Dear Employee,
The One Big Beautiful Bill Act (OBBBA), effective July 4, 2025, introduced two important tax benefits for workers who earn tips or overtime:
1. No Tax on Tips Deduction: You may deduct up to $25,000 of qualified tips from your taxable income if you work in an occupation that customarily and regularly receives tips. Only voluntary payments from customers, not mandatory service charges, are eligible for the deduction. 
2. No Tax on Overtime Deduction: You may deduct up to $12,500 of qualified overtime pay (or $25,000 for joint filers) from your taxable income. This applies only to the premium portion of overtime pay required under federal law.
The last paystub of the year will show the total tips and overtime earned for the year. Please keep this paystub for your records. You will need it to file your 2025 personal tax return. 
To determine the qualified tips deduction, employees may use amounts from Form W-2 box 7 or Form 4070 (Employee's Report of Tips to Employer), while non-employees can use records like daily tip logs. For the qualified overtime deduction, Fair Labor Standards Act (FLSA) eligible individuals can use reasonable methods, such as approximating the amount as one-third of total overtime compensation on a pay statement. The guidance also provides transition relief for the specified service trade or business (SSTB) rule, treating tips as eligible if the occupation customarily received them before 12/31/24, pending final regulations. The guidance applies only to the 2025 tax year.
For 2026, the tip and overtime information will be listed on your W-2. 
These deductions do not affect Social Security or Medicare taxes—those will still apply to tips and overtime.
 Please let us know if you have any questions. 
Sincerely,
[Your Company Name]
