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OBBBA – No Tax on FLSA Overtime Fact Sheet 
 

The information contained in this FAQ is for informational purposes only and does not constitute tax, legal, or accounting advice. 
It should not be used as a substitute for consultation with a qualified tax professional. Before making any decisions, you should 

consult a professional tax advisor to discuss your specific situation. 
Overview 

• Effective 2025 through 2028, employees who receive qualified Fair Labor Standards Act (FLSA) overtime pay may deduct 
from their federal tax return the pay that exceeds their regular rate of pay (the half portion of time and a half.) The half is 
referred to as the premium component.  

• There is no change to payroll taxes – no change to federal withholding. 
 

Who Qualifies? 
• All hourly employees including full-time, part-time, part-time limited, and temporary City employees including, 

police officers and firefighters. If you have questions about your status, please call Payroll. 
• The benefit phases out for those making more than: 

o $150,000 (Single) 
o $300,000 (Married Filing Jointly) 

• The benefit will end with the 2028 tax year.  
 

What is included as Qualified Overtime Compensation for CBJ workers? 
• Employees may only deduct overtime compensation required under the FLSA. 

o Requires that employers pay overtime at time-and-a-half for all hours worked over 40 in a workweek. 
o Overtime for public sector employees in fire protection and law enforcement have alternate work periods longer 

than a standard 40-hour workweek. 
o If you have questions about your FLSA period, contact Payroll. 

• CBJ allows compensatory time for overtime hours worked. Only 1/3 of those wages that were paid as compensatory time 
during the tax year are included. Example, in 2025, you were paid $4,500 for the compensatory time. You can include $1,500 
when figuring out your deduction for qualified overtime compensation ($4,500 divided into 3.) 

 

What does NOT qualify as Qualified Overtime Compensation? 
• Employees may NOT deduct: 

o Many Bargaining Agreements have provisions that can often result in overtime pay under more generous 
circumstances than FLSA requirements.  

o Bonuses, bargaining agreement-mandated premiums, shift differentials, standby pay, on-call, show-up pay, 
comp time earned or other pay not required by the FLSA such as holidays and paid time off.  

 

How Does the Deduction Work? 
• Starting with the 2025 tax year, employees may deduct the qualified overtime from their federal taxable income.  
• Eligible employees can deduct up to: 

o $12,500 annually (single) 
o $25,000 annually (married filing jointly) 

 

Are there any changes to the Form W-2 to report Total FLSA Premiums? 
• For Tax Year 2025, there are no changes to the CBJ’s Form W2 
• For Tax years 2026-2028, the Total FLSA premium amount will be reported in Box 14 on the CBJ’s Form W2. 

 

How do employees determine the Amount of Qualified Overtime to use as a deduction when filing their income tax return? 
Upon request, Payroll can provide an employee with the following: 

• 2025 W2 updated to show a full accounting of qualified overtime for tax year 2025. The full amount is accurate. 
• If applicable to you, JJ270 report that shows the total compensatory time paid for tax year 2025. Divide this amount by 3. 
• Tally amount(s) to use for taxes (up to the maximum allowed – see above.) 

 

Resources: 
• One, Big, Beautiful Bill provisions | Internal Revenue Service 
• One, Big, Beautiful Bill Act: Tax deductions for working Americans and seniors | Internal Revenue Service 

 

Contact Payroll with any questions: payroll.office@juneau.gov or 907-586-5215, option 5 

https://www.irs.gov/newsroom/one-big-beautiful-bill-provisions
https://www.irs.gov/newsroom/one-big-beautiful-bill-act-tax-deductions-for-working-americans-and-seniors
mailto:payroll.office@juneau.gov
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