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The Water Revenue and Refunding Bonds, Series 2007 (the "2007 Bonds"), 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 Series 2007 Bonds are registered
bonds issued in the name of Cede & Co., as nominee of The Depository Trust Company ("DTC"), New York, New York. (See
"APPENDIX D - BOOK-ENTRY-ONLY SYSTEM" herein.) Interest on the 2007 Bonds is payable semiannually on June 1 and
December 1 of each year, commencing June 1, 2008, as provided herein. So long as the 2007 Bonds 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 2007 Bonds will be used to finance capital improvements to the City's water system (the "Project"),
to refund a portion of the City's Water Revenue Bonds, Series 1999, to pay certain costs of issuance, and to purchase bond
insurance and a Reserve Credit Facility.

The scheduled payment of principal of and interest on the 2007 Bonds when due will be guaranteed under an insurance policy to
be issued concurrently with the delivery of the 2007 Bonds by FINANCIAL SECURITY ASSURANCE INC.
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The 2007 Bonds are not general obligations of the City, nor a charge upon its tax revenues but are payable solely from the water
revenues which the City pledges to payment of the 2007 Bonds pursuant to ORS 288.825(1), Resolution No. 99-22 adopted by the
City Council on July 20, 1999, and Ordinance No. 2494 and Resolution No. 07-52 adopted by the City Council on September 4,
2007.

The 2007 Bonds are subject to optional redemption. See "DESCRIPTION OF THE 2007 BONDS - Redemption of the 2007
Bonds" 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.

Not Bank Qualified. The 2007 Bonds have not been designated as "qualified tax exempt obligations" pursuant to the Code.

The 2007 Bonds are offered for sale to the original purchaser subject to the final approving opinion of Orrick, Herrington & Sutcliffe,
LLP Bond Counsel to the City. It is expected that the 2007 Bonds will be available for delivery to the Registrar for Fast Automated
Securities Transfer on behalf of DTC, on or about October 18, 2007 ("Date of Delivery").
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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 2007 Bonds by any person in any jurisdiction in which it
is unlawful for such offer, solicitation or sale.

The information set forth herein has been obtained from the City, DTC, Financial Security Assurance Inc. ("Financial Security"
or the "Insurer") 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 ADEOUACY OF THIS
OFFICIAL STATEMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

Other than with respect to information concerning Financial Security contained under the caption "DESCRIPTION OF THE
2007 BONDS - Municipal Bond Insurance" and APPENDIX E "FORM OF SPECIMEN MUNICIPAL BOND INSURANCE
POLICY and MUNICIPAL BOND DEBT SERVICE RESERVE INSURANCE POLICY" herein, none of the information in this
Official Statement has been supplied or verified by Financial Security and Financial Security makes no representation or
warranty, express or implied, as to (i) the accuracy or completeness of such information; (ii) the validity of the 2007 Bonds; or
(iii) the tax exempt status of the interest on the 2007 Bonds.
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SUMMARY STATEMENT

CITY OF LAKE OSWEGO, OREGON

CLACKAMAS, MULTNOMAH AND WASHINGTON COUNTIES,OREGON

$9,560,000 WATER REVENUE AND REFUNDING BONDS, SERIES 2007

This Introduction is subject in all respects to more complete information contained in this Official Statement. The
offering of the 2007 Bonds to potential investors is made only by means of this entire Official Statement, including
the appendices hereto. No person is authorized to detach this Introduction from this OfTiclal Statement or otherwise
to use it without this entire Official Statement, including the appendices hereto.

The Issuer of the 2007 Bonds

The City of Lake Oswego, Oregon, incorporated in 1910, is issuing its Water Revenue and Refunding Bonds, Series 2007,
(the "2007 Bonds").

Security

The 2007 Bonds are not general obligations of the City, nor a charge upon its tax revenues but are payable solely from the
water revenues which the City pledges to payment of the 2007 Bonds pursuant to ORS 288.825(1), Resolution No. 99-22
adopted by the City Council on July 20, 1999, and Ordinance No. 2494 and Resolution No. 07-52 adopted by the City Council
on September 4, 2007. The 2007 Bonds are on parity with the City's Water Revenue Bonds, Series 1999 which were issued
on August 24,1999 currently outstanding in the prindpal amount of $5,150,000.

Use of Proceeds

The proceeds of the sale of the 2007 Bonds will be used to finance capital improvements to the City's water system (the
"Project"), to refund a portion of the City's Water Revenue Bonds, Series 1999, to pay certain costs of issuance, and to
purchase bond insurance and a Reserve Credit Facility.

Interest Schedule

Interest on the 2007 Bonds is payable semiannually on June 1 and December 1 of each year until maturity or prior redemption,
commencing on June 1, 2008, through the principal corporate trust offices of the registrar and paying agent of the City,
currently Wells Fargo Bank, National Association, Portland, Oregon.

Redemption

See "Redemption Of The 2007 Bonds" herein.

Denominations

The 2007 Bonds will be issued in denominations of $5,000 or integral multiples thereof.

Registration

The 2007 Bonds will be issued in fully registered form.

Book-Entry-Only

The 2007 Bonds will be issued as fully registered bonds, registered initially in the name of Cede & Co., as nominee of The
Depository Trust Company, New York, New York ("DTC") and subject to a Book-Entry-Only System of registration and
transfer. Individual purchasers of 2007 Bonds will not receive physical delivery of Bond certificates. Transfer of the 2007
Bonds will be made through the Book-Entry-Only System described in the section entitled "APPENDIX C - BOOK-ENTRY-
ONLY SYSTEM."

Tax Exempt Status

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond 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, interest on the 2007 Bonds is excluded from gross income for federal income tax purposes under Section
103 of the Internal Revenue Code of 1986. In the further opinion of Bond Counsel, interest on the 2007 Bonds is not a specific
preference item for purposes of the federal individual or corporate altemative minimum taxes, although Bond Counsel
observes that such interest is included in adjusted current earnings when calculating corporate alternative minimum taxable
income. Bond Counsel is also of the opinion that interest on the 2007 Bonds is exempt from State of Oregon personal income
taxes. The City has not designated the 2007 Bonds as bank qualified tax-exempt obligations under Section 265(b)(3) of the
Code. Bond Counsel expresses no opinion regarding any other tax consequences related to the ownership or disposition of,
or the accrual or receipt of interest on, the 2007 Bonds. See "TAX MATTERS."

Not Bank Qualified

The 2007 Bonds have not been designated as "qualified tax exempt obligations" pursuant to the Code.
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Registrar/Paying Agent

The 2007 Bonds will be registered and payable upon presentation at the principal corporate trust offices of Wells Fargo Bank,
National Association, Portland, Oregon as paying agent. Interest on the 2007 Bonds is remitted by the paying agent to DTC,
who in turn will be required to distribute such payments to DTC Participants for ultimate distribution to Beneficial Owners.

Rating and Insurance

Moody's Investors Service has assigned a rating of Aaa to the 2007 Bonds, with the understanding that, upon delivery of the
2007 Bonds, a policy insuring the payment when due of the principal and interest on the 2007 Bonds will be delivered by
Financial Security. Moody's Investors Service has also assigned an underlying rating of Aa2 to the 2007 Bonds. An
explanation of the significance of the rating can be obtained from the rating agency. There are no assurances that the rating
will continue for any given period of time or that the rating will not be revised downward or withdrawn entirely by the rating
agency if, in the judgment of the rating agency, circumstances so warrant. Any such downward revision or withdrawal of the
rating may adversely affect the market price of the 2007 Bonds.

Legal Opinion

The City has retained Orrick, Herrington & Sutcliffe LLP, Portland, Oregon, as Bond Counsel. Bond Counsel will render an
opinion with respect to the validity of and tax exemption on the 2007 Bonds. Bond Counsel undertakes no responsibility for
the accuracy, completeness, or fairness of this Official Statement.

Financial Advisor

The City has retained Western Financial Group, LLC, Portland, Oregon, as Financial Advisor with respect to the 2007 Bonds.

Financial Statements

The City's audits for Fiscal Years ended June 30, 2002 through 2005 were performed by Paul, Rogers and Co., P.C., Tigard,
Oregon. The City's audit for the Fiscal Year ended June 30, 2006 was performed by Talbot, Korvola & Warwick LLP, Portland,
Oregon. The auditors did not review this statement and offer no opinion regarding this Official Statement. A copy of the 2006
audit is available upon request to the City.

Continuing Disclosure

Pursuant to SEC Rule 15c2-12, as amended (17 CFR Part 240, § 240.15c2-12) (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 Bond holders.

Addi t ional Informat ion

For additional information regarding the 2007 Bonds, contact Western Financial Group, LLC, 333 State Street, Lake Oswego,
Oregon 97034; telephone (503) 249-1412; fax (503) 249-3563.
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THE OFFICIAL STATEMENT FOR

CITY OF LAKE OSWEGO, OREGON

$9,560,000 WATER REVENUE AND REFUNDING BONDS, SERIES 2007

The purpose of this Official Statement is to set forth certain information concerning the City of Lake Oswego (the "City" or
"Lake Oswego"), the City's water system (the "System"), and the City's Water Revenue and Refunding Bonds, Series 2007,
dated as of the Date of Delivery (the "2007 Bonds"). Capitalized terms not defined in this Official Statement have the
meanings as established in Resolution No. 99-22 adopted by the Council on July 20, 1999 (the "Master Resolution") and
Supplemental Action dated as of the Date of Delivery. All quotations from and summaries and explanations of provisions of
the Master Resolution do not purport to be complete, and reference is made to the Master Resolution for full and complete
statements of its provisions.

DESCRIPTION OF THE 2007 BONDS

The 2007 Bonds are not general obligations of the City, nor a charge upon its tax revenues but are payable solely from the
water revenues which the City pledges to payment of the 2007 Bonds pursuant to ORS 288.825(1), Resolution No. 99-22
adopted by the City Council on July 20, 1999, and Ordinance No. 2494 and Resolution No. 07-52 adopted by the City Council
on September 4, 2007. The 2007 Bonds are on parity with the City's Water Revenue Bonds, Series 1999 which were issued
on August 24,1999 (the "1999 Bonds"). The 1999 Bonds, the 2007 Bonds, and any Parity Obligations are defined as "Bonds."

The 2007 Bonds pay interest semi-annually. The 2007 Bonds will mature on December 1 of the years and in the principal
amounts shown, and will bear interest from the Date of Delivery (payable on June 1 and December 1 of each year,
commencing June 1, 2008) at the rates set forth inside the cover. The 2007 Bonds will be issued only as fully registered
bonds without coupons in principal denominations of $5,000 or any integral multiple thereof Interest on the 2007 Bonds is
remitted by the Paying Agent to DTC, who in turn will be required to distribute such payments to DTC Participants for ultimate
distribution to Beneficial Owners.

OPTIONAL REDEMPTION OF THE 2007 BONDS

The 2007 Bonds maturing on or after December 1, 2018 are subject to redemption prior to maturity at the option of the City in
whole or in part on any date on or after December 1, 2017 (with maturities selected by the City and by lot within a maturity) at
par, plus accrued interest to the date of redemption.

AUTHORIZATION

The 2007 Bonds are authorized pursuant to Oregon's Uniform Revenue Bond Act (ORS 288.805 to 288.945), Refunding Act
(ORS 288.592 and 288.605 through 288.695), Resolution No. 99-22 adopted by the City Council on July 20, 1999, Ordinance
No. 2494 wid Resolution No. 07-52 adopted by the City Council on September 4, 2007. See APPENDIX A: MASTER
RESOLUTION.

PLEDGE

The City 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 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 made by the City are valid and binding from the time of
the adoption of the Master Resolution. The amounts pledged and received by the City will immediately be subject to the lien of
such pledge without any physical delivery or further act, and the lien of the pledge will be superior to all other claims and liens
whatsoever to the fullest extent permitted by ORS 288.594(2).

See APPENDIX A - MASTER RESOLUTION herein for definitions of Gross Revenues, Operating Expenses, Net Revenues,
Stabilized Net Revenues and other capitalized terms used in this Official Statement.

RATE COVENANT

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:

1. to generate Stabilized Net Revenues in each Fiscal Year at least equal to one hundred twenty-five percent (125%) of
Annual Debt Service due in that Fiscal Year;
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2. and to generate Net Revenues each Fiscal Year at least equal to one hundred twenty percent (120%) 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 the provisions of the Master
Resolution during that fiscal year. If the report demonstrates that the City has not complied with the provisions of the Master
Resolution during that fiscal year, it shall not constitute an Event of Default if:

1. within thirty 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 the provisions of the Master
Resolution for the then current fiscal year; and,

3. within ninety days after the report is filed the City implements the recommendations of the Qualified Consultant.

For a complete description of the Covenants see APPENDIX A - MASTER RESQLUTIQN herein.

PARITY OBLIGATIONS

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 the Master Resolution or any Supplemental Resolution has occurred and is continuing.

2. 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%) of Annual Debt Service due in that Fiscal Year; and Net Revenues at least equal to one hundred
twenty percent (120%) of Annual Debt Service due in that Fiscal Year, with the proposed Parity Obligations treated as
Outstanding, in accordance with the Coverage Covenant.

4. There shall have been filed with the City either:

A. a certificate of the Authorized Officer stating that Net Revenues (adjusted as provided in the Master Resolution) for
the Base Period were not less than one hundred twenty percent (120%) 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 the Master Resolution; and,

b) that the amount shown of the Adjusted Net Revenues is not less than one hundred twenty-five percent (125%) of
the average Annual Debt Service on all Outstanding Bonds, with the Proposed Parity Obligations treated as
Outstanding.

See APPENDIX A for a complete text of the provisions related to Parity Obligations.
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SUBORDINATE OBLIGATIONS

The City may issue Subordinate Obligations only if:

Limitation on Payment. The Subordinate Obligations are payable solely from amounts permitted to be deposited in the
Subordinate Obligations Account pursuant the Flow of Funds below.

No Acceleration. The Subordinate Obligations are not subject to acceleration.

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 subordinate to the lien on, and pledge of, the Net Revenues for the Bonds.

General Covenants. The City covenants for the benefit of the Owners of all Outstanding Bonds as follows:

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 the Master Resolution and any Supplemental Resolution.

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.

No Superior Liens. That it will not issue Bonds or other obligations having a claim superior to 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 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, except 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.

The net proceeds of insurance against accident to or destruction of the Water System will 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.

The City is allowed to self-insure under the Master Resolution.

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 as allowed in the Master Resolution.

FLOW OF FUNDS

All Gross Revenues will be deposited to and maintained in the Water Fund, and will be used only as described in the Master
Resolution as long as any Bonds remain Outstanding. 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:

1. At any time to pay Operating Expenses which are then due;

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 the Master Resolution, the City shall deposit in the Bond Reserve Account the
amounts required;

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, engineenng 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 been made, the City may transfer or
spend Net Revenues for any other lawful purpose, including transfers to the Rate Stabilization Account.

BOND RESERVE ACCOUNT

The City is purchasing a Reserve Credit Facility from Financial Security to substitute for the Reserve Account and fully fund
the Reserve Requirement for the 2007 Bonds. The Reserve Requirement is met by a Municipal Bond Debt Service
Reserve Insurance Policy provided by Financial Security.
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"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.

The City covenants with the Owners of the Bonds that, if the balance in the Reserve Account is less than the Reserve
Requirement, it will deposit from the Net Revenues into the Reserve Account sufficient to restore the balance in three equal
semiannual transfers, commencing no later than seven months after the withdrawal from the Reserve Account.

In the event the amount on deposit in the Resen/e Account is more than the Reserve Requirement on any date specified in the
Resolution, any such excess may be transferred by the City to the Water Fund.

See APPENDIX A - MASTER RESOLUTION for a complete description of the Bond Reserve Account.

MUNICIPAL BOND INSURANCE

Bond Insurance Policy

Concurrently with the issuance of the 2007 Bonds, Financial Security Assurance Inc. ("Financial Security") will issue its
Municipal Bond Insurance Policy for the 2007 Bonds (the "Policy"). The Policy guarantees the scheduled payment of principal
of and interest on the 2007 Bonds when due as set forth in the form of the Policy included as an exhibit to this Official
Statement.

The Policy is not covered by any insurance security or guaranty fund established under New York, California, Connecticut or
Florida insurance law.

Financial Security Assurance Inc.

Financial Security is a New York domiciled financial guaranty insurance company and a wholly owned subsidiary of Financial
Security Assurance Holdings Ltd. ("Holdings"). Holdings is an indirect subsidiary of Dexia, S.A., a publicly held Belgian
corporation, and of Dexia Credit Local, a direct wholly-owned subsidiary of Dexia, S.A. Dexia, S.A., through its bank
subsidiaries, is primarily engaged in the business of public finance, banking and asset management in France, Belgium and
other European countries. No shareholder of Holdings or Financial Security is liable for the obligations of Financial Security.

At June 30, 2007, Financial Security's combined policyholders' surplus and contingency reserves were approximately
$2,642,612,000 and its total net unearned premium reserve was approximately $2,116,401,000 in accordance with statutory
accounting principles. At June 30, 2007, Financial Security's consolidated shareholder's equity was approximately
$3,072,828,000 and its total net unearned premium reserve was approximately $1,660,356,000 in accordance with generally
accepted accounting principles.

The consolidated financial statements of Financial Security included in, or as exhibits to, the annual and quarterly reports filed
after December 31, 2005 by Holdings with the Securities and Exchange Commission are hereby incorporated by reference
into this Official Statement. All financial statements of Financial Security included in, or as exhibits to, documents filed by
Holdings pursuant to Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 after the date of this Official
Statement and before the termination of the offering of the Series 2007 Bonds shall be deemed incorporated by reference into
this Official Statement. Copies of materials incorporated by reference will be provided upon request to Financial Security
Assurance Inc.: 31 West 52nd Street, New York, New York 10019, Attention: Communications Department (telephone (212)
826-0100).

The Policy does not protect investors against changes in market value of the 2007 Bonds, which market value may be
impaired as a result of changes in prevailing interest rates, changes in applicable ratings or other causes. Financial Security
makes no representation regarding the 2007 Bonds or the advisability of investing in the 2007 Bonds. Financial Security
makes no representation regarding the Official Statement, nor has it participated in the preparation thereof, except that
Financial Security has provided to the Issuer the information presented under this caption for inclusion in the Official
Statement.
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THE REFUNDING PLAN

PURPOSE

A portion of the proceeds to be received from the sale of the 2007 Bonds will be used to refund and defease the portions of the
1999 Bonds in the aggregate principal amount of $4,505,000 that mature on and after August 1, 2010 (herein called the
"Refunded Bonds").

The 1999 Bonds were issued under the Master Resolution on July 20, 1999 in the aggregate principal amount of $7,185,000.
As of the date of this Official Statement, the 1999 Bonds in the aggregate principal amount of $5,150,000 remain outstanding.
Following the refunding and defeasance of the Refunded Bonds as described herein, 1999 Bonds in the aggregate principal
amount of $645,000 will remain outstanding.

Principal Amount Maturity Dates of 1999
to be Refunded Bonds to be Refunded

$ 350,000
365,000
390,000
410,000
430,000
455,000
485,000
510,000
540,000
570,000

8/01/2010
8/01/2011
8/01/2012
8/01/2013
8/01/2014
8/01/2015
8/01/2016
8/01/2017
8/01/2018
8/01/2019

Redemption Date for 1999
Bonds to be Refunded

8/01/2009
8/01/2009
8/01/2009
8/01/2009
8/01/2009
8/01/2009
8/01/2009
8/01/2009
8/01/2009
8/01/2009

Redemption
Price

100
100
100
100
100
100
100
100
100
100

CUSIP#
510421

AL4
AM2
ANO
AP5
AQ3
AR1
AS9
AT7
AU4
AV2

PROCEDURE

Concurrently with the issuance and delivery of, and payment for, the 2007 Bonds, a portion of the proceeds of the 2007 Bonds
(such portion being herein called the "Escrow Deposit") will be irrevocably deposited in escrow with Well Fargo Bank, National
Association (in such capacity, the "Escrow Agent") pursuant to an Escrow Deposit Agreement dated as of the Date of Delivery
between the City and the Escrow Agent (the "Escrow Agreement").

In accordance with the Escrow Agreement, on the date of issuance and delivery of the 2007 Bonds, the Escrow Agent will
invest the Escrow Deposit in direct obligations of the United States or any obligations the payment of which is fully and
unconditionally guaranteed by the United States (the "Escrow Investments"). The Escrow Deposit, together with projected
investment earnings on the Escrow Investments, represents the amount required to pay in full all of the payments on the
Refunded Bonds required to be made as provided herein. The moneys received by the Escrow Agent from the Escrow
Investments will be applied to the payment when due of the interest on the Refunded Bonds and to the redemption of all
Refunded Bonds on August 1, 2009. The City has caused to be provided to the Escrow Agent a copy of the verification report,
confirming that the amount deposited in the Escrow Account, together with earnings on the Escrow Investments, will be
sufficient to pay in full the amounts to be paid on the Refunded Bonds as described above.

Except as otherwise expressly provided in the Escrow Agreement, all moneys on deposit in the Escrow Account at any time,
including the Escrow Investments and the investment earnings thereon, shall be held in trust for the benefit of Owners of
Refunded Bonds. The moneys on deposit in the Escrow Account at any time, including the Escrow Investments and the
investment earnings thereon, shall be used and applied by the Escrow Agent solely as set forth in the Escrow Agreement.

VERIFICATION OF MATHEMATICAL CALCULATIONS

Causey, Demgen & Moore Inc., independent certified public accountants, will verify the accuracy of (i) the mathematical
computations concerning the adequacy of the maturing principal amounts of and interest earned on the Escrow Investments,
together with other escrowed moneys, to be placed in the escrow account to pay the interest due on the Refunded Bonds to
and including the redemption date of the Refunded Bonds and to pay the principal of and redemption premiums (if any) on the
Refunded Bonds on the redemption date and (ii) the mathematical computations of the yield on the 2007 Bonds and the yield
of the Escrow Investments purchased in connection with the sale and delivery of the 2007 Bonds. Bond Counsel has relied
upon such information set forth in the accountants' report in rendering its opinion with respect to the exclusion of the interest
on the 2007 Bonds from gross income for federal tax purposes. See "TAX MATTERS" herein.

bmc



TABLE 1 - Water System Debt Service Requirements - Principai & interest

Fiscal Year
Ending June 30

2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

2019
2020
2021

2022
2023
2024

2025
2026
2027
2028

Totals

Outstandina
Principal

$ 315,000
330,000

-
-
-

-
-
-
-
-

$645,000

1999 Bonds
Interest

$ 15,240
23,078
7,838

-
-
-
-
-
-
-
-

$46,155

Principal

_

$ 215,000
225,000
595,000
615,000
645,000
670,000
700,000
730,000
770,000
800,000
840,000
260,000

270,000
280,000
290,000

305,000
315,000
330,000
345,000
360,000

$9,560,000

2007 Bonds
Interest

$ 242,848
387,741
378,941
362,541
338,341
313,141
286,841
259,441
230,841
200,841
167,441
132,641
110,641
100,041
89,041
77,460
65,074
51,975
38,063
23,297

7,875

$3,865,069

Total

$ 242,848
602,741
603,941
957,541
953,341
958,141

956,841
959,441
960,841
970,841
967,441
972,641
370,641

370,041
369,041
367,460
370,074

366,975
368,063
368,297
367,875

$13,425,069

Total Svstem Obliaations
Principal

$
530,000
555,000

595,000
615,000
645,000
670,000
700,000
730,000
770,000
800,000
840,000
260,000
270,000
280,000
290,000

305,000
315,000
330,000
345,000
360,000

$10,205,000

Interest

$ 258,088
410,819
386,779
362,541
338,341
313,141
286,841
259,441
230,841

200,841
167,441
132,641
110,641
100,041
89,041
77,460
65,074
51,975
38,063
23,297

7,875

$3,911,224

Total

$ 258,088

940,819
941,779
957,541
953,341
958,141
956,841
959,441
960,841
970,841
967,441
972,641
370,641
370,041
369,041
367,460
370,074

366,975
368,063
368,297
367,875

$14,116,224

NOTES: Columns may not foot due to rounding.

Source: City of Lake Oswego.
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THE USE OF BOND PROCEEDS

The proceeds of the sale of the 2007 Bonds will be used to finance capital improvements to the City's water system (the
"Project"), to refund a portion of the 1999 Bonds, to pay certain costs of issuance, and to purchase bond insurance and a
Reserve Credit Facility.

The new money portion of the 2007 Bonds is expected to fund the evaluation, design, and construction modification
improvements to the City's Clackamas River Intake and Water Treatment Plant facilities.

TABLE 2 - Sources and Uses of Funds

Sources of Funds
Par Amount $9,560,000.00
Original issue premium 139,885.50
Contribution from Water Fund 54,725.32

Total sources of funds $9,754,610.82

Uses of Funds
The Projects $4,949,420.38
Refunding escrow deposit 4,634,806.08
Cost of issuance 80,150.00
Bond insurance 20,137.60
Surety bond premium 12,511.28
Underwriter's discount 54,505.80
Additional proceeds 3,079.68

Total uses of funds $9,754,610.82

Source: City of Lake Oswego.

THE WATER SYSTEM

GENERAL

The City currently owns, operates and maintains the Water System which provides substantially all of the potable public water
supply to customers within its territorial boundaries. The water system encompasses approximately 940 square miles within
its urban growth boundary, approximately 80 percent which is developed today.

ADMINISTRATION

The City's Engineering Division of the Community Development Department is responsible for the design, construction,
operation and maintenance of the Cit/s Utility System. The City Engineer supervises five managers within the Engineering
Division including Environmental Services, Construction Management, Transportation and Development, Surveying and
Mapping and the Water Treatment Plant The Environmental Services Division is responsible for the planning, designing and
construction administration of the City's water, sanitary sewer and surface water infrastructure. The Division also provides
engineering support to the City's Water Treatment Plant and Maintenance departments.

Joel B. Komarek, P.E., C.W.R.E., City Engineer, has served the City since 1994. Mr. Komarek currently manages the
Environmental Services Division and supervises a staff of four including one registered engineer and three engineering
technicians. He has a Bachelor of Civil Engineering degree from the Portland State University and is a Registered
Professional Engineer and Certified Water Rights Examiner in Oregon.

FINANCIAL OPERATIONS

The City operates the Water Fund as an enterprise fund. Revenue for the Water Fund is from intergovernmental charges;
services sales and charges including: licenses and fees, sales and services, meter installations, miscellaneous revenues, and,
building rental fees.
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Facilities

Water System facilities are divided into the following major components:

1. Raw water intake and pump station
2. Water Treatment Plant
3. Transmission
4. Distributing Pump Stations

The City owns a treatment plant that was constructed in 1967, was expanded in 1980 and then upgraded again in 2000. In
addition to the water treatment plant, the water system facilities include 14 reservoirs, 13 pump stations, 214 miles of water
mains, 11,353 service connections and 1,670 hydrants.

System Customers

The average number of System accounts in each of the past three fiscal years was:

2004-05 2005-06 2006-07

Average number of accounts 14,100 14,200 14,400

The City contracts with the City of Tigard, Lake Grove Water District, the City of Portland (for Arrowood and Alto Park Water
District) and Skylands Water District to provide water services. The City bills and collects from customers including those bulk
water services previously mentioned.

Water Source, Treatment and Storage

The primary water source is the Clackamas River near the City of Gladstone, Oregon. The water is withdrawn from the river
pumped through a pipeline buried beneath the Willamette River to the City's water treatment plant located in West Linn. The
City is permitted to withdraw over 38 mgd gallons of water per day from the Clackamas River. In addition, the City has one
small well used only during peak periods.

Water from the Clackamas River is treated through a process called direct filtration. Once the water enters the treatment plant
in West Linn, chlorine is added as a disinfectant and aluminum sulfate is added as a coagulant to help remove suspended
particles from the water. The water then flows through settling basins where larger particles settle out, then sent through filter
beds containing anthracite coal and silica sand that remove smaller particles. Calcium carbonate is added to prevent
corrosion in the water mains and pipes and the water is pumped into the City's water distribution system. The system treats
an annual average of 5.8 million gallons per day ("MGD") gallons of water per day for its customers. The system has capacity
to treat and supply 16 MGD. Average daily use is 6.39 MGD and increases to 11.2 MGD in the summertime with peak usage
at 14.93 MGD.

Total storage capacity is approximately 27 million gallons or about a 4-day storage capacity.

Service Area and Customers

The City provides water to a total of 14,456 customers (accounts) during fiscal year 2006-07. Average daily use is 5.8 MGD -
the City's Water Treatment Plant is capable of treating 16 MGD of water per day.

Billing and Collection Practices

The City bills its residential customers on a bi-monthly basis (every two months), with charges for water, sewer and surface
water management (storm drain) 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 utility bills 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. The late charge is divided proportionately among the amounts
due for water, sewer and surface water and becomes part of the total user charge amount due for each utility. A temporary
voluntary discontinuation of service is assessed $20 for a turn-off and $20 for a turn on. The charge for reading meters or
making service turn-ons or turn-offs at other than regular working hours is $80.

Water charges for customers outside the City may be set by specific agreement, however, those water customers outside the
City not covered by a specific agreement will be charged 150 percent of standard In-City rates.

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 City Council has approved a 3% rate increase effective July 1, 2007
and a 3% increase effective July 1, 2008.
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The following table shows historical and current rates, by meter size, within the City.

TABLE 3 - Historical and Current Water Rates^

Type & Meter Size

Residential
3/4" meter - fixed rate
1" meter - fixed rate
1 1/2" meter - fixed rate
2" meter - fixed rate

Commercial
3/4" meter - fixed rate
1" meter - fixed rate
1 1/2" meter - fixed rate
2" meter - fixed rate

Additional Volume Charge
$ per 100 cubic foot of usage

2004-05

$12.71
12.71
12.71
12.71

$12.46
15.78
18.77
28.40

$0.83

2005-06

$12.71
12.71
12.71
12.71

$12.46
15.78
18.77
28.40

$0.83

2006-07

$12.71
12.71
12.71
12.71

$12.46
15.78
18.77
28.40

$0.83

2007-08 '^'

$13.09
13.09
13.09
13.09

$12.83
16.25
19.33
29.25

$0.85

2008-09 '̂ *

$13.48
13.48
13.48
13.48

$13.21
16.74
19.91
30.13

$0.88

1. Rates show historical basic minimum rates and the volume change per 100 cubic feet of usage.
2. The 2007-08 rates reflect a 3% rate increase effective July 1, 2007, already approved with the Biennial 2007-09 Adopted

Budget.
3. The 2008-09 rates reflect a 3% rate increase effective July 1, 2008, already approved with the Biennial 2007-09 Adopted

Budget

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 system development charges are not included in the pledged revenues
but may be deposited into the Rate Stabilization Account.
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TABLE 4 - Largest Water System Accounts

Customer
Consumer (Largest Accounts)

Marylhurst Univ & The Christie School
Marys Woods
The Terraces at Lake Oswego
Bowen Prop Mgmt (formerly Commerce Investment)
L.O. School Dist #7 (HS & JrH on C. Club)
Lake Oswego Country Club
Eagle Crest Condos
Parkridge Apartments
Gage Industries
The Pearl at Kruse Way
Ridgeview HOA

Lake Oswego Village HOA
L.O. School Dist #7 (Lakeridge High)
CB Richard Ellis (5 Centerpointe Dr)
McNary Highlands
LO. School Dist #7 (Waluga Jr. High)
CB Richard Ellis (2 Centerpointe Dr)
Oswegan Apts
Watumull Properties Corp
Oswego Pointe (5001 Foothills)
Ridgecrest Condos
Portland Oregon Temple
Three Centerpointe
FPA/Azure Jefferson Assoc (1 Jefferson Pkwy)

Bulk Water Sales
Lake Grove Water District
City of Tigard
Alto Park Water District
Hidalgo & Arrowood
Skylands Water District
Other

Total Largest Consumer & Bulk Water Accounts

Gross Water System Sales Revenue^

# of accts
or meters

9
9
2
2
2
4
1
14
4
1
1
2
2
1
1
1
1
1
4
17
1
2
1
1

2005-06
Annual

Revenue

$61,977
56,148
44,210
66,149
26,104
42,586
33,920
35,901
29,114
9,686

27,588
28,390
24,275
21,826
24,927
25,713
18,041
22,119
21,791
17,210
19,070
22,102
26,516
22,680

$728,044

99,830
644,738

3,053
2,898
2,737
1,806

$755,062

$1,483,106

$5,053,064

2006-07
Annual

Revenue

$ 66,484
62,391
55,972
50,831
43,980
43,971
37,020
36,848
30,258
29,237
29,145
29,144
28,562
25,848
25,711
23,285
23,237
22,075
21,979
21,577
20,358
20,000
19,715
15,013

$782,639

119,223
336,116

3,058
2,778
2,041

961

$464,177

$1,246,816

$4,905,494

% Total Gross
Water System

Revenue

1.36%
1.27%
1.14%
1.04%
0.90%
0.90%
0.75%
0.75%
0.62%
0.60%
0.59%
0.59%
0.58%
0.53%
0.52%
0.47%
0.47%
0.45%
0.45%
0.44%
0.42%
0.41%
0.40%
0.31%

15.95%

2.43%
6.85%
0.06%
0.06%
0.04%
0.02%

9.46%

25.42%

100.00%

1. For the previous fiscal year, 2005-06, the largest accounts totaled $1,483,106 or 29% of the total.

Source: City of Lake Oswego.
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TABLE 5 - Five-Year Water System

Customer Class & Group Code

Single family residence
Multi family - duplex
Apartment / condo
Church
Gas Station
Hotels / motels
Manufacturing, warehouse
Office
City facilities
Retail stores
Restaurants
School facilities
Theaters
Sprinklers / irrigation
Rec. Facility - Apt / Condo
Rec. Facility - City
Miscellaneous commercial
Office/retail/restaurant

Total consumption

Source: City of Lake Oswego.

Consumption

2002-03

1,610,302

149,275
178,631
20,105
2,520
1,532

23,294
67,417
10,628
57,184
23,797
71,028
2,115

142,429
25,881
2,926

25,881
20,487

2,435,432

(in hundred cubic feet)

2003-04

1,848,985
59,235

313,893
21,598
2,403
1,660

19,210
65,905
6,824

48,019
32,855
68,727

1,774
138,106
28,011
2,224

10,281
44,551

2,714,261

2004-05

1,610,773
53,693

302,120
22,883
2,739
1,648

19,158
59,468
5,746

46,141
33,975
64,731

1,366
104,179
23,672
2,333
6,729

46,099

2,407,453

2005-06

1,616,633
55,815

309,898
26,283
2,842
1,695

18,218
62,229

6,811
48,255
32,862
64,354

1,490
120,768
20,371
2,560

10,256
41,702

2,443,042

2006-07

1,730,029
56,485

313,053
24,084

1,760
1,747

20,067
64,735
11,833
47,874
31,119
75,115

1,560
149,741

19,525
3,508

19,468
35,306

2,607,009
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TABLE 6 - Five-Year Water Fund -

Current Assets
Cash & investments
Receivables
Deposits
Inventories
Prepaid bond issuance costs

Fixed Assets
Land
Buildings, improvements, and

water lines & meters

Machinery, equipment & pumps
Construction in progress

Accumulated depredation

Other assets

Total assets

Liabilities & fund equity
Current liabilities

Accounts payable
Accrued payroll and taxes
Matured & accrued bond

Bonds payable, current portion
Accrued vacation payable

Total current liabilities

Bonds payable, due after one year

Total liabilities

Net Assets

Invested in capital assets, net
Unrestricted

Total net assets

Total liabilities & fund equity

Source: Derived from audited annual fin

Consecutive Balance Sheets

2002-03

$4,022,319
793,055

-

89,050
7,131

4,911,555

1,509,503

49,399,141

4,695,699
3,072,897

58,677,240
(20,230,784)

38,446,456

106,956

$43,464,967

$ 384,276
-

133,205
245,000

79,418
841,899

6,265,000

7,106,899

31,936,456
4,421,612

36,358,068

$43,464,967

ancial statements

2003-04

$4,592,000
727,601

-

98,810
7,131

5,425,542

1,535,246

49,563,141

4,704,009
3,666,271

59,468,667

(21,671,546)
37,797,121

99,825

$43,322,488

$ 269,739
9,646

128,611
260,000

79,575
747,571

6,005,000

6,752,571

31,532,121
5,037,796

36,569,917

$43,322,488

2004-05

$5,787,516
638,707

-

83,471

7,131
6,516,825

1,563,735

53,374,453
4,875,666

-

59,813,854

(22,971,815)
36,842,039

92,694

$43,451,558

$ 245,700
9,909

123,736
270,000

76,936
726,281

5,735,000

6,461,281

30,837,039
6,153,238

36,990,277

$43,451,558

2005-06

$5,142,684
782,651

-

80,580

7,131
6,013,046

1,563,735

54,075,630
4,934,801

262,425
60,836,591

(24,339,760)
36,496,831

85,563

$42,595,440

$ 194,842
14,707

118,673
285,000
96,790

710,012

5,450,000

6,160,012

30,761,831
5,673,597

36,435,428

$42,595,440

Unaudited
2006-07

$5,203,644

951,484
-

86,828

7,131
6,249,087

1,563,735

54,111,493
4,938,567
2,000,719

61,563,735
(25,817,278)

36,797,236
78,432

$43,124,755

$ 471,713
1,378

113,330
300,000

97,924
984,345

5,150,000

6,134,345

31,633,134
5,357,276

36,990,410

$43,124,755
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TABLE 7 - Five-Year Water Fund - Historical Operating Results

COVERAGE CALCULATIONS Fiscal Year

2002-03 2003-04 2004-05 2005-06
Unaudited

2006-07

Gross Revenues^
Transfers from Rate Stabilization Account (RSA)
Transfers to RSA

Total Gross Revenues

Operating Expenses^

$4,680,916 $4,715,585 $4,526,059 $5,379,077 $5,273,431

- 1,500,000

(500,000) (500,000) (500,000) - -_

4,180,916 4,215,585 4,026,059 6,879,077 5,273,431

2,335,440 2,292,645 2,288,354 4,459,749 2,902,671

Net Revenues (excludes RSA transfers)
Net Revenues (includes RSA transfers)

2,345,476 2,422,940 2,237,705 919,328 2,370,760

1,845,476 1,922,940 1,737,705 2,419,328 2,370,760

Annual Debt Service
Net After Debt Service (excludes RSA transfers)

559,979 559,179 562,816 560,891 563,404

1,285,497 1,363,761 1,174,889 1,858,437 1,807,356

Debt Service Coverage (excludes RSA transfers)
(Requirement 1.20 times)

4.19 4.33 3.98 1.64 4.21

Debt Service Coverage (includes RSA transfers)
(Requirement 1.25 times)

3.30 3.44 3.09 4.31 4.21

1. Gross Revenues exclude beginning balances as well as system development charges.
2. Operating Expenses exclude debt service, capital outlay, and transfers to other funds. In FY 2005-06, Operating

Expenses included a one-time payment to the school district to facilitate their conversion to a sprinkler system.
3. Annual Debt Service on 1999 Bonds.

Source: City of Lake Oswego

TABLE 8 • Outstanding Water Fund Obligations (as of October 18, 2007)

WATER REVENUE BONDS
Dated Maturity
Date Date

Amount Outstanding
Issued As of 10/18/07

Water Revenue and Refunding Bonds, Series 2007 (this issue) 10/18/07 12/01/27 $9,560,000 $9,560,000

Water Revenue Bonds, Series 1999

Less Refunded Water Revenue Bonds, Series 1999

Water Revenue Bonds, Series 1999 (Remaining)

08/01/99 08/01/20 7,185,000
-

-

$16,745,000

5,150,000
4.505,000
645,000

$10,205,000

MAJOR LEASES AND CONTRACTS

None

Source: City of Lake Oswego.
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TABLE 9 - Historical and Projected Average Monthly Residential Water Bill

Average
Fiscal Monthly
Year Water BilP^

2004-05 $21.01

2005-06 21.01
2006-07 21.01

2007-08^ 21.59

2008-09 22.28

1. Average water use at 1,000 ccf per month.
2. The

Source:

TABLE

1.

Sources:

TABLE

Source:

Applicable Rate Structure

Base Per 100 ccf

$12.71 !

12.71
12.71

13.09

13.48

City bills for utilities services including water every two months.

City of Lake Oswego.

10 - Average Bi-Monthiy Residential Water Bill Comparison, as ofJuiy 1,

City/District

West Linn
Hillsboro
Milwaukie
Lake Oswego
Tigard
Beaverton
Portland
Tualatin
Oregon City
Gresham
Wilsonville

Assumes average residential use for a single-famil)

City of Lake Oswego.

Water BilP
$30.58

35.28
35.96
43.18
48.26
50.34
52.23
54.96
58.62
64.05
74.80

(home and a 5/8 to 3/4 inch meter.

11 - Summary of 2007-2009 - Water Fund Adopted Budget

Major Revenue Sources^
Beginning fund balance
Sales & services
Other resources

City of Lake Oswego 2007-2009 Biennial Budget.

Percent
Amount of Fund

$ 3,908,149 26.28%
10,752,000 72.30

211,000 1.42
$14,871,149 100.00%

$0.83

0.83

0.83
0.85

0.88

2007
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TABLE 12 - Water Fund Projected Operating Results

COVERAGE CALCULATIONS
2007-08

FISCAL YEAR
2008-09 2009-10 2010-11 2011-12

Gross Revenues^
Transfers from Rate Stabilization Account (RSA)
Transfers to RSA

Total Gross Revenues

Operating Expenses^

Net Revenues (excludes RSA transfers)
Net Revenues (includes RSA transfers)

Annual Debt Service^
Net After Debt Service (excludes RSA transfers)

Debt Service Coverage (excludes RSA transfers)
(Requirement 1.20 times)

Debt Service Coverage (includes RSA transfers)
(Requirement 1.25 times)

$5,723,063 $5,910,505 $6,104,101 $6,304,072 $6,510,651

5,723,063

2,990,131

2,732,932
2,732,932

694,083
2,038,849

3.94

3.94

5,910,505 6,104,101 6,304,072 6,510,651

3,080,131 3,173,131 3,268,131 3,365,131

2,830,374 2,930,970 3,035,941 3,145,520

2,830,374 2,930,970 3,035,941 3,145,520

940,819 941,779 957,541 953,341
1,889,555 1,989,191 2,078,400 2,192,179

3.01

3.01

3.11

3.11

3.17

3.17

3.30

3.30

1. Gross Revenues exclude beginning balances as well as system development charges.
2. Operating Expenses exclude debt service, capital outlay, and transfers to other funds.
3. Annual Debt Service on 1999 Bonds and 2007 Bonds.

Source: City of Lake Oswego.

THE REGULATORY ENVIRONMENT

The City's water system consistently exceeds Oregon Health Division and United States Environmental Protection Agency
(EPA) standards for safe drinking water.

WATER SYSTEM FIXED ASSETS

As of June 30, 2007, the City listed the following Water Fund assets:

Buildings
Equipment
Improvements
Land

Total Assets

$25,711,003
4,938,567

28,400,490
1,563,735

$60,613,795

FUTURE DEBT PLANS OF THE SYSTEM

The City does not expect to issue any additional water revenue bonds during the next two years.
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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 2006 population of 36,350, 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 13 - City Council

Board Member
Judie Hammerstad, Mayor
Elynor "Ellie" McPeak, Council President
Frank Groznik
Roger Hennagin
Kristin Johnson
Donna Jordan
John Turchi

Occupation
Retired
Retired
Natural Resource Division. Manager, engineering firm
Local Private Practice Attorney
Special Projects Manager, plastics firm
Retired
Retired

Term Expires
12/31/08
12/31/08
12/31/08
12/31/10
12/31/10
12/31/10
12/31/08

Source: City of Lake Oswego.

KEY CITY ADMINISTRATION AND MANAGEMENT

Stephan A. Lashbrook, Interim City Manager, has served as the City's Community Development Director since September
2001. Mr. Lashbrook's previous experience includes positions as General Manager of the Canby Utility Board and City
Administrator in Canby, Oregon, Community Development Director in, Arcata, California, and Planning Director in Wilsonville,
Oregon. Mr. Lashbrook received his B.A. from Humboldt State University and his M.S. in Management from Marylhurst
University.

Mr. Lashbrook was appointed Interim City Manager with the recent departure of City Manager Doug Schmitz, who accepted a
City Manager position with the City of Los Altos, CA. The City began a search for a new City Manager in August 2007 and
expects to make a selection by January 2008.

Richard Seals, Finance Director, has served the City since 1999. Prior to joining the City, Mr. Seals was the Controller for
the Oregon State Lottery. He received undergraduate degrees in Accounting and Information Systems Management and an
MBA from California State University Hayward. Mr. Seals holds three professional licenses: Certified Public Accountant,
Certified Management Accountant, and Certified in Financial Management.

CITY STAFF AND BARGAINING UNITS

As of June 30, 2007, the City had 299 full-time employees and 46 part-time employees. 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 two 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.
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TABLE 14 - BARGAINING UNITS

BARGAINING UNIT
Number of
Employees

Termination Date of
Current Contract Status of Contract

Lake Oswego Police Officers Association
International Association of Firefighters
Lake Oswego Municipal Employees Association

Source: City of Lake Oswego

49
41
141

6/30/09
6/30/09
6/30/09

Settled
Settled
Settled

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 (G/\AP)
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 inextncably 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 1991-92 audit report. Also, the City has received the GFOA Award for Outstanding Achievement in Popular Annual
Financial Reporting every year since its 1999-2000 report.

BUDGETING PROCESS

The City prepares a biennial budget in accordance with provisions of the Oregon Local Budget Law (ORS 294), 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 an advertised public meeting, 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 is equal to 50% of General Fund annual operating
expenses. The City has received the GFOA Distinguished Budget Presentation Award for each period since its 1990-2000
budget.

INDEPENDENT AUDIT REQUIREMENT

In accordance with the Oregon Municipal Audit Law (ORS 297.405 to 297.555 and 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 for more than twenty-five years. 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 Fiscal Years ended June 30, 2002 through 2005 were performed by Paul, Rogers and Co., P.C., Tigard,
Oregon. The City's audit for the Fiscal Year ended June 30, 2006 was performed by Talbot, Korvola & Warwick LLP, Portland,
Oregon. The auditors did not review this statement and olfer no opinion regarding this Official Statement. The City's Basic
Financial Statements for fiscal year ended June 30, 2006 are included in Appendix A. Copies of the complete audit will be
available from the City upon request.
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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, 2007, the City had approximately $38,249,236 in the State of Oregon Local Government Investment Pool and
approximately $6,980,330 invested in US Government Agency Securities.

PENSION PLAN

Pension Benefits. The City participates in the Oregon Public Employees Retirement System ("PERS" or the "System"), which
collects contributions from employers and from employees for the purpose of funding retirement benefits. The System is
administered by the Oregon Public Employees' Retirement Board (the "PERS Board"). The City currently participates in
PERS' three retirement pension benefit programs — the Tier 1 and Tier 2 pension programs (the "T1/T2 Pension Programs")
and the Oregon Public Service Retirement Plan ("OPSRP") — and in one of PERS' retirement healthcare benefit programs.
The pension plans administered by PERS provide a combination of defined benefit and defined contribution plans and are paid
for by participating employer and employee (or member) contributions and investment earnings. In a defined benefit plan, the
investment risk for the plan is borne by the employer. In a defined contribution plan, the investment risk is borne by the
employee.

Employees hired before January 1, 1996 are known as "Tier 1" participants. The retirement benefits applicable to Tier 1
participants are based primarily on a defined benefit model. In 1995, the Oregon Legislative Assembly revised the retirement
benefits structure for "Tier 2" participants. The Tier 2 program is also a defined benefit plan but with lower expected costs to
employers than under the Tier 1 benefit program. The Tier 2 benefit program applies to employees hired on or after January
1,1996 and before August 29, 2003.

In 2003, the Oregon Legislative Assembly enacted significant changes to the retirement system and created OPSRP as a
successor retirement plan to the T1/T2 Pension Programs. The 2003 legislative reforms were enacted in response to a
growing unfunded actuarial liability of the System (the "UAL") and increasing charges to public employers to fund the System.
OPSRP consists of a defined benefit plan and a defined contribution plan. The OPSRP benefit program applies to employees
hired on or after August 29, 2003. In addition, effective January 1, 2004, active Tier 1 and Tier 2 employees became members
of the defined contribution plan of OPSRP. These employees retain their existing PERS accounts, but any future member
contributions are deposited into the defined contribution plan of OPSRP. Changes to the T1/T2 Pension Programs and the
creation of OPSRP and changes approved by the PERS Board to the actuarial methodologies to be used in valuing PERS
assets and liabilities and in determining employer contribution rates were designed to lower expected costs to employers.
Many of the legislative changes were challenged, however, in legal proceedings filed by a number of unions and individual
employees. The 2005 valuations and methodologies described below take into account court decisions in existence when the
valuations were completed, but the outcome of pending or future litigation could affect the System and future valuations and
contribution rates. See "2003 PERS Legislation and Related PERS Litigation."

PERS Asset Valuation and Liabilities. Oregon statutes require an actuarial valuation of the System by a competent actuary
at least once every two years. Under current practice, actuarial valuations are normally performed every two years as of
December 31 of each odd-numbered year; however, special interim valuations have been performed as of December 31,
2000, 2002 and 2004. Valuations are released approximately one year after the valuation date. The December 31, 2003
valuation (the "2003 Valuation") used for the PERS Board's determination of employer contribution rates for the 2005-2007
biennium was prepared by Milliman, Inc. and was released in January 2005. For years beginning January 1, 2005, the PERS
Board retained a new actuary. Mercer Human Resource Consulting ("Mercer"), and in April 2006 approved changes to the
actuarial methodologies to be used in valuing the assets and liabilities of the System. The changes to actuarial methodologies
include replacing an "entry age normal" valuation method with a "projected unit credit" valuation method, valuing System
assets at market value and replacing asset smoothing with a biennial collar on employer contribution rate changes. The
changes to the actuarial methodologies were intended to make the System more transparent and contribution rates more
predictable and stable.

Employer contribution rates for the 2007-2009 biennium, which begins on July 1, 2007, are based upon the Oregon Public
Employees Retirement System Actuarial Valuation Results for December 31, 2005, dated September 15, 2006 (the "2005
System Valuation Reporf). The 2005 System Valuation Report used the new actuarial valuation methods and represents
Mercer's anticipated December 31,2005 actuarial valuation results for the System.

According to the 2005 System Valuation Report, the unfunded actuarial liability for combined Tin '2 Pension Programs has
been reduced to $4.6 billion, without including UAL Lump Sum Accounts. Including UAL Lump Sum Accounts, as of
December 31, 2005, the T1/T2 Pension Programs have a surplus of approximately $2.1 billion, resulting in a funded ratio of
104.2 percent. Total valuation assets rose from $40.0 billion on December 31, 2004 to $44.7 billion on December 31, 2005
without taking into consideration the UAL Lump Sum Accounts. Including the UAL Lump Sum Accounts, assets increased
from $45.6 billion on December 31, 2004 to $51.3 billion on December 31, 2005. Liabilities rose from $47.4 billion on
December 31, 2004 to $49.2 billion on December 31, 2005.

The PERS actuary recently released its first valuation of OPSRP for the year ending December 31, 2005. OPSRP's assets
increased from $5.4 million as of December 31, 2004 to $55 million as of December 31, 2005, almost exclusively due to
employer contributions. Because this is the first OPSRP valuation, there is no comparison to prior valuation results for
OPSRP's liabilities or funded ratio. As of December 31, 2005, OPSRP's actuarial accmed liability was $53.8 million resulting
in a funded ratio of 102.2 percent.
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Employer Asset Valuation and Liabilities. For the T1/T2 Pension Programs, the City is pooled with the State and Oregon
local government and community college public employers (the "State and Local Government Rate Pool" or "SLGRP"). Based
on the 2005 Actuarial Valuation Report (released on February 5, 2007), PERS indicated that as of December 31, 2005, the
City's portion of PERS T1/T2 Pension Program's unfunded accrued actuarial liability was $8.9 million. The City's portion of
PERS' assets and liabilities is based on the City's proportionate share of the SLGRP's pooled payroll. The City's proportionate
liability may increase if other pool participants fail to pay their full employer contributions. In a December 31, 2005 valuation
prepared for State agencies and released on January 25, 2007 (the "2005 State Valuation"), Mercer determined the assets,
liabilities and UAL allocable to the SLRGP and determined that the State represents approximately 52.26 percent of the
SLGRP based upon the actuarially determined combined payroll.

Employer Contribution Rates. PERS members are currently required by statute to contribute six percent of their annual
covered salary. Employers are required to contribute an actuarially determined rate that is established and may be amended
by the PERS Board and is set to be sufficient to pay benefits when due. Employer contributions are calculated by the PERS
actuary, appointed by the PERS Board, currently Mercer.

The contribution rates through June 30, 2007 for the City are 15.77 percent for Tier 1 and Tier 2 members, 10.11 percent for
general service OPSRP members and 13.72 percent for OPSRP Police and Fire members. Effective July 1, 2007, the City's
contribution rates change to 14.46 percent for Tier 1 and Tier 2 members, 14.33 percent for general service OPSRP members
and 17.60 percent for OPSRP Police and Fire members. Included in these rates are contribution rates for the PERS
Retirement Health Insurance Account program for Tier 1 and Tier 2 participants described below. These rates do not include
the 6% employee contribution rate which the City has elected to make for its employees. The City's employer contribution rate
is subject to future adjustment based on factors such as the results of subsequent actuarial valuations and changes in benefits
resulting from legislative modifications.

2003 PERS Legislation and Related PERS Litigation. Several Oregon employees filed lawsuits challenging various aspects
of the 2003 legislation that enacted significant changes to PERS. The initial challenges to the PERS legislation were
consolidated and decided by the Oregon Supreme Court in 2005, although several additional lawsuits remain pending in the
Oregon state courts. The United States Court of Appeals for the Ninth Circuit decided the initial federal court challenges to the
PERS legislation in October 2006, including one case challenging the updated actuarial tables. In that case, the Ninth Circuit
affirmed in part, reversed in part and remanded back to the lower court for further proceedings related to the procedural
posture of the case.

Still pending is a class action suit filed by certain retirees which challenges PERB's recovery of funds from the 1999 earnings
over-crediting. The amount at issue is approximately $800 million. If the court finds in favor of the retirees, PERS may be
required to devise an alternative method to recover the funds.

OTHER POST-EMPLOYMENT BENEFIT PROGRAMS

The City will be required under GASB 45 to determine the extent of its liabilities for post employment benefits and to record the
liability in its financial statements on an actuarial basis. This includes the requirement under ORS 243.303 that the City offer
to all retirees and their dependents the same healthcare benefits the City offers to current City employees 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. The City is currently assessing its liabilities for post-employment benefits outside of RHIA
in anticipation of the reporting requirements specified by GASB Statement No. 45, and expects to implement the requirements
of GASB 45 beginning with the fiscal year ending June 30, 2008.

PERS retirees who receive benefits through the T1/T2 Pension Programs and are enrolled in the Retirement Health Insurance
Account ("RHIA") plan administered by PERS 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 RHIA. Based upon the Oregon PERS Comprehensive Annual
Financial Report, Fiscal Year Ended June 30, 2006 released in December 2006, as of December 31, 2005, the RHIA program
had an unfunded actuarial liability (the "RHIA UAL") of approximately $314.9 million, which represents a funded ratio of 36.5
percent. The RHIA UAL is calculated on a System-wide basis and therefore the City's share has not been determined. The
City's employer contribution rates for the RHIA plan for the 2005-2007 biennium are 0.37 percent for T1/T2 members, 0.26
percent for OPSRP general service members and 0.26 percent for OPSRP Police and Fire members. These rates are
included in the total employer contribution rates shown above. RHIA's contribution rate is calculated on an actuarially
determined basis. No assurance can be given that the RHIA UAL or the contribution rate of the City will not materially
increase.

RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; errors and omissions;
injuries to employees; and natural disasters. Significant real and personal property exposures are covered for loss from all
perils up to a $4,000,000 limit through a municipal insurance pool, subject to a $75,000 aggregate deductible. For its general
insurance coverage, the City pays an annual premium to City/County Insurance Services (CIS), a public entity risk pool
currently operating a common risk management and insurance program.

Liabilities of the fund are reported when it is probable that a loss has occurred and the amount of the loss can be reasonably
estimated. The agreement with CIS provides that CIS will be self-sustaining through member premiums and will reinsure
through commercial companies for claims in excess of $500,000 for each insured event. Settled claims have not exceeded
coverage in any of the last three fiscal years. The City carries commercial insurance for all other risks of loss, including
workers' compensation and employee health and accident insurance. Settled claims have not exceeded commercial coverage
in any fiscal year.
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LITIGATION RELATED TO TORT CLAIMS AGAINST OREGON GOVERNMENTS

On July 5, 2006, the Oregon Court of Appeals decided a case, Clarke v. Oregon Health Sciences University
("OHSU"), challenging the constitutionality of parts of the Oregon Tort Claims Act ("OTCA"). Under the OTCA, the State's
comnnon law sovereign immunity from suit is lifted and claims may be brought against a public body in Oregon, including the
City. The liability of public bodies, however, is capped at $200,000 for individual personal injury claims. In addition, the public
body has to be substituted as a defendant in lieu of individual employees of the public body, thereby limiting recovery for
claims against individual employees to the limits applicable to public bodies. In Clarke, the plaintiff was severely disabled as a
result of the negligence of health professionals employed at OHSU, which is a public body. The damages alleged amounted
to approximately $12 million.

Article I, Section 10 of the Oregon Constitution provides the right to a remedy to persons who are injured in their person,
property or reputation. The Clarke court concluded that the $200,000 cap on the amount of potential recovery did not provide
a substantial remedy to plaintiff in lieu of what plaintiff would have been able to claim at common law from individual
government employees who were admittedly negligent. Therefore, the substitution of OHSU for the individual plaintiffs, under
the facts at issue in Clarke, violated Article I, Section 10 of the Oregon Constitution.

The impact of the court's holding in this case on other public bodies, such as the City, is uncertain. OHSU has asked the
Oregon Supreme Court to review the Court of Appeals decision. Under the OTCA, the City currently indemnifies its
employees for liability that they incur due to negligence within the scope of their work. Accordingly, if the decision is upheld by
the Oregon Supreme Court it may mean that the City must pay higher amounts to indemnify its employees who would not be
protected by the damage cap.

Presently, it is too early to determine a specific course of action the City may take if the Oregon Supreme Court upholds the
decision in Clarke.
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ECONOMIC AND DEMOGRAPHIC INFORMATION

The City of Lake Oswego (the "City") 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.

Clackamas County's economic base was traditionally centered in agriculture and timber. The County still contains agricultural
land. Manufacturing and technology have grown, with the lumber business declining.

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 Highway 43, which parallels the river, and 1-5 for commuters on the
west end.

Lake Oswego is primarily a residential community with a low ratio of heavy industry and retail-based commercial activity,
although there is a growing office corridor along Kruse Way. The City is the largest city in Clackamas County. According to
the US Census, the median household income in 2000 was $71,597.

LAND USE PLANNING

Oregon law requires that comprehensive land use planning be done at the city and county levels. To provide common
direction and consistency within each city and county comprehensive plan, Oregon law directs the Department of Land
Conservation and Development (DLCD) to adopt statewide planning goals and guidelines. All zoning and development within
a city or county must conform to the comprehensive plan for that area.

Metro has the authority to expand the urban growth boundary when it can demonstrate the need for more urban land. Metro's
Region 2040 growth management program began in 1991 to explore how the metropolitan region might accommodate
expected growth over the next 50 years and to link land-use and transportation planning. In December 1995, the Metro
Council adopted the Region 2040 Growth Concept, which encourages compact development near existing and future transit to
reduce land consumption and the need to convert rural land to urban uses, preserves existing neighborhoods, identifies "rural
reserve areas" as areas not subject to urban growth boundary expansion that serve as separation between urban areas, sets
goals for providing permanent open space areas inside the urban growth boundary, and recognizes that cities on the boundary
will grow and that cooperation is necessary to address common issues.

The Metro charter adopted a more detailed plan, the 2040 Framework, in December 1997. The 2040 Framework specifies
how the region and local communities are to implement the 2040 Growth Concept and to provide performance measurements
for local governments to meet. The 2040 Framework complies with state and regional planning goals. In December 2002,
Metro adopted a package of ordinances that expands the urban growth boundary by 18,700 acres.

The City of Lake Oswego developed its first Comprehensive Plan over a four-year period from 1974 to 1978. In 1984 the plan
was acknowledged by the LCDC. In December 1992 the City appointed the Lake Oswego Comprehensive Plan Review
Committee and directed it to review and update the plan. The revised plan, including transportation goals and policies, street
classifications and a public facility plan for street improvements, was adopted by Council in December, 1994.

POPULATION

The City's 2006 population is 36,350. During the ten-year period from 1997 to 2006, the population in the City increased from
34,021 to 36,350, a compounded annual growth rate of 0.72 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. Since 1997, the population of Clackamas County grew at a compound annual growth rate of 1.62 percent.

21

bmc

bmc



TABLE 15 - Population Estimates And Economic Statistics

Fiscal Year
Lake Oswego

Population

Clackamas County
Personal income

(in OOP's)

Clackamas
County Per capita
Personal Income

Clackamas County
Unemployment rate

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006

34,021
34,077
34,300
35,278
35,434
35,580
35,750
35,759
35,860
36,350

$ 9,934,008
10,710,079
11,309,126
12,416,346
12,300,729
12,430,074
12,813,995
13,846,519
14,630,564

$30,204
32,168
33,669
36,554
35,609
35,278
35,906
38,187
39,729

3.8 %
3.6
3.9
4.1
5.3
6.9
7.5
6.7
5.5
4.8

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

1980 1990 2000
City of Lake Oswego
Clackamas County
State of Oregon

1. Not available at this time.

22,630
243,000

2,639,915

30,576
278,850

2,842,321

35,278
338,391

3,421,399

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.

TABLE 16 - Major Empioyers in the City 2007

Employer
Lake Oswego School District
City of Lake Oswego
Gage Industries, Inc.
Waggener Edstrom, Inc.
Micro Systems Engineering, Inc.
PacifiCare of Oregon
Guidance Medical Personnel
Lime Financial
Otak, Inc.

Product or Service
Education
Government
Plastics fabrication
Telecommunications & public relations
Microelectronics manufacturing
Health care insurance
Temporary medical personnel
Mortgage and financial services
Architecture and engineering

2007 Estimated
Employment ^

890
337
325
308
285
278
250
232
200

1. Estimated employment for 2006.

Source: Lake Oswego Chamber of Commerce, Clackamas County and NW Resources.
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TABLE 17 - Major Employers in the

Employer

State of Oregon

U.S. Government
Intel Corporation
Providence Health System
Safeway Inc.
Oregon Health & Science University
Fred Meyer Stores
Kaiser Foundation Health Plan of the NW
Legacy Health System
City of Portland
NIKE Inc.
Portland Public School District
Multnomah County
Wells Fargo

U.S. Bank
Portland State University
Freightliner LLC

Portland MSA 2007

Product or Service

Government
Government
Semiconductor integrated circuits
Health care & health insurance
Grocery chain
Health care & education

Grocery & retail variety chain
Healthcare
Nonprofit health care
Government
Sports shoes and apparel
Education
Government
Bank
Bank
Education
Truck manufacturer

Estimated
Employment^

21,600
18,200
16,740
14,639
13,000
11,300
10,500
8,747
8,500

5,566
5,500
5,498
5,498
5,000
4,138
4,000
4,000

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

Source: State of Oregon Employment Department and Top Regional Employers - Portland Business Alliance & Commerce
Magazine as of January 2007.

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.

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 1-205 and 1-405 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 Distnct 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 and out to
the west to the cities of Beaverton and Hillsboro.

UTILITIES

NW Natural supplies natural gas to the area; electricity is provided by Portland General Electric Company. General Telephone
Company of the Northwest, Inc. (GTE Northwest), and Qwest Communications 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 four other 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 the Unified Sewerage Agency of Washington County. Sewage treatment is
provided by the Tryon Creek Wastewater Treatment Plant, owned and operated by the City of Portland. The City contracts to
provide sewer service to some areas of Tualatin.
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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 16 bachelors' degrees, 5 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, 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 private 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.
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THE INITIATIVE PROCESS
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.

PROPOSED INITIATIVE MEASURES WHICH 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 Seaetary 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 govemor at the gubernatorial election at which a Govemor was elected for a term of four years next preceding the filing of the
petition with the Secretary of State. For the 2006 general election, the requirement was eight percent (100.840 signatures) for a
constitutional amendment measure and six percent (75,630 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. If the person obtaining signatures is being paid, the signature sheet must contain a notice of
such payment.

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 have
qualified for the ballot and the numbers that have passed in recent general elections are as follows:

TABLE 18 - Initiatives in Recent Oregon Generai Eiections

1. One of the three
voters on November 7,
government entities
condemnation powers
private entities. The
related to a prescription
revisions to campaign

2. On October 4, 2002, the
ruled that Measure 7 is
has not been included in
that passed.

Year of
General

Election

2006
2004
2002
2000
1998
1996

Number of
Initiatives that

Qualified

10
6
7
18
10
16

Number of
Initiatives that

Passed

3^
2

3
4'

6
4

initiatives approved by
2006 prohibits
from using their
to transfer property to
other two initiatives
drug program and
finance laws.
Oregon Supreme Court
unconstitutional, and it
the number of initiatives

Sources: Elections Division, Oregon Secretary of State.

MEASURE 37

Oregon voters approved citizen initiative petition Measure 37 on November 2, 2004. Measure 37 became effective on
December 2, 2004.

Measure 37 added several new statutory provisions to Oregon law. Measure 37 entitles certain landowners either (a) to
compensation for the reduction in the fair market value of their property that results from certain land use regulations (the
"Restrictions") that are enacted or enforced against the property; or, (b) to have their land released from the Restrictions. The
government body that enacted or enforced the Restrictions decides whether to pay the claim or waive the Restrictions.

Restrictions do not include regulation of nuisances, regulations that protect public health and safety, regulations that are
required to comply with federal law; regulations restricting or prohibiting the use of a property for the purpose of selling
pornography or performing nude dancing, and regulations that were enacted before the current property owner (or a member
of that owner's family) acquired the property.

If Restrictions continue to apply to the subject property more than 180 days after the present owner of the property has made
written demand for compensation, the present owner of the property has a cause of action for compensation in the circuit court
and the owner is entitled to reasonable attorney fees, expenses, costs, and other disbursements. In addition. Measure 37 may
indicate that a government is not required to pay claims that arise under Measure 37 unless the government affirmatively acts

bmc

bmc



to fund those claims. If claims are not paid within two years after they accrue, Measure 37 releases the property from the land
use regulations, and it is not clear whether the government(s) enforcing the land use regulation(s) have any residual liability.
Claims for land use regulations that were enacted before the effective date of Measure 37 must be submitted within two years
of the effective date of Measure 37 or the date the land use regulation is applied as an approval critenon to a land use
application submitted by the property owner, whichever is later. The two year deadline expired on December 4, 2006.
Because of the large volume of claims submitted statewide, the Legislative Assembly passed House Bill ("HB") 3546,
modifying the 180-day period for claims submitted between November 1 and December 4, 2007 to 540 days. The Governor
signed HB 3546 into law on May 10, 2007. The bill gives local governments approximately one more year to take action on
claims submitted after November 1, 2006. The Legislative Assembly also passed HB 3540, which will appear as Measure 49
("Measure 49") on the November 2007 ballot and provides three alternatives to persons who have submitted a claim for
compensation under the measure. Under the "unconditional" alternative, a claimant may build up to three home-sites on their
property. Another "conditional" alternative allows four to ten home-sites on the claimant's property. The third altemative
allows a claimant to continue to pursue their claim under Measure 37 if they have a vested right as of the effective date of the
Measure. HB 3540 also provides for transferability of development rights, revises the claims process for future land use
regulations and provides a methodology for determining the amount of compensation to which a claimant may be entitled.

The City has enacted Restrictions and, as of September 5, 2007, has received five claims. Of these, one has been denied by
the City, and three have been suspended indefinitely by mutual agreement in order to allow the claimants to investigate other
options. As for the one remaining "active" claim, if the City determines that the claim is valid, staff will recommend a waiver or
modification of challenged regulations rather than payment of compensation.

The Marion County Circuit Court ailed that Measure 37 was unconstitutional in October 2005. In February of 2006 the Oregon
Supreme Court overturned the Marion County Circuit Court ruling and upheld Measure 37. Many questions exist about the
meaning of Measure 37 and the effect of its provisions. Ultimately the amount of compensation paid for submitted, and later
filed. Measure 37 claims is likely to be considerably smaller than the total compensation requested because, absent further
legislation or appropriation of funds to pay claims, the City expects to deny claims or waive regulations rather than pay
compensation. There can be no assurance, however, that future claims filed will be denied or waived, or that the City will not
be ordered to pay some claims as a result of litigation.

Numerous lawsuits have been filed that assert the State's actions in waiving state laws or denying claims do not comply with
Measure 37 or are unlawful or violate the Oregon Constitution for other reasons not yet considered by the court. Claimants
have asserted, for instance, that under Measure 37 State agencies lack the authority to waive statutory land use restrictions
because the measure provides that only the governing body that enacted a law may waive it (and that is the Legislative
Assembly in the case of statutes). The Oregon appellate courts have not yet addressed this issue. If the courts determine that
only the Legislative Assembly can waive statutory land use restrictions, the Legislative Assembly may address that issue by
enacting legislation expressly delegating such authority to State agencies, and the State believes that such legislation may be
retroactive. If the Legislative Assembly chooses not to act, claimants for whom the State had waived enforcement of a
regulation may be entitled to compensation. The impact of these cases on the interpretation and implementation of Measure
37 is uncertain.

The City cannot predict how Measure 37 will ultimately be interpreted, whether Measure 49 will be approved by the voters in
the November 2007 election or whether in addition to HB 3546 and Measure 49, the Legislative Assembly may change by
legislative action or refer additional changes to the voters to change any other provisions of Measure 37 in the future; nor can
it predict the amount of claims compensation that ultimately may be payable by the City.

LITIGATION
There is no litigation pending or threatened against the City that would affect the validity of the 2007 Bonds.

LEGAL MATTERS

Orrick, Herrington & Sutcliffe LLP, Portland, Oregon, Bond Counsel for the City, will render an opinion with respect to the
validity of and tax exemption on the 2007 Bonds. A copy of such opinion of Bond Counsel is included as APPENDIX C of this
Official Statement. Bond Counsel undertakes no responsibility for the accuracy, completeness, or fairness of this Official
Statement.

TAX MATTERS

In the opinion of Orrick, Herrington & Sutcliffe LLP ("Bond 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, interest on the 2007 Bonds is excluded from gross income for federal income tax purposes under Section
103 of the Internal Revenue Code of 1986 (the "Code"). Bond Counsel is of the further opinion that interest on the 2007 Bonds
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. Bond Counsel is also of the opinion that interest on the 2007 Bonds is exempt from State of Oregon personal
income taxes. A complete copy of the proposed form of opinion of Bond Counsel is set forth in Appendix B hereto.

To the extent the issue price of any maturity of the 2007 Bonds is less than the amount to be paid at maturity of such 2007
Bonds (excluding amounts stated to be interest and payable at least annually over the term of such 2007 Bonds), the
difference constitutes "original issue discount," the accrual of which, to the extent properly allocable to each Owner thereof, is
treated as interest on the 2007 Bonds which is excluded from gross income for federal income tax purposes and State of
Oregon personal income taxes. For this purpose, the issue price of a particular maturity of the 2007 Bonds is the first price at
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which a substantial amount of such maturity of the 2007 Bonds 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 any maturity of the 2007 Bonds accrues daily over the term to maturity of such 2007 Bonds 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 2007 Bonds to determine taxable gain or loss upon disposition
(including sale, redemption, or payment on maturity) of such 2007 Bonds. Owners of the 2007 Bonds should consult their own
tax advisors with respect to the tax consequences of ownership of 2007 Bonds with original issue discount, including the
treatment of Owners who do not purchase such 2007 Bonds in the original offering to the public at the first price at which a
substantial amount of such 2007 Bonds is sold to the public.

2007 Bonds purchased, whether at original issuance or otherwise, for an amount higher than their principal amount payable at
maturity (or, in some cases, at their earlier call date) ("Premium 2007 Bonds") will be treated as having amortizable bond
premium. No deduction is allowable for the amortizable bond premium in the case of 2007 Bonds, like the Premium 2007
Bonds, the interest on which is excluded from gross income for federal income tax purposes. However, the amount of tax-
exempt interest received, and a Owner's basis in a Premium Bond, will be reduced by the amount of amortizable bond
premium properly allocable to such Owner. Owners of Premium 2007 Bonds 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 on obligations such as the 2007 Bonds. The City has made certain representations and
covenanted to comply with certain restrictions, conditions and requirements designed to ensure that interest on the 2007
Bonds will not be included in federal gross income. Inaccuracy of these representations or failure to comply with these
covenants may result in interest on the 2007 Bonds being included in gross income for federal income tax purposes, possibly
from the date of original issuance of the 2007 Bonds. The opinion of Bond Counsel assumes the accuracy of these
representations and compliance with these covenants. Bond Counsel has not undertaken to determine (or to inform any
person) whether any actions taken (or not taken), or events occurring (or not occurring), or any other matters coming to Bond
Counsel's attention after the date of issuance of the 2007 Bonds may adversely affect the value of, or the tax status of interest
on, the 2007 Bonds.

Although Bond Counsel is of the opinion that interest on the 2007 Bonds 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 on, the 2007 Bonds may otherwise affect a Owner's federal, state or local tax liability. The nature and extent of
these other tax consequences depends upon the particular tax status of the Owner or the Owner's other items of income or
deduction. Bond Counsel expresses no opinion regarding any such other tax consequences.

Future legislation, if enacted into law, or clarification of the Code may cause interest on the 2007 Bonds to be subject, directly
or indirectly, to federal income taxation, or otherwise prevent Owners from realizing the full current benefit of the tax status of
such interest. As one example, on May 21, 2007, the United States Supreme Court agreed to hear an appeal from a Kentucky
state court which ruled that the United States Constitution prohibited the state from providing a tax exemption for interest on
bonds issued by the state and its political subdivisions but taxing interest on obligations issued by other states and their
political subdivisions. 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. The introduction or enactment of any such
future legislation or clarification of the Code may also affect the market price for, or marketability of, the 2007 Bonds.
Prospective purchasers of the 2007 Bonds should consult their own tax advisers regarding any pending or proposed federal
tax legislation, as to which Bond Counsel expresses no opinion.

The opinion of Bond Counsel is based on current legal authority, covers certain matters not directly addressed by such
authorities, and represents Bond Counsel's judgment as to the proper treatment of the 2007 Bonds for federal income tax
purposes. It is not binding on the Internal Revenue Service ("IRS") or the courts. Furthermore, Bond 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.

Bond Counsel's engagement with respect to the 2007 Bonds ends with the issuance of the 2007 Bonds, and, unless
separately engaged. Bond Counsel is not obligated to defend the City or the Owners regarding the tax-exempt status of the
2007 Bonds in the event of an audit examination by the IRS. Under current procedures, parties other than the City and its
appointed counsel, including the Owners, would have little, if any, right to participate in the audit examination process.
Moreover, because achieving judicial review in connection with an audit examination of tax-exempt 2007 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 2007 Bonds for audit, or the course or result of such audit, or an
audit of 2007 Bonds presenting similar tax issues may affect the market price for, or the marketability of, the 2007 Bonds, and
may cause the City or the Owners to incur significant expense.

NOT QUALIFIED TAX-EXEMPT OBLIGATIONS

The 2007 Bonds have not been designated by the City as "qualified tax-exempt obligations" within the meaning of Section 265
of the Code.
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RATING AND INSURANCE

Moody's Investors Service has assigned a rating of Aaa to the 2007 Bonds, with the understanding that, upon delivery of the
2007 Bonds, a policy insuring the payment when due of the principal and interest on the 2007 Bonds will be delivered by
Financial Security. Moody's Investors Service has also assigned an underlying rating of Aa2 to the 2007 Bonds. An
explanation of the significance of the rating can be obtained from the rating agency. There are no assurances that the rating
will continue for any given period of time or that the rating will not be revised downward or withdrawn entirely by the rating
agency if, in the judgment of the rating agency, circumstances so warrant. Any such downward revision or withdrawal of the
rating may adversely affect the market price of the 2007 Bonds.

FINANCIAL ADVISOR

The City has retained Western Financial Group, LLC, Lake Oswego, Oregon, as Financial Advisor in connection with the
authorization and issuance of the 2007 Bonds.

OFFICIAL STATEMENT

At the time of the original delivery of and payment for the 2007 Bonds, the City will deliver a certificate of the Assistant City
Manager, addressed to the Underwriter to the effect that he 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 2007 Bonds, 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 2007 Bonds 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 15c2-12, as amended (17 CFR Part 240, § 240.15c2-12) (the "Rule"), the City, as the "obligated
person" within the meaning of the Rule, has agreed, in Resolution 99- , to execute and deliver a Continuing Disclosure
Certificate substantially in the form attached hereto as APPENDIX D for the benefit of the Bondholders. 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 and has not failed to comply with any prior such Continuing Disclosure Certificates.

MISCELLANEOUS

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 2007 Bonds. 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: /s/ Richard Seals

Finance Director
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APPENDIX A
MASTER RESOLUTION
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City of Lake Oswego
Multnomah, Washington and Clackamas Counties, Oregon

Resolution No. 99-22
(Master Water Revenue Bond Resolution)

Authorize Water Revenue Bonds, and provide terms for future
Water Revenue Bonds

Adopted July 20, 1999
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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 Multnomah, 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.
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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 inconsistent 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 Service, calculated on
all Bonds which are Outstanding 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;
(D) all amounts treated for accounting purposes as payments for capital expenditures;
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(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 fiind 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 Facility 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.

"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.
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"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.

"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.
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"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.
21E06AD0010
21E07AD0090
21E24BD0120
21E24BD0130
21E24BD0140

Acres
0.75
1.59
1.00
0.98
1.00

Name
Peters Road Res. Site (parcel 1)
Carman Dr. Reservoir Site
H20 Treatment Plant
H20 Treatment Plant
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
Outstanding. 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:

(1) At any time to pay Operating Expenses which are then due;

(2) On each Transfer Date, the City shall transfer to the Registrar an amovmt
sufficient to pay all Bond principal, interest and premium which is due on the
following Payment Date.
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(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
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.

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) 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
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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.

(2) 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.

(3) 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.

(4) 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.

(5) 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/7ro rata
for amounts advanced under the Reserve Credit Facility; second, to replenish the
balance in the Bond Reserve Accoxmt 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).

(6) Amounts in the Bond Reserve Account shall be invested in Permitted Investments
which mature within three years after the investments are purchased.

(7) 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 earnings may be credited to any account of the Water
Fund specified by the City.

(8) Permitted Investments in the Bond Reserve 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 amoimt, plus
accrued interest;
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(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 Outstanding.

4.3 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
subaccoimts, and the City may establish priorities for funding the subaccounts in the
Subordinate Obligations Account. Net Revenues shall be deposited into the Subordinate
Obligatiohs 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.

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
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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. Earnings
on the Rate Stabilization Account shall be credited to the Water Fund.

Section 5. Rate Covenant.

5.1 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.

5.2 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:

(1) 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

(2) 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.

5.3 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
demonstrates that the City has not complied with Section 5.2 during that fiscal year, it
shall not constitute an Event of Default if:

(1) within thirty 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,

(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.
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(2) 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 v^th 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) a certificate 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 amoxint 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
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.

6.3 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
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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) to reflect 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 refiect any additional Net
Revenues not included in the preceding paragraphs that will be derived firom such
additions and extensions (after deducting the estimated increase in operating and
maintenance expenses resulting from such additions and extensions).

6.4 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.

6.5 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.

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 subordinate to the lien on,
and pledge of, the Net Revenues for the Bonds.
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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 Utility 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 enterprises
such as the Water System, such as accrual basis accounting.

9.3 No Superior Liens. That it will not issue Bonds or other obligations having a claim
superior to the claim of the Bonds upon the Net Revenues.

9.4 Deposits. That it will promptly deposit into all funds and accounts all sums required to be
so deposited.

9.5 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, except to City operations, to
suppress fires or in case of emergencies.

9.6 Insurance. That it wdll 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.
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(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.

9.7 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:

(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,
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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.

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":

(1) 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
demanding the cure of such default, from the Owners of not less than 20% in
aggregate principal amount of the Bonds Outstanding;

(3) If the City shall sell, transfer, assign or convey any properties constituting the
Water System in violation of Section 9.7;

(4) If an 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 applicable 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

15
C:\Dociiments and Settings\Kieu-Oanh Nguyen\Local Settings\Temporary Internet Files\OLK3F\1999 Resolution-Master Water Revenue Bonds.doc

bmc



control shall not be otherwise terminated) within sixty (60) days from the date
of the entry of such order, judgment or decree; or

(5) If the 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 xmder Section 10.2(2) if the default
carmot 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.

10.5 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, secvirities 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
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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 attomeys-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 cvire any ambiguity or formal defect or omission in this Master Resolution;

(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;

(7) 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
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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

(C) materially 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:

(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 amoxmt 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) at all 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
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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;

(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 tinder 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.
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Section 12. Defeasance

The City may defease and deem all or any portion of the Outstanding Bonds to be paid by:

12.1 Irrevocably depositing cash or noncallable, 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
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 folly registered form
in authorized denominations in the names of the beneficial owners or their nominees;
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thereafter the provisions set forth in Section 15. below, regarding registration, 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
"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.

13.7 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 The Bonds shall be subject to redemption on the terms established by the Authorized
Officer. The City reserves the right to purchase Bonds in the open market.

14.2 If any 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.

14.3 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 wdth
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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.

14.4 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:

(1) 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

(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 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.

15.2 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.

15.3 While the Bonds are in book-entry only form, the Registrar shall transfer Bond principal
and interest payments in the manner required by DTC.

15.4 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.
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15.5 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.

15.6 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.

15.7 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.

15.8 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.

15.9 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.

Section 16. The Series 1999 Bonds

16.1 Sale Authorized. 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.

16.2 Limitation on Payment. The Series 1999 Bonds shall be special obligations of the City,
and shall be payable solely fi-om the Net Revenues and amounts required to be deposited
in the Bond Reserve Account as required and as provided by this Master Resolution.

16.3 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.

16.4 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;
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(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 15c2-12 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 in connection with the Series
1999 Bonds which the Authorized Officer finds will be advantageous to the City.

16.5 Disposition of Series 1999 Bond Proceeds. The Series 1999 Bond proceeds shall be
applied as follows:

(1) 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.

(2) 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.

(3) 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.

16.6 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.

16.7 Tax-Exempt Status.

(1) 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:
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(A) The City will not take any action or omit any action if it would cause the
Series 1999 Bonds to become "arbitrage bonds" under Section 148 of the
Code.

(B) 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.

(C) 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.

(2) 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.

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.

17.1 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
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
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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
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 hivested.
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
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 owdng 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
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discharged unless all amounts due or to become due to the Series 1999 Insurer have been

paid in full or duly provided for. L-

17.3 Notices To The Series 1999 Insurer.

(1) 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 Î ^
Telecopier: (212) 339-3529

(2) In each case in which notice or other commimication refers to an Event of
Default, then a copy of such notice or other communication shall also be sent to
the attention of General Counsel and shall be marked to indicate "URGENT
MATERIAL ENCLOSED."

17.4 Series 1999 Insurer As Third Party Benefieiary. 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:

NOES:

ABSTAIN:

ABSENT:
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Attest:

APPROVED AS TO FORM:

David Powell, City Attorney

W. K. Klammer, Mayor

Kristi Hitchcock, City Recorder
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Exhibit A
Form of Series 1999 Bond

No R-

$7,185,000
City of Lake Oswego

Multnomah, Washington and Claekamas Counties, Oregon
Water Revenue Bond, Series 1999

Dated Date: August 1, 1999
Interest Rate: % per annum
Maturity Date:
CUSIP Number: -
Registered Owner: Cede & Co
Principal Amount: Dollars

THE CITY OF LAKE OSWEGO, State of Oregon (the "City"), for value received, acknowledges itself indebted and
hereby 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 thereon from the date hereof at the rate per annum indicated above
Interest is payable semiannually on the first days of February and August m each year 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 each payment date Such payments shall be made payable to the order of "Cede & Co "

This Series 1999 Bond is not a general obligation or liability of the City, and is payable solely from the Net Revenues of
the Water System as provided m 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 m 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

Notice of any call for redemption shall be given as required by the Letter of Representations to The Depository Trust
Company, as referenced m the Resolution Interest on any Series 1999 Bond or Series 1999 Bonds so called for redemption shall
cease on the redemption date designated m the notice The City's paying agent and registrar, which is currently U S Bank Trust
National Association, m 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 issued as a book-entry-only security issue with no certificates provided to the Series
1999 Bondowners Records of Series 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 m the form of
registered Series 1999 Bonds without coupons in the denominations of $5,000 or any integral multiple thereof Such Series 1999
Bonds may be exchanged for Series 1999 Bonds of the same aggregate principal amount, but different authorized denominations, as
provided m 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 m the same aggregate principal amount, shall be issued to the transferee as provided m 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 surrendenng it, together with a
written instrument of exchange or transfer which is satisfactory to the Registrar and duly executed by the registered owner or their
duly authorized attorney, at the principal corporate trust office of the Registrar m the manner and subject to the conditions set forth in
the Series 1999 Bond Resolution

Unless this eertificate is presented by an authorized representative of The Depository Trust Company to the issuer
or its agent for registration of transfer, exehange or payment, and any eertifieate issued is registered in the name of Cede &
Co. or sueh 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 series of $7,185,000 aggregate principal amount of Water Revenue Series 1999 Bond,
Series 1999, of the City, and is issued by the City for the purpose 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 after
_, 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 amount thereof, without premium, plus accrued interest to the date fixed for redemption, in the amounts and on the dates set
forth below:

Redemption Date Principal 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 mailed
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
Series 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
surrendering it, together with a written instrument of transfer which is satisfactory to the Registrar and which is executed by the
registered owner or his duly authorized attorney. 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 City and the Registrar may treat the person in whose name this Series 1999 Bond 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 to exist, to
happen, and to be performed precedent to and in the issuance of this Series 1999 Bond have existed, have happened, and have been
performed in due time, form, and manner as required by the Constitution and Statutes 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 «OfBcial 1 » and attested by facsimile signature of the «Official 2 » of the City as of the date
indicated above.

City of Lake Oswego, Multnomah, Washington and Clackamas
Counties Oregon

Mayor

ATTEST:

Authorized Officer

THIS SERIES 1999 Bond SHALL NOT BE VALID UNLESS PROPERLY AUTHENTICATED BY THE REGISTRAR
IN THE SPACE INDICATED BELOW.

Dated:
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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.

«Pay ing Agent» , as Registrar

Authorized Officer
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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 Series 1999 Bond and does hereby irrevocably constitute and appoint _

power of substitution in the premises.

Dated;

_ as attorney to transfer this Series 1999 Bond on the books kept for registration thereof with the full

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 particular, 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 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 (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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October 18, 2007

City of Lake Oswego, Oregon
380 "A" Avenue
Lake Oswego, Oregon 97034

$9,560,000
City of Lake Oswego, Oregon

Water Revenue and Refunding Bonds, Series 2007
(Final Opinion)

Ladies and Gentlemen:

We have acted as bond counsel to the City of Lake Oswego (the "Issuer") in connection
with the issuance of $9,560,000 principal amount of bonds designated "City of Lake Oswego,
Oregon Water Revenue and Refunding Bonds, Series 2007" (the "Bonds"), pursuant to Oregon
Revised Statutes ("ORS") Sections 288.592, 288.605 through 288.695, and 288.805 through
288.945, Resolution No. 99-22 of the City Council of the Issuer (the "City Council") adopted on
July 20, 1999 (the "Master Resolution"), Ordinance No. 2494 enacted by the City Council on
September 4, 2007 (the "Ordinance"), Resolution No. 07-52 of the City Council adopted on
September 4, 2007 (the "Supplemental Resolution"), which resolution supplemented the Master
Resolution, and a Supplemental Action of the Finance Director executed and delivered on
October 18, 2007 (the "Supplemental Action") (the Master Resolution, Ordinance and the
Supplemental Resolution collectively are referred to herein as the "Resolution"). Capitalized
terms not otherwise defined herein shall have the meanings set forth in the Resolution.

In such connection, we have reviewed the Resolution, the Supplemental Action, the Tax
Certificate of the Issuer, dated the date hereof (the "Tax Certificate"), certificates of the Issuer,
the paying agent and others, and such other documents, opinions and matters to the extent we
deemed necessary to render the opinions set forth herein.

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 opinion is not intended to, and may not, be relied upon in connection
with any such actions, events or matters. Our engagement with respect to the Bonds has
concluded with their issuance, 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 second
paragraph hereof. Furthermore, we have assumed compliance with all covenants and agreements
contained in the Resolution, the Supplemental Action and the Tax Certificate, including (without
limitation) covenants and agreements compliance with which is necessary to ensure that future
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actions, omissions or events will not cause interest on the Bonds to be included in gross income
for federal income tax purposes. We call attention to the fact that the rights and obligations
under the Bonds, the Ordinance, the Supplemental Action 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, penalty, 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 subject to the lien of the Resolution or the accuracy or sufficiency of the
description contained therein of, or the remedies available to enforce liens on any such assets.
Finally, we undertake no responsibility for the accuracy, completeness or fairness of the Official
Statement or other offering material relating to the Bonds 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 Bonds constitute the valid and binding special obligations of the
Issuer.

2. The Bonds are special obligations of the Issuer and are payable solely
from Net Revenues (as defined in the Master Resolution).

3. The Resolution has been duly and legally adopted and constitutes a valid
and binding obligation of the Issuer.

4. Interest on the Bonds is excluded from gross income for federal income
tax purposes under Section 103 of the Internal Revenue Code of 1986 and is exempt fi'om State
of Oregon personal income taxes. Interest on the Bonds is not a specific preference item for
purposes of the federal individual or corporate alternative minimum taxes, although we observe
that interest on the Bonds is included in adjusted current earnings when calculating corporate
alternative minimum taxable income. We express no opinion regarding any other tax
consequences related to the ownership or disposition of, or the accrual or receipt of interest on,
the Bonds.

Respectfully submitted,

ORRICK, HERRINGTON & SUTCLIFFE LLP

per
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APPENDIX C

BOOK-ENTRY-ONLY SYSTEM
SAMPLE OFFERING DOCUMENT LANGUAGE
DESCRIBING BOOK-ENTRY-ONLY ISSUANCE

The Depository Trust Company ("DTC") will act as securities depository for the Water Revenue and Refunding Bonds, Series
2007 (the "2007 Bonds"). The 2007 Bonds will be issued as fully-registered 2007 Bonds 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 Bond certificate will be issued in the aggregate principal amount of such issue, and will be deposited with DTC.

DTC, the worlds largest 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 2.2 million
issues of U.S. and non-U.S. equity, 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, in turn, is owned by a number of Direct Participants of DTC and Members of the National
Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging Markets Clearing Corporation, (NSCC, FICC
and EMCC, also subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the American Stock Exchange LLC,
and the National Association of Securities Dealers, Inc. 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.

Purchases of 2007 Bonds under the DTC system must be made by or through Direct Participants, which will receive a credit for
the 2007 Bonds on DTC's records. The ownership interest of each actual purchaser of each Obligation ("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 Director Indirect Participant through which the Beneficial
Owner entered into the transaction. Transfers of ownership interests in the 2007 Bonds 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 the 2007 Bonds, except in the event that use of the book-entry system for
the 2007 Bonds is discontinued.

To facilitate subsequent transfers, all 2007 Bonds 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 2007 Bonds 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 2007 Bonds; DTC's records
reflect only the identity of the Direct Participants to whose accounts such 2007 Bonds 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.

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 govemed by arrangements among them, subject
to any statutory or regulatory requirements as may be in effect from time to time.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with respect to the 2007 Bonds unless
authorized by a Direct Participant in accordance with DTC's Procedures. Under its usual procedures, DTC mails an Omnibus
Proxy to the City 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 the 2007 Bonds are credited on the record date (identified in a listing
attached to the Omnibus Proxy).

Redemption notices shall be sent to DTC. If less than all of the 2007 Bonds 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.

Redemption proceeds, distributions, and dividend payments on the 2007 Bonds 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 corresponding detail information from the City, 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 2007 Bonds 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 nor its nominee, agent, or the City,
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
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representative of DTC) is the responsibility of the City 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.

DTC may discontinue providing its services as depository with respect to the 2007 Bonds at any time by giving reasonable
notice to the City or Agent. Under such circumstances, in the event that a successor depository is not obtained. Obligation
certificates are required to be printed and delivered.

The City may decide to discontinue use of the system of book-entry transfers through DTC (or a successor securities
depository). In that event. Obligation certificates will be printed and delivered.

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

$
City of Lake Oswego, Oregon

Water Revenue and Refunding Bonds
Series 2007

This Continuing Disclosure Certificate (the "Certificate") is executed and delivered by
the City of Lake Oswego, Oregon (the "Issuer") in connection with the issuance of the Issuer's
Water Revenue and Refunding Bonds, Series 2007 (the "Bonds").

Section 1. Purpose of Certificate. This Certificate is being executed and delivered by the
Issuer for the benefit of the holders of the Bonds and to assist the underwriter(s) of the Bonds in
complying with paragraph (b)(5) of Securities and Exchange Commission Rule 15c2-12 (17
C.F.R. § 240.15c2-12) (the "Rule"). This Certificate constitutes the Issuer's written undertaking
for the benefit of the ovraers of the Bonds as required by Section (b)(5) of 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 Bonds, including persons holding
Bonds through nominees or depositories.

"Commission" means the Securities and Exchange Commission.

"MSRB" means the Municipal Securities Rulemaking Board or any successor to its
functions.

"NRMSIR" means a nationally recognized municipal securities information repository.

"Official Statement" means the final official statement for the Bonds which is dated
October _ , 2007.

"Rule" means the Commission's Rule 15c2-12 under the Securities and Exchange Act of
1934, as the same may be amended from time to time.

"SID" means a state information depository for the State of Oregon (if one is created).

Section 3. Financial Information. The Issuer agrees to provide or cause to be provided to
each NRMSIR and to the SID, if any, in each case as designated by the Commission, the Issuer's
latest publicly available annual financial statements prepared in accordance with the Oregon
Local Budget Law (or any successor statute) and in accordance with generally accepted
accounting principles so prescribed by the Governmental Accounting Standards Board (or its
successors). To the extent not included in those annual financial statements, the Issuer shall also
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provide financial information or operating data for the applicable period of the type set forth in
Tables 3 through 8 (inclusive) of the Official Statement.

The annual information described in the preceding paragraph shall be provided on or
before nine months after the end of the Issuer's fiscal year, commencing with information for
fiscal year 2006-2007. The Issuer's current fiscal year ends June 30. The Issuer may adjust this
fiscal year by providing written notice of the change of fiscal year to each then existing NRMSIR
and the SID, if any. In lieu of providing this annual financial information separately, the Issuer
may cross-reference to other documents provided to the NRMSIR, the SID or to the
Commission. If the cross-referenced document is a final official statement Avith in the meaning
of the Rule, it shall be available from the MSRB.

The Issuer agrees to provide or cause to be provided, in a timely manner, to each
NRMSIR or to the MSRB, and to the appropriate SID, if any, notice of its failure to provide the
annual financial information described in this Section 3 on or prior to the date set forth in the
preceding paragraph.

If not provided as part of the annual financial information discussed above, the Issuer
shall provide the Issuer's audited annual financial statement prepared in accordance with the
Oregon Local Budget Law (or any successor statute) when and if available to each then existing
NRMSIR and the SID, if any.

Section 4. Material Events. The Issuer agrees to provide or cause to be provided, in a
timely manner, to the SID, if any, and to each NRMSIR or to the MSRB notice of the occurrence
of any of the following events with respect to the Bonds, if material:

1. Principal and interest payment delinquencies;

2. Non-payment related defaults;

3. Unscheduled draws on debt service reserves for the Bonds refiecting financial
difficulties;

4. Unscheduled draws on credit enhancements for the Bonds refiecting financial
difficulties;

5. Substitution of credit or liquidity providers or their failure to perform;

6. Adverse tax opinions or events affecting the tax-exempt status of the Bonds;

7. Modifications to rights of holders of the Bonds;

8. Optional redemption of Bonds prior to their maturity;

9. Defeasance of the Bonds;

bmc

bmc



10. Release, substitution, or sale of property securing repayment of the Bonds; and

11. Rating changes.

Section 5. Termination/Modification. The Issuer's obligations to provide notices of
material events shall terminate upon the legal defeasance, prior redemption or payment in full of
all of the Bonds. This Certificate, or any provision hereof, shall be null and void if the Issuer (a)
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 Bonds; and (b) notifies each then existing
NRMSIR and the SID, if any, of such opinion and the cancellation of this Certificate.

Notwithstanding any other provision of this Certificate, the Issuer may amend this
Certificate, and any provision of this Certificate may be waived, provided that the following
conditions are satisfied:

A. If the amendment or waiver relates to the provisions of Sections 3 or 4 hereof, it
may only be made in connection with a change in circumstances that arise from a change in legal
requirements, change in law, or change in the identity, nature or status of the Issuer with respect
to the Bonds, or the type of business conducted;

B. The undertaking, as amended or taking into account such waiver, would, in the
opinion of nationally recognized bond counsel, have complied with the requirements of the Rule
at the time of the original issuance of the Bonds, after taking into account any amendments or
interpretations of the Rule, as well as any change in circumstances; and

C. The amendment or waiver either (i) is approved by the owners of the Bonds or (ii)
does not, in the opinion of nationally recognized bond counsel, materially impair the interests of
the owners or Beneficial Owners of the Bonds.

In the event of any amendment or waiver of a provision of this Certificate, the Issuer
shall describe such amendment in the next annual report, and shall include, as applicable, a
narrative explanation of the reason for the amendment or waiver and its impact on the type (or in
the case of a change of accounting principles, on the presentation) of financial information or
operating data being presented by the Issuer. In addition, if the amendment relates to the
accounting principles to be followed in preparing financial statements, (i) notice of such change
shall be given in the same manner as for a material event under Section 4 hereof, and (ii) the
annual report for the year in which the change is made should present a comparison (in narrative
form and also, if feasible, in quantitative form) between the financial statements as prepared on
the basis of the new accounting principles and those prepared on the basis of the former
accounting principles.

Section 6. Bond Owner's Remedies Under This Certificate. The right of any Bond
Owner or Beneficial Owner of Obligations to enforce the provisions of this Certificate shall be
limited to a right to obtain specific enforcement of the Issuer's obligations hereunder, and any
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failure by the Issuer to comply with the provisions of this undertaking shall not be an event of
default with respect to the Bonds hereunder.

Section 7. 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.

Dated as of the 18* day of October, 2007.

City of Lake Oswego, Oregon

By:
Richard W. Seals
Finance Director
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APPENDIX E

SPECIMEN MUNICIPAL BOND INSURANCE POLICY and

MUNICIPAL BOND DEBT SERVICE RESERVE INSURANCE POLICY

bmc

bmc



This Page Intentionally Left Blank.

bmc



FINANCIAL
SECURITY
ASSURANCE®

MUNICIPAL BOI
INSURANCE

ISSUER

BONDS

FINANCIAL SECURITY ASSURANCE INC
hereby UNCONDITIONALLY AND IRREVOCABLY
f>aying agent {the "Payrng Agent") (as set forth jirtoe
secunng the Bonds) for the Bonds, for th^eneBt o
Secunty, directly to each Owner, subject /nly to\the
endorsement "hereto), that portion of the pnnpipal of and
for Payment but shall be unpaid by r e ^ n o/Nonpay(|ei|t by

On the later of the day o
^usines§ Day,next following
Nonpayment, Financial Sec
anlount of principal
reason of Nonpa^p<i€ht b\ th^ Issugpi^t
satisfactory to
Due f6r P^m'^it and (b) | v
Ownert
|here/4ipn Ves
Bu^ess D W I
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given
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ived t^.#ininlfcl^1
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Tru^t^e, Paying Agent or

ent. Upon disbufsement in
in^ afiy appurtfn^nt, coupon to

jst on the Bond arid fhall be fully
to receive payments iinder tfie Bond,

srduptfer., Pay^iBnt-by Financial Security to the
ere?hplJi tq the ei^ent thereof, discharge the

n endorsement hereto^ the following ^rms.,shall have
licy. "Business Day" means any day other than (a)* a

bay on w l ^h banking institutions in the State of New Yorh on the Insurer's
by law or executive order to remain dosed. "Dye for»Raymant"

cipal of a Bond, payable on the ̂ stated maturity date thereof or the
L^ve been duty* called for mandatory sinking fund redemption and does

•on which payment is due by reason of call fca- redemption (other* thant by
fund redemption), acceleration pr other, advancement of maturity unless financial
in its $ol6 discretion, to pay such principal due upon such acceleration together With
t to the date'of acceleration and (b) when referring to interest on a BoncJ, payable on

5t rfeien
hanqatd
iecunty sha
iy accrue!

: stated ilat#for payment of interest. "Nonpayment" means, in respectfOf a Bond, the failure of the
jer to jfave provided sufficient funds to the Trustee or, if there is no Trustee^ to the Paying Agent for

p^ment^rt full of all prfncipat afid interest that is Due for Payment on such Bond. "Nonpayment" slifall
alsVj|i*aude,»'fn respect of a Bond, any payment of pnnclpal or interest that is Due for Payment
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made.to ap Owner by qr on behglf of the Issuer which has been recovereirfn
tlie' Urtited'States Bankruptcy Code by a trustee in bankruptcy in accorcpnce
orders of a jJOijrt hpving qompeteht juri^iction. "Notice" me
subsequer|tlyconfirmed in a signed writirig, pr wntteri notice by
th^ Trustee of the Payfhg Agent to Fihahcial Security which n
ijiakingthf c|aim*{b| the? Policy Number, (e> the c|aimedai|iipi
becarrie Pue for JFlay^eot "pwnier"; means,; iri restiebf c^a ?o
(^dripayfcent,Isentitted under the ternSs of isucH Bond" 3 pi
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FINANCJACSEOullfYASS! INC.
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31^/V|st K^;S Hdw york, N!Y. 1OC(19
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•FIWiNCfA[ 'SECUFiHV ASSURANCE INC. fFinancial
UNCONDITIONALLY AND IRREVOCABLY agrees to pay toJtK
"Paying Agent") as set forth in the ck)cumentatlon (the "B/ufi
securing the Bonds, for the benefit of the Owners, subjeq
endorsement hereto), that portion of the principal of and int
but shall be unpaid by reason of Nonpayment by

Financial Security will make payment as
Business Day on which such principal and
the Business Day on which Financi^
satisfactory to it. A Notice of Norij
to 1:(X) p.m (New York time)
Day. If any Notice of Nonj
been received by Finandal
so advise
Nonpayment. Pa)(i^r\by f înancial
the extent tl
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ding tfid'Owner's right to
»nd/TO the extent of any

lid' L prtf The amount available at any
IS pf this Policy shall automatically be

le amount available under this Policy
th'e extent of the reimbursement of such i' S A

iiti 1^ or on behalf of the Issuer. Within three
f^vide the Trustee, the Paying Agent and the

ible with respect to (a) any Nonpayment that occurs prior to
Policy or (b) Bonds that are not outstanding under the BorxJ

is also payable under another insurance policy or surety bond
I; 2 madeTJnder this Policy to the extent of the amount available under this

nt shall Finandal Security incur duplicate liability for the same amounts
covered under this Policy and any other insurance policy or surety bond

modified by an endorsement hereto, the fbllowlr^ terms shall have the meanings
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anking institutions in the State of New York are, or the Insurer's Fiscal Agent is, authorized or

I iw c • executive order to remain dosed. "Due for Payment" means (a) when referring to the pnndpal
on the stated maturity date thereof or the date on which the same shall have been duly called

•- 5,' 't i' ''

_.- , sinking fund redemption and does not refer to any earlier date on which payment is due by reason „
of call fcr redemption (other than by mandatory sinking fund redemption), acceleration or other advancement of 1" ih A
maturifir unless Finandal Security shall elect, in its sole discretion, to pay such prindpat d i ^ „ .j -̂  ^ ^ ^ ^.- y j ^ >|
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^uflsi^siich acceleration together wi t f r l f i f aJlifed interest to the date of acceleration and flifwlT^n
interest on a Bond, payable on the stated date for payment of interest. "NonpaymentJ^ans, i >
Bond, the failure of the Issuer to have provided sirfRcient funds to the Paying Agerj
principal and interest that is Due for Payment on such Bond. "Nonpayment"
Bond, any payment of principal or interest that is Due for Payment made to an
that has been recovered from such Owner pursuant to the United Stat
bankruptcy in accordance with a final, nonappealable order of a couiyia\

, means telephonic or telecopied notice, subsequently confirmed in a
or certified mail, from the Issuer, the Trustee or the Paying Agent

¥''rl /: (a) the person or entity making the claim, (b) the Policy Num
^.',. claimed amount became Due for Payment. "Owner" meanylfi esj)ect oi|a
'- ";' -time of Nonpayment, is entitled under the tenns of such
„ - except that "Owner" shall not include the lssuer_or any
* *' constitutes the underlying security for the Bond^
Vc."= reserve fund required to be maintained for the ̂ n d s 1

Reserve Requirement"), but in no event:
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and irrevocably be reduced from time
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!rfi atron or amendment thereto. Except to the extent

premium paid in respect of this Policy is nonrefundable for
n being made for payment, of the Bonds pnor to maturity
'oked. THIS POLICY IS NOT COVERED BY THE

FUND SPECIFIED IN ARTICLE 76 OF. THE NEW YORK
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