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Tax-deferred advantages
When saving for retirement, 
you want every investment 
advantage you can get—and one 
of the biggest is tax deferral.

Earnings on your IRA investments 
are tax-deferred and may 
accumulate faster than if they 
were held outside an IRA. 

The hypothetical illustration 
shows you how you might 
accumulate more in an IRA 
compared to a taxable account.

Assumptions:

• $7,000 contribution per year to an
IRA vs. a $7,000 contribution
to a taxable account

• 24% federal tax bracket, 6%
annual average rate of return

• Taxes on investment earnings
are paid annually in the taxable
account but deferred until
withdrawn from the IRA

When you do begin to take 
withdrawals—usually in retirement—
you will have to pay taxes on the 
distributions. You may, however, be 
in a lower tax bracket. Therefore, 
your total tax obligation could 
be less than it would have been 
with the taxable investment.

Contribution limits
Anyone who has earned income or 
is married to someone with earned 
income and files taxes jointly may 
contribute to an IRA. In 2024 and 
2025 the annual contribution limit 
for an individual is the lesser of 
100% of compensation or $7,000. 
In addition, individuals who are 
age 50 or older may contribute an 
additional $1,000 to their IRA.

A traditional IRA is a tax-advantaged retirement vehicle for individual investors. 
It’s attractive to many investors because contributions grow tax-deferred. In 
addition, some investors, depending on their income and their ability to participate 
in an employer-sponsored retirement plan, are also able to make tax-deductible 
contributions to the account.

Traditional IRA

This chart is for illustrative purposes and not intended to be representative of any specific investment 
vehicle. Past performance is not indicative of future results.
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* You can deduct the full $7,000 for 2024, if your MAGI doesn’t exceed the lower figure in the ranges given. As your MAGI increases through the range listed, your ability to 
deduct will phase out as you reach the higher listed limit.
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Deductibility limits
If you are single and do not 
participate in an employer-
sponsored retirement plan, you may 
deduct the full amount of your IRA 
contribution. If you are married, 
file your taxes jointly and do not 
participate in an employer-sponsored 
plan but your spouse does, you 
may deduct your full contribution 
amount if your joint modified 
adjusted gross income is $236,000 
(2025) or less. The full deduction is 
phased out for incomes between 
$236,000 and $246,000 (2025).

If you participate in an employer-
sponsored retirement plan, you 
can deduct your contributions 
to a traditional IRA according 
to the schedule* below.

Modified adjusted gross income 
(MAGI)* limits for deductible  
IRA contributions

Tax year Married 
(joint 
filers)

Single 
filers

2025 $126,000–
$146,000

$79,000–
$89,000

2024 $123,000–
$143,000

$77,000–
$87,000

Source: Internal Revenue Code and Regulations 
§219(g)(3)(B).

Penalty-free withdrawal options
Your IRA is a retirement savings 
vehicle—it wasn’t designed to 
help you pay for short-term goals. 
You have to pay a 10% penalty—in 
addition to applicable taxes—
on most withdrawals you make 
before age 59½. However, there 
are certain exceptions available 
to you that are exempt from the 
10% early withdrawal penalty. 

Penalty-free exceptions
• Distributions made to your

beneficiary after your death

• Unreimbursed medical expenses
that are greater than 7.5% of your
adjusted gross income (AGI)

• Distributions made because
of a qualifying disability

• Qualified post-secondary
education expenses for you, your
spouse, your child or grandchild

• First-time homebuyer expenses
for primary residence, up
to $10,000 lifetime limit

• Health insurance premiums during
period of qualified unemployment

• Qualified reservist distributions

• Substantially equal
periodic payments

• Involuntary distributions due
to IRS levy on the account

• Qualified birth or adoption
distributions (QBOAD)

• Survivors of domestic abuse
(limited to $10,000, effective 2024)

• Emergency withdrawal
exception (limited to $1,000)

• Principal place of residence
in qualified disaster area
(up to $22,000)

• Qualified long-term care
premium payments (limited
to $2,500 annually)

• Terminally ill

Although you may be able to take 
these distributions without paying 
a penalty, you will still owe income 
taxes on your IRA’s earnings and 
deductible contributions. Consult 
with your tax professional before 
making any withdrawals.

Investment options for your IRA
Assets in a traditional IRA can 
be invested in virtually any 
type of investment, including 
mutual funds, common stocks, 
corporate and government 
bonds, annuities and more. 

The investments you select will 
depend on your individual needs, 
your tolerance for risk and your 
time horizon—how long you have 
until retirement. We can help you 
determine how much you’ll need to 
meet your retirement goals and can 
assist you in selecting appropriate 
funding vehicles for your IRA.

Call us today
At RBC Wealth Management, we can 
answer your retirement planning 
questions and can give you the 
information you need in order to help 
you effectively invest your assets.
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