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What is Changing? 1,2,3

 

Why This Matters for High Earners

 

Historically, high earners have leveraged catch-up contributions to lower their current taxable income. This was
especially valuable for those in the top tax brackets, who could defer more pre-tax income to a traditional 401(k) once
they turned 50. By shifting these contributions to Roth, the new rule effectively removes a key tax deferral strategy
for high-income individuals—at least within the qualified plan space. For many executives and professionals, the Roth
catch-up mandate feels like a tax acceleration. This is where nonqualified deferred compensation (NQDC) plans come
into play.

Originating from the SECURE 2.0 Act and beginning January 1, 2026, high-earning employees will no longer be
allowed to make their 401(k) and 403(b) catch-up contributions on a pre-tax basis. Instead, people who earned FICA
wages of more than $145,000 in the previous year and would like to take advantage of the catch-up provision must do
so with after-tax Roth contributions. As a result, these participants will lose the current-year tax deduction they
would have received by making traditional (pre-tax) catch-up contributions. This $145,000 income threshold will be
adjusted each year for inflation, and it will not apply to the self-employed. Current catch-up limitations for 2025 are
$7,500 for people 50+. Individuals aged 60-63 are eligible for a “super catch-up”, currently $11,250. The IRS will likely
announce inflation-adjusted 2026 limits in late October/early November of this year. 
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Four Reasons Why the 2026

Roth Catch-Up Rule Creates

Opportunities for Nonqualified

Deferred Compensation Plans

What are Nonqualified Deferred Compensation Plans (NQDC)? 4

NQDC plans are arrangements that allow employees—usually executives or highly compensated individuals—to
defer a portion of their salary or bonus to a future date, typically retirement. Unlike 401(k)s, NQDC plans are:

Not subject to IRS contribution limits (like the 401(k)’s $23,000 elective deferral limit or the $7,500 catch-up).
Not funded or protected like qualified plans—these are unsecured promises by the employer.
Not required to offer Roth treatment (though some do).
Structured to allow significant tax deferral, with income only taxed when it is actually received.
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Why the Roth

Catch-Up

Rule Creates

Opportunities

for NQDC

Plans 5

Restoring Tax Deferral for High Earners
With Roth catch-up contributions, high earners lose the ability to defer
income tax on those additional retirement savings. NQDC plans offer a
workaround: Executives can defer substantially more income (well
beyond the 401(k) limits) on a pre-tax basis into an NQDC plan. This
restores the tax deferral that’s lost due to the Roth rule.

Flexible Income Timing 
NQDC plans allow participants to choose when their deferred
compensation is paid out, often aligning with retirement or other
lower-income years, when their marginal tax rate is expected to be
lower. This kind of income smoothing becomes more valuable when
Roth rules force taxable compensation into the current year.

Supplementing Retirement Income Beyond Qualified Plan Caps
For executives whose retirement savings are already capped by IRS
contribution limits or the 415 compensation cap ($345,000 in 2025),
NQDC plans provide an uncapped alternative. Now that catch-up
contributions can't be used to increase tax-deferred savings, NQDC
becomes one of the few vehicles left for high-income earners to
meaningfully supplement retirement income.

Employer Attraction and Retention Strategy
With more limited options in the qualified plan space, employers have a
competitive opportunity: Offering an NQDC plan becomes a more
compelling executive benefit, improving talent retention and
satisfaction. In fact, the changing IRS landscape provides a strong
business case for introducing or expanding NQDC offerings.

Strategic Implications and Call to Action

This rule change should prompt plan sponsors, HR teams and financial advisors to:

Educate high earners on the tax trade-offs between
Roth catch-up contributions and deferred
compensation strategies.
Ensure that deferred comp elections are properly
coordinated with other planning (e.g., tax bracket
management, liquidity planning, estate considerations).

Reassess their retirement plan lineups,
especially for highly compensated
employees.
Consider adding or enhancing NQDC plans
as a key component of total compensation.
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Disclosures

SEC registration does not constitute an endorsement of the firm by the Commission, nor does it indicate that the adviser has attained a
particular level of skill or ability. Please remember that different types of investments involve varying degrees of risk, and that there can
be no assurance that the future performance of any specific investment or investment strategy, including those that may be recommended
by Newport Capital Group, will be profitable, equal any corresponding performance level(s), or be suitable for any specific investor’s
portfolio. Please remember to contact Newport Capital Group, in writing, if there are any changes in your personal/financial situation
or objectives for the purpose of Newport Capital reviewing/evaluating/revising its previous recommendations and/or services. A copy of
Newport Capital Group’s current written disclosure statement discussing its advisory services and fees remains available upon request.
The terms and conditions of the services to be provided by Newport Capital Group to the investor shall be set forth in a written Advisory
and Consulting Agreement between the parties. 

Please remember to contact Newport Capital Group, LLC, in writing, if there are any changes in your personal/financial situation or
investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services, or if you want to
impose, add, to modify any reasonable restrictions to our investment advisory services, or if you wish to direct that Newport Capital
Group, LLC effect any specific transactions for your account. Please be advised that there can be no assurance that any email request will
be reviewed and/or acted upon on the day it is received-please be guided accordingly. A copy of our current written disclosure statement
discussing our advisory services and fees continues to remain available for your review upon request. 

Any investments discussed in this communication are for illustrative purposes only and there is no assurance that the adviser will make
any investments with the same or similar characteristics as any investments discussed. The investments are presented for discussion
purposes only and are not a reliable indicator of the performance or investment profile of any composite or client account. Further, the
reader should not assume that any investments identified were or will be profitable or that any investment recommendations or that
investment decisions we make in the future will be profitable. Copyright © 2025, All rights reserved.
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For employers looking to stay competitive and for executives looking to optimize their tax and retirement
strategies, NQDC plans are no longer just a niche tool; they are becoming a necessary part of the conversation in
the new retirement planning landscape.

The IRS Roth catch-up rule for high earners may have been designed to generate more current federal tax revenue.
High earners are essentially being compelled to pay additional current year taxation during what are likely to be the
highest earning years of their lives. The side effect is clear: It reduces the tax-planning flexibility for executives in
qualified plans. In doing so, it amplifies the strategic value of NQDC plans as a tax-advantaged savings vehicle.

Final Thoughts
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