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Understanding Taxes: A Young
Person's Guide to Financial
Citizenship

You may not think about taxes when buying coffee or receiving your first salary, but
taxes are everywhere. They shape the quality of your roads, the cost of your education,
and the security of your retirement. For young people—whether as workers, students,
consumers, or entrepreneurs—understanding taxation is more than just a life skill. It's
a foundation for responsible, informed citizenship.

Funded by the European Union. Views and opinions expressed are however those of the author(s) only and do not necessarily reflect
those of the European Union or the European Education and Culture Executive Agency (EACEA). Neither the European Union nor EACEA

can be held responsible for them.
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DISCLAIMER-

These notes are intended for informational and educational purposes only and do not constitute legal, financial, or tax advice. While every effort has
been made to ensure the accuracy of the information provided, taxation laws and regulations vary by country and are subject to change.

Readers are encouraged to consult official government sources or seek advice from a qualified tax professional or legal advisor before making any

decisions related to taxation, social security, or financial planning.

The authors and publishers of this material assume no responsibility or liability for any errors or omissions or for any actions taken based on the

content of these notes.
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Why Tax Knowledge Empowers You

Manage Finances Wisely

Understanding taxes helps you budget accurately and make
informed financial decisions from your first job onwards.

Access Your Rights

Know what social protections you're entitled to and how to claim
refunds and benefits you've earned.

Avoid Costly Mistakes

Proper tax knowledge prevents penalties, overpayments, and legal
troubles that can impact your financial future.

Shape Your Society

Engage in decisions that affect your future by understanding how
taxation policies impact your community.
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Taxation is the system by which governments collect compulsory
financial contributions from people and businesses to fund public
services and maintain economic stability. Think of it like this: everyone
pays taxes so that everyone can benefit from shared essentials—like
clean streets, quality schools, functioning hospitals, and public safety.

YOUTHCENTS

Key Facts

« Taxes are collected at different levels: local, national, and
sometimes EU-wide

« There are direct taxes (like income tax) and indirect taxes (like VAT)
+ Rules vary by country, but principles are similar across the EU

+ Those who earn or consume more usually contribute more



:“'*., Co-funded by
LN the European Union

&

YOUTHCENTS

The Power of Taxation in Society

i

Public Goods & Services

Roads, railways, public transport, education systems, universities,
hospitals, emergency services, vaccinations, environmental protection,
and public parks—all funded through taxation.

J

Social Security Systems

Contributions support pensions, disability benefits, maternity leave, and
unemployment payments, helping people live with dignity during hard
times or later in life.

It

Wealth Redistribution

Progressive tax systems mean higher earners pay higher percentages,
helping fund support for those with fewer resources and creating a more
just society.

®

Behaviour Influence

Taxes on alcohol, cigarettes, and sugary drinks reduce harmful
consumption, while incentives promote environmentally friendly choices
and social investment.



o-funde : - (5
&efEu::)pde:x Union t/ii
Income Tax: Your First Encounter with Direct Taxation YOUTHCENTS

Income tax is levied on financial income generated by individuals and businesses. Most EU countries use a progressive system where tax rates increase with income

level—low earners pay smaller percentages, whilst high earners pay higher percentages.

o1 02

Calculate Gross Income Apply Tax Allowance

Total earnings before any taxes or deductions from all sources including salaries, Most systems include a basic tax allowance—a fixed amount of income that isn't

freelance work, interest, and dividends. taxed at all.
03 04
Calculate Tax Brackets Determine Net Income

Remaining income is taxed in brackets (e.g., 20% on the next €10,000, 35% on the  Your take-home pay after tax and contributions—what actually reaches your bank
next €20,000). account.
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Part-Time & Student Jobs Freelancers & Gig Workers
Even students are subject to income tax if their income exceeds the Tutoring, graphic design, or delivery driving may classify you as self-
threshold. Register correctly and file returns to avoid overpaying or employed, making you responsible for declaring income and paying
missing refunds. taxes quarterly.
First Full-Time Job Cross-Border Work
Your payslip shows deductions for income tax and social security. Working in one EU country whilst studying in another may create
Understanding this breakdown helps manage your budget and dual taxation issues. Most EU countries have treaties to prevent

check for errors. taxing the same income twice.
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Value Added Tax (VAT): The
Hidden Cost in Every Purchase

2

VAT is a consumption tax applied to most goods and services at each stage of the
supply chain. Unlike income tax, VAT is indirect and embedded in the price of most
items you buy. Every time a product is sold, VAT is added, with consumers ultimately
bearing the cost.

Manufacturer

Adds VAT when selling to wholesaler

Retailer

Adds VAT when selling to customer

Consumer

Bears the final cost of all VAT
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Daily Spending Impact Young Entrepreneurs
From coffee to cinema tickets, VAT is part of every price. It affects your If your income exceeds a set threshold, you must register for VAT,
purchasing power and budget planning, even though it's often invisible charge it to customers, and file VAT returns regularly. This is crucial for
in the final price. business compliance.
Lifestyle Influence Key Terms
Higher VAT on sugary drinks or fast fashion discourages consumption, *  VAT-Inclusive Price: Final price paid by consumer

whilst lower VAT on books or public transport promotes learning and Input VAT: VAT a business pays on purchases

eco-conscious choices. )
Output VAT: VAT a business collects on sales
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Capltal Gains Tax: When Your Investments Pay Off vouTHCeNTS

Capital Gains Tax (CGT) is a tax on the profit made when you sell an asset for more than you paid for it. The "capital gain" is the difference between the selling price
and purchase price.

Purchase Asset 1

Buy Bitcoin for €1,000

2 Asset Appreciates

Value increases over time

Sell Asset 3

Sell Bitcoin for €2,000

4 Calculate Gain

Capital gain is €1,000

Pay Tax 5

Owe tax on the €1,000 profit
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Cryptocurrency Stocks & Shares
Buying and selling crypto currencies like Bitcoin or Ethereum can Investment profits from stock trading or share sales may be subject
trigger CGT on profits. Many young investors are unaware this to capital gains tax, depending on holding periods and thresholds.
income is taxable.
Property Flipping Business Sales
Any real estate profits could trigger CGT unless covered by Selling a business or startup could result in significant capital gains,

exemptions like living in the property for a specified period. requiring proper planning and declaration.
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Property Tax: Planning for
Homeownership

Property tax is levied on real estate ownership, typically based on assessed property
value. It funds local services like waste collection, schools, roads, and emergency
services. Even renters are affected, as landlords often factor property taxes into rental

prices.

1 Assessment Process

Local authorities assess the property's market value using standardised methods

and comparable sales data.

2 Tax Calculation

A percentage or fixed rate is applied to the assessed value to determine annual

tax liability.

3 Payment Schedule

Property owners pay the tax annually, with some jurisdictions offering quarterly

payment options.
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Inheritance and Gift Tax: Understanding Unexpected
Wealth

Inheritance and Gift Tax applies when you receive assets—money, property, or valuables— Key Considerations
either after someone's death (inheritance) or whilst the giver is alive (gift). Tax is

calculated based on the asset's value, your relationship to the giver, and location of the
property. +  Family gifts like cars or cash

+ Unexpected inheritance at young age

. . . +  Cross-border implications in EU
Close relatives like spouses, children, and parents often face lower tax rates or complete

Tax-free allowances by relationship

exemptions. Large inheritances or gifts from unrelated individuals usually face higher tax
rates.
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Young Entrepreneurs

Corporate Tax is charged on company profits, applying to both large corporations and small startups. Even
sole proprietors may face corporate tax obligations depending on their legal structure and income levels.

o1

Calculate Net Profit

Revenue minus legitimate business expenses like salaries, rent, and equipment costs.

02

Apply Tax Rate

Corporate tax rate is applied to the net profit amount.

03

File Returns

Submit annual tax returns and pay tax on profits, even for small businesses.

04

Maintain Compliance

Keep accurate records and meet all filing deadlines to avoid penalties.
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Environmental Taxes: When Sustainability Meets Your
Wallet

Environmental taxes are imposed on activities or products causing environmental damage. Their purpose is to discourage harmful behaviour and
promote sustainability through economic incentives.

Carbon & Fuel Tax packaging Tax

Charged on fossil fuels and petrol, with — ) )
@ Applied to plastic bags and non-recyclable

vehicle registration tax based on CO, _
packaging to reduce waste

emissions

Green Incentives
Energy Taxes

Tax breaks and grants for sustainable (22

) ] _ Applied to electricity and energy
choices like solar panels and electric

) consumption, encouraging efficiency
vehicles
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How Taxes Impact Your Daily Choices

Employment Decisions

Your first job offer quotes gross pay, but you take home net pay after income tax and social
security deductions. Learn to read payslips for accuracy.

Shopping Habits

VAT is included in prices for clothes, electronics, and food. High VAT rates significantly affect
what you actually pay—budget with VAT in mind.

Housing Costs

Renters indirectly pay property tax through higher rent. Home buyers face stamp duty, ongoing
property tax, and potential capital gains tax later.

Digital Economy

Online influencers, streamers, and e-commerce sellers must declare income. Platforms like
YouTube, Etsy, or TikTok earnings are taxable in most countries.
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Being tax-compliant isn't just for adults or big businesses. If you earn income in any form, you have responsibilities that must be met to avoid
penalties and legal issues.

Filing Tax Returns Record Keeping

Most countries require annual filing to report income and claim Maintain receipts, invoices, payslips, bank statements, and tax

refunds. Freelancers often file quarterly prepayments. documents as evidence for audits or corrections.

Avoiding Penalties Using Available Tools

Not declaring income leads to fines, interest charges, and legal EU tax authorities provide free calculators, online portals, and guides

action. Even honest mistakes can be costly. specifically for young people and first-time filers.
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Case Study: Marco's Entrepreneurial Tax Journey

Meet Marco, a 22-year-old graphic design graduate from Lisbon who transformed his freelance side work into a full-time digital branding agency. His

story demonstrates how tax knowledge informed crucial business decisions.

Understanding Employment vs Freelancing 1

Offered €1,500/month full-time, Marco calculated his net
income would be €1,100 after taxes. This helped him decide

freelancing offered better potential and flexibility. 2 Proper Business Registration
Marco registered for VAT, self-employment tax, and quarterly
advance payments, avoiding late registration penalties and
Digital Platform Compliance 3 setting up proper invoicing systems.

Knowing Fiverr earnings were taxable, he set up separate

business accounts, kept monthly records, and saved 25% of
digital income for tax dues. 4 EU Expansion Success

Understanding EU VAT directives and using the One Stop Shop
system, Marco expanded to Spanish and French clients whilst
remaining tax compliant.
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VAT Management

When buying a €2,000 laptop, Marco understood €370 was VAT and could deduct it as a registered freelancer, properly pricing his
services to account for VAT.

Compliance Timing

After seeing a friend fined €300 for missing quarterly filing, Marco paid taxes on time and used online software linked to
Portugal's tax portal.

EU Opportunities

Marco applied for local entrepreneurship grants from EU-funded programmes, understanding how EU tax coordination supported
his international client base.

Sustainable Growth

Tax knowledge enabled Marco to launch and grow his business legally and profitably whilst contributing responsibly to society.
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EU Tax Coordination: Working

Across Borders

Although each EU country manages its own tax system, the EU plays a key role in

harmonising and improving fairness across borders, ensuring young people can work

and study throughout Europe without unfair tax burdens.

What the EU Coordinates

VAT Rules: Consistency in VAT
application across member states
for cross-border trade

Fighting Fraud: Shared databases
and collaboration tools to catch tax

evasion

Corporate Tax Fairness: Tackling
aggressive tax planning by
multinationals

Key Initiatives

DAC: Automatic exchange of tax
information between countries

EU VAT Directive: Framework for

rates and exemptions

Digital Tax Proposals: Fair taxation
of large digital companies
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Social Security: Not a Tax, But Essential Protection

Social Security Contributions are mandatory deductions that fund national social protection systems. Unlike taxes that go to general government
revenue, these contributions are earmarked payments that determine what you can claim later in life.

Pension Entitlement

Healthcare Access Building credits for retirement income

Subsidised or free medical care &

Parental Leave

Financial protection during family time

Sick Leave @

Income protection when unable to work Unemployment Support

Benefits when between jobs
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Why Social Security Matters ™"
from Your First Job

fon Early Benefit Building

Even part-time jobs build your benefit record for pensions and unemployment
insurance. Every contribution counts towards your future security.

Q, Avoiding Contribution Gaps

Freelancing or irregular work requires ensuring you're still paying your
share. Gaps can significantly affect future benefits and eligibility.

€ EU Portability

Under EU rules, contributions count across member states. Work in
Portugal now, move to Poland later—your history follows you.
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Reading Your Payslip: Understanding Every Deduction ™

Reading a payslip is crucial for understanding how your salary is calculated and what deductions are made. Here's how to interpret each section of

your payslip effectively.

———0— —0—

Personal Information Payment Period Gross Pay Calculation

Employee name, ID number, employer Pay date and period covered (monthly, Basic salary plus overtime, bonuses,
details, and tax code that determines your weekly), plus any overtime or bonus commissions, and allowances before any
tax rate. payments included. deductions.

Deductions Breakdown Net Pay Result

Income tax, social security, pension contributions, and other Your take-home pay after all deductions: Gross Pay minus Total

deductions like union fees or loan repayments. Deductions equals Net Pay.
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Payslip Example: From Gross to Net YOUTHCENTS

Income Component Amount
Basic Salary €2,000
Overtime €150
Bonus €100
Gross Pay €2,250
Income Tax €300
Social Security €150
Pension Contribution €100
Total Deductions €550
Net Pay €1,700

This example shows how €2,250 gross pay becomes €1,700 take-home pay after deductions. Understanding this breakdown helps you budget accurately and verify
your employer's calculations.
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1 Investment Tax Planning 2 Property Tax Assessment
Understand how capital gains tax applies to profits from assets Assess the impact of property tax when renting or owning a home
like real estate, stocks, and cryptocurrency investments. and plan accordingly for related housing costs.
3 Corporate Tax Essentials 4 EU Tax Coordination
Grasp corporate tax basics for youth-led businesses, including Understand how EU coordination ensures fairness in cross-border

registration, deductions, and filing responsibilities. taxation and supports transparency and anti-fraud efforts.
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Essential Tax Resources for Young ™
Europeans

—

National Tax Authorities

Every EU country has tax portals offering filing guides, calculators, forms, and help desks. Examples
include Malta's cfr.gov.mt, Poland's podatki.gov.pl, and Portugal's portaldasfinancas.gov.pt.

S

EU Taxation Resources

The EU Taxation and Customs Union covers EU-wide rules, digital tax reforms, and anti-fraud

cooperation at taxation-customs.ec.europa.eu.

-

OECD Tax Database

Compare tax rates and policies internationally through the OECD Tax Database, providing
comprehensive policy analysis and international comparisons.
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The Five Pillars of Tax Empowerment

Civic Engagement

1

> Adult Confidence

3 Social Responsibility

4 Legal Compliance

5 Financial Decisions

Tax knowledge builds from basic financial decisions through legal compliance, social responsibility, adult confidence, and ultimately civic
engagement. Each level supports the next, creating a foundation for responsible citizenship.



Co-funded by
the European Union

é;
i

YOUTHCENTS

Why Early Tax Education is

Important

Better Financial Decisions

Understanding how taxes affect income,
expenses, and investments helps you
plan better and avoid costly mistakes
from your very first job.

Legal Compliance

Filing taxes properly ensures you avoid
fines, overpayments, and legal trouble
whilst accessing refunds and benefits
you've earned.

Social Responsibility

Taxes fund public services—schools,
hospitals, roads, pensions. By paying
your share, you support your community
and promote fairness.

Civic Engagement

As you vote and participate in society,
tax policies affect you directly. Being
informed means advocating for policies
reflecting your values.
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Your Tax Journey Starts Now

You don't need to become a tax accountant, but understanding the basics is essential. Taxes aren't just bills—they're tools for managing your future, contributing to

your country, and navigating the adult world with confidence and purpose.

From €100 to €100,000

Whether earning your first €100 or reaching €100,000, tax knowledge gives
you control over your financial life and demonstrates responsibility to
employers, clients, and banks.

Building Your Future

Every tax decision you make today affects your tomorrow—from building
social security credits to understanding investment implications and business

opportunities.

Contributing to Society

Taxation isn't just about paying the government—it's about contributing to the
world you live in and want to see for future generations.
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01 02
Explore Your National Tax Portal Understand Your Current Situation
Visit your country's tax authority website and familiarise yourself with If you're working, review your payslip. If you're freelancing, check your tax
available resources, calculators, and guides for young people. obligations. If you're investing, understand capital gains implications.
03 04
Plan for Your Future Stay Informed and Engaged
Consider how tax knowledge will support your career goals, whether in Follow tax policy developments that affect young people and participate
employment, entrepreneurship, or investment planning. in discussions about fair taxation and social responsibility.

Remember: Tax knowledge is power. It empowers you to make informed decisions, avoid costly mistakes, and contribute meaningfully to society.
Your journey to financial citizenship starts today.



