
Notice  Under  Circular  230  Required  Statement: that  no  advice  is  intended  herein  to  be
imparted, but if it does, then Circular 230, requires that I advise and disclose to you, that you
may not use, and cannot use any information for purposes of (1) avoiding penalties imposed
under the Internal Revenue Code or (2) promoting, marketing or recommending to any other
person(s) the any of the transaction(s) or matter(s)  addressed, discussed or referenced herein.
Each taxpayer should seek advice from an independent tax advisor with respect to any Federal
tax issue(s),  transaction(s)  or matter(s)  addressed, discussed or referenced herein based upon
their particular circumstances.

DISCLAIMER: The note  is  not  to  be  considered legal,  accounting  or  tax  advice,  it  is  not
complete, nor can it be a reference source.  I do not guarantee the accuracy of the information
provided herein and will not be held liable for any legal action resulting from reliance on this
note.

Close Corporation

1.1 Welcome. Hi, and welcome. This video is one in a series discussing various topics my clients
have asked me to address.  This discussion addresses the term “Close Corporation” as that term
is commonly used in various corporate documents, especially in formation of the entity.  This is
a “30,000-foot” look at these terms and their implications vary from state to state.  Your states’
implications  will  certainly  be  different.  You  must  consult  a  licensed  professional  in  your
jurisdiction.

1.2 No Legal Advice. I cannot and do not provide any advice; only a licensed professional in
your jurisdiction can do that. You should assume I am not licensed in any jurisdiction and am not
addressing any of  your  specific  concerns.  You must  consult  a  licensed professional  in  your
jurisdiction.

ARTICLE  1Corporation
2.1 Provision.   This  provision must  be  stated  in  the  entity’s  formation  documents,  such as
Articles of Incorporation. Here is the statement as set forth in the Texas Business Organizations

Code,  but  most  state  provisions  will  be  similar:  “This  corporation  is  a  close  corporation. ”
§3.008. There may be a  form promulgated  by your Secretary of State  that requires  a filing,
similar to Form 812, Statement of Operation as a Close Corporation, which will state something
similar: “…close corporation is being operated and its business and affairs are being conducted
under the terms of a shareholders’ agreement under….”  Subchapter O (Sections 21.701-21.732)
of the BOC.  See Attached.

2.2  Relaxed  Requirements.  “Regular”  Corporations” have  to  comply  with  more  required
formalities, for example rules for nidificating shareholders of Shareholder Meetings, Voting on

various  corporate  matters  and  the  like.   A “Close  Corporation”  provision  relaxes  these
restrictions recognizing that most corporations are small family-owned enterprises and do not
need these extra formalities, and indeed exposes the corporation to legalities and that are not
really appropriate.



2.3 Stock Certificate Legend.  The share certificates may be required to have printed on the
certificate something like the following:  “These shares are issued by a close corporation as
defined by the Texas Business Organizations Code.  Under the Code, a shareholders' agreement
may  provide  for  management  of  a  close  corporation  by  the  shareholders  or  in  other  ways

different from an ordinary corporation.  This may subject the holder of this certificate to certain
obligations and liabilities not otherwise imposed on shareholders of an ordinary corporation.
On any sale or transfer of these shares, the transferor is obligated to deliver to the transferee a
complete copy of any shareholders' agreement.”

2.4 Shareholder Liability May be Affected.  A presentation to the State Bar of Texas stated the
following with regard to Close Corporations: 

“Subchapter  O  of  Chapter  21  of  ..The  BOC  also  contains  a  provision  that  protects
shareholders  of  these  special  statutory  “close  corporations”  against  veil  piercing.   This
protective provision states that neither the failure of a close corporation to observe usual
formalities  or  the  statutory  requirements  prescribed  for  an  ordinary  corporation,  nor  the
performance of a shareholders’ agreement that treats the close corporation as if it were a
partnership or in a manner that otherwise is appropriate only among partners, is a factor in
determining whether to impose personal liability on the shareholders for an obligation of the
close corporation by disregarding the separate corporate existence or otherwise.  Tex. Bus.
Orgs. Code § 21.730.”
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