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How to Incorporate a Business in Texas: A Step by Step Guide

Starting a company is an exciting milestone, but the paperwork that follows can feel daunting. Texas, with its
business friendly climate, offers a straightforward path to incorporation, yet there are nuances that can trip up even
seasoned entrepreneurs. This guide will walk you through every step of the process— from choosing a legal
structure to filing with the Texas Secretary of State and beyond— ensuring you can incorporate a business in Texas
with confidence and clarity.

Why Incorporate in Texas?

Texas ranks consistently among the top states for business incorporation. Its large economy, diverse industries, and
lack of a corporate income tax make it an attractive destination for entrepreneurs worldwide. Incorporating in Texas
provides:

e Limited Liability Protection: Personal assets are shielded from business debts and lawsuits.
Credibility: A corporate structure signals professionalism to investors, partners, and customers.

¢ Tax Advantages: No state corporate income tax and a flexible franchise tax system.

* Access to a Skilled Workforce: Texas boasts a large, educated labor pool across multiple sectors.
« Strategic Location: Central position with excellent transportation networks.

Choosing the Right Business Structure

The first decision you'll face is selecting the legal entity that best fits your goals. Texas allows several types of
corporate entities, each with its own benefits and obligations.

An LLC combines the liability protection of a corporation with the flexibility of a partnership. It's ideal for small to
medium sized businesses that want simplicity in management and pass through taxation.

A C Corporation is a separate legal entity that can issue multiple classes of stock. It's suitable for companies
planning to raise capital from investors or go public.

An S Corporation offers the same liability protection as a C Corp but allows profits to pass directly to shareholders,
avoiding double taxation. Texas permits S Corp status if you meet federal criteria.

These entities are required for licensed professionals (lawyers, doctors, accountants, etc.) who want limited liability
while practicing their profession.

Consider factors such as ownership structure, tax preferences, future growth plans, and industry requirements
when making your choice. Consulting with a legal or tax professional can help you decide which entity aligns with
your vision.

Preparing Your Incorporation Documents
Once you've chosen your entity type, you'll need to draft and file the appropriate paperwork with the Texas
Secretary of State. The core documents vary by entity but typically include:

1. Certificate of Formation (or Articles of Incorporation for a C Corp): This foundational document establishes
your company'’s legal existence. It includes the business name, purpose, registered agent, principal office address,



and details of the incorporators.

2. Bylaws (for Corporations): Bylaws outline internal governance, such as board composition, officer duties, and
meeting protocols.

3. Operating Agreement (for LLCs): This agreement details member ownership percentages, profit sharing, and
management responsibilities.

4. Registered Agent Appointment: Texas requires a registered agent with a physical address in the state to
receive legal documents on behalf of your company.

5. Employer Identification Number (EIN): While not part of the filing with the Secretary of State, you'll need an
EIN from the IRS to open bank accounts and file taxes.

Below is a quick checklist to ensure you have everything ready before you file:

* Unique company name (verified via the Texas Secretary of State name search)

¢ Registered agent’'s name and address

« Principal office address (must be a physical address in Texas)

e List of incorporators or members

e Statement of purpose (general or specific)

« Initial capital structure (for corporations)

* Bylaws or operating agreement drafted (not required for filing but essential for governance)

Filing with the Texas Secretary of State

Texas offers both online and paper filing options. The online portal is faster and more convenient, but paper filings
remain an option for those who prefer a hard copy process.

1. Create an Account: Visit the Texas Secretary of State website and register for an account.

2. Complete the Form: Choose the appropriate form—Form 205 (Certificate of Formation) for LLCs or Form
201 (Certificate of Formation) for Corporations. Fill in all required fields accurately.

3. Upload Supporting Documents: If you have bylaws or operating agreements, attach them as PDFs.

4. Pay the Filing Fee: Fees vary by entity type: $300 for LLCs, $300 for corporations. Texas also charges a $25
filing fee for name reservation if you reserve a name in advance.

5. Submit and Track: After submission, you can track the status of your filing via your account dashboard. Once
approved, you'll receive an official stamped certificate.

1. Print the appropriate form from the Secretary of State website.

Complete the form by hand or type in a clear, legible manner.

Attach any required documents.

Mail the package to the Secretary of State’s office with the filing fee enclosed.
Wait for confirmation—processing may take up to 10 business days.
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After your filing is approved, you will receive a stamped certificate of formation, which is your official proof of
incorporation. Keep this document in a safe place along with your bylaws or operating agreement.

Post Incorporation Requirements
Incorporating a business in Texas is just the beginning. To maintain good standing and comply with state and
federal regulations, you must complete several post incorporation tasks.

Apply online at the IRS website for free. The EIN is required for opening bank accounts, hiring employees, and
filing taxes.

All corporations and LLCs with revenue above $1,180,000 must file an annual franchise tax report. Even if you are
exempt, you should file a “No Tax Due” report to avoid penalties.



Depending on your business activities, you may need to register for sales tax, unemployment tax, or other state
taxes. The Texas Comptroller’s office provides online registration tools.

Keep your registered agent’s contact details up to date. If the agent changes, file a Certificate of Change with the
Secretary of State.

Corporations should hold annual shareholder meetings, while LLCs should hold annual member meetings.
Document the minutes and keep them in the company’s records.

While Texas does not require an annual report for most entities, some states require filings. Verify with the
Secretary of State if your entity falls under any special reporting obligations.

Common Mistakes to Avoid

Even experienced entrepreneurs can slip up. Here are some pitfalls to watch out for when incorporating a business
in Texas:

¢ Choosing a Name That's Already Taken: Always conduct a thorough name search before filing.

« Ignoring Registered Agent Requirements: A missing or incorrect address can result in missed legal notices.

 Failing to Draft Bylaws or Operating Agreements: These documents are essential for governance and can
prevent future disputes.

» Overlooking Tax Obligations: Not filing the franchise tax or sales tax can lead to penalties.

¢ Not Keeping Proper Records: Maintain accurate minutes, financial statements, and corporate resolutions.

« Neglecting to Update Information: Changes in ownership, address, or officers must be reported promptly.

Tax Implications of Incorporating in Texas

Texas offers several tax benefits, but you must understand how your chosen structure impacts your tax obligations.

Texas does not impose a corporate income tax, but it does levy a franchise tax based on a company’s taxable
margin. The tax rate varies between 0.375% and 0.75% depending on the type of business.

Texas has no state personal income tax, which can be advantageous for shareholders and partners receiving
dividends or salary.

If your business sells tangible goods or certain services, you must collect and remit sales tax. Use tax applies to
out of state purchases used within Texas.

Employers must pay federal payroll taxes and register for Texas unemployment tax. Additionally, the Texas
Workforce Commission administers the state’s unemployment insurance program.

Legal and Compliance Tips

Beyond the initial incorporation, staying compliant is vital for long term success. Consider the following best
practices:

¢ Maintain Separate Bank Accounts: Keep business finances distinct from personal accounts to preserve
liability protection.

» Keep Detailed Records: Document all financial transactions, contracts, and corporate decisions.

¢ Renew Licenses and Permits: Depending on your industry, you may need local or state licenses that require
renewal.

* Consult a CPA or Attorney: Regular professional guidance can help you navigate complex tax and legal
landscapes.

e Adopt Corporate Governance Policies: Establish clear policies for conflict of interest, confidentiality, and data



protection.

Frequently Asked Questions

LLCs offer more flexible management structures and pass through taxation, while corporations provide a more
formal structure and can issue stock to raise capital. The choice depends on your business goals and growth
strategy.

Yes, you can form a Texas entity from anywhere. You'll need a registered agent with a Texas address and may need
to register as a foreign entity if you conduct business in your home state.

Online filings are typically processed within 24—-48 hours, while paper filings can take up to 10 business days.
Expedited services are available for an additional fee.

While not mandatory, a lawyer can help ensure compliance, draft bylaws, and avoid costly mistakes. Many
entrepreneurs opt for legal templates or online services to reduce costs.

Key costs include the annual franchise tax (if applicable), registered agent fees, state filing fees for changes, and
any required licenses or permits.

Conclusion
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