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Market Review
Pushed higher by large, tech-oriented stocks, the S&P® 500 Index
posted strong gains in the first quarter. It was far from a smooth
ride, however, as a banking crisis battered stocks in mid-March.
Stocks rose sharply as the new year began, providing needed
relief after a miserable showing in 2022. Initially spurred on by
moderating wage growth and easing inflation fears, stocks kept
rising after reports of better-than-expected earnings. Late in
January, the Commerce Department report of 2.9% fourth quarter
GDP growth further encouraged investors. Stocks pushed higher
still after a quarter-point rate hike on February 1 confirmed views
of a more dovish Fed. Following a brief drop in late February,
stocks began drifting higher in early March, but made a sharp
reversal after Fed Chair Powell testified that rates may be lifted
more than previously expected. Shortly thereafter, Silicon Valley
Bank collapsed, falling victim to bond losses that triggered a run
on deposits. Signature Bank soon met with a similar fate, while
several other banks felt varying degrees of pressure. Fears of a
full-blown financial crisis brought stocks to their low point on
March 13. Stocks began to climb back, albeit in fits and starts,
after a modest cooling in CPI and hopes of a quick resolution to
bank troubles. Another quarter-point Fed rate hike initially
pressured the market but stocks powered higher during the last
week of the quarter, bringing the S&P 500 quarterly return to a
solid 7.50%. The Nasdaq Composite, which is approximately half
weighted in technology stocks, gained 16.77% in the quarter.
Bonds performed well in the quarter, leading to a 2.96% gain in
the Bloomberg U.S. Aggregate Total Return Index.
First Quarter Convertibles
Investment grade convertibles produced low returns in the first
quarter, with the Constrained Convertible Index (VX5C) rising
0.24%, and the Unconstrained Convertible Index (VXA1) falling
0.47%. The current lack of investment grade technology
convertibles contributed to the meager returns of the investment
grade indices. The Constrained Convertible Index (VX5C) sector
contributions were led by the Consumer Discretionary and
Financials sectors, while the Energy, Health Care, and Industrials
sectors subtracted from returns. Top individual performers in the
Index included Booking Holdings, KKR & Co., and Expedia Group.
Bottom performers included Pioneer Natural Resources, Elevance
Health, and Southwest Airlines.
New convertible issuance picked up from a year ago, with 18 new
issues coming in the first quarter, raising $11 billion. Three of the
issues were rated investment grade, raising $3.3 billion.

Portfolio Performance
The INCORE Investment Grade Convertible Fund (the “Fund”)
outperformed both the Constrained Convertible Index (VX5C) and
the Unconstrained Convertible Index (VXA1) in the first quarter. As
with the Index, absolute performance was led by the Consumer
Discretionary and Financials sectors, while the Energy, Health
Care, and Industrials sectors subtracted from returns. Relative
performance was helped by an overweight in the Consumer
Discretionary sector, as well as security selection within the
Financials and Utilities sectors. Top performing individual
convertibles included Booking Holdings, KKR & Co., and Barclays
Bank (exchangeable into Microsoft). Bottom performing
convertibles included Pioneer Natural Resources, Elevance
Health, and Southwest Airlines.
Portfolio Characteristics
We strive to invest in high-quality convertibles with attractive
underlying common stocks. We structure our portfolios by
spreading our holdings across the three types of convertibles: 1)
equity-sensitive, high-delta convertibles; 2) total return, middle-of-
the-road convertibles; and 3) fixed income oriented convertibles.
This structure provides a balance between the potential for upside
participation during good markets and downside protection during
bad markets.
The holdings in the Fund’s portfolio have an average current yield
of 2.9%, a delta (sensitivity to common stock) of 46%, and an
average credit rating of BBB. The Constrained Convertible Index
(VX5C) yields 3.4%, has a delta of 44%, and an average credit
rating of BBB. The holdings are diversified across all economic
sectors. Compared to the Constrained Convertible Index (VX5C),
we maintain an overweight in the Information Technology,
Industrials, and Consumer Discretionary sectors. We maintain an
underweight in the Utilities sector. We maintain approximately
neutral sector exposure to all other sectors.
Buys & Sells
During the first quarter, we initiated positions in three new
investment grade convertible bonds issues, all of them Utilities.
First to issue was PPL Corp., a Pennsylvania-based utility, which
was quickly followed by issues from Atlanta-based Southern
Company and Wisconsin-based Alliant Energy. In addition, we
added to a convertible bond from New Mountain Finance issued
last quarter. We took advantage of lower prices to add to longer
held positions in energy company EQT Corp. and Southwest
Airlines. Midway through the quarter we sold a NextEra Energy
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mandatory convertible preferred maturing in March, replacing it
with a similar NextEra mandatory convertible maturing in 2025.
Also during the quarter, we trimmed positions in a JP Morgan
bond exchangeable into Voya Financial, and we eliminated
Elevance Health.
Outlook
We believe investment grade convertibles are well positioned in
the current environment to continue to provide a measure of
downside support while still providing upside potential during
market rallies.
We believe that the U.S. economy will continue along a slow
growth path in 2023. The latest Bloomberg survey points to 1.0%
GDP growth for the year, which is actually up from the 0.3%
growth in the survey just a quarter ago. Tighter economic
conditions causing higher interest rates are acting to slow
economic growth both domestically and worldwide. The
Conference Board Leading Economic Index (LEI) remains in
negative territory. The chance of recession later this year remains
present, and at least a mild recession is becoming consensus.
Inflation remains elevated and continues to be a primary concern.
However, it appears that inflation has peaked, with the March CPI
report showing a 5.0% annual increase, down from the 6.0%
February CPI reading. The Federal Reserve remains diligent in its
effort to curtail inflation, raising the federal funds rate nine times
this cycle, for a total increase of 475 basis points. Another
increase seems likely in May. With the federal funds rate already
exceeding long Treasury yields, the yield curve has become
increasingly inverted, further pressuring economic prospects.
Earnings estimates have remained resilient in the face of
weakening worldwide economies. A Bloomberg survey of
strategists indicates a median S&P 500 forecast of $208 in 2023,
putting the S&P 500 at nearly 20 times earnings based on its
quarterly close of 4109. Something worse than a mild recession
could put earnings and valuations under pressure.
We believe that markets will continue to be volatile, and we
remain neutral on stock market prospects. The rebound in
equities so far this year has been driven by technology-related
stocks, which has made it difficult for investment grade
convertibles to participate fully. As equity returns balance out, we
believe convertible participation rates will improve.
Historically, convertible returns have closely matched or even
exceeded equity returns over long periods, with lower volatility. In
general, convertibles have tended to underperform stocks in bull
markets, outperform stocks in bear markets, and provide
competitive returns in normal markets. In addition, their lack of
perfect correlation to either the stock or the bond market can
make them a worthy addition to balanced portfolios.

VICTORY INCORE INVESTMENT GRADE CONVERTIBLE FUND As of March 31, 2023 

2

20230504-2877151



Investment Performance (%)
Average Annual Returns as of March 31, 2023 
Victory INCORE Investment Grade 
Convertible Fund Ticker Inception 

Date Q1 2023 YTD 1 Year 3 Year 5 Year 10 Year Since 
Inception

Expense Ratio
Gross Net

A Shares, without sales charge SBFCX 4/14/88 0.68 0.68 -9.83 8.83 4.96 7.40 7.32 1.20 1.20

A Shares, with sales charge (max. 2.25%) SBFCX 4/14/88 -1.60 -1.60 -11.87 8.00 4.48 7.16 7.25 1.20 1.20

I Shares VICIX 8/31/07 0.74 0.74 -9.66 9.21 5.37 7.85 5.62 0.91 0.91

ICE BofA Investment Grade U.S. 
Convertible 5% Constrained Index (VX5C) – – 0.24 0.24 -5.92 10.18  6.53 9.07 – – –

ICE BofA Investment Grade U.S. 
Convertible Index (VXA1) – – -0.47 -0.47 -6.11 8.23  5.44 9.67 – – –

Source: Victory Capital dataanalyzed through Zephyr.
Past performance does not guarantee future results. The performance quoted represents past performance and current performance may be
lower or higher. The investment return and principal value will fluctuate so that an investor’s shares, when redeemed, may be worth more or less
than the original cost. To obtain performance information current to the most recent month-end, visit www.vcm.com. Returns include reinvestment
of dividends and capital gains. Performance for periods greater than one year is annualized. Other share classes are available. Fee waivers and/or expense
reimbursements were in place for some or all periods shown, without which Fund performance would have been lower. Net expense ratio reflects the
contractual waiver and/or reimbursement of management fees through October 31, 2023.
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Top 5 Contributors (%) Contribution to 
Absolute Return

Booking Holdings Inc. 0.75% 01-may-2025 0.6 

KKR & Co. Inc. 6% Conv Cum Red Pfd Registered Shs 
2020-15.09.23 Series C 0.6 

Barclays Bank Plc 0.0% 04-feb-2025 0.4 

JPMorgan Chase Financial Co. LLC 0.25% 01-may-
2023 0.2 

NiSource Inc. Purchase Contract 2021-01.12.23 
(Exp.17.11.23) on NiSource 0.1 

Top 5 Detractors (%) Contribution to 
Absolute Return

Pioneer Natural Resources Company 0.25% 15-may-
2025 -0.5

Elevance Health, Inc. 2.75% 15-oct-2042 -0.4

Southwest Airlines Co. 1.25% 01-may-2025 -0.3

Ares Capital Corporation 4.625% 01-mar-2024 -0.2

EQT Corporation 1.75% 01-may-2026 -0.2

Top Ten Holdings % Fund

Pioneer Natural Resources Company 0.25% 15-may-
2025 6.2 

Wells Fargo & Company 7.5% Non Cum Perp Conv 
Pfd Registered Shs A Series L 5.5 

Bank of America Corp. 7.25% Non Cum Perp Conv 
Pfd Registered Shs Series L 5.7 

Southwest Airlines Co. 1.25% 01-may-2025 5.3 

Booking Holdings Inc. 0.75% 01-may-2025 5.1 

Western Digital Corporation 1.5% 01-feb-2024 4.9 

NiSource Inc. Purchase Contract 2021-01.12.23 
(Exp.17.11.23) on NiSource 4.8 

KKR & Co. Inc. 6% Conv Cum Red Pfd Registered 
Shs 2020-15.09.23 Series C 4.8 

Ares Capital Corporation 4.625% 01-mar-2024 4.3 

Expedia Group, Inc. 0.0% 15-feb-2026 4.2 

Total 50.4
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Carefully consider a fund’s investment objectives, risks,
charges and expenses before investing. To obtain a
prospectus or summary prospectus containing this and other
important information, visit www.vcm.com/prospectus. Read it
carefully before investing.
Not all share classes are available to all investors.
All investing involves risk, including the potential loss of principal.
Fixed income securities are subject to interest rate, inflation, credit and
default risk. The bond market is volatile. Bonds and bond funds will
decrease in value as interest rates rise and vice versa. Credit risk refers to
the possibility that debt issuers may not be able to make principal and
interest payments or may have their debt downgraded by ratings agencies.
High yield securities may be more volatile, be subject to greater levels of
credit or default risk, and may be less liquid and more difficult to sell at an
advantageous time or price than higher-rated securities of similar maturity.
Convertible securities rank senior to the issuer’s common stock, but may
be subordinate to senior debt obligations. In part, the total return for a
convertible security may depend upon the performance of the underlying
stock into which it can be converted. Synthetic convertibles may respond
differently to market fluctuations than traditional convertible securities. They
are also subject to counterparty risk. Investments concentrated in an
industry or group of industries may face more risks and exhibit higher
volatility than investments that are more broadly diversified over industries
or sectors. Companies in the financial services sector are subject to
extensive government regulation that may affect the scope of their
activities, the prices they can charge and capital maintenance. The
industry is subject to severe competition and can be significantly affected
by market conditions, including interest rate changes. Utilities companies
may be adversely affected by supply and demand, operating costs,
government regulation and environmental issues. The value of utility
equity securities may have an inverse relationship to interest rate changes
International investments may involve risk of capital loss from unfavorable
fluctuation in currency values, from differences in generally accepted
accounting principles or from economic or political instability in other
nations. The value of your investment is also subject to geopolitical risks
such as wars, terrorism, environmental disasters, and public health crises;
the risk of technology malfunctions or disruptions; and the responses to
such events by governments and/or individual companies.

The opinions are as of the date noted and are subject to change at any
time due to changes in market or economic conditions. The comments
should not be construed as a recommendation of individual holdings or
market sectors, but as an illustration of broader themes.
Contributors and Detractors Source: FactSet. The top contributors and
detractors are presented to illustrate examples of the portfolio’s
investments and may not be representative of the portfolio’s current or
future investments. The percent displayed is contribution to return.
Holdings are as of quarter end and may change at any time.
The ICE BofA Investment Grade U.S. Convertible 5% Constrained
Index (VX5C) is a market-capitalization-weighted index of domestic
corporate convertible securities. Bonds and preferred stocks must be
convertible only to common stock, ADRs or cash equivalent and have a
market value of at least $50 million. It includes Coupon, OID, or zero
coupon convertible bonds rated by Moody’s and/or S&P with an average
rating of Baa3/BBB- or higher. All positions are capped at 5% of market
value. The ICE BofA Investment Grade U.S. Convertible Index (VXA1) is
a market-capitalization-weighted index of domestic corporate convertible
securities. Bonds and preferred stocks must be convertible only to
common stock, ADRs or cash equivalent and have a market value of at
least $50 million. Composed of Coupon, OID, or zero coupon convertible
bonds rated by Moody’s and/or S&P with an average rating of Baa3/BBB-
or higher.
Distributed by Victory Capital Services, Inc., an affiliate of Victory Capital
Management Inc., the Fund’s investment adviser.
©2023 Victory Capital Management Inc.
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