2a/

V- = $976,000
V+ = $974,500 
V0 = $975,000 
Δy = 0.001 
Δy* = 0.008. 
· Effective duration =  =  = 0.7692


· Effective convexity =  = 256.4102

· The approximate percentage change in bond price for 80 basis point parallel increase in the yield curve = 
(-0.7692 × 0.008 × 100) + (256.4102 × 0.0082 × 100) = 1.0257%

When basis point parallel increase yield curve means that yield curve shifts upward, but instead of dropping as in reality, the price of bond rises. Because that we only calculate approximate percentage change in bond price, not actual percentage change in bond price due to lacking of information. As there are only effective duration and effective convexity information computed, there is only approximate percentage change in bond price can be found.  Because effective convexity is larger than effective duration by too much (333 times), which leads an approximate percentage increase in bond price by 1.0257%

2b/
· Manager 1 is incorrect because OAS is option-adjusted spread but not embedded option in bond. 
· Manage 2 is not totally correct because manager 2 only mention one risk that OAS reflects the compensation for, which is credit risk. While OAS also reflects the compensation for liquidity risk.
· Manager 3 is only correct in case of option-free bond. Static spread is defined as the constant yield spread which when added to the point on the spot rate Treasury curve where a cash flow from a bond is received will make the price of the bond equal to the present value of its cash flows. And static spread also includes a component due to embedded option in the bond while OAS doesn’t
· Manager 4 is correct if OAS is computed by binomial tree, which is assumed that free of any modeling risk   
· Manager 5 is incorrect because OAS reflects the compensation for liquidity risk and credit risk, but a larger call price do not effect on those risks which are associated with a bond, so that a larger call price should not affect OAS either.


























