
how much can i pay my child from my
business
How much can I pay my child from my business? This question often arises for business owners
who want to include their children in the family business while also providing them with a sense of
responsibility, financial literacy, and work experience. However, compensating your child for their
work is not just a matter of personal choice; it involves navigating various legal, tax, and ethical
considerations. This article will guide you through the factors to consider when determining how much
you can pay your child from your business, ensuring that you comply with relevant regulations while
also fostering a positive work environment.

Understanding the Legal Framework

Before deciding on a pay rate for your child, it is crucial to understand the legal framework
surrounding child labor laws and tax implications.

Child Labor Laws

The Fair Labor Standards Act (FLSA) governs child labor in the United States. Here are some key
points:

1. Age Restrictions:
- Children under the age of 14 are generally prohibited from working in most non-agricultural jobs.
However, there are exceptions for family businesses.
- Children aged 14 to 15 can work but with restrictions on hours and types of work.
- Youth aged 16 and above have fewer restrictions.

2. Permissible Work:
- The work must be appropriate for the child's age. For example, a child might be allowed to work in
an office setting or assist with simple tasks such as filing or cleaning.

3. Work Hours:
- The number of hours a child can work may be limited based on their age. For example, 14- and 15-
year-olds cannot work during school hours and are limited to a certain number of hours per week.

Tax Implications

When paying your child, it is essential to consider the tax implications involved:

1. Wages:
- Payments to your child are considered wages and must be reported for tax purposes. However, if
your business is structured as a sole proprietorship or a partnership, you may not have to withhold
federal income tax for your child if they are under 18.



2. Business Expenses:
- Payments made to your child for legitimate work can be deducted as a business expense, reducing
your taxable income.

3. Educational Savings:
- Funds earned by your child can be deposited into a custodial account or 529 plan for future
educational expenses, providing a tax-advantaged way to save for college.

Determining the Pay Rate

Now that you understand the legal considerations, the next step is determining how much you can
pay your child from your business.

Factors to Consider

When setting a pay rate, consider the following factors:

1. Job Responsibilities:
- What tasks will your child be performing? More complex or responsible tasks may warrant a higher
pay rate.

2. Market Rates:
- Research what similar jobs pay in your area. This helps ensure that you are compensating your child
fairly while also adhering to regulations.

3. Your Business Structure:
- The type of business you operate (sole proprietorship, partnership, LLC, etc.) can influence how you
pay your child and the associated tax implications.

4. Age and Experience:
- Younger children or those with less experience may start at a lower pay rate than older, more
experienced children.

5. Time Commitment:
- Consider how many hours your child will be working. Part-time positions should align with the
minimum wage laws applicable in your state.

Establishing a Pay Rate

Here is a structured approach to establishing a pay rate for your child:

1. Define Job Role: Clearly outline the responsibilities and expectations for the role your child will
undertake.

2. Research Market Rates: Look into local wage standards for similar positions.



3. Set a Pay Rate: Based on the above factors, determine a reasonable hourly wage or salary.

4. Document Everything: Keep a record of hours worked and tasks completed for transparency and to
comply with tax regulations.

5. Review Annually: As your child gains experience and responsibilities grow, consider adjusting their
pay.

Benefits of Paying Your Child

Paying your child for their work in the family business can offer several benefits:

Financial Literacy

Receiving a paycheck provides children with practical experience in budgeting, saving, and spending.
This experience is invaluable in teaching them financial responsibility and the value of earning
money.

Work Ethic and Responsibility

Engaging in work helps children develop a strong work ethic and a sense of responsibility. They learn
the importance of meeting deadlines, adhering to company policies, and working as part of a team.

Strengthening Family Bonds

Working together in a family business can strengthen bonds among family members. It fosters
communication and collaboration, allowing parents to impart essential life skills.

Tax Advantages

As mentioned earlier, paying your child can offer tax benefits for your business. The wages paid can
be deducted as a business expense, potentially lowering your overall tax burden.

Best Practices for Employing Your Child

To ensure a positive experience both for you and your child, consider the following best practices:

1. Create a Job Description: Clearly outline what is expected from your child in their role.



2. Set Clear Boundaries: Distinguish between family time and work time to maintain a healthy work-
life balance.

3. Provide Feedback: Regularly provide constructive feedback to help your child improve and grow in
their role.

4. Encourage Learning: Use this opportunity to teach your child valuable skills relevant to your
business or their future careers.

5. Involve Them in Decision-Making: As they gain experience, involve them in decisions related to
their work, fostering a sense of ownership and responsibility.

Conclusion

In conclusion, the question of how much you can pay your child from your business involves a careful
consideration of legal guidelines, tax implications, and market rates. By establishing a fair and
reasonable pay rate, you can provide your child with valuable work experience while also benefiting
your business. Ultimately, this arrangement can cultivate financial literacy, responsibility, and a
strong work ethic in your child, preparing them for future success. Always ensure that the roles and
wages comply with relevant laws and regulations, and consider consulting with a tax professional or
legal advisor to navigate the complexities involved in this process.

Frequently Asked Questions

What is the legal age for a child to work in my business?
The legal age varies by country and state, but generally, children can start working at 14 or 15 with
restrictions on hours and types of work.

How much can I legally pay my child for work in my business?
You can pay your child a reasonable wage based on the work performed, but it must be in line with
minimum wage laws and not exceed what you would pay another employee for the same work.

Are there tax implications for paying my child from my
business?
Yes, paying your child could have tax implications, including potential tax deductions for your
business and the child's tax responsibilities, depending on their earnings.

What type of work can my child do in my business?
Your child can perform various tasks appropriate for their age and abilities, but certain hazardous jobs
are restricted until they reach a specific age.



Do I need to keep records of hours worked and payments
made to my child?
Yes, it's important to maintain accurate records for tax purposes and to comply with labor laws
regarding child employment.

Can I pay my child in cash, or do I need to issue a paycheck?
While you can pay your child in cash, it's advisable to issue a paycheck and withhold taxes if
necessary to ensure compliance with labor laws.

What are the benefits of paying my child from my business?
Paying your child can provide them with valuable work experience, teach financial responsibility, and
potentially lower your overall tax burden if structured correctly.
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