HR Employee Update: No
Tax on Tips, No Tax on

Overtime

New from the One Big Beautiful Bill (OBBB)

Two major tax deductions are now available for
employees under OBBB. While IRS guidance is
still in the works, here's what we know:

No Tax on Tips (Employee Deduction)
e Deduction up to $25,000/year on qualifying tip income
e Income phase-out starts at:
o $150,000 (single)
o $300,000 (joint)
» Deduction applies at tax filing, not at payroll withholding
* IRS: continue withholding taxes on tips as usual
e Key Rules:
o Voluntary tips only - service charges don't qualify
o Applies to cash, credit card, and electronic tips
o Must be in a "customarily tipped" occupation (list coming from
Treasury)
o Valid SSN required
o W-2 reporting required
o Program sunsets after 2028

No Tax on Overtime (Employee Deduction)
e Deduction up to $12,500 (individual) or $25,000 (joint)
e Same income phase-outs as above
* Applies only to OT premiums—not full OT wages
o Example: $10/hour OT premium on a $30/hour OT rate (for a $20 base
rate)
e Deduction handled at tax filing—no change to payroll withholding
 Key Rules:
o Must be FLSA-required OT (not discretionary time-and-a-half)
o No double dipping on the same income (tips vs OT)
o Valid SSN required
o W-2 reporting required

mp-hr.com FOR HR I



