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Understanding the Texas Business and Commerce Code

When anyone in Texas thinks about starting or operating a business, the first thing that often comes to mind is the
Texas Business and Commerce Code. This comprehensive legal framework governs everything from company
formation and contracts to consumer protection and corporate governance. For entrepreneurs, lawyers, and
business owners, grasping the nuances of this code is essential for compliance, risk management, and strategic
planning.

In this article, we’ll break down the Texas Business and Commerce Code into digestible segments, explore its
historical evolution, highlight key provisions that impact day to day operations, and offer practical tips for staying
compliant. By the end, you'll have a clear roadmap to navigate the legal landscape of Texas commerce.

Historical Context: How the Code Came to Be

The Texas Business and Commerce Code is the product of decades of legislative refinement. It originally stemmed
from the Texas Business Corporations Act of 1939, which aimed to standardize corporate governance. Over the
years, the state added layers of regulation to address emerging business practices, technology, and consumer
expectations.

Key milestones include:

* 1965: Introduction of the Texas Uniform Commercial Code (UCC) provisions, aligning Texas with national
commercial standards.

¢ 1980: Enactment of the Texas Business and Commerce Code, consolidating disparate statutes into a single,
cohesive document.

e 2001: Adoption of the Texas Business and Commerce Code (Title 2) to address modern business challenges
such as e commerce and digital contracts.

¢ 2010s: Ongoing updates to reflect changes in technology, consumer rights, and corporate governance best
practices.

Understanding this evolution helps businesses anticipate future regulatory trends and adapt proactively.
Key Provisions That Shape Texas Business Operations

Below are the most influential sections of the Texas Business and Commerce Code that every business owner
should know:

1. Company Formation and Governance

The code outlines the legal structure, filing requirements, and governance rules for corporations, limited liability
companies (LLCs), partnerships, and professional corporations. Important points include:

 Articles of Incorporation: Must include corporate purpose, registered agent, and share structure.
e Bylaws: Govern internal operations and are required for corporations, though optional for LLCs.
¢ Annual Reports: Filed with the Secretary of State to maintain good standing.



2. Contracts and Commercial Transactions

Section 2 of the code codifies Texas contract law, including the UCC provisions for sale of goods and secured
transactions. Key aspects:

» Formation: Offer, acceptance, and consideration must meet specific criteria.
* UCC Article 2: Governs sale of goods, providing remedies for breach, warranties, and shipping terms.
e Secured Transactions: Governs collateral, filing of financing statements, and priority rules.

3. Consumer Protection

Texas has robust consumer protection laws that mitigate deceptive practices, unfair competition, and fraudulent
marketing. Highlights include:

e Truth in Lending Act (TILA) Compliance: Disclosures for credit transactions.
« Unfair Trade Practices and Consumer Protection Act: Prohibits false advertising, bait and switch tactics.
< Data Privacy: Texas Business and Commerce Code requires clear privacy policies for data collection.

4. Dispute Resolution and Litigation

Dispute resolution mechanisms, including arbitration, mediation, and litigation procedures, are codified within the
code. Businesses should be aware of:

« Arbitration Agreements: Must be in writing and meet certain disclosure requirements.
¢ Venue Selection: Determines the appropriate court for commercial disputes.
« Statute of Limitations: Varies by claim type; typically 2—4 years for contract disputes.

5. Employment and Labor Regulations

While many employment laws are housed in separate statutes, the Texas Business and Commerce Code
addresses certain employer obligations, such as:

e Payroll Taxes: Employer responsibilities for withholding and filing.
e Workers’ Compensation: Coverage requirements for certain industries.
« Employment Contracts: Enforceability and termination clauses.

Step by Step Guide to Starting a Business in Texas

For many entrepreneurs, the first hurdle is navigating the legal requirements to legally establish a company. Below
is a concise roadmap that aligns with the Texas Business and Commerce Code:

1. Choose Your Business Structure: Decide between a corporation, LLC, partnership, or sole proprietorship.
Consider liability, tax implications, and future growth.

2. Reserve a Business Name: Verify availability through the Texas Secretary of State’s online database. Ensure
the name complies with Texas naming rules (e.g., “LLC” must be included).

3. File Formation Documents: Submit Articles of Incorporation (corporations) or Certificate of Formation (LLCS)
electronically. Pay the filing fee ($300 for corporations, $750 for LLCs).

4. Obtain an EIN: Apply for an Employer Identification Number through the IRS website—free and required for
tax reporting.

5. Register for State Taxes: Depending on your business activities, register for Texas sales tax, franchise tax, or
other applicable taxes.

6. Draft Bylaws or Operating Agreements: While optional for LLCs, a well drafted operating agreement can
prevent future disputes.

7. File Annual Reports: Submit the annual report and pay the franchise tax by May 15th each year to keep your



company in good standing.
8. Maintain Corporate Records: Keep minutes of meetings, financial statements, and other corporate
documents in a secure location.

Contract Essentials Under the Texas Business and Commerce Code

Contracts are the lifeblood of commercial transactions. The Texas Business and Commerce Code provides a
framework for drafting, executing, and enforcing agreements. Here’s what you need to know:

1. Formation Requirements

To be enforceable, a contract must include:

e Offer: Clearly stated terms.

¢ Acceptance: Unconditional agreement to the offer.

» Consideration: Something of value exchanged between parties.
e Capacity: Parties must be legally competent.

Intent: Both parties intend to create a legal relationship.

2. UCC Article 2: Sale of Goods

Key provisions include:

e Statute of Frauds: Contracts for goods priced at $500 or more must be in writing.
* Warranties: Express and implied warranties are automatically granted unless disclaimed.
¢ Delivery Terms: The Incoterms and shipping clauses dictate risk transfer.
¢ Remedies: Buyers can reject goods, sue for damages, or demand specific performance.
3. Secured Transactions
Under the UCC, secured parties must file financing statements to establish priority. The code outlines:
¢ Collateral Description: Must be specific and accurate.

» Filing Requirements: Must be filed within 20 days of attachment.
 Priority Rules: Determines who gets paid first in case of default.

Consumer Protection: Safeguarding Your Reputation

Texas places a high priority on protecting consumers from deceptive or unfair practices. The Texas Business and
Commerce Code imposes several obligations on businesses:

1. Truthful Advertising

All marketing claims must be truthful and not misleading. False claims can result in civil penalties and reputational
damage.

2. Transparent Pricing

Hidden fees, surprise charges, or undisclosed terms violate the Unfair Trade Practices and Consumer Protection
Act.

3. Data Privacy

Businesses collecting personal data must provide a clear privacy policy, disclose data usage, and secure customer

information.

4. Right to Cancel



For certain contracts (e.g., door to door sales, subscription services), customers have a statutory right to cancel
within a specified period.

Dispute Resolution Strategies

Even with careful planning, disputes can arise. The Texas Business and Commerce Code offers multiple avenues
for resolution:

1. Mediation

Mediation is a voluntary, non binding process where a neutral third party helps parties reach a settlement. It's often
faster and less costly than litigation.

2. Arbitration

Arbitration is binding and can be enforced in court. Contracts must explicitly include an arbitration clause for it to be
enforceable.

3. Litigation
When other methods fail, parties may file a lawsuit in state court. The code specifies procedural rules, venue
selection, and applicable statutes of limitations.

Recent Amendments and Their Implications

The Texas Business and Commerce Code is continually updated. Here are the most recent changes that affect
businesses:

e 2023 Digital Commerce Update: Expanded definitions for electronic contracts and added new disclosure
requirements for online sellers.

e 2024 Small Business Incentive Amendments: Introduced tax credits for small businesses that invest in local
workforce development.

e 2025 Data Breach Notification: Tightened notification timelines for businesses that experience data breaches
involving consumer information.

Staying current with these amendments ensures compliance and can unlock new opportunities.

Practical Tips for Compliance and Risk Mitigation

Regular Legal Audits: Schedule annual reviews of contracts, corporate documents, and tax filings.
Employee Training: Educate staff on consumer protection laws, data privacy, and ethical sales practices.
« Document Management:; Use secure digital platforms to store contracts, filings, and corporate minutes.
¢ Insurance Coverage: Obtain general liability, professional liability, and cyber insurance as appropriate.

* Engage Legal Counsel: Work with attorneys familiar with Texas law to draft or review critical documents.

Resources for Further Research

Below are reputable sources that offer deeper insights into the Texas Business and Commerce Code:

e Texas Secretary of State: https://www.sos.state.tx.us/ — Official filing portal for business documents.

e Texas Comptroller of Public Accounts: https://comptroller.texas.gov/ — Franchise tax and sales tax information.

» Texas Legislature: https://capitol.texas.gov/ — Full text of statutes, including the Business and Commerce
Code.

¢ Texas Attorney General — Consumer Protection: https://www.texasattorneygeneral.gov/ — Guidance on



consumer protection laws.

Conclusion

The Texas Business and Commerce Code is a cornerstone of the state’s commercial ecosystem. By understanding
its structure, key provisions, and recent updates, businesses can navigate legal complexities with confidence. From
formation to dispute resolution
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