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	Planning Ahead: 
Custodial Roth IRA
Get a Head Start on Teenage Wealth Building
	

	
	By Sarah Mouser, CFP®, CDFA®, CTS™, CES™, CCFS®, ELA™ | Managing Director, Financial Planning
	


Retirement might be the last thing on your teenager’s mind but helping them open a Roth IRA custodial account early can be a powerful and tax-efficient way to set them up for long-term financial success and wealth building. In fact, it’s one of the few planning opportunities where time and compounding truly do the heavy lifting. Plus, it creates a meaningful avenue for parents and/or grandparents to support a child’s financial future through thoughtful matching and gifting.
In this guide, we cover:
· What is a custodial Roth IRA?
· Custodial Roth IRA for minors—who is eligible?
· What are the benefits and potential drawbacks?
· Example of how compounding helps small contributions grow.
· How do I open a custodial Roth IRA with my teen?



First, Roth IRA vs. Traditional IRA: What’s the Difference?
An Individual Retirement Account (IRA) is a tax-advantaged investment vehicle designed to help individuals save for retirement. But not all IRAs are created equal. There are two primary types: Traditional and Roth.
Both offer advantages, but the best choice depends on the contributor’s age, time horizon, and current tax situation.
· Traditional IRA: Contributions may be tax-deductible in the year they are made, providing immediate tax benefits. However, withdrawals in retirement are taxed as ordinary income—including both contributions and investment earnings.
· Roth IRA: Contributions are made with after-tax dollars and offer no current-year tax deduction. The trade-off? All qualified withdrawals in retirement, including earnings, are tax-free. This makes Roth IRAs particularly attractive for younger savers, whose contributions can benefit from decades of compounding growth. *RMD age fluctuates based on birth year per SECURE Act changes.





What is a Custodial Roth IRA account?
A Custodial Roth IRA is simply a Roth IRA, but the account is opened and managed by an adult—usually a parent or guardian—on behalf of a minor until the minor becomes a legal adult at the age of majority in their state. All contributions must be based on the minor’s own earned income.
Why are Custodial Roth IRAs the Better Choice for Young Investors?
Since teens typically have lower taxable income, which means they’re in the lowest tax brackets they’ll ever experience, the Roth IRA’s after-tax contributions (instead of the Traditional IRA pre-tax contributions) make sense: pay taxes now (when rates are low), let the money grow for decades, and withdraw it tax-free later.
This approach is especially compelling for young investors because:
· Time is on their side: The earlier contributions are made, the more years compounding has to multiply their savings.
· Income is expected to rise: As your teen’s career progresses, their income—and tax rate—will likely increase, making tax-free withdrawals in the future even more valuable.
· Maximum growth potential: By starting early with a Roth IRA, young investors can generally build wealth over time, free from future tax burdens.

Do Custodial Roth IRAs have any drawbacks?
While the benefits sure do make the argument of why it’s a great investment tool for teens, there are a few drawbacks to consider. 
Yes, contributions can be withdrawn at any time. However, earnings are generally subject to taxes and penalties if taken out before age 59½, except in specific circumstances (e.g., qualified first-time home purchase, education expenses, or certain hardships).And when your child reaches the age of majority (typically 18 or 21, depending on the minor’s state of residence), they gain full legal control over the account—including the ability to withdraw funds or change investment strategies—regardless of your original intentions for the money.
Plus, not all young adults are prepared to handle a windfall at age 18 or 21. So there’s a risk they may not use the account in alignment with your family’s long-term intentions, underscoring the importance of financial education and ongoing mentorship. A custodial Roth IRA can be a powerful tool for building intergenerational wealth and teaching responsible investing—but it’s important to weigh these factors and coordinate with your overall wealth and family governance strategy.



Roth IRA Eligibility for Minors: What Parents Need to Know
To contribute to a Roth IRA custodial account, your teen must have earned income, typically from a part-time job reported on a W-2 or 1099 and fall under the income limits which are high enough that most teens will qualify. The maximum contribution limit in 2025 is $7,000 or the total amount of earned income; whichever is less.
This presents a unique opportunity:
· A teenager or minor can make their own Custodial Roth IRA contributions
· OR - parents and/or grandparents can contribute on the teen’s behalf as a financial match— provided the teen has earned income—or as a gift.
This incentive—“we’ll match every dollar you save”—can help instill valuable saving habits early on, while staying within IRS gifting and contribution guidelines.
Custodial Roth IRA Example: The Long-Term Value of Early Contributions
Even modest contributions into a Roth IRA custodial account made during teenage years can compound into six- or seven-figure tax-free balances by retirement. 
Consider the case of Grayson, a 16-year-old with a part-time job, earning a modest income. If he earns less than the income limit for custodial Roth contributions ($161,000 for single filers in 2025), he can contribute up to $7,000 or his total earned income—whichever is less. Assuming a 6% rate of return, this one-time contribution could grow to $108,000 by age 65.
Now imagine Grayson contributes $7,000 to a custodial Roth IRA annually. By retirement, he could accumulate approximately $1.7 million, entirely tax-free1. This highlights the powerful advantage of time and tax-free growth in a custodial Roth IRA for minors.
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A one-time contribution:
6% rate of return: ~$108k*
Contributes $7k year:
6% rate of return: ~$1.7M*


1Assuming an average of 6% interest earned per year.
*Values shown are based on compounding returns year-over-year and do not factor in inflation or management fees. 


This highlights the powerful advantage of time and tax-free growth
in a custodial Roth IRA for minors.Figures assume an annual average return of 6% with income reinvested.


How do I open a Roth IRA custodial account with my teen?
Opening a custodial Roth with your teen is a straightforward process that can make a lasting impact on their financial future. Here’s how to get started:
1. Confirm Eligibility:
First, make sure your teen has earned income from a job or self-employment. This is required for any contributions to a Roth IRA, even for minors.
2. Select the Right Financial Partner:
While many banks, firms, and online investment platforms offer custodial Roth IRAs, partnering with a firm experienced in guiding young investors can help navigate account setup, tailor investment strategies to your child’s and family’s legacy goals, and ensure all contributions are coordinated with your overall wealth plan. They can provide your teen with personalized advice and hands-on financial education from day one.


3. Gather Necessary Information:
You’ll need personal details for both you (the custodian) and your teen, including Social Security numbers, proof of earned income, and contact information.
4. Complete the Application:
Open the account in your teen’s name, listing yourself as the custodian. This process is usually quick and easy.
5. Fund the Account:
Deposit contributions based on your teen’s earned income for the year—up to the current annual limit ($7,000 for 2025, or your teen’s total earned income, whichever is less). Anyone can contribute, but the total can’t exceed the teen’s earnings.
6. Select Investments:
Work together with a professional advisor and your teen to choose investments that align with a long-term growth strategy, such as index funds or diversified ETFs. This is also a great opportunity for the teen to learn investing basics.
7. Monitor and Encourage:
Help your teen track their progress and celebrate milestones. Consider offering to match contributions or reward their savings efforts to encourage consistency.

More Than Just Money: Building Strong Financial Habits Early
Helping your teen open a Roth IRA custodial account is more than just a smart financial move. It’s a way to instill long-term discipline, teach foundational money concepts, and spark an early understanding of investing and delayed gratification.
They may not fully grasp the benefits today, but over time, they’re gaining the tools—and the mindset—for lifelong financial success.
Whether you're looking to jump-start your teen’s savings or gift them a head start toward retirement, we’re here to help. Let’s talk about how you can make a lasting impact on your child’s financial future. 
Ready to talk to one of our experienced Financial Advisors? Book a consultation now at www.Verdence.com.
 Assuming an average of 6-7% interest earned per year.


FAQs:
What is a custodial Roth IRA for minors?
A custodial Roth IRA is a retirement account an adult opens and manages for a minor, using the child’s earned income. The minor takes control when they reach adulthood.
What are the custodial Roth IRA rules?
· The minor must have earned income.
· The adult manages the account until the child reaches legal age.
· Annual contributions can’t exceed the minor’s earned income or $7,000 for 2025.
How can I open a custodial Roth IRA for my teen?
Choose a bank, broker, or wealth advisor, provide both your and your teen’s information, and fund the account with your teen’s earned income.
What are the 2025 custodial Roth IRA limits?
The maximum contribution is $7,000 or your teen’s total earned income—whichever is less.
Where can I open a custodial Roth IRA?
Most major banks, brokerages, and wealth management firms offer custodial Roth IRAs.
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Disclosures:
Written by By Sarah Mouser, CFP®, CDFA®, CTS™, CES™, CCFS®, ELA™ | Managing Director, Financial Planning
The information and content provided herein is general in nature and is for informational purposes only. It is not intended, and should not be construed, as a specific recommendation, individualized tax, legal, or investment advice. Tax laws are subject to change, either prospectively or retroactively. Where specific advice is necessary or appropriate, individuals should contact their own professional tax and investment advisors or other professionals (CPA, Financial Planner, Investment Manager) to help answer questions about specific situations or needs prior to taking any action based upon this information.
Investing involves risk, including loss of principal.
This document and the information contained herein are provided solely for informational and/or educational purposes. It does not take into account the particular investment objectives, financial situation, nor needs of individual recipients. It is not an advertisement nor is it a solicitation or an offer to buy or sell any financial instruments or to participate in any particular wealth management strategy nor should it be viewed as such by the recipient. Nothing in this document constitutes legal or tax advice.
Verdence Capital Advisors, LLC (referred to as “VCA”) maintains physical, electronic, and procedural safeguards that comply with federal standards to protect its clients’ nonpublic personal information (“information”).  Through this policy and its underlying procedures, VCA attempts to secure the confidentiality of customer records and information and protect against anticipated threats or hazards to the security or integrity of customer records and information.  
It is the policy of VCA to restrict access to all current and former clients’ information (i.e., information and records pertaining to personal background, investment objectives, financial situation, tax information/returns, investment holdings, account numbers, account balances, etc.) to those employees and affiliated/nonaffiliated entities who need to know that information in order to provide products or services in furtherance of the client's engagement of VCA.  In that regard, VCA may disclose the client’s information: (1) to individuals and/or entities not affiliated with VCA, including, but not limited to the client’s other professional advisors and/or certain service providers that may be recommended or engaged by VCA in furtherance of  the client's engagement of VCA  (i.e., attorney, accountant, insurance agent, broker-dealer, investment adviser, account custodian, record keeper, proxy management service provider, etc.); (2) required to do so by judicial or regulatory process; or (3) otherwise permitted to do so in accordance with the parameters of applicable federal and/or state privacy regulations.  The disclosure of information contained in any document completed by the client for processing and/or transmittal by VCA to facilitate the commencement/continuation/termination of a business relationship between the client and/or between VCA  and a nonaffiliated third party service provider  (i.e., broker-dealer, investment adviser, account custodian, record keeper,  insurance company, etc.), including, but not limited to,  information contained in any document completed and/or executed by the client in furtherance  of  the client's engagement of VCA (i.e., advisory agreement, client information form, etc.), shall be deemed as having been automatically authorized by the client with respect to the corresponding nonaffiliated third party service provider. 
A copy of VCA’s current written disclosure statement discussing advisory services and fees is available upon request and is also accessible on our website https://verdence.com/adv-part-2a/
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