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PREFACE

These volumes of West’'s Texas Statutes and Codes include, in
compact and convenient form, the text of all the general and perma-
nent laws of the State of Texas enacted through the Regular Session-
and First Called Session of the 63rd Legislature, and the Texas Con-
stitution, as amended through November 6, 1973.

The laws in West’s Texas Statutes and Codes are under the same
classification as Vernon’s Annotated Texas Statutes and Vernon’s
Texas Codes Annotated. Therefore, the user of this edition may go
from any article or section herein to the same article or section in the
annotated editions, where the complete constructions of the laws by
the state and federal courts, historical data relative to the origin and
development of the law, and other helpful research aids, are conveni-
ently available.

Scope of Volumes

Volume 1 contains the Constitution of the State of Texas; the
Business and Commerce Code; the Education Code; the Family Code;
the Penal Code; Penal Auxiliary Laws (Liquor Control Act; Game,
Fish and Oysters); the Code of Criminal Procedure; and the Water
Code. The Business and  Commerce, Education, Family, Penal and
Water Codes are units of the Texas Legislative Council’s on-going
statutory revision program, authorized by Civil Statutes, Art. 5429b-1.

Volume 2 contains the Business Corporation Act; Title 32, Cor-
porations, of the Civil Statutes; the Election Code; the Insurance
Code; Title 78, Insurance, of the Civil Statutes; the Probate Code;
and Title 122, Taxation, and Title 122A, Taxation-General, of the
Civil Statutes.

Volumes 8 to 5 contain the balance of the text of the Civil Statutes.

Tables

Disposition Tables are provided following each Code and through-
out the Civil Statutes, providing a means of tracing repealed subject
matter to parallel provisions.

Special laws pertaining to education and water, which were nei-
ther repealed by, nor incorporated into, the Education and Water
Codes, are tabulated following the respective Codes.

Additionally, Disposition Table 2 of the Penal Code shows the
new official citations or classifications of unrepealed articles of the
Texas Penal Code of 1925.
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PREFACE

Indexes

A separate detailed descriptive word Index follows the Constitu-
tion, each Code and the Penal Auxiliary Laws to facilitate the search
for specific provisions found therein. Laws in the Civil Statutes may
be located by means of the Topical Index at the end of Volume 5.

THE PUBLISHER
November, 1974
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TEXAS BUSINESS CORPORATION ACT

Acts 1955, 54th Leg., Ch. 64
Approved April 15, 1955
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TEXAS BUSINESS CORPORATION ACT

PART ONE

Short Title, Captions, Parts, Articles,
Sections, Subsections, and Paragraphs
A. This Act shall be known and may be cited as

the “Texas Business Corporation Act.”

B. The Division of this Act into Parts, Articles,
Sections, Subsections, and Paragraphs and the use of
captions in connection therewith are solely for con-
venience and shall have no legal effect in construing
the provisions of this Act.

C. This Act has been organized and subdivided in
the following manner:

Art. 1.01.

(1) The Act is divided into Parts, containing
groups of related Articles. Parts are numbered
consecutively with cardinal numbers.

(2) The Act is also divided into Articles, num-
bered consecutively with Arabic numerals.

(3) Articles are divided into Sections. The
Sections within each Article are numbered con-
secutively with capital letters.

(4) Sections are divided into subsections. The
subsections within each Section are numbered
consecutively with Arabic numerals enclosed in
parentheses.

(5) Subsections are divided into paragraphs.
The paragraphs within each subsection are num-
bered consecutively with lower case letters en-
closed in parentheses.
[Acts 1955, 54th Leg., p. 239, ch. 64.]

Art. 1.02. Definitions

A. As used in this Act, unless the context other-
wise requires, the term:

(1) “Corporation” or “domestic corporation”
means a corporation for profit subject to the
provisions of this Act, except a foreign corpora-
tion.

(2) “Foreign corporation” means a corpora-
tion for profit organized under laws other than
the laws of this State.

(8) “Articles of incorporation” means the
original or restated Articles of incorporation
and all amendments thereto.

(4) “Shares” means the units into which the

proprietary interests in a corporation are divid-
ed.

(5) “Subscription” means a memorandum in
writing, executed before or after incorporation,
wherein an offer is made to purchase and pay
for a specified number of theretofore unissued
shares of a corporation.

(6) “Subscriber” means the offeror in a sub-
scription.

(7) “Cancel” means to restore issued shares to
the status of authorized but unissued shares.

(8) “Authorized shares” means the shares of

all classes which the corporation is authorized to
issue.
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(9) “Treasury shares” means shares of a cor-
poration which have been issued, have been
subsequently acquired by and belong to the cor-
poration, and have not been cancelled or re-
stored to the status of authorized but unissued
shares. Treasury shares shall be deemed to be
“issued” shares but not “outstanding” shares.

(10) “Net assets” means the amount by which
the total assets of a corporation exceed the total
debts of the corporation.

(11) “Stated capital” means, at any particular
time, the sum of:

(2) the par value of all shares of the
corporation having a par value that have
been issued,

(b) the consideration fixed by the corpo-
ration in the manner provided by law for all
shares of the corporation without par value
that have been issued, except such part of
the consideration actually received therefor
as may have been allocated to capital sur-
plus in a manner permitted by law, and

(c) such amounts not included in para-
graphs (a) and (b) of this subsection as have
been transferred to stated capital of the
corporation, whether upon the issue of
shares as a share dividend or otherwise,
minus all reductions from such sum as have
been effected in a manner permitted by
law. :

(12) “Surplus” means the excess of the net
assets of a corporation over its stated capital.

(13) “Barned surplus” means the portion of
the surplus of a corporation equal to the balance
of its net profits, income, gains and losses from
the date of incorporation, or from the latest
date when a deficit was eliminated by an appli-
cation of its capital surplus or stated capital or
otherwise, after deducting subsequent distribu-
tions to shareholders and transfers to stated
capital and capital surplus to the extent such
distributions and transfers are made out of
earned surplus. KEarned surplus shall include
also any portion of surplus allocated to earned
‘surplus in mergers, consolidations or acquisitions
of all or substantially all of the outstanding
shares or of the property and assets of another
corporation, domestic or foreign.

(14) “Reduction surplus” means the surplus, if
any, created by or arising out of a reduction of
stated capital by any of the methods authorized
by this Act.

(15) “Capital surplus” means the entire sur-
plus of a corporation other than its earned sur-
plus and its reduction surplus.

(16) “Insolvency” means inability of a corpo-
ration to pay its debts as they become due in the
usual course of its business.

(17) “Consuming assets corporation” means a
corporation which is engaged in the business of
exploiting assets subject to depletion or amorti-

Art. 2.01

zation and which elects to state in its Articles of
incorporation that it is a consuming assets cor-
poration and includes as a part of its official
corporate name the phrase “a consuming assets
corporation,” giving such phrase equal promi-
nence with the rest of the corporate name on its
financial statements and certificates represent-
ing shares. All its certificates representing
shares shall also contain a further sentence:
“This corporation is permitted by law to pay
dividends out of reserves which may impair its
stated capital.”

(18) “Verified” means subscribed and sworn
to under the sanction of an oath, or such affir-
mation as is by law equivalent to an oath, made
before an officer authorized to administer oaths.

[Acts 1955, 54th Leg., p. 239, ch. 64; Acts 1967, 60th Leg.,
p. 1718, ch. 657, § 1, eff. June 17, 1967; Acts 1973, 63rd
Leg., p. 1086, ch. 545, § 1, eff. Aug. 27, 1973.]

PART TWO

Art. 2.01. Purposes

A. Except as hereinafter in this Article excluded
herefrom, corporations for profit may be organized
under this Act for any lawful purpose or purposes.
Corporations for the purpose of operating non-profit
institutions, including but not limited to those devot-
ed to charitable, benevolent, religious, patriotic, eiv-
ic, cultural, missionary, educational, scientific, social,
fraternal, athletic, or aesthetic purposes, may not
adopt or be-organized under this Act.

B. No corporation may adopt this Act or be
organized under this Act or obtain authority to
transact business in this State under this Act:

(1) If any one or more of its purposes for the
transaction of business in this State is expressly
prohibited by any law of this State.

(2) If any one or more of its purposes for the
transaction of business in this State is to engage
in any activity which cannot lawfully be en-
gaged in without first obtaining a license under
the authority of the laws of this State to engage
in such activity and such a license cannot law-
fully be granted to a corporation.

(8) If among its purposes for the transaction
of business in this State, there is included, how-
ever worded, a combination of the two business-
es listed in either of the following:

(a) The business of raising cattle and
owning land therefor, and the business of
operating stockyards and of slaughtering,
refrigerating, canning, curing or packing
meat. Owning and operating feed lots and
feeding cattle shall not be considered as
engaging in ‘“the business of raising cattle
and owning land therefor” within the pur-
view of this paragraph of this subsection.

(b) The business of engaging in the pe-
troleum oil producing business in this State
and the business of engaging directly in the
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oil pipe line business in this State: provid-
ed, however, that a corporation engaged in
the oil producing business in this State
which owns or operates private pipe lines in
and about its refineries, fields or stations or
which owns stock of corporations engaged
in the oil pipe line business shall not be
deemed to be engaging directly in the oil
pipe line business in this State; and provid-
ed that any corporation engaged as a com-
mon carrier in the pipe line business for
transporting oil, oil produets, gas, salt brine,
fuller's earth, sand, clay, liquefied minerals
or other mineral solutions, shall have all of
the rights and powers conferred by Articles
6020 and 6022, Revised Civil Statutes, 1925.1

(4) If any one or more of its purposes is to
operate any of the following:

(a) Banks, (b) trust companies, (c) build-
ing and loan associations or companies, (d)
insurance companies of every type and
character that operate under the insurance
laws of this State, and corporate attorneys
in fact for reciprocal or inter-insurance ex-
changes, (e) railroad companies, (f) ceme-
tery companies, (g) cooperatives or limited
cooperative associations, (h) labor unions, i)
abstract and title insurance companies
whose purposes are provided for and whose
powers are prescribed by Chapter 9 of the
Insurance Code of this State.

[Acts 1955, 54th Leg., p. 239, ch. 64; Acts 1973, 63rd Leg.,

p. 1486, ch. 545, § 2, eff. Aug. 27, 1973)]
L Civil Statutes, arts. 6020, 6022.

Art. 2.02. General Powers

A. Subject to the provisions of Sections B and C
of this Article, each corporation shall have power:

(1) To have perpetual succession by its corpo-
rate name unless a limited period of duration is
stated in its articles of incorporation.

(2) To sue and be sued, complain and defend,
in its corporate name.

(3) To have a corporate seal which may be
altered at pleasure, and to use the same by
causing it, or a facsimile thereof, to be im-
pressed on, affixed to, or in any manner repro-
duced upon, instruments of any nature required
to be executed by its proper officers.

(4) To purchase, receive, lease, or otherwise
acquire, own, hold, improve, use and otherwise
deal in and with, real or personal property, or
any interest therein, wherever situated, as the
purposes of the corporation shall require.

(5) To sell, convey, mortgage, pledge, lease,
exchange, transfer and otherwise dispose of all
or any part of its property and assets.

(6) To lend money to, and otherwise assist, its
employees, but not to its officers and directors.

(7) To purchase, receive, subscribe for, or oth-
erwise acquire, own, hold, vote, use, employ,

mortgage, lend, pledge, sell or otherwise dispose
of, and otherwise use and deal in and with,
shares or other interests in, or obligations of,
other domestic or foreign corporations, associa-
tions, partnerships, or individuals, or direct or
indirect obligations of the United States or of
any other government, state, territory, govern-
ment district, or municipality, or of any instru-
mentality thereof.

(8) When permitted by the other provisions of
this Act, to purchase or otherwise acquire its
own bonds, debentures, or other evidences of its
indebtedness or obligations, and, to purchase or
otherwise acquire its own shares, and to redeem
or purchase shares made redeemable by the
provisions of its articles of incorporation.

(9) To make contracts and incur liabilities,
borrow money at such rates of interest as the
corporation may determine, issue its notes,
bonds, and other obligations, and secure any of
its obligations by mortgage or pledge of all or
any of its property, franchises, and income.

(10) To lend money for its corporate purposes,
invest and reinvest its funds, and take and hold
real and personal property as security for the
payment of funds so loaned or invested.

(11) To conduct its business, carry on its oper-
ations, and have offices and exercise the powers
granted by this Act, within or without this
State.

(12) To elect or appoint officers and agents of
the corporation for such period of time as the
corporation may determine, and define their
duties and fix their compensation.

(13) To make and alter bylaws, not inconsist-
ent with its articles of incorporation or with the
laws of this State, for the administration and
regulation of the affairs of the corporation.

(14) To make donations for the public welfare
or for charitable, scientific, or educational pur-
poses.

(15) To transact any lawful business which
the board of directors shall find will be in aid of
government policy.

(16) To indemnify any director or officer or
former director or officer of the corporation, or
any person who may have served at its request
as a director or officer of another corporation in
which it owns shares of capital stock or of which
it is a creditor, against expenses actually and
necessarily incurred by him in connection with
the defense of any action, suit, or proceeding in
which he is made a party by reason of being or
having been such director or officer, except in
relation to matters as to which he shall be
adjudged in such action, suit or proceeding to be
liable for negligence or misconduct in perform-
ance of duty, but such indemnification shall not
be deemed exclusive of any other rights to
which such director or officer mayv be entitled,



under any bylaw, agreement, vote of sharehold-
ers, or otherwise.

A corporation shall have power to purchase
and maintain insurance on behalf of any person
who is or was a director, officer, employee, or
agent of the corporation, or is or was serving at
the request of the corporation as a director,
officer, employee, or agent of another corpora-
tion, partnership, joint venture, trust, or other
enterprise against any liability asserted against
him and incurred by him in any such capacity or
arising out of his status as such, whether or not
the corporation would have the power to indem-
nify him against such liability under the provi-
sions of this Article.

(17) To pay pensions and establish pension
plans, pension trusts, profit sharing plans, stock
bonus plans, and other incentive plans for all of,
or class, or classes of its officers and employees,
or its officers or its employees.

(18) To be an organizer, partner, member,
associate, or manager of any partnership, joint
venture, or other enterprise, and to the extent
permitted in any other jurisdiction to be an
incorporator of any other corporation of any
type or kind.

(19) To cease its corporate act1v1t1es and ter-
minate its existence by voluntary dissolution.

(20) Whether included in the foregoing or
not, to have and exercise all- powers necessary or
appropriate to effect any or all of the purposes
for which the corporation is organized.

B. Nothing in this Article grants any authority
to officers or directors of a corporation for the
exercise of any of the foregoing powers, inconsistent
with limitations on any of the same which may be
expressly set forth in this Act or in the articles of
incorporation or in any other laws of this State.
Authority of officers and directors to act beyond the
scope of the purpose or purposes of a corporation is
not granted by any provision of this Article.

-C. Nothing contained in this Article shall be
deemed to authorize any action in violation of the
Anti-Trust Laws of this State or of any of the
provisions of Part Four of the Texas Miscellaneous
Corporation Laws Act, as now existing or hereafter
amended.

[Acts 1955, 54th Leg., p. 239, ch. 64; " Acts 1967, 60th Leg,,
p. 1718, ch. 657, § 2, eff. June 17, 1967; Acts 1973, 63rd
Leg., p. 1486, ch. 545, § 3, eff. Aug. 27, 1973.]

Art. 2.03. Right of Corpbration to Acquire and Dis-
pose of Its Own Shares

A. A corporation shall not purchase directly or
indirectly any of its own shares unless such purchase
is authorized by this Article and not prohibited by its
articles of incorporation.

B. A corporation may purchase its own shares to
the extent of the aggregate of any unrestricted
surplus - available therefor and its stated capital
when the purchase is authorized by the directors,

TEXAS BUSINESS CORPORATION ACT

Art. 2.04

acting in good faith to accomplish any of the follow-
ing purposes:

(1) To eliminate fractional shares.

(2) To collect or compromise indebtedness
owed by or to the corporation.

(3) To pay dissenting shareholders entitled to
payment for their shares under the provisions of
this Act.

(4) To effect the purchase or redemption of
its redeemable shares in accordance with the
provisions of this Act.

C. Upon resolution of its board of directors au-
thorizing the purchase and upon compliance with °
any other requirements of its articles of incorpora-
tion, a corporation may purchase its own shares to
the extent of unrestricted earned surplus available
therefor if accrued cumulative preferential divi-
dends and other current preferential dividends have
been fully paid at the time of purchase.

D. 1If the articles of incorporation so permit, or
upon resolution of .its-board of directors and vote of
the holders of at least two-thirds of all shares,
entitled to vote thereon, a corporation may purchase,
directly or indirectly, its own shares to the extent of
the aggregate of unrestricted capital surplus availa-
ble therefor and unrestricted reduction surplus avail-
able therefor.

- E. To the extent that earned surplus capital
surplus or reduction surplus is used as the measure
of the corporation’s right to purchase its own shares,
such surplus shall be restricted so long as such
shares are held as treasury shares, and upon the
disposition or cancellation of any such shares the
restriction shall be removed pro tanto as to all of
such restricted surplus not eliminated thereby.

F. In no case shall a corporation purchase or
make payment, directly or indirectly, -for its own
shares when there is reasonable ground for believing
that the corporation is insolvent, or will be rendered
insolvent by such purchase or payment, or when,
after such purchase, or payment, the fair value of its
total assets will be less than the total amount of its
debts.

G. An open-end investment company, registered
as such under the Federal Investment Company Act
of 1940, as heretofore or hereafter amended, if its
articles of incorporation shall so provide, may pur-
chase, receive, or otherwise acquire, hold, own,
pledge, transfer, or otherwise dispose of its own
shares, out of stated capital or any unrestricted
surplus.

[Acts 1955, 54th Leg., p. 239, ch. 64; Acts 1978, 63rd Leg.,
p. 1488, ch. 545, §§ 4, 5, eff. Aug. 27, 1973.]

Art. 2.04. Defense of Ultra Vires

A. Lack of capacity of a corporation shall never
be made the basis of any claim or defense at law or
in equity.

B. No act of a corporation and no conveyance or
transfer of real or personal property to or by a
corporation shall be invalid by reason of the fact
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that such act, conveyance or transfer was beyond
the scope of the purpose or purposes of the corpora-
tion as expressed in its articles of incorporation or by
reason of limitations on authority of its officers and
directors to exercise any statutory power of the
corporation, as such limitations are expressed in the
articles of incorporation, but that such act, convey-
ance or transfer was, or is, beyond the scope of the
purpose or purposes of the corporation as expressed
in its articles of incorporation or inconsistent with
any such expressed limitations of authority, may be
asserted:

(1) In a proceeding by a shareholder against
the corporation to enjoin the doing of any act or
acts or the transfer of real or personal property
by or to the corporation. If the unauthorized
act or transfer sought to be enjoined is being, or
is to be, performed or made pursuant to any
contract to which the corporation is a party, the
court may, if all of the parties to the contract
are parties to the proceeding and if it deems the
same to be equitable, set aside and enjoin the
performance of such contract, and in so doing
may allow to the corporation or to the other
parties to the contract, as the case may be,
compensation for the loss or damage sustained
by either of them which may result from the
action of the court in setting aside and enjoining
the performance of such contract, but anticipat-
ed profits to be derived from the performance
of the contract shall not be awarded by the
court as a part of loss or damage sustained.

(2) In a proceeding by the corporation, wheth-
er acting directly or through a receiver, trustee,
or other legal representative, or through share-
holders in a representative suit, against the
incumbent or former officers or directors of the
corporation for exceeding their authority.

(3) In a proceeding by the Attorney General,
as provided in this Act, to dissolve the corpora-
tion, or in a proceeding by the Attorney General
to enjoin the corporation from transacting un-
authorized business, or to enforce divestment of
real property acquired or held contrary to the
laws of this State.

[Acts 1955, 54th Leg., p. 239, ch. 64.]

Art. 2.05. Corporate Name;
Names

A. The Corporate name shall conform to the
following requirements:

Use of Assumed

(1) It shall contain the word “corporation,”
“company,” or “incorporated,” or shall contain
an abbreviation of one of such words, and shall
contain such additional words as may be re-
quired by law.

(2) It shall not contain any word or phrase
which indicates or implies that it is organized
for any purpose other than one or more of the
purposes contained in its articles of incorpora-
tion.
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(8) It shall not be the same as, or deceptively
similar to, the name of any domestic corporation
existing under the laws of this State, or the
name of any foreign corporation authorized to
transact business in this State, or a name the
exclusive right to which is, at the time, reserved
in the manner provided in this Act, or the name
of a corporation which has in effect a registra-
tion of its corporate name as provided in this
Act; provided that a name may be similar if
written consent is obtained from the existing
corporation having the name deemed to be simi-
lar or the person, or corporation, for whom the
name deemed to be similar is reserved in the
office of the Secretary of State.

B. Any domestic or foreign corporation having
authority to transact business in this State, may do
so under an assumed name, by filing an assumed
name certificate in the manner prescribed by law.
[Acts 1955, 54th Leg., p. 239, ch. 64.]

Art. 2.06. Reserved Name

A. The exclusive right to the use of a corporate
name may be reserved by:

(1) Any person intending to organize a corpo-
ration under this Act.

(2) Any domestic corporation intending to
change its name.

(3) Any foreign corporation intending to
make application for a certificate of authority
to transact business in this State.

(4) Any foreign corporation authorized to
transact business in this State and