
Hiring your child can 
help you save big in taxes
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As a small business owner, you may have considered hiring your child 
to help out within your company. Not only does this allow you to instill 
a strong work ethic in your child, but it also comes with numerous tax 
advantages. In this document, we’ll discuss the key benefits and tips 
to keep in mind when hiring your child in your business.

Shifting Income and Reducing Taxes
One of the primary financial benefits of hiring your child is the ability to shift some of 
your highly taxed income into income that is tax-free or at least subject to minimal 
taxes. You can do this by paying your child a reasonable wage for the services they 
perform. Your child can then utilize their standard deduction of $13,850 for 2023 to 
shelter their income, ultimately reducing your family’s overall tax liability.

For example, if you hire your 16-year-old child and pay them $8,000 a year, they can use 
their standard deduction to shelter the entire amount. If their earnings exceed the standard 
deduction, excess earnings will be taxed at your child’s lower tax rate, starting at just 10%.

Income Tax Withholding
Your child may be exempt from federal income tax withholdings if they had no federal 
income tax liability in the previous year and do not expect a tax liability this year. 

However, the exemption from withholding cannot be claimed if their income exceeds 
$1,250 for 2023 and includes more than $400 of unearned income, and they can be 
claimed as a dependent on someone else’s tax return. In this case, your child can expect 
a refund of withholdings depending on their total compensation.
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Social Security and Medicare Tax 
Savings
By hiring your child, you may be able to reduce your FICA and FUTA  obligations. You do 
not have to pay FICA taxes on compensation to your child under age 18 if your business 
is a sole proprietorship, a single-member LLC, or an LLC taxed as a partnership and 
owned solely by you and your spouse. Also, if your child is under the age of 21, their 
compensation is not subject to FUTA. 

Unfortunately, there is no FICA or FUTA exemption for hiring your child if your business 
is incorporated or is a partnership that includes non-parent partners.

Retirement Benefits
Finally, depending on your business structure and retirement plan, you may be able to 
make a tax-deductible contribution to your child’s retirement account, helping to save 
even more in taxes. 
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Tips for Hiring Your Child in Your 
Business
The benefits of hiring your child can be significant, but you must follow the rules.

1. Ensure real work is performed for reasonable pay. Your child’s job must be legitimate, 
and their compensation must be reasonable for their services. You should not pay 
them significantly more or less than the average wage for similar work in your area.

2. Follow all employment laws and file the required forms. This includes having your 
child fill out Form W-4 and Form I-9, obtaining an Employer Identification Number, 
and adhering to child labor laws.

3. Withhold and remit appropriate taxes. Unless they are exempt, you must withhold 
and remit applicable taxes from their wages. Additionally, you must pay FICA and 
FUTA depending on your business structure and your child’s age. 

4. Keep thorough and accurate payroll records for all employees, including your child. 
Document hours worked, wages earned, and taxes withheld.

5. Pay your child by check or electronic transfer instead of cash to establish a clear 
payment record. This will help demonstrate that your child genuinely received their 
wages.

6. Finally, assist your child with filing their tax return. This will help your child become 
familiar with the tax filing process and potentially receive an income tax refund, 
depending on their earnings.
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Final Thoughts

This document is intended to provide a brief overview and is 

not a substitute for speaking with one of our expert advisors. 

Hiring your child comes with numerous financial benefits, 

including tax savings and the ability to instill a strong 

work ethic in your child. However, it’s essential to follow 

all employment laws, file the required forms, and keep 

accurate payroll records. 

If you have any questions or would like to discuss hiring 

your child in your business with one of our expert advisors, 

please contact our office.
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About Olsen Thielen
Olsen Thielen is a full service accounting and consulting firm, and a “Top 25” firm in Minneapolis and 
St. Paul, Minnesota. We focus on providing top quality solutions for our clients through our traditional 
accounting and tax services, as well as non-traditional services like valuations, business succession 
planning,  employee benefits and human resources consulting, back-office cloud accounting solutions, 
estate, gift and financial planning, and fraud and forensic accounting.

Olsen Thielen was founded on the belief that personal attention, trust, and quality service were the key 
elements to helping our clients succeed.  As we celebrate our centennial, that commitment remains 
stronger than ever.  Our longevity and growth can be attributed to building strong relationships with our 
clients and continuing to earn their trust.

Olsen Thielen
Roseville Office:
2675 Long Lake Road
Roseville, MN 55113

Eden Prairie Office:
300 Prairie Center Dr. Ste. 300
Eden Prairie, MN 55344

Roseville: 651-483-4521
Eden Prairie: 952-941-9242

resources@otcpas.com

http://www.otcpas.com


