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Your Small-Town Doctor of Financial Planning Says:

Consider a Roth IRA for Your Teen

Teenagers with part-time or seasonal jobs earn some spending money while gaining valuable work
experience. They also have the chance to contribute to a Roth IRA — a tax-advantaged account that can
be used to save for retirement or other financial goals.

Minors can contribute to a Roth IRA provided they have earned income and a parent (or other adult)
opens a custodial account in the child's name. Contributions to a Roth IRA are made on an after-tax
basis, which means they can be withdrawn at any time, for any reason, free of taxes and penalties.
Earnings grow tax-free, although nonqualified withdrawals of earnings are generally taxed as ordinary
income and may incur a 10% early-withdrawal penalty, unless an exception applies.

A withdrawal of earnings is considered qualified if the account is held for at least five years and the
distribution is made after age 59%. However, there are two penalty exceptions that may be of special
interest to young savers. Penalty-free early withdrawals can be used to pay for qualified higher-
education expenses or to purchase a first home, up to a $10,000 lifetime limit. (Ordinary income taxes

will apply.)

Flexible College Fund
A Roth IRA may have some advantages over savings accounts and dedicated college savings plans.

Colleges determine need-based financial aid based on the "expected family contribution" (EFC)
calculated in the Free Application for Federal Student Aid (FAFSA). Most assets belonging to parents and
the student count toward the EFC, but retirement accounts, including a Roth IRA, do not. Thus, savings in
a Roth IRA should not affect the amount of aid your student receives. (Withdrawals from a Roth IRA and
other retirement plans do count toward income for financial aid purposes.)

Financial Head Start

Opening a Roth IRA for a child offers the opportunity to teach fundamental financial concepts, such as
different types of investments, the importance of saving for the future, and the power of compounding
over time. You might encourage your children to set aside a certain percentage of their paychecks, or
offer to match their contributions, as an incentive. In 2023, the Roth IRA contribution limit for those
under age 50 is the lesser of $6,500 or 100% of earned income. In other words, if a teenager earns
$1,500 this year, his or her annual contribution limit would be $1,500. Parents and other individuals may
also contribute directly to a teen's Roth IRA, subject to the same limits.



For questions about opening a Roth IRA, or other questions regarding our financial planning and wealth
management services, please contact The Kelly Group at 410-893-0560, or check out our website at
kellyria.com.
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Freedom Federal Credit Union and The Kelly Group are not affiliated. Financial planning services, referenced by
Freedom Federal Credit Union through The Kelly Group, are subject to a referral agreement. Freedom Federal Credit
Union employees receive non-cash compensation, such as meals and/or beverages, from time to time. Due to such
compensation, there is a material conflict of interest and incentive for Freedom Federal Credit Union to recommend
The Kelly Group. For information about The Kelly Group’s financial planning and wealth management services,
contact our office at 410-893-0560 or email us at info@kellyria.com. The Kelly Group is a trade name of Kelly
Financial Group, LLC, a registered investment adviser with the Securities and Exchange Commission

(“SEC”). Registration with the SEC does not imply any level of skill or training. For more information about our
services, please see our Brochure and Relationship Summary, available on the SEC’s website at
www.adviserinfo.sec.gov, and on The Kelly Group’s website at www.kellyria.com.
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