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No Tax on Tips 
Keep the benefit clear. Keep your earnings record accurate. 

Federal rules reviewed September 13, 2026. General education, not personal tax or lending advice. Recheck current rules 

before filing. 

What the headline actually means 

Eligible workers can deduct qualified tips from federal taxable income for tax years 2025–2028. The 

limit is up to $25,000 per return per year, subject to other limits. A joint return has one cap. A deduction 

is not a dollar-for-dollar refund. 

• Voluntary tips can qualify; wages and required service charges do not. Cash, card and qualifying 

shared tips can count. 

• Check your occupation, reporting, valid Social Security number and filing status. Married taxpayers 

generally must file jointly. Standard-deduction and itemizing filers can qualify. 

• The deduction phases down above $150,000 of modified adjusted gross income, or $300,000 for 

joint filers. Self-employed workers also face a net-income limit. 

• Normal Social Security and Medicare rules remain. State and local treatment can differ. Keep 

reporting your tips. 

A quick example 

If a full $10,000 deduction removes income that would all be taxed at 12%, federal income tax falls by 

$1,200—not $10,000. This assumes no other limits or tax interactions. It does not calculate a refund. 

Make the record at the end of the shift 

Record the date, employer, cash tips, card tips, shared tips received, and tip-outs paid with recipient 

details. Avoid double-counting card tips already on your paystub. 

Example: $60 cash + $140 card − $40 paid to coworkers = $160 retained. Save the tip-out details; 

coworkers record the tips they receive. 

Do not confuse a reporting threshold with tax-free income 

At $20 or more of cash and charged tips in a calendar month from one employer, report them to that 

employer. The federal deadline is the 10th of the next month, adjusted for weekends and legal holidays. 

Follow any more frequent workplace process. All tip income still belongs on the return, including 

amounts below that employer-reporting threshold. 

  
About this lesson

Hi, I am Quinn. I’m not a financial planner, accountant or certified tax professional. But I put this together to help
my restaurant squad stay informed. This is general education, not advice about your individual taxes, finances or
investments.
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Use this before payday or a big purchase 

Three actions for this week 

• Compare one paystub with your tip log. Ask payroll to explain tips, wages and service-charge pay 

you cannot identify. 

• Keep paystubs, W-2s, relevant tax returns and your tip records together. Use Schedule 1-A with 

Form 1040 for the deduction. Ask a preparer about errors or unreported tips. 

• Before changing your 2026 W-4, use current IRS instructions or the estimator with your actual jobs 

and household information. Do not assume you are exempt. 

Before you apply for a car loan or mortgage 

Taxable income and lender-qualifying income are different calculations. An eligible deduction does not 

erase documented earnings or guarantee loan approval. The lender applies its own program 

requirements to your income history, debts and credit. 

Ask: “I earn hourly wages and tips. Which records do you need, and how will you calculate my 

income?” Then ask how variable tips and the deduction are handled. Use genuine records; do not omit 

tips to try to change a lending result. 

For a car, budget the payment, insurance, fuel and maintenance using a realistic slower month. 

Compare the annual percentage rate, loan term and total cost. Do not spend a predicted refund before 

your return is calculated. 

Check your understanding 

1. What makes a required service charge different from a tip? The guest does not freely choose the 

required payment; its name on the receipt does not change that. A voluntary extra amount may qualify. 

2. Does a $10,000 deduction mean a $10,000 refund? No. It reduces taxable income. Rates and the 

rest of the return determine the tax benefit; payments and credits affect any refund. 

3. What will you do before applying for credit? Gather accurate earnings records and ask the lender 

what its program requires. A lawful deduction is not automatic approval or a reporting exemption. 

Keep these official resources handy 

IRS: deduction rules and eligible workers 

IRS: tip recordkeeping and reporting 

IRS: tax withholding estimator 

Your preparer handles your individual eligibility and state rules. Your lender explains the loan program. The deck notes and 

recording-script source appendix include the full reference list. 

  

https://www.irs.gov/newsroom/working-families-tax-cuts-individuals-and-workers
https://www.irs.gov/businesses/small-businesses-self-employed/tip-recordkeeping-and-reporting
https://www.irs.gov/individuals/tax-withholding-estimator
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Your paperwork, in plain English 

What you give your employer or payer 

W-4: your instructions for federal income tax withholding. Revisit it when jobs or household 

circumstances change. It is not your tax return or a refund promise. 

W-9: identifying and taxpayer information supplied to a requester, often for independent-contractor 

reporting. A W-9 does not decide whether your working arrangement is legally independent contracting. 

What you receive and use 

Paystub: the record for a pay period. It explains earnings, taxes, benefit deductions and net pay. Some 

restaurant tips may have been paid separately but still appear for reporting. 

W-2: an employer’s annual employee earnings and tax statement. Box 1 reports wages, tips and other 

compensation under the form rules. Box 2 shows federal income tax withheld. These are not the same 

calculation. 

1099-NEC: nonemployee compensation. Do not assume income tax or self-employment tax has 

already been paid. A form label does not settle worker classification. 

1099-K: payment-card or third-party network transactions. Reconcile it to your records instead of 

counting the same receipts twice. A gross reported amount is not automatically the final taxable 

amount. 

1099-R: distributions from retirement plans, IRAs and certain other arrangements. Give it to your 

preparer, even when you believe a rollover or another tax exception applies. 

Where the final calculation happens 

Form 1040 is the main individual federal income tax return. Schedules supply additional calculations. 

Schedule 1-A includes the qualified tips deduction. Tax software or a preparer uses your forms and 

records to calculate the complete return. 

A question worth asking 

“Can you show me which number is what I earned, which is tax already paid, and which is the amount 

deposited?” Knowing those three things clears up many paycheck misunderstandings. 

IRS: W-4 instructions and current form 

IRS: W-2 information 

IRS: W-2 versus 1099 and worker classification 

  

https://www.irs.gov/forms-pubs/about-form-w-4
https://www.irs.gov/forms-pubs/about-form-w-2
https://www.irs.gov/faqs/small-business-self-employed-other-business/form-1099-nec-and-independent-contractors
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Optional / retirement basics 

The account and the tax treatment are different ideas 

A 401(k) is a workplace retirement plan, usually funded through payroll. A personal IRA is an individual 

retirement arrangement you can open through a financial provider. Some employers offer IRA-based 

plans, such as SIMPLE or SEP. Confirm the exact type. 

Traditional pre-tax 401(k) contributions generally reduce current federal income-tax wages; pre-tax 

withdrawals are generally taxable later. Roth contributions do not reduce current taxable wages; 

qualified withdrawals can be federally tax-free. Holding-period and age or other conditions apply. 

Traditional IRA contributions may be deductible, depending on income and workplace coverage. Roth 

IRA contributions are not deductible and have income-based eligibility limits. Both have contribution 

rules. You may be able to have an IRA and a workplace plan. 

Understand the match and vesting 

Example only: a dollar-for-dollar match up to 3% of eligible pay means a $30 contribution on $1,000 of 

eligible pay earns a $30 match. Your own plan may use a different formula or no match. 

Vesting means ownership. Your own 401(k) contributions are fully vested. Some employer contributions 

follow a service schedule. Ask what is yours to keep if you leave. Ownership does not prevent 

investment losses or eliminate withdrawal taxes. 

Four questions before you decide 

• When am I eligible, what is being deducted, and which earnings—including tips—count? 

• What does the company add, when is it deposited, and when is it fully mine? 

• What are the investment choices and fees? Is traditional, Roth or both available? 

• If I leave, what are my options? What taxes or restrictions apply before I withdraw or roll money 

over? 

Reported tips can count as IRA compensation. The tips deduction does not create unlimited retirement 

contributions or guarantee additional tax savings. Check your current limits, actual budget and full tax 

situation with the appropriate professional. 

IRS: 401(k) basics 

IRS: vesting and ownership 

IRS: IRA contribution rules 

General education, not personalized investment advice. Retirement account values can change. Early withdrawals can create 

income tax and additional tax; exceptions and rollover rules depend on the account and circumstances. 

https://www.irs.gov/taxtopics/tc424
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-vesting
https://www.irs.gov/publications/p590a

