Overtime Compensation
What is “No Tax on Overtime” in the One Big Beautiful Bill?
The phrase “no tax on overtime” is used to describe a new tax deduction for qualified overtime compensation. Eligible workers can deduct up to $12,500 of overtime pay earned during the year (up to $25,000 for married couples filing a joint return). But if your income is more than a certain amount, the deduction is gradually phased out – potentially to $0.
Despite the “no tax on overtime” label, the deduction won’t completely eliminate taxes on all overtime pay. Yes, some people will pay no federal income tax on their overtime pay, but higher-income people may still owe income taxes on at least a part of the overtime compensation they receive. Plus, overtime pay is still subject to payroll taxes and, depending on where you live, maybe state or local income taxes, too.
What is qualified overtime compensation?
Qualified overtime compensation is overtime pay required under the FLSA that is in excess of your regular rate of pay. According to the IRS, this is the “half” portion of the “time-and-a-half” pay required by the FLSA. This amount is equal to 50% of your regular hourly pay if you’re paid time-and-a-half for overtime. For example, suppose you’re normally paid $20 per hour, but you receive $30 per hour for any overtime worked ($20 x 1.5 = $30). If you work extra hours, you can only deduct $10 of the $30 you receive for those hours ($20 x 0.5 = $10), since that’s the amount in excess of your regular pay (the overtime premium).
"Qualified overtime compensation” does not include:
· tips eligible for the tip deduction
· overtime compensation that’s more than the time-and-a-half pay required by the FLSA 
· extra pay for weekends or holidays, if the employee doesn’t work more than 40 hours during the week
· state mandated overtime pay to workers who aren’t eligible for overtime pay under the FLSA									   
· Non-standard overtime compensation. The FLSA generally requires overtime pay at the time-and-a-half rate if you work more than 40 hours in a week. However, in certain cases, overtime compensation can be paid at a higher rate, based on something other than the standard 40-hour workweek, or converted to “comp time.”  For instance, a collective bargaining agreement, state law, or some other arrangement might require overtime compensation at twice your regular rate of pay (or some other amount above time-and-a-half). In these cases, compensation exceeding the FLSA-required overtime premium is not deductible.
Example: Cheri’s regular rate of pay is $20 per hour, but she receives twice that amount ($40 per hour) for any overtime worked. If Cheri works extra hours, she can only deduct $10 of the $40 she receives for those hours ($20 x 0.5 = $10). The additional $10-per-hour of overtime pay isn’t deductible.
· In addition, time-and-a-half overtime for police officers and firefighters can be based on a “work period” of seven to 28 days, while hospitals and certain residential care facilities can enter into an agreement with their employees to pay it for any time worked over eight hours in a day or over 80 hours in a 14-day period. In these cases, the overtime premium is still deductible, even though overtime pay isn’t based on a standard 40-hour workweek.
Phase Out.  The amount allowed as a deduction is reduced, but not below 0, by $100 for each $1,000 that the taxpayer’s modified adjusted gross income exceeds $150,000 ($300,000 for joint return).  
	Filing Status
	Maximum Deduction
	Phase-Out Begins (MAGI)
	Completely Phased-Out (MAGI)

	Single, Head of Household, Married Filing Separately, Surviving Spouse
	$12,500
	$150,000
	$275,000

	Married Filing Jointly
	$25,000
	$300,000
	$550,000


How do I determine the amount of qualified overtime pay.
For the 2025 tax year, your employer might report your qualified overtime compensation for the year in Box 14 of your W-2 form. You could also receive a separate statement reporting your overtime pay for the year. If that’s the case, you can rely on the reported amount to calculate the overtime deduction.
If your employer doesn’t use Box 14, or a separate statement reporting your overtime pay isn’t provided, you can use other records – such as earnings statements, pay stubs, invoices, or similar documents – to determine the amount of qualified overtime compensation you received in 2025 (keep those records with your other tax documents).
In addition, if you satisfy all the requirements, the overtime deduction is available whether you claim itemized deductions or the Standard Deduction on your return.
	Quick Reference Guide to the Overtime Deduction

	Years Available
	2025 through 2028 tax years

	Amount of Deduction
	Up to $12,500 ($25,000 for joint filers)

	Type of Deduction
	Below-the-line

	Phaseout Range
	MAGI of $150,000 to $275,000 ($300,000 to $550,000  for    joint filers)

	Filing Status Limitations
	No deduction if married filing separately

	Social Security Number
	Required (must be valid for employment)

	Deductible Portion of Overtime Pay
	“Half” portion of “time-and-a-half” pay

	Standard Deduction or Itemized Deductions
	Can claim either one

	Forms Required
	Schedule 1-A






