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STARTING A ROTH IRA FOR A TEEN
by Dominic Lucente

This early financial decision could prove helpful over time.
Want to give your child or grandchild a great financial start? A Roth IRA
might be a choice to consider. There are many reasons why starting a Roth
IRA for a teenager may be a sound financial strategy. Read on to learn more
about how doing this may benefit both of you.
Tax-free benefits during retirement. Setting up a Roth IRA for the
teenager in your life could prime them to have more retirement savings.
Plus, a Roth IRA has the potential to accumulate over the years, and the
owner may be able to better manage their tax burden if they withdraw the
money after age 59½.1
For example, a 19-year-old who contributes $5,000 a year to a Roth
IRA, which earns 8% for 40 years, would be positioned to have about $1.4
million by age 59. Of course, this is a hypothetical example that’s used for
illustrative purposes only. It is not representative of any specific investment
or combination of investments. Actual results will fluctuate.2
Greater earning potential, thanks to the magic of compound interest.
Setting up a Roth IRA for a teenager is a great way to introduce them to basic
financial concepts, such as compound interest. Giving your teen a hands-on
learning experience may help them understand the value of saving for the
future. You might also be facilitating your child or grandchild to develop lifelong financial habits.3
Looking ahead to the future. If money is withdrawn before age 59 ½,
there may be a penalty assessed. This is typically a 10% I.R.S. penalty, but in
some circumstances, it can be more. There is, however, a notable exception.
Up to $10,000 of earnings can be taken out of a Roth IRA at any time if the
money is used to buy a first home. In this particular case, the I.R.S. waives
the early withdrawal penalty. Should your teenager become a parent someday, a portion of those Roth IRA assets might also be utilized to pay college
tuition costs for themself or their child.1,4
Keep in mind that this article is for informational purposes only. It’s not a
replacement for real-life advice, so make sure to consult your tax, legal, and
accounting professionals before modifying any Roth IRA strategy.
Rules for gifting a Roth IRA. Setting up a Roth IRA for a teen means
that you can gift them some of the funds to get it started, provided that your
teen is earning income. So, if your 15-year-old has earned $6,000 at a summer job, you can gift them up to $6,000 (the maximum annual contribution)
to invest in a Roth IRA. The amount gifted or contributed cannot exceed the
teen’s income, however, and the annual contribution limits to a Roth IRA still
apply. What’s more, you may also realize a tax perk. If you make the initial
contribution to the Roth IRA as a parent or grandparent, that money can
count as a gift within your $15,000 yearly gift tax exclusion ($30,000 for a
married couple).5
There are things to consider when setting up a custodial Roth IRA.
Setting up a Roth IRA for a minor is often referred to as a custodial IRA.
Until the child is able to take it over, you act as the custodian of the account.
Individual state laws determine when the minor child is able to take over
management of the Roth IRA for themselves.1,4
You should always consult with a tax professional to ensure that you
and your minor child are following all federal and state regulations. If this
is something you’re considering doing for a loved one, I’d be happy to talk
with you further.
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