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Advance Accounting - Module 34 

 

Types of Taxes 

Taxes are compulsory financial charges imposed by the government on 
individuals, businesses, and other entities. They are a primary source of revenue 
for the government, used to fund public services and infrastructure. Taxes can 
be broadly categorized into two main types: Direct Taxes and Indirect Taxes. 

 
Direct Tax 

Definition: A direct tax is a type of tax that is directly levied on an individual or 
organization's income or wealth. The burden of this tax cannot be shifted to 
someone else; the person or entity on whom it is imposed is responsible for 
paying it. 

Examples of Direct Taxes: 

• Income Tax: Levied on the income earned by individuals or businesses. It is 
calculated based on the income slabs set by the government. 
• Corporate Tax: A tax on the profits of companies. Corporations are required to 
pay this tax directly to the government. 
• Wealth Tax (abolished in many countries): Imposed on the net wealth of 
individuals, typically only applicable to very wealthy individuals. 
• Property Tax: Levied by local governments on the ownership of property, such 
as land or buildings. 
• Capital Gains Tax: Imposed on the profit made from the sale of an asset, such 
as real estate or stocks. 

Characteristics: 

• Progressive Nature: Direct taxes are often progressive, meaning that the tax 
rate increases as the taxable amount increases. This aims to reduce income 
inequality. 
• Transparency: Direct taxes are clearly visible to the taxpayer, as they are paid 
directly. 
• Equity: These taxes are generally considered fairer because they are based on 
the taxpayer's ability to pay. 

Indirect Tax 

Definition: An indirect tax is a type of tax that is levied on goods and services 
rather than on income or profits. The tax is initially paid by the seller or service 
provider, but the cost is passed on to the consumer as part of the purchase 
price. 
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Examples of Indirect Taxes: 

• Goods and Services Tax (GST): A comprehensive tax levied on the supply of 
goods and services. It is designed to replace multiple indirect taxes, such as VAT, 
excise duty, and service tax. 
• Value Added Tax (VAT): A tax on the value added at each stage of production 
and distribution. It is ultimately borne by the final consumer. 
• Excise Duty: Imposed on the manufacture of goods within a country, typically 
on products like alcohol, tobacco, and fuel. 
• Customs Duty: Levied on goods imported into a country. It is a form of 
protectionism to safeguard domestic industries. 
• Sales Tax (replaced by GST in many countries): Charged on the sale of 
specific goods, typically collected by the seller at the point of sale. 

Characteristics: 

• Regressive Nature: Indirect taxes are often regressive, meaning that they take 
a larger percentage of income from lower-income individuals because the tax is 
the same for everyone regardless of their income. 
• Less Visible: Indirect taxes are included in the price of goods and services, so 
consumers may not be as aware of how much tax they are paying. 
• Broad-based: These taxes are paid by all consumers who purchase the taxed 
goods or services, regardless of their income level. 

 


