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		Abstract

		This note contains complete proofs to the four theorems in Dikolli and Vaysman (2006) "Information technology, organizational design, and transfer pricing."  In a setting where a production department can only coarsely communicate private information to a marketing department, Theorem 1 establishes conditions under which the firm maximizes expected profit under cost-based transfer pricing. Theorem 2 specifies conditions under which the firm's expected profit under negotiated transfer pricing is strictly higher than under cost-based transfer pricing.  Theorem 3 demonstrates how with a sufficiently fine information system, the ordering can switch: cost-based transfer pricing allows the firm to generate a higher expected profit than with negotiated pricing. Finally, in a setting where both production and marketing are able to communicate only coarse information, Theorem 4 identifies conditions under which negotiated pricing allows the firm to generate a higher expected profit than with cost-based pricing. 
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