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Market Review
The second quarter marked the best quarter for stocks since 2020, 
driven by geopolitical de-escalation, AI-fueled tech gains, and resilient 
corporate earnings.  This is despite persistent inflation and concerns 
of rising rates.  Following a difficult first quarter, stocks spiked in April 
as the S&P 500® Index rose 10.4% and the tech-heavy Nasdaq 
Composite Index leapt 15.3%.  A U.S. and Israeli ceasefire with Iran 
was the primary catalyst, pushing stocks sharply higher and oil prices 
lower.  
Stocks continued to surge in May, driven by AI-related growth in 
computer chips and memory.  A strong jobs report added momentum, 
though April CPI came in above expectations at 3.8%, partly due to 
war-impacted gasoline prices.  
Stocks retreated a bit in June, initially tumbling on a strong jobs report 
renewing hawkish Fed expectations.  A 4.25% increase in May CPI 
reinforced rate hike concerns.  An announced deal to end the war 
with Iran and reopen the Strait of Hormuz sparked a three-day mid-
June rally that added 4% to the S&P 500® and 6% to the Nasdaq 
Composite.  The rally abruptly reversed as new Fed Chair Kevin 
Warsh’s first press conference signaled potential rate hikes down the 
road.  For the quarter, the S&P 500® Index gained 15.20% and the 
Nasdaq Composite Index rose an astonishing 21.60%. Despite 
recurring fears of rising rates, bonds managed to post a 0.67% gain in 
the quarter as measured by the Bloomberg U.S. Aggregate Total 
Return Index.
Second Quarter Convertibles
Investment grade convertibles produced strong results during the 
second quarter.  For the quarter, the ICE BofA Investment Grade 
U.S. Convertible 5% Constrained Index (the “Constrained Convertible 
Index”) (VX5C) rose 6.73%, while the ICE BofA Investment Grade 
U.S. Convertible Index (the “Unconstrained Convertible Index”) 
(VXA1) jumped 18.56%.  The wide difference in returns between the 
unconstrained and constrained indices was due to Western Digital, 
which averaged a 20% weight in the Unconstrained Convertible Index 
(VXA1), rising 135% in the quarter to contribute 16.85%.  Western 
Digital contributed a much lesser but still impressive 4.55% to the 
Constrained Convertible Index (VX5C).  Sector performance was led 
by the Information Technology sector, followed by Real Estate, and 
Financials.  Utilities and Industrials subtracted minimal amounts.  Top 
individual index performers included Western Digital, Welltower, Inc., 
and Bank of America.  Bottom performers included NextEra Energy, 
FirstEnergy Corp., and PPL Corp.
New convertible issuance has been strong so far this year with 87 
new issues raising $89 billion.  Alphabet Inc. (Google) tapped the 
convertible market in record-breaking size in June to finance its AI 
expansion.  Google issued two mandatory convertible preferreds 
totaling $19.25 billion.  Combined, this is the single largest convertible 
issuance in history and represents over 4.7% of the current domestic 
convertible market.  While Google’s parent company is rated AA, the 
convertibles are currently not rated. 

Portfolio Performance
The Victory Investment Grade Convertible Fund (the “Fund”) 
underperformed both the Unconstrained Convertible Index (VXA1) 
and the Constrained Convertible Index (VX5C) in the second quarter. 
Absolute performance was led by the Information Technology sector, 
followed by Real Estate, and Financials.  Materials, Utilities, and 
Health Care subtracted minimal amounts.  An overweight in 
Information Technology helped relative performance although 
negative security selection in the same sector hurt.  An overweight in 
Consumer Discretionary and positive security selection in Real Estate 
also helped relative performance.  An overweight in Materials hurt 
relative performance.   Top performing individual convertibles 
included Vishay Intertechnology, Western Digital, and Welltower, Inc. 
Bottom performers included Albemarle Corp., NextEra Energy, and 
Southern Company.
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. We believe 
this structure can help provide a balance between potential upside 
participation during good markets and downside protection during 
bad markets.
The Constrained Convertible Index (VX5C) yields 3.7% and has a 
delta of 55% and an average credit rating of BBB.  Compared to the 
Constrained Convertible Index (VX5C), we maintain an overweight in 
the Consumer Discretionary, Health Care, Industrials, and 
Information Technology sectors. We maintain an underweight in the 
Utilities and Real Estate sectors. We maintain approximately neutral 
exposure to other sectors.
Buy & Sells
During the second quarter, we initiated positions in two new issue 
convertible bonds from Healthcare Realty and Kimco Realty.  
Healthcare Realty specializes in medical office and healthcare-related 
assets. Kimco Realty specializes in grocery-anchored shopping 
centers.  We also initiated a position in a new mandatory convertible 
preferred from electric utility PPL Corp.  We added to a recently 
issued convertible bond from Realty Income, which invests in 
commercial properties. We added to positions in Euronet Worldwide 
and Global Payments, both payment processors.  We added to 
positions of electric utility convertible bonds from Exelon Corp. and 
WEC Energy Group.  We added to ride-hailing company Uber and 
data storage company Western Digital’s convertible bonds.  We also 
added to Ares Capital’s mandatory convertible preferred.  During the 
quarter, we sold Ventas Realty as it approached maturity.  We 
trimmed Apollo Global and Vishay Intertechnology.

Executive Summary
• Investment grade convertibles produced strong results during the second quarter.  For the quarter, the ICE BofA Investment Grade U.S. 

Convertible 5% Constrained Index (the “Constrained Convertible Index”) (VX5C) rose 6.73%, while the ICE BofA Investment Grade U.S. 
Convertible Index (the “Unconstrained Convertible Index”) (VXA1) jumped 18.56%. 

• The Victory Investment Grade Convertible Fund (Class A shares without sales charge) underperformed both the Unconstrained 
Convertible Index (VXA1) and the Constrained Convertible Index (VX5C) in the second quarter.

• Historically, convertible returns have closely matched or even exceeded equity returns over the long term, with lower volatility.

• Investment grade convertibles appear well positioned in that they could participate in upward movements in the stock market but could 
provide valuable downside cushioning during more difficult markets.  We believe that the yield and defensive characteristics of convertibles 
are increasing in importance.
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Outlook
Investment grade convertibles rallied back in the second quarter after 
providing considerable downside support during a difficult first-quarter 
stock market decline.  

Looking ahead, we believe convertibles remain well positioned to 
participate in potential upward movements in the stock market while 
also providing downside cushioning during difficult markets.  In our 
view, the yield and defensive characteristics of convertibles are 
increasing in importance.

The U.S. economy entered the second half of 2026 on firmer footing 
than many had anticipated. First-quarter GDP growth was recently 
revised higher to 2.1%, confirming that activity has held up despite 
tighter financial conditions. Retail sales continue to point to consumer 
strength, and labor demand remains healthy even as the pace of 
hiring moderates.  Geopolitically, the Middle East remains fluid: a 
ceasefire memorandum of understanding is in place, but sporadic 
attacks from both sides underscore that the situation is far from 
resolved. Oil prices have nonetheless started to drift lower, easing 
one of the more persistent inflation pressures of the past several 
quarters.  Fiscal policy is providing a tailwind through the One Big 
Beautiful Bill Act (OBBBA), which continues to support business 
investment and household income.  The current consensus calls for a 
continuation of 2.1% GDP growth in 2026 and into 2027.

Economic growth continues to translate into strong earnings growth, 
although this growth is largely driven by large technology companies.  
Bloomberg’s latest survey of strategists indicates a median S&P 500® 
Index EPS forecast of $323 in 2026, a double-digit increase over 
2025, with estimates trending higher during the second quarter.  
Equity fundamentals appear positive, but valuations warrant caution. 
At a quarter-end closing level of 7499, the S&P 500® trades at 
roughly 23 times 2026 earnings, a multiple that leaves little room for 
disappointment and may constrain the path for longer-term returns. 
Rising rates could put additional pressure on multiples, particularly for 
longer-duration growth names that have led the market higher. 
Broadening participation across sectors would be a healthier signal 
for the durability of the market. 

We believe that investment grade convertibles are well positioned in 
that they could participate in potential upward movements in the stock 
market but could provide valuable downside cushioning during more 
difficult markets.  Strong earnings could guide the market higher, but 
we feel that with the concentrated nature of the market, the margin for 
error is small and the risk of disappointment is elevated.  Credit 
spreads remain tight, and this could favor high-quality securities.

Historically, convertible returns have closely matched or even 
exceeded equity returns over extended 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 makes them a worthy 
consideration for balanced portfolios.
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Investment Performance (%)
Average Annual Returns as of June 30, 2026
Victory Investment Grade Convertible 
Fund Ticker Inception 

Date Q2 2026 YTD 1 Year 3 Year 5 Year 10 Year Since 
Inception

Expense Ratio
Gross Net

A Shares, without sales charge SBFCX 4/14/88 6.28 4.75 8.49 7.79 3.38 7.61 7.40 1.27 1.27

A Shares, with sales charge (max. 2.25%) SBFCX 4/14/88 3.89 2.38 6.07 6.97 2.91 7.37 7.33 1.27 1.27

I Shares VICIX 8/31/07 6.35 4.88 8.80 8.14 3.70 8.02 6.12 0.9 0.95

ICE BofA Investment Grade U.S. 
Convertible 5% Constrained Index (VX5C)

– – 6.73 7.18 10.97 10.37 6.19 - – – –

ICE BofA Investment Grade U.S. 
Convertible Index (VXA1)

– – 18.56 19.43 24.13 14.10 7.90 10.56 – – –

Source: Victory Capital data analyzed 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, 2026. 
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Top 5 Contributors (%) Contribution to 
Absolute Return

Vishay Intertechnology, Inc. 2.25% 15-sep-2030 2.6

Western Digital Corporation 3.0% 15-nov-2028 1.3

Welltower Inc. 2.75% 15-may-2028 0.6

Bank of America Corp 7.25 % Non Cum Perp Conv 
Pfd Registered Shs Series L 0.4

Meritage Homes Corporation 1.75% 15-may-2028 0.3

Top 5 Detractors (%) Contribution to 
Absolute Return

Albemarle Corporation Depository Shs Repr 1/20th 
7.25 % Conv Pfd Registered Shs -0.3

NextEra Energy, Inc. Corpoarate Unit Const of 1 
Deb 06.29 + 1 PC 06.27 -0.2

Southern Company 2025 Series A Corporate Units -0.1

NextEra Energy, Inc. Corpoarate Unit Const of 1 
Deb 11.29 + 1 PC 11.27 -0.1

Ppl Capital Funding, Inc. 2.875% 15-mar-2028 -0.1

Top Ten Holdings % of Fund

Bank of America Corp 7.25 % Non Cum Perp Conv 
Pfd Registered Shs Series L 5.1

Uber Technologies, Inc. 0.875% 01-dec-2028 5.0

Welltower Inc. 2.75% 15-may-2028 4.8

Wells Fargo & Company 7.5 % Non Cum Perp Conv 
Pfd Registered Shs A Series L 4.5

Vishay Intertechnology, Inc. 2.25% 15-sep-2030 4.4

Meritage Homes Corporation 1.75% 15-may-2028 4.1

Envista Holdings Corporation 1.75% 15-aug-2028 3.8

Barclays Bank Plc 1.0% 16-feb-2029 3.7

NextEra Energy, Inc. Corpoarate Unit Const of 1 Deb 
06.29 + 1 PC 06.27 3.3

Southern Company 2025 Series A Corporate Units 3.3

Total 42.1
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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, 
prepayment, 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. 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.
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.
The portfolio is also subject to liquidity risk, which is the risk that the 
Adviser may not be able to sell a security at an advantageous time or 
price, which may adversely affect the portfolio. International 
investments can be more volatile than the U.S. market due to increased 
risks of adverse issuer, political, regulatory, market, or economic 
developments and can perform differently from U.S. investments. 
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.
The value of your investment is also subject to geopolitical risks such as 
wars, terrorism, trade disputes, 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 
subject to change and should not be construed as investment advice or a 
recommendation to buy, sell, or hold any security.
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. 
Indexes are unmanaged; their returns include reinvestment of dividends 
and other income but do not reflect management fees, transaction costs or 
expenses. It is not possible to invest directly in an index. Past performance 
does not guarantee future results.
Correlation measures the degree to which assets or asset class prices 
have moved in relation to one another. A correlation of -1 means prices 
moved in opposite directions; 1 means prices moved in lockstep; and 0 
implies no relationship among prices.
Distributed by Victory Capital Services, Inc. 
©2026 Victory Capital Management Inc.
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