
Start early to save for retirement

When it comes to saving for retirement, time is of the 
essence. That’s because the sooner you start saving — even 
if the amounts are small — the more time your money has 
to potentially grow. This is due to the power of compounding 
interest. And, this can be even more powerful if you invest in 
a tax-advantaged account, such as a Traditional or Roth IRA.

A Traditional IRA offers tax-deferred growth potential. Tax 
deductible contributions and any earnings are subject to 
ordinary income tax when distributed from a Traditional 
IRA, presumably in retirement.¹ Additionally, depending on 
your income and whether or not you or your spouse 
participate in a QRP your contribution may be tax 
deductible. Traditional IRA contributions can be made at 
any age as long as you have earned income. 

A Roth IRA offers tax-free growth potential. Investment 
earnings are distributed tax-free in retirement, if the 
account was funded for more than five years and you are at 
least age 59½, or as a result of your disability, or using the 
first time homebuyer exception or taken by your 
beneficiaries due to your death. Since contributions are 
made with after-tax dollars, Roth IRA contributions are not 
tax deductible, regardless of income. You, and your spouse, 
if filing jointly, are not eligible to contribute to a Roth IRA if 
your income meets or exceeds the modified adjusted gross 
income (MAGI) limit.

To explain the importance of time and the power of 
tax-deferral and compounding interest, we’ll tell the 
hypothetical story of Margaret and John. These two friends 
are recent college graduates who are both working for small 
companies that do not have qualified employer sponsored 
retirement plans (QRPs) for their employees.

Margaret’s story
Margaret’s family has always believed that you should “pay 
yourself first” and taught her from the time she was young 
to save at least 10% of her earnings. Now that Margaret, 23, 
is employed, she has decided to open an IRA at Wells Fargo 
Advisors. Margaret is planning to invest $6,500 a year in 
this IRA for the next 10 years (for a total of a $65,000 
investment). After that time, Margaret will not be making 
any additional IRA contributions.

John’s story
Conversely, John isn’t focused on saving for his future and 
will wait until the age of 40 to begin saving $6,500 a year in 
an IRA. However, at this older age and with his higher 
earning power, he will invest every year until age 65 (for a 
total of 26 years and a $169,000 investment).

Who will have more saved for retirement?
Now comes the key question: If both John and Margaret can 
earn a consistent 5% on the investments in their IRAs, who 
will have the most saved for retirement at age 65?

As you can see from the graph, John’s $169,000 IRA is 
worth $325,737 when he is age 65. Margaret’s IRA has a 
value of $409,042 at age 65, a difference of more than 
$83,000 — and she also invested $104,000 less than John.

1. Traditional IRA distributions are taxed as ordinary income. Qualified Roth IRA distributions are not subject to state and local taxation in most states. Qualified Roth IRA distributions 
are also federally tax-free, provided a Roth account has been open for more than five years and the owner has reached age 591/2, or disabled, or using the first-time home buyer exception, 
or taken by their beneficiaries due to their death. Both may be subject to a 10% additional tax if distributions are taken prior to age 591/2.
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This information is hypothetical and assumes an annual return of 5%. It is provided for 
informational purposes only. It is not intended to represent any specific investment, nor is it 
indicative of future results. Ending values for Margaret and John are at age 65. Traditional IRA 
distributions are taxed as ordinary income. Qualified Roth IRA distributions are not subject 
to state and local taxation in most states. Qualified Roth IRA distributions are also federally 
tax-free, provided a Roth account has been open for more than five years and the owner 
has reached age 591/2 or meets other requirements. Both may be subject to the IRS 10% 
additional tax if distributions are taken prior to age 591/2.

Start saving early
What made the difference in Margaret and John’s 
scenarios? Time and the power of tax-deferred 
compounding. Start your IRA savings strategy early. An IRA 
allows you to save for your retirement and take advantage 
of tax benefits. Investment earnings in a Traditional IRA are 
not taxed until you begin taking distributions. Roth IRA 
potential investment earnings are distributed tax-free if the 
account has been open for more than five years and you are 
over age 59½ or as a result of your disability, or using the 
first time homebuyer exception or taken by your 
beneficiaries due to your death. This allows you to 
potentially accumulate retirement savings faster than you 
would in a brokerage account, where taxes are paid on any 
earnings annually.

For young investors, it may seem that saving for the future 
can be placed at the bottom of your list of priorities, but as 
we saw in the previous hypothetical example, the time 
value of money has the potential to be a very important 
aspect in an overall retirement planning strategy. As you 
begin to manage your investment portfolio, remember that 
being committed to a regular savings strategy can reap 
rewards in the years ahead.

Talk to Wells Fargo Advisors
One of the key strategies for securing a successful future is 
developing a plan and putting it into action. At Wells Fargo 
Advisors, we can help you with your retirement plan and 
help you monitor your progress along the way. We look 
forward to working with you as you strive to meet your 
goals and wish you an exciting future.

With you every step of the way
Everyone has a different vision of retirement that requires a 
unique financial strategy. Wells Fargo Advisors can support 
you in your retirement planning process by providing the 
guidance needed to make informed choices. We will meet 
with you and help create a comprehensive plan that takes 
into account your complete financial picture. Your financial 
advisor will be with you every step of the way to monitor 
your progress and adapt your plan as needed. Working 
together, we’ll design and implement a retirement plan that 
will help you live out your unique vision of retirement.

Please note: This material has been prepared for informational purposes only and is not a solicitation or an offer to buy any security or instrument or to 
participate in any trading strategy. The accuracy and completeness of this information is not guaranteed and is subject to change. It is based on current tax 
information and legislation as of March 2023. Since each investor’s situation is unique, you need to review your specific investment objectives, risk tolerance, 
and liquidity needs with your financial professional(s) before an appropriate investment strategy can be selected. Also, since Wells Fargo Advisors does not 
provide tax or legal advice, investors need to consult with their own tax and legal advisors before taking any action that may have tax or legal consequences.

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, 
Members SIPC, separate registered broker-dealers and non-bank affiliates of Wells Fargo & Company.
© 2023 Wells Fargo Clearing Services, LLC. CAR-0323-01520 IHA-7480407
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