus wholesale water to
this district for at least the last 20 years.

The City's water supply system consists of a river intake pump station (“RIPS”), water treatment plant (“WTP”), raw
(untreated) and finished (treated) water transmission pipes (“RWP” and “FWP”) respectively, water storage facilities
("Supply Facilities") and distribution facilities and water rights. The City currently withdraws water from the Clackamas
River in Gladstone as it has since 1968. This water travels through a 27-inch diameter RWP under the Willamette River to
the WTP in West Linn where the untreated water is treated to safe drinking water standards. The treatment plant currently
has the ability to deliver 16.1 million gallons per day (“mgd”) of finished water to the City’s distribution system. The treated
water is then pumped through a 24-inch diameter FWP to terminal reservoirs — one each located on the south and north sides
of Oswego Lake. From these two reservoirs, water is pumped into the distribution system.

The water distribution network consists of approximately 210 miles of transmission and distribution mains. Changes in
topography and Oswego Lake, which divides the City into two parts, require ten distinct pressure zones (water service
zones). Within these zones, there are sixteen storage reservoirs with a total storage capacity of 27 million gallons (“MG”).
The water distribution system also includes eleven pump stations. The terminal reservoir north of Oswego Lake — the 4 MG
Waluga Reservoir, is located adjacent to Tigard's eastern boundary. Pipelines connecting the Waluga Reservoir to Tigard's
Bonita Road pump station allow water from Lake Oswego’s system to be supplied to Tigard customers. Lake Oswego has
been supplying Tigard with surplus water through this infrastructure since 1973.

Water Sources of Supply - The City has two water right permits for Clackamas River water with priority dates of March 14,
1967 and July 5, 1973. The earlier, more senior permit, is for 50 cubic feet per second (“cfs”) or 32 mgd. The 1973 permit is
for nine cfs or 5.8 mgd. The maximum rate of diversion from the Clackamas as authorized by the City’s permits is 38.1 mgd.
A third permit exists for 6 cfs (3.9 mgd) from the Willamette River with a priority date of March 24, 1977. Ultilization of the
Willamette River source would require construction of a new water intake facility.

Water Treatment Plant - The City of Lake Oswego’s existing WTP treats water to safe drinking water standards using a
direct filtration process. Raw (untreated) water enters the plant where chemicals are added to aid in removing undesirable
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contaminants and odor producing compounds from the water before reaching each of the six, dual-media filters. The
filtration process removes all remaining organic and inorganic compounds and then a final dose of chemicals is added to the
water prior to being distributed for consumption. This final dose of chemicals retards bacteriological growth within the
distribution system, corrosion of pipe materials, and homeowner plumbing systems..

Water Quality Testing and Regulation - The United States Environmental Protection Agency (EPA) and the State of Oregon
have set more than 120 water quality standards for drinking water. Compliance with these regulations requires drinking
water test results to be at or below the specified standards. Water quality testing for 2012 shows that for every regulated
substance, levels were either not detectable or were detected at levels well below standards set by the EPA and State of
Oregon for safe drinking water.

LAKE OSWEGO TIGARD WATER PARTNERSHIP PROJECT

In August 2008, the City and the City of Tigard (“Tigard”) entered into an Intergovernmental Agreement (the "IGA") to
expand and renew the City water supply system and to allow Tigard to gain an ownership share in a local, high quality
drinking water source. The relationship of the City and Tigard, as the rights and obligations are addressed in the IGA, is
commonly referred to as the “Partnership.” The IGA, and its amendments, is a contractual arrangement that addresses
management, system ownership, property (including creation of tenancy in common ownership), design and construction of
expanded water supply facilities to supply up to 38 mgd, operation and management of the facilities, leasing, sales to others,
preparation of an operations manual, and withdrawal, termination of membership, sale of assets and dissolution.

When completed, the expanded and modernized water supply system will have a reliable treatment and delivery capacity of
38 mgd. Of this amount, the IGA allocates up to 14 mgd to Tigard and 24 mgd to Lake Oswego. The IGA establishes the
City as the Managing Agency for the project and as such, the City is responsible to secure all necessary permits, land use
approvals and property, retain professional engineering services for design of all the facilities, manage construction of the
facilities, and commission the facilities no later than June 30, 2016. The City and Tigard have set a goal to complete the
project and begin delivering water from the new system to the City and Tigard by December 2015.

Through the Partnership, the City will replace, upsize, and modernize six existing facilities:
1. RIPS — Replace and upsize capacity from 16 mgd to 38 mgd;
2. RWP — Replace and upsize from 27-inch diameter to 42-inch diameter;
3. WTP — Replace and upsize from 16 mgd to 38 mgd;
4. FWP — Replace and upsize from 24-inch diameter to 48-inch diameter down to 24-inch diameter;
5

Waluga Reservoir No 2 (WR2) — Construct a new 3.5 MG concrete water storage reservoir to complement the
existing 4 MG WRI1; and

6. Bonita Pump Station (BPS) in Tigard - Replace and upsize to 20 mgd with dual pressure pumping capability.

Engineering design of WR2 and BPS facilities are nearing completion and all other engineering design is complete.
Construction of the RIPS and WTP is underway. Bidding for construction contracts on the remaining facilities will be
complete within the next six months. All federal, state, and local land use approvals and permits necessary for construction
to proceed, have been secured.

Total cost of the projects for the Partnership is estimated at $252 million; under the terms of the IGA, $119 million of which
is allocable to Lake Oswego, and $133 million is allocable to Tigard. Tigard is funding its share of costs from revenue
bonds. Its first issue of $101 million was sold in April 2013.

WATER TREATMENT UNDER PARTNERSHIP

The expansion and modernization of Lake Oswego’s water treatment plant will improve reliability and resiliency to
catastrophic events and enhance the treatment processes for improved ability to treat variable incoming water quality
conditions and proactively treat for taste and odor causing compounds and potential new contaminants of concern (e.g.,
pharmaceuticals, and personal care products that are now being detected in rivers and streams across the country). High rate
clarification (ballasted flocculation), followed by intermediate ozonation and biological filtration using granular activated
carbon media provides multiple barriers to organic, inorganic and pathogenic contaminants typically found in surface water
sources throughout the western United States.

RESILIENT DESIGN OF FACILITIES

Seismic experts predict that within the next 50-years there is a 37 percent chance the Pacific Northwest could experience a
large subduction zone earthquake event off the coast of Oregon. The Partnership has established a goal of designing these
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critical water supply facilities to remain operable when subjected to such an event. Modern building codes combined with
site specific geotechnical investigations and analysis, use of increased safety factors in structural design, and a robust and
rigorous construction quality assurance program are expected to facilitate the achievement of this performance standard.

WATER RIGHTS UNDER PARTNERSHIP

The Partnership will provide municipal drinking water from the lower portion of the Clackamas River in the northern
Willamette Valley pursuant to permits granting the use issued by the Oregon Water Resources Department (“WRD”).

In 2007, Oregon laws relating to municipal use of “waters of the state” were amended. These amendments required the City
to seek approval from WRD for an extension of time to fully develop all the water authorized for development under its two
Clackamas River permits. The applications requesting these extensions were filed in 2003. In 2009, the WRD issued a
Proposed Final Order ("PFO") granting the City's requested extensions. As required by statute, the PFO includes specific
conditions to protect threatened and endangered fish species that inhabit the lower Clackamas River.

The PFO was challenged by WaterWatch, a water conservation group, on the assertion that the City’s development and use
of the remaining undeveloped portion of the City’s water rights would be inconsistent with the State's obligations under the
fish persistence law and on various other grounds. A full administrative trial was held before a State Administrative Law
Judge in March 2010. Both the State Attorney General and legal counsel for the City defended WRD’s approval of the
extension request. Evidence was taken and extensive briefing was supplied to the Administrative Law Judge who
subsequently issued a decision upholding WRD’s decision to extend the City's water right permits.

After the decision from the Administrative Law Judge, WRD issued a Final Order (“FO”) consistent with the Administrative
Judge's written opinion extending the permits and that Final Order was appealed by WaterWatch to the Oregon Court of
Appeals. The State and the City will defend the decision. The briefing was completed in late October 2012 and the parties
are awaiting the Court’s scheduling of oral argument. It is anticipated oral argument will occur in late 2013 or early 2014.
Both the State and the City expect to prevail in the appeal which will be based on the record developed in the administrative
trial.

If WaterWatch does not prevail at the Court of Appeals, it could appeal further to the Oregon Supreme Court. The Oregon
Supreme Court is not obligated to take the appeal. Further, the appellate courts generally must defer to findings of the
Administrative Law Judge so long as there is substantial evidence to support the findings of the Administrative Law Judge.
The City and the State of Oregon believe that there is substantial evidence to support the Administrative Law Judge's
findings.

The City's water rights as used under the terms of the IGA, will remain with the City during the term of the IGA and if the
IGA is dissolved. Under the IGA, the City pledges to using those rights for the benefit of the City and Tigard under the
Partnership.

REGULATORY ISSUES UNDER PARTNERSHIP
The Water System is currently in compliance with all applicable regulatory requirements.

The Partnership has secured all required federal, state, and local permits and land use approvals necessary to implement the
expansion and upgrade to the City’s water supply facilities.

The Partnership is currently working with the cities of West Linn, Gladstone, Lake Oswego, and Tigard to ensure that
requirements of land use approvals are met. In addition, most easements from public and private landowners will be sought
and the City has formally authorized, by resolution of the City Council, the use of its eminent domain powers to secure all
necessary easements to allow construction to be completed.

In February 2013, the West Linn City Council approved development permit applications for remodeling and expansion of
the existing water treatment plant and the installation of raw water and finished water pipelines necessary to convey water to
and from that plant. Some neighboring residential property owners, a limited liability company formed by neighbors, and
one business owner have challenged these approvals in two different proceedings, one being an appeal before the Oregon
Land Use Board of Appeals (“LUBA”), where the challengers seek reversal or remand of the permit approvals, and the other
a suit in Clackamas County Circuit Court against the City of West Linn and its councilors individually, seeking a judgment
nullifying the permit approvals based upon alleged violations of public meeting law requirements. The LUBA case has been
briefed, is pending oral argument and is likely to be resolved in the fall of 2013. The Circuit Court case will likely be
resolved any time between now and the fall of 2014. Each of these cases could then be appealed to the Oregon Court of
Appeals. Given scope of the project, additional challenges could arise in the course of project completion. The City does not
expect these project challenges to adversely affect the ability of the City to make Financing Payments with respect to the
Obligations.
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SERVICE AREA AND CUSTOMERS

The water collection service area encompasses about 10 square miles. The City provides water collection and conveyance
services for approximately 12,500 service connections in 2013. Future population growth is forecast to increase customers
served at buildout to approximately 54,098.

Water System Service Connections
The following table presents the average number of Water System service connections in each of the past five fiscal years:
2008-09 2009-10 2010-11 2011-12 2012-13
12,296 12,315 12,186 12,139 12,322

The City contracts with Clean Water Services (“CWS”) and the City of Tualatin to provide collection, conveyance and
treatment services limited to certain small areas within the City’s Urban Service Boundary due to topographical constraints.
The City of Portland provides treatment of wastewater for the majority of the City’s service area through an
Intergovernmental Agreement arrangement.

Average Daily Water System Consumption
The following table presents the average daily Water System service consumption in each of the past five fiscal years:
2008-09 2009-10 2010-11 2011-12 2012-13
5,750 5,460 4,900 4,811 5,233
BILLING AND COLLECTION PRACTICES

The City bills its residential customers on a bi-monthly basis (every two months), with charges for water, wastewater, surface
water management (storm drain), and street maintenance included in one bill. Bills are considered delinquent after 30 days,
at which time a delinquency notice is sent out. A late charge of $5 is assessed for any portion of a utility bill not paid within
30 days and if the utility bill is $200 or more, the late charge is 2.5% of the total amount due. In the event a customer
payment is not sufficient to satisfy in full all water, wastewater, surface water and street fees, credit is given in the following
order: street fee; surface water, wastewater and then water.

WATER RATES AND CHARGES

The City reviews its water rates and charges periodically to determine if they are sufficient to cover expenses of operations
and maintenance as well as debt service coverage.

The remainder of page intentionally left blank.
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The following table shows historical and current rates, by meter size, within the City.

Table 8 — Historical and Current Approved Water Rates'

Type & Meter Size 2010 20112 20128 2013 2014*
Residential
3/4” meter - fixed rate $13.48 $15.96 $20.03 $20.03 $22.53
17 meter - fixed rate 13.48 15.96 20.03 20.03 22.53
1 1/2” meter - fixed rate 13.48 15.96 20.03 20.03 22.53
2” meter - fixed rate 13.48 15.96 20.03 20.03 22.53

Non-residential

3/4” meter - fixed rate $13.21 $15.96 $21.86 $21.86 $24.59
1”” meter - fixed rate 16.74 20.23 27.71 27.71 31.17
1 1/2” meter - fixed rate 19.91 24.07 32.97 32.97 37.09
2” meter - fixed rate 30.13 36.42 49.89 49.89 56.13

Additional Volume Charge
$ per 100 cubic foot of usage N/A N/A N/A N/A N/A

Rates shown are the minimum fixed rates per month plus the volume charge per 100 cubic feet of water usage.
The 2009-10 rates introduce a tiered volumetric rate structure and are intended to raise rate revenue by 3 percent..
The water rate increased on 7/11/2010 and again on 3/1/2011.

The water rate has not changed since 3/1/2012, but is scheduled to increase in 2014.

el o M

Source: City of Lake Oswego.

SYSTEM DEVELOPMENT CHARGES

System development charges (“SDCs”) collected by the City for streets, water, sanitary and storm sewer systems, and parks
are imposed at the time of development or when another permit is granted by the City for connection to a public utility or for
increased use of such systems. SDCs collected by the City are imposed due to property development and change of use;
therefore they are exempt from tax rate limits. Water SDCs is not a significant source of revenue for the water system;
generating approximately $200,000 in annual revenue.

The remainder of page intentionally left blank.
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Table 9 — Largest Water System Accounts

2011-12 2012-13 % Total Gross

C # of Accts Annual Annual 2012-13 System

onsumer (Largest Accounts) 1

or Meters Revenue Revenue Revenue

Osweso Pointe - PMG 58 $ 156,425 $ 185,505 1.85%
Kruse Way Commons/GSL Properties 31 115,459 153,068 1.52
One Jefferson Pkwy (formerly FPA/Azure 18 117,736 150,775 1.50
Marys Woods 10 111,182 129,400 1.29
Parkridge Apartments 15 85,028 91,933 0.92
L.O. School Dist #7 (HS & JrH on C. Club) 2 48,469 81,323 0.81
Oswego Summit Assoc 10 84,668 74,834 0.75
Alderwood Associates LLC 25 57,784 68,129 0.68
Tanglewood Hills Condominiums 21 53,516 64,121 0.64
Westlake Meadows 18 52,698 63,484 0.63
The Gables 6 38,623 53,796 0.54
Oswego Pointe Village 17 39,474 47,842 0.48
Ridge at Mountain Park 5 37,733 44,026 0.44
The Terraces at Lake Oswego 2 34,758 42,374 0.42
Greenridge Prop Owners 24 32,947 39,150 0.39
Kingsgate Park 15 29,400 38,522 0.38
The Stafford 1 21,827 38,340 0.38
FAOF Canberra Heights (formerly Finegan 10 20,922 38,057 0.38
Marylhurst Univ & The Christie School 20 34,148 37,737 0.38
The Forest Condos 8 30,146 36,720 0.37
Ridgecrest Condos 1 12,360 34,542 0.34
Oswego Ridge Condo 11 25,920 32,739 0.33
Eagle Crest Condos 1 24975 29,610 0.29
Jefferson Park Condo 14 23,260 27,390 0.27
Kruse Woods Corporate Park (4000 Kruse Way) 1 4,839 26,131 0.26
The Reef Funds (3-11 Monroe Pkwy) 5 19,581 25,278 0.25
The Springs Living (formerly Carman Oaks 2 18,047 24,966 0.25
Oswego Place Assisted Living 2 19,551 24,740 0.25
Portland Oregon Temple 3 16,659 24,269 0.24
Oswego Cove 6 19,838 23911 0.24
Total 1,387,973 1,752,712 17.47%
Bulk Water Sales
Lake Grove Water District 74,461 173,941 1.73%
City of Tigard 25,098 108,347 1.08
Alto Park Water District 2,343 7,732 0.08
Hidalgo & Arrowood 1,701 0 0.00
Skylands Water District 2,084 16,812 0.17
Other 6,593 1,889 0.02

Total Bulk Water Sales 112,280 308,721 3.08%
Total Largest Customers & Bulk Water Accounts 1,500,253 2,061,433 20.55%
Gross Water System Sales Revenue $ 8,954,615 $10,038,721 100.00%

1.  Estimated, unaudited.

Source: City of Lake Oswego.
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Table 10 — Five-Year Water Fund - Statement of Net Assets

As of June 30
Current Assets
Cash & investments
Receivables (net of allowance)
Inventories
Restricted cash and investments
Total Current Assets
Noncurrent Assets
Capital assets:
Land
Buildings and improvements
Machinery and equipment
Construction in progress

Less Accumulated depreciation
Total capital assets (net)
Total noncurrent assets

Total assets

Liabilities & fund equity
Current liabilities
Accounts payable
Salaries and benefits payable
interest payable
Deposit
Bonds payable

Bond anticipation note payable, due

within one year
Compensated absences payable
Total current liabilities

Noncurrent liabilities:
Bonds payable
Deposits
Accrued benefits obligation
Total noncurrent liabilities
Total liabilities

Net Assets
Invested in capital assets, net
Unrestricted

Total net assets

2008 2009 2010 2011 2012
$4,952,799 $5,010,602 $6,546,334 $4,691,791 $ 622,695
750,831 894,592 2,250,412 1,239,782 4,582,886
94,533 102,894 93,025 101,044 99,372
3,266,466 5,721,285 2,913,059 2,940,956 -
9,064,629 11,729,373 11,802,830 8,973,573 5,304,953
1,575,735 1,575,735 1,575,735 1,575,735 1,575,735
57,605,337 58,565,560 59,042,360 59,077,703 59,361,725
5,006,217 5,033,208 5,006,496 4,973,229 5,190,850
466,252 226,436 3,890,744 11,326,291 26,877,484
64,653,541 65,400,939 69,515,335 76,952,958 93,005,794
(27,197,455)  (28,699.441)  (30,059,752)  (31,439,754)  (32,860,310)
37,456,086 36,701,498 39,455,583 45,513,204 60,145,434
37,456,086 36,701,498 39,455,583 45,513,204 60,145,434
46,520,715 48,430,871 51,258,413 54,486,777 65,450,437
332,065 209,427 1,287,898 1,407,324 2,774,502
1,436 1,937 3,779 2,086 2,487
45370 38,484 30,212 28,195 27,170
- 2,840,668 - - -
. 555.000 595,000 615,000 645,000
530,000 . - . .
110,701 129,083 137,932 143,264 163,691
1,019,572 3.774.599 2,054,821 2,195,869 3,612,850
9,675,000 9,120,000 8,525,000 7,910,000 7,265,000
. . 4,848,759 8,078,430 15,997,917
32,243 64,050 83,150 - 126,350
9,707,243 9,184,050 13,456,909 107,650 23,389,267
10,726,815 12,958,649 15,511,730 18,291,949 27,002,117
30,517,552 29907115 33,248,642 36,988,204 52,235,484
5,276,348 5,565,107 2,498,041 (793,376)  (13,787,164)
$35.793.900  $35.472222  $35,746,683  $36,194.828  $38.448320

Source: Derived from audited annual financial statements.
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Table 11 — Five-Year Water Fund - Statement of Revenues, Expenses, and Changes in Fund Net Assets

As of June 30 2008 2009 2010 2011 2012
Operating revenues
Licenses & fees - - $ 488,296 $ 694,829 $ 994,002
Charges for sales and services $4,534,050 $4,765,038 5,462,557 6,201,304 8,013,393
Miscellaneous 47,950 33,178 20,590 12,820 11,224
Total operating revenues 4,582,000 4,798,216 5,971,443 6,908,953 9,018,619

Operating expenses

Salaries and benefits 1,342,368 1,360,169 1,633,120 1,841,000 2,264,380
Operating supplies and services 1,654,132 1,610,143 1,583,766 1,713,222 1,754,801
Depreciation 1,396,133 1,501,986 1,442,136 1,445,969 1,344,771
Services performed by other funds 1,159,314 730,298 1,055,068 1,314,571 1,286,762
Total operating expenses 5,551,947 5,202,596 5,714,090 6,314,762 6,650,714
Operating income (loss) (969,947) (404,380) 257,353 594,191 2,367,905

Nonoperating revenues (expenses)
Operating grants

Interest on investments 281,182 89,327 80,580 58,107 17,000
Interest expense (326,123) (258,790) (186,237) (176,573) (165,644)
Bond issuance costs (252,524) - - - -
Loss on sale of capital assets (89,632) - - (60,280) -
Total nonoperating revenues (expenses) (387,097) (169,463) (105,657) (178,746) (148,644)
Net income before contributions (1,357,044) (573,843) 151,696 415,445 2,219,261
Capital contributions 162,198 327,338 122,765 32,700 327,409
Transfers out - (75,173) - - (293,178)
Change in net assets (1,194,846) (321,678) 274,461 448,145 2,253,492
Total net assets — beginning 36,988,746 35,793,900 35,472,222 35,746,683 36,194,828
Total net assets — ending $35,793,900 $35,472,222 $35,746,683 $36,194,828 $38,448,320

Source: Derived from audited annual financial statements.

The remainder of page intentionally left blank.
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Table 12 — Historical and Projected Average Bi-Monthly Residential Water Bill

Average

Fiscal Bi-Monthly Applicable Rate Structure

Year Water Bill'-2 Base Per 100 ccf
2005-06 42.02 12.71 0.83
2006-07 42.02 12.71 0.83
2007-08 43.18 13.09 0.85
2008-09 44.56 13.48 0.88
2009-10 46.76 13.48 0.90-2.74 3
2010-11 53.08 15.96 1.15-3.51
2011-12 67.56 20.03 1.64-4.41
2012-13 84.79 20.03 2.11-5.67
2013-14 95.38 22.53 2.37-6.38

Based on average water use at 800 ccf per month.

The City bills for utilities services including wastewater every two months.

3. In 2009 the City introduced a tiered consumption rate for single-family residential customers, where prices differ by usage in
three categories. Regular use usually stays at the lowest price point, whereas summer watering often reaches the highest price
point for three to four months out of the year.

N =

Source: City of Lake Oswego.

Table 13 — Average Bi-Monthly Residential Water Bill Comparison, as of July 01, 2013

City/District Water Bill'
Tigard 103.78
Portland $96.54
Lake Oswego 95.38
Wilsonville 91.80
Tualatin 59.60
Beaverton 73.40
Milwaukie 58.34
Hillsboro 53.96

1. Equal to the monthly base charge and eight CCF for single family residential customers only. Base charges calculated from 2012
quarterly, bi-monthly, and monthly charges for each district or city agency - converted into monthly base charge. CCF = 100 cubic feet
volume = 748 gallons. All information compiled using website water rate information for base charges and commodity usage rates.

Sources: City of Lake Oswego.
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Table 14 — Summary of FY 2012-13 and FY 2013-14 - Water Fund Adopted Budget

FY 2012-13 Percent FY 2013-14 Percent
Major Revenue Sources Amount of Fund Amount of Fund
Beginning fund balance $ 3,420,163 3.56% $ 8,781,963 4.59%
Intergovernmental 16,542,000 17.20 60,719,000 31.72
Fees/Charges for services 910,000 0.95 906,000 0.47
Sales & services 9,771,000 10.16 10,890,000 5.69
Investment income 20,000 0.02 70,000 0.04
Other revenues 24,000 0.02 27,000 0.01
Other financing sources ! 65,500,000 68.09 110,000,000 57.48
$96,187,163 100.00% $191,393,963 100.00%

1. The adopted budgets include $65 million and 110 million in proceeds from debt (Line of Credit and Bond) in FY2012-13 and
FY2013-14, respectively.

Source: City of Lake Oswego Budget.

WATER SYSTEM FIXED ASSETS
As of June 30, 2012, the City listed the following Water Fund assets:

Buildings and Improvements $ 59,361,725
Machinery and Equipment 5,190,850
Land 1,575,735
Construction in Progress 26,877,484

Total Assets 93,005,794
Less accumulated depreciation) (32,860,310)
Total Capital Assets (Net of accumulated depreciation) $ 60,145,484

WATER SYSTEM DEBT

Consistent with City’s policy that utility funds be self-supporting, the City intends to pay the Obligations from net revenues
of the Water System.

The City's share of the LO-Tigard project is estimated to cost $119 million. The Obligations are expected to provide funds to
complete the LO-Tigard project. The City has conducted a rate study and consistent with the findings of the study has and
will continue to raise water rates to generate sufficient revenues to pay the debt service on currently outstanding water
revenue bonds, the Obligations and future water revenue bonds, if any. The Water System’s only debt consists of the Water
Revenue and Refunding Bonds, Series 2007, outstanding in the amount of $7,265,000.

See “Water Rates and Charges” above.
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DEBT INFORMATION

Table 15 — Debt Ratios

Percent of
Values Per Capita RMV
2013 Estimated Population 36,770
2012-13 Real Market Value (RMV) $7,423,694,430 $201,895
Total Direct Net Debt! 31,726,913 863 0.43%
Overlapping Debt (as of 7/17/2013) 129,040,731 3,509 1.74
Total Direct Net Debt and Overlapping Debt $160,767,644 $4,372 2.17%

1. Total Direct Net Debt includes all voter approved General Obligation bonds, Limited Tax bonds and any other obligations,
Certificates of Participation or leases backed by the full faith and credit of the City less self-supporting obligations. Debt whose term
is less than one year is not included.

Note: Outstanding debt information is calculated as of September 11, 2013 except for the overlapping debt calculation. The overlapping
debt calculation was performed by Debt Management Division, Oregon State Treasury as of July 17, 2013.

Source: Municipal Debt Advisory Commission, Oregon State Treasury; City of Lake Oswego.

DEBT LIMITATION

General Obligation Bonds. ORS Chapter 287A limits the amount of certain general obligation bonds that an Oregon city
may have outstanding at any time to three percent of the real market value of the taxable property within the city. The
statutory limitation does not apply to general obligation bonds issued for water, sanitary or storm sewers, sewage disposal
plants, hospitals, infirmaries, gas power, or lighting purposes, or the acquisition, establishment, or reconstruction of any off-
street motor vehicle parking facility nor to bonds issued pursuant to application to pay assessments for improvements in
installments under statutory or charter authority that are completely self-supporting. The Obligations are not general
obligation bonds and are not subject to the debt limitation.

2012-13 RMV $7,423,694,430
Debt limitation (3% of RMV) $222,710,833
Less applicable bonded debt 13,270,000
Remaining legal debt capacity 209,440,833
Percent of limit issued 6.0%

Limited-Tax Obligations. The Oregon Constitution and statutes do not limit the amount of debt an Oregon city may incur
for payment of financing agreements, lease-purchase agreements or other contracts of purchase for any real or personal
property, so long as such city has sufficient resources available to it within the limitations of Article XI, Section 11and 11B.
The Obligations are limited-tax obligations.

DEBT MANAGEMENT
The City has never defaulted on a debt obligation.

The remainder of page intentionally left blank.
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OUTSTANDING OBLIGATIONS

Table 16 — Outstanding Obligations as of September 11, 2013 (the estimated Date of Delivery)

Maturity Amount
Dated Date  Date Amount Issued Outstanding'
GENERAL OBLIGATION BONDS
General Obligation Refunding, Series 2006 10/18/06 6/1/19 $6,540,000 $3,850,000
Open Space/Park Renovation/Refunding, Series 2003 2/1/03 6/1/22 14,735,000 6,620,000
General Obligation Refunding, Series 2011 9/20/11 6/1/20 3,540,000 2,800,000
Total General Obligation Bonds $24,815,000 $13,270,000
DEBT SECURED BY THE GENERAL FUND
Line of Credit, Series 2009° 7/1/11 10/1/14 $20,156,913 $18,456,913
Full Faith and Credit Obligations, Series 2009A 6/3/09 12/1/34 60,000,000 58,310,000
Full Faith and Credit Obligations, Series 2010A 9/29/10 6/1/35 35,000,000 33,850,000
Full Faith and Credit Obligations, Series 2011A 9/20/11 6/1/31 11,500,000 10,690,000
Full Faith and Credit Obligations, Series 2013* (this issue) 9/11/13 6/1/38 75,870,000 75,870,000
Total Debt Secured by the General Fund $202,526,913 $197,176,913
REVENUE BONDS
Water Revenue and Refunding Bonds, Series 2007 10/18/07 12/1/27 9,560,000 $7,265,000
Surface Water Revenue Bonds, Series 2005 4/6/05 12/1/23 3,000,000 2,015,000
Total Revenue Bonds $12,560,000 $9,280,000

1. Amount outstanding as of the date of delivery plus the Obligations.
2. See comments below- SHORT-TERM BORROWING.

* Preliminary; subject to change.

Source: City of Lake Oswego.

SHORT-TERM BORROWING

Short-term Loan, West End Building. The City currently has a short-term loan/credit facility with Bank of America, NA.
The balance owed on this credit facility is $18,456,913 as of June 30, 2013. This borrowing refinanced the initial credit
facility that funded the purchase cost, development costs and other expenses related to the Safeco Property, a 14-acre site on
Kruse Way that is being considered for some public purpose or sale still to be determined by the City Council. The credit
facility matures on October 1, 2014. Repayment of the credit facility is currently made from the City’s General Fund with
annual $850,000 principal payments and variable interest.

Line of Credit, LORA. The City currently has a line of credit with Wells Fargo Bank, National Association with a non-
revolving limit of $10,000,000. The balance owed on this line of credit is $2,500,000 as of June 30, 2013. The City entered
into this line of credit for the benefit of the Lake Oswego Redevelopment Agency (“LORA”). This borrowing is for interim
financing of upcoming urban renewal projects. LORA has entered into an Intergovernmental Agreement (“IGA”) with the
City in which it promises to pay the City the amount due on the line of credit from tax increment revenues. The line matures
on December 15, 2014.

Line of Credit, Water. The City currently has a line of credit with Wells Fargo Bank, National Association with a non-
revolving limit of $30,000,000. The balance owed on this line of credit is $13,000,000 as of June 30, 2013. This borrowing
is for interim financing for the LO-Tigard Project. This line of credit matures on December 31, 2013; and will be retired
from net proceeds of the Obligations.

The remainder of page intentionally left blank.
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Table 17 — Overlapping Debt (as of 7/17/2013)

Real Market Percent Gross Property-tax Net Property-tax
Overlapping District Valuation Overlapping Backed Debt ! Backed Debt ?
Governmental unit
Clackamas Community College $ 32,758,218,777 0.24% $ 179,589 $65,649
Clackamas County 45,255,621,135 1541 17,471,270 16,592,004
Clackamas County ESD 42,890,152,354  16.33 4,342,022 276,021
Clackamas County SD #3J (West Linn-Wilsonville) 6,924,456,093 0.00 398 398
Clackamas County SD #7J (Lake Oswego) 8,088,851,271 86.60 89,181,247 89,181,247
Metro 184,584,369,182 4.01 11,355,661 9,967,745
Multnomah County 94,492,460,809 0.45 1,640,020 904,731
Multnomah County SD 17J (Portland) 70,607,795,585 0.57 3,378,048 3,378,048
Multnomah ESD 95,867,106,973 0.42 142,957 0
Port of Portland 201,509,268,013 3.68 2,503,611 0
Portland Community College 148,235,007,021 4.95 25,470,725 8,670,122
Washington County 61,761,169,999 0.02 18,464 4,766
Total Overlapping Debt $155,684,012 $129,040,731

1. Gross Property-Tax Backed Debt includes all General Obligation (G.O.) bonds and Full Faith and Credit bonds.
2. Net Property-Tax Backed Debt is Gross Property-Tax Backed Debt less Self-supporting Unlimited-tax G.O. and less
Self-supporting Full Faith and Credit debt.

Source: Municipal Debt Advisory Commission, Oregon State Treasury.

FUTURE FINANCING PLAN

In November 2012, voters approved a General Obligation bond in the amount of $5 million for the design and engineering of
a streetscape project for a major arterial road through a newly formed Lake Oswego Urban Renewal District. Total project
cost is estimated at $27 million. The construction phase is anticipated to be funded through a $4 million grant and a $18
million full faith and credit bond, serviced from revenues in the General or Street fund, and future tax increment revenues
from the new district.

The short-term loan for the West End building matures on October 1, 2014. The future of this building is under review. The
City might determine that the property is best used for City functions, and anticipates selling either General Obligations
bonds or a combination of Full Faith and Credit and General Obligation bonds to develop and possibly expand the use of the
West End property. The cost is estimated at $25 million. In case of a sale, the City might obtain another short-term
financing, to be paid off with sales proceeds. The City has positioned itself so that the General Fund has the capacity for
continued $1.05 million in annual debt service payments.

The remainder of page intentionally left blank.
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Table 18 — City Levy Election History

Percent
Amount Votes Passed
Date Purpose Requested Yes No Margin (Failed)
11/6/12  G.O. Public Library Bond $14,000,000 9,138 12,572 (3,434)  (57.90)%
11/6/12  G.O. Boones Ferry Road Improvement Bond 5,000,000 11,053 10,402 651 51.51
5/20/08 West End Building/Recreational Facility 20,000,000 5,579 7,486  (-1,907) (-57.30)
11/5/02  Parks, Open Space, Pathways 9,750,000 9,248 6,805 2,443 57.61
11/3/98 Sports Field Renovation Open space acquisition 13,000,000 8,706 5,678 3,028 60.52
11/5/96 City/School Partnership (3-year Serial Levy) 1,157,222 9,968 6,612 3,356 60.12
5/21/96  G.O. Road Improvement Bonds 6,970,000 5,323 2,919 2,404 64.58

Source: City of Lake Oswego.

PROPERTY TAXES

The City’s major revenue sources include property taxes; licenses and fees; sales and services; and charges for services.
Property taxes account for 42% of the City’s on-going revenues (and not including fees for internal services) in the City’s
2013-14 annual budget.

Most local governments, school districts, education services districts and community college districts (“local governments™)
have permanent authority to levy property taxes for operations (‘“Permanent Rates) up to a maximum rate (the “Operating
Tax Rate Limit”). Local governments that have never levied property taxes may request that voters approve a new Operating
Tax Rate Limit.

Local governments with operating tax rates may not increase the Operating Tax Rate Limits; rather they may request only
that voters approve limited term levies for operations or capital expenditures (“Local Option Levies”) or levies to repay
general obligation bonded indebtedness (“General Obligation Bond Levies”). The City’s Operating Tax Rate Limit is
$5.0353 per $1,000 of assessed property value. The City is currently levying $4.9703 which is below the maximum
permanent rate.

Local Option Levies that fund operating expenses are limited to five years, and Local Option Levies that are dedicated to
capital expenditures are limited to ten years.

Local governments impose property taxes by certifying their levies to the county assessor of the county in which the local
government is located. Property taxes ordinarily can only be levied once each Fiscal Year, which is July 1 through June 30.
The local government ordinarily must notify the county assessor of its levies by July 15.

Valuation of Property — Assessment. Property subject to taxation includes all privately owned real property (land, buildings
and improvements) and personal property (machinery, office furniture and equipment) for non-residential taxpayers. There is
no property tax on household furnishings (exempt since 1913), personal belongings, automobiles (exempt since 1920), crops,
orchards, business inventories or intangible property such as stocks, bonds or bank accounts, except for centrally assessed
utilities, for which intangible personal property is subject to taxation. Forestland is subject to special assessment that
provides a reduction in property tax that would be paid if based on the real market value. Property used for charitable,
religious, fraternal and governmental purposes is exempt and reductions in assessments may be granted (upon application)
for veterans’ homesteads, farm and forest land, open space and historic buildings. The assessment roll, a listing of all taxable
property, is prepared as of January 1 of each year.

Property taxes are imposed on the assessed value of property. The assessed value of each parcel cannot exceed its fair market
value, and ordinarily is less than its fair market value. The assessed value of property was initially established as a result of
the enactment of a constitutional amendment. That amendment (now Article XI, Section 11 of the Oregon Constitution and
often called “Measure 50”) assigned each property a value that was in most cases less than its fair market value in fiscal year
1997-1998, and limited increases in that assessed value to three percent per year, unless the property is improved, rezoned,
subdivided, or ceases to qualify for exemption. When property is newly constructed or reassessed because it is improved,
rezoned, subdivided, or ceases to qualify for exemption, it is assigned an assessed value that is comparable to the assessed
value of similar property.

Certain properties, such as utilities, are valued on the unitary valuation approach. Under the unitary valuation approach, the
taxpaying entity’s operating system is defined and a value is assigned for the operating unit using the market value approach
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(cost, market value and income appraisals). Values are then allocated to the entities’ operations in Oregon, and then to each
county the entity operates in and finally to site locations.

Tax Rate Limitation — Real Market Value. Article X1, Section 11b of the State Constitution separates property taxes into two
categories: one to fund the public school system (kindergarten through grade twelve school districts, education service
districts and community college districts) and one to fund government operations other than the public school system. Public
school system taxes are limited to $5 per $1,000 of the Real Market Value of property. Other government operations taxes
are limited to $10 per $1,000 of the Real Market Value of property. “Real Market Value” is the minimum amount in cash
which could reasonably be expected by an informed seller acting without compulsion, from an informed buyer acting without
compulsion, in an “arms-length” transaction during the period for which the property is taxed. Property taxes imposed to
pay the Financing Payments are subject to the “other government operations” limitations of Article XI, Section 11b.
Taxes imposed to pay the principal and interest on the following bonded indebtedness are not subject to the foregoing
limitations: (1) bonded indebtedness authorized by a specific provision of the State Constitution; and (2) general obligation
bonded indebtedness incurred for capital construction or improvements approved by the electors of the issuer.

Property Tax Collections. The County Assessor is required to deliver the tax roll to the County Tax Collector in sufficient
time to mail tax statements on or before October 25 each year. All tax levy revenues collected by the County for all taxing
units within the County are required to be placed in an unsegregated pool, and each taxing unit shares in the pool in the same
proportion as its levy bears to the total of all taxes levied by all taxing units within the County. As a result, the tax collection
record of each taxing unit is a pro-rata share of the total tax collection record of all taxing units within the County combined.

The method of giving notice of taxes due, the County Treasurer’s account for the money collected, the division of the taxes
among the various taxing districts, notices of delinquency, and collection procedures are all specified by detailed statutes.
The lien for property taxes is prior to all other liens or encumbrances of any kind on real or personal property subject to
taxation. By law, the County may not commence foreclosure of a tax lien on real property until three years have passed since
the first delinquency.

A Senior Citizen Property Tax Deferral Program (1963) allows certain homeowners to defer taxes until death or sale of the
home. A similar program is offered for Disability Tax Deferral (2001), which does not have an age limitation.

The following tables represent historical taxable property tax values for the City.

Table 19 — Assessed Value and Estimated Real Market Value!

AV Total Direct Estimated AV as a % of
Fiscal Year Total 2 Tax Rate RMV 3 RMV
2003-04 $4,163,400,360 6.0573 $5,652,069,391 73.7%
2004-05 4,342,601,515 6.2115 6,038,917,753 71.9
2005-06 4,513,623,589 6.1658 6,847,588,629 65.9
2006-07 4,738,215,630 6.0739 7,909,898,318 59.9
2007-08 4,995,291,340 6.0581 9,444,930,784 52.9
2008-09 5,235,940,044 6.0565 9,910,531,110 52.8
2009-10 5,472,635,813 6.0453 9,159,770,829 59.7
2010-11 5,654,433,342 5.9945 8,094,242,425 69.9
2011-12 5,849,359,428 6.0056 7,690,906,645 76.1
2012-13 6,009,796,980 5.9835 7,423,694,430 81.0

1. The City of Lake Oswego is located within three counties: Clackamas, Multnomah, and Washington.
Due to Measure 50, the growth in assessed values is limited to 3% plus any new construction and annexations Also, the taxable
assessed values and total levy figures used in the above table do not include urban renewal increment values.

3. Real market values include urban renewal values located within Clackamas County.

Sources:  Clackamas, Multnomah and Washington County Assessor’s Offices.
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Table 20 — Property Tax Levies and Collections

Amount Collected Collections in Total
Taxes levied for the w/in fiscal year subsequent Total Collections
Fiscal Year fiscal year of levy Percent of Levy years Collections Percent of Levy
2004 $25,095,597 $23,680,518 94% $860,394 $24,540,912 98%
2005 26,794,938 25,368,373 95 665,984 26,034,357 97
2006 27,658,109 26,338,108 95 659,393 26,997,501 98
2007 28,610,074 27,182,459 95 627,898 27,810,357 97
2008 30,078,019 28,329,781 94 743,762 29,073,543 97
2009 31,529,026 29,507,399 94 719,498 30,226,897 96
2010 32,864,149 30,946,450 94 1,010,812 31,957,262 97
2011 33,669,684 31,650,218 94 1,104,553 32,754,771 97
2012 34,934,532 32,917,116 94 935,655 33,852,771 97
2013' 35,681,647 33,575,000 94 976,000 34,551,000 97
1.  Estimated, unaudited.
Source: Annual financial statements and internal accounting reports of the City of Lake Oswego.
Table 21 — Top 10 Property Taxpayers
2013 Percent of
Name Assessed Value Total Value
Shorenstein Properties LLC $252,362,261 4.20%
Oswego Lender LLC 39,934,366 0.66
Property Reserve Inc. 33,929,655 0.56
Comcast Corporation 33,454,000 0.56
Gramor Development 27,119,378 0.45
Phoenix Commercial Investments LLC 26,843,739 0.45
Portland General Electric Co. 22,002,000 0.37
One Jefferson 20,621,543 0.34
Nationwide Health Properties Inc. 20,426,890 0.34
5CPLLC 19,419,099 0.32
Total $496,112,931 8.26%
Note: The City is located primarily in Clackamas County and the table presents major taxpayers in Clackamas County. The City’s
2013 AV is $6,009,796,980.
Source: Clackamas County Assessor’s Office.
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Table 22 — Property Tax Rates — Direct and Overlapping Governments — Rate per $1,000 of Assessed Value

Education Portland Lake Total Direct
Fiscal Basic GO Debt Urban Total |[Clackamas Service Comm. Oswego and
Year Rate' Service Renewal | direct County District College  Sch. Dist.  Metro Other® [Overlapping
2002-03 4.6636 0.7397 0.4260 5.8293 2.49 0.35 0.48 6.72 0.27 0.24 16.38
2003-04 4.7480 0.8668 0.4425 6.0573 2.49 0.35 0.50 6.71 0.27 0.22 16.60
2004-05 4.8116 0.8689 0.5310 6.2115 2.48 0.35 0.49 6.88 0.27 0.22 16.90
2005-06 4.8076 0.8084 0.5498 6.1658 2.48 0.35 0.48 7.08 0.27 0.24 17.07
2006-07 4.8066 0.7274 0.5399 6.0734 2.44 0.35 0.47 6.79 0.26 0.23 16.63
2007-08 4.8035  0.6964 0.5582 6.0581 2.70 0.35 0.48 6.62 0.41 0.22 16.84
2008-09 4.8055  0.6908 0.5602 6.0565 2.70 0.35 0.49 6.91 0.38 0.22 17.11
2009-10 4.7915  0.6247 0.6291 6.0453 3.17 0.35 0.61 6.91 0.41 0.22 17.72
2010-11 4.7924  0.5883 0.6138 5.9945 3.17 0.35 0.61 6.65 0.39 0.22 17.38
2011-12 4.7855  0.5898 0.6303 6.0056 3.14 0.35 0.58 6.60 0.30 0.19 17.17
2012-13 4.7918  0.5796 0.6121 5.9835 3.16 0.35 0.64 6.60 0.39 0.14 17.26

1. The City’s basic rates are applied against AV. Starting in 2003, urban renewal rates are separately stated, so the City’s basic rate is
discounted back for the effect of the separately stated urban renewal rates.
2. Includes Port of Portland, Tri-Met, Lake Grove Park, and Vector Control taxing districts.

Source: City of Lake Oswego.
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ECONOMIC AND DEMOGRAPHIC INFORMATION

The City of Lake Oswego is located south of the Portland metropolitan area, in northwestern Oregon. It is located in
Clackamas, Multnomah and Washington counties, with the majority of the City located in Clackamas County. These
counties are a part of seven counties that comprise the Portland-Vancouver Metropolitan Statistical Area (the “MSA”). The
City's economy is linked with that of the metropolitan area, which is based on manufacturing, national and international
trade, and the service industries.

The City of Lake Oswego is located on the west side of Clackamas County. It is adjacent to the southern boundary of the
City of Portland and abuts the western shore of the Willamette River. The downtown area is adjacent to the river, about eight
miles south of downtown Portland. Access to downtown Portland is by Oregon Highway 43, which parallels the river, and I-
5 for commuters on the west end.

The City is primarily a residential community with a low ratio of heavy industry and retail-based commercial activity, and a
growing office corridor along Kruse Way. The City is the largest city in Clackamas County.

POPULATION

The City’s 2012 population was 36,725. During the ten-year period from 2003 to 2012, the population in the City increased
from 35,750 to 36,725, a compounded annual growth rate of 0.3 percent. Clackamas County currently ranks third largest in
population among all counties in the state behind its neighbors, Multnomah County to the north and Washington County to
the west.

Table 23 — Population Estimates and Economic Statistics

Clackamas County Clackamas County

Lake Oswego Personal income Per capita Personal ~ Clackamas County
Fiscal Year Population (in 000’s) Income Unemployment rate
2003 35,750 $13,132,736 $37,306 7.5%
2004 35,860 13,876,687 39,006 6.7
2005 35,930 14,601,351 40,637 5.5
2006 36,075 15,872,775 43,666 4.8
2007 36,350 16,678,152 45,468 4.6
2008 36,345 17,482,238 47,109 5.7
2009 36,590 16,315,504 43,614 10.2
2010 36,755 16,537,551 43,871 10.1
2011 36,620 17,457,115 45,915 8.9
2012 36,725 NA! NA! 7.9

The Federal Census figures, as of April 1 of the stated year, are as follows:

1990 2000 2010
City of Lake Oswego 30,576 35,278 36,619
Clackamas County 278,850 338,391 375,992
State of Oregon 2,842,321 3,421,399 3,831,074

1. Not available at this time.

Source: Under State law, the State Board of Higher Education must estimate annually the population of Oregon cities and counties so
that shared revenues may be properly apportioned. The Center for Population Research and Census at Portland State
University performs this statutory duty. The population estimates are calculated as of July 1 of each year but are not certified
until the following January. Federal Census figures are published by the U.S. Bureau of Census. 2000 Census figures are
based on the 2000 Census Redistricting Data. Clackamas County personal income and per capita income figures are calculated
by the U.S. Bureau of Economic Analysis and are updated to April 2012.
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Table 24 — Major Employers in the City 2012

2012 Estimated

Employer Product or Service Employment
Lake Oswego School District Education 568
City of Lake Oswego Government 354
Waggener Edstrom, Inc. Telecommunications & public relations 312
Stanford’s Restaurant Food service - restaurant 281
Micro Systems Engineering, Inc. Microelectronics manf.—medical equipment 246
Mary’s Woods at Marylhurst Retirement and senior living 200
Jacobs Engineering Group Inc. Engineering 200
New Seasons Market, Inc. Grocery 173
PacifiCare of Oregon Insurance coverage & wellness plans 165
Autodesk, Inc. Software development 150

Source: City of Lake Oswego and NW Resources.

Table 25 — Major Employers in the Portland-Vancouver MSA (Oregon Portion) 2012

2012 Estimated

Employer Product or Service Employment'
State of Oregon Government 18,400
Intel Corporation Semiconductor integrated circuits 15,636
Providence Health System Health care & health insurance 14,089
U.S. Government Government 13,900
Oregon Health & Science University Health care & education 12,000
Fred Meyer Stores Grocery & retail variety chain 9,858
Legacy Health System Nonprofit health care 9,732
Kaiser Foundation Health Plan of the NW Healthcare 9,039
City of Portland Government 8,876
NIKE Inc. Sports shoes and apparel 7,000
Portland Public School District Education 6,855
Multnomah County Government 5,797
Wells Fargo Bank 4,748
Portland Community College Education 4,390
Beaverton School District Education 4,247
Portland State University Education 4,066
U.S. Bank Bank 3,899

1. Totals may include part-time, seasonal and temporary employees.

Source: State of Oregon Employment Department and Top Regional Employers — Portland Business Journal Book of Lists 2012.

TRANSPORTATION

Interstate Highway 5, the principal north-south highway on the West Coast, passes west of the City. Major passenger and
cargo airlines operate out of the Portland International Airport, approximately sixteen miles from the City. A general
aviation airport located in Hillsboro provides private and chartered air service approximately 25 miles from the City. The
City is home to the Willamette Shore Trolley that runs seven miles from the City’s downtown to Riverplace in downtown

Portland. The Willamette Pacific Railroad line also runs through the City.
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Transportation is facilitated by a highway system that includes Interstate 5, the primary north-south highway artery of the
West Coast, and by-pass routes [-205 and [-405 within and around the Portland metropolitan area. The primary east-west
highway system is Interstate 84, which begins at Portland and heads east along the Columbia River to Idaho and beyond.
The Portland metropolitan area is also served by U.S. highways 26 and 30, Oregon highways 43, 213, 217, 224, 99E, 99W,
the Tualatin Valley Highway, the historic Columbia River Highway, nine bridges across the Willamette River and two
bridges across the Columbia River.

The Tri-County Metropolitan Transportation District of Oregon (“Tri-Met”), the regional public transit agency, provides bus
service throughout the region and light rail service (“MAX”) between downtown Portland and Gresham to the east, out to the
west to the cities of Beaverton and Hillsboro and now have the WES service from Beaverton to Wilsonville.

UTILITIES

NW Natural supplies natural gas to the area; electricity is provided by Portland General Electric Company. Frontier, and
CenturyLink provide telephone service. Rossman Sanitary Service provides garbage collection services.

The City owns and operates its own water system, drawing its water from the Clackamas River at an intake in Gladstone, and
treating it at a treatment plant located in West Linn. The City contracts to supply water to the City of Tigard, and to supply
either emergency, or emergency and domestic water, to six other cities and water districts.

The City owns, operates and maintains its own sewage collection system within the urban service boundary, except for a
trunk interceptor facility owned and operated by CWS. Sewage treatment is provided by the Tryon Creek Wastewater
Treatment Plant, owned and operated by the City of Portland. The City contracts to provide wastewater service to some areas
of Tualatin.

EDUCATION

The Lake Oswego School District serves the City’s education needs. City residents also have access to a variety of private
educational institutions in the Portland-Vancouver PMSA, including Our Lady of the Lake for grades K-8, within the City.

Marylhurst University, a four-year private liberal arts college with graduate and undergraduate students, is located within the
City. The college provides lifelong learning for students of all ages and offers 23 bachelors’ degrees, 11 masters’ degrees,
and 13 professional certificates.

Clackamas Community College, located on the east side of the Willamette River, and Portland Community College, with a
campus close to the northern boundary of the City, offers associate degrees in a variety of disciplines. Other institutions of
higher education servicing the City’s citizens include Pacific University in Forest Grove, and Portland State University, Reed
College, Lewis and Clark College, the University of Portland, and the Oregon Heath and Science University in Portland, as
well as other public and private colleges located throughout the metropolitan area.

HEALTH CARE

Legacy Meridian Park Hospital, located southwest of the City, serves the health care needs of the vicinity and southwest of
the City and Kaiser Permanente operates a medical office complex. Other major health care facilities available to residents of
the City include St. Vincent Medical Center near Beaverton and Tuality Community Hospital in Tualatin.

TOURISM AND RECREATION

The City's Parks and Recreation Department manages City park property at 35 different sites. The City also owns and
maintains a water sports center, a community amphitheater on the Willamette River, an adult community center, the Lake
Oswego Swim Park, and an indoor tennis center; as well as a 39.2-acre municipal golf course. The City offers recreation
programs, including aquatics, adult and youth fitness activities and classes, softball, basketball, golf and tennis programs.

The 405-acre privately managed Oswego Lake and the Willamette River offer fishing, boating and water skiing
opportunities. There is also a private golf course, the Oswego Lake Country Club. Ocean beaches lie about 90 minutes to
the west of the City, and Mount Hood is about 90 minutes east.

The City is home to the Lakewood Center for the Arts which provides gallery space, classes, drama productions and is the
home of the annual Festival of the Arts.

INFORMATION SOURCES

Historical data have been collected from generally accepted standard sources, usually from public bodies. In Oregon, data is
frequently available for counties, and to a somewhat lesser degree, for cities. Because the City of Lake Oswego is located
within Clackamas County and the Portland MSA, this statement bases information on those areas as well as the City itself.

The remainder of page intentionally left blank.
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THE INITIATIVE PROCESS

INITIATIVES

The Oregon Constitution, Article IV, Section 1, reserves to the people of the State the initiative power to amend the State
constitution or to enact State legislation by placing measures on the statewide general election ballot for consideration by the
voters. Oregon law therefore permits any registered Oregon voter to file a proposed initiative with the Oregon Secretary of
State’s office without payment of fees or other burdensome requirements. Consequently, a large number of initiative measures
are submitted to the Oregon Secretary of State’s office, and a much smaller number of petitions obtain sufficient signatures to be
placed on the ballot.

Because many proposed initiative measures are submitted which do not qualify for the ballot, the City does not formally or
systematically monitor the impact of those measures or estimate their financial effect prior to the time the measures qualify for
the ballot. Consequently, the City does not ordinarily disclose information about proposed initiative measures that have not
qualified for the ballot. No initiative measures have qualified for the 2014 election, as of July 15, 2013.

PROPOSED INITIATIVES THAT QUALIFY TO BE PLACED ON THE BALLOT

To be placed on a general election ballot, the proponents of a proposed initiative must submit to the Secretary of State initiative
petitions signed by a number of qualified voters equal to a specified percentage of the total number of votes cast for all
candidates for governor at the gubernatorial election at which a Governor was elected for a term of four years next preceding the
filing of the petition with the Secretary of State. For the 2012 general election, the requirements were eight percent (116,284
signatures) for a constitutional amendment measure and six percent (87,213 signatures) for a statutory initiative. Any elector
may sign an initiative petition for any measure on which the elector is entitled to vote.

The initiative petition must be submitted to the Secretary of State not less than four months prior to the general election at which
the proposed measure is to be voted upon. As a practical matter, proponents of an initiative have approximately two years in
which to gather the necessary number of signatures. State law permits persons circulating initiative petitions to pay money to
persons obtaining signatures for the petition.

Once an initiative measure has gathered a sufficient number of signatures and qualified for placement on the ballot, the State is
required to prepare a formal estimate of the measure’s financial impact. Typically, this estimate is limited to an evaluation of the
direct dollar impact only.

Historically, a larger number of initiative measures have qualified to be placed on the ballot than have been approved by the
electors. According to the Elections Division of the Oregon Secretary of State, the total number of initiative petitions that
qualified for the ballot and the numbers that passed in recent general elections are as follows.

INITIATIVE HISTORY

Table 26 — Initiative Petitions that Qualified and Passed (2002-2012)

Number of Number of
Year of Initiatives that Initiatives that
General Election Qualified Passed
2002 7 3
2004 6 2
2006 10 3
2008 8 0
2010 4 2
2012 7 2

NOTE: The Secretary of State posts a listing of initiatives on its web site: www.sos.state.or.us.

Source: Elections Division, Oregon Secretary of State.
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LOCAL INITIATIVE AND REFERENDUM PROCESS

The City’s Charter, Sec. 49, references the initiative and referendum power that is reserved to the qualified voters of
municipalities, and provides that the local initiative and referendum power shall be exercised pursuant to the term of the
“Oregon Constitution, the general laws of the State and the terms of this Charter, or as the City Council may establish by
ordinance.” The Oregon Constitution, Art. IV, Sec. 1(5) reserves the inititative and referendum power to the voters of a
municipality as to all local, special, and municipal legislation, except that the referendum power is limited to legislation that
does not become effective within 30 days of its enactment (non-emergency). The constitutional provision requires not less
than 15 percent of the qualified voters for an initiative measure, and not less than 10% of the qualified voters for a
referendum measure, to place a measure on the ballot. Per state law, a prospective petition must be filed with the City
Recorder, and after approval of the prospective petition title, the petition must be filed with the City Recorder not less than 90
days before the election at which the proposed law is to be voted on local initiative measures must be filed with the City
Recorder. By City Code, LOC 11.04.360, referendum of ordinances is limited to non-emergency ordinance, and the petition
to refer must be filed for signature verification with the City Recorder no later than the 30" day after enactment of the
ordinance that is sought to be referred.

As of July 17, 2013, no initiative or referendum measures have been filed for signature verification with the City Recorder.

LITIGATION

There is no pending litigation questioning the validity of the Financing Agreement, the Escrow Agreement or the Obligations
or the authority of the City to make the Financing Payments, undivided proportionate interests in the principal and interest
components of which are represented by the Obligations. There is no litigation pending that would materially affect the
finances of the City or affect the City’s ability to meet debt service requirements on the Obligations. See also “CITY
FINANCIAL INFORMATION - Tort Claims Against Oregon Governments” for information about litigation.

LEGALITY

The validity of the Financing Agreement, the Obligations and certain other legal matters are subject to the approving opinion
of Orrick, Herrington & Sutcliffe LLP, Portland, Oregon, Special Counsel for the City (“Special Counsel”). A complete
copy of the proposed form of Special Counsel Opinion is included as APPENDIX C of this Official Statement. Special
Counsel undertakes no responsibility for the accuracy, completeness, or fairness of this Official Statement.

TAX MATTERS

In the opinion of Special Counsel, based upon an analysis of existing laws, regulations, rulings, and court decisions, and
assuming, among other matters, the accuracy of certain representations and compliance with certain covenants, that portion of
the payments under the Financing Agreement designated as and constituting interest received by holders of the Financing
Obligations is excluded from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code
of 1986 (the “Code”). In the further opinion of Special Counsel such interest on the Financing Obligations is not a specific
preference item for purposes of the federal individual or corporate alternative minimum taxes, although Bond Counsel
observes that such interest is included in adjusted current earnings when calculating corporate alternative minimum taxable
income. In the further opinion of Special Counsel, based upon an analysis of existing laws, regulations, rulings and court
decisions, that portion of the payments under the Financing Agreement that are designated as and constituting interest on the
Financing Obligations is exempt from personal income taxation imposed by the State of Oregon. A complete copy of the
proposed form of opinion of Special Counsel is set forth in APPENDIX C hereto.

The amount (if any) by which the issue price of the Financing Obligations due on any given principal payment date is less
than the amount to be paid on such date (excluding amounts designated as and constituting interest and payable at least
annually over the term of such Financing Obligations) constitutes “original issue discount,” the accrual of which, to the
extent properly allocable to each Beneficial Owner thereof, is treated as interest represented by the 2010 Obligations which is
excluded from gross income for federal income tax purposes and for Oregon personal income tax purposes. For this purpose,
the issue price of Financing Obligations coming due on any particular principal payment date is the first price at which a
substantial amount of such Financing Obligations is sold to the public (excluding bond houses, brokers, or similar persons or
organizations acting in the capacity of underwriters, placement agents or wholesalers). The original issue discount with
respect to Financing Obligations coming due on any particular principal payment date accrues daily over the term to such
principal payment date on the basis of a constant interest rate compounded semiannually (with straight-line interpolations
between compounding dates). The accruing original issue discount is added to the adjusted basis of such Financing
Obligations to determine taxable gain or loss upon disposition (including sale, redemption, or payment on the principal
payment date) of such Financing Obligations. Beneficial Owners of the 2010 Obligations should consult their own tax
advisors with respect to the tax consequences of ownership of Financing Obligations with original issue discount, including
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the treatment of Beneficial Owners who do not purchase such Obligations in the original offering to the public at the first
price at which a substantial amount of such Obligations is sold to the public.

Obligations purchased, whether at original issuance or otherwise, for an amount greater than their principal amount payable
at the respective principal payment date (or, in some cases, at their earlier call date) (“Premium Obligations”) will be treated
as having amortizable bond premium. No deduction is allowable for the amortizable bond premium in the case of
obligations, like the Premium Obligations, the interest represented by which is excluded from gross income for federal
income tax purposes. However, a Beneficial Owner’s basis in a Premium Obligation, and under Treasury Regulations, the
amount of tax-exempt interest received, will be reduced by the amount of amortizable bond premium properly allocable to
such purchaser. Beneficial Owners of Premium Obligations should consult their own tax advisors with respect to the proper
treatment of amortizable bond premium in their particular circumstances.

The Code imposes various restrictions, conditions and requirements relating to the exclusion from gross income for federal
income tax purposes of interest represented by obligations such as the Obligations. The City has covenanted to comply with
certain restrictions designed to ensure that interest represented by the Obligations will not be included in federal gross
income. Failure to comply with these covenants may result in interest represented by the Obligations being included in gross
income for federal income tax purposes, possibly from the date of original delivery of the Obligations. The opinion of
Special Counsel assumes compliance with these covenants. Special Counsel has not undertaken to determine (or to inform
any person) whether any actions taken (or not taken) or events occurring (or not occurring) after the date of delivery of the
Obligations may adversely affect the value of, or the tax status of interest represented by, the Obligations. Accordingly, the
Opinion of Special Counsel is not intended to, and may not, be relied upon in connection with any such actions, events or
matters.

Although Special Counsel is of the opinion that interest represented by the Obligations is excluded from gross income for
federal income tax purposes and is exempt from State of Oregon personal income taxes, the ownership or disposition of, or
the accrual or receipt of interest represented by, the Obligations may otherwise affect a Beneficial Owner’s federal or state
tax liability. The nature and extent of these other tax consequences will depend upon the particular tax status of the
Beneficial Owner or the Beneficial Owner’s other items of income or deduction. Special Counsel expresses no opinion
regarding any such other tax consequences.

Future legislative proposals, if enacted into law, clarification of the Code or court decisions may cause interest represented by
the Obligations to be subject, directly or indirectly, to federal income taxation or to be subject to or exempted from state
income taxation, or otherwise prevent Beneficial Owners of the Obligations from realizing the full current benefit of the tax
status of such interest. As one example, the Obama Administration’s proposed 2014 budget includes a legislative proposal
which, for tax years beginning after December 31, 2013, would limit the exclusion from gross income of interest on
obligations like the Obligations to some extent for taxpayers who are individuals and whose income is subject to higher
marginal income tax rates. The introduction or enactment of any such future legislative proposals, clarification of the Code or
court decisions may also affect the market price for, or marketability of, the Obligations. Prospective purchasers of the
Obligations should consult their own tax advisors regarding any pending or proposed federal or state tax legislation,
regulations or litigation, as to which Special Counsel expresses no opinion.

The opinion of Special Counsel is based on current legal authority, covers certain matters not directly addressed by such
authorities, and represents Special Counsel’s judgment as to the proper treatment of the Financing Obligations for federal
income tax purposes. It is not binding on the Internal Revenue Service (“IRS”) or the courts. Furthermore, Special Counsel
cannot give and has not given any opinion or assurance about the future activities of the City, or about the effect of future
changes in the Code, the applicable regulations, the interpretation thereof or the enforcement thereof by the IRS. The City
has covenanted, however, to comply with the requirements of the Code.

Special Counsel’s engagement with respect to the Financing Obligations ends with the issuance of the Financing Obligations,
and, unless separately engaged, Special Counsel is not obligated to defend the City or the Beneficial Owners regarding the
tax-exempt status of the Financing Obligations in the event of an audit examination by the IRS. Under current procedures,
parties other than the City, and their appointed counsel, including the Beneficial Owners, will have little if any right to
participate in the examination process. Moreover, because achieving judicial review in connection with an audit examination
of tax-exempt bonds is difficult, obtaining an independent review of IRS positions with which the City legitimately disagrees,
may not be practicable. Any action of the IRS, including but not limited to selection of the Financing Obligations for audit,
or the course or result of such audit, or an audit of the Financing Obligations presenting similar tax issues may affect the
market price for, or the marketability of, the Financing Obligations, and may cause the City or the Beneficial Owners to incur
significant expense.

RATINGS

Moody's Investors Service and Standard & Poor's Ratings Group, a Division of the McGraw-Hill Companies have assigned
ratings of Aal and AAA, respectively, to the Obligations. An explanation of the significance of the ratings can be obtained
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from the rating agencies. There are no assurances that the ratings will continue for any given period of time or that the
ratings will not be revised downward or withdrawn entirely by the rating agencies if, in the judgment of the rating agencies,
circumstances so warrant. Any such downward revision or withdrawal of the ratings may adversely affect the market price of
the Obligations.

FINANCIAL ADVISOR

The City has retained Western Financial Group, LLC, Portland, Oregon, as Financial Advisor in connection with the
authorization and issuance of the Obligations.

OFFICIAL STATEMENT

At the time of the original delivery of and payment for the Obligations, the City will deliver a certificate of the Authorized
Representative, addressed to the Obligation purchaser to the effect that the Authorized Representative has examined the
Official Statement and the financial and other data concerning the City contained herein and that, to the best of his knowledge
and belief, (i) the Official Statement, both as of its date and as of the date of delivery of the Obligations, does not contain any
untrue statement of a material fact or omit to state a material fact necessary to make the statements therein, in the light of the
circumstances under which they were made, not misleading and (ii) between the date of the Official Statement and the date of
the delivery of the Obligations there has been no material adverse change in the affairs (financial or other), financial
condition or results of operations of the City except as set forth in the Official Statement or an amendment thereto.

CONTINUING DISCLOSURE

Pursuant to SEC Rule 15¢2-12, as amended (17 CFR Part 240, § 240.15¢2-12) (the “Rule”), the City, as the “obligated
person” within the meaning of the Rule, has agreed to execute and deliver a Continuing Disclosure Certificate substantially in
the form attached hereto as APPENDIX D for the benefit of the holders of the Obligations. The City previously has
executed and delivered Continuing Disclosure Certificates with respect to debt issues for which the City is the “obligated
person” as defined in the Rule. On September 7, 2011, the City retroactively submitted financial information for the fiscal
year 2008 after it could not verify the filing of that year’s Comprehensive Annual Financial Report. Otherwise, to the best
knowledge of the City, during the last five years, it has complied with all prior Continuing Disclosure Certificates.

MISCELLANEOQOUS

All quotations from and summaries and explanations of provisions of law herein do not purport to be complete and reference
is made to said laws for full and complete statements of their provisions.

This Official Statement is not to be construed as a contract or agreement between the City and the purchasers or holders of
any of the Obligations. Any statements made in this Official Statement involving matters of opinion herein are subject to
change without notice and neither the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the City, since the date hereof.

CITY OF LAKE OSWEGO
By:

Authorized Representative
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WELLS FARGO BANK, NATIONAL ASSOCIATION
as Escrow Agent
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CITY OF LAKE OSWEGO, OREGON
as City

Relating to
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Clackamas, Multnomah and Washington Counties, Oregon
$ Full Faith and Credit Obligations
Series 2013

Dated as of | | 1, 2013
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FINANCING AGREEMENT

This Financing Agreement is dated as of | | 1, 2013, and is entered into by
and between WELLS FARGO BANK, NATIONAL ASSOCIATION, a national banking
association (the “Escrow Agent”), and the CITY OF LAKE OSWEGO, Oregon (the “City™).
The parties hereby agree as follows:

ARTICLE | RECITALS, DEFINITIONS AND RULES OF CONSTRUCTION
Section 1.1  Recitals.
@ The City recites:

The City is authorized to finance real and personal property by a financing
agreement pursuant to ORS 271.390, and execute and deliver this Financing
Agreement to finance the Project (as defined in Section 1.2) pursuant to that
statute.

(b) The City and the Escrow Agent recite:

() The Escrow Agent desires to provide to the City the Financing
Amount to finance the Project, but only from the proceeds of the City’s Full Faith
and Credit Obligations, Series 2013 (the “Obligations™); and

(i) The City desires to borrow the Financing Amount from the
Escrow Agent to finance the Project, subject to the terms and conditions of and
for the purposes set forth herein.

Section 1.2  Definitions.  All capitalized terms not defined in this Financing
Agreement shall have the meanings defined for those terms in the Escrow Agreement. Unless
the context clearly requires use of a different definition, the following capitalized terms shall
have the meanings defined for those terms in this section:

“Escrow Agreement” means the Escrow Agreement between the City and the Escrow
Agent, of even date herewith, as it may be amended or supplemented relating to the Obligations.

“Financing Agreement” means this Financing Agreement, including the exhibits
attached to this Financing Agreement and any amendments to this Financing Agreement and its
exhibits.

“Financing Amount” means the sum of the principal components of the Financing
Payments, as shown in the attached Exhibit A.

“First Deposit Date” means the date on which the first deposit under Section 3.2 below
is due, as shown in Exhibit A attached hereto.

“Master Water Resolution” means Resolution No. 99-22 adopted by the City to provide
for the issuance of bonds and other obligations secured by Net Revenues of the Water System (as
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such terms are defined in the Master Water Resolution) and to set forth covenants and other
agreements of the City for the benefit of the owners of such bonds and obligations, as amended
and supplemented, including as amended and supplemented by Resolution 13-17 of the City.

“Principal Office” means the Corporate Trust office of the Escrow Agent located in
Portland, Oregon.

“Project” means the cost of financing or refinancing:

@) the costs of design, acquisition, construction, improvement and equipping
of, and additions, replacements, expansions and/or improvements to, the City’s water
system and the acquisition of all real and personal property necessary, useful or
convenient thereto; and

(b) related financing and issuance costs.

“Project Account” means the account established by the City to hold the proceeds of the
Obligations.

Section 1.3  Rules of Construction. References to section numbers in documents
which do not specify the document in which the section is located shall be construed as
references to section numbers in this Financing Agreement.

ARTICLE Il REPRESENTATIONS AND COVENANTS OF CITY AND
ESCROW AGENT

Section 2.1  Representations and Covenants of City. The City represents and
covenants for the benefit of the Escrow Agent and its assignees as follows:

@) The City is the City of Lake Oswego, Oregon, a municipality of the State
of Oregon.

(b) The City is authorized under Oregon Revised Statutes (ORS) 271.390 to
enter into this Financing Agreement and to perform all of its obligations under this
Financing Agreement.

(© All required action has been taken to ensure the enforceability of this
Financing Agreement (except as such enforceability may be limited by bankruptcy,
insolvency, reorganization, moratorium or similar laws or equitable principles relating to
or limiting creditors’ rights generally).

(d) All Financing Payments and deposits required by Section 3.2(b) below
and the Additional Charges required by Sections 3.2(c)(ii), 3.2(c)(iii) and 3.2(c)(iv)
below shall be paid to the Escrow Agent at its Principal Office.

Section 2.2  Representations and Covenants of Escrow Agent. The Escrow Agent
represents and covenants for the benefit of the City as follows:

Page 2 - FINANCING AGREEMENT



@ The Escrow Agent is a national banking association organized and
existing under the laws of the United States of America and duly qualified to transact
business of the type contemplated by this Financing Agreement and the Escrow
Agreement in the State of Oregon, and has all necessary power to own its properties and
assets and to carry on its business as now conducted.

(b) The consummation of the transactions contemplated by this Financing
Agreement will not violate the provisions of, or constitute a breach or default under, the
articles of association of the Escrow Agent or any material agreement to which the
Escrow Agent is a party.

(©) The execution, delivery and performance by the Escrow Agent of this
Financing Agreement and all related agreements, instruments and documents to which
the Escrow Agent is a party have been duly authorized and constitute legal, valid and
binding obligations of the Escrow Agent, enforceable against the Escrow Agent in
accordance with their terms, except as such enforcement may be limited by bankruptcy,
insolvency, reorganization, moratorium or similar laws or equitable principles relating to
or limiting creditors’ rights generally.

Section 2.3 Tax Covenants. The City shall comply with the instructions and
requirements of the Tax Certificate or Tax Certificate relating to the Obligations. This covenant
shall survive payment in full or defeasance of the Obligations.

ARTICLE Il THE FINANCING AND THE PAYMENTS

Section 3.1 The Financing. The Escrow Agent agrees to provide to the City an
amount equal to the Financing Amount, but solely from the proceeds of the sale of the
Obligations as provided in this Financing Agreement and the Escrow Agreement. The City
agrees to borrow the Financing Amount from the Escrow Agent, and to repay that principal
amount in installments, with interest, by making the Financing Payments and paying the
Additional Charges as provided in this Financing Agreement. This financing for the City will be
deemed to have been made when the transfers to the City which are specified in Section 3.5 of
the Escrow Agreement have occurred. This Financing Agreement shall commence on the
Closing Date and shall end on the date all Financing Payments and Additional Charges that the
City is required to pay under this Financing Agreement have been paid or defeased in accordance
with Section 11.1 of the Escrow Agreement. The Escrow Agent is not selling, arranging for sale
or establishing the terms of the Obligations.

Section 3.2  The Payments and Additional Charges.

@) The City agrees to pay the Escrow Agent, its successors or assigns,
without deduction or offset of any kind, as payment for the financing made under this
Financing Agreement, the Financing Payments and the Additional Charges.

(b) The City shall pay the Financing Amount to the Escrow Agent in
installments, with interest, on or before 1:00 p.m., prevailing Lake Oswego, Oregon time,
on the Business Day preceding the scheduled Payment Dates shown in Exhibit A, as
those amounts may be reduced by any prepayment of the Financing Payments.

Page 3 - FINANCING AGREEMENT



() To secure the performance of its obligation to pay Financing
Payments, the City shall deposit an amount equal to each scheduled Financing
Payment with the Escrow Agent on the Business Day preceding the scheduled
Payment Date into the Payment Account. Each deposit made under this Section
3.2(b) shall be applied toward Financing Payments due from the City as provided
in the Escrow Agreement.

(i) In making deposits under this Section 3.2(b), the City shall be
credited on each deposit date for any amounts then on hand in the Payment
Account and available to pay the Financing Payment for which such deposit is
being made and the City shall only be required to pay the difference, if any,
between the amount of the deposit then due and the amounts then on hand in the
Payment Account.

(©) In addition to the Financing Payments, the City covenants to pay the
following Additional Charges, as and when the same become due and payable:

Q) all applicable rebates due in connection with this Financing
Agreement and the Obligations that are required to be paid under Section 148(f)
of the Code consistent with the City’s representations and covenants contained in
any of the certificates or other documents executed by the City as provided under
Section 2.3 hereof; and

(i) to the extent permitted by law, all costs and expenses that the
Escrow Agent may incur because of any default by the City under this Financing
Agreement, including reasonable attorneys’ fees and costs of suit or action at law
to enforce the terms and conditions of this Financing Agreement; and

(iii) the fees, costs and expenses of the Escrow Agent as provided in
the Escrow Agreement and the reasonable fees, costs and expenses of any
successor Escrow Agent; and

(iv) Additional Charges shall be paid by the City when due, unless
such payment may be delayed without penalty or interest, or within 30 days after
notice in writing from the Escrow Agent to the City stating the amount of
Additional Charges then due and payable and the purpose thereof. Additional
Charges described in Sections 3.2(c)(i) shall be paid to the United States
Treasury. Additional Charges described in Sections 3.2(c)(ii) and 3.2(c)(iii)
above shall be paid to the Escrow Agent.
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Section 3.3  Prepayment. The Financing Payments are subject to prepayment as
provided in Exhibit B.

@) Except as provided in Exhibit B, the Financing Payments are not
otherwise subject to prepayment. The City may prepay the deposits required by Section
3.2(c)(i) above at any time.

(b) The City shall give notice of optional prepayment of Financing Payments
to the Escrow Agent not later than forty-five (45) days before the prepayment date. The
notice shall state the date of the prepayment, the maturities and the amounts of the
principal components to be prepaid. The Escrow Agent will select the Obligations to be
prepaid thereby pursuant to Section 2.10 of the Escrow Agreement. If the prepayment
date is other than a Payment Date, the accrued portion of the interest component of
Financing Payments due on the prepayment date shall be equal to the interest owed on
the prepayment date with respect to the Obligations selected by the Escrow Agent for
prepayment pursuant to Section 2.10 of the Escrow Agreement.

(c) If the principal component of a Financing Payment is prepaid, the
schedule of Financing Payments in the attached Exhibit A shall be revised to reflect the
prepayment, and the City shall provide the Escrow Agent such revised Exhibit A.

Section 3.4  Conditional Notice of Optional Prepayment. Any notice of optional
prepayment to the Registrar or to the Obligation Owners may state that the optional prepayment
is conditional upon receipt by the Registrar of moneys sufficient to pay the prepayment price of
such Obligations or upon the satisfaction of any other condition, and/or that such notice may be
rescinded upon the occurrence of any other event, and any conditional notice so given may be
rescinded at any time before payment of such prepayment price if any such condition so
specified is not satisfied or if any such other event occurs. Notice of such rescission or of the
failure of any such condition shall be given by the Registrar to the affected Obligation Owners as
promptly as practicable upon the failure of such condition or the occurrence of such other event.
Any notice of such rescission or of the failure of any such condition or occurrence of such other
event shall not constitute an event of default under the Escrow Agreement or this Financing
Agreement.

Section 3.5 Nature of City’s Obligations. The payment of the principal and interest
components on this Financing Agreement shall be secured by and payable from the City’s
general non-restricted revenues and other funds that are lawfully available for that purpose,
including, the proceeds of the Financing Agreement and revenues from an ad valorem tax
authorized to be levied under the City’s permanent rate limit under sections 11 and 11b,
Avrticle XI of the Oregon Constitution, and revenues derived from other taxes, if any, levied by
the City in accordance with and subject to limitations and restrictions imposed under applicable
law or contract, that are not dedicated, restricted or obligated by law or contract to an
inconsistent expenditure or use. The obligation to pay the principal and interest components of
this Financing Agreement is a full faith and credit obligation of the City.

@) The City hereby covenants to use all taxing power available to the City
under the law which is necessary to generate funds sufficient to permit the City to make
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Financing Payments, subject only to the limitations provided in Sections 11 and 11b,
Article XI of the Oregon Constitution and any limitations that are imposed by law.

(b) The City hereby agrees that its obligation to pay all Financing Payments
and Additional Charges is absolute and unconditional, and shall not be subject to annual
appropriation or any of the following:

() any setoff, counterclaim, recoupment, defense or other right
which the City may have against the Escrow Agent, any contractor or anyone else
for any reason whatsoever;

(i) any insolvency, bankruptcy, reorganization or similar
proceedings by the City;

(iii) abatement through damage, destruction or non-availability of
the Project; or

(iv) any other event or circumstance whatsoever, whether or not
similar to any of the foregoing.

(c) The payment obligations of the City under this Financing Agreement are
additionally secured by a subordinate pledge of Net Revenues of the Water System, as
provided in the Master Water Resolution. Such pledge of Net Revenues is subordinate to
the lien on, and pledge of, the Net Revenues for the senior bonds outstanding from time
to time under the Master Water Resolution. The obligation of the City to pay Financing
Payments is a Subordinate Obligation of the City payable from amounts in the
Subordinate Obligations Account (as such terms are defined in the Master Water
Resolution).

Section 3.6 Estoppel. The City hereby certifies, recites and declares that all things,
conditions and acts required by the Constitution and Statutes of the State of Oregon and by this
Financing Agreement and the Escrow Agreement to exist, to have happened and to have been
performed precedent to and in the execution and the delivery of this Financing Agreement, do
exist, have happened and have been performed in due time, form and manner, as required by law,
and that this Financing Agreement is a valid and binding obligation of the City which is
enforceable against the City in accordance with its terms, except to the extent that enforceability
may be limited by applicable bankruptcy, insolvency, fraudulent conveyance, reorganization,
moratorium or other laws or judicial decisions or principles of equity relating to or affecting the
enforcement of creditors’ rights or contractual obligations generally.

ARTICLE IV ASSIGNMENT

Section 4.1 By the Escrow Agent. The Escrow Agent may assign its rights under this
Financing Agreement only as specifically permitted by Article V of the Escrow Agreement.

Section 4.2 By the City. The rights and obligations of City under this Financing
Agreement may be assigned or transferred to any entity which succeeds or replaces the City, or
any entity into which the City may be merged, but only if the assignee or transferee assumes all
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of the City’s obligations under this Financing Agreement. The rights and obligations of the City
under this Financing Agreement shall not otherwise be assigned or transferred.

ARTICLE YV TITLE; FUTURE ENCUMBRANCES AND PARITY OBLIGATIONS

Section 5.1  Title. The Escrow Agent agrees that the City shall be entitled to exclusive
possession and enjoyment of the Project while this Financing Agreement is in effect, without
interference from the Escrow Agent or the Owners. The Escrow Agent shall have no mortgage,
security interest or other right to the Project.

Section 5.2  Future Encumbrances and Parity Obligations. The Obligations are not
secured by any interest in the Project, and the City reserves the right to sell, lease or grant other
interests in the Project. The City reserves the right to commit its full faith and credit and
available general funds for other purposes without limitation.

Section 5.3  Maintenance; Modification; Taxes; Insurance and Other Matters.
The Escrow Agent shall have no obligation to maintain or modify the Project, or to pay any
taxes, fees or charges associated with the Project, or to take any action related to the Project
except actions specifically required by this Financing Agreement or the Escrow Agreement.

ARTICLE VI EVENTS OF DEFAULT AND REMEDIES
Section 6.1 Events of Default Defined.

@ The following shall be events of default under this Financing Agreement
and the terms “events of default” and “default” shall mean, whenever they are used in this
Financing Agreement, any one or more of the following events:

Q) Failure by the City to pay any Financing Payment required to be
paid hereunder in the amount and at the time specified herein.

(i) Except as provided in Section 6.1(a)(v) below, failure by the
City to observe and perform any covenant, condition or agreement on its part to
be observed or performed for a period of sixty (60) days after written notice to the
City by the Escrow Agent, specifying such failure and requesting that it be
remedied, unless the Escrow Agent shall agree in writing to an extension of such
time prior to its expiration; provided, however, that if the failure stated in the
notice cannot be corrected within the applicable period, the Escrow Agent will not
unreasonably withhold its consent to an extension of such time if corrective action
is instituted by the City within the applicable period and diligently pursued until
the default is corrected;

(iii) The occurrence and continuance of any event of default under
the Escrow Agreement; or

(iv) The commencement by the City of a voluntary case under any
applicable bankruptcy, insolvency or other similar law now or hereafter in effect
or an assignment by the City for the benefit of its creditors, or the entry by the
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City into an agreement of composition with creditors, or the taking of any action
by the City in furtherance of any of the foregoing.

(v) If by reason of force majeure, the City is unable in whole or in
part to carry out its agreement herein contained, other than the obligations on the
part of the City contained in Article 3 hereof, the City shall not be deemed in
default during the continuance of such inability. The term “force majeure” as
used herein shall mean, without limitation, any of the following: acts of God;
strikes, lockouts or other industrial disturbances; acts of the public enemy; orders
or restraints of any kind of the government of the United States of America or of
the City wherein the City is located or any of their departments, agencies or
officials, or any civil or military authority; insurrections; riots; landslides;
earthquakes; fires; storms; droughts; floods; explosions; breakage or accident to
machinery, transmission pipes or canals; or any similar or different cause or event
not reasonably within the control of the City.

Section 6.2 Remedies on Default.

@ Whenever any event of default referred to in Section 6.1 above shall have
happened and be continuing, the Escrow Agent shall have the right, at its sole option
without any further demand or notice, to exercise any remedy described in Section 9.2 of
the Escrow Agreement.

(b) The Escrow Agent shall exercise its rights hereunder only in accordance
with the Escrow Agreement. No remedy referred to in this Section 6.2 is exclusive, but
each shall be cumulative and in addition to any other remedy referred to herein or
otherwise available to the Escrow Agent at law or in equity. In the event that the Escrow
Agent exercises or begins to exercise any one or more of such remedies, such action shall
not preclude the simultaneous or later exercise by the Escrow Agent of any other
remedies. No express or implied waiver by the Escrow Agent of an event of default shall
constitute a waiver of any other or subsequent event of default.

ARTICLE VII MISCELLANEOUS
Section 7.1  Notices.

@ Except as otherwise provided in Section 7.1(b) below, all notices,
obligations or other communications hereunder shall be sufficiently given and shall be
deemed given when delivered or mailed by first class mail, postage prepaid and
facsimile, to:

To the Escrow Agent at: Wells Fargo Bank, National Association
Attn: Corporate Trust Department
MAC P6101-114
1300 SW 5th Avenue
Portland, OR 97201
Facsimile: (503) 886-3300
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To the City at: City of Lake Oswego, Oregon
380 A Avenue
P.O. Box 369
Lake Oswego, OR 97034
Attn: Finance Director
Facsimile: (503) 675-3746

With Copy to Special Counsel at:  Orrick, Herrington & Sutcliffe LLP
1120 N.W. Couch Street, Suite 200
Portland, OR 97209
Facsimile: (503) 943-4801
Attn: Gregory Blonde, Esq.

(b) Facsimile Instructions. The Escrow Agent agrees to accept and act upon
facsimile transmission of written instructions and/or directions pursuant to this
Section 7.1 provided, however, that: (a) subsequent to such facsimile transmission of
written instructions and/or directions the Escrow Agent shall forthwith receive the
originally executed instructions and/or directions; (b) such originally executed
instructions and/or directions shall be signed by a person as may be designated and
authorized to sign for the party signing such instructions and/or directions; and (c) the
Escrow Agent shall have received a current incumbency certificate containing the
specimen signature of such designated person.

Section 7.2  Binding Effect. This Financing Agreement shall inure to the benefit of
and shall be binding upon the Escrow Agent and the City and their respective successors and
assigns.

Section 7.3 Severability. In the event any provisions of this Financing Agreement
shall be held invalid or unenforceable by any court of competent jurisdiction, such holding shall
not invalidate or render unenforceable any other provisions hereof.

Section 7.4  Amendments. This Financing Agreement may be amended only as
provided in the Escrow Agreement.

Section 7.5  Execution in Counterparts. This Financing Agreement may be
simultaneously executed in several counterparts, each of which shall be an original and all of
which shall constitute but one and the same instrument.

Section 7.6 Applicable Law. This Financing Agreement shall be governed by and
construed in accordance with the laws of the State of Oregon. Any action regarding this
Financing Agreement or the transactions contemplated hereby shall be brought in the circuit
court of Clackamas County, Oregon.

Section 7.7 Headings. The headings, titles and table of contents in this Financing
Agreement are provided for convenience and shall not affect the meaning, construction or effect
of this Financing Agreement. All references herein to Sections, and other subdivisions which do
not specify the document in which the subdivision is located shall be construed as references to
this Financing Agreement.
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[Signatures follow next page]
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IN WITNESS WHEREOF, the Escrow Agent has executed this Financing Agreement in
its corporate name by its duly authorized officer and the City has caused this Financing
Agreement to be executed in its name by its duly authorized officer, all as of the date first above

written.

SIGNATURE PAGE TO FINANCING AGREEMENT

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Escrow Agent

By:

Name:
Title:

CITY OF LAKE OSWEGO, OREGON,
as City

By:

Ursula Euler
Finance Director



EXHIBIT A
FINANCING PAYMENT SCHEDULE

(TO FOLLOW)
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EXHIBIT B
PREPAYMENT PROVISIONS

(TO FOLLOW)

Optional Prepayment:

Mandatory Prepayment:

PHEEB-PUAERIIBIT B



This Page Intentionally Left Blank



Orrick, Herrington & Sutcliffe LLP
Draft Distributed: 07/29/13

ESCROW AGREEMENT

between

WELLS FARGO BANK, NATIONAL ASSOCIATION
as Escrow Agent

and the

CITY OF LAKE OSWEGO, OREGON
as City

Relating to

City of Lake Oswego
Clackamas, Multnomah and Washington Counties, Oregon
$ Full Faith and Credit Obligations
Series 2013

Dated as of [] 1] 1, 2013



ARTICLE |

ARTICLE Il

ARTICLE IlI

ARTICLE IV

ARTICLE V

TABLE OF CONTENTS

Page

DEFINITIONS; RECITALS; AND TRANSFER OF RIGHTS........cccccvvuenn. 1

Section 1.1 DEFINITIONS. ...t et 1
Section 1.2 RECITAIS. ... 4
THE SERIES 2013 FULL FAITH AND CREDIT OBLIGATIONS.............. 5

Section 2.1 Authorization, Delivery and Terms of Obligations ............ccccccevvenee. 5
Section 2.2 Payment of OBlIgations..........ccoooviiiiiiiiieseee e 5
Section 2.3 BOOK-ENtry Only SYSteM .....cccoiiiiiiieii e 6
Section 2.4 FOrm Of ODIQAtIONS.....c..ooieiieiiee e 7
Section 2.5 EXECULION ..ot 7
Section 2.6 Registration of Transfer and EXchange.........ccccooceveniiiiiiinneniencenns 7
Section 2.7 Mutilated, Lost, Destroyed or Stolen Obligations ............cccccveveriennnne 8
Section 2.8 EXecution Of DOCUMENTS........cooiiiiiieiiiie e 8
Section 2.9 Obligation REJISIEN .......ccveiieeieceee e 8
Section 2.10 PrepayMeNt ........oo i 8
Section 2.11 RESEIVEA. ...t 11
Section 2.12 Provisions for Printed Obligations...........cccccooiiiiiinnnieic e 11
ACCOUNTS ...ttt sttt s 11

Section 3.1 Payment ACCOUNT.........oooiiiiieie e 11
Section 3.2 PrOJECT ACCOUNT.....cviiieeiiecieeie ettt nre e 12
Section 3.3 Costs Of 1SSUANCE ACCOUNT.......oceiiieiieie et 12
Section 3.4 Additional Charges ........ccveiieiiie e 13
Section 3.5 Deposits at CIOSING .....coivieiiiieiieese e 13
MONEYS IN FUNDS; INVESTMENT .....cccoiiiiiiiirc e 13

Section 4.1 Moneys and Investments Held Under Escrow Agreement................ 13
Section 4.2 Deposit and Investment of Moneys in ACCOUNES .......ccccvevververerennnnn. 13
THE ESCROW AGENT ... .ottt 13

Section 5.1 Compensation of the ESCrow Agent .........ccccvevieieevveie e cie e 13
Section 5.2 Removal Of ESCrOW AGENT......ccviiiiiiiieice e 13
Section 5.3 Resignation of ESCrOW AQENT ........cccveiveieeie e 14
Section 5.4 Merger or ConsOldatioN .........cocueviiiiiieiiie e 14



TABLE OF CONTENTS

(continued)
Page
Section 5.5 Acceptance of Appointment by Successor Escrow Agent................. 15
Section 5.6 Duties and Responsibilities of the Escrow Agent Prior to and

DUuring Default .........cccooiveeie e 15
Section 5.7 Protection and Rights of the Escrow Agent...........cccoocevvviiiiniennnne 16
Section 5.8 INAeMNITICALION ......viiiiiiiiicee e 17
ARTICLE VI CONCERNING THE OBLIGATION OWNERS........ccccocviiiiiieieieceeeenns 17
Section 6.1 Evidence of Action Taken by OWNErs........cccccevveieieeneeie e 17
Section 6.2 Action Taken by Owners Irrevocable ..., 18
Section 6.3 Certain Obligations Disregarded...........cccocevverieiieenisiesiese e 18

ARTICLE VII  MODIFICATION OF ESCROW AGREEMENT AND FINANCING
AGREEMENT ...ttt bbb 18
Section 7.1 LIMITATIONS ... et 18
Section 7.2 Supplemental Escrow Agreement Without Consent of Owners........ 18
Section 7.3 Supplemental Escrow Agreement with Consent of the Owners........ 19
Section 7.4 Effect of Supplemental Escrow Agreement...........ccoovvevveeeveenenennnn 20

Section 7.5 Amendments to Financing Agreement Not Requiring Consent
OF OWWNEIS ...ttt bbbt 20

Section 7.6 Amendments to Financing Agreement Requiring Consent of

tNE OWNETS ... 21
ARTICLE VIII'  COVENANTS; NOTICES .....cootiiiieieieieie et 21
Section 8.1 Compliance With and Enforcement of Financing Agreement........... 21
Section 8.2 Notice in Event of Late Financing Payment............c.cccoovvveninnnnnnnne 21
Section 8.3 Notice Of Default.........ccccoviiiiiii s 21
Section 8.4 TAX COVENANES ...ttt 22
Section 8.5 Prosecution and Defense Of SUITS ........ccocvvvriiiiniinieiese e 22
Section 8.6 FUINEr ASSUFANCES. ... ..citieiiiiie ittt 22
ARTICLE IX EVENTS OF DEFAULT ...ttt 22
Section 9.1 Events of Default ..........ccooiieiieii 22
Section 9.2 Remedies 0n Default..........cocoeiiiiiiiie s 22
Section 9.3 NO Remedy EXCIUSIVE. ... 23
Section 9.4 Agreement to Pay Attorneys’ Fees and EXPenses .........ccccevverveereenne. 23



ARTICLE X

ARTICLE XI

TABLE OF CONTENTS

(continued)

Page

Section 9.5 No Additional Waiver Implied by One Waiver.........cccccccocevverirennnnn. 23
Section 9.6 Application of Moneys Upon Default............ccoooviieiininniencnne, 23
Section 9.7 ACLION DY OWNEIS ...t 24
LIMITATION OF LIABILITY Lottt 24

Section 10.1 Limited Liability of City.......cccooveveiiiiiercc e 24
Section 10.2 No Liability of City for Escrow Agent Performance............cccccc....... 24
Section 10.3 No Liability of Escrow Agent for Financing Payments by City........ 25
Section 10.4 Limitation of Rights to Parties and OWNers...........cccocevveieneeniennnnnn 25
MISCELLANEQOUS ......oooiieeeee ettt 25

Section 11.1 DETRASANCE ...ttt e 25
Section 11.2 INOTICES ..ttt bbbt 26
Section 11.3 GOVEIMING LAW ..ottt e 27
Section 11.4 Partial INValidity.........ccooviieiiee e 27
Section 11.5 Binding EffeCt; SUCCESSOIS .....ccvveviiiiiieieeie st 27
Section 11.6 Execution in COUNEEIPArTS.........ceeveeieieerreie e 27
Section 11.7 Destruction of Canceled Obligations............ccceeevininiiiii e 27
Section 11.8 [ T=T o [ T 1SR 27

Exhibit A — Form of Series 2013 Obligation



ESCROW AGREEMENT

THIS ESCROW AGREEMENT is dated as of [] ]] 1, 2013, and is entered into by
and between WELLS FARGO BANK, NATIONAL ASSOCIATION, a national banking
association (the “Escrow Agent”), and the CITY OF LAKE OSWEGO, OREGON, (the
“City”). The parties hereby agree as follows:

ARTICLE | DEFINITIONS; RECITALS; AND TRANSFER OF RIGHTS

Section 1.1  Definitions. Unless the context clearly requires otherwise, capitalized
terms not defined in this Section 1.1 shall have the meanings defined for such terms in the
Financing Agreement. Capitalized terms used in this Escrow Agreement which are defined in
this Section 1.1 shall have the following meanings, unless the context clearly requires otherwise:

“Additional Charges” means the amounts specified as such pursuant to Section 3.2 of
the Financing Agreement.

“Business Day” means any day other than a Saturday, Sunday or a day on which the
Escrow Agent is authorized by law to remain closed.

“City” means the City of Lake Oswego, Oregon, or its successors.

“City’s Authorized Representative” means the City Manager, Finance Director or the
person designated in writing by the City Manager or Finance Director to act under this Escrow
Agreement or the Financing Agreement.

“Closing Date” means the day on which the Obligations are delivered to the Purchaser in
exchange for payment.

“Code” means the Internal Revenue Code of 1986, as amended, including regulations,
rulings and judicial decisions promulgated thereunder.

“Costs of Issuance Account” means the Costs of Issuance Account created pursuant to
Section 3.3 herein to pay costs of issuance of the Obligations.

“Defeasance Obligations” means: (1) Cash (insured at all times by the Federal Deposit
Insurance Corporation); (2) U.S. Treasury Certificates, Notes and Bonds (including State and
Local Government Series (“SLGS”); (3) Direct obligations of the Treasury which have been
stripped by the Treasury itself, CATS and TGRS and similar securities; (4) Resolution Funding
Corp. (REFCORP) (only the interest component of REFCORP strips which have been stripped
by request to the Federal Reserve Bank of New York in book entry form are acceptable); (5) Pre-
refunded municipal bonds rated “Aaa” by Moody’s and “AAA” by Standard & Poor’s Rating
Group; provided, however, if the pre-refunded bonds are only rated by Standard & Poor’s, then
the pre-refunded bonds must have been refunded with cash, direct U.S. or U.S. guaranteed
obligations, or “AAA” rated pre-refunded municipals; (6) Obligations issued by the following
agencies which are backed by the full faith and credit of the United States: (a) U.S. Export-
Import Bank (Eximbank), direct obligations or fully guaranteed certificates of beneficial
ownership; (b) Farmers Home Administration (FmHA), certificates of beneficial ownership;
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(c) Federal Financing Bank; (d) General Services Administration participation certificates;
(e) U.S. Maritime Administration, guaranteed Title XI financing; and (f) U.S. Department of
Housing and Urban Development (HUD) project notes, local authority bonds, new communities
debentures — U.S. Government guaranteed debentures and U.S. Public Housing Notes and Bonds
— U.S. government guaranteed public housing notes and bonds.

“EMMA” means the MSRB’s Electronic Municipal Market Access system.

“Escrow Agent” means the entity serving as escrow agent under this Escrow Agreement,
which as of the date of this Escrow Agreement, is Wells Fargo Bank, National Association,
Portland, Oregon.

“Escrow Agreement” means this Escrow Agreement, as it may be amended and
supplemented.

“Event of Default” has the meaning defined for that term in Section 9.1 of this Escrow
Agreement.

“Financing Agreement” means the Financing Agreement for the Project, of even date
herewith, and signed by the Escrow Agent and the City, as it may be amended and
supplemented.

“Financing Payments” mean the installment payments of principal and interest which
the City is required to make under the Financing Agreement to repay the Financing Amount.
“Financing Payments” includes both the scheduled payments shown in Exhibit A to the
Financing Agreement and any permitted prepayments of those scheduled payments shown in
Exhibit B to the Financing Agreement.

“Fiscal Year” means each year beginning on July 1, and ending on the following
June 30.

“Master Water Resolution” means Resolution No. 99-22 adopted by the City to provide
for the issuance of bonds and other obligations secured by Net Revenues of the Water System (as
such terms are defined in the Master Water Resolution) and to set forth covenants and other
agreements of the City for the benefit of the owners of such bonds and obligations, as amended
and supplemented, including as amended and supplemented by Resolution 13-17 of the City.

“MSRB” means the Municipal Securities Rule Making Board.

“Obligation Register” means the records kept for the registration of Obligations by the
Escrow Agent pursuant to Section 2.9 below.

“Obligations” means the Full Faith and Credit Obligations, Series 2013 authorized by
Section 2.1 below evidencing undivided proportionate interests in the Financing Payments.

“Qutstanding” means, when used as of any particular time with respect to Obligations,
all Obligations theretofore executed by the Escrow Agent and registered and delivered by the
Escrow Agent under this Escrow Agreement except:
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@ Obligations previously canceled by the Escrow Agent or surrendered to
the Escrow Agent for cancellation;

(b) Obligations for the payment or prepayment of the Financing Payments
evidenced thereby of which funds or Defeasance Obligations in the necessary amount
have previously been deposited with the Escrow Agent (whether upon or prior to the
payment or prepayment date of such Obligations); and

(c) Obligations in lieu of or in exchange for which other Obligations have
previously been executed and delivered by the Escrow Agent pursuant to Section 2.7
below.

“Owner” means the person in whose name an Outstanding Obligation is registered.

“Payment Account” means the Payment Account established pursuant to Section 3.1
hereof to pay principal and interest on the Obligations.

“Payment Date” means each June 1 and December 1, as provided in Exhibit A to the
Financing Agreement, or the date on which any Financing Payment will be prepaid in
accordance with this Escrow Agreement and the Financing Agreement.

“Principal Office” means the Corporate Trust office of the Escrow Agent located in
Portland, Oregon.

“Project” means the cost of financing or refinancing:

@) the costs of design, acquisition, construction, improvement and equipping
of, and additions, replacements, expansions and/or improvements to, the City’s water
system and the acquisition of all real and personal property necessary, useful or
convenient thereto; and

(b) related financing and issuance costs.

“Project Account” means the Project Account created pursuant to Section 3.2 hereof to
pay costs of the Project.

“Purchaser” means as purchaser of the Obligations.

“Qualified Investments” means the investments in which the City may invest surplus
funds under the laws of the State of Oregon.

“Record Date” means the fifteenth day of a month immediately preceding a month in
which a Payment Date occurs, whether or not such date is a Business Day.

“Registered Owner” means the Registered Owner as described in Section 2.12 below.

“Registrar” means the Escrow Agent, serving as Escrow Agent and Paying Agent
hereunder.
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“Rule” means Securities and Exchange Commission Rule 15c¢2-12 (17 C.F.R.
§ 240.15c2-12).

“SEC” means the Securities and Exchange Commission.

“Series 2013 Obligations” means the $ Full Faith and Credit Obligations,
Series 2013, dated , 2013.

“Rule” means Securities and Exchange Commission Rule 15c¢2-12 (17 C.F.R.
§ 240.15c2-12).

“Special Counsel” means Orrick, Herrington & Sutcliffe LLP, or other nationally
recognized special counsel appointed by the City.

Section 1.2  Recitals.
@ City’s Recitals.

Q) The City is authorized by ORS 271.390 to enter into financing
agreements to finance or refinance any real or personal property that its City
Council determines is needed.

(i) The City Council has determined in Resolution No. 13-17 adopted
on July 16, 2013 (the “Resolution”), that the Project is needed, and the Escrow
Agent and the City have entered into the Financing Agreement in which the
Escrow Agent has agreed to provide to the City an amount equal to the Financing
Amount, but solely from the sale of the Obligations as provided in the Financing
Agreement and this Escrow Agreement, and the City has agreed to borrow the
Financing Amount from the Escrow Agent to finance the Project.

(ili)  The City enters into this Escrow Agreement to provide for the
execution and delivery of the Obligations that will be paid from Financing
Payments the City makes under the Financing Agreement.

(b) The Escrow Agent recites that it has placed its rights under the Financing
Agreement, including the right to receive Financing Payments, in trust for the benefit of
the Owners of the Obligations, that it accepts its obligations under this Escrow
Agreement and the Financing Agreement and has agreed to execute and deliver the
Obligations evidencing undivided proportionate interests in the Financing Payments.

(©) Rights Under Financing Agreement Held for Benefit of Owners. The City
and the Escrow Agent hereby agree that the following rights shall be held in trust
exclusively for the undivided proportionate benefit of the Owners as provided in this
Escrow Agreement:

() all rights of the Escrow Agent under the Financing Agreement
(except for the Escrow Agent’s right to payment from Additional Charges); and,
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(i) all rights of the Escrow Agent and the City to amounts in the
Payment Account.

ARTICLE Il THE SERIES 2013 FULL FAITH AND CREDIT OBLIGATIONS
Section 2.1  Authorization, Delivery and Terms of Obligations.

@) The Obligations shall be dated, shall evidence principal components of the
Financing Payments coming due on the dates and shall evidence interest components of
the Financing Payments that shall be computed at the rates, as shown in Exhibit A to the
Financing Agreement. Interest shall be calculated on the basis of a 360-day year
comprised of twelve 30-day months.

(b) The Escrow Agent is hereby authorized to register, execute, authenticate
and deliver the Obligations in substantially the form shown in Exhibit A hereto, to DTC
on behalf of the Purchaser or hold the Obligations in the Fast Automated Securities
Transfer (FAST) for credit to the account of the Purchaser. The Obligations shall be
numbered serially and shall be signed by manual or facsimile signature of an authorized
officer of the Escrow Agent. The Escrow Agent agrees to apply the Financing Payments
as provided in this Escrow Agreement.

Section 2.2  Payment of Obligations.

@ Each Obligation represents an undivided ownership interest in and a right
to receive:

() a proportionate share of the principal component of the Financing
Payments due on the payment date of that Obligation, plus

(i) a proportionate share of the interest components of the Financing
Payments that are allocable to that principal component.

(b) The City shall pay the Financing Payments to the Escrow Agent in
immediately available funds as provided in the Financing Agreement.

(© Interest represented by the Obligations shall be payable by the Escrow
Agent to the Owners by check or draft mailed to the Owners at their addresses as they
appear on the Obligation Register on the Record Date; provided, that interest represented
by Obligations of any Owner representing principal of $1,000,000 or more shall be
payable, upon the written request of such Owner in form and substance satisfactory to the
Escrow Agent, by wire transfer of immediately available funds to an account within the
United States designated by such Owner on or before the Record Date. Principal
represented by the Obligations shall be payable upon due presentment and surrender of
such obligations at the principal office of the Registrar. Notwithstanding the foregoing
provisions, for so long as the Obligations are registered in the name of The Depository
Trust Company (the “Depository”) or its nominee, principal and interest represented by
the Obligations shall be payable in accordance with the blanket letter of representations
the City has filed with the Depository.
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Section 2.3  Book-Entry Only System.

@ The Obligations shall be initially executed and delivered as a book-entry
only security issue with no Obligation certificates being made available to the Owners in
accordance with the blanket letter of representations the City has filed with the
Depository. While the Obligations are in book-entry form, the Obligations shall be
subject to the rules and procedures of the Depository.

(b) If the Depository determines not to continue to act as securities depository
for the Obligations, or the City determines that the Depository shall no longer so act, then
the City will discontinue the book-entry only system with the Depository. If the City
fails to designate another qualified securities depository to replace the Depository or
elects to discontinue use of a book-entry only system, the Obligations shall no longer be a
book-entry only issue but shall be registered in the registration books maintained by the
Escrow Agent in the name of the Owner as appearing on the Obligation Register and
thereafter in the name or names of the Owners of the Obligations transferring or
exchanging Obligations in accordance with the provisions of this Section 2.3. The
Escrow Agent shall authenticate and deliver printed Obligations to such Owners at the
City’s expense.

(©) While the Obligations are in book-entry form, the City and the Escrow
Agent shall have no responsibility or obligation to any participant or correspondent of the
depository or to any owner of a beneficial interest in the obligations (a “Beneficial
Owner”) for:

() the accuracy of the records of the Depository, its nominee or any
participant, correspondent or Beneficial Owner with respect to any ownership
interest in the Obligations;

(i) the delivery to any participant, correspondent, Beneficial Owner or
any other person, other than an Owner as shown in the registration books
maintained by the Escrow Agent, of any notice with respect to the Obligations,
including any notice of prepayment;

(iii)  the selection by the Depository of the beneficial interest in
Obligations to be prepaid if the City prepays the Obligations in part; or

(iv)  the payment to any participant, correspondent, or any other person
other than the Owner of the Obligations as shown in the registration books
maintained by the Escrow Agent, of any amount with respect to principal,
premium, if any, or interest with respect to the Obligations.

(d) Notwithstanding the book-entry only system, the City may treat and
consider the person in whose name each Obligation is registered in the registration books
maintained by the Escrow Agent as the absolute owner of such Obligation for the purpose
of payment of principal, premium, if any, and interest with respect to such Obligation, or
for the purpose of giving notices of prepayment and other matters with respect to such
Obligation, or for the purpose of registering transfers with respect to such Obligation, or
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for all other purposes whatsoever. The City shall pay or cause to be paid all principal,
premium, if any, and interest with respect to the Obligations only to or upon the order of
the Owners, as shown in the registration books maintained by the Escrow Agent and all
such payments shall be valid and effective to fully satisfy and discharge the City’s
obligation with respect to payment thereof to the extent of the sum or sums so paid.

Section 2.4  Form of Obligations. The Obligations shall be executed and delivered in
fully registered form in denominations of $5,000 or any integral multiple thereof within a single
payment date. The Series 2013 Obligations and the form of assignment shall be substantially in
the form set forth in Exhibit A hereto and shall be numbered beginning with No. R-1.

Section 2.5 Execution. The Obligations shall be executed by and in the name of the
Escrow Agent by the manual or facsimile signature of an authorized officer of the Escrow Agent
and shall be authenticated by manual signature of an authorized officer of the Escrow Agent.
Only Obligations that are substantially in the form set forth in Exhibit A hereto and that have
been manually authenticated by the Escrow Agent shall be valid for any purpose or entitled to
the benefits of this Escrow Agreement.

Section 2.6  Registration of Transfer and Exchange. The provisions of this
Section 2.6 apply only if the Obligations cease to be a book-entry only issue. The registration of
any Obligation may, in accordance with its terms, be transferred upon the Obligation Register by
the person in whose name it is registered, in person or by his duly authorized attorney, upon
surrender of such Obligation for cancellation, accompanied by delivery of a written instrument of
transfer in a form approved by the Escrow Agent and duly executed by the Owner or his or her
authorized attorney. Obligations may be exchanged at the office of the Escrow Agent for
Obligations evidencing a like aggregate principal amount or other authorized denominations of
the same payment date. The Escrow Agent may require the Obligation Owner requesting such
exchange to pay any tax or other governmental charge required to be paid with respect to such
exchange. Whenever any Obligation or Obligations shall be surrendered for registration of
transfer or exchange, the Escrow Agent shall execute and deliver a new Obligation or
Obligations of the same payment date, for like aggregate principal amount; provided that the
Escrow Agent shall not be required to register transfers or make exchanges of:

@ Obligations for a period of fifteen (15) days next preceding any selection
of the Obligations to be prepaid,;

(b) any Obligations chosen for prepayment; or
(©) Obligations for a period of fifteen (15) days prior to any Payment Date.
Section 2.7  Mutilated, Lost, Destroyed or Stolen Obligations.

@ If any Obligation becomes mutilated, the Escrow Agent, at the expense of
the Owner of such Obligation, shall execute and deliver a new Obligation of like tenor
and payment date but bearing a different number in exchange and substitution for the
Obligation so mutilated, but only upon surrender to the Escrow Agent of the Obligation
so mutilated. Every mutilated Obligation so surrendered to the Escrow Agent shall be
canceled by it.
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(b) If any Obligation is lost, destroyed or stolen, evidence of such loss,
destruction or theft shall be submitted to the Escrow Agent and, if such evidence is
satisfactory to the Escrow Agent and, if an indemnity satisfactory to the Escrow Agent
shall be given, the Escrow Agent, at the expense of the Owner of the Obligation in
question, shall execute and deliver a new Obligation of like tenor and payment date and
numbered as the Escrow Agent shall determine in lieu of and in substitution for the
Obligation so lost, destroyed or stolen.

(©) The Escrow Agent may require payment of an appropriate fee for each
new Obligation delivered under this Section 2.7 and of the expenses that may be incurred
by the Escrow Agent in carrying out the duties under this Section 2.7.

Section 2.8 Execution of Documents. The Escrow Agent may accept any evidence of
execution of documents by Owners which the Escrow Agent reasonably deems sufficient. Any
request or consent of the Owner of any Obligation shall bind every future Owner of the same
Obligation.

Section 2.9  Obligation Register. The Escrow Agent will maintain the Obligation
Register and shall record the registration and transfer of all Obligations in the Obligation
Register. The Obligation Register shall be open to inspection by the City during regular business
hours upon reasonable notice.

Section 2.10 Prepayment.

@) Terms of Prepayment. The Obligations shall be subject to optional and
mandatory prepayment as provided in Exhibit B of the Financing Agreement.

(b) Selection of Obligations for Optional Prepayment. If less than all of the
Financing Payments shall be prepaid, the City shall notify the Escrow Agent of the
maturities and the amounts of the principal components selected for prepayment. The
City shall provide such notice to the Escrow Agent in writing of the Obligations so
selected for prepayment. If the Obligations are in book-entry form at the time of
prepayment, and less than all of the Financing Payments are being prepaid, the Escrow
Agent, at the request of the City, shall direct DTC to instruct the DTC participants to
select such Obligations for prepayment by lot within a maturity. Neither the City nor the
Escrow Agent shall have responsibility to insure that DTC or its participants properly
select such Obligations for prepayment.

(©) Notice of Prepayment (No Depository).

Q) The provisions of this Section 2.10(c) shall apply only if the
Obligations cease to be a book-entry-only issue. If the principal component of
Financing Payments is to be prepaid, the City shall give notice of such
prepayment to the Escrow Agent not less than forty-five (45) days before the
prepayment date pursuant to Section 3.3(b) of the Financing Agreement and, not
later than the date of prepayment, shall deposit with the Escrow Agent the amount
required to effect the prepayment. The Escrow Agent shall give to the Obligation
Owners notice of prepayment (“Notice of Prepayment”) of the Obligations at the
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expense of the City. Each Notice of Prepayment shall state (a) the prepayment
date, (b) the place or places of prepayment (including the name and address of
any prepayment agent), (c) if only a portion of the Obligations are being prepaid,
the distinctive number of the Obligations to be prepaid, (d) the Obligations or
designated portions thereof (in the case of prepayment of the Obligations in part
but not in whole), (e) the prepayment price, (f) the CUSIP numbers (if any)
assigned to the Obligations to be prepaid and (g) the dated date of the Obligations,
the interest rate and stated payment date with respect to each Obligation to be
prepaid in whole or in part. Each such Notice of Prepayment shall also state that
on said date there shall become due and payable on each of said Obligations the
principal amount with respect thereto (or a portion thereof in the case of an
Obligation to be redeemed in part only), together with interest accrued with
respect thereto to the prepayment date, and that from and after such prepayment
the interest thereon shall cease to accrue, and shall require that such Obligations
be then surrendered.

(i)  The Escrow Agent shall take the following actions with respect to
such Notice of Prepayment.

1) At least twenty (20) days before the prepayment date, such
Notice of Prepayment shall be given either by (a) registered or certified
mail, postage prepaid, (b) confirmed facsimile transmission or
(c) overnight delivery service, to the following securities depository:

The Depository Trust Company
711 Stewart Avenue

Garden City, New York 11530
Facsimile transmission:

(516) 227-4039

(516) 227-4190

@) At least twenty (20) days before the prepayment date, such
Notice of Prepayment shall be given either by (a) registered or certified
mail, postage prepaid, (b) overnight delivery service, or (c) in electronic
format as prescribed by the MSRB, to the MSRB, or any electronic
municipal access system established by the MSRB for purposes of the
Rule.

(iii))  Notice of Prepayment shall be given by mailing, first class, postage
prepaid, not more than sixty (60) days nor less than twenty (20) days prior to said
prepayment date, copies thereof to the City and the Owners of the Obligations
whose Obligations or a portion thereof are to be prepaid.

(iv)  Any defect in notices given under Sections (i), (ii), or (iii) above

shall not affect the validity of the proceedings for the prepayment of the
Obligations or portions thereof.
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(d) Notice of Prepayment (Depository). If the principal component of
Financing Payments is to be prepaid, the City shall give notice of such prepayment to the
Escrow Agent at the addresses in Section 11.2, not less than forty-five (45) days before
the prepayment date pursuant to Section 3.3(b) of the Financing Agreement and, not later
than the date of prepayment, shall deposit with the Escrow Agent the amount required to
effect the prepayment. The Escrow Agent shall notify the Depository at the address
above of any prepayment not less than twenty (20) days prior to the prepayment and shall
provide such information in connection therewith as required by the blanket letter of
representations the City has filed with the Depository Trust Company.

(e) Notice of Prepayment Required by Continuing Disclosure Certificate. In
addition to the other notices of prepayment required by this Escrow Agreement, the
Escrow Agent shall give to the MSRB or such other central repository established by the
MSRB, including EMMA, any notices of prepayment which are required to be provided
by the City in the Continuing Disclosure Certificate for the Obligations.

()] Partial Prepayment of Obligations. Upon surrender of any Obligation that
is not in book entry form and is prepaid in part only, the Escrow Agent shall execute and
deliver to the Owner thereof, at the expense of that Owner, a new Obligation or
Obligations of authorized denominations equal in aggregate principal amount to the
portion of the surrendered Obligation which is not prepaid and with the same stated
interest rate and the same payment date. Such partial prepayment shall be valid upon
payment of the amount thereby required to be paid to such Owner, and the City and the
Escrow Agent shall be released and discharged from all liability to the extent of such
payment.

(0) Effect of Prepayment. If notice of prepayment has been given as provided
in this Section 2.10, and the moneys for the prepayment (including the interest to the
applicable date of prepayment) have been set aside in the Payment Account, the
Obligations shall become due and payable on the date of prepayment upon presentation
and surrender thereof at the office or offices specified in said notice, and interest with
respect to the Obligations shall cease to accrue after the date fixed for prepayment. All
moneys held by or on behalf of the Escrow Agent for the prepayment of Obligations shall
be held in trust for the account of the Owners of the Obligations so to be prepaid. All
Obligations paid at their payment date or prepaid prior to their payment date pursuant to
the provisions of this Section 2.10, if any, shall be canceled upon surrender thereof.

(h) Conditional Notice of Prepayment. Any notice of optional prepayment to
the Escrow Agent or to the Obligation Owners may state that the optional prepayment is
conditional upon receipt by the Escrow Agent of moneys sufficient to pay the
prepayment price of such Obligations or upon the satisfaction of any other condition,
and/or that such notice may be rescinded upon the occurrence of any other event, and any
conditional notice so given may be rescinded at any time before payment of such
prepayment price if any such condition so specified is not satisfied or if any such other
event occurs. Notice of such rescission or of the failure of any such condition shall be
given by the Escrow Agent to the affected Obligation Owners as promptly as practicable
upon the failure of such condition or the occurrence of such other event. Any notice of
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such rescission or of the failure of any such condition or occurrence of such other event
shall not constitute an event of default under the Financing Agreement or this Escrow
Agreement.

Section 2.11 Reserved.

Section 2.12 Provisions for Printed Obligations. If the City discontinues use of the
book-entry only system or termination thereof occurs without designation of a new qualified
securities depository, then the provisions of this Section 2.12 shall apply to the Obligations.
Upon receipt of a printed Obligation, the Beneficial Owner shall become the Registered Owner.
The principal with respect to such Obligations shall be payable upon presentation at the office of
the Escrow Agent.

ARTICLE 111 ACCOUNTS

Section 3.1  Payment Account. The Escrow Agent shall establish and maintain a
special fund designated as the “Full Faith and Credit Obligations, Series 2013 Payment
Account,” which is defined in this Escrow Agreement as the “Payment Account.” The Escrow
Agent shall keep the Payment Account separate and apart from all other funds and moneys held
by it and shall administer and maintain the Payment Account as provided in this Escrow
Agreement:

@ To secure the payment of Financing Payments, on the Business Day
preceding each Payment Date, the City shall transfer the deposits described in
Section 3.2(b)(i) of the Financing Agreement to the Escrow Agent. The Escrow Agent
shall credit these deposits in the Payment Account.

(b) On each Payment Date the Escrow Agent shall withdraw from the
Payment Account and transfer to Owners an amount equal to the principal and interest
components of the Financing Payment due and payable on such Payment Date, but solely
from moneys on deposit in the Payment Account.

(© If on any Payment Date, the amount of the Financing Payment then due
and payable exceeds the amounts deposited with the Escrow Agent and available
therefor, the Escrow Agent shall pay to the Owners the moneys on hand, and the Escrow
Agent shall apply such money first to the payment of the interest component, which shall
be distributed by the Escrow Agent pro rata among the Owners if necessary, and second,
to the payment of the principal component, which shall be distributed by the Escrow
Agent pro rata among the Owners if necessary.

(d) Any amounts in the Payment Account in excess of the amount necessary
to pay the principal and interest components of the Financing Payments and any earnings
thereon shall be remitted to the City or, retained in the Payment Account and applied as a
credit to the next deposit. The Escrow Agent shall provide the City, not less than thirty
(30) days before each date a deposit is required under Section 3.2(b) of the Financing
Agreement, an invoice which sets forth the amount of the next deposit.
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(e) Any surplus remaining in the Payment Account after payment of all
Financing Payments and all Obligations Outstanding and payment of any applicable fees
and expenses of the Escrow Agent, or provision for such prepayment or payment of all
Financing Payments having been made to the satisfaction of the Escrow Agent in
accordance with Section 11.1 below hereof, shall be remitted to the City.

Section 3.2  Project Account. The City shall establish and maintain an account
designated as the “Full Faith and Credit Obligations, Series 2013 Project Account,” which is
defined in this Escrow Agreement as the “Project Account.” The City shall keep the Project
Account separate and apart from all other funds and moneys held by it and shall administer and
maintain the Project Account as provided in this Escrow Agreement:

@ To pay costs of the Project, the City is authorized to make payments from
the Project Account.

(b) Any amounts remaining in the Project Account after completion of the
Project may be deposited in the Payment Account or such amounts remaining may be
used by the City for uses related to the Project.

Section 3.3  Costs of Issuance Account. The City shall establish an account
designated as the “Full Faith and Credit Obligations, Series 2013 Costs of Issuance Account” for
payment of costs of execution and delivery of the Obligations, which is defined in this Escrow
Agreement as the “Costs of Issuance Account.” The City shall keep the Costs of Issuance
Account separate and apart from all other funds and moneys held by it and shall administer and
maintain the Costs of Issuance Account as provided in this Escrow Agreement:

@) The City is authorized to make payments from the Costs of Issuance
Account only for paying the costs of legal, accounting, organization, marketing or other
special services and other fees and expenses, incurred or to be incurred by or on behalf of
the City in connection with the issuance of the Obligations. The City acknowledges that
the moneys in the Costs of Issuance Account available for payment of the foregoing costs
may not be sufficient to pay such costs in full, and agrees therein to pay that portion of
such costs in excess of the amount in the Costs of Issuance Account from any moneys
legally available for such purpose.

(b) Any amounts remaining in the Costs of Issuance Account after payment of
the costs of issuance for the Project may be deposited in the Payment Account or such
amounts remaining may be used by the City for uses related to the Project.

Section 3.4  Additional Charges. If the Escrow Agent receives Additional Charges
pursuant to the Financing Agreement, such Additional Charges shall be applied by the Escrow
Agent solely to the payment of any costs in respect of which such Additional Charges was
received and shall not be commingled in any way with any other funds received by the Escrow
Agent pursuant to the Financing Agreement or this Escrow Agreement, except as provided
above.

Section 3.5  Deposits at Closing. The proceeds of the Obligations shall be transferred
directly to the City for expenditure on costs of the Project.
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ARTICLE IV MONEYS IN FUNDS; INVESTMENT

Section 4.1  Moneys and Investments Held Under Escrow Agreement. The City
shall hold all moneys under this Escrow Agreement and shall invest and reinvest such moneys in
Qualified Investments. Notwithstanding the foregoing, the Escrow Agent shall hold all moneys
transferred by the City to the Escrow Agent for deposit to the Payment Account as provided in
Section 3.1 of this Escrow Agreement and shall, at the written direction of the City, invest and
reinvest such moneys in Qualified Investments only until such time as the moneys are required
for the payment of the Financing Payments. Such moneys and any other income or interest
earned thereon shall be applied only as provided in this Escrow Agreement and shall not be
subject to levy or attachment or lien by or for the benefit of any creditor of the City, the Escrow
Agent or any Owner.

Section 4.2 Deposit and Investment of Moneys in Accounts. The City may
commingle any of the funds held by it pursuant to this Escrow Agreement in a separate fund or
funds for investment purposes; provided, however, that all funds or accounts held by the City
hereunder shall be accounted for separately notwithstanding such commingling by the City.

ARTICLE V THE ESCROW AGENT

Section 5.1  Compensation of the Escrow Agent. The City shall from time to time
pay to the Escrow Agent reasonable compensation for its services and will pay or reimburse the
Escrow Agent upon its request for all reasonable expenses, disbursements and advances made by
the Escrow Agent in accordance with the provisions of this Escrow Agreement (including the
reasonable expenses and disbursements of its counsel), except any such expense, disbursement or
advance as may arise from its negligence or bad faith. Fees for the Escrow Agent’s services
shall be those specified in the contract between the City and the Escrow Agent.

Section 5.2  Removal of Escrow Agent.

@ The Escrow Agent may be removed and a successor Escrow Agent
appointed:

Q) by the City at any time if, in the good faith opinion of the City,
expressed in writing and delivered to the Escrow Agent and the successor Escrow
Agent, it would not be materially adverse to the interests of the Owners of the
Obligations that the Escrow Agent be removed and a successor Escrow Agent
appointed;

(i) for any breach of obligations of the Escrow Agent set forth herein;
or

(iii)  at any time by written demand thereof filed with the Escrow Agent
and the successor Escrow Agent by the Owners of a majority in aggregate
principal amount evidenced by all Obligations Outstanding. Such removal shall
become effective upon acceptance of appointment by the successor Escrow
Agent.
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(b) Any successor Escrow Agent appointed pursuant to the provisions of this
section shall:

Q) be a trust company or bank in good standing, duly authorized to
exercise trust powers and subject to examination by federal or state authority;

(i) have substantial prior experience as a Escrow Agent for the benefit
of the owners of municipal debt securities; and

(iii)  be a bank or trust company having (either singly or together with
its parent holding company) a combined capital (exclusive of borrowed capital)
and surplus of at least Seventy-Five Million Dollars ($75,000,000) and subject to
supervision or examination by federal or state authority.

Section 5.3  Resignation of Escrow Agent.

@) The Escrow Agent or any successor may at any time resign by giving
written notice to the City and by giving notice by first class mail to the Owners as of the
date such notice is mailed of its intention to resign and of the proposed date of
resignation, which shall be a date not less than thirty (30) days after the mailing of such
notice, unless an earlier resignation date and the appointment of a successor Escrow
Agent shall have been or are approved by the Owners of a majority in aggregate principal
amount evidenced by all of the Obligations Outstanding.

(b) Upon receiving such notice of resignation, the City shall promptly appoint
a successor Escrow Agent by an instrument in writing; provided, however, that if the City
fails to appoint a successor Escrow Agent within thirty (30) days following receipt of
such written notice of resignation, the Owners of a majority in aggregate principal
amount evidenced by all Obligations Outstanding may appoint a successor Escrow Agent
and if the Owners fail to appoint a successor Escrow Agent, within thirty (30) days
following the expiration of such initial 30-day period, the resigning Escrow Agent may
petition the appropriate court having jurisdiction to appoint a successor Escrow Agent.

(©) Notwithstanding any other provision of this Escrow Agreement, no
removal, resignation or termination of the Escrow Agent shall take effect until a
successor shall be appointed.

Section 5.4  Merger or Consolidation. A merger or consolidation of the Escrow
Agent with another entity shall not be treated as the appointment of a successor, and the entity
into which the Escrow Agent is merged or consolidated shall become the successor Escrow
Agent without any notice or filing, but only if: the merged or consolidated entity notifies the City
that it has assumed the obligations of the Escrow Agent under this Escrow Agreement and the
Financing Agreement, and the merged or consolidated entity meets the requirements of
Section 5.2(b) above.
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Section 5.5  Acceptance of Appointment by Successor Escrow Agent.

@) Any successor Escrow Agent appointed as provided in Section 5.3 or
Section 5.4 above shall execute, acknowledge and deliver to the City and to its
predecessor Escrow Agent an instrument accepting its appointment, and the appointment
shall take effect on execution of that acceptance. Upon request of any successor Escrow
Agent, the City and the prior Escrow Agent shall execute any documents the successor
Escrow Agent may reasonably require to confirm its rights and powers under this Escrow
Agreement and the Financing Agreement.

(b) Upon acceptance of appointment by a successor Escrow Agent as
provided in this Section 5.5, the successor Escrow Agent shall mail, first class, postage
prepaid, notice of its appointment to the Owners.

Section 5.6  Duties and Responsibilities of the Escrow Agent Prior to and During
Default.

@) The Escrow Agent undertakes, prior to the occurrence of an Event of
Default and after the curing or waiving of all Events of Default which may have
occurred, to perform such duties and only such duties as are specifically set forth in this
Escrow Agreement. In case any Event of Default has occurred (which has not been cured
or waived) the Escrow Agent shall exercise such of the rights and powers vested in it by
this Escrow Agreement and use the same degree of care and skill in their exercise, as a
prudent person would exercise or use under the circumstances in the conduct of his own
affairs.

(b) No provision of this Escrow Agreement shall be construed to relieve the
Escrow Agent from liability for its own negligent action, its negligent failure to act or its
own willful misconduct, except that:

Q) Prior to the occurrence of an Event of Default and after the curing
or waiving of all Events of Default which may have occurred, the duties and
obligations of the Escrow Agent shall be determined solely by the express
provisions of this Escrow Agreement, and the Escrow Agent shall not be liable
except for the performance of such duties and obligations as are specifically set
forth in this Escrow Agreement, and no covenants or obligations shall be implied
into this Escrow Agreement adverse to the Escrow Agent;

(i)  The Escrow Agent shall not be liable for any error of judgment
made in good faith by a responsible officer of the Escrow Agent, unless it shall be
proved that the Escrow Agent was negligent in ascertaining the pertinent facts;

(iii)  The Escrow Agent shall not be liable with respect to any action
taken or omitted to be taken by it in good faith in accordance with the direction of
the Owners of a majority in aggregate principal amount evidenced by the
Obligations at the time Outstanding relating to the time, method and place of
conducting any proceeding for any remedy available to the Escrow Agent, or
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exercising any trust or power conferred upon the Escrow Agent, under this
Escrow Agreement; and

(iv)  No provision contained in this Escrow Agreement shall require the
Escrow Agent to expend or risk its own funds or otherwise incur liability in the
performance of any of its duties or the exercise of any of its rights or powers, if
there is reasonable ground for the Escrow Agent’s believing that the repayment of
such funds or adequate indemnity against such risk or liability is not reasonably
assured to it.

Section 5.7  Protection and Rights of the Escrow Agent.

@ The Escrow Agent shall be protected and shall incur no liability in acting
or proceeding in good faith upon any resolution, notice, telegram, request, consent,
waiver, certificate, statement, affidavit, voucher, bond, requisition or other paper or
document which it shall in good faith believe to be genuine and to have been passed or
signed by the proper board or person or to have been prepared and furnished pursuant to
any of the provisions of this Escrow Agreement, and the Escrow Agent shall be under no
duty to make any investigation or inquiry as to any statements contained or matters
referred to in any such instrument, but may accept and rely upon the same as conclusive
evidence of the truth and accuracy of such statements. The Escrow Agent shall not be
bound to recognize any person as an Owner of any Obligation or to take any action at his
request unless such Obligation shall be deposited with the Escrow Agent or satisfactory
evidence of the ownership of such Obligation shall be furnished to the Escrow Agent.
The Escrow Agent may consult with counsel, who may be counsel to the City, with
regard to legal questions and the opinion of such counsel shall be full and complete
authorization and protection in respect of any action taken or suffered by it hereunder in
good faith in accordance therewith.

(b) Whenever in the administration of its duties under this Escrow Agreement,
the Escrow Agent shall deem it necessary or desirable that a matter be proved or
established prior to taking or suffering any action hereunder, such matter (unless other
evidence in respect thereof be herein specifically prescribed) shall be deemed to be
conclusively proved and established by the certificate of the Escrow Agent’s
representative or the City’s Representative and such certificate shall be full warranty to
the Escrow Agent for any action taken or suffered under the provisions of this Escrow
Agreement upon the faith thereof, but in its discretion the Escrow Agent may, in lieu
thereof, accept other evidence of such matter or may require such additional evidence as
to it may seem reasonable.

(© The Escrow Agent may become the Owner of Obligations with the same
rights it would have if it were not the Escrow Agent; may acquire and dispose of other
certificates or evidences of indebtedness of the City with the same rights it would have if
it were not the Escrow Agent; and may act as a depository for and permit any of its
officers or directors to act as a member of, or in any other capacity with respect to, any
committee formed to protect the rights of Owners, whether or not such committee shall
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represent the Owners of the majority in aggregate principal amount evidenced by the
Obligations then Outstanding.

(d) The recitals, statements and representations by the City contained in this
Escrow Agreement or in the Obligations shall be taken and construed as made by and on
the part of the City, as the case may be, and not by the Escrow Agent, and the Escrow
Agent does not assume, and shall not have, any responsibility or obligation for the
correctness of any thereof.

(e The Escrow Agent may execute any of the trusts or powers hereof and
perform the duties required of it hereunder by or through attorneys, agents, or receivers,
and shall be entitled to advice of counsel concerning all matters of trust and its duty
hereunder, and the Escrow Agent shall not be answerable for the default or misconduct of
any such attorney, agent, or receiver selected by it with reasonable care.

Section 5.8  Indemnification. To the extent permitted by law, the City covenants and
agrees to indemnify and save the Escrow Agent harmless against any loss, expense or liability
which it may incur arising out of or in the exercise or performance of its duties and powers
hereunder, including the costs and expenses of defending against any claim or liability, or
enforcing any of the rights or remedies granted to it under the terms of this Escrow Agreement,
excluding any losses or expenses which are due to the Escrow Agent’s breach of fiduciary duties,
negligence or willful misconduct. The obligations of the City under this Section 5.8 shall
survive the resignation or removal of the Escrow Agent under this Escrow Agreement and the
payment of the Obligations and discharge under this Escrow Agreement. The damages claimed
against the City shall not exceed the damages which may be allowed under the Oregon Tort
Claims Act, ORS 30.260, et seq., unless the provisions and limitations of such act are preempted
by federal law, including, but not limited to the federal securities laws.

ARTICLE VI CONCERNING THE OBLIGATION OWNERS

Section 6.1 Evidence of Action Taken by Owners. Whenever in this Escrow
Agreement it is provided that the Owners of a specified percentage in aggregate principal amount
evidenced by the Outstanding Obligations may take any action (including the making of any
demand or request, the giving of any notice, consent or waiver or the taking of any other action),
the fact that at the time of taking any such action the Owners of such specified percentage have
joined therein may be evidenced:

@ by any instrument or any number of instruments of similar tenor executed
by Owners in person or by agent or proxy appointed in writing, or

(b) by the record of the Owners voting in favor thereof at any meeting of
Owners, or

(©) by a combination of such instrument or instruments and any such record of
such a meeting of Owners.

Section 6.2  Action Taken by Owners Irrevocable. Any consent to the taking of any
action by any Owner of an Outstanding Obligation shall be irrevocable and shall be conclusive
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and binding upon such Owner and upon all future Owners of such Obligation and of any
Obligation executed and delivered in exchange or substitution therefor, irrespective of whether
or not any notation and regard thereto is made upon such Obligation. Any action taken by the
Owners of the percentage in aggregate principal amount evidenced by the Outstanding
Obligations specified in this Escrow Agreement in connection with such action shall be
conclusive and binding upon the City, the Escrow Agent and the Owners of all the Obligations.

Section 6.3  Certain Obligations Disregarded. In determining whether the Owners
of the requisite aggregate principal amount evidenced by the Obligations have concurred in any
direction or consent under this Escrow Agreement, Obligations which are owned by the Escrow
Agent or the City or by any person directly or indirectly controlling or controlled by or under
direct or indirect common control with the Escrow Agent or the City shall be disregarded and
treated as though they were not Outstanding for the purpose of any such determination; provided
that for the purposes of determining whether the Escrow Agent shall be protected in relying on
any such direction or consent only Obligations which the Escrow Agent knows are so owned
shall be so disregarded. Obligations so owned which have been pledged in good faith may be
regarded as Outstanding for the purposes of this section, if the pledgee shall establish to the
satisfaction of the Escrow Agent the pledgee’s right to vote such Obligations and that the
pledgee is not a person directly or indirectly controlling or controlled by or under direct or
indirect common control with the Escrow Agent or the City. In case of a dispute as to such right,
any decision by the Escrow Agent taken upon the advice of counsel shall be full protection to the
Escrow Agent.

ARTICLE VII MODIFICATION OF ESCROW AGREEMENT AND FINANCING
AGREEMENT

Section 7.1  Limitations. This Escrow Agreement may be modified or amended only
in accordance with this Article VII.

Section 7.2  Supplemental Escrow Agreement Without Consent of Owners. The
City and the Escrow Agent may at any time enter into supplemental Escrow Agreements without
the consent of or notice to the Owners, for the following purposes:

@) To cure any formal defect, omission, inconsistency or ambiguity in this
Escrow Agreement; provided that such action shall not, in the reasonable judgment of the
City, materially and adversely affect the interests of the Owners;

(b) To grant to or confer or impose upon the Escrow Agent for the benefit of
the Owners any additional rights, remedies, or powers or to amend this Escrow
Agreement in any other way for the benefit of the Owners; provided that no such
amendment may have, in the reasonable judgment of the City, a material and adverse
effect on any Owner which has not consented to the Supplemental Escrow Agreement; or

(©) To modify, alter, amend or supplement this Escrow Agreement in any
other respect which is not materially adverse to the Owners and which does not involve a
change described in Sections 7.3(a)(i), 7.3(a)(ii), 7.3(a)(iii), or 7.3(a)(iv) below and
which, in the judgment of the Escrow Agent, is not to the prejudice of the Escrow Agent.
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Before the Escrow Agent and the City shall enter into any Supplemental Escrow
Agreement pursuant to this Section, the City shall deliver to the Escrow Agent an opinion of
Special Counsel stating that the supplemental Escrow Agreement is authorized or permitted by
this Escrow Agreement, complies with its terms, will, upon the execution and delivery thereof,
be valid and binding upon the City in accordance with its terms, and will not adversely affect the
exclusion from gross income for federal income tax purposes of interest payable on the
Obligations.

Section 7.3 Supplemental Escrow Agreement with Consent of the Owners.

@ Any amendment to this Escrow Agreement which is not described in
Section 7.2 above requires the consent of the City, the Escrow Agent and the Owners of
not less than sixty percent (60%) in aggregate principal amount evidenced by the
Obligations then Outstanding. However, the consent of all affected Owners of all the
Obligations then Outstanding is required for:

() a change in the terms of the payment or prepayment of any portion
of the Financing Payments, or

(i) the creation of a claim or lien upon, or a pledge of the security
ranking prior to or (except as expressly permitted by this Escrow Agreement) on a
parity with the claim, lien or pledge created by this Escrow Agreement, or

(iii)  the creation of a preference or priority of any Obligation or
Obligations over any other Obligation or Obligations, or

(iv)  a reduction in the aggregate principal amount evidenced by the
Obligations the consent of the Owners of which is required for any supplemental
Escrow Agreement or which is required, under Section 7.6 below, for any
modification, alteration, amendment or supplement to the Financing Agreement.

(b) If at any time the City shall request the Escrow Agent to enter into any
supplemental Escrow Agreement for any of the purposes of this Section 7.3 which
require Owners’ consent, the Escrow Agent shall cause notice of the proposed
supplemental Escrow Agreement to be given by first class mail, postage prepaid, to all
affected Owners at their addresses as they appear in the Obligation Register. Such notice
shall briefly set forth the nature of the proposed supplemental Escrow Agreement and
shall state that a copy thereof is on file at the office of the Escrow Agent for inspection by
all Owners. Within two years after the date of the first mailing, the Escrow Agent and
the City may enter into such supplemental Escrow Agreement in substantially the form
described in such notice, but only if there shall have first been delivered to the Escrow
Agent (i) the required consents, in writing, of Owners of Obligations then Outstanding,
and (ii) an opinion of Special Counsel stating that such supplemental Escrow Agreement
is authorized or permitted by this Escrow Agreement, complies with its terms, will, upon
the execution and delivery thereof, be valid and binding upon the Escrow Agent and the
City in accordance with its terms and will not adversely affect the exclusion from gross
income for federal income tax purposes of interest with respect to the Obligations.

Page 19 - ESCROW AGREEMENT



(©) If the Owners of not less than the percentage of Obligations then
Outstanding required by this Section 7.3 shall have consented to and approved the
execution and delivery thereof as herein provided, no Owner shall have any right to
object to the execution and delivery of such supplemental Escrow Agreement, or to
object to any of the terms and provisions contained therein or the operation thereof, or in
any manner to question the propriety of the execution and delivery thereof, or to enjoin or
restrain the Escrow Agent or the City from executing and delivering the same or from
taking any action pursuant to the provisions thereof.

Section 7.4  Effect of Supplemental Escrow Agreement. Upon the execution and
delivery of any supplemental Escrow Agreement pursuant to the provisions of this Section 7.4,
this Escrow Agreement shall be, and be deemed to be, modified and amended in accordance
therewith, and the respective rights, duties and obligations under this Escrow Agreement of the
Escrow Agent, the City and all Owners of Obligations then Outstanding shall thereafter be
determined, exercised and enforced under this Escrow Agreement subject in all respects to such
modifications and amendments.

Section 7.5 Amendments to Financing Agreement Not Requiring Consent of
Owners.

@ The City, with the consent of the Escrow Agent but without the consent of
or notice to the Owners, may amend, change or modify the Financing Agreement as may
be required:

Q) By the provisions of the Financing Agreement and this Escrow
Agreement, or

(i) To cure any ambiguity, formal defect or omission in the Financing
Agreement, or

(iii)  To make any other change to the Financing Agreement which, in
the reasonable judgment of the City, does not materially and adversely affect the
Owners.

(b) Before the City shall enter into, and the Escrow Agent shall consent to,
any amendment, change or modification pursuant to this Section 7.5 or Section 7.6
below, there shall have been delivered to the Escrow Agent and the City an opinion of
Special Counsel stating that such amendment, change or modification is authorized or
permitted by this Escrow Agreement and the Financing Agreement, complies with their
terms, will, upon the execution and delivery thereof, be valid and binding upon Escrow
Agent and the City in accordance with its terms and will not adversely affect the
exclusion from gross income for federal income tax purposes of interest with respect to
the Obligations.
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Section 7.6 Amendments to Financing Agreement Requiring Consent of the
Owners.

@) Any amendment to the Financing Agreement which is not described in
Section 7.5 above requires the consent of the City, the Escrow Agent and the Owners of
not less than sixty percent (60%) in aggregate principal amount evidenced by the
Obligations Outstanding given as provided in this Section 7.6. However, the consent of
the Owners of all affected Obligations then Outstanding is required for any amendment,
change or modification of the Financing Agreement that would permit the termination or
cancellation of the Financing Agreement or a reduction in or postponement of the
payments under the said agreement or any change in the provisions relating to the
payments thereunder.

(b) If at any time the City shall request the consent of the Escrow Agent to an
amendment to the Financing Agreement which is not described in Section 7.5 above, the
Escrow Agent shall cause notice to be given of such proposed amendment, change of
modification in the same manner as provided by Section 7.3 above with respect to
supplemental Escrow Agreements. Such notice shall briefly set forth the nature of such
proposed amendment, change or modification, and shall state that copies of the
instrument embodying the same are on file at the principal office of the Escrow Agent for
inspection by all Owners at any time during reasonable business hours and upon
reasonable prior notice. The City may enter into, and the Escrow Agent may consent to,
any such proposed amendment, change or modification subject to the same conditions
and with the same effect as provided in Section 7.3 above hereof with respect to
supplemental Escrow Agreements, provided the City has obtained the opinion of Special
Counsel which is described in Section 7.5 above.

ARTICLE VIII COVENANTS; NOTICES
Section 8.1  Compliance With and Enforcement of Financing Agreement.

@ The City covenants and agrees with the Owners of the Obligations to
perform all obligations and duties imposed on it under the Financing Agreement and to
enforce such agreement against the Escrow Agent in accordance with its terms.

(b) The Escrow Agent covenants and agrees with the Owners of the
Obligations to perform all obligations and duties imposed on it under the Financing
Agreement and to enforce such Agreement against the City in accordance with its terms,
subject to the rights of the City therein as provided in this Escrow Agreement and the
Financing Agreement.

Section 8.2  Notice in Event of Late Financing Payment. If the Escrow Agent does
not receive any Financing Payment deposit within one Business Day after the date on which it is
due in accordance with the Financing Agreement, the Escrow Agent shall give prompt written
notice of such fact to the City.

Section 8.3  Notice of Default. If an Event of Default occurs, the Escrow Agent shall
give written notice of such default to the Owners of the Obligations then Outstanding. Such
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notice shall specify that an Event of Default has occurred, and shall contain a brief description of
the Event of Default. Any failure to give this notice shall not affect any rights of Owners. This
shall be mailed by first class mail, postage prepaid, to each Owner within thirty (30) days of the
Escrow Agent’s actual knowledge of default. However, except for an Event of Default described
in Section 9.1(a) below, the Escrow Agent may withhold such notice if and so long as the
Escrow Agent in good faith determines that the withholding of such notice is in the interests of
the Owners of Obligations.

Section 8.4 Tax Covenants. The City shall comply with the instructions and
requirements of the Tax Certificate or Tax Certificates relating to the Obligations. This covenant
shall survive payment in full or defeasance of the Obligations.

Section 8.5  Prosecution and Defense of Suits. The City shall promptly take such
action as may be necessary to cure any defect in the title to the Project or any part thereof, or the
perfection of security interests in the Project, whether now existing or hereafter developing, and
shall prosecute and defend all such suits, actions and all other proceedings as may be appropriate
for such purpose.

Section 8.6  Further Assurances. The Escrow Agent and the City will make, execute
and deliver any and all such further resolutions, instruments and assurances as the Escrow Agent
may deem reasonably necessary or proper to carry out the intention or to facilitate the
performance of this Escrow Agreement, and for the better assuring and confirming to the Owners
of the Obligations the rights and benefits provided herein.

ARTICLE IX EVENTS OF DEFAULT

Section 9.1  Events of Default. The occurrence of one or more of the following shall
constitute Events of Default:

@) The City shall fail to pay any Financing Payment when due; or

(b) The City shall fail to observe and perform any other covenant, condition
or agreement on its part to be observed or performed for a period of sixty (60) days after
written notice to the City by the Escrow Agent, specifying such failure and requesting
that it be remedied, unless the Escrow Agent shall agree in writing to an extension of
such time prior to its expiration; provided however, that if the failure stated in the notice
cannot be corrected within the applicable period, the Escrow Agent will not unreasonably
withhold its consent to an extension of such time if corrective action is instituted by the
City within the applicable period and diligently pursued until the default is corrected; or

(©) An “event of default” described in Section 6.1(a) of the Financing
Agreement occurs and is continuing.

Section 9.2 Remedies on Default. Upon the occurrence and continuance of any
Event of Default, the Escrow Agent may proceed, and upon written request of the Owners of not
less than a majority in aggregate principal amount evidenced by the Obligations then
Outstanding and upon being indemnified to its satisfaction, shall proceed to take whatever action
at law or in equity may appear necessary or desirable to enforce the Financing Agreement or to
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protect any of the rights vested in the Escrow Agent or the Owners of Obligations by this Escrow
Agreement or by the Obligations, either at law or in equity or in bankruptcy or otherwise,
whether for the specific enforcement of any covenant or agreement contained in this Escrow
Agreement or in aid of the exercise of any power granted in this Escrow Agreement or for the
enforcement of any other legal or equitable right vested in the Escrow Agent by this Escrow
Agreement or by law. However, the Financing Amount and the Financing Payments shall not be
subject to acceleration.

The Escrow Agent may exercise such one or more of the rights and powers conferred by
this Article IX as the Escrow Agent in its discretion being advised by its counsel shall deem most
expedient and in the interests of the Owners.

Section 9.3  No Remedy Exclusive. No remedy herein conferred upon or reserved is
intended to be exclusive and every such remedy shall be cumulative and shall be in addition to
every other remedy given under this Escrow Agreement to the Escrow Agent, or given under the
Financing Agreement and assigned hereunder to the Escrow Agent, or now or hereafter existing
at law or in equity. No delay or omission of the Escrow Agent to exercise any right or power
accruing upon any default shall be construed to be a waiver thereof, but any such right and power
may be exercised from time to time and as often as may be deemed expedient. To entitle the
Escrow Agent to exercise any remedy reserved to it, it shall not be necessary to give any notice
other than such notice as may be required in this Section 9.3 or by law.

Section 9.4  Agreement to Pay Attorneys’ Fees and Expenses. If any party to this
Escrow Agreement should default under any of the provisions hereof and any non-defaulting
party or parties should employ attorneys or incur other expenses for the collection of moneys on
the enforcement or performance or observance of any obligation or agreement on the part of the
defaulting party herein contained, the defaulting party agrees that it will on demand therefor pay,
to the extent permitted by law, to such non-defaulting party or parties the reasonable fees of such
attorneys and such other expenses incurred by such non-defaulting party or parties.

Section 9.5 No Additional Waiver Implied by One Waiver. If any agreement
contained in this Escrow Agreement should be breached by a party and thereafter waived by
another party, such waiver shall be limited to the particular breach so waived and shall not be
deemed to waive any other breach hereunder.

Section 9.6 Application of Moneys Upon Default. If at any time after an Event of
Default has occurred the moneys in the Payment Account shall not be sufficient to pay the
Financing Payments as the same become due and payable, such moneys together with any
moneys available or thereafter becoming available for such purpose, whether through the
exercise of the remedies provided for herein or otherwise, shall be applied by the Escrow Agent
as follows:

@ First: To the payments of costs, expenses and fees, and reasonable
compensation of the Escrow Agent, its agents and attorneys, and all expenses and
liabilities incurred and advances made by the Escrow Agent;

Page 23 - ESCROW AGREEMENT



(b) Second: To the payment to the persons entitled thereto of the interest
components of Financing Payments as they become due in the order of the payment date
of such Financing Payments, and, if the amount available shall not be sufficient to pay in
full any particular interest component of a Financing Payment, then to the payment
ratably, according to the amounts due on such interest portion, to the persons entitled
thereto, without any discrimination or preference except as to any difference in the
respective rates of interest specified in the Obligations;

(©) Third: To the payment of the persons entitled thereto of the principal
components of Financing Payments as they become due in the order of the payment date
of such Financing Payments, and, if the amount available shall not be sufficient to pay in
full any particular principal component of a Financing Payment, then to the payment
ratably, according to the amounts due on such principal portion, to the persons entitled
thereto, without discrimination or preference; and

(d) Fourth: To the City, but only if the Obligations are no longer Outstanding
and all Additional Charges have been paid.

Section 9.7  Action by Owners. If the Escrow Agent fails to take any action to
eliminate an occurrence of an Event of Default, the Owners of more than fifty percent (50%) in
aggregate principal amount evidenced by the Obligations then Outstanding may institute any
suit, action, mandamus or other proceeding in equity or at law for the protection or enforcement
of any right under the Financing Agreement or this Escrow Agreement, but only if the Escrow
Agent shall have been given written notice of such default (unless such default shall consist of a
failure to make a Financing Payment when due) and the continuance thereof and if such
percentage of Owners have first made written request of the Escrow Agent to institute such
action or proceedings in its own name as Escrow Agent hereunder and shall have afforded the
Escrow Agent sixty (60) days either to proceed to exercise the powers granted therein or granted
under law or to institute such action, suit or proceeding in its name and unless also, the Escrow
Agent shall have been offered reasonable security and indemnity against the costs, expenses and
liabilities to be incurred therein or thereby, and the Escrow Agent shall have refused or neglected
to comply with such request within a reasonable time.

ARTICLE X LIMITATION OF LIABILITY

Section 10.1 Limited Liability of City. Except for the payment of Financing
Payments and Additional Charges when due in accordance with the Financing Agreement, and
the performance of the other covenants and agreements of the City contained in the Financing
Agreement and this Escrow Agreement, the City shall have no obligation or liability to any of
the other parties or to the Owners of the Obligations with respect to this Escrow Agreement or
the terms, execution, delivery or transfer of the Obligations, or the distribution of Financing
Payments to the Owners by the Escrow Agent.

Section 10.2 No Liability of City for Escrow Agent Performance. The City shall not
have any obligation or liability to any of the other parties or to the Owners of the Obligations
with respect to the performance by the Escrow Agent of any duty imposed upon it under this
Escrow Agreement.
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Section 10.3 No Liability of Escrow Agent for Financing Payments by City. The
Escrow Agent shall not have any obligation or liability to the Owners of the Obligations with
respect to the payment of the Financing Payments by the City when due, or with respect to the
performance by the City of any other covenant made by it in the Financing Agreement.

Section 10.4 Opinion of Counsel; Experts.

@) Before being required to take any action, the Escrow Agent may require
an opinion of independent counsel acceptable to the Escrow Agent, which opinion shall
be made available to the other parties hereto upon request, which counsel may be counsel
to any of the parties hereto, or a verified certificate of any party hereto, or both,
concerning the proposed action. If it does so in good faith, the Escrow Agent shall be
absolutely protected in relying thereon.

(b) If an Event of Default occurs or a dispute arises under this Escrow
Agreement or the Financing Agreement, the Escrow Agent may employ as its agents
attorneys at law, certified public accountants and recognized authorities in their fields
(who are not employees of the Escrow Agent), as it may deem necessary to carry out any
of its obligations hereunder. The City shall reimburse the Escrow Agent for its
reasonable expenses in so doing. The Escrow Agent shall not be responsible for any
misconduct or negligence of any such agent appointed with due care by the Escrow
Agent.

(©) The Escrow Agent may consult with counsel and the written advice of
such counsel or any opinion of counsel shall be full and complete authorizations and
protection in respect to any action taken or not taken by the Escrow Agent hereunder in
good faith and in reliance thereon.

Section 10.4 Limitation of Rights to Parties and Owners. Nothing in this Escrow
Agreement or in the Obligations expressed or implied is intended or shall be construed to give
any person other than the City, the Escrow Agent and the Owners of the Obligations, any legal or
equitable right, remedy or claims under or in respect of this Escrow Agreement; all covenants,
conditions and provisions are and shall be for the sole and exclusive benefit of the City, the
Escrow Agent and the Owners.

ARTICLE XI MISCELLANEOUS
Section 11.1 Defeasance.

@ All or any portion of the Outstanding Obligations may be paid and
discharged in any one or more of the following ways:

Q) By paying or causing to be paid the Financing Payments
attributable to such Obligations as and when the same become due and payable;

(i) By irrevocably depositing with the Escrow Agent or an
independent escrow agent, in trust, before the payment dates, money which,
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together with the amounts then on deposit in the Payment Account, is fully
sufficient to pay all Financing Payments attributable to such Obligations; or

(i) By irrevocably depositing with the Escrow Agent or an
independent escrow agent, in trust, Defeasance Obligations in such amount which
will, together with the interest to accrue thereon, be sufficient to pay all Financing
Payments evidenced by such Obligations, as and when the same become due and
payable, as evidenced by a verification report, and providing the Escrow Agent
with an opinion of Special Counsel that such deposits will not cause the interest
component of Financing Payments to be includable in gross income under federal
income tax laws.

(b) All obligations of the Escrow Agent and the City under this Escrow
Agreement with respect to such Obligations which are paid or deemed paid hereunder
shall cease and terminate, except for the obligation of the City to pay the Additional
Charges specified in Section 3.2 of the Financing Agreement and to pay Financing
Payments from the amount so deposited, and of the Escrow Agent to apply amounts on
deposit to the payment of the Financing Payments.

(c) The Escrow Agent shall, so long as any Obligations remain Outstanding,
keep complete and accurate records of all moneys received and disbursed under this
Escrow Agreement, which shall be available for inspection by the City and any Owner, or
the agent of any of them, at any time during reasonable business hours upon reasonable
prior notice. Upon written notice, the Escrow Agent shall promptly make such records
available to the City, any Owner, or their respective auditors and other representatives,
and shall cooperate with them in auditing and reproducing the records.

Section 11.2 Notices.

@) Except as otherwise provided in Section 11.2(b) below, all written notices
to be given under this Escrow Agreement to any party to this Escrow Agreement shall be
given by first-class mail, postage prepaid and facsimile to the following addresses (unless
the addressee has previously notified the other party in writing of a change in address):

To the Escrow Agent at: Wells Fargo Bank, National Association
MAC P6101-114
1300 SW 5th Avenue, 11th Floor
Portland, OR 97201
Attn: Corporate Trust Department
Facsimile: (503) 886-3300

To the City at: City of Lake Oswego, Oregon
380 A Avenue
P.O. Box 369
Lake Oswego, OR 97034
Attn: Finance Director
Facsimile: (503) 534-5240
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To Special Counsel at: Douglas E. Goe, Esg.
Orrick, Herrington & Sutcliffe LLP
1120 N.W. Couch Street, Suite 200
Portland, OR 97209
Facsimile: (503) 943-4801

(b) Facsimile Instructions. The Escrow Agent agrees to accept and act upon
facsimile transmission of written instructions and/or directions pursuant to this Section
11.2 provided, however, that: (a) subsequent to such facsimile transmission of written
instructions and/or directions the Escrow Agent shall forthwith receive the originally
executed instructions and/or directions; (b) such originally executed instructions and/or
directions shall be signed by a person as may be designated and authorized to sign for the
party signing such instructions and/or directions; and (c) the Escrow Agent shall have
received a current incumbency certificate containing the specimen signature of such
designated person.

Section 11.3 Governing Law. This Escrow Agreement shall be construed and
governed in accordance with the laws of the State of Oregon. Any action regarding this Escrow
Agreement or the transactions contemplated hereby shall be brought in the circuit court of
Clackamas County, Oregon.

Section 11.4 Partial Invalidity. Any provision of this Escrow Agreement found to be
prohibited by law shall be ineffective only to the extent of such prohibition, and shall not
invalidate any remainder of this Escrow Agreement.

Section 11.5 Binding Effect; Successors. This Escrow Agreement shall be binding
upon and inure to the benefit of the parties and their respective successors and assigns.
Whenever in this Escrow Agreement any party hereto is named or referred to, such reference
shall be deemed to include the successors or assigns thereof, and all covenants and agreements
contained in this Escrow Agreement by or on behalf of any party hereto shall bind and inure to
the benefit of the successors and assigns thereof whether so expressed or not.

Section 11.6 Execution in Counterparts. This Escrow Agreement may be executed in
several counterparts, each of which shall be an original and all of which shall constitute but one
and the same agreement.

Section 11.7 Destruction of Canceled Obligations. Whenever in this Escrow
Agreement provision is made for the surrender to or cancellation by the Escrow Agent of any
Obligations, the Escrow Agent shall destroy such Obligations.

Section 11.8 Headings. The headings, titles and table of contents in this Escrow
Agreement are provided for convenience and shall not affect the meaning, construction or effect
of this Escrow Agreement. All references herein to “Sections,” and other subdivisions which do
not specify the document in which the subdivision is located shall be construed as references to
this Escrow Agreement.

[Signatures follow next page]
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The Escrow Agent has executed this Escrow Agreement in its corporate name by its duly
authorized officer and the City has caused this Escrow Agreement to be executed in its name by
its duly authorized officer, all as of the date first above written.

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Escrow Agent

By:

Name:
Title:

CITY OF LAKE OSWEGO, OREGON

By:

Ursula Euler
Finance Director

SIGNATURE PAGE TO ESCROW AGREEMENT



EXHIBIT A
(Form of Series 2013 Obligation)
No. R-1 $

FULL FAITH AND CREDIT OBLIGATION
SERIES 2013

Evidencing an Undivided Proportionate Interest of the Owner
Hereof in Certain Financing Payments to be Made
Under a Financing Agreement between the

City of Lake Oswego, Oregon
and
Wells Fargo Bank, National Association
as Escrow Agent

Principal Component Principal Component

Dated Date Interest Rate Per Annum Payment Date CUSIP Number
, 2013 % 1,
REGISTERED OWNER: --------mmmemeeeeeeeee (08 ]/ J——
PRINCIPAL AMOUNT;: ----- DOLLARS -====m e

This Obligation is executed and delivered by Wells Fargo Bank, National Association,
pursuant to an Escrow Agreement, dated as of [] ]] 1, 2013, between Wells Fargo Bank,
National Association, as escrow agent (the “Escrow Agent”), and the City of Lake Oswego,
Oregon (the “City”). The Escrow Agent and the City have entered into that certain Financing
Agreement, dated as of [] [] 1, 2013 (the “Financing Agreement”), pursuant to which the
City is legally required to make financing payments (the “Financing Payments”). The City has
assigned to Escrow Agent all of its right, title and interest in the Financing Payments for the
benefit of the Owners of the Obligations under the Escrow Agreement.

This Obligation is entitled proportionately to receipt of the principal component of
Financing Payments in the amount set forth as Principal Amount above due on the Principal
Component Payment Date set forth above and is entitled proportionately to receipt of an amount
of the interest component of Financing Payments on each Payment Date attributable to the
interest accruing on said principal component at the Principal Component Interest Rate set forth
above.

ADDITIONAL PROVISIONS OF THIS OBLIGATION APPEAR ON THE REVERSE
SIDE HEREOF AND ON SUBSEQUENT PAGES; THESE PROVISIONS HAVE THE SAME
EFFECT AS IF THEY WERE PRINTED HEREIN.
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Wells Fargo Bank, National Association, in Portland, Oregon, as the Escrow Agent and
Registrar (the “Registrar”), shall pay to the Registered Owner specified above, or registered
assigns, the Principal Amount specified above on the above Principal Component Payment Date
together with interest thereon from the dated date indicated above at the Principal Component
Interest Rate per annum indicated above, but solely from amounts received from the City
pursuant to the Financing Agreement and the Escrow Agreement. Interest is payable
semiannually on [June 1 and December 1] of each year until payment, commencing on [June 1,
2014] (the “Payment Date”) to the Owners of record as of the Record Date. Principal
components of, and interest components of the Financing Payments on this Obligation shall be
received by Cede & Co. as nominee of The Depository Trust Company, New York, New York
(“DTC”), or its registered assigns in same-day funds on each Payment Date. Such payments
shall be made payable to the order of “Cede & Co.” All terms used in this Obligation and not
otherwise defined herein shall have the respective meanings assigned thereto in the Financing
Agreement and the Escrow Agreement. The Obligations are payable from the Payment Account
as provided in the Escrow Agreement.

This Obligation is one of a series of Full Faith and Credit Obligations, Series 2013 (the
“Obligations”), being executed and delivered evidencing the aggregate principal amount
$ . The City is authorized to enter into the Financing Agreement and the Escrow
Agreement by Resolution No. 13-17 adopted by the City Council of the City on July 16, 2013
(the “Resolution™).

This Obligation is subject to prepayment in the manner specified in the Financing
Agreement and the Escrow Agreement.

The Financing Payments under the Financing Agreement shall be payable from the City’s
general non-restricted revenues and other funds that are lawfully available for that purpose,
including, the proceeds of the Financing Agreement and revenues from an ad valorem tax
authorized to be levied under the City’s permanent rate limit under sections 11 and 11b, Article
X1 of the Oregon Constitution, and revenues derived from other taxes, if any, levied by the City
in accordance with and subject to limitations and restrictions imposed under applicable law or
contract, that are not dedicated, restricted or obligated by law or contract to an inconsistent
expenditure or use. The City pledges its full faith and credit and taxing powers to the repayment
of the Financing Payments as contemplated by Oregon Revised Statutes 271.390. The registered
owners of the Obligations will not have a lien or security interest on the Project financed with the
proceeds of the Financing Agreement. THE REGISTERED OWNERS OF THE
OBLIGATIONS DO NOT HAVE A LIEN OR SECURITY INTEREST ON THE PROJECT
FINANCED WITH THE PROCEEDS OF THE OBLIGATIONS.

The payment obligations of the City under the Financing Agreement are additionally
secured by a subordinate pledge of Net Revenues of the Water System, as provided in Resolution
No. 99-22 of the City (the “Master Water Resolution”). Such pledge of Net Revenues is
subordinate to the lien on, and pledge of, the Net Revenues for the senior bonds outstanding from
time to time under the Master Water Resolution (the “Senior Bonds™). The obligation of the City
to pay Financing Payments is a Subordinate Obligation of the City payable from amounts in the
Subordinate Obligations Account (as such terms are defined in the Master Water Resolution).
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The Obligations are initially executed and delivered as a Book-Entry System issue with
no Obligation certificates provided to the Owners. Records of Obligation ownership will be
maintained by the Escrow Agent and DTC and its participants.

Should the book-entry-only security system be discontinued, the Obligations shall be
issued in the form of fully registered Obligations without coupons in the denominations of
$5,000 or any integral multiple thereof. Such Obligations may be exchanged for Obligations of
the same aggregate principal amount, but different authorized denominations, as provided in the
Resolution.

Any transfer of this Obligation must be registered, as provided in the Resolution, upon
the Obligation Register kept for that purpose at the Principal Office of the Registrar. Upon
registration, a new registered Obligation or Obligations, of the same series and maturity and in
the same aggregate principal amount shall be issued to the transferee as provided in the
Resolution. The City and the Registrar may treat the person in whose name this Obligation is
registered as its absolute owner for all purposes, as provided in the Resolution.

The Obligation owner may exchange or transfer this Obligation only by surrendering it,
together with a written instrument of transfer which is satisfactory to the Registrar and duly
executed by the registered owner or his duly authorized attorney, at the principal corporate trust
office of the Registrar in the manner and subject to the conditions set forth in the Resolution.

Unless this Obligation is presented by an authorized representative of DTC to the City or
its agent for registration, transfer, exchange or payment, and any Obligation issued is registered
in the name of Cede & Co. or in such other name as is requested by an authorized representative
of DTC (and any payment is made to Cede & Co. or to such other entity as is requested by an
authorized representative of DTC), ANY TRANSFER, PLEDGE, OR OTHER USE HEREOF
FOR VALUE OR OTHERWISE BY OR TO ANY PERSON IS WRONGFUL inasmuch as the
Registered Owner hereof, Cede & Co., has an interest herein.

THE ESCROW AGENT HAS NO OBLIGATION OR LIABILITY TO THE OWNERS
OF OBLIGATIONS FOR THE PAYMENT OF THE INTEREST OR PRINCIPAL PORTIONS
PERTAINING TO THE OBLIGATION; THE ESCROW AGENT’S ONLY OBLIGATIONS
ARE TO ADMINISTER, FOR THE BENEFIT OF THE CITY AND THE OWNERS OF
OBLIGATIONS, THE PAYMENT ACCOUNT ESTABLISHED IN THE ESCROW
AGREEMENT AND ONLY SUCH DUTIES AS SET FORTH IN THE ESCROW
AGREEMENT.

This Obligation shall remain in the Registrar’s custody subject to the provisions of the
Fast Automated Securities Transfer (FAST) agreement currently in effect between Wells Fargo
Bank, National Association, as Registrar and The Depository Trust Company, New York, New
York.

IT IS HEREBY CERTIFIED, RECITED, AND DECLARED that all conditions, acts,
and things required to exist, to happen, and to be performed precedent to and in the execution
and delivery of this Obligation have existed, have happened, and have been performed in due
time, form and manner.
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IN WITNESS WHEREOF, the Escrow Agent has caused this Obligation to be executed
by the manual or facsimile signature of an authorized officer as of the date set forth above.

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Escrow Agent

By:

Authorized Officer

THIS OBLIGATION SHALL NOT BE VALID UNLESS PROPERLY
AUTHENTICATED BY THE REGISTRAR IN THE SPACE INDICATED BELOW.

Date of Authentication: , 2013.
CERTIFICATE OF AUTHENTICATION
This is one of the $ Full Faith and Credit Obligations, Series 2013, which
represents an interest in the Financing Payments due under the Financing Agreement described

herein, and is properly registered and authenticated pursuant to the Escrow Agreement.

Wells Fargo Bank, National Association, as Registrar

By:

Authorized Officer

This Obligation shall remain in the Registrar’s custody subject to the provisions of the
Fast Automated Securities Transfer (FAST) agreement currently in effect between Wells
Fargo Bank, National Association, as Registrar and The Depository Trust Company, New
York, New York.
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ASSIGNMENT

FOR VALUE RECEIVED, the undersigned sells, assigns and transfers unto

(Please insert social security or other identifying number of assignee)
this Obligation and does hereby irrevocably  constitute and appoint
as attorney to transfer this Obligation on the books kept for
registration thereof with the full power of substitution in the premises.

Dated:

NOTICE: The signature to this assignment must correspond with the name of the
registered owner as it appears upon the face of this Obligation in every particular, without
alteration or enlargement or any change whatever.

NOTICE: The signatures to this Assignment must be guaranteed by a financial
institution that is a member of the Securities Transfer Agents Medallion Program (“STAMP”),
the Stock Exchange Medallion Program (“SEMP”) or the New York Stock Exchange, Inc.
Medallion Securities Program (“MSP”).

Signature Guaranteed

(Bank, Trust Company or Brokerage Firm)

Authorized Officer

The following abbreviations, when used in the inscription on the face of this Obligation,
shall be construed as though they were written out in full according to applicable laws or
regulations.

TEN COM -- tenants in common
TEN ENT -- as tenants by the entireties
JT TEN -- as joint tenants with right of survivorship and not as tenants in common
OREGON CUSTODIANS use the following
CUST UL OREG MIN as custodian for
(as custodian for) (name of minor)
OR UNIF TRANS MIN ACT
(under the Oregon Uniform Transfer to Minors Act)

Additional abbreviations may also be used though not in the list above.
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APPENDIX B
COMPREHENSIVE ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR
ENDED JUNE 30, 2012
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September __, 2013

City of Lake Oswego, Oregon
Lake Oswego, Oregon

$
City of Lake Oswego, Oregon
Full Faith and Credit Obligations, Series 2013
(Final Opinion)

Ladies and Gentlemen:

We have acted as special counsel to the City of Lake Oswego, Oregon (the “City”) in
connection with the execution and delivery of $ aggregate principal amount of Full
Faith and Credit Obligations, Series 2013 ((the “Obligations”) which are executed and delivered
by Wells Fargo Bank, National Association, as escrow agent (the “Escrow Agent”), pursuant to
an Escrow Agreement, dated as of September 1, 2013, (the “Escrow Agreement”) between the
Escrow Agent and the City. In such connection, we have reviewed the Escrow Agreement, a
Financing Agreement between the Escrow Agent and the City, dated as of September 1, 2013
(the “Einancing Agreement”), Resolution No. 13-17 adopted by the City Council of the City on
July 16, 2013 (the “Resolution”), a tax certificate of the City, dated as of the date hereof (the
“Tax Certificate”), certificates of the City and the Escrow Agent and others and such other
documents and matters to the extent we deemed necessary to render the opinions set forth herein.
Capitalized terms not otherwise defined herein shall have the meanings ascribed thereto in the
Escrow Agreement.

The opinions expressed herein are based on an analysis of existing laws, regulations,
rulings and court decisions and cover certain matters not directly addressed by such authorities.
Such opinions may be affected by actions taken or omitted or events occurring after the date
hereof. We have not undertaken to determine, or to inform any person, whether any such actions
are taken or omitted or events do occur or any other matters come to our attention after the date
hereof. Accordingly, this letter speaks only as of its date and is not intended to, and may not, be
relied upon or otherwise used in connection with any such actions, events or matters. Our
engagement with respect to the Obligations has concluded with their execution and delivery, and
we disclaim any obligation to update this letter. We have assumed the genuineness of all
documents and signatures presented to us (whether as originals or as copies) and the due and
legal execution and delivery thereof by, and validity against, any parties other than the Issuer.
We have assumed, without undertaking to verify, the accuracy of the factual matters represented,
warranted or certified in the documents referred to in the first paragraph hereof. Furthermore,
we have assumed compliance with all covenants and agreements contained in the Financing
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September __, 2013
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Agreement, the Escrow Agreement, the Resolution and the Tax Certificate, including (without
limitation) covenants and agreements, compliance with which is necessary to assure that future
actions, omissions or events will not cause the portion of each Financing Payment designated as
and constituting interest paid by the City under the Financing Agreement with respect to the
Obligations to be included in gross income for federal income tax purposes.

We call attention to the fact that the rights and obligations with respect to the Obligations
and under the Financing Agreement, the Escrow Agreement, the Resolution and the Tax
Certificate and their enforceability may be subject to bankruptcy, insolvency, reorganization,
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting
creditors’ rights, to the application of equitable principles, to the exercise of judicial discretion in
appropriate cases and to the limitations on legal remedies against cities in the State of Oregon.
We express no opinion with respect to any indemnification, contribution, liquidated damages,
penalty (including any remedy deemed to constitute a penalty), arbitration, choice of law, choice
of forum, choice of venue, waiver or severability provisions contained in the foregoing
documents, nor do we express any opinion with respect to the state or quality of title to or
interest in any of the assets described in or as subject to the lien of the Financing Agreement or
the accuracy or sufficiency of the description contained therein of, or the remedies available to
enforce liens on, any such assets. Our services did not include financial or other non-legal
advice. Finally, we undertake no responsibility for the accuracy, completeness or fairness of the
Official Statement or other offering material relating to the Obligations and express no opinion
with respect thereto.

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we
are of the following opinions:

1. The Financing Agreement and the Escrow Agreement have been duly executed
and delivered by, and constitute valid and binding obligations of, the City.

2. The Obligations constitute the valid and binding obligation of the City, payable
from the City’s general non-restricted revenues and other funds which may be lawfully available
therefor.

3. The portion of each Financing Payment designated as and constituting interest
paid by the City under the Financing Agreement with respect to the Obligations and received by
the registered owners of the Obligations is excluded from gross income for federal income tax
purposes under Section 103 of the Internal Revenue Code of 1986 and is exempt from State of
Oregon personal income taxes. Such interest component is not a specific preference item for
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purposes of the federal individual or corporate alternative minimum taxes, although we observe
that it is included in adjusted current earnings when calculating corporate alternative minimum
taxable income. We express no opinion regarding other tax consequences related to the
ownership or disposition of, or the accrual or receipt of interest on, the Obligations.

Faithfully yours,

ORRICK, HERRINGTON & SUTCLIFFE LLP

per

OHSUSA:754339155.2
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CONTINUING DISCLOSURE CERTIFICATE

$
CITY OF LAKE OSWEGO, OREGON
FULL FAITH AND CREDIT OBLIGATIONS
SERIES 2013

This Continuing Disclosure Certificate (this “Certificate™) is executed and delivered by
the City of Lake Oswego, Oregon (the “City”) in connection with the execution and delivery of
the City of Lake Oswego, Oregon Full Faith and Credit Obligations, Series 2013 (the
“Obligations”). The Obligations are being executed and delivered pursuant to Resolution No.
13-17 adopted by the City Council of the City on July 16, 2013 (the “Resolution”) and pursuant
to a Financing Agreement dated as of September 1, 2013 (the “Financing Agreement”) and an
Escrow Agreement dated as of September 1, 2013 (the “Escrow Agreement”). The City
covenants and agrees as follows:

Section 1. Purpose of Certificate. This Certificate is being executed and delivered by the
City for the benefit of the holders of the Obligations and to assist (the
“Purchaser”) in complying with paragraph (b)(5) of Securities and Exchange Commission Rule
15¢2-12 (17 C.F.R. § 240.15c2-12) (the “Rule”).

Section 2. Definitions. Unless the context otherwise requires, the terms defined in this
Section shall, for the purposes of this Certificate, have the meanings herein specified.

“Beneficial Owner” means any person who has the power, directly or indirectly, to vote
or consent with respect to, or to dispose of ownership of any Obligations, including persons
holding Obligations through nominees or depositories.

“Commission” means the Securities and Exchange Commission.

“EMMA” means the Electronic Municipal Market Access system established through the
MSRB for purposes of the Rule, currently located at http://emma.msrb.org.

“Listed Events” shall mean any of the events listed in Section 4(a) or (b) of this
Certificate.

“MSRB” means the Municipal Securities Rulemaking Board or any other entity
designated or authorized by the Securities and Exchange Commission to receive reports pursuant
to the Rule.

“Official Statement” means the final official statement for the Obligations which is dated
August ___, 2013.

“Rule” means the Commission’s Rule 15¢2-12 under the Securities and Exchange Act of
Page 1 — Continuing Disclosure Certificate



1934, as the same may be amended from time to time.

Section 3. Annual Financial Information. The City, as the “obligated person” for
purposes of the Rule, hereby agrees to provide or cause to be provided at least annually to the
MSRB, or such other central repository including any electronic municipal market access system
established through the MSRB for purposes of the Rule, the financial information regarding the
City of the type set forth in Table 15 and Tables 19 through 22 of the final Official Statement
and the City’s annual audited financial statements prepared in accordance with generally
accepted accounting principles (collectively, the “Annual Financial Information”).

The Annual Financial Information described above will be available no later than nine (9)
months after the end of the preceding fiscal year, beginning with the City’s fiscal year ending
June 30, 2013. The City may adjust this fiscal year by providing written notice of the change of
fiscal year to the MSRB. Such information will include the City’s audited financial statements
of the type set forth in the Official Statement prepared in accordance with generally accepted
accounting principles as established by the Government Accounting Standards Board as in effect
from time to time; provided, however, that if audited financial statements are not available within
nine (9) months after the end of the preceding fiscal year, unaudited financial statements will be
provided with audited financial statements to follow when available.

Any or all of the items listed above may be set forth in one or a set of documents or may
be included by specific reference to other documents, including official statements of debt issues
of the City or related public entities, which have been made available to the public on the
MSRB’s website. The City shall clearly identify each such other document so included by
reference.

Section 4. Reporting of Significant Events.

(a) The City shall give, or cause to be given, notice of the occurrence of any of the
following events with respect to the Obligations in a timely manner not later than ten business
days after the occurrence of the event:

1) Principal and interest payment delinquencies;

(@) Unscheduled draws on debt service reserves reflecting financial
difficulties;

(3) Unscheduled draws on credit enhancements reflecting financial
difficulties;

4) Substitution of credit or liquidity providers, or their failure to perform;

5) Adverse tax opinions or issuance by the Internal Revenue Service of
proposed or final determination of taxability or of a Notice of Proposed Issue (IRS Form
5701 TEB);

(6) Tender offers;

@) Defeasances;
Page 2 — Continuing Disclosure Certificate



(8) Rating changes; or

9) Bankruptcy, insolvency, receivership or similar event of the obligated
person.

Note: for the purposes of the event identified in subparagraph (9), the
event is considered to occur when any of the following occur: the
appointment of a receiver, fiscal agent or similar officer for an obligated
person in a proceeding under the U.S. Bankruptcy Code or in any other
proceeding under state or federal law in which a court or governmental
authority has assumed jurisdiction over substantially all of the assets or
business of the obligated person, or if such jurisdiction has been assumed
by leaving the existing governmental body and officials or officers in
possession but subject to the supervision and orders of a court or
governmental authority, or the entry of an order confirming a plan of
reorganization, arrangement or liquidation by a court or governmental
authority having supervision or jurisdiction over substantially all of the
assets or business of the obligated person.

(b) The City shall give, or cause to be given, notice of the occurrence of any of the
following events with respect to the Obligations, if material, in a timely manner not later than ten
business days after the occurrence of the event:

1) Unless described in paragraph 4(a)(5), other material notices of
determinations by the Internal Revenue Service with respect to the tax status of the
Obligations or other material events affecting the tax status of the Obligations;

@) Modifications to rights of Beneficial Owners;
(3) Optional, unscheduled or contingent Obligation calls;

4) Release, substitution, or sale of property securing repayment of the
Obligations;

5) Non-payment related defaults;

(6) The consummation of a merger, consolidation, or acquisition involving an
obligated person or the sale of all or substantially all of the assets of the obligated person,
other than in the ordinary course of business, the entry into a definitive agreement to
undertake such an action or the termination of a definitive agreement relating to any such
actions, other than pursuant to its terms; or

(7) Appointment of a successor or additional trustee or the change of name of
a trustee.

(c) Upon the occurrence of a Listed Event described in Section 4(a), or upon the
occurrence of a Listed Event described in Section 4(b) which the City determines would be
material under applicable federal securities laws, the City shall within ten business days of
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occurrence file a notice of such occurrence with the MSRB. Notwithstanding the foregoing,
notice of the Listed Event described in subsections (b)(3) need not be given under this subsection
any earlier than the notice (if any) of the underlying event is given to Owners of affected
Obligations pursuant to the Financing Agreement.

Section 5. Failure to File Annual Financial Information. The City agrees to provide or
cause to be provided to the MSRB in a timely manner, notice of a failure by the City to provide
the Annual Financial Information described in Section 3 above on or prior to the time set forth in
Section 3.

Section 6. Dissemination Agent. The City may, from time to time, engage or appoint an
agent to assist the City in disseminating information hereunder (the “Dissemination Agent”).
The City may discharge any Dissemination Agent with or without appointing a successor
Dissemination Agent.

Section 7. Format for Filings with MSRB; EMMA. All documents required to be
provided to the MSRB hereunder, including pursuant to Sections 3, 4 and 5 of this Certificate,
shall be accompanied by such identifying information and shall be provided in an electronic
format as prescribed by the MSRB through EMMA, or as otherwise prescribed by the MSRB.

Section 8. Termination of Obligations/Modification. Pursuant to paragraph (b)(5)(iii) of
the Rule, the City’s obligation to provide Annual Financial Information and notices of material
events, as set forth above, shall terminate if and when the City no longer remains an obligated
person with respect to the Obligations, which shall occur upon either redemption in full of the
Obligations, or legal defeasance of the Obligations.

In addition, and notwithstanding the provisions of Section 10 below, the City may rescind
its obligations under this Certificate, in whole or in part, if (i) the City obtains an opinion of
nationally recognized bond counsel to the effect that those portions of the Rule which require
this Certificate, or any such provision, are invalid, have been repealed retroactively or otherwise
do not apply to the Obligations; and (ii) notifies and provides to the MSRB a copy of such
opinion.

Section 9. Enforceability and Remedies. The City agrees that this Certificate is intended
to be for the benefit of registered and beneficial holders of the Obligations and shall be
enforceable by or on behalf of any such holder; provided that, the right of any holders of the
Obligations to challenge the adequacy of the information furnished hereunder shall be limited to
an action by or on behalf of holders of the Obligations representing at least twenty-five percent
(25%) of the aggregate outstanding principal amount of Obligations. Any failure by the City to
comply with the provisions of this undertaking shall not be an event of default with respect to the
Obligations under the Resolution. This Certificate confers no rights on any person or entity other
than the City, holders of the Obligations, and any Dissemination Agent.

Section 10. Amendment. Notwithstanding any other provision of this Certificate, the
City may amend this Certificate, without consent of holders of the Obligations under the
following conditions:
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() The amendment may only be made in connection with a change in circumstances
that arises from a change in legal requirements, change in law, or change in the identity, nature,
or status of the obligated person or type of business conducted;

(b) This Certificate, as amended, would have complied with the requirements of the
Rule at the time of the primary offering, after taking into account any amendments or
interpretations of the Rule, as well as any change in circumstances; and

(c) The amendment (i) does not materially impair the interest of holders of the
Obligations, as determined either by parties unaffiliated with the City (such as nationally
recognized bond counsel), or (ii) by approving vote of by holders of the Obligations representing
sixty percent (60%) of the aggregate outstanding principal amount of the Obligations at the time
of the amendment and consistent with the terms of the Resolution.

The Annual Financial Information submitted pursuant to Section 3 above will explain, in
narrative form, the reasons for any such amendment and the impact of the change in the type of
operating data or financial information being provided.

Section 11. Additional Information. Nothing in this Certificate shall be deemed to
prevent the City from disseminating any other information, using the means of dissemination set
forth in this Certificate or any other means of communication, or including any other information
or notice required to be filed pursuant to this Certificate, in addition to that which is required by
this Certificate. If the City chooses to include any information or notice in addition to that which
is specifically required by this Certificate, the City shall have no obligation under this Certificate
to update such information or include it in any future filing of documents required to be provided
to the MSRB hereunder or in any notice of occurrence of a Listed Event or any other event
required to be reported.

Section 12. Choice of Law. This Certificate shall be governed by and construed in
accordance with the laws of the State of Oregon, provided that to the extent this Certificate
addresses matters of federal securities laws, including the Rule, this Certificate shall be
construed in accordance with such federal securities laws and official interpretations thereof.

Section 13. Beneficiaries. This Certificate shall inure solely to the benefit of the City,
the Dissemination Agent, if any, the Purchaser and Beneficial Owners from time to time of the
Obligations, and shall create no rights in any other person or entity.

[SIGNATURE PAGE FOLLOWS]
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Dated as of the __ day of September 2013.

CITY OF LAKE OSWEGO, OREGON

By:
Authorized Representative
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The Depository Trust Company

A subsidiary of The Depository Trust & Clearing Corporation

Sample Offering Document Language

Describing DTC and Book-Entry-Only Issuance

1.  The Depository Trust Company (“DTC”), New York, NY, will act as securities
depository for the securities (the “Securities”). The Securities will be issued as fully-registered
securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as
may be requested by an authorized representative of DTC. One fully-registered Security certificate
will be issued for [each issue of] the Securities, [each] in the aggregate principal amount of such
issue, and will be deposited with DTC. [If, however, the aggregate principal amount of [any] issue
exceeds $500 million, one certificate will be issued with respect to each $500 million of principal
amount, and an additional certificate will be issued with respect to any remaining principal amount
of such issue.]

2. DTC, the world’s largest securities depository, is a limited-purpose trust company
organized under the New York Banking Law, a “banking organization” within the meaning of the
New York Banking Law, a member of the Federal Reserve System, a “clearing corporation” within
the meaning of the New York Uniform Commercial Code, and a “clearing agency” registered
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds and
provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues, corporate and
municipal debt issues, and money market instruments (from over 100 countries) that DTC’s
participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settlement
among Direct Participants of sales and other securities transactions in deposited securities, through
electronic computerized book-entry transfers and pledges between Direct Participants” accounts.
This eliminates the need for physical movement of securities certificates. Direct Participants include
both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations,
and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust &
Clearing Corporation (“DTCC”). DTCC is the holding company for DTC, National Securities
Clearing Corporation and Fixed Income Clearing Corporation, all of which are registered clearing
agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system is
also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, and clearing corporations that clear through or maintain a custodial relationship with a
Direct Participant, either directly or indirectly (“Indirect Participants™). DTC has Standard & Poor’s
highest rating: AAA. The DTC Rules applicable to its Participants are on file with the Securities
and Exchange Commission. More information about DTC can be found at www.dtcc.com and
www.dtc.org.

3. Purchases of Securities under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Securities on DTC’s records. The ownership interest

@ oree.

The Depository Trust &
Clearing Corporation

SOL-12/07


http://www.dtcc.com/

of each actual purchaser of each Security (“Beneficial Owner”) is in turn to be recorded on the
Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation
from DTC of their purchase. Beneficial Owners are, however, expected to receive written
confirmations providing details of the transaction, as well as periodic statements of their holdings,
from the Direct or Indirect Participant through which the Beneficial Owner entered into the
transaction. Transfers of ownership interests in the Securities are to be accomplished by entries
made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners.
Beneficial Owners will not receive certificates representing their ownership interests in Securities,
except in the event that use of the book-entry system for the Securities is discontinued.

4.  To facilitate subsequent transfers, all Securities deposited by Direct Participants with
DTC are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as
may be requested by an authorized representative of DTC. The deposit of Securities with DTC and
their registration in the name of Cede & Co. or such other DTC nominee do not effect any change in
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Securities;
DTC’s records reflect only the identity of the Direct Participants to whose accounts such Securities
are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants
will remain responsible for keeping account of their holdings on behalf of their customers.

5. Conveyance of notices and other communications by DTC to Direct Participants, by
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time. [Beneficial Owners of Securities may
wish to take certain steps to augment the transmission to them of notices of significant events with
respect to the Securities, such as redemptions, tenders, defaults, and proposed amendments to the
Security documents. For example, Beneficial Owners of Securities may wish to ascertain that the
nominee holding the Securities for their benefit has agreed to obtain and transmit notices to
Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and
addresses to the registrar and request that copies of notices be provided directly to them.]

6. Redemption notices shall be sent to DTC. If less than all of the Securities within an
issue are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each
Direct Participant in such issue to be redeemed.

7. Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with
respect to Securities unless authorized by a Direct Participant in accordance with DTC’s MMI
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to Issuer as soon as possible
after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those
Direct Participants to whose accounts Securities are credited on the record date (identified in a
listing attached to the Omnibus Proxy).

8.  Redemption proceeds, distributions, and dividend payments on the Securities will be
made to Cede & Co., or such other nominee as may be requested by an authorized representative of
DTC. DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and
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corresponding detail information from Issuer or Agent, on payable date in accordance with their
respective holdings shown on DTC’s records. Payments by Participants to Beneficial Owners will
be governed by standing instructions and customary practices, as is the case with securities held for
the accounts of customers in bearer form or registered in “street name,” and will be the responsibility
of such Participant and not of DTC, Agent, or Issuer, subject to any statutory or regulatory
requirements as may be in effect from time to time. Payment of redemption proceeds, distributions,
and dividend payments to Cede & Co. (or such other nominee as may be requested by an authorized
representative of DTC) is the responsibility of Issuer or Agent, disbursement of such payments to
Direct Participants will be the responsibility of DTC, and disbursement of such payments to the
Beneficial Owners will be the responsibility of Direct and Indirect Participants.

9. A Beneficial Owner shall give notice to elect to have its Securities purchased or
tendered, through its Participant, to [Tender/Remarketing] Agent, and shall effect delivery of such
Securities by causing the Direct Participant to transfer the Participant’s interest in the Securities, on
DTC’srecords, to [Tender/Remarketing] Agent. The requirement for physical delivery of Securities
in connection with an optional tender or a mandatory purchase will be deemed satisfied when the
ownership rights in the Securities are transferred by Direct Participants on DTC’s records and
followed by a book-entry credit of tendered Securities to [Tender/Remarketing] Agent’s DTC
account.

10. DTC may discontinue providing its services as depository with respect to the Securities
at any time by giving reasonable notice to Issuer or Agent. Under such circumstances, in the event
that a successor depository is not obtained, Security certificates are required to be printed and
delivered.

11. Issuer may decide to discontinue use of the system of book-entry-only transfers through
DTC (or a successor securities depository). In that event, Security certificates will be printed and
delivered to DTC.

12. The information in this section concerning DTC and DTC’s book-entry system has
been obtained from sources that Issuer believes to be reliable, but Issuer takes no responsibility for
the accuracy thereof.

@ oree.

The Depository Trust &
Clearing Corporation

SOL-12/07
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RESOLUTION NO. 99-22

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF
LAKE OSWEGO AUTHORIZING ISSUANCE OF WATER
REVENUE BONDS UNDER THE UNIFORM REVENUE

BOND ACT.
BE IT RESOLVED by the City Council of the City of Lake Oswego that:

Section 1. Findings
The City Council finds as follows:

1.1 Prior Authorization. The City has previously enacted Resolution No. 99-18, authorizing
the issuance of not more than eight million dollars in aggregate principal amount of water
revenue bonds pursuant to Oregon's Uniform Revenue Bond Act (ORS 288.805

to 288.945).

1.2 Notice. Notice that the City authorized issuance of revenue bonds was published as
provided in the Uniform Revenue Bond Act; more than sixty (60) days have passed since
publication of the notice, and no petitions have been received requesting that the question
of issuing the bonds be placed on the ballot at the next legally available election date.

1.3 Sale Now Permitted. The City is now authorized to issue the bonds described in
Resolution No. 99-18, and adopts this resolution to provide the terms under which those
bonds, and future obligations having a lien on revenues of the Water System, may be

issued.

Section 2. Definitions

Capitalized terms used in this Master Resolution shall have the following meanings
unless the context clearly requires use of a different meaning:

“1999 Bond Proceeds Account” means an account in the Water Fund, which the City uses
to account for Series 1999 Bond proceeds.

“Annual Debt Service” means the amount required to be paid in a Fiscal Year of principal
and interest on any Outstanding Bonds, calculated as follows:

(A) interest which is to be paid from Bond Proceeds shall be subtracted,;

(B) Bonds which are subject to scheduled, noncontingent redemption or tender shall be
deemed to mature on the dates and in the amounts which are subject to mandatory redemption or
tender, and only the amount scheduled to be outstanding on the final maturity date shall be

treated as maturing on that date; and
(C) Bonds which are subject to contingent redemption or tender shall be treated as

maturing on their stated maturity dates.
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“Authorized Officer” means the City Manager, Assistant City Manager, or the person
designated by resolution of the City Council to act as Authorized Officer under this Master

Resolution.

“Base Period” means any twelve consecutive months selected by the City out of the most
recent eighteen months preceding the delivery of a Series of Parity Obligations.

“BEO” means “book-entry-only” and refers to a system for clearance and settlement of
securities transactions through electronic book-entry changes, which eliminates the need for
physical movement of securities.

“Bond Counsel” means Preston Gates & Ellis LLP or another law firm having knowledge
and expertise in the field of municipal law and whose opinions are generally accepted by
purchasers of municipal bonds. ‘

“Bond Reserve Account” means the Bond Reserve Account in the Water Fund described

in Section 4.2.

“Bondowner” or “Owner” means a registered owner of a Bond.
“Bonds” means, the Series 1999 Bonds and any Parity Obligations.

“Business Day” means any day except a Saturday, a Sunday, a legal holiday a day on
which the offices of banks in Oregon or New York are authorized or required by law or executive
order to remain closed, or a day on which the New York Stock Exchange is closed.

“City Council” means the City Council of the City.

“City” means the City of Lake Oswego, in Multnomaﬁ, Washington and Clackamas
Counties, Oregon, a municipal corporation of the State of Oregon.

“Code” means the Internal Revenue Code of 1986, as amended, including the rules and

regulations promulgated thereunder.

“Credit Facility” means a letter of credit, a municipal bond insurance policy, a surety
bond, standby bond purchase agreement or other credit enhancement device which is obtained by
the City to secure Bonds, and which is issued or provided by a Credit Provider whose long-term

debt obligations or claims-paying ability (as appropriate) are rated one of the two highest rating
categories by a Rating Agency which rated the Bonds secured by the Credit Facility.

“Credit Provider” means a person or entity providing a Credit Facility.

“Direct Obligations” means direct obligations of the United States, and any obligations
the payment of which is fully and unconditionally guaranteed by the United States.

“DTC” means The Depository Trust Company or any other qualified securities
depository designated by the City as its successor.

2
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“Event of Default” means any event specified in Section 10.2.

“Fiscal Year” means the period beginning on July 1 of each year and ending on the next
succeeding June 30, or as otherwise defined by State law.

“Fitch” means Fitch Investors Service, Inc., its successors and assigns.

“Gross Revenues” means all fees, charges, and other revenues resulting from the
operation of the Water System, including revenues from product sales and interest earnings on

Gross Revenues in the Water Fund except the following:
(A) the interest income or other earnings derived from the investment any escrow fund

established for the defeasance or refunding of outstanding indebtedness of the City;
(B) moneys received by the City from any State or Federal Agency or other person if
such moneys are restricted by law or the grantor to uses mconsxstent with the payment of Bonds;

(C) the proceeds of any borrowing ;
(D) the proceeds of any liability, casualty or other insurance (except business interruption

insurance or other insurance of like nature insuring against the loss of revenues);
(E) the proceeds derived from the sales of assets pursuant to Section 9.7;
(F) any ad valorem, income, sales or similar taxes imposed by the City;

(G) systems development charges;
(H) local improvement district assessments which are levied for water system

improvements, unless those assessments are subsequently designated by the City as “Gross

Revenues” and pledged to pay the Bonds; or
(I) any income, fees, charges, receipts, profits or other moneys derived by the City from

its ownership or operation of any Separate Utility System.

“Interest Payment Date” means any date on which Bond interest is scheduled to be paid,
and any date on which Bonds are called for redemption.

“Master Resolution” means this resolution authorizing the issuance of water revenue
bonds. ‘

“Maximum Annual Debt Service” means the greatest Annual Debt Servxce calculated on
all Bonds which are Qutstanding on the date of calculation,

“Moody's” means Moody's Investors Service, a corporation organized and existing under
the laws of the State of Delaware, its successors and their assigns.

“Net Revenues” means the Gross Revenues less the Operating Expenses.

“Operating Expenses” means all costs which are properly treated as expenses of operating
and maintaining the Water System under generally accepted accounting principles applicable to.

the Water System. However, Operating Expenses do not include:
(A) any rebates or penalties paid from Gross Revenues under Section 148 of the Code;

(B) payments of judgments against the City and payments for the settlement of litigation;
(C) depreciation and amortization of property values or losses;
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(D) all amounts treated for accounting purposes as payments for capital expenditures;

(E) debt service payments;

(F) the expenses of owning, operating or maintaining any Separate Utility System;

(G) transfers to the City’s general fund for payment of operating expenses allocable to
Water System administrative overhead and to the City’s community development fund for
design, engineering and geographic information system costs; or

(H) franchise fees and similar charges imposed by the City on the Water System or its

operations.
“ORS” means the Oregon Revised Statutes.

“Outstanding” refers to all Bonds authorized and delivered pursuant to this Master
Resolution and any Supplemental Resolution except Bonds theretofore canceled or defeased
pursuant to Section 12, and Bonds which have matured and not been presented for payment
(provided sufficient funds to pay those Bonds have been transferred to the Registrar).

“Parity Obligation” means any obligation payable from the Net Revenues which is issued
in accordance with Section 6. ‘

“Paying Agent” means U.S. Bank Trust National Association.
“Payment Date” means a Principal Payment Date or an Interest Payment Date.

“Permitted Investments™ means any investments which the City is permitted to make
under the laws of the State.

“Principal Payment Date” means any date on which any Bonds are scheduled to be
retired, whether by virtue of their maturity or by mandatory sinking fund redemption prior to
maturity, and the redemption date of any Bonds which have been called for redemption.

“Qualified Consultant” means an independent engineer, an independent auditor, an
independent financial advisor, or similar independent professional consultant of recognized
standing and having experience and expertise in the area for which such person or firm is
retained by the City for purposes of performing activities specified in this Master Resolution or

any Supplemental Resolution.

“Rate Stabilization Account” means the Rate Stabilization Account of the Water Fund
established which is described in Section 4.4.

“Rating Agency” means Fitch, Moody's, S&P, or any other nationally recognized
financial rating Agency which has rated Outstanding Bonds or a Credit Fac1llty at the request of

the City.

“Record Date” for the Series 1999 Bonds means the fifteenth (15th) day of the month
preceding the month in which each Interest Payment Date occurs, whether or not a Business Day.
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“Registrar” means the registrar and Paying Agent for the Bonds, which is U.S. Bank
Trust National Association on the date of adoption of this Master Resolution.

“Reserve Credit Facility” means a Credit Facility issued for the purpose of funding, in
lieu of cash, all or any portion of the Reserve Requirement, under which the Credit Provider
agrees to unconditionally provide the City with funds to transfer to the Bond Reserve Account if
amounts are required to be withdrawn from that account to pay Bond principal, interest or
premium.

- “Reserve Requirement” means the lesser of Maximum Annual Debt Service on all
Outstanding Bonds or the amount described in the next sentence. If, at the time of issuance of a
Series of Bonds, the amounts required to be added to the Bond Reserve Account to make the
balance in the Bond Reserve Account equal to the Maximum Annual Debt Service exceeds the
Tax Maximum calculated with respect to that Series, then the Reserve Requirement means the
Reserve Requirement in effect on the date of issuance of the Series of Bonds (calculated as if the
Series of Bonds were not Outstanding), plus the Tax Maximum for the Series of Bonds.

“S&P” means Standard & Poor's Corporation, a corporation organized and existing under
the laws of the State of New York, its successors and their assigns.

“Separate Utility System” means any utility property which is declared by the City
Council to constitute a system which is distinct from the Water System in accordance with
Section 8.

“Series 1999 Bonds” means the City's Water Revenue Bonds, Series 1999, issued
pursuant to Section 16 of this Master Resolution.

“Series 1999 Insurance Policy” means the insurance policy issued by the Series 1999
Insurer guaranteeing the scheduled payment of principal of and interest on the Series 1999 Bonds

when due.

“Series 1999 Insurer” means Financial Security Assurance Inc., a New York stock
insurance company, or any successor thereto or assignee thereof.

“Series” refers to all Bonds or Parity Obligations authorized by a single resolution and
delivered in exchange for payment on the same date, regardless of variations in maturity, interest

rate or other provisions.

“Stabilized Net Revenues” means the Net Revenues for a period less deposits of Net
Revenues to the Rate Stabilization Account for the period, and plus withdrawals from the Rate

Stabilization Account for the period.
“State” means the State of Oregon.

“Subordinate Obligations Account” means the Subordinate Obligations Account of the
Water Fund which is described in Section 4.3.
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“Subordinate Obligations” means obligations having a lien on the Net Revenues which is
subordinate to the lien of the Bonds. Restrictions on Subordinate Obligations are described in

Section 7.

“Supplemental Resolution” means any resolution which supplements or amends this
Master Resolution, entered into by the City in compliance with Section 11.

“Tax Maximum” means, for any Series of Bonds, the lesser of: the greatest amount of
principal, interest and premium, if any, required to be paid in any Fiscal Year on such Series;
125% of average amount of principal, interest and premium, if any, required to be paid on such
Series during all Fiscal Years in which such Series will be Outstanding, calculated as of the date
of issuance of such Series; or, ten percent of the proceeds of such Series, as “proceeds” is defined

for purposes of Section 148(d) of the Code.
“Transfer Date” means the third Business Day before each Payment Date.

“Valuation Date” means July 1 of each year (or the first Business Day thereafter, if July 1
is not a Business Day) and any date on which amounts are withdrawn from the Bond Reserve

Account pursuant to Section 4.2(1).

“Water Fund” means the collection of funds and accounts used by the City to hold the
Gross Revenues and the proceeds of Bonds.

“Water System” means all utility property now or hereafter used by the City to supply
water within or-without the corporate limits of the City. However, the Water System does not
include any Separate Utility System, or any power generating facilities which are operated in
connection with assets which are part of the Water System, or the following parcels of land
which are not necessary for the operation of the Water System:

Parcel No. ‘ Acres Name

21E06AD0010 0.75 Peters Road Res. Site (parcel 1)
21E07AD0090 1.59 Carman Dr. Reservoir Site
21E24BD0120 1.00 H20 Treatment Plant
21E24BD0130 ‘ 0.98 H20 Treatment Plant
21E24BD0140 1.00 H20 Treatment Plant

Section 3. Deposit, Pledge and Use of Gross Revenues

3.1 Deposit. All Gross Revenues shall be deposited to and maintained in the Water Fund, and
shall be used only as described in this Section as long as any Bonds remain Qutstanding.
All Gross Revenues in the Water Fund (other than amounts credited to the Bond Reserve
Account) shall be used on or before the following dates for the following purposes in the

following order of priority:

() Atany time to pay Operating Expenses which are then dug;
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(2) On each Transfer Date, the City shall transfer to the Registrar an amount
sufficient to pay all Bond principal, interest and premium which is due on the

following Payment Date.

3) On each Transfer Date specified in Section 4.2(2) and Section 4.2(3), the City
shall deposit in the Bond Reserve Account the amounts required by those

sections;

(4)  On the day on which any rebates or penalties for Bonds are due to be paid to the
United States pursuant to Section 148 of the Code, the City shall pay the amounts

due from the Net Revenues;

(5)  After all transfers and payments having a higher priority under this section have
been made, the City may transfer to the Subordinate Obligations Account the Net
Revenues required by the proceedings authorizing the Subordinate Obligations;

(6)  After all transfers and payments having a higher priority under this section have
been made, Net Revenues may be applied to transfers to the City’s general fund
for payment of operating expenses allocable to Water System administrative
overhead, transfers to the City’s community development fund for design,
engineering and geographic information system costs, and any franchise fees and
similar charges imposed by the City on the Water System or its operations.

(7)  After all transfers and payments having a higher priority under this section have
O ' been made, the City may transfer or spend Net Revenues for any other lawful
purpose, including transfers to the Rate Stabilization Account.

3.2 Pledge. The City hereby pledges the following amounts to the payment of principal of,
premium (if any) and interest on all Bonds: the Net Revenues, all amounts in the Bond
Reserve Account, and any amounts available to be drawn under a Reserve Credit Facility.
In addition, the City hereby pledges the Net Revenues available for deposit in the Bond
Reserve Account to pay amounts due under any Reserve Credit Facility. Pursuant to
ORS 288.594, these pledges hereby made by the City shall be valid and binding from the
time of the adoption of this Master Resolution. The amounts so pledged and hereafter
received by the City shall immediately be subject to the lien of such pledge without any
physical delivery or further act, and the lien of the pledge shall be superior to all other
claims and liens whatsoever to the fullest extent permitted by ORS 288.594(2).

Section 4. Bond Funds and Accounts

4.1 Obligation to Maintain Accounts. So long as Bonds are Outstanding, the City shall
maintain the Bond Reserve Account as a discrete account in the Water Fund. If the City
issues Subordinate Obligations the City shall create and maintain the Subordinate
Obligations Account for as long as Subordinate Obligations are Outstanding.
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4.2

Bond Reserve Account. Amounts credited to the Bond Reserve Account shall be used
only to pay Bonds, and only if Net Revenues in other portions of the Water Fund are

insufficient.

(1)

@)

(€)

“

&)

(6)

(7

If, on any Transfer Date the Net Revenues available for transfer to the Registrar

pursuant to Section 3.1(2) are not sufficient to pay all Bond principal, interest and
premium which are due on the following Payment Date, the City shall transfer the
amount of the deficiency from the Bond Reserve Account to the Registrar on that

Transfer Date.

If an amount is withdrawn from the Bond Reserve Account pursuant to

Section 4.2(1), the City shall make substantially equal semi-annual transfers of
Net Revenues to the Bond Reserve Account on each Transfer Date, beginning as
soon as practicable and not later than the first Transfer Date which is at least
seven months after the date of the withdrawal, and continuing until the balance in
the Bond Reserve Account is equal to the Reserve Requirement. Each transfer
shall be in an amount at least equal to one-third of the sum of the amount which is
withdrawn from the Bond Reserve Account plus any interest, fees or penalties
owed under a Reserve Credit Facility.

If the value of cash, Permitted Investments and any Reserve Credit Facility is less
than the Reserve Requirement on a Valuation Date for reasons other than a
transfer pursuant to Section 4.2(1), the City shall transfer Net Revenues to the
Bond Reserve Account in an amount equal to the deficiency, not later than the
first Transfer Date which occurs at least four months after the Valuation Date.

If the value of the investments in the Bond Reserve Account on a Valuation Date
exceeds the Reserve Requirement, the City may transfer the excess to any account

of the Water Fund.

Transfers to the Bond Reserve Account pursuant to Section 3.1(3) shall be applied
first, to reimburse the Providers of any Reserve Credit Facilities pro rata for
amounts advanced under the Reserve Credit Facility; second, to replenish the
balance in the Bond Reserve Account with cash or Permitted Investments; and
third to pay any other amounts owed under a Reserve Credit Facility (including
any interest, fees and penalties associated with any draw under a Reserve Credit

Facility).

Amounts in the Bond Reserve Account shall be invested in Permitted [nvestments
which mature within three years after the investments are purchased.

Earnings on the Bond Reserve Account shall be credited to the Bond Reserve
Account whenever the balance in that account is less than the Reserve
Requirement. Otherwise eamings may be credited to any account of the Water

Fund specified by the City.
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(8)  Permitted Investments in the Bond Rescrve Account shall be valued on each
Valuation Date in the following manner:

(A) Demand deposits and deposits in the Oregon Short Term Fund or Oregon
Local Government Investment Pool shall be valued at their face amount, plus

accrued interest;

(B) Other Permitted Investments shall be valued at their purchase price, less any
portion of the purchase price which is allocable to accrued interest; and

(C) Reserve Credit Facilities shall be valued at the amount which is available to be
drawn or paid under them.

(9)  Withdrawals from the Bond Reserve Account shall be made in the following order
of priority: '

~ (A) First, from any cash on deposit in the Bond Reserve Account;

(B) Second, from the liquidation proceeds of any Permitted Investments on deposit
in such Bond Reserve Account; and

(C) Third, from moneys drawn or paid pro-rata under any Reserve Credit
Facilities.

(10) Amounts on deposit in the Bond Reserve Account may be applied to the final
payment (whether at maturity, by prior Redemption or by means of a defeasance
as provided in Section 12 hereof) of a Series of Bonds, so long as the balance
remaining in the Bond Reserve Account thereafter is at least equal to the Reserve
Requirement for all Bonds which will be Outstanding thereafter.

(11)  Any Supplemental Resolution authorizing the issuance of a Series of Bonds shall
require a deposit into the Bond Reserve Account in an amount sufficient to make
the balance in the Bond Reserve Account at least equal to the Reserve
Requirement on the date of closing of that Series of Bonds, with the Series of

Bonds treated as Qutstanding.

Subordinate Obligations Account. If the City issues Subordinate Obligations, the City
shall create and maintain the Subordinate Obligations Account as long as the Subordinate
Obligations are outstanding. The Subordinate Obligations Account may be divided into
subaccounts, and the City may establish priorities for funding the subaccounts in the
Subordinate Obligations Account. Net Revenues shall be deposited into the Subordinate
Obligations Account only as permitted by Section 3.1(5). Earnings on the Subordinate
Obligations Account shall be credited as provided in the proceedings authorizing the
Subordinate Obligations. Net Revenues in the Subordinate Obligations account are

pledged to pay the Bonds.
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4.4

Rate Stabilization Account. The City may create a Rate Stabilization Account within
the Water Fund. Net Revenues and revenues from Systems Development Charges may
be transferred to the Rate Stabilization Account at the option of the City as permitted by
Section 3.1(7). Money in the Rate Stabilization Account may be withdrawn at any time
and used for any purpose for which the Gross Revenues may be used. Amounts
withdrawn from the Rate Stabilization Account increase Stabilized Net Revenues, and
Net Revenues deposited in the Rate Stabilization Account reduce Stabilized Net
Revenues for the period for which they are deposited. Deposits to and withdrawals from
the Rate Stabilization Account that occur within ninety days after the end of a Fiscal Year
may be treated as occurring within the most recently ended Fiscal Year. Eamings on the
Rate Stabilization Account shall be credited to the Water Fund.

Section 5. Rate Covenant.

5.1

5.2

5.3

Basic Rate Covenant. The City covenants for the benefit of the Owners that it will
establish and maintain rates and charges in connection with the operation of the Water
System which are sufficient to permit the City to pay all Operating Expenses and all
lawful charges against the Net Revenues, and to make all transfers required by this
Master Resolution to the Registrar, and the Bond Reserve Account.

Coverage Covenant. The City covenants for the benefit of the Owners of all Bonds that
it shall charge rates and fees in connection with the operation of the Water System which,
when combined with other Gross Revenues, are adequate:

() to generate Stabilized Net Revenues in each Fiscal Year at least equal to one
hundred twenty-five percent (125.00%) of Annual Debt Service due in that Fiscal

Year; and

93] to generate Net Revenues each Fiscal Year at least equal to one hundred twenty
percent (120.00%) of Annual Debt Service due in that Fiscal Year.

Report. Not later than ninety days after the end of each fiscal year the City shall file a
report in the City Manager’s office, signed by an Authorized Officer, which demonstrates
whether the City has complied with Section 5.2 during that fiscal year. If the report
demounstrates that the City has not complied with Section 5.2 during that fiscal yea: it

shall not constitute an Event of Default if:

(1)  within tlurty days after the report is filed, the City engages the services of a
Qualified Consultant; and,

(2)  within sixty days after the report is filed, the Qualified Consultant recommends a
schedule of rates and charges or other actions which the Qualified Consultant
reasonably projects will permit the City to comply with Section 5.2 for the then

current fiscal year; and,
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(3)  Within ninety days after the report is filed the City implements the
recommendations of the Qualified Consultant.

Section 6. Parity Obligations

6.1 General Requirements. The City may issue Parity Obligations to provide funds for any
purpose relating to the Water System, but only if:

(1)  No Event of Default under this Master Resolution or any Supplemental
Resolution has occurred and is continuing.

@) At the time of the issuance of the Parity Obligations the balance in the Bond
Reserve Account is at least equal to the Reserve Requirement, calculated as if the

Parity Obligations are Outstanding.

(3)  The Supplemental Resolution authorizing the issuance of the Bonds contains a
covenant requiring the City to charge rates and fees in connection with the
operation of the Water System which, when combined with other Gross
Revenues, are adequate to generate: Stabilized Net Revenues in each Fiscal Year
at least equal to the sum of one hundred twenty-five percent (125.00%) of Annual
Debt Service due in that Fiscal Year; and Net Revenues at least equal to one
hundred twenty percent (120.00%) of Annual Debt Service due in that Fiscal
Year, with the proposed Parity Obligations treated as Outstanding, in accordance

with Section 5.2.

(4)  There shall have been filed with the City either:

(A) acertificate of the Authorized Officer stating that Net Revenues (adjusted as
provided in Section 6.2) for the Base Period were not less than one hundred
twenty percent (120.00%) of the average Annual Debt Service on all

“Outstanding Bonds, with the proposed Parity Obligations treated as

Outstanding; or,
(B) a certificate or opinion of a Qualified Consultant stating:

(a) the amount of the Adjusted Net Revenues computed as provided in
Section 6.3 below; and,

(b) that the amount shown in Section 6.1(4)(B)(a) is not less than one hundred
twenty-five percent (125.00%) of the average Annual Debt Service on all

Outstanding Bonds, with the proposed Parity Obligations treated as
Outstanding.

6.2  Adjustments to Net Revenues. Net Revenues may be adjusted for purposes of
Section 6.1(4)(A) by adding any Net Revenues the Authorized Officer calculates the City
would have had during the Base Period because of increases in Water System rates, fees
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6.3

6.4

6.5

and charges which took affect after the beginning of the Base Period. However, no
adjustment shall be made for these increases unless they have been approved by the
Council prior to delivery of the Proposed Parity Obligations and are required to take
effect no later than sixty days after the delivery of the proposed Parity Obligations.

Adjusted Net Revenues. Adjusted Net Revenues for purposes of Section 6.1(4)(B) shall
be computed by adjusting the Net Revenues for the Base Period in any of the following

ways:

(1)  if the Bonds are being issued for the purpose of acquiring operating Water System
utility properties having an earnings record, the Qualified Consultant may
estimate the effect on the Net Revenues for the Base Period as if the Water
System utility properties had been part of the Water System during the Base
Period. The estimate shall be based on the operating experience and records of
the City and any available financial records relating to the Water System utility

properties which will be acquired.

(2)  toreflect any changes in rates and charges adopted by the City Council, which
were not in effect during the entire Base Period, and which

(A) are in effect on the date of sale and delivery of the Bonds, or
(B) are to go into effect not later than twelve months after such date.

3) to reflect any customers added to the Water System after the beginning of the
Base Period and prior to the date of the Qualified Consultant's certificate;

(4)  if extensions of or additions to the Water System are in the process of
construction on the date of the Qualified Consultant's certificate, or if the proceeds
of the Bonds being issued are to be used to acquire or construct extensions of or
additions to the Water System, to reflect any additional Net Revenues not
included in the preceding paragraphs that will be derived from such additions and
extensions (after deducting the estimated increase in operating and maintenance
expenses resulting from such additions and extensions).

Refunding Exception. The City may issue Parity Obligations to refund Outstanding
Bonds without complying with Section 6.1 if the refunded Bonds are defeased on the date
of delivery of the refunding Parity Obligations and if the Annual Debt Service on the
refunding Parity Obligations does not exceed the Annual Debt Service on the refunded

Bonds in any Fiscal Year by more than $5,000.

Lien of Parity Obligations on Net Revenues. All Parity Obligations issued in
accordance with this Section shall have a lien on the Net Revenues which is equal to the

lien of all other Outstanding Bonds.
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Section 7. Subordinate Obligations

The City may issue Subordinate Obligations only if:

7.1  Limitation on Payment. The Subordinate Obligations are payable solely from amounts
permitted to be deposited in the Subordinate Obligations Account pursuant to

Section 3.1(5).

7.2 No Acceleration. The Subordinate Obligations are not subject to acceleration.

7.3  Statement of Lien Status. The Subordinate Obligations state clearly that they are
secured by a lien on or pledge of the Net Revenues which is subordmate to the lien on,

and pledge of, the Net Revenues for the Bonds.

Section 8. Separate Utility System

The City may declare property which the City owns and is part of the Water System (but has a
value of less than five percent of the Water System at the time of the declaration), and property
which the City has not yet acquired but would otherwise become part of the Water System, to be
part of a Separate Utility System. The City may pay costs of acquiring, operating and
maintaining Separate Utility Systems from Net Revenues, but only if there is no deficit in the
Bond Reserve Account. The City may issue obligations which are secured by the revenues
produced by the Separate Utility System, and may pledge the Separate Utility System revenues
to pay those obligations. In addition, the City may issue Subordinate Obligations to pay for costs
of a Separate Utility System, and may pledge the revenues of the Separate Utlhty System to pay

the Subordinate Obligations.

Section 9. General Covenants

The City hereby covenants and agrees with the Owners of all Outstanding Bonds as follows:

9.1 Payment of Bonds. That it will promptly cause the principal, premium, if any, and
interest on the Bonds to be paid as they become due in accordance with the provisions of

this Master Resolution and any Supplemental Resolution.

9.2  Books and Records. That it will maintain complete books and records relating to the
operation of the Water System and all City funds and accounts in accordance with
generally accepted accounting principles applicable to the Water System, and will cause
such books and records to be audited annually at the end of each Fiscal Year, and an audit
report prepared and made available for the inspection of Bondowners. When this Master
Resolution requires that amounts of Gross Revenues, Operating Expenses, Net Revenues
and similar revenues or expenses be determined, those amounts shall be determined using
generally accepted accounting principles which apply to enterpnses such as the Water
System, such as accrual basis accounting.
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9.3

94

9.5

9.6

9.7

No Superior Liens. That it will not issue Bonds or other obligations having a claim
superior (o the claim of the Bonds upon the Net Revenues.

Deposits. That it will promptly deposit into all funds and accounts all sums required to be
so deposited.

Operation of the Water System. That it will operate the Water System in a sound,
efficient and economic manner, that it will not enter into any agreement to provide Water
System products or services at a discount from published rate schedules, and that it will
not provide free Water System products or services, fxcept to City operations, to suppress

fires or in case of emergencies.

Insurance. That it will at all times maintain with responsible insurers all such insurance
on the Water System as is customarily maintained with respect to works and properties of
like character against accident to, loss of or damage to such works or properties.

(1)  The net proceeds of insurance against accident to or destruction of the Water
System shall be used to repair, rebuild, improve or expand the Water System, and
to the extent not so applied, will be applied to the payment or redemption of the

Bonds on a pro rata basis.

(2)  Insurance described in Section 9.6 shall be in the form of policies or contracts for
insurance with insurers of good standing and shall be payable to the City, or in the
form of self-insurance by the City. The City shall establish such fund or funds or
reserves which it deems are necessary to provide for its share of any such

self-insurance.

Sale or Transfer of System Property. The City will not, nor will it permit others to, sell,
mortgage, lease or otherwise dispose of or encumber all or any portion of the Water

System except:

1) The City may dispose of all or substantially all of the Water System, only if the
City pays all Bonds or defeases them pursuant to Section 12.

2) Except as provided in Section 9.7(3), the City will not dispose of any part of the
Water System in excess of five percent (5.0%) of the value of the Water System in

service unless prior to such disposition either:

(A) there has been filed with the City a certificate of a Qualified Consultant stating
that such disposition will not impair the ability of the City to comply with the
rate covenants contained in Section 5.1 and Section 5.2; or

(B) provision is made for the payment, redemption or other defeasance of a
principal amount of Bonds equal to the greater of the following amounts:
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(a) An amount which will be in the same proportion to the net principal amount
of Bonds then Outstanding (defined as the total principal amount of Bonds
then Outstanding less the amount of cash and investments in the Bond
Reserve Account) that the Gross Revenues attributable to the part of the Water
System sold or disposed of for the 12 preceding months bears to the total

Gross Revenues for such period; or

(b) An amount which will be in the same proportion to the net principal amount
of Bonds then Outstanding that the book value of the part of the Water System
sold or disposed of bears to the book value of the Water System immediately

prior to such sale or disposition.

(3)  The City may dispose of any portion of the Water System that has become
unserviceable, inadequate, obsolete, or unfit to be used or no longer necessary for

use in the operation of the Water System.

(4)  If the ownership of all or part of the Water System is transferred from the City
through the operation of law, the City shall to the extent authorized by law,
reconstruct or replace such transferred portion using any proceeds of the transfer
unless the City Council reasonably determines that such reconstruction or
replacement is not in the best interest of the City and the Bondowners, in which
case any proceeds shall be used for the payment, redemption or defeasance of the

Bonds.

e Section 10, Events of Default and Remedies ‘ '

10.1 Continuous Operation Essential. The City Council of the City hereby finds and
determines that the continuous operation of the Water System and the collection, deposit
and disbursement of the Net Revenues in the manner provided in this Master Resolution
and in any Supplemental Resolution are essential to the payment and security of the
Bonds, and the failure or refusal of the City to perform the covenants and obligations
contained in this Master Resolution or any such Supplemental Resolution will endanger
the necessary continuous operation of the Water System and the application of the Net
Revenues to the operation of the Water System and the payment of the Bonds.

10.2  Events of Default. The following shall constitute “Events of Default”:

¢y If the City shall fail to pay any Bond principal or interest when due, either at
maturity, upon exercise of a right of tender, by proceedings for redemption or

otherwise;

(2)  Except as provided in Sections 5.3 and 10.3, if the City shall default in the
observance and performance of any other of its covenants, conditions and
agreements in this Master Resolution, if such default continues for ninety (90)
days after the City receives a written notice, specifying the Event of Default and
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demanding the cure of such default, from the Owners of not less than 20% in
aggregate principal amount of the Bonds Outstanding;

(3)  Ifthe City shall sell, transfer, assign or convey any properties constituting the
Water System in violation of Section 9.7,

(4)  Ifan order, judgment or decree shall be entered by any court of competent
jurisdiction: ’
(A) appointing a receiver, trustee or liquidator for the City or the whole or any part
of the Water System;

(B) approving a petition filed against the City seeking the bankruptcy, arrangement
or reorganization of the City under any appllcablc law of the United States or

the State; or

(C) assuming custody or control of the City or of the whole or any part of the
Water System under the provisions of any other law for the relief or aid of
debtors and such order, judgment or decree shall not be vacated or set aside or
stayed (or, in case custody or control is assumed by said order, such custody or
control shall not be otherwise terminated) within sixty (60) days from the date
of the entry of such order, judgment or decree; or

(5)  Ifthe City shall:
@ (A) admit in writing its inability to pay its debts generally as they become due;

(B) file a petition in bankruptcy or seeking a composition of indebtedness under
any state or federal bankruptcy or insolvency law;

(C) make an assignment for the benefit of its creditors;

(D) consent to the appointment of a receiver of the whole or any part of the Water
System; or

(E) consent to the assumption by any court of competent jurisdiction under the
provisions of any other law for the relief or aid of debtors of custody or control

of the City or of the whole or any part of the Water System.

10.3 Exception. It shall not constitute an Event of Default under Section 10.2(2) if the default
cannot practicably be remedied within ninety days after the City receives notice of the
default, so long as the City promptly commences reasonable action to remedy the default
after the notice is received, and continues reasonable action to remedy the default until

the default is remedied.

10.4 Remedies. If an Event of Default occurs, any Bondowner may exercise any remedy
available at law or in equity. However, the Bonds shall not be subject to acceleration.
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10.5 i-Books of City Open to Inspection.

(1)  The City covenants that if an Event of Default shall have happened and shall not
have been remedied, the books of record and account of the City and all other
records relating to the Water System shall at all reasonable times be subject to the
inspection and use of the Bondowners Committee and any persons holding at least
twenty percent (20%) of the principal amount of Outstanding Bonds and their
respective agents and attorneys.

(2)  The City covenants that if the Event of Default shall happen and shall not have
been remedied, the City will continue to account, as a trustee of an express trust,
for all Net Revenues and other moneys, securities and funds pledged under the

Master Resolution.

10.6 Waivers of Event of Default.

(1)  No delay or omission of any Bondowner to exercise any right or power arising
upon the happening of an Event of Default shall impair any right or power or shall
be construed to be a waiver of any such Event of Default or to be an acquiescence
therein; and every power and remedy given by this Section 10 to the Bondowners
may be exercised from time to time and as often as may be deemed expedient by

the Bondowners.

(2)  The owners of not less than fifty percent (50%) in principal amount of the affected
Bonds and are at the time Outstanding, or their attorneys-in-fact duly authorized,
may, on behalf of the owners of all of affected Bonds, waive any past default
under this Master Resolution with respect to such Bonds and its consequences,
except a default in the payment of the principal of, premium, if any, or interest on
any of the Bonds. No such waiver shall extend to any subsequent or other default

or impair any right consequent thereon.

10.7 Remedies Granted in Master Resolution Not Exclusive.

No remedy by the terms of the Master Resolution conferred upon or reserved to the
Bondowners is intended to be exclusive of any other remedy, but each and every such remedy
shall be cumulative and shall be in addition to every other remedy given under the Master
Resolution or existing at law or in equity or by statute on or after the date of adoption of the

Master Resolution.
Section 11. Amendment of Master Resolution

11.1 Amendment without Bondowner Consent. This Master Resolution may be amended by
Supplemental Resolution without the consent of any Bondowners for any one or more of

the following purposes:

(1)  To cure any ambiguity or formal defect or omission in this Master Resolution;

17

D TEMP\Resolution-Master Water Revenue Bonds.doc



2) To add to the covenants and agreements of the City in this Master Resolution,
other covenants and agreements to be observed by the City which are not contrary
to or inconsistent with this Master Resolution as theretofore in effect;

3) To authorize issuance of Bonds or Subordinate Obligations;

4) To modify, amend or supplement this Master Resolution or any Supplemental
Resolution to qualify this Master Resolution under the Trust Indenture Act of
1939, as amended, or any similar federal statute hereafter in effect or to permit the
qualification of any Bonds for sale under the securities laws of any of the states of

the United States of America;

(5) To confirm, as further assurance, any security interest or pledge created under this
Master Resolution or any Supplemental Resolution;

(6) To make any change which, in the reasonable judgment of the City, does not
materially and adversely affect the rights of the owners of any Outstanding Bonds
or the rights or obligations hereunder of any Credit Facility Provider;

) So long as a Credit Facility (other than a Reserve Credit Facility) is in full force
and effect with respect to the Bonds affected by such Supplemental Resolution, to
make any other change which is consented to in writing by the issuer of such
Credit Facility other than any change which:

‘ (A) would result in a downgrading or withdrawal of the rating then assigned to the
affected Bonds by the Rating Agencies; or

(B) changes the maturity (except as permitted herein), the Interest Payment Dates,
interest rates, redemption and purchase provisions, and provisions regarding
notices of redemption and purchase applicable to the affected Bonds or
diminishes the security afforded by such Credit Facility; or

© matcﬁally and adversely affects the rights and security afforded to the Owners
of any Outstanding Bonds not secured by such Credit Facility.

(8) To modify any of the provisions of this Master Resolution or any Supplemental
Resolution in any other respect whatever, as long as the modification shall take
effect only after all affected Outstanding Bonds cease to be Outstanding.

11.2 Amendment with Bondowner Consent. This Master Resolution may be amended for
any other purpose only upon consent of Bondowners of not less than fifty-one percent
(51%) in aggregate principal amount of the Bonds outstanding; provided, however, that
no amendment shall be valid without the consent of Bondowners of 100 percent of the
aggregate principal amount of the Bonds outstanding which:
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(1)~ Extends the maturity of any Bond, reduces the rate of interest upon any Bond,
extends the time of payment of interest on any Bond, reduces the amount of
principal payable on any Bond, or reduces any premium payable on any Bond,
without the consent of the affected Bondowner; or

(2)  Reduces the percent of Bondowners required to approve Supplemental
Resolutions..

11.3 Credit Facility Provider as Bondowner. Except as otherwise expressly provided in a
Supplemental Resolution, as long as a Credit Facility (other than a Reserve Credit
Facility) securing all or a portion of any Outstanding Bonds is in effect, the issuer of such
Credit Facility shall be deemed to be the Bondowner of the Bonds secured by such Credit

Facility:

(1)  atall times for the purpose of the execution and delivery of a Supplemental
Resolution or of any amendment, change or modification of this Master
Resolution or the initiation by Bondowners of any action which under this Master
Resolution requires the written approval or consent of fifty-one percent (51%) or
less in aggregate principal amount of the Bonds then Outstanding; and following

an Event of Default for all other purposes.

(2)  Notwithstanding the foregoing, the issuer of such Credit Facility shall not be
deemed to be a Bondowner secured thereby with respect to any such
Supplemental Resolution or of any amendment, change or modification of this

Master Resolution which:

(A) Causes a downgrading or withdrawal of the rating then assigned to the affected
Bonds by the Rating Agencies; or '

(B) changes the maturity (except as expressly permitted herein), the Interest
Payment Dates, interest rates, redemption and purchase provisions, and
- provisions regarding notices of redemption and purchase applicable to the
affected Bonds or diminishes the security afforded by such Credit Facility; or

(C) reduces the percentage or otherwise affects the classes of affected Bonds, the
consent of the Bondowners of which is required to effect any such
modification or amendment.

3 In addition and notwithstanding the foregoing, no issuer of a Credit Facility given
as security for any Bonds shall be entitled to exercise any rights under this Section

during any period where:

(A) the Credit Agreement or Credit Facility to which such Credit Provider is a
party shall not be in full force and effect;
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(B)  such Credit Provider shall have filed a petition or otherwise sought relief under
any federal or state bankruptcy or similar law;

(C)  such Credit Provider shall, for any reason, have failed or refused to honor a
proper demand for payment under such Credit Facility; or

(D) an order or decree shall have been entered, with the consent or acquiescence of
such Credit Provider, appointing a receiver or receivers or the assets of the
Credit Provider, or if such order or decree having been entered without the
consent or acquiescence of such Credit Provider, shall not have been vacated or
discharged or stayed within ninety (90) days after the entry thereof.

4) For purposes of determining the percentage of Bondowners consenting to,
waiving or otherwise acting with respect to any matter that may arise under this
Master Resolution, the Owners of Bonds which pay interest only at maturity, and
mature more than one year after they are issued shall be treated as Owners of -
Bonds in an aggregate principal amount equal to the accreted value of such Bonds
as of the date the Registrar sends out notice of requesting consent, waiver or other

action as provided herein.

Section 12. Defeasance

The City may defease and deem all or any portion of the Qutstanding Bonds to be paid by:

12.1  Irrevocably depositing cash ornoncallable, nonprepayable Direct Obligations in escrow
with an independent escrow agent which are calculated to be sufficient for the payment of

Bonds which are to be defeased; and,

'12.2  Filing with the escrow agent an opinion from a Qualified Consultant to the effect that the
money and the principal and interest to be received from the Direct Obligations are
calculated to be sufficient, without further reinvestment, to pay the defeased Bonds when

due; and,

12.3  Filing with the escrow agent an opinion of nationally recognized bond counsel that the
proposed defeasance will not cause interest on the defeased Bonds to be includable in
gross income under the Code.

If Bonds are defeased under this Section, all obligations of the City with respect to those
defeased Bonds shall cease and terminate, except for the obligation of the City, the escrow agent
-and the Registrar to pay the defeased Bonds from the amounts deposited in escrow, and the
~obligation of the Registrar to continue to transfer bonds as provided in this Master Resolution.

Section 13.  Book Entry System for Bonds.

Unless otherwise provided in a Supplemental Resolution, the Bonds shall be initially issued in
BEO form and shall be governed by this Section 13. While Bonds are in BEO form no physical
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bonds shall be provided to Owners of Bonds. The City has executed and delivered a blanket
Letter-of Representations to DTC. While the Bonds are in BEO form, registration and transfer of
beneficial interests in the Bonds shall be governed by that letter and the Operational
Arrangements of DTC, as they may be amended from time to time, as provided in the blanket
issuer letter of representations. So long as Bonds are in BEO form:

13.1 DTC shall be treated as the Owner for all purposes, including payment and the giving of
notices to Owners of Bonds. Bond payments shall be made, and notices shall be given,
to DTC in accordance with the Letter of Representations. Any failure of DTC to advise
any of its participants, or of any participant to notify the beneficial owner, of any such
notice and its content or effect will not affect the validity of the redemption of Bonds
called for redemption or of any other action premised on such notice.

13.2  The City may discontinue maintaining the Bonds in the BEO form at any time. The City
shall discontinue maintaining the Bonds in BEO form if DTC determines not to continue
to act as securities depository for the Bonds, or fails to perform satisfactorily as
depository, and a satisfactory substitute depository cannot reasonably be found.

13.3  If the City discontinues maintaining the Bonds in book-entry only form, the City shall
cause the Registrar to authenticate and deliver replacement Bonds in fully registered form
in authorized denominations in the names of the beneficial owners or their nominees;
thereafter the provisions set forth in Section 15. below, regarding reglstratlon transfer
and exchange of Bonds shall apply.

13.4  While the Bonds are in BEO form, the City and the Registrar shall have no responsibility
or obligation to any participant or correspondent of DTC or to any beneficial owner on
behalf of which such participants or correspondents act as agent for the beneficial owner
with respect to:

(1)  the accuracy of the records of DTC, the nominee or any participant or
correspondent with respect to any beneficial owner's interest in the Bonds;

(2)  the delivery to any participant or correspondent or any other person of any notice
with respect to the Bonds, including any notice of prepayment;

(3)  the selection by DTC of the beneficial interest in Bonds to be redeemed prior to
maturity; or
(4)  the payment to any participant, correspondent, or any other person other than the

registered owner of the Bonds as shown in the registration books maintained by
the Registrar, of any amount with respect to principal or interest on the Bonds.

13.5 The City shall pay or cause to be paid all principal and interest on the Bonds only to or
upon the order of the owner, as shown in the registration books maintained by the
Registrar, or their respective attorneys duly authorized in writing, and all such payments
shall be valid and effective to fully satisfy and discharge the City's obligation with respect
to payment thereof to the extent of the sum or sums so paid.

13.6 Upon delivery by DTC to the City and to the owner of written notice to the effect that
DTC has determined to substitute a new nominee in place of the nominee, then the word
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13.7

“nominee” in this order shall refer to such new nominee of DTC, and upon receipt of
such notice, the City shall promptly deliver a copy thereof to the Registrar. DTC shall
tender the Bonds it holds to the Registrar for reregistration.

The provisions of this Section 13. may be modified without the consent of the beneficial
owners in order to conform this Section to the standard practices of DTC for Bonds
issued in book-entry only form.

Section 14. Redemption of Bonds.

Unless otherwise provided in a Supplemental Resolution:

14.1

14.2

14.3

14.4

The Bonds shall be subject to redemption on the terms established by the City Official.
The City reserves the right to purchase Bonds in the open market.

If ahy Bonds are subject to mandatory redemption, the City may credit against the
mandatory redemption requirement any Bonds of the same maturity which the City has
previously purchased or which the City has previously redeemed pursuant to any optional

redemption provision.

So long as Bonds are in book-entry only form, the Registrar shall notify DTC of any early
redemption not less than 30 days prior to the date fixed for redemption unless DTC
permits a shorter notice period, and shall provide such information in connection
therewith as required by a letter of representation submitted to DTC in connection with
the issuance of the Bonds. The City shall notify the Registrar of any intended redemption
not less than 45 days prior to the redemption date, unless the Registrar consents to a
shorter notice period.

During any period in which the Bonds are not in book-entry only form, unless waived by
any Owner of the Bonds to be redeemed, official notice of any redemption of Bonds shall
be given by the Registrar on behalf of the City by mailing a copy of an official
redemption notice by first class mail postage prepaid at least 30 days and not more than
60 days prior to the date fixed for redemption to the Owner of the Bond or Bonds to be
redeemed at the address shown on the Bond register or at such other address as is
furnished in writing by such Owner to the Registrar. The City shall notify the Registrar
of any intended redemption not less than 45 days prior to the redemption date, unless the
Registrar consents to a shorter notice period. All such official notices of redemption shall

be dated and shall state:
(N the redemption date,
(2)  the redemption price,

(3) if less than all outstanding Bonds are to be redeemed, the identification (and, in
the case of partial redemption, the respective principal amounts) of the Bonds to

be redeemed,

(4)  that on the redemption date the redemption price will become due and payable
upon each such Bond or portion thereof called for redemption, and that interest
thereon shall cease to accrue from and after said date, and
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(5)  the place where such Bonds are to be surrendered for payment of the redemption
price, which place of payment shall be the principal office of the Registrar.

Section 15.  Authentication, Registration and Transfer.

Unless otherwise provided in a Supplemental Resolution:

15.1

15.2

153

15.4

15.5

15.6

15.7
15.8

15.9

No Bond shall be entitled to any right or benefit under this Master Resolution unless it

shall have been authenticated by an authorized officer of the Registrar. The Registrar

shall authenticate all Bonds to be delivered at closing of the Bonds, and shall additionally

authenticate all Bonds properly surrendered for exchange or transfer pursuant to this

Master Resolution.

The ownership of all Bonds shall be entered in the Bond register maintained by the

Registrar, and the City and the Registrar may treat the person listed as owner in the Bond

register as the owner of the Bond for all purposes.

While the Bonds are in book-entry only form, the Registrar shall transfer Bond principal

and interest payments in the manner required by DTC.

If the Bonds cease to be in book-entry only form, the Registrar shall mail each interest

payment on the interest Payment Date (or the next Business Day if the Payment Date is

not a Business Day) to the name and address of the Owners as they appear on the Bond

register as of the Record Date. If payment is so mailed, neither the City nor the Registrar

shall have any further liability to any party for such payment.

Bonds may be exchanged for an equal principal amount of Bonds of the same maturity

which are in different denominations, and Bonds may be transferred to other Owners if

the Owner submits the following to the Registrar:

(1)  written instructions for exchange or transfer satisfactory to the Registrar, signed
by the Owner or attorney in fact and guaranteed or witnessed in a manner
satisfactory to the Registrar and

(2)  the Bonds to be exchanged or transferred.

The Registrar shall not be required to exchange or transfer any Bonds submitted to it
during any period beginning with a Record Date and ending on the next following
Payment Date; however, such Bonds shall be exchanged or transferred promptly
following that Payment Date.

The Registrar shall note the date of authentication on each Bond. The date of
authentication shall be the date on which the Owner's name is listed on the Bond register.

For purposes of this Section 15, Bonds shall be considered submitted to the Registrar on
the date the Registrar actually receives the materials described in Section 15.5, above.

The City may alter these provisions regarding registration and transfer by mailing
notification of the altered provisions to all Owners. The altered provisions shall take
effect on the date stated in the notice, which shall not be earlier than 45 days after notice

is mailed.
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Section 16. The Series 1999 Bonds

16.1

16.2

16.3

16.4

16.5

Sale Authoerized. Pursuant to Oregon's Uniform Revenue Bond Act (ORS 288.805

to 288.945) the City Council hereby authorizes the sale and delivery of the City of Lake
Oswego, Oregon Water Revenue Bonds, Series 1999 (the “Series 1999 Bonds™). The
aggregate principal amount of the Series 1999 Bonds shall not exceed Eight Million
Dollars ($8,000,000). The Series 1999 Bonds shall be Bonds as defined in this Master
Resolution, and shall have the terms established by the Authorized Officer pursuant to

Section 16.4.

Limitation on Payment. The Series 1999 Bonds shall be special obligations of the City,
and shall be payable solely from the Net Revenues and amounts required to be deposited
in the Bond Reserve Account as required and as provided by this Master Resolution.

Bond Form. The Series 1999 Bonds shall be in substantially the form attached as Exhibit
A, and shall be signed with the facsimile or manual signature of the Mayor and an

Authorized Officer.

Delegation. The Authorized Officer may, on behalf of the City and without further action
by the Council:
(1)  participate in the preparation of, authorize the distribution of, and deem final the

preliminary and final official statements and any other disclosure documents for
the Series 1999 Bonds;

(2)  establish the final principal amounts, maturity schedules, interest rates, sale
' prices, redemption terms, payment terms and dates, and other terms of the Series
1999 Bonds, publish a notice of sale, receive bids and award the sale of the Series
1999 Bonds to the bidder complying with the notice and offering the most

favorable terms to the City;

(3)  undertake to provide continuing disclosure for the Series 1999 Bonds in
accordance with Rule 15¢2-12 of the United States Securities and Exchange
Commission.

(4)  apply for and purchase a Credit Facility, including a Reserve Credit Facility, enter
into agreements with the Credit Facility Providers, and execute and deliver related
documents; and :

(5 execute any documents and take any other action inrconnection with the Series
1999 Bonds which the City Official finds will be advantageous to the City.

Disposition of Series 1999 Bond Proceeds. The Series 1999 Bond proceeds shall be
applied as follows:

24

DATEMP\Resolution-Master Water Revenue Bonds.doc



16.6

16.7

(D)

)

(3)

Interest accrued from the date of the Series 1999 Bonds until the date of closing
shall be placed in the Water Fund and used to pay Series 1999 Bond interest on
the next Interest Payment Date.

An amount of proceeds of the Series 1999 Bonds required to make the balance in

~ the Bond Reserve Account equal to the Reserve Requirement shall be deposited in

the Bond Reserve Account.

The balance of the Series 1999 Bond proceeds shall be placed in the 1999 Bond
Proceeds Account, and shall be disbursed only to finance capital improvements to
the Water System, to pay costs incurred in connection with the issuance of the

Series 1999 Bonds, and to pay Bonds.

1999 Bond Proceeds Account Earnings. Earnings from investment of the funds in the
1999 Bond Proceeds Account shall be maintained in the 1999 Bond Proceeds Account,
and shall be treated and disbursed as Series 1999 Bond proceeds. 1999 Bond Proceeds
Account balances which are not needed to pay capital costs of the Water System may be

used to pay Bond principal and interest.

Tax-Exempt Status.

(1)

03]

The City covenants for the benefit of the Owners of the Series 1999 Bonds to
comply with all provisions of the Code which are required for interest on the
Series 1999 Bonds to be excluded from gross income for federal taxation
purposes. In determining what actions are required to comply, the City may rely
on an opinion of Bond Counsel. The City makes the following specific covenants
with respect to the Code:

(A) The City will not take any action or omit any action if it would cause the Series

(B)

(C)

1999 Bonds to become “arbitrage bonds” under Section 148 of the Code.

The City shall operate the facilities financed with the Series 1999 Bonds so
that the Series 1999 Bonds do not become private activity bonds within the
meaning of Section 141 of the Code.

The City shall pay, when due, all rebates and penalties with respect to the
Series 1999 Bonds which are required by Section 148(f) of the Code.

The Authorized Officer may enter into additional covenants to protect the
tax-exempt status of the Series 1999 Bonds. The covenants contained in this
Section 16.7 and any covenants in the closing documents for the Series 1999
Bonds shall constitute contracts with the owners of the Series 1999 Bonds, and

shall be enforceable by them.
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Section 17.  Special Provisions Relating to the Series 1999 Insurance Policy.

The provisions of this Section 17 shall govern, notwithstanding any contrary provision of this
Master Resolution. -

17.71 Payment Procedures. As long as the Series 1999 Insurance Policy shall be in full force
and effect, the City and the Paying Agent agree to comply with the following provisions:

(1)  Claims Upon the Series 1999 Insurance Policy and payments by and to the Series
1999 Insurer.

(A) If, on the business day prior to the related Payment Date there is not on deposit
with the Paying Agent, after making all transfers and deposits required under
this Master Resolution, moneys sufficient to pay the principal of and interest
on the Series 1999 Bonds due on such Payment Date, the Paying Agent shall
make a claim under the Series 1999 Insurance Policy and give notice to the
Series 1999 Insurer and to its designated agent (if any) (the “Series 1999
Insurer’s Fiscal Agent”) by telephone or telecopy of the amount of such
deficiency, and the allocation of such deficiency between the amount required
to pay interest on the Series 1999 Bonds and the amount required to pay
principal of the Series 1999 Bonds, confirmed in writing to the Series 1999
Insurer and the Series 1999 Insurer’s Fiscal Agent by 12:00 noon, New York
City time, on such Business Day by filling in the form of Notice of Claim and

o Certificate delivered with the Series 1999 Insurance Policy.

(B) In the event the claim to be made is for a mandatory sinking fund redemption
installment, upon receipt of the moneys due, the Paying Agent shall
authenticate and deliver to affected Series 1999 Bondholders who surrender
their Series 1999 Bonds a new Series 1999 Bond or Series 1999 Bonds in an
aggregate principal amount equal to the unredeemed portion of the Series 1999
Bond surrendered. The Paying Agent shall designate any portion of payment
of principal on Series 1999 Bonds paid by the Series 1999 Insurer, whether by
virtue of mandatory sinking fund redemption, maturity or other advancement
of maturity, on its books as a reduction in the principal amount of Series 1999
Bonds registered to the then current Series 1999 Bondholder, whether DTC or
its nominee or otherwise, and shall issue a replacement Series 1999 Bond to
the Series 1999 Insurer, registered in the name of Financial Security Assurance
Inc., in a principal amount equal to the amount of principal so paid (without
regard to authorized denominations); provided that the Paying Agent’s failure
to so designate any payment or issue any replacement Series 1999 Bond shall
have no effect on the amount of principal or interest payable by the City on any
Series 1999 Bond or the subrogation rights of the Series 1999 Insurer.

(C) The Paying Agent shall keep a complete and accurate record of all funds
deposited by the Series 1999 Insurer into the Policy Payments Account,
described in the following paragraph, and the allocation of such funds to
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payment of interest on and principal paid in respect of any Series 1999 Bond.
The Series 1999 Insurer shall have the right to inspect such records at
reasonable times upon reasonable notice to the Paying Agent.

(D) Upon payment of a claim under the Series 1999 Insurance Policy the Paying
Agent shall establish a separate special purpose trust account for the benefit of
Series 1999 Bondholders referred to herein as the “Policy Payments Account”
and over which the Paying Agent shall have exclusive control and sole right of
withdrawal. The Paying Agent shall receive any amount paid under the Series
1999 Insurance Policy in trust on behalf of Series 1999 Bondholders and shall
deposit any such amount in the Policy Payments Account and distribute such
amount only for purposes of making the payments for which a claim was
made. Such amounts shall be disbursed by the Paying Agent to Series 1999
Bondholders in the same manner as principal and interest payments are to be
made with respect to the Series 1999 Bonds under the sections hereof
regarding payment of Series 1999 Bonds. It shall not be necessary for such

~ payments to be made by checks or wire transfers separate from the check or
wire transfer used to pay debt service with other funds available to make such
payments. Funds held in the Policy Payments Account shall not be invested.
Any funds remaining in the Policy Payments Account following a Payment
Date shall promptly be remitted to the Series 1999 Insurer.

17.2  Series 1999 Bonds Treated As Outstanding. Amounts paid by the Series 1999 Insurer

17.3

under the Series 1999 Insurance Policy shall not be deemed paid for purposes of this
Master Resolution and shall remain Outstanding and continue to be due and owing until
paid by the City in accordance with this Master Resolution. The Series 1999 Insurer
shall, to the extent it makes any payment of principal of or interest on the Series 1999
Bonds, become subrogated to the rights of the recipients of such payments in accordance
with the terms of the Series 1999 Insurance Policy. This Master Resolution shall not be
discharged unless all amounts due or to become due to the Series 1999 Insurer have been

paid in full or duly provided for.
Notices To The Series 1999 Insurer.
n The notice address of the Series 1999 Insurer is:

Financial Security Assurance, Inc.

350 Park Avenue

New York, New York 10022-6022
Attention: Managing Director — Surveillance
Re: Policy No.

Telephone: (212) 826-0100

Telecopier: (212) 339-3529

(2) In each case in which notice or other communication refers to an Event of Default,
then a copy of such notice or other communication shall also be sent to the
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attention of General Counsel and shall be marked to indicate “URGENT
MATERIAL ENCLOSED.”

17.4 Series 1999 Insurer As Third Party Beneficiary. The City hereby deems the Series
1999 Insurer to be a third party beneficiary to this Master Resolution.

Considered and enacted by the City Council of the City of Lake Oswego at a regular meeting
held on the 20th day of July, 1999.

AYES: Lowrey, Chizum, Schoen, Hoffman, Prosser
Rohde, Mayor Klammer
NOES: None

ABSTAIN; None
ABSENT: None
/,
W. K. er, Mayor
Attest:
Z %ltchcock City Recorder
APPROVED AS TO FORM:

ya ng@(

David Powell, City Attorney
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Exhibit A
Form of Series 1999 Band

No. R- )
$7,185,000
Cicy of Lake Oswego
Multnomah, Washington and Clackamas Counties, Oregon
Water Revenue Bond, Series 1999
Dated Date: August 1, 1999
Interest Rate: % per annum
Maturity Date:
CUSIP Number:

Registered Owaer: —Cede & Co.—
Principal Amouat; -~

THE CITY OF LAKE OSWEGO, State of Oregon (the “City”), for value received, acknowledges itself indebted and
hercby promises to pay to the Registered Owner hereof, or registered assigns, but solely from the sources indicated below, the
Principal Amount on the Maturity Date together with interest thercon from the date hereof at the rate per annum indicated above.
Intcrest is payable semiannually on the first days of February and August in each ycar until maturity or prior redemption,
commencing February 1, 2000. Principal and interest payments shall be received by Cede & Co., as nominee of The Depository Trust
Company, or its registered assigns, on cach payment date. Such payments shali be made payable to the order of “Cede & Co.”

Dollars-—e-

This Series 1999 Bond is not & gencral obligation or liability of the City, and is payable solcly from the Net Revenues of
the Water System as provided in Resolution No. 99-22 of the City adopted July 20, 1999 (the "Resolution™). The City covenants and
agrees with the owner of this Series 1999 Bond that it will keep and perform all of the covenants in this Series 1999 Bond and in the
Resolution. The City has pledged the Net Revenues of the Water System to the payment of principal and interest on this Series 1999

Bond.

0 Notice of any call for redemption shall be given as required by the Letter of Representations to The Depository Trust
Company, as referenced in the Resolution. Interest on any Series 1999 Bond or Series 1999 Bonds so called for redemption shall
cease on the redemption date designated in the notice, The City's paying agent and registrar, which is currently U.S. Bank Trust

National Association, in Portland, Oregon (the “Registrar™), will notify The Depository Trust Company promptly of any Series 1999

Bonds called for redemption,

The Series 1999 Bonds are initially issucd as a book-entry-only security issue with no certificates provided to the Series
1999 Bondowners. Records of Serics 1999 Bond ownership will be maintained by the Registrar and The Depository Trust Company

- and its participants.

Should the book-entry-only security system be discontinued, the Series 1999 Bonds shall be issued in the form of
registered Series 1999 Bonds without coupons in the denominations of $5,000 or any integral multiple thercof. Such Series 1999
Bonds may be exchanged for Series 1999 Bonds of the same aggregate principal amount, but different authorized denominations, as

provided in the Resolution.

Any transfer of this Series 1999 Bond must be registered, as provided in the Resolution, upon the Series 1999 Bond
register kept for that purpose by the Registrar. Upon registration, a new registered Series 1999 Bond or Series 1999 Bonds, of the
same series and maturity and in the same aggregate principal amount, shall be issued to the transferee as provided in the Resolution.
The Registrar and the City may treat the person in whose name this Series 1999 Bond is registered as its absolute owner for all

purposes, as provided in the Resolution.

The Series 1999 Bondowner may exchange or transfer this Series 1999 Bond only by surrendering it, together with a
written instrument of exchange or transfer which is satisfactory to the Registrar and duly exccuted by the registered owner or their
duly mithorized attorney, at the principal corporate trust office of the Registrar in the manner and subject to the conditions set forth in

the Series 1999 Bond Resolution. :

Unless this certificate is presented by an authorized representative of The Depaository Trust Company to the issuer
or its agent for registration of transfer, exchange or payment, and any certificate issued is registered in the name of Cede &
Co. or such other name as requested by an authorized representative of The Depository Trust Company and any payment is
made to Cede & Co., ANY TRANSFER, PLEDGE OR OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR TO

ANY PERSON IS WRONGFUL since the registered owner hereof, Cede & Co.. has an interest herein.
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This Series 1999 Bond is one of a serics of 57,185,000 aggregate principal amount of Water Revenue Series 1999 Bond,
Series 1999, of the City, and is issued by the City for the purposc of financing Water System facility improvements in full and strict
accordance and compliance with all of the provisions of the Constitution and Statutes of the State of Oregon and the charter of the

City.

The City reserves the right to redeem all or any portion of the Series 1999 Bonds maturing afier
, by lot within a maturity on , and on any date thereafter, at a price of
plus accrued interest to the date fixed for redemption.

The Series 1999 Bonds maturing , shall be subject to mandatory redemption, by lot, at the
principal amouat thereof, without premium, pius accrued interest to the date fixed for redemption, in the amounts and on the dates set

forth below:
Redemption Date Priacipal Amount

Series 1999 Bonds optionally redeemed may be credited against the mandatory redemption by lot as determined by the
Registrar.

Notice of any call for redemption, unless waived by the owners of the Series 1999 Bonds to be redeemed, shall be mailted
not less than thirty days and not more than sixty days prior to such call to the registered owners of the Series 1999 Bonds, and
otherwise given as required the Resolution and by law; however, any failure to give notice shall not invalidate the redemption of the
Serics 1999 Bonds. All Series 1999 Bonds called for redemption shall cease to bear interest from the date designated in the notice.

The Series 1999 Bonds are issuable in the form of registered Series 1999 Bonds without coupons in the denominations of
$5,000 or any integral multiple thereof. Series 1999 Bonds may be exchanged for an equal aggregate principal amount of registered
Series 1999 Bonds of the same maturity and of any other authorized denominations in the manner, and subject to the conditions set

forth in the Resolution.

Any transfer of this Series 1999 Bond must be registered, as provided in the Resolution, upon the Series 1999 Bond
register kept for that purpose at the principal corporate trust office of the Registrar. This Series 1999 Bond may be transferred only by
sutrendering it, together with a written instrument of transfer which is satisfaciory to the Registrar and which is executed by the
registered owner or his duly authorized attomey. Upon registration, a new registered Series 1999 Bond or Series 1999 Bonds, of the
same series and maturity and in the same aggregate principal amount, shall be issued 1o the transferee as provided in the Resolution.
The City and the Registrar may treat the person in whose name this Series 1999 Boad is registered on the Series 1999 Bond Register

as its absolute owner for all purposes, as provided in the Resolution.

IT IS HEREBY CERTIFIED, RECITED, AND DECLARED that all conditions, acts, and things required 1o exist, 1o
happen, and to be performed precedent to and in the issuance of this Serics 1999 Bond have existed, have happened, and have been
performed in due time, form, and manner as required by the Constitution and Statutzs of the State of Oregon; that the issue of which
this Series 1999 Bond is a part, and all other obligations of such City, are within every debt limitation and other limits prescribed by

such Constitution and Statutes,

IN WITNESS WHEREOF, the City Council of the City of Lake Oswego, Oregon, has caused this Series 1999 Bond to be
signed by facsimile signature of its <<Official 1>> and attested by facsimile signature of the <<Official 2>> of the City as of the date

indicated above. :

City of Lake Oswego, Mulmomah, Washington and Clackamas
Countics Oregon '

Mayor

ATTEST:

Authorized Officer

THIS SERIES 1999 Bond SHALL NOT BE VALID UNLESS PROPERLY AUTHENTICATED BY THE REGISTRAR
IN THE SPACE INDICATED BELOW.
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Dated:

This Series 1999 Bond is one of a series of §7,185,000 aggregate principal amount of Water Revenue Bond, Series 1999,
of the City, issued pursuant to the Resolution described herein,

<<Paying Agent>>, as Registrar

Authorized Officer
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Assignment

FOR VALUE RECEIVED, the undersigned sells, assigns and transfers unto:

(Pleasc insert social sccurity or other identifying number of assignee)

this Series 1999 Bond and docs hereby irrevocably constitute and appoint
as attorney (o transfer this Series 1999 Bond on the books kept for registration thereof with the full

power of substitution in the premises.

Dated:

NOTICE: The signature to this assignment must correspond with the name of the registered owner as it appears upon the face of this
Series 1999 Bond in every panticular, without alteration or enlargement or any change whatever.

Signature Guaranteed

(Bank, Trust Company or Brokerage Firm)

Authorized Officer

The following abbreviations, when used in the inscription on the face of this Series 1999 Bond, shall be construed as
though they were written out in full according to applicable laws or regulations.

TEN COM -- tenants in common
TEN ENT -- as tenants by the entircties
JT TEN - as joint tenants with right of survivorship and not as tenants in common
OREGON CUSTODLANS use the following:
CUST UL OREG MIN
as custodian for (name of minor) ’
OR UNIF TRANS MIN ACT ’
under the Oregon Uniform Transfer to Minors Act

Additional abbreviations may also be used though not in the list above
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RECENT AMENDMENTS

The following new covenants and agreements are added to the Master Water Resolution in a new
Section 18:

Section 18. Additional Covenants and Agreements.

The City covenants and agrees for the benefit of the Owners of the Bonds and the owners of all
Subordinate Obligations that it will comply with all requirements of the Master Resolution.
Owners of Subordinate Obligations shall not be entitled to declare an Event of Default or
exercise remedies under the Master Resolution without the consent of one hundred percent
(100%) of the Owners of Bonds.

The provisions of the Master Resolution shall be part of the contract of the City with the Owners
of Bonds and the owners of Subordinate Obligations and shall be deemed to constitute a contract
between the City and such respective Owners and owners.

The City covenants and agrees for the benefit of Owners of all Bonds and owners of all
Subordinate Obligations that it will set, charge and collect rates, fees and other charges in
connection with the operation of the Water System which, when combined with other Gross
Revenues, are adequate to generate Net Revenues each Fiscal Year at least equal to one hundred
percent (100%) of Annual Debt Service due with respect to Bonds in that Fiscal Year plus one
hundred percent (100%) of annual debt service due with respect to Subordinate Obligations in
that Fiscal Year. Annual debt service with respect to Subordinate Obligations shall be calculated
in the manner set forth in the definition of “Annual Debt Service” as if such definition referred to
“Subordinate Obligations” rather than “Bonds.” The foregoing covenant, along with Section 5
of the Master Resolution, shall provide Owners of the Bonds and owners of the Subordinate
Obligations with covenants of the City protected by (i) the respective contract clauses of the
United States and Oregon Constitutions and (ii) the prohibition against the impairment of
contracts to the fullest extent provided by ORS 287A.325.
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