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		Abstract

		In intra‐group finance hybrid instruments allow for tailor‐made form of finance. Hence hybrid finance is often used for international tax planning in multinational groups.  

Due to a lack of international tax harmonization or tax coordination qualification conflict can arise. A specific hybrid instrument is classified as debt in one country, and as equity in the other country. This may lead to double taxation. In the reverse case, double non‐taxation can arise. Against this legal background one might expect that cross‐border hybrid intra‐group finance is advantageous in comparison to classical debt finance in case of double‐non‐taxation while it can be expected to be disadvantageous in the case of double taxation of the yield. Previous studies do not include qualification conflicts. Thus the question arises how qualification conflicts are affecting an intra‐group finance decision.  

We examine effects of such qualification conflicts, resulting from the use of cross‐border, intra‐group hybrid finance, on the tax‐advantageousness as compared to classical debt finance. The analysis is based on a binomial simulation model including economic and legal uncertainty. We show that the results of our analysis under uncertainty vary significantly when compared to the more obvious results under economic and legal certainty. 
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