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How Much Can I Pay My Child From My Business? A Practical Guide for Family
Entrepreneurs

how much can i pay my child from my business is a common question for many
family-run businesses and entrepreneurs looking to involve their kids in the enterprise.
Beyond just providing a paycheck, paying your child through your business can offer
valuable tax advantages, teach financial responsibility, and foster a strong work ethic.
However, navigating the rules around compensation, labor laws, and tax regulations can
be tricky. Let’s explore how to approach this thoughtfully, legally, and effectively.

Understanding the Basics: Why Pay Your Child
Through Your Business?

Paying your child from your business isn’t just about handing over some money. There are
several benefits that make this option attractive:

- **Tax savings:** Wages paid to your child can often be deducted as a business expense,
lowering your taxable income.

- *Teaching financial literacy:** Earning wages helps children understand the value of
work and money management.

- **Building work experience:** It allows kids to develop skills, responsibility, and a sense
of contribution to the family business.

- **Retirement savings:** Your child can contribute to an IRA or Roth IRA, funded by their
earned income, jumpstarting their retirement funds early.

Of course, it’s important to pay your child a reasonable wage for actual work performed
and comply with IRS and labor regulations.

How Much Can I Pay My Child From My Business?
The Key Factors

The amount you can pay your child depends on multiple factors, including the type of work
they do, their age, hours worked, and the nature of your business. Here are the main
considerations:

1. Reasonable Compensation for Actual Work

One of the most important IRS rules is that wages paid to family members must be



reasonable and correspond to the work performed. You can’t simply pay your child a large
sum without justification. For example, if your child helps with filing documents or
answering phones for 10 hours a week, their pay should reflect what you’d pay any other
employee for similar tasks.

2. Age-Appropriate Duties and Labor Laws

Labor laws regulate the types of work minors can perform and the number of hours they
can work. For instance, children under 14 are limited in the jobs they can do, and there
are restrictions on working hours during school days. Be sure to check your state’s child
labor laws and the federal Fair Labor Standards Act (FLSA) to stay compliant.

3. The Type of Business Entity Matters

The business structure influences tax implications when paying your child:

- If your business is a sole proprietorship or a partnership where both parents are owners,
you can pay your child’s wages without withholding Social Security and Medicare taxes if
the child is under 18.

- For corporations or partnerships with non-parent owners, payroll taxes generally apply.

Understanding these nuances is essential to optimize the financial benefits of employing
your child.

4. Documentation and Payroll Compliance

To avoid IRS scrutiny, document the work your child performs, keep timesheets, and pay
through your regular payroll system. This includes withholding applicable taxes, issuing
W-2 forms, and filing payroll tax returns. Treat your child like any other employee in terms
of record-keeping.

Practical Tips on How Much to Pay Your Child
From Your Business

Determining the exact amount to pay your child can feel overwhelming, but these tips can
guide you:

Evaluate Market Rates for Similar Jobs

Research the going rate for the tasks your child will perform. For example, if your child is



mowing the lawn or helping with social media management, find out what local businesses
pay for similar services. This ensures the wage is defensible in case of an audit.

Consider Hours Worked and Job Complexity

The more hours and the higher the skill level required, the higher the pay should be.
Younger children might earn less for simpler tasks, while teenagers performing
specialized work deserve more.

Stay Within the Child’s Earned Income Limit

Your child can only earn up to the amount of income they actually make from working.
This earned income cap prevents you from paying them excessive wages to shift income
for tax purposes.

Pay Regularly and Consistently

Avoid lump-sum payments that look suspicious. Pay your child on a regular payroll
schedule — weekly, biweekly, or monthly — just like any other employee.

Common Mistakes to Avoid When Paying Your
Child From Your Business

While paying your child can be rewarding, be wary of pitfalls that can raise red flags:

- **Qverpaying without justification:** Paying more than what the job warrants can trigger
IRS audits.

- **Not following labor laws:** Violating child labor regulations can result in fines and
penalties.

- **Failing to document work performed:** Lack of records makes it difficult to prove the
legitimacy of wages paid.

- **[gnoring payroll tax requirements:** Not withholding or paying taxes properly can lead
to costly consequences.

- **Using payments solely as a tax dodge:** The IRS scrutinizes family employment
arrangements, so the work must be genuine.

How Paying Your Child From Your Business Can
Impact Taxes



One of the primary motivations behind compensating your child through your business is
the potential tax advantages. Here’s how it works:

- **Deductible wages:** Your business can deduct the wages paid to your child as a
business expense, reducing taxable income.

- **Shifting income to lower tax brackets:** Since most children have little or no other
income, their tax rate may be 0% or very low, which lowers overall family tax liability.

- ¥*Avoiding payroll taxes:** For sole proprietorships or certain partnerships, wages paid
to children under 18 are exempt from Social Security and Medicare taxes.

- **Retirement savings:** Your child can contribute their earnings to a Roth IRA, fostering
long-term wealth building.

However, these benefits only apply if the wages are reasonable and the child is actually
performing legitimate work.

Examples of Legitimate Jobs Your Child Can Do in
Your Business

If you're wondering what kind of tasks justify paying your child, here are some common
examples:

- Filing and organizing paperwork

- Answering phones or responding to emails

- Managing social media accounts

- Running errands or delivering supplies

- Assisting with bookkeeping or data entry

- Helping with inventory or stock management

- Cleaning or maintenance tasks related to the business

The key is that the work must be appropriate for their age and skills and genuinely needed
by the business.

Balancing Fair Pay and Family Dynamics

While the financial and tax incentives are clear, it’s important to approach paying your
child with fairness and transparency. Discuss expectations openly, set clear job
descriptions, and treat them like any other employee. This not only avoids resentment but
also instills valuable lessons about work ethic and money management.

In family businesses, blurred lines can sometimes lead to conflict, so maintaining
professionalism helps keep relationships healthy.

Knowing the answer to “how much can i pay my child from my business” involves
balancing legal requirements, tax planning, and family values. With careful planning,



documentation, and adherence to labor laws, paying your child can be a beneficial
strategy that supports their growth and benefits your business.

Frequently Asked Questions

How much can I legally pay my child from my business?

You can pay your child a reasonable wage that corresponds to the work they perform, as
long as it complies with labor laws and is properly documented.

Are there tax benefits to paying my child from my
business?

Yes, paying your child a reasonable wage can reduce your business’s taxable income and
shift income to your child, who may be in a lower tax bracket, potentially lowering overall
family taxes.

What types of work can my child be paid for in my
business?

Your child can be paid for any legitimate work appropriate to their age and skills, such as
office tasks, cleaning, marketing, or helping with inventory.

Is there a maximum amount I can pay my child from my
business?

There is no specific maximum amount, but wages must be reasonable and reflect the fair
market value of the work performed to avoid IRS scrutiny.

Do I need to withhold taxes when paying my child from
my business?

This depends on the business structure and the child’s age. For example, wages paid to a
child under 18 by a sole proprietorship or partnership with parents generally are exempt
from Social Security and Medicare taxes.

Can paying my child affect their eligibility for
government benefits?

Yes, earning income may impact your child's eligibility for certain government benefits or
financial aid, so consider this before deciding on the payment amount.



What documentation is required when paying my child
from my business?

Maintain detailed records including timesheets, pay stubs, job descriptions, and
employment agreements to substantiate the work and wages paid.

Are there labor law restrictions when employing my
child in my business?

Yes, federal and state child labor laws apply, including restrictions on hours worked and
the type of work allowed, especially for minors under 14 or 16 years old.

Additional Resources

How Much Can I Pay My Child From My Business? Navigating Legal and Tax
Considerations

how much can i pay my child from my business is a question that many small business
owners, freelancers, and family-run enterprises encounter when considering involving
their children in the business. Employing a child in your business can offer both financial
and educational benefits, but it also raises important legal, tax, and ethical considerations.
Understanding the parameters around compensation, tax implications, and employment
regulations is crucial to ensure compliance and optimize benefits for both the business and
the child.

Understanding the Basics: Paying Your Child
From Your Business

At its core, paying your child from your business involves treating your child as an
employee and compensating them for legitimate work performed. This practice can serve
multiple purposes: it can provide your child with income, teach responsibility and work
ethic, and potentially reduce your overall tax liability. However, the key phrase in this
arrangement is “legitimate work.” The amount you pay must correspond to the fair market
value of the services your child provides.

Legal Framework and Employment Regulations

Before determining how much you can pay your child, it is essential to consider federal
and state labor laws. The Fair Labor Standards Act (FLSA) governs child labor regulations,
including restrictions on the types of work and hours that minors can work. Children
under 14 have very limited employment opportunities, while those aged 14 to 17 have
fewer restrictions but still face certain limitations.

For businesses owned by parents, some exemptions apply. For example, children



employed by their parents in a non-hazardous business are often exempt from minimum
wage and hour laws. This means that the business owner has more flexibility when paying
their child, but it is still recommended to pay a reasonable wage aligned with the work
performed.

Determining a Reasonable Wage

“How much can I pay my child from my business” hinges largely on establishing a
reasonable wage. The IRS requires that the compensation be “reasonable” for the work
done, meaning that it should be comparable to what you would pay an unrelated employee
for the same job. Overpaying your child could invite scrutiny from tax authorities, while
underpaying may not provide the intended tax benefits.

Here are factors to consider when setting wages:
¢ Job Role and Responsibilities: The complexity and responsibility of the tasks
performed directly impact reasonable compensation.
e Hours Worked: Payment should reflect the actual hours your child spends working.
e Market Rates: Research what similar roles pay in your area or industry.

e Skill Level: Younger children or those with limited experience should generally be
paid less.

For example, if your 16-year-old helps with basic administrative tasks such as filing or
data entry for 10 hours a week, paying them minimum wage or slightly above is typically
reasonable. Conversely, if they take on more complex tasks like managing social media or
bookkeeping, a higher wage reflecting those responsibilities may be justified.

Tax Implications of Paying Your Child From Your
Business

Paying your child from your business is not just about fair compensation—it also has
important tax consequences. When structured correctly, this strategy can yield significant
tax advantages for the family.

Benefits of Employing Your Child for Tax Purposes

¢ Income Shifting: Wages paid to your child are deductible business expenses,
reducing your taxable business income.



¢ Lower Tax Bracket: Since children often have little or no other income, their
earnings may be taxed at a lower rate, or even be tax-free up to the standard
deduction limit.

¢ Social Security and Medicare Tax Savings: If your business is a sole
proprietorship or a partnership with only the child’s parent as a partner, wages paid
to your child under age 18 are exempt from Social Security and Medicare taxes.

¢ Retirement Savings Opportunities: Your child can contribute earned income to an
IRA, potentially benefiting from tax-advantaged retirement savings at an early age.

Potential Drawbacks and Risks

While there are tax advantages, business owners should be cautious to avoid pitfalls:

¢ IRS Scrutiny: Excessive wages or payments for work not performed may trigger
audits.

¢ Record-Keeping Requirements: Proper documentation of hours worked, duties
performed, and payments made is essential.

e State-Specific Rules: State labor and tax rules may differ, potentially affecting
withholding requirements or eligibility for exemptions.

Practical Examples of Paying Children From Different
Business Entities

The type of business entity you operate can influence how much you can pay your child
and the associated tax treatment:

¢ Sole Proprietorship: You can employ your child and deduct wages as a business
expense. Children under 18 are exempt from FICA taxes in this scenario.

e Partnership: If the partnership consists solely of parents, children under 18 can be
employed with similar exemptions. However, if there are other partners, standard
employment taxes may apply.

e Corporation (S Corp or C Corp): The child is treated as a regular employee,
subject to withholding and payroll taxes. Reasonable wages must be paid, and all
employment taxes apply.



Best Practices for Paying Your Child From Your
Business

To ensure compliance and maximize benefits, consider the following guidelines:

1. Define Clear Job Duties

Document the specific tasks your child will perform. This helps justify the wage paid and
demonstrates the legitimacy of employment.

2. Maintain Accurate Records

Keep detailed timesheets, job descriptions, and payment records. This documentation will
be critical if the IRS requests proof of employment.

3. Pay Fair Market Wages

Avoid paying excessively high wages that do not align with the child’s work. Use local
wage data to guide compensation decisions.

4. Use Formal Payroll Systems

Process payments through a formal payroll system to withhold appropriate taxes and
generate W-2 forms. This formalizes the employment relationship and simplifies tax
reporting.

5. Consult Professionals

Tax laws and labor regulations can be complex and variable. Consulting with a tax advisor
or accountant can help tailor the approach to your specific situation.

Summary of Key Considerations

e How much can I pay my child from my business? You can pay a reasonable wage
that reflects the work performed, aligned with local market rates.

e Children under 18 employed by a sole proprietorship or partnership with only



parents may be exempt from certain payroll taxes.

e Payment must be substantiated with documentation and actual work to avoid IRS
challenges.

e Tax benefits include shifting income to a lower tax bracket and deducting wages as a
business expense.

e Compliance with labor laws, especially regarding hours and work types, is
mandatory.

Paying your child from your business can be a strategic financial decision when done
correctly. It requires balancing fair compensation with legal compliance. By carefully
documenting work, adhering to reasonable wage standards, and understanding the tax
implications, business owners can make the most of this opportunity while fostering
valuable work experience for their children.
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