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Good afternoon,
 
Please see the attached bulletin regarding the 2025 One Big Beautiful Bill Act as it
relates to the tax treatment of FLSA overtime. The bulletin outlines the criteria for
determining employee eligibility and provides guidance on the proper reporting of
eligible earnings through payroll. It also includes links to additional resources to assist
you in navigating the process.
 
Please feel free to share this with anyone who could benefit from it. If you have any
questions regarding this bulletin, please email dfs.prcompliance@sbcss.net.
 
Thanks,
Lena
 
 

Transforming lives through education
Lena Young-Gallardo, Director
District Financial Services
San Bernardino County Superintendent of Schools
760 E. Brier Drive, San Bernardino, CA 92408
P: 909.388.5701 | F: 909.388.5735
http://www.sbcss.k12.ca.us
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DATE:  February 24, 2026 


 


TO: Chief Business Officials, Personnel Administrators, Directors of Fiscal Services, 


Directors of Purchasing, and Accounting Supervisors 


  


SUBJECT: 2025 One Big Beautiful Bill Act – No Tax on FLSA Overtime 
 


 


Background 


 


In the 2025 U.S. Federal Tax Law One Big Beautiful Bill Act (OBBBA), there is a provision for “no 


tax on overtime”. The OBBBA changes are effective from January 1, 2025, through December 31, 


2028. Since this is a federal law, employers will be required to perform a separate calculation to 


determine if the employee qualifies under the Fair Labor Standards Act (FLSA) overtime.  


 


Salary Basis Test and Positions Exempt from Overtime 


 


The first test under the FLSA is to determine if an employee is exempt by performing the salary basis 


test to determine if they earn more than $684 per week. This equates to $17.10 per hour over a 40-


hour week. Currently, California’s minimum wage is $16.90 so very few employees will not meet the 


salary basis test. Just because the employee exceeds the $684 a week salary under FLSA does not 


mean they are automatically excluded from overtime under Federal Law. Secondly, employers should 


look at all classified positions they currently consider to be non-exempt and determine if they 


continue to meet non-exempt status by nature of their work, duties and responsibilities under the 


FLSA. Fact Sheet #17A: Exemption for Executive, Administrative, Professional, Computer & 


Outside Sales Employees Under the Fair Labor Standards Act (FLSA) | U.S. Department of Labor. 


This sheet defines exempt employees under the FLSA. Generally certificated teachers are exempt 


from overtime by the nature of their duties. 


 


 


How will it be reported on the IRS Form W-2? 


 


Under the OBBBA, employees may be eligible to deduct the premium portion of overtime received 


under the FLSA. This would be the half portion (0.50) of the time and a half (1.50) overtime rate. The 


overtime premium will be reported in Box 12, Code TT, on the 2026 IRS Form W-2. Holiday and 


paid leave do not count in overtime calculations for FLSA. Only actual time worked counts toward 


calculating overtime. 


 


 


 


 



https://www.dol.gov/agencies/whd/fact-sheets/17a-overtime

https://www.dol.gov/agencies/whd/fact-sheets/17a-overtime
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How to pay FLSA overtime in COMPASSedu? 
 


A new earning type, OTFD, has been created to ensure the premium portion of FLSA overtime is 


reported correctly to Box 12, Code TT. The system will automatically calculate the amount the 


amount that will be reported in this box at the end of the calendar year. This earning type will need to 


be added to your district earning types table. A W-2 add-on will also be available (in July) with the 


same name to report earnings that have already been paid using earning type OT-2 or an incorrect 


earning type. 


 


What to do now: 


 


• If you haven’t already done so, determine if any non-exempt employees you pay overtime are 


now exempt under FLSA. 


• Remember FLSA overtime does not include holiday, vacation, sick leave pay, etc. when 


determining if the employee has worked a 40-hour work week.  


• Provide resources to employees so they understand how this may impact them. The FLSA 


overtime premium credit may be smaller than they expected because California laws and 


collective bargaining agreements are more generous to employees than Federal Law. 


 


Additional resources to help determine FLSA qualified overtime: 


 


• https://www.irs.gov/newsroom/questions-and-answers-about-the-new-deduction-for-


qualified-overtime-compensation 


 


• More information on the FLSA is available at WHD Fact Sheets, Overtime Pay: General 


Guidance, and Handy Reference Guide to the Fair Labor Standards Act. 


 


• https://www.irs.gov/pub/irs-drop/n-25-69.pdf 


 
 


Please send emails to dfs.prcompliance@sbcss.net for questions regarding this bulletin. 


 


 


Sincerely, 


 


Ted Alejandre     


County Superintendent of Schools 


 
 


Signed Lena Young-Gallardo 


Lena Young-Gallardo, Director 


District Financial Services 


 


lyg:kb 
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DATE:  February 24, 2026 

 

TO: Chief Business Officials, Personnel Administrators, Directors of Fiscal Services, 

Directors of Purchasing, and Accounting Supervisors 

  

SUBJECT: 2025 One Big Beautiful Bill Act – No Tax on FLSA Overtime 
 

 

Background 

 

In the 2025 U.S. Federal Tax Law One Big Beautiful Bill Act (OBBBA), there is a provision for “no 

tax on overtime”. The OBBBA changes are effective from January 1, 2025, through December 31, 

2028. Since this is a federal law, employers will be required to perform a separate calculation to 

determine if the employee qualifies under the Fair Labor Standards Act (FLSA) overtime.  

 

Salary Basis Test and Positions Exempt from Overtime 

 

The first test under the FLSA is to determine if an employee is exempt by performing the salary basis 

test to determine if they earn more than $684 per week. This equates to $17.10 per hour over a 40-

hour week. Currently, California’s minimum wage is $16.90 so very few employees will not meet the 

salary basis test. Just because the employee exceeds the $684 a week salary under FLSA does not 

mean they are automatically excluded from overtime under Federal Law. Secondly, employers should 

look at all classified positions they currently consider to be non-exempt and determine if they 

continue to meet non-exempt status by nature of their work, duties and responsibilities under the 

FLSA. Fact Sheet #17A: Exemption for Executive, Administrative, Professional, Computer & 

Outside Sales Employees Under the Fair Labor Standards Act (FLSA) | U.S. Department of Labor. 

This sheet defines exempt employees under the FLSA. Generally certificated teachers are exempt 

from overtime by the nature of their duties. 

 

 

How will it be reported on the IRS Form W-2? 

 

Under the OBBBA, employees may be eligible to deduct the premium portion of overtime received 

under the FLSA. This would be the half portion (0.50) of the time and a half (1.50) overtime rate. The 

overtime premium will be reported in Box 12, Code TT, on the 2026 IRS Form W-2. Holiday and 

paid leave do not count in overtime calculations for FLSA. Only actual time worked counts toward 

calculating overtime. 
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How to pay FLSA overtime in COMPASSedu? 
 

A new earning type, OTFD, has been created to ensure the premium portion of FLSA overtime is 

reported correctly to Box 12, Code TT. The system will automatically calculate the amount the 

amount that will be reported in this box at the end of the calendar year. This earning type will need to 

be added to your district earning types table. A W-2 add-on will also be available (in July) with the 

same name to report earnings that have already been paid using earning type OT-2 or an incorrect 

earning type. 

 

What to do now: 

 

• If you haven’t already done so, determine if any non-exempt employees you pay overtime are 

now exempt under FLSA. 

• Remember FLSA overtime does not include holiday, vacation, sick leave pay, etc. when 

determining if the employee has worked a 40-hour work week.  

• Provide resources to employees so they understand how this may impact them. The FLSA 

overtime premium credit may be smaller than they expected because California laws and 

collective bargaining agreements are more generous to employees than Federal Law. 

 

Additional resources to help determine FLSA qualified overtime: 

 

• https://www.irs.gov/newsroom/questions-and-answers-about-the-new-deduction-for-

qualified-overtime-compensation 

 

• More information on the FLSA is available at WHD Fact Sheets, Overtime Pay: General 

Guidance, and Handy Reference Guide to the Fair Labor Standards Act. 

 

• https://www.irs.gov/pub/irs-drop/n-25-69.pdf 

 
 

Please send emails to dfs.prcompliance@sbcss.net for questions regarding this bulletin. 

 

 

Sincerely, 

 

Ted Alejandre     

County Superintendent of Schools 

 
 

Signed Lena Young-Gallardo 

Lena Young-Gallardo, Director 

District Financial Services 

 

lyg:kb 
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