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Indeed by 1813 the state appeared to be in such good fiscal shape that its government
was able to function, to a large extent, from interest earned on investments without
the need of direct taxation.'®

The legislature was, of course, anxious to perpetuate this ideal state of affairs and
thus searched for a dependable source of revenue that would permit the government
to continue to operate without direct taxation. Its eye soon focused on the indirect
taxation of corporations holding state charters.

Corporations were, and for some years had been, natural prey for the General
Assembly; they owed their birth, their powers, their privileges, and often their con-
tinued existence to the legislative will. There was no general incorporation law at the
time. Corporate charters were issued on an individual basis by the General Assembly,
and they often contained special conditions intended to benefit the state. As Hugh
Sisson Hanna points out, “The principle was definitely formulated that all corporations
enjoying special privileges from the state—such as canal and road companies—should
be compelled to make a return for such privileges.”*?

This type of quid pro quo was often a continuing one. In many cases the corporate
charters issued by the legislature were for fixed periods; unless renewed by that body
they simply expired. Thus every ten or twenty years these corporations had to go back
to Annapolis and pay whatever price the General Assembly demanded for their con-
tinued existence.

How the legislature implemented this general policy can be seen by looking at
the early banks chartered in Maryland. It was not at all uncommon, for example, for
the original charters to require the banks to set aside a sizable portion of their capital
stock for purchase by the state. In the case of the Farmers Bank, the state, through
the original 1804 charter, reserved an option to purchase up to one—third of the stock,
and it eventually exercised that option.*? Bank charters, moreover, were among those
that had to be periodically renewed, and a number of them were due to expire in 1815.
There was by then considerable opposition to banking institutions and thus some
sentiment not to renew the charters.'®

The General Assembly was more perspicacious, however. Instead of allowing the
charters to expire, it extended them for an additional twenty years provided the banks
agreed (1) to pay a new tax on their capital stock, the proceeds of which were dedicated
to the establishment of the public schools, (2) through their directors to form a cor-
poration to build a turnpike from the Big Conococheague River to Cumberland, and
(3) to fund that enterprise through subscriptions to the stock of the corporation. What
the legislature thus did, at the price of renewing the charters, was to finance both the
building of an important road and the development of a public school system—without
imposing a direct tax on the people. Through these various devices—the investment
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