
B.A-II  PAPER-B 

 
P.G DEPARTMENT OF PUBLIC ADMINISTRATION 

 

P.G. GOVT. COLLEGE FOR GIRLS 

 

SECTOR-11, CHANDIGARH 

 

DIRECT AND INDIRECT TAXES 



TAX 
- Compulsory charge imposed by a public authority 

 

         --Primary source of government revenue 

 

DIRECT TAX 

Imposed on and collected directly from the person 

 on whom it is legally imposed 

 

INDIRECT TAX 

Imposed on one person, but paid partly or wholly by others 



DIRECT TAXES 

 

Income Tax 

Levied on total income of tax payer  

after reducing prescribed deductions 

(income from agricultural activities is exempted) 

 

 

Corporation Tax 

Companies are subjected to tax on their incomes 

(rebates/exemptions exist, which vary as per  

activities/criteria/type of corporate income) 



DIRECT TAXES 

 

Tax on Capital Gains 

Tax levied on the sale of any asset like land, building etc., 

when the price at which it is sold/transferred exceeds the  

price at which it was purchased/acquired 

 

 

Wealth Tax 

Tax on the net wealth of every individual 

(agricultural property not included in the net wealth) 



DIRECT TAXES 

 

Gift Tax 

Imposed on gifts made by 

 individuals/Hindu Undivided families/corporations 

on the value of taxable gifts made by them 

 

These are sources of revenue for the Central Government. 

The proceeds of some of them are divided between Central and  

State Governments 

 

Direct tax revenue of states---share of income tax, estate duty, 

 land revenue, urban immovable property tax 

 



INDIRECT TAXES 

 

Customs Duty 

Imposed on goods entering or leaving a customs area.  

Types: 

Import duty: imposed on goods entering the area 

Export duty: imposed on goods leaving the area 

 

 

Union Excise Duty 

Imposed on domestic production of commodities  

for sale/consumption within the country 

 

(state excise duties-alcoholic liquor, opium, narcotic drugs tec.)  

 



INDIRECT TAXES 

 

Other taxes and duties 

 

---Foreign Exchange Conservation (Travel) Tax 

 

---Foreign Travel Tax Scheme 

 

---Inland Air Travel Tax 

 

---Water(Prevention and Control of Pollution) Cess 



VALUE ADDED TAX (VAT) 

 
---General consumption tax assessed on  

value added to goods/services 

 

---Applies to all commercial activities involving  

production/distribution of goods/services 

 

---Borne ultimately by the final customer 



 

VAT is collected fractionally , via a system of deductions 

 

whereby taxable persons can deduct from their VAT liability 

 

 the amount of tax they have paid to other taxable persons 

  

on purchases for their business activities. It ensures that TAX 

  

is neutral regardless of how many transactions are involved. 

 

 Thus it is a “MULTI-STAGE TAX” 



Advantages of VAT 
 

Coverage 

 

-Includes entire retail price within its scope 

 

-Direct payment of tax is spread out over 

 a large number of firms 

 

-If retailers evade, tax will be lost only on their margins 

 

-Widening of tax base 



Advantages of VAT 

 

Revenue Security 

 

-Only buyers at the final stage are interested in 

 undervaluing their purchases.  

Tax losses limited to Value added at last stage 

 

-If payment of tax is avoided, loss to the Government only for 

that stage 

 

-Cross audit is possible 



Advantages of VAT 

 

Selectivity 

 

-Can be selectively applied to specific goods/business entities 

 

-Does not burden capital goods 

 

Coordination of VAT with direct taxation 

 

-Effective VAT greatly aids income-tax administration/revenue 

collection 

 



Disadvantages of VAT 
VAT is regressive  

 

-Burden falls disproportionately on the poor 

 

VAT is difficult to operate 

 

-From the administrative as well as business view-point 

 

-Rationalisation/simplification of previous indirect system 

is a complex process 

 

-Need for more detailed and extensive records 

 



Disadvantages of VAT 

 

VAT is inflationary 

 

-Businessmen may take all opportunities to raise prices 

 

VAT favours capital intensive firm 

 

-Heavy direct impact on labour-intensive firm  


