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How to Open a Business in Texas: A Step �by �Step Guide

Texas is often dubbed the “Business Friendly State” for a reason. From its low tax burden to its vibrant

entrepreneurial ecosystem, the Lone Star State offers a welcoming environment for startups and established

enterprises alike. Whether you’re dreaming of a tech startup in Austin, a boutique coffee shop in Dallas, or a

manufacturing plant in Houston, the process of opening a business in Texas is straightforward—and rewarding.

This guide walks you through every critical step, from choosing the right legal structure to staying compliant with

state taxes and regulations.

Why Texas Is a Prime Location for New Businesses

Before diving into the logistics, it’s worth understanding why Texas consistently tops lists of top states for business.

Key advantages include:

•  Low Cost of Living – Employees enjoy a high standard of living without the price tag of coastal cities.

•  No State Income Tax – Businesses and individuals benefit from the absence of a state income tax.

•  Robust Infrastructure – Major highways, ports, and a growing tech corridor support logistics and connectivity.

•  Business �Friendly Regulations – Texas has a reputation for minimal red tape and a streamlined permitting 

process.

•  Diverse Talent Pool – Home to top universities and a growing pool of skilled workers.

With these strengths in mind, let’s explore how to open a business in Texas, step by step.

Choosing the Right Business Structure in Texas

Your business structure determines your liability, taxes, and administrative responsibilities. Texas offers several

common options:

1. Sole Proprietorship

A sole proprietorship is the simplest form—no formal filing is required. You operate under your own name or a trade

name, and you report business income on your personal tax return. However, you assume unlimited personal

liability.

2. Partnership

Partnerships involve two or more owners sharing profits and responsibilities. The partnership itself is not taxed;

instead, each partner reports their share on their personal return. Partnerships can be general (all partners share

liability) or limited (some partners have limited liability).

3. Limited Liability Company (LLC)

LLCs combine the flexibility of a partnership with the liability protection of a corporation. Texas LLCs offer

pass �through taxation by default, meaning profits flow directly to owners’ personal returns, avoiding double taxation.

4. Corporation (C �Corp or S �Corp)

Corporations are separate legal entities, offering the strongest liability protection. C �Corporations are taxed



separately and can issue multiple classes of stock. S �Corporations provide pass �through taxation but are limited to

100 shareholders and must meet specific eligibility criteria.

5. Nonprofit Organization

Nonprofits are established for charitable, educational, or religious purposes. They must apply for 501(c)(3) status

with the IRS and adhere to strict reporting and governance standards.

When deciding, consider factors such as the level of personal liability you’re comfortable with, your tax strategy, and

the complexity of ongoing compliance.

Registering Your Business Name and Entity

Once you’ve selected a structure, you’ll need to register your business with the Texas Secretary of State and obtain

a federal Employer Identification Number (EIN). Follow these steps:

Step 1: Check Name Availability

1.  Visit the Texas Secretary of State’s business name search portal.

2.  Enter your proposed name to ensure it’s unique and not already in use.

3.  Reserve the name if you’re not filing immediately—this can be done online for a small fee.

Step 2: File Articles of Organization or Incorporation

•  LLC: File Form Form 205 (Articles of Organization) online or by mail.

•  Corporation: File Form Form 201 (Certificate of Formation).

•  Partnerships and Sole Proprietorships: No formal filing is required, but you may file a Trade Name (DBA) if 

you’re operating under a name different from your legal name.

Step 3: Obtain an EIN

Apply for an EIN through the IRS website. This number is required for tax filings, opening a business bank account,

and hiring employees.

Step 4: Register for State Taxes

Depending on your business type and location, you may need to register with the Texas Comptroller of Public

Accounts for sales tax, franchise tax, or other state taxes.

Understanding Texas Taxes and Licensing Requirements

Texas has a unique tax structure that can be both advantageous and complex. Understanding each component will

help you avoid surprises down the road.

4.1 State Sales Tax

Most tangible goods sold in Texas are subject to a state sales tax of 6.25%. Local jurisdictions may add up to 2% in

local sales taxes, making the combined rate vary between 6.25% and 8.25%.

4.2 Franchise Tax

All Texas businesses with gross receipts over $1,230,000 must file an annual franchise tax report. The tax rate

varies based on your entity type and revenue. LLCs and corporations typically pay a franchise tax calculated on

taxable margin.

4.3 Employment Taxes

Employers must withhold federal income tax, Social Security, Medicare, and pay federal unemployment taxes.



Texas also requires employers to file state unemployment tax (SUTA) with the Texas Workforce Commission.

4.4 Local Permits and Zoning

Check with your city or county for zoning ordinances, signage permits, health department approvals, or special

business licenses. For example, restaurants must comply with the Texas Department of State Health Services.

Securing Funding and Managing Finances

Funding is often the biggest hurdle for new businesses. Texas offers several avenues to secure capital.

5.1 Traditional Bank Loans

Approach local banks or credit unions. A solid business plan and good credit history improve your chances.

5.2 Small Business Administration (SBA) Loans

The SBA’s 7(a) and 504 loan programs provide favorable terms and down �payment assistance. Texas has many

SBA partners that can help you navigate the application.

5.3 Grants and Incentives

Explore grants from the Texas Economic Development Corporation (EDC), Texas Workforce Commission, and local

chambers of commerce. Many programs target specific industries or underserved communities.

5.4 Managing Cash Flow

1.  Open a dedicated business bank account.

2.  Use accounting software (e.g., QuickBooks, Xero) for invoicing and expense tracking.

3.  Set aside a reserve fund for unexpected expenses.

4.  Regularly review financial statements to spot trends early.

Building Your Brand and Marketing Strategy

A strong brand and targeted marketing can set your business apart in Texas’s competitive market.

6.1 Market Research

Identify your target demographic, local competition, and price sensitivity. Tools like the U.S. Census Bureau and

Texas Demographic Center offer valuable data.

6.2 Digital Presence

•  Create a professional website optimized for local SEO.

•  Claim your business on Google My Business, Yelp, and social media platforms.

•  Leverage content marketing and paid advertising to reach your audience.

6.3 Local Partnerships

Collaborate with other local businesses, participate in chamber events, and sponsor community initiatives to

increase visibility and build goodwill.

Hiring Employees and Human Resources in Texas

Texas’s workforce is diverse and highly skilled. However, hiring comes with legal responsibilities.

7.1 Labor Laws

•  Texas follows federal minimum wage and overtime laws; no state minimum wage exists.



•  Ensure compliance with the Texas Workforce Commission’s hiring and anti �discrimination regulations.

•  Provide workers’ compensation insurance through the Texas Department of Insurance.

7.2 Employee Benefits

While not required, offering benefits such as health insurance or retirement plans can attract top talent. Consider

partnering with a benefits broker for cost �effective options.

7.3 Payroll Setup

1.  Register with the Texas Comptroller for state payroll taxes.

2.  Use payroll software or a payroll service to handle withholding and filings.

3.  Keep accurate records for audits and compliance.

Maintaining Compliance and Growing Your Business

Staying compliant ensures your business remains in good standing and can scale successfully.

8.1 Annual Reports

All LLCs and corporations must file an annual report with the Secretary of State and pay the associated fee. Failure

to file can result in administrative dissolution.

8.2 Tax Filings

•  File franchise tax returns by May 15th each year.

•  Submit sales tax returns monthly, quarterly, or annually based on your volume.

•  File federal income tax returns and payroll tax returns on schedule.

8.3 Scaling Strategies
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