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Symptom
A customer references a new state law that excludes some portion of overtime or tip income from state income tax (for example, Georgia H.B. 463, effective May 11, 2026, applicable to tax years 2026 through 2028) and asks whether Payroll NOW automatically applies the exclusion in its withholding calculations. The customer wants confirmation that they are remaining compliant without making any manual changes.
Cause
State-level "no tax on overtime" and "no tax on tips" laws are typically modeled on the federal One Big Beautiful Bill Act (OBBBA) treatment, which creates an income tax exclusion that the employee claims when filing their personal tax return. This is not the same as exempting the wages from withholding at the time of pay.
Two distinct mechanisms are involved, and they do not need to match:

1. Withholding — the amount the employer remits to the state each pay period, calculated from gross wages. State exclusion laws of this type do not change the withholding tables, so the employer continues to withhold tax on overtime and tip income as usual.
1. Income tax liability — what the employee actually owes on their state return after the exclusion is applied. The state refunds any over-withholding when the return is filed.

Until the state publishes implementing guidance, employer-side reporting of qualifying overtime/tip amounts to the state is also typically not yet required. Federal No Tax on Overtime / No Tax on Tips reporting under OBBBA is a separate, already-supported workflow in Payroll NOW.

