
Goals for this Webinar:
1. What is “NO Tax on Overtime”?

2. How can NEMRC help you meet your reporting requirements and what can we not do?

3. IRS Options for Reporting: What is the NEMRC Option for 2025?

4. What can you expect for 2026?

5. Just a quick reminder to update payroll to the latest version

Remember this is a transition year so no one is going to be perfect at this and I suspect that there will even be changes.
This is a work in progress and the updates and changes we have made have been the best attempt to find something for
you to use as a tool this year and going forward. Let's learn from each other!!



“No Tax on Overtime”
“No Tax on Overtime”
From the IRS Website 
https://www.irs.gov/newsroom/one-big-beautiful-bill-act-tax-
deductions-for-working-americans-and-seniors
New deduction: Effective for 2025 through 2028, individuals who receive 
qualified overtime compensation may deduct the pay that exceeds their 
regular rate of pay – such as the “half” portion of “time-and-a-half” 
compensation -- that is required by the Fair Labor Standards Act (FLSA) 
and that is reported on a Form W-2, Form 1099, or other specified 
statement furnished to the individual.

Maximum annual deduction is $12,500 ($25,000 for joint filers).
Deduction phases out for taxpayers with modified adjusted gross income over 
$150,000 ($300,000 for joint filers).



Reporting Qualified OT to Employees
• Employers can make the qualified overtime information 

available to employees through several methods:
• Box 14 of Form W-2: This is the most common 

recommended approach. Employers can use a custom 
label like "Qualified OT" or "TT" in Box 14 to show the 
total deductible amount. (this is not an option this year)

• **Separate Written Statement: Employers can 
provide a separate year-end statement or letter to 
employees listing the total qualified overtime 
amount.

• Online Portal: Information can be made available 
through a secure online employee portal.



NEMRC Custom Report
Qualified Overtime Statement
• Payroll Reports Menu

• Custom Reports and Routines

• PRCUS128: Qualified Overtime

• You will need to know the paytypes that you are going to be reporting on.  If you only use 
the standard overtime paytypes OT, DT and TT, you will be able to select those easily.  If 
you use other paytypes to pay your employees overtime pay, you will need to know 
what those paytypes are and the factors they are using, example: 1.5(time and half)

• Run Proof Sheet for All Employees and review them for accuracy

• Run Statements for Employees, it will print a separate statement for each employee to 
be included with their W2



• Payroll
• Main Menu
• Option R. Reports Menu
• Option Z. Custom Reports and Routines
• PRCUS128 Qualified Overtime Report
• Select options
• Choose 2025 for the Year
• Run Report

Reporting Qualified Overtime for 2025



Proof Sheet:  Review for accuracy

Answer Yes for Individual Reports

Individual Reports:  Include with
W2s or handout when asked.  That is up to you.



• W2 Reporting for 2026:  As of right now, 
the qualified overtime will have to be
reported in Box 12 Code TT

• Paytype Maintenance:  Each paytype
that you use for posting overtime will 
have to be updated with the new Box 
12 Code TT for tracking later.

• As of right now, this is for tracking only, 
we are not accumulating that total 
during calculation.  We think we will 
still use the custom report and add a 
feature to “stuff” the total into that 
field, or you will have to manually 
update from the reports.  

What about 2026? 



FLSA Overtime: paying overtime to non-exempt employees, they will be 
paid at least 1.5 times their regular rate for all hours worked over 40 in a 
workweek, defining "hours worked" as all time on duty, on premises, or 
otherwise permitted to work, with the "regular rate" including hourly pay plus 
bonuses, shift differentials

Example: Town pays overtime for anything over 40 hours even if the person had leave time during the 
week, like a holiday or vacation day.  The timecard below shows an employee that will be getting paid 12 
hours of overtime, per their own policy.  But according to IRS regulation, the hours that can be considered 
for the purpose of calculating qualified overtime, will only be 4.  

“Hours worked” was a total of 44, so the 4 will be posted as qualified and the 8 as nonqualified.



Posting a payroll with Both Qualified OT Hours and Non 
Qualified OT Hours
NOTE:  This does not mean that the hours and pay will be excluded from the tax calculation.  
Remember, the employee is still taxed at the time they are paid.  They are only able to take a tax 
deduction on their income tax return when they file.  That is why they need to know how much of their 
Overtime pay qualified for this deduction.

• While posting, you will be able to 
exclude hours as nonqualified 
(exclude from Qualified OT), on any 
paytype that is set up with Box 12 
Code TT

• When the PRCUS128 is run at the 
end of the year, it will exclude any of 
the hours you marked to exclude.

• Let's go into the software and I will 
demonstrate for you.


