Concept and features
of Indirect Taxes,
Difference between
Direct and Indirect
Taxes,

Santosh Kumar Lal




Meaning / Concept of Indirect Tax

An Indirect Tax is a tax that is imposed on goods and services rather than
directly on the income or wealth of a person. The burden of the tax can
be shifted from one person to another. The person who pays the tax to

the government is not necessarily the person who ultimately bears the
burden of the tax.

For example, in GST, the seller collects tax from consumers and deposits
it with the government. Thus, the final burden falls on the consumer.

Examples of indirect taxes:

« Goods and Services Tax (GST)

« Customs Duty

* Excise Duty (on selected products)

* Value Added Tax (VAT) in some sectors
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Features / Characteristics of Indirect Taxes

() Tax Burden Can Be Shifted
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The person who pays the tax initially can transfer its
burden to another person through higher prices.
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(i) Levied on Goods and Services
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Indirect taxes are generally imposed on production, sale,
purchase, import, or consumption of goods and services.
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(i) Paid by Consumers_Indirectly
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Consumers pay the tax as part of the price of goods and
services. pad P P g
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(iv) Easy Collection
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Indirect taxes are easier for governments to collect
because they are collected through manufacturers,

wholesalers, retailers, or service providers.

PR & AU 3TAY DY YT HIAT MU _EAT & H[d 33
ﬁm?%, b ATURI, W] fdsbdl IT JaT Uardrs o A1egd ¥ a3l
STl & |




(v) Broad Coverage
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Almost every consumer contributes to indirect taxes when
purchasing goods or services.
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(vi) Included in Price
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Indirect taxes are usually included in the market price of
products.

e HR I a3l HI HAd T AT 8T 8



(vi) Regulates Consumption
SUHRT & FafEa wxar @

Higher taxes on harmful goods like tobacco or alcohol
discourage their consumption.
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(vii) Revenue Generation for Government
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Indirect taxes are a major source of revenue for
governments.
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3. Advantages of Indirect Taxes

* Easy to collect

* Convenient for taxpayers

* Wide tax base

* Helps requlate consumption
» Difficult to evade completely
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Disadvantages of Indirect Taxes

* Increases prices of goods and services
* Burden falls equally on rich and poor
* May increase inflation

« Sometimes regressive in nature
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Difference Between Direct and Indirect Taxes

Meaning Paid directly by the person on Paid indirectly through
whom it is imposed goods/services

Tax Burden Cannot be shifted Can be shifted

Imposed on Income, wealth, profit Goods and services

Paid by Taxpayers directly Consumer indirectly

Example Income Tax, Corporate Tax GST, Customs Duty



Collected directly by government | Collected through intermediaries

Effect on Price

Nature

Evasion

Revenue
Stability

Does not directly increase prices

Progressive

Easier to evade sometimes

Depends on income levels

Increae prices
Often regressive
Comparatively difficult to evade

Move stable due to consumption



Short Conclusion
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Indivect taxes play a vital role in the economic system of a
country. They are easy to collect and generate large
revenue for the government. However, they may increase
the burden on consumers, especially poor people.
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