
September 30, 2025

Board of Directors
Zone 7 Water Agency
100 North Canyons Parkway
Livermore, CA 94551

Subject: Investment Report as of September 30, 2025 (Unaudited)

Dear Board Members:

Pursuant to Resolution No. 25-48, dated June 18, 2025, the Board adopted the Agency
investment policy.  In accordance with Strategic Plan Goal H Fiscal Responsibility: Operate the
Agency in a fiscally responsible manner, and Strategic Plan Initiative No. 21 Continue to
effectively manage financial resources for the Agency in a prudent manner and in accordance
with the Investment Policy, attached is the Agency quarterly informational investment report as
of September 30, 2025.  Enclosed with this report is a detailed composition of investments held

September 30, 2025.  This report reflects the
market value and cost of purchase of the securities.

All Agency investments in this investment management portfolio conform to the investment
policy and are in accordance with California Government Code Section 53600, et. seq. Below is

1) Money Market:  The Money Market Book Yield (Yield to Maturity at Cost) is not part of the overall securities YTM at Cost from PFM Asset
U.S. Bank as custody bank. 

In addition, the Agency has cash and investments pooled with the Alameda County Treasury. 
The County Treasurer acts as the disbursing agent for these funds for the Agency and the cash
and investments are invested pursuant to investment policy guidelines established by the County
Treasurer for the County.  
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As of September 30, 2025, the County Treasurer held approximately $ 185,143,030 (unaudited) 
for the Agency.  The amount held by the County Treasurer is sufficient to meet all operating
cash needs for the Agency within the next six months.  Here is a link to the County investment
reports: https:// treasurer.acgov.org/ reports/

I hereby certify that, to the best of my actual knowledge, this report includes all investments in

policy dated July 1, 2024.  

Market value amounts are from PFM Asset Management which provides investment
management services for the Agency.  U.S. Bank provides the Agency custody services.  Book
value amounts include premiums or discounts and are adjusted at year end on the general
ledger.

Sincerely,

Osborn Solitei,
Treasurer

Attachment:  
Zone 7 Investment Performance Review for the Quarter Ended September 30, 2025

cc.  Valerie Pryor, General Manager
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Current Market Themes

Source: Details on market themes and economic indicators provided throughout the body of the presentation. Bloomberg Finance L.P., as of September 30, 2025.

U.S. economy has been resilient but a cooling labor market presents risk

Inflation accelerated but Fed expects further price pressures to be short-lived

Uncertainty eased as tariff and fiscal announcements were digested

Fed cut rates for the first time in 2025

Fed Chair Powell acknowledged the difficulty in balancing the risks affecting labor
markets and inflation, but noted risks to the labor market were the Fed's focus

remain split, with 7 members favoring no additional cuts in 2025

Treasury yields moved lower across the curve in Q3

Front end Treasury yields moved lower on Fed rate cut expectations

Yields settled into a narrow trading range as market volatility eased

Credit spreads continued to tighten and neared historically narrow levels

For the Quarter Ended September 30, 2025
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2023 2024 2025

CPI YoY 6.4 6.0 5.0 4.9 4.0 3.0 3.2 3.7 3.7 3.2 3.1 3.4 3.1 3.2 3.5 3.4 3.3 3.0 2.9 2.5 2.4 2.6 2.7 2.9 3.0 2.8 2.4 2.3 2.4 2.7 2.7 2.9

Unemployment
Rate

3.5 3.6 3.5 3.4 3.6 3.6 3.5 3.7 3.8 3.9 3.7 3.8 3.7 3.9 3.9 3.9 4.0 4.1 4.2 4.2 4.1 4.1 4.2 4.1 4.0 4.1 4.2 4.2 4.2 4.1 4.2 4.3

U.S. Real GDP
QoQ

2.9 2.5 4.7 3.4 0.8 3.6 3.3 1.9 - 0.6 3.8
1.7%
Est.*

Consumption
QoQ

4.5 1.5 3.1 3.0 1.7 3.9 4.0 3.9 0.6 2.5
1.5%
Est*

employment have risen. At the same time, inflation has risen recently and remains somewhat elevated. Recent indicators

Worse Neutral Better

Source: FOMC Chair Jerome Powell Press Conference, September 17, 2025. Bloomberg Finance L.P., Bureau of Labor Statistics and Bureau of Economic Analysis as of August 2025. 
The shading represents the deciles of each data point using 30 years of historical data. 
Median forecasts sourced from Bloomberg Finance L.P. as of October 2, 2025.

Economic Growth Rebounds Amid Sticky Inflation

For the Quarter Ended September 30, 2025
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Factors Influencing Slower Than Expected
Pass- Through of Goods Inflation

Source: FOMC Chair Jerome Powell Press Conference, September 17, 2025. Bureau of Economic Analysis, and Bloomberg Finance L.P., as of August 2025 ( left). Survey responses after
September 26, 2025, included in mean and forecast range.
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For the Quarter Ended September 30, 2025
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Source: FOMC Chair Jerome Powell Press Conference, September 17, 2025. Bureau of Labor Statistics, and Bloomberg Finance L.P., as of August 2025. Data is seasonally adjusted. 
Survey responses after September 26, 2025, included in mean and forecast range. 
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Net new job creation nears zero

Sticky services inflation

Increasing retail credit card
balances

Rising student loan
delinquencies

Planned federal spending cuts

Slower tariff-based inflation
passthrough

Stabilizing credit card
delinquencies

Corporate fundamentals
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Positive real disposable
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investment
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Sources: Bloomberg Finance L.P., Bureau of Labor Statistics as of August 2025, Federal Reserve Bank of New York as of June 2025, and Bureau of Economic Analysis as of August 2025.
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Source: FOMC Chair Jerome Powell Press Conference as of September 17, 2025. September 2025 was the first projection period for calendar year 2028.
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nd you'll see that
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Source: Federal Reserve and FOMC Chair Jerome Powell Press Conference, as of September 17, 2025. Bloomberg Finance L.P.. Individ
the midpoint of the appropriate target range for the federal funds rate at each year- end.
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Source: Bloomberg Finance L.P., as of September 30, 2025. 

For the Quarter Ended September 30, 2025

Market Update

PFM Asset Management | pfmam.com 8



Front End Treasury Yields Move Lower

3.93%

3.61%

3.74%

3.93%

4.15%

4.73%

3.00%

3.50%

4.00%

4.50%

5.00%

5.50%

Maturity

U.S. Treasury Yield Curve

1 Year Range

September 30, 2025

June 30, 2025

3mo 2yr 5yr 7yr 10yr 20yr 30yr

Source: Bloomberg Finance L.P., as of September 30, 2025. 
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Source: ICE BofA 1-5 year Indices via Bloomberg Finance L.P. and PFMAM as of September 30, 2025. Spreads on ABS and MBS are option- adjusted spreads of 0-5 year indices based on
weighted average life; spreads on agencies are relative to comparable maturity Treasuries. 
CMBS is Commercial Mortgage- Backed Securities and represented by the ICE BofA Agency CMBS Index.
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Source: ICE BofA 1-5 year Indices via Bloomberg Finance L.P. and PFMAM as of September 30, 2025. Spreads on ABS and MBS are option- adjusted spreads of 0-5 year indices based on
weighted average life; spreads on agencies are relative to comparable maturity Treasuries. 
CMBS is Commercial Mortgage- Backed Securities and represented by the ICE BofA Agency CMBS Index.

0.1%

0.0%

0.1%

0.2%

Jun-25 Jul-25 Aug-25 Sep-25

Federal Agency Yield Spreads

Bullet Callable 1 Year Average

0.2%

0.4%

0.6%

0.8%

1.0%

Jun-25 Jul-25 Aug-25 Sep-25

Corporate Notes A-AAA Yield Spreads

1-5 Yr. AAA-A Corp 1 Year Average

0.2%

0.4%

0.6%

0.8%

1.0%

Jun-25 Jul-25 Aug-25 Sep-25

Mortgage-Backed Securities Yield Spreads

Agency MBS Agency CMBS Index 1 Year Average

2 bps 50 bps

42 bps

0.2%

0.4%

0.6%

0.8%

1.0%

Jun-25 Jul-25 Aug-25 Sep-25

Asset-Backed Securities AAA Yield Spreads
AAA ABS 1 Year Average

Sector Yield Spreads

For the Quarter Ended September 30, 2025

Market Update

PFM Asset Management | pfmam.com 11



Source: ICE BofA Indices. ABS indices are 0-5 year, based on weighted average life. As of September 30, 2025.

1-5 Year Indices
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Fixed Income Sector Outlook 4Q 2025

Sector Our Investment Preferences

C O M M E R C I AL PAP E R
C D

T R E A S U R I E S

T-Bill
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F E D E R A L A G E N C I E S
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Callables

S U P R A N AT I O N A L S

C O R P O R AT E S

Financials

Industrials

S E C U R I T I Z E D

Asset-Backed

Agency Mortgage-Backed

Agency CMBS

M U N I C I PA L S

Negative
Slightly

Negative
Neutral

Slightly
Positive

PositiveCurrentoutlook Outlook one quarter ago

For the Quarter Ended September 30, 2025
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The Federal Open Market Committee (FOMC)
lowered the target range for the federal funds rate to
4.00-4.25% during the September 17th meeting, citing
weakening in the labor market.

U.S. Treasury yields across all maturities moved
lower over the quarter. The change in yields reflected
ongoing market sensitivity to the Fed, with concerns
regarding the labor market taking center stage amid
ongoing weakness. As a result of the Treasury rally,
total returns were positive for the quarter.

Federal Agency & supranational spreads remained
low and traded in a narrow range throughout Q3.
Excess returns remained muted in part due to limited
issuance, which is a trend we expect to continue.

Investment-Grade (IG) corporate bonds generated
strong excess returns as spreads narrowed to multi-
year lows across most maturities. Lower-quality and
longer-duration bonds led performance, supported by
strong investor demand.

Asset-Backed Securities spreads tightened but
remain modestly elevated versus 12-month lows.
While excess returns were positive, they lagged those
of IG corporates. Auto loan collateral modestly
outperformed credit card-backed securities.

Agency-backed mortgage-backed securities
MBS) delivered solid performance with positive

excess returns across the board.  Longer-duration
MBS stood out as a top-performing IG sector in Q3.
Agency-backed commercial MBS (CMBS) also
posted positive excess returns for the quarter.

Short-term credit (commercial paper and negotiable
bank CDs) yields declined as Treasury issuance
surged and the Fed cut rates. Short-end yield spreads
widened over the quarter and demand remained
strong as investors viewed the sector as a hedge
against future rate cuts.

Fixed- Income Sector Commentary 3Q 2025

The views expressed within this material constitute the perspective and judgment of PFM Asset Management at the time of distribution ( 09/30/2025) and are subject to change. Information is
obtained from sources generally believed to be reliable and available to the public; however, PFM Asset Management cannot guarantee its accuracy, completeness, or suitability.

For the Quarter Ended September 30, 2025
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Fixed- Income Sector Outlook 4Q 2025

The views expressed within this material constitute the perspective and judgment of PFM Asset Management at the time of distribution ( 09/30/2025) and are subject to change. Information is
obtained from sources generally believed to be reliable and available to the public; however, PFM Asset Management cannot guarantee its accuracy, completeness, or suitability.

U.S. Treasury volatility is expected to increase from
multi-year lows given both fiscal and monetary policy
uncertainty. The potential collective impact of further
policy changes on economic growth, inflation, and
labor markets are unknown. We expect to see an
ongoing steepening of the yield curve given the
expectation for future Fed rate cuts.

Federal Agency & Supranational spreads are likely
to remain at tight levels. Government-heavy accounts
may find occasional value on an issue-by-issue basis.

Taxable Municipals continue to see little activity due
to an ongoing lack of supply and strong demand
which continues to suppress yields in both the new
issue and secondary markets. We expect few
opportunities in the near term.

Investment-Grade (IG) Corporate bond
fundamentals and valuations weakened while
technicals have improved modestly. We will evaluate
opportunities with a focus on industry fundamentals
and issuer credit quality while identifying rich holdings
to tactically reduce allocations.

Asset-Backed Securities fundamentals remain intact
and credit metrics have normalized. Consumer credit
trends will depend on the labor market and the

which tends to work on a lag. We expect spreads to
continue to exhibit volatility with a bias towards
widening, while low issuance in Q4 will support
technicals in the sector.

Mortgage-Backed Securities are expected to
underperform over the short term with spreads at their
narrowest levels in 3-years. We may use any
meaningful spread widening to add at more attractive
levels.

Short-term credit (commercial paper and negotiable
bank CDs) spreads in Q4 will continue to be primarily
driven by expectations about monetary policy
decisions by the FOMC. Given the positively sloped
shape of the money market yield curve, we favor a
mix of floating rate securities in the front end and fixed
rate securities in longer maturities.

For the Quarter Ended September 30, 2025

Market Update

PFM Asset Management | pfmam.com 16



Factors to Consider for 6-12 Months

Stance Favorable
to Risk Assets

Stance Unfavorable
to Risk Assets

Current outlook Outlook one quarter ago

Statements and opinions expressed about the next 6-12 months were developed based on our independent research with information obtained from Bloomberg Finance L.P. and FactSet. The views
expressed within this material constitute the perspective and judgment of PFM Asset Management at the time of distribution ( 9/30/2025) and are subject to change. Information is obtained from sources
generally believed to be reliable and available to the public; however, PFM Asset Management cannot guarantee its accuracy, completeness, or suitability.

For the Quarter Ended September 30, 2025
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