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Understanding how the “One Big Beautiful Bill Act” changes 
payroll and HR compliance requirements for employers

OBBBA Explained
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• SECTION 1: What Is the OBBBA and Why It Matters Now

• SECTION 2: Employee tax returns vs payroll withholdings?

• SECTION 3: Real-World Implications & Scenarios

• SECTION 4: Employer Action Steps

Today’s Agenda



SECTION 1

What Is the OBBBA and 
Why It Matters Now
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ADDITIONAL MAJOR
OBBBA PROVISIONS WE’RE 
NOT COVERING TODAY

• Expanded R&D tax credits

• Accelerated amortization for 
capital investments

• New Senior Tax Deduction

• Higher standard deduction for 
lower- and middle-income filers

• Workforce development 
apprenticeship credit

• Temporary corporate repatriation 
tax holiday
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“One Big Beautiful Bill Act”
Overview of the OBBBA
a.k.a. No tax on Tips and Overtime

• Hourly employees who earn tips or work overtime
• All businesses (Especially: Restaurants, hospitality, manufac., retail)
• Payroll providers responsible for wage reporting

Who?

• NEW Federal law eliminating tax on tips & OT

• Overtime: Up to $12,500 of OT wages exempt from federal income tax
• Tip income: Up to $25,000 in tips exempt from federal income tax

What?

• Initial law passed the House May 22nd, made it through the Senate July 1st, 
and the House ratified amendments on  July 3, 2025

• President Trump signed into law July 4, 2025

• Takes Effect retroactive January 1, 2025 through December 31, 2028

When?
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1. Employees may expect 
larger paychecks

2. Employers still required 
to withhold taxes normally

3. Action needed in 2025 to 
avoid confusion and ensure 
year-end compliance

3 Reasons Why This 
Matters for Employers
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Employee tax returns vs 
payroll withholdings?
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Employee tax returns vs payroll withholdings?
How the Law Is Structured

Codified under Subtitle A, Chapter 1
(Applies to Form 1040)

Does not amend IRC §3401 or §3402 
(No change to paycheck withholding)
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An above-the-line deduction is a specific type of deduction you take on your IRS Form 
1040 to reduce your Adjusted Gross Income (AGI) — before calculating other credits, 
taxes, or even whether you itemize deductions. 

• The OBBBA creates two new above-the-line deductions:
• Up to $25,000 in tips
• Up to $12,500 in overtime

• Workers claim the benefit when filing their return — likely resulting in a bigger 
refund or lower tax bill.

Employee tax returns vs payroll withholdings?
What Is an Above-the-Line Deduction?

Bottom Line for Employers:
Because the deductions are "above the line," your payroll processes do not change. Therefore, 
there’s no need to modify withholding unless future IRS guidance says otherwise.
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❖No new updates to W-4 or Publication 
15-T which explains how to apply W-4 
withholdings

• IRS issues new regulations modifying 
W-4 or withholding

• As of now, deduction-only seems the 
only plausible model

Employee tax returns vs 
payroll withholdings?
What the IRS Has 
(and Hasn’t) Said

IRS guidance due 
by October 2, 2025
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and even if they did…

Employee tax returns vs payroll withholdings?
Why else paychecks likely won’t change?

Employers 
don’t know 
household 

income

Real-time phase-outs 
aren’t possible
• Single filers: $150,000
• Joint filers : $300,000



SECTION 3

Real-World Implications 
& Scenarios
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Scenario 1 
Employee Misled by Media Coverage Files 
Complaint Over “Missing” Tax Benefit
Situation:

A hotel front desk clerk earns overtime regularly. 

After hearing news headlines about “no tax on 

overtime,” she checks her July paycheck and sees 

that federal income tax is still being withheld. 

Thinking her employer is doing something wrong, 

she posts about it in a local workers’ Facebook 

group — and is advised to file a complaint.

Risk Under the New Law:

The employee doesn't understand that the OBBBA benefit is a deduction claimed at tax time, not a 

paycheck exclusion. But the employer also failed to communicate that clearly, creating a false perception 

of non-compliance. A minor issue turns into an official complaint — or worse, viral reputational damage.

How to Prevent:

• Proactively educate employees about how the deduction works

• Add a FAQ or one-pager to onboarding and payroll documentation

• Include notes on pay stubs or employee portals when new laws impact pay

• Use town halls or team meetings to clarify legislative changes
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SCENARIO 2 
Misclassified Employee 
Works Overtime

Situation:

A small business promotes a warehouse team lead to a salaried position 

and assumes they’re exempt from overtime. But the employee’s actual job 

duties don’t meet the FLSA duties test for exempt status — they do hands-

on work, not managerial or administrative functions.

Risk Under the New Law:

That employee regularly works 10+ hours of overtime per week. When 

media coverage of the One Big Beautiful Bill Act hits, they hear that there’s 

"no federal tax on overtime" and start asking why their paycheck hasn’t 

changed. Confused and frustrated, they Google their rights — and realize 

they may have been misclassified and underpaid for months. That becomes 

the trigger to file a wage complaint or legal action.

How to Prevent:

• Conduct a full FLSA classification audit

• Create written job descriptions that clearly support each exemption

• Communicate classifications to employees and explain the difference

• Don’t assume salaried = exempt
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Scenario 3 
Poor Tip Tracking Results 
in Underreporting and 
Legal Risk

Situation:

A busy café relies on servers to self-report tips, which they jot down manually at 

the end of each shift. No one audits the totals, and pooled tips are often 

redistributed informally among the staff.

Risk Under the New Law:

A server reads about the $25,000 tax deduction for tips and asks for a year-to-

date total to estimate her benefit. She finds that only half her tips have been 

recorded in payroll. Now, not only can she not claim the full deduction — she 

realizes she may have been paid below minimum wage after tip credits. She 

contacts the Department of Labor.

How to Prevent:

• Implement tip tracking process

• Audit tip records weekly for accuracy

• Ensure tip pooling policies follow federal and state law

• Train staff and managers on proper reporting to avoid underpayment
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SCENARIO 4 
Incomplete OT Policy 
Leads to Frustration 

Situation:

An auto repair shop allows flexible scheduling, and employees often stay 

late to finish jobs. There’s no formal overtime policy in the handbook, and 

managers rarely review timesheets closely.

Risk Under the New Law:

After the OBBBA becomes law, one technician hears that overtime pay will 

no longer be taxed and expects to see a bigger check. When that doesn’t 

happen, they challenge the manager and discover their extra hours weren’t 

coded as OT. Angry that they “missed out” on tax-free income, they file a 

complaint with the state labor board, triggering a wage audit.

How to Prevent:

• Clearly define what constitutes overtime in your handbook

• Require written approval or manager sign-off on extra hours

• Train supervisors to recognize and properly code OT

• Use timekeeping software with alert settings for unauthorized OT



SECTION 4

Employer Action Steps
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• Maintain standard withholding of 
federal income tax

• Accurately track tips and overtime—
regardless of method

• Communicate with employees to 
ensure they understand the new law

What Employers Must Do NOW
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• Exempt vs. Nonexempt Classification
Ensure roles meet duties and salary tests for 
exemption.

• Overtime Policy
Verify it complies with federal and state law 
(e.g., when OT begins, required approvals).

• Job Descriptions
Align duties with FLSA standards to defend 
classification decisions.

• Timekeeping Practices
Confirm employees are accurately tracking 
hours, breaks, and meal periods.

• Unauthorized Overtime Procedures
Have clear rules for how unapproved OT is 
handled — but remember, it still must be paid.

• Training for Managers
Ensure supervisors understand when OT is 
owed and how to avoid violations.

• State-Specific Rules
Some states (e.g., California) have daily OT 
triggers — review local requirements.

Payroll & HR 
FLSA Compliance Prep Checklist
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How Can We Help?
OBBBA Readiness 
Assessment
Schedule a free 30-minute assessment with a 
SHRM-certified expert. We'll help ensure you're 
prepared for the new compliance requirements.

Offers.AsureSoftware.com/OBBBA
• Download presentation
• Share and watch this webinar on-demand 
• Request a free OBBBA readiness assessment
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