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Agenda
• Review of the OBBBA “No Tax on OT” Law 

including common misconceptions by 
employers and employees

• 2026 Employer Reporting Requirements & 
How CTR is assisting employers with 
calculating overtime premium for accurate 
reporting on 2026 W2s.

• 2025 Employer Reporting Challenges & How 
to field questions from employees who are 
now filing their own taxes
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CTR OBBBA RESOURCES

• OBBBA escalation queue with knowledgeable resources to assist you 
with questions

• Ongoing webinars and educational material as well as sample 
employee facing letters you can use to assist you with employee 
conversations

• Proactive client outreach.  We are reaching out to clients with 
complex OT calculations to help ensure they are up to speed and are 
configuring the system accurately. 

• OBBBA Resource Center. https://ctrhcm.com/obbba-resources
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Key Rules- No Tax on OT 

• Passed in July of 2025 but retroactive to January 1, 2025
o Expectations unknown for first six months
o Government shutdown delayed guidance

• The amount of overtime that is deductible is capped at $12,500 ($25,000 if married filing jointly). Phases out 
starting at $150,000/$300,000

• The deduction only applies to the "premium" portion of the overtime paid.

Example: If overtime is paid at 1.5 times the employee's regular hourly 
rate, only the premium of .5 is deductible. In this scenario, an 
employee whose regular rate is $20 an hour, would have an overtime 
rate of $30 an hour – but only the premium portion (the additional 
".5" or $10 an hour) would be deductible.
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Key Rules- No Tax on OT (cont'd)

• Only overtime that is legally required to be paid under the Federal law known as the Fair Labor Standards Act 
(“FLSA”) is deductible. Generally, this is overtime that is paid after an employee works over 40 hours in a single 
work week.
o Work week should be defined and should not change.

• The IRS does not count overtime that is paid pursuant to:
o a more generous collective bargaining (union) agreement, 
o a more generous company policy

 employers who pay double time, 
 employers who including vacation and sick time (non-worked hours) into their calculation for OT. 
 employer who pay for "show up," "on-call" or other similar pay where no work is actually performed.
 employers who pay a shift differential/premium for certain (off less favorable) shifts – such as nights, 

weekends, holdiays.

o State law requirements that mandate daily or more generous overtime than required by Federal law.
 Alaska, California, Colorado, Florida, Nevada, and Oregon

• Exempt employees cannot deduct OT (in most cases this means salaried employees)
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How Does an Employee Claim the Deduction?

• The employees’ W2 will show the amount of qualified 
overtime premium.  

• Employees take this information to their tax preparer.  This 
amount is deducted from their taxable income which will 
decrease the amount of taxes owed (i.e. increase their refund)

• The deduction only applies to Federal Income tax.  Does not 
apply to Social Security, Medicare, or any state or local taxes
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ISSUES EMPLOYERS ARE FACING WITH THIS LAW

ISSUE # 1:  It is NOT simply “NO TAX ON OT” as explained in the news.  The law as written is actually “No Tax on the 
Overtime Premium paid to employees for hours worked over 40 in a workweek.”  

• Employees will not get a tax refund for the total overtime they see on their paystub.  It’s a far lesser amount.  
It’s just the premium.  Employers must be prepared to explain this to employees AND they must have a new 
method for capturing and reporting that premium amount.

• Many employers pay OT for working on Sundays, Holidays, or undesirable shifts.  If these amounts were NOT 
hours worked over 40 then these amounts won’t count.  Employers must be able to explain this to their 
employees AND they must have a method for recalculating OT premium in 2026 to NOT include these 
amounts.  We can help!
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HOW ARE WE HELPING YOU RE-CALCULATE OT 
Premium for 2026 W2 Reporting?

STEP 1

• We Built New OBBBA OT Calculators in isolved under the “Accumulators” area 
of isolved.  These are “behind the scenes” calculators that do not effect pay.

• OBBBA Hours Worked- You tell us which earnings are “Hours Worked” so the 
system can calculate the hours worked over 40 hours in a week.

• OBBBA Regular Accumulator- You tell us which hours are regular hours–
meaning they are NOT paid for working over 40 hours in a week.  These 
earnings will be used to calculate the employees “regular rate” to calculate the 
OT premium.

Did you miss this task?  Don’t worry!  We went in for EVERY client and made our 
best effort by the name of the code to determine which earnings should be 
checked.  If we were wrong, we can fix and we can recalculate for 2026.
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HOW ARE WE HELPING YOU RE-CALCULATE OT Premium for 2026 W2 
Reporting?

STEP 2

• We need to know the hours worked BY WEEK

• For employers who pay weekly, we have this information.  You do nothing different.  For employers who use our isolved time 
system, the hours will come over to our system and will be broken out by week.

• For anyone who is not weekly or does not use isolved time, we devised a method for you to report hours to us by week. You 
will note that your pay time entry screen now allows all worked hours to be reported by week.   

Did you miss this task?  Don’t worry!  We can recalculate any missed payrolls in 2026. 
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Manually Entering Hours?
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Additional Column is now available “Week Number”

1. Select Week 1, Week 2, …. or Week 5 as applicable



Manually Entering Hours? (cont'd)
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Additional Column was added “Week Number”

1. Select Week 1, Week 2, …. or Week 5 as applicable



Importing Hours?
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You must change the File used to Import Hours.

Using Time Import Version 1 – i.e. 1(one) Row per Earning

1. Add a new Column “WeekNumber”
2. Enter 1, 2, 3, 4, or 5 as applicable



Importing Hours? (cont'd)
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You must change the File used to Import Hours.

Using Time Import Version 2 – i.e. 1(one) Column per Earning

1. Add a new Column for EACH corresponding Earning
“E_Regular_Hours” – Create Column “E_Regular_WeekNumber”
“E_OT_Hours” – Create Column “E_OT_WeekNumber”

2. Enter 1, 2, 3, 4, or 5 as applicable
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Reviewing your FLSA OT Premium for 2026

Some Additional Key Points:

• This is a behind-the-scenes calculation. Your employees will 
NOT see this information on their Paystub.  This gives you time 
to review before it is  posted on 2026 W2s.

• Please review these amounts for accuracy. We have put 
together a helpful excel FLSA overtime premium calculator. For 
anyone that registered, we will e-mail this to you by the end of 
the week.

• Only non-exempt employees should show FLSA OT PREM.  
Exempt employees are not eligible for OT.  If you are seeing 
amounts post for exempt employees, this means that you are 
entering hours for exempt employees or perhaps one of your 
earnings codes should be de-selected.  We can help you fix this.  

You must review these calculations for accuracy.  We wish we could handle this task for our clients because we love to provide extra value but, sadly, there is no way CTR can. Only 
you can tell us which hours in your system are worked and what they are for.
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What if you only pay OT for hours worked over 40 in a workweek?

ISSUE 2:  I only pay OT to employees for hours worked over 40 hours in a week.  Why do I need to do all this work 
“recalculating?”

Short Answer:  Good Point!  BUT you still must calculate the OT premium to put on the W2 because the YTD total 
on the paystub is overstated.

• Another option-- For 2025 employers did not have the time to put their calculation methods in place.  The IRS 
allowed employees to use a reasonable estimate of 1/3 of total OT to capture the OT premium.  This could work 
assuming you pay FLSA OT (over 40 hours in a week and nothing more generous)

• If you would like to use the 1/3 method, we can override Box 12 on the W-2s with this amount.

• Legal Disclaimer: The IRS has not officially indicated that the 1/3 method is allowable for 2026 reporting.
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What about 2025 OT Premium Reporting?

ISSUE 3:  This law was enacted in July of 2025 and made retro-active to January 1, 2025.  This means that 
employees can claim the tax deduction on 2025 taxes BUT employers had no mechanism in place to do all of these 
calculations.  

• The IRS recognized this and put out LATE guidance in November of 2025 stating that employers and employees 
could make a “reasonable good faith effort” in reporting this information to the IRS.   The IRS issued 30 pages of 
guidance for employees on various methods they could use to calculate estimated OT premium

• The guidance also provided penalty relief to employers for failing to provide this estimate on the employees’ 
W2 for 2025 but they ”encouraged” employers to provide pay statements, documentation, or some method to 
assist employees.

• Employer Conundrum- Do I provide a good faith estimate that employees will undoubtedly question OR do I 
provide nothing and have EVERY employee ask me what to do?
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2025 Estimated OT Premium

• On December 4th 2025, we sent a notice to clients indicating that isolved
would make a good faith estimate of OT Premium for 2025.  To assist us in this 
effort, employers must tell us which are worked hours following Step 1 noted 
earlier.

• We emailed clients with more complex earnings individually as a reminder.  

• We made an estimated OT premium report available for clients to review this 
information.  This is the Overtime and Tips Export.

• In addition, we sent a reminder in early January and documentation in W2 
packets discussing this estimate

• We also gave employers the option to block this information
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Your Employees are Asking Questions.  Now what? 
ISSUE 4: You now have employees going to file their 
taxes.  They do not understand what the amount 
means.  They just know that it is LESS than what the 
OT reads on their paystub.  They are coming to you.

Added Complexities

• Turbo Tax and other tax advisors are providing 
various forms of information--- some indicating 
that the employee could take 1/3 of their total OT 
even in cases where this amount would be grossly 
over-stated.

• You are now realizing that you did NOT do the 
pre-work nor did you verify the amounts.  Now 
what?  
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HERE ARE SOME OPTIONS…

• CTR Official Letter: We mailed a letter with the client W2s 
and emailed the same letter stating to clients that the 
information in Box-14 was merely a “Good Faith 
Reasonable Estimate.” Employees may also use their last 
paystub and calculate using the IRS guidance.

• Sample Letter You Send to Employees- In addition, we 
have also provided a sample letter that you can put on your 
own letterhead.  This letter reviews key components of the 
OBBBA “Not Tax on OT” law.  It also indicates that the value 
supplied on the W2 is simply a “reasonable estimate” 
based on information available in the system AND that 
employees may use alternative methods. [which in some 
cases could just be 1/3 of their total OT premium on their 
paystub].



Resources
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25 June 
2025

1st Webinar done 
immediately when 
the law was passed

24 July 
2025

Additional webinar 
after the law was 

passed

18 Sep. 
2025

Additional 
educational webinar

4 Dec. 
2025

Email sent to all 
clients-  “Your 

Review is Required 
for Proper Reporting 

for the One Big 
Beautiful Bill”

23 Dec. 
2025

Webinar showing 
clients how to 

report Week 1 and 
Week 2 time for 

2026

23 Dec. 
2025

Email instructing 
clients on Week 1 

and Week 2 
reporting.

4 Feb. 
2026

Webinar
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OTHER RESOURCES
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• https://www.irs.gov/newsroom/treasury-irs-provide-
guidance-for-individuals-who-received-tips-or-overtime-
during-tax-year-2025

• https://www.irs.gov/pub/irs-drop/n-25-69.pdf (30 Page 
guidance for employees with calculation examples)

• ctrhcmsupport-OBBBA@ctrhcm.com
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Thank You
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