








pass that threshold, you’ll need to determine which type of IRA to use.

o seta typical child (excluding child movie stars, etc..) has a zero taxable
income,” says Lawrence (Larry) Starr, executive vice president at
Cornerstone Retirement/QPC in West Springfield, Massachusetts.
“Therefore, if there is the ability to fund an IRA (the child needs to have
some earned income), it should be set up as a Roth, given there is no ‘give
up’ of the tax benefits of a regular IRA since there is no tax at the child’s
income level. If the child does not have earned income, if there is the ability
to put the child on a payroll for some services (usually, I recommend
emptying wastepaper baskets!), and the parent is willing to fund the income
AND the IRA, this works very well. The typical benefits of an IRA apply
(compounding tax-free for 50, 60, or 70 years; plus, no tax on the

distribution of a Roth account).”

The good news is you can set up IRAs at almost all large financial
institutions. What’s more, if you live in a state that allows it, your infant can
serve as a model in an advertisement and get paid for it. That means a baby
can have a Child IRA!

“As long as child has earned income, and a social security number there’s no
age limit barriers,” says Krueger. “Look for a reputable discount broker —
Schwab, Vanguard, ETrade, or Fidelity all offer custodial IRAs. Most offer
24/7 support to help. Just have your banking and other basic financial

details on hand, and you can open the account online.”
How can a Child IRA improve financial literacy?

It’s not unusual for parents to be leery of giving money to their young
children. They're OK with the kids getting their own accounts—as long as
the parents retain the reins of management. Once the minor comes of age,
mom and dad might lack the confidence the child is ready to handle money

responsibly.



“Parents may not like the idea that the child is the account holder, which
means when your child legally becomes an adult, that account is controlled
® BETA e child,” says Krueger. “The child can do whatever the child wants to

and incur penalties if the money isn’t spent according to the rules.”

Ironically, if the parent actively engages children in monitoring their Child
IRA accounts, it’s more likely the children will gain financial literacy on the

road to financial independence.

“Opening a Child Roth IRA, with concurrent education/guidance, ensures
the child is aware of three important financial factors, potentially serving
them well for the rest of their life,” says Jack Towarnicky, of counsel at
Koehler in Powell, Ohio. “These include: the time value of
money/compound interest, specifically the Rule of 72; the ‘drag’ of income
taxes on investment earnings, comparing Rule of 72 outcomes where monies
are invested in a traditional IRA versus a Roth IRA; and a belief in/focus on
the future, the near certainty of financial attainment of the American dream

for the child, as well as providing legacies for all future generations.”

The Child IRA: How do even small actions add up
and begin to make things better?

The power of compounding represents the power of the Child IRA. As
Towarnicky says, the Rule of 72 (essentially calculating how fast money
doubles based on its average return) reveals the key to financial
independence. By the time the child retires (which will be later than you
think), the Child IRA can grow to a tidy sum.

“Assuming the small contributions remain in the IRA for decades, the
benefits of compounding will increase to a significant sum,” says Wagner.
“As of today, a child would not need to begin withdrawals until age 75, and
by the time a child is an adult, the required minimum date could well be in
the 80s.”









