TIPS & OVERTIME DEDUCTIONS

IRS issued Notice 2025-69 which substantially relaxed employee requirements for taking the
new tip and overtime deductions only for 2025. 2026 will still require reporting on the newly
designed W-2, but this year’s deduction may rely on other methods and calculations.

Tip Deduction
For employees that do not have the tip amount reported correctly or completely, they may use

the amounts on Box 7 of the W-2 or Form 4137 if employees, or their own tip logs if non-
employees. Remember the tips need to have been reported as income to get the deduction, so
if using a tip log make sure that the tip income was reported.

Although the occupation of an employee receiving tips may not appear on the Form W-2
furnished to the employee in 2025, the employee is still responsible for determining whether
the tips received by the employer were received in an occupation that customarily and regularly
received tips on or before December 31, 2024. The Notice also provides transition treatment for
the specified service trade or business rule, treating 2025 tips as eligible if the occupation
customarily received them before 12/31/24. Tipped occupations can be found:

https://home.treasury.gov/system/files/136/Tipped-Occupations-Detailed-8-27-2025.pdf

Employers are not required to separately account to the IRS for cash tips on the written W-2,
1099, or other statements furnished to individuals for 2025.

Overtime Deduction

Because of the confusion regarding overtime reporting and potential employer inability to
report the amounts, an employee that has not had qualified overtime reported to them may
use any reasonable method to estimate the qualified overtime, with the most common method
being to use 1/3 of the amount reported on check stubs or other employer forms as overtime
pay if the employer has not provided the qualified overtime amount.

Employers are not required to separately account to the IRS for overtime on the written W-2 or
other statements furnished to individuals for 2025. Employer reporting of qualified overtime is
the best approach to avoid employee issues.

What is “qualified overtime”? It is the additional overtime premium paid for hours worked over
40 in a week. For example, if Mary normally gets paid $30 hourly, but gets paid time and % for
working more than 40 hours in a week, she would get paid $45 hourly for overtime, and only
the additional $15 would be reported as “qualified overtime”.



Let’s say Mary works 50 hours this week and her pay is:

40 hours @ $30 per hour= $1,200

10 hours overtime at standard hourly rate of $30 = $300
10 hours at overtime premium addition of $15= $150
Total pay $1,650

Qualified overtime $150 (only the premium amount)

This $150 would be reported as “qualified overtime” to Mary by her employer on either Mary’s
W-2 Box 14, or in a separate statement from the employer.

Employers that have not kept specific track of overtime all year are allowed to use a reasonable
estimate in 2025, but to qualify overtime must be at least time and %, and again only the
premium qualifies.

***FXOTHER INCOME THRESHOLDS AND FILING STATUS LIMITATIONS
APPLY TO THESE DEDUCTIONS***%**




