“No Tax on Overtime” Deduction:
Information and How-To
(2025-2028)

Introduction

The No Tax on Overtime deduction allows eligible taxpayers who receive “qualified overtime
compensation” to deduct the amount of pay that exceeds their regular rate of pay that is

required by the federal Fair Labor Standards Act (FLSA) and reported on Form W-2, Form 1099-NEC, or
other specified statement furnished to the taxpayer.

The No Tax on Overtime deduction does not eliminate the requirement to pay Social Security and
Medicare taxes on that income. It reduces taxable income by claiming an additional deduction on
Schedule 1-A.

Taxpayers must have a Social Security Number (SSN) that is valid for employment. In the case of
a joint return, the tip earner must have a valid SSN to claim the deduction.

e Filing status cannot be Married Filing Separately.
® The taxpayer may take the standard deduction or itemize deductions.

e The taxpayer must be covered by and not exempt from the Fair Labor Standards Act (FLSA),
which is the federal law that requires overtime pay for certain workers.

e The maximum allowed deduction is $25,000 for the year, per return and not per person.

Important qualification: Qualified overtime as measured by the FLSA refers to pay received for hours
worked exceeding 40 per week, and includes only the required premium above a taxpayer’s

regular rate of pay for those hours—specifically the “half” in “time and a half.” If a taxpayer’s workweek
is usually 36 hours and they work an additional 4 hours, that is not considered overtime and there is no
deduction. If the taxpayer received overtime compensation that is more than the time-and-a-half pay
required by the FLSA (eg, double-time), the amount greater than the “half” is not deductible.

For tax year 2025 only, the IRS is not requiring employers to report and classify overtime pay. The IRS
instead is encouraging employers to provide that information to employees in some format so that
taxpayers can claim the deduction. Taxpayers must have some sort of documentation from their
employer to claim the deduction. Beginning in 2026, overtime pay will be captured in Box 12 of Form
W-2.

To assist the taxpayer, complete the following steps.

Step 1: Determine if the Taxpayer Qualifies for the No Tax on Overtime
Deduction

Before you claim the deduction, you must determine whether the taxpayer is eligible for the deduction.
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1. Did the taxpayer receive overtime compensation? The taxpayer may have:
o an amount listed on Form W-2, Box 14 with Code TT, Code OTOBBB, Code FLSA OT
Prem, or similar;
o a statement from the employer (whether for Form W-2 income or for self-employment);
and/or
O pay stubs or other employment documentation.
e [f NO, stop. The deduction is not allowed.
e If YES, continue to step 2 below.

2. Does the taxpayer who earned overtime have a Social Security Number that is valid for employment
and a filing status that is not Married Filing Separately?

e [f NO, stop. The deduction is not allowed.

e If YES, continue to step 3 below.

3. Is the taxpayer covered by and not exempt from the Fair Labor Standards Act (FLSA), which is the

federal law that requires at least time and a half paid for hours worked over 40 per week? (See
e If NO, stop. The deduction is not allowed.
e If YES, continue to step 4 below.

4. Can you determine the amount of qualified overtime pay and the premium (the “extra” amount that
is deductible) from taxpayers documentation? The information may be provided by the taxpayer or you
may need to determine the totals from taxpayer information, pay rate, and pay stubs. For 2025, tax
preparers may rely on several sources of information. See below for information and guidance.

e [f NO, stop. You do not have the information you need to calculate the overtime premium and
the taxpayer should return with additional information.
e [f YES, continue to step 5 below.

Tax Form or Documentation Guidance

Form W-2, Box 14 Code FLSA OT Prem (or similar) | If “premium” is included in the Code name (or a
variation), then the amount listed is the net
deductible amount of overtime pay. You will enter
the Box 14 amount in TaxSlayer. No further
calculation is needed.

Form W-2, Box 14 Code TT or a code similar to If there is no additional documentation to identify
OTBBB whether the Box 14 amount is the total overtime
pay or the deductible “premium”, that preparer
may need to consider other documentation and
interview the taxpayer to determine whether the
amount listed is the premium only (and thus is
entered in TaxSlayer as is) or the gross overtime
pay (from which the deductible premium must be
determined for entry in TaxSlayer).

Employer documentation or statement that may Use this information to determine the qualified
list total pay, total gross overtime pay, the overtime “premium” to enter in TaxSlayer for the
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employee’s pay rate, and/or the total overtime deduction.
“premium” that is the deductible amount

Other/None If there is no statement from the employer with
overtime pay details, you may need to use pay
stubs or other information to determine an
approximation of the taxpayer’s regular rate of
pay and hours of service above 40 per week.

If the taxpayer is self-employed, any overtime
compensation is included in gross income on
Schedule C. The taxpayer must have a statement
from the employer detailing the overtime pay.

Taxpayers should be given detailed notes of how
the figures used were reached.

Refer to the Special Guidance for 2025 for assistance in determining taxpayer eligibility and rules for

calculating overtime amounts.

> If you are calculating the deductible overtime “premium”, use the chart below to assist your

calculations.
If the taxpayer is paid... Divide the total overtime pay by this number and enter the
resulting amount in TaxSlayer
Time-and-a-Half 3
Double-time 4
Two-and-a-Half 5
Triple time 6

Example 1: Kay receives a separate statement from her employer reporting $24,000 of total
compensation for overtime hours worked in 2025. Her overtime premium for the year is $8,000 ($24,000
+3=58,000).

Example 2: Dave is paid twice his regular hourly rate for overtime hours worked. He received a separate
statement from his employer reporting $28,000 of total compensation for overtime hours worked in
2025. You must divide this amount by four to determine his overtime premium for the year — which is
$7,000 ($28,000 + 4 = $7,000).

5. Is the taxpayer’s modified adjusted gross income below $150,000 (or $300,000 if Married Filing
Jointly)?

e If NO, the maximum deduction may be reduced or eliminated based on income.

e If YES, the deduction is allowed up to the applicable threshold amount ($12,500 or if MFJ
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$25,000) or the amount of qualified overtime pay, whichever is less.

Step 2: Complete TaxSlayer Entry for All Income

1. In TaxSlayer, navigate to FederalZBlncome.

2. Verify that all income tax forms for the taxpayer, including Forms W-2, 1099-NEC, 1099-K, etc.
have been entered.

> If there are Box 14 codes which correspond to overtime (eg, TT as listed above), you may
enter these as “Other”. They are informational and will not impact the return or overtime

deduction calculations.

Step 3: Claim the No Tax on Overtime Deduction

If the taxpayer qualifies for the No Tax on Overtime deduction and you have entered all income in the tax
return, follow these instructions to claim the deduction.

1. Inthe tax return, navigate to Federal@Deductions@Additional Deductions@No Tax On Overtime.

2. Enter the amount(s) of overtime premium.

No Tax on Overtime

m Click to add text

Information

® The overtime deduction is calculated based on the federal definition of overtime. The deductible portion of overtime
pay is the premium amount paid above regular wages. Under federal law, overtime refers to any hours worked beyond
40 in a workweek, compensated at time-and-a-half. Only the “half” portion (the premium pay) is deductible. If your
employer reports your total overtime pay, divide that amount by three and report one-third below. **Residents of
states that calculate overtime based on daily hours (e.g., after 8 hours in a day) must determine the portion of pay
that would have applied if the employee had worked more than 40 hours in that week.

Qualified overtime compensation included on Form W-2, Box 1 Enter the total deductible overtime premium from
$ < W-2 pay that you calculated or identified in a
previous step

Qualified overtime compensation included on Form 1099-NEC, 1099-MISC ) .
Enter the total deductible premium from self-

$ ( employment (if any) that you calculated in a
previous step

3. Click on Continue. The deduction amount is calculated on Schedule 1-A based on overtime pay,

income limits for eligibility, and phase-out rules.

4. Continue with tax return preparation.
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Special Guidance for 2025

The deduction for overtime for 2025 includes some IRS guidance to help with the transition to full
implementation for tax years 2026-2028.

For tax year 2025, employees who are uncertain if they are covered by and not exempt from the
federal FLSA should check with their employers. Assuming the taxpayer is covered by and not
exempt from the federal FLSA, continue with the overtime deduction.

If an employer has voluntarily provided the amount of qualified overtime in Box 14 of the W-2
using Code TT, the tax preparer may rely on this amount.

If there is no Box 14 Code TT amount, assume that overtime pay has been included on the W-2
as part of total wages in Box 1. In this case, use on of these methods to calculate the amount of
qualified overtime pay:

o

A statement from the employer which includes total pay and total overtime paid for
2025. If an employee’s overtime would be underestimated because she was paid a
nondiscretionary bonus or commission, adjustments may need to be made. (IRS
guidance does not define how to make those adjustments.) A non-discretionary bonus is
a bonus paid for having met goals, quotas, or other performance targets;
nondiscretionary bonuses must be taken into account when figuring an employee’s
regular rate of pay and can affect the employee’s overtime compensation. Discretionary
bonuses are bonuses given at the employer’s discretion with no conditions attached;
they do not factor into an employee’s regular rate of pay and do not impact an
employee’s overtime compensation.

If there is no statement from the employer with overtime pay details, the taxpayer may
need to obtain information from an employer, including an approximation of the
taxpayer’s regular rate of pay and hours of service above 40 per week. This information
could be used to estimate the amount of qualified overtime for 2025, but employees
should keep detailed records of how the figures were reached.

> Take Note: Certain groups of workers, including but not limited to public sector workers, fire
protection and law enforcement workers, group home employees, and others may

operate under different sections of the FLSA and may have different rules for establishing

their overtime pay eligibility. If in doubt, ask the taxpayer to check with their employer and

if needed, search the Department of Labor’s website at www.dol.gov for guidance

regarding the particular occupation
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