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The Internal Revenue Versus The Washington County Bank

T HE title of this article reads as if it were yesterday's
headline. It seems that everyone's thoughts are upon
the April 15th deadline for filing our income tax. With

this thought in mind, it would follow that the Washington
County Bank looks as though it is guilty of some sort of tax
evasion, or at least, is under investigation by the Internal
Revenue Service. Well, the Washington County Bank actually
was under investigation by the Internal Revenue, not in 1983
but 120 years ago, and not for income tax but for taxes as a
result of the enactment of the National Bank Act of February
25, 1863.

This story about the Washington County Bank really
begins with the formation of our federal government; spec-
ifically, with the adoption of our Constitution. It is important
for us to note that the Constitution delegated certain specified
powers to the federal government and others to state govern-
ments. All citizens are subject equally to both governing
bodies, each of which is supreme within its jurisdiction. The
degree of power in government between the central and local
authorities varies from state to state. The banks were always
under the jurisdiction of state law since the very first bank was
chartered in 1781. With the passage of the National Bank Act,
banking came under the jurisdiction of the federal govern-
ment. Taxes were levied on the banking industry and the
Bureau of Internal Revenue was given the dubious designation
as the collection agency for these taxes.

When the federal government was established, Congress
was given the use of the taxes on custom duties and all other

excise taxes. The states retained the right to tax property and
individuals. The taxes remitted to Congress were indirect taxes
and were the chief form of income for the federal government.
They fell into two categories—custom duties on imported
goods, and excise taxes which were levied on the goods pro-
duced within the boundaries of our country. These excise taxes
are internal revenue. Part of the Treasury Department was
assigned the task of collecting these taxes, i.e., the Bureau of
Internal Revenue. This bureau is under the supervision of the
Assistant Secretary of the Treasury of the United States and is
directed by a commissioner. Besides the collection of taxes, the
bureau is in charge of the enforcement of the internal revenue
laws. It has two main divisions—the field audit service and the
collection service. A Constitutional amendment passed in 1913
allowed Congress the right to levy personal income tax. With
this change in our laws, the term internal revenue fell into
misuse. People today associate this department with the col-
lection of personal income tax and the tax on the profit of
companies. This department is actually in charge of collecting
all the taxes due within our borders which consist of excise, in-
heritance, income and any other tax levied by Congress other
than custom duties. Years ago, among others, one of the more
important taxes collected by the bureau was the tax on to-
bacco. It provided what was probably our country's largest
source of revenue for many years. It should also be noted that
the taxes imposed on state banks came under the jurisdiction
of this department in 1863 with the passage of the National
Bank Act.
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The National Bank Act per se authorized and made
obligatory to conduct business, National charters for banks
and gave them the privilege of issuing currency secured by
United States government securities. The object of the law was
to increase the demand for government bonds; however, the
principal result was the elimination of the state bank notes.
The new National Bank notes were uniform in design and
quality and were a welcome relief to a public that was tired of
being duped in many instances with state bank notes that were
discounted or worthless.

Banks were affected in an entirely different way. One of
their largest sources of revenue—unredeemed and discounted
currency—was eliminated. No longer able to issue notes at
their discretion under favorable state charters, the banks were
now required to pay a tax to the federal government on their

entire circulation. The law also forced the banks to maintain a
minimum amount of capital—$50,000 had to be maintained

by banks in a city with a population of 6,000 or less; $100,000
in cities with from 6,000 to 50,000; and at least $200,000 in
cities with populations of over 50,000. In addition, an amount
equal to one-third of this capital, or $30,000, was to be
deposited in United States bonds, and upon deposit of these
bonds with the Comptroller of the Currency in Washington
the National Banks were allowed to issue bank notes for up to
90 07o of the value of the bonds for circulation. The banks that
did not obtain a National Charter and with their principal
source of revenue (the profit made on their circulating curren-
cy by discounting) no longer available to them, in most cases
were abolished and many went into receivership or merged
with other banks to form one National Bank.

Country banks, as the banks in these desolate areas were
called, took advantage of the situation and in many cases
decided not to comply with the new federal law. For many
years, these banks profited by their unique situation. They cir-
culated their bank notes as far as possible from their location
with the hope that they would never see them again or at least
that there would be a long lapse of time before they had to
make good on them. Bank officers made enormous profits on
these circulating notes and they tried to prolong the situation
as long as possible. They assumed that the Bureau of Internal
Revenue would encounter so much difficulty in locating them
that they could continue operating as if the law did not exist.
Of course, they were sadly mistaken. In some cases it took
several months but in time every bank in the country complied
with the new law or was forced to close.

Years ago in old New England the manufacture of textiles
was one of the most common industries. The mills that housed
the looms usually were by the side of streams or rivers. Water
power was the chief source of energy used to run the
machinery. As the rivers made their way to the ocean, mills
were built by the side of most of the natural dams and other
dams were built where the terrain would permit their construc-
tion. After the mills were built, homes for the workers crept up
near them. Soon, a town was born, with churches and schools,
and as the population expanded, banks were erected. One such
typical town was the village of Carolina Mills. It was located in
the southwestern corner of Washington County in Rhode
Island in one of the most remote areas of the state. The mill
the town was named after was located on the banks of the
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Fig. 1. Envelope containing notification about the newly-enacted National Bank Act and franked by
Joseph G. Lewis. Commissioner of the Office of Internal Revenue.

The new banking law was easily enforceable in large cities.
But in the case of the banks in remote areas, sometimes just
locating them presented a problem. At that time in our history,
communication was difficult, transportation was slow and in
some areas, hazardous. Problems with the Indians in remote
areas were commonplace. All the major cities in the East were
connected by large roads or turnpikes. Several were toll roads
but at least transportation by stagecoach was fairly tolerable.
Of course, if the railroad passed by, there was no problem at
all. The only way to travel to the remote towns was by horse-
back or by walking. In either case, transportation was exceed-
ingly slow and difficult.

Wood River. Even today, Carolina, Rhode Island is still what
one would call a whistle stop—a rural town with minimum
population which never expanded since its incorporation. The
word "Mills" has been dropped from its original name.

The Washington County Bank was incorporated in 1856
at Richmond, Rhode Island, a small town not far from Caro-
lina Mills. Shortly thereafter, the bank moved its location to
Carolina Mills, probably to accommodate the expanding tex-
tile industry in the town. R. G. Hazard was the president and
J. H. Babcock, the cashier. Very little information about the
bank is available to the student of Rhode Island banking
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1)ECISION
CONCERNING TAX ON CIRCULATION AND DEPOSITS.

By the seventh section of an act entitled " An act to provide ways and means for the
support of the Government," all banks, associations, corporations, and individuals issuing notes
or bills, for circulation as currency, are required to make a return on the first day of October,
1863, and each six months thereafter, to the Commissioner of Internal Revenue, in the manner
by him prescribed, of the average amount of such circulation during the half year then preceding,

with payment of tax as follows :
Banks, associations, corporations, and individuals having a capital not exceeding $100,000,

one per cent. on the excess of the average circulation over ninety per cent. of the capital;
one-half per cent. on the average circulation not exceeding ninety per cent. of the capital.

Upon banks having a capital exceeding $100,000, and not exceeding $200,000, one per
cent. on the excess of the average circulation over eighty per cent. of the capital ; one-half per
cent. on the average circulation not exceeding eighty per cent. of the capital.

Upon banks havi ng capital exceeding $200,000, and not exceeding $300,000, one per

cent, on the excess of the average circulation over seventy per cent. of the capital; one-half per
cent. on the average circulation not exceeding seventy per cent. of the capital.

Upon banks having a capital exceeding $300,000, and not exceeding $500,000, one per
cent. on the excess of the average circulation over sixty per cent. of the capital; one-half per
cent, on the average circulation not exceeding sixty per cent. of the capital.

Upon banks having a capital exceeding $500,000, and not exceeding $1,000,000, one per
cent. on the excess of the average circulation over fifty per cent. of the capital; one-half per cent.
on the average circulation not exceeding fifty per cent, of the capital.

Fig. 2. Internal Revenue document explaining the new bank tax as sent to the Washington County Bank.
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Upon banks having a capital of over $1,000,000, and not exceeding $1,500,000, one per

cent. on the excess of the avermre Circulation over forty per cent. of the capital; one-half per
cent. on average circulation not exceeding forty per cent. of the capital.

Upon banks having a capital exceeding $1,500,000, and not exceeding $2,000,000, one per
cent. on the excess of the average circulation over thirty per cent. of the capital; one-half per
cent. on the average circulation not exceeding thirty per cent. of the capital.

Upon banks having a capital of over $2,000,000, one per cent. on the excess of the average

circulation over twentv-five per cent. of the capital; one-half per cent. on the average circulation

not exceeding twenty-five per cent. of the capital.
Fractional notes, or bills issued or re-issued subsequent to April 1st, 1863, are subject to a

(Ink- of live per centunt upon the amount of such fractional notes or bills, payable semi-annually.
In the case of banks with branches, the duty is imposed upon such branches severally, and

the amount of capital of each branch shall be considered to be the amount used by such branch.
Each branch will account for the amount of circulation actually employed, whether furnished by
the branch or by the parent bank.

All banks, associations, corporations, and individuals receiving deposits of money, subject
to payment on check or draft, (except savings institutions,) must pay a duty of one-eighth of one

per centurn each half year, from and after April. 1st, 1863, upon the average amount of such
deposits beyond the average amount of circulating notes or bills lawfully issued and outstanding•
as currency. When deposits are received and no notes are issued as currency, the tax must be
paid upon the average amount of the deposits. Taxes will be estimated upon the average of the
daily or weekly statement of circulation and deposits.

relurn, and the payment of the tax, is required within thirty days succeeding April 1st
and October 1st in each year, under a penalty of live hundred dollars for default. The first

return under the law is required in October, 1863, for the six months then preceding.
Blanks will be furnished from this office. The amount of tax should be deposited with

the nearest United States Assistant Treasurer, or Designated Depositary, and the original certifi-
cate thereof sent with the return; but, if more convenient, payment may be made in United States
notes.

Fig. 2. continuation of Internal Revenue document.

history. The bank had other officers for a time, as is evident
from the signatures on some of its bank notes.

When word reached this small community about the Na-
tional Bank Act, it seems obvious that the officers of the bank
chose to ignore it. The first known notification that the bank
received was from Joseph G. Lewis, the Commissioner of In-
ternal Revenue. It arrived late in June, 1863 (Figure 1). This
correspondence explained the newly enacted National Bank
Act and informed the bank of its obligation to pay a tax on its
circulating notes (Figure 2). The envelope also contained a
semi-annual return form which was to be completed by the
cashier and returned with the appropriate amount of tax due
the Treasury Department (Figure 3). Evidently the bank chose
not to comply with the government's request and by the mid-
dle of August, 1863, it received another letter from the Office
of Internal Revenue. This letter was mailed by the Deputy
Commissioner, Edward McPherson (Figure 4). This cor-
respondence was addressed directly to the cashier of the bank
although the Treasury Department did not know him by name,
as can be seen in the illustration (Figure 5). The letter was ac-
companied by an extract from an act amendatory of the Inter-
nal Revenue Laws, approved March 3, 1863 (Figure 6).

Apparently the bank decided not to pay the taxes imposed
on it by the National Bank Act and it did not obtain a National
Bank charter. In fact, it probably tried to avoid the enforce-
ment of the law because during this time span the location of
the bank was moved to the town of Charlestown, about five
miles away. We have to remember that banks, especially coun-
try banks, were not housed in elaborate buildings as we know
them today. They usually operated from a room in a commer-
cial building such as a tavern or even from a room in a regular
house. If the officers intended to continue operations, and ap-
parently they did, they would have to avoid any direct con-
frontation with the Internal Revenue. By moving the location
to another town and taking into consideration the lag in time
that it would take for the Internal Revenue to locate them, the
bank would have had months, if not a year or more, to con-
tinue circulating its currency.

Some time during 1865, the bank went into receivership.
The officers were guilty of avoiding the tax imposed by the
Treasury Department but they apparently did not want to de-
fraud their note holders. From all accounts, it seems that they
continued to redeem their notes until the bank's failure. The
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Amount, of fractional note circulation 	 5 per cent.

Average amount of circulation taxable at 	
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per cent.

Average at tount of taxable deposits A 	 per cent.
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jcySEMI -ANNUAL RETURN 1n Association,Banks, Associatio, and individuals issuing - Notes or	 or circulation as Curren , and

receiving- deposits of Money subject to pagment on check or draft,

SEcTioN

ACCOUNT of the amount of fractional note or other circulation, and of average alliOttlit of deposits received in

, in the  

	 execs:

of circulation, by  	 of   	 , a id in the
pp

Collection District of the State of 	 , fm. the six months ending 	 1/L°.-186	 with,

ihe tax thereon, pursuant

March 3, 1863, viz:

to anentitled"An act to provicle Way S and means to support the G overnment," approvedact entitled

( Signed

	, do swear, that the amount of capital of the    is

	  and that this account contains, to the best of my knowledge and belief, a true and fitithrul statement of the

amount at tax which has accrued during the time, and according to the provisions of the act aforementioned.

Sworn m,(1 subscribed before me, this 	

(biy of 	  . 186 	 . 

(Signed )               

NoTt:.--Payinent el tax not,t in all cases acc otn1iniiy this stzt,tement, which is to be preorcd iii a,co,dance with Decision No. 9l, issued by the Commissioner of

Intenntl l evenn , •. 1>auk n`=-h.u. es not issuing notes as circulation will not be required to state the :mount of capital enyloyod,
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Fig. 4. Second envelope addressed to the Washington County Bank about its non-compliance with the
NBA and franked by Edward McPherson, Deputy Commissioner of the Office of Internal
Revenue.

OFFICIAL.
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EX 111 A CT
FROM AN ACT AMENDATORY OF TILE INTERNAL REVENUE LAWS,

APPROVED MARCH 3d, 1863.

"SECTION 14. And be it further enacted, That every incorporated bank, or other
bank legally authorized to issue notes as circulation, which shall neglect or omit to
make dividends or additions to its surplus or contingent fund as often as once in six
months, shall, in lieu thereof, make returns, under oath, to the Commissioner of Internal
Revenue, on the first days of January and July in each year, or within thirty days
thereafter, of the amount of profits which have accrued or been earned and received
by said bank during the six months next preceding said first days of January and
July; and, at the time of making such returns, shall pay to the Commissioner of

internal Revenue a duty of three per cent. on such profits, and shall be subject to the

provisions of the eighty-second section of the act to which this is an addition : .Provided,

That the return for the first of January, eighteen hundred and sixty-three, shall be

made within thirty days after the passage of this act."

You will please make return and payment in accordance therewith.

Fig. 6. Extract of Internal Revenue laws sent to Washington County Bank.
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Fig. 5. Contents of second notice to Washington County Bank about non-payment of tax.



Paper Money Whole No. 103	 Page 33

OFFICE OF THF

ilerriorr of thr0:41a5bilipton olountu

Providence, Feb. 	 18(18.

Sir :

.1 dividend of seventy -jive per rent.

has been declared payable to the bill holders

of the Washiaolon Coanty Rank. holdinei

Receiver's Receipts: npon sentlino the re-

ceipt to the andersiOned„ (with posta i oe stamp

en closed,' the dividend will be inmitedin y

sent to the owner of the smite.

WLYG.,4 T E 11.4 FES,

Reeriivr of the Woshi u Non County 11(1/I L.

Fig. 7. Notification to Washington County Bank noteholders about
the declared "dividend" of 75%.

Israshington rountil Bauh.

Providence, .Vov. 10, 7869.
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Fig. 9. Acknowledgement of the payment of a "dividend" of 53.75
on a 55.00 note from the Receiver of the Washington County
Bank.

fice (Figure 7). A voucher dated November 10, 1869, was pro-
vided for bill holders' convenience when they returned their
bills to the receiver (Figure 8). As of November 30, 1869,
Charles Staples held the position of manager of the bank's
assets. The acknowledgement (Figure 9) was returned to an ap-
parent law firm, Myers, Lee and Osgood, alone with payment
of $3.75 for the $5 bill, illustrated in this article. This trans-
action, or a similar one, probably concluded the long tribula-
tion of the Washington County Bank with the Internal
Revenue.

The note illustrated in this article is the actual note re-
turned with the two circulars (Figures 7 and 8) to Wingate
Hayes, the receiver. It was printed by the American Bank Note
Company of New York. The protector on the note is red. It
has a rarity designation of 4 with from 26 to 50 notes known.

References:

David C. Wismer's listing of obsolete bank notes.
National Encyclopedia by P.F. Collier and Son.

Peccil'er.

Fig. 8. Voucher from the Receiver of the Washington County Bank.

state of Rhode Island appointed Wingate Hayes the receiver of
the Washington County Bank sometime after 1865. Exact
dates are lost in the obscure history of this bank. A circular
from the Office of the Receiver of the Washington County
Bank was distributed in 1868 notifying note holders that a divi-
dend of 75 07o would be payable for all notes returned to his of-

Coming Event

I

March 27, 1983—Willimantic, Conn.—Mansfield
Numismatic Society 10th anniversary Coin & Paper Money
Show at Ukranian National Home, Rt. #6 east of Willimantic
town line. Bourse and exhibits. Free admission. For infor-
mation, contact C. John Ferreri, P.O. Box 33, Storrs, CT
06268.
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