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This Fact Sheet provides answers to frequently asked questions (FAQs) about the new deduction for qualified
overtime compensation, such as who may be eligible to claim the deduction, including federal employees, and
where to find supplemental information on eligibility and other rules.

These FAQs are being issued to provide general information to taxpayers and tax professionals as expeditiously
as possible. Accordingly, these FAQs may not address any particular taxpayer’s specific facts and circumstances,
and they may be updated or modified upon further review. Because these FAQs have not been published in the
Internal Revenue Bulletin, they will not be relied on or used by the IRS to resolve a case. Similarly, if an FAQ turns
out to be an inaccurate statement of the law as applied to a particular taxpayer’s case, the law will control the
taxpayer’s tax liability. Nonetheless, a taxpayer who reasonably and in good faith relies on these FAQs will not be
subject to a penalty that provides a reasonable cause standard for relief, including a negligence penalty or other
accuracy-related penalty, to the extent that reliance results in an underpayment of tax. Any later updates or
modifications to these FAQs will be dated to enable taxpayers to confirm the date on which any changes to the
FAQs were made. Additionally, prior versions of these FAQs will be maintained on IRS.gov to ensure that
taxpayers, who may have relied on a prior version, can locate that version if they later need to do so.

More information about reliance is available. These FAQs were announced in IR-2026-10.

Background

The One, Big, Beautiful Bill Act (OBBBA), P.L. 119-21, added a new deduction for qualified overtime
compensation. Notice 2025-69 clarifies for individuals how to determine the amount of their deduction for
qualified overtime compensation for the 2025 tax year. Below are answers to some questions about the new
deduction for qualified overtime compensation.
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General information

Q1. What is qualified overtime compensation for purposes of the deduction?

Al. Qualified overtime compensation is overtime compensation paid to an individual required under section 7 of
the Fair Labor Standards Act (FLSA) (£'(29 USC § 207) that exceeds the regular rate at which the individual is
employed. For example, if an individual is paid at “one and one-half times” their regular rate for an hour of
overtime work as required by the FLSA, the “half” portion of the “one and one-half times” paid for an hour of
overtime work is qualified overtime compensation.

e Forovertime to be required under the FLSA, it must, among other requirements, be paid to an individual who
is both covered by the FLSA and not exempt from the FLSA’s overtime requirement (an FLSA overtime-eligible
employee). See Q2/A2 and Q3/A3 to determine if you are covered by and not exempt from the FLSA’s overtime
requirement.

¢ Anindividual who is ineligible for overtime under the FLSA does not receive qualified overtime compensation
regardless of other laws or circumstances (such as a collective bargaining agreement) providing for overtime
pay.

¢ Individuals eligible for overtime under the FLSA generally must receive overtime pay for hours worked in
excess of 40 in a workweek at a rate not less than one and one-half times their regular rate of pay. If an
individual is eligible for overtime under the FLSA, but the individual’s employer pays more than is required
under the FLSA, the qualified overtime compensation is limited to the portion of the overtime that is required
by the FLSA that is in excess of the regular rate. For example, if an employer pays double the individual’s
regular rate for hours worked over 40 in a workweek, only the one-half portion that is relied upon to comply
with the FLSA requirement is qualified overtime compensation.

Q2. How do | determine whether | am covered by and not exempt from the FLSA? In other words, how do |
determine if | am an FLSA overtime-eligible employee?

A2. Though it is common for employees working in the United States to be covered by the FLSA, there are many
exemptions from its overtime premium requirement. Whether an individual is covered by and not exempt under
the FLSA is a fact-specific determination that depends on the individual’s occupation, work activities, and/or
earnings.

More information on coverage and exemption under the FLSA can be found on the Department of Labor website.
See Fact Sheet #14: Coverage Under the Fair Labor Standards Act (FLSA) | U.S. Department of Labor (4}, and # 8 in
the Handy Reference Guide to the Fair Labor Standards Act (£

Q3.1 am a federal employee, how do | know whether | am an FLSA overtime-eligible employee?

A3. FLSA eligibility for federal employees is typically documented on the employee’s Standard Form 50,
Notification of Personnel Action; see block 35, “FLSA Category”; “E” means exempt or FLSA-ineligible and “N”
means nonexempt or FLSA overtime-eligible. Under 29 U.S.C. 204(f), the Office of Personnel Management (OPM)
administers the FLSA for most federal employees. See OPM FLSA regulations (4'and OPM FLSA fact sheet (4"
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Although OPM administers the FLSA for most federal employees, there are some exceptions. For example, DOL’s
FLSA regulations and guidance cover employees of the Library of Congress, United States Postal Service, the
Postal Regulatory Commission, and Tennessee Valley Authority. See 29 U.S.C. 204(f). Additionally, the Office of
Congressional Workplace Rights regulates the FLSA for legislative branch employees generally. See OCWR Rules
and Regulations - Fair Labor Standards Act (4'for more information.

Q4. What is the deduction amount? Are there limits to the deduction?

A4. The deduction is up to $12,500 of qualified overtime compensation earned for the year per return ($25,000 in
the case of a joint return). The deduction is reduced if a taxpayer’s modified adjusted gross income (MAGI) for the
tax year exceeds $150,000 ($300,000 for joint filers). See Notice 2025-69 for more information on how to
calculate MAGI for this purpose.

Q5. Are there other rules that apply to the deduction?

A5. Yes.

e The taxpayer who received the qualified overtime compensation must have a social security number valid for
employment and must include the social security number on the tax return claiming the deduction.

« If the taxpayer is married (within the meaning of section 7703), the taxpayer and the taxpayer’s spouse must
file a joint return to claim the deduction. If both spouses received qualified overtime compensation, both
spouses must have a social security number valid for employment and must include both social security
numbers on the tax return claiming the deduction.

Q6. Will qualified overtime compensation be separately reported to individuals on Form W-2, Form 1099-
NEC, or Form 1099-MISC? Doesn’t qualified overtime have to be separately reported in order for an
individual to take the deduction?

A6. It depends on the tax year.

o Fortaxyear 2025, employers and other payers are not required to report qualified overtime compensation
separately on Forms W-2, 1099-NEC, and 1099-MISC. See Notice 2025-62 . For 2025, some employers and
other payers may choose to separately report the amount of qualified overtime compensation to employees
using box 14 of Form W-2 or to employees or payees through an online portal or on a separate statement. If
individuals do not receive a Form W-2 or other statement from their employer or other payer for tax year 2025
that separately reports the amount of qualified overtime compensation, they may use any of the methods
described in Notice 2025-69 and the Instructions to Schedule 1-A that are included in the Instructions
for Form 1040 to calculate the amount of qualified overtime compensation.

o Fortaxyears 2026 and later years, employers and other payers are required to separately report qualified
overtime compensation. Forms W-2, 1099-NEC, and 1099-MISC will be updated to allow employers and other
payers to provide separate reporting of an individual’s qualified overtime compensation.
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Q7.1am an FLSA overtime-eligible employee, and | did not receive information from my employer on how
much qualified overtime compensation I received during tax year 2025. How can | find more information to
help me determine my deduction for qualified overtime compensation?

AT.You can find more information in the following:

e Notice 2025-69 contains information to help individuals determine the deduction for qualified overtime
compensation. See also, Treasury, IRS provide guidance for individuals who received tips or overtime during
tax year 2025.

o The Instructions for Schedule 1-Aincluded in the Instructions for Form 1040 contain information
that may be helpful in determining the deduction for qualified overtime compensation.

e If you are an FLSA overtime-eligible federal employee, special rules may apply to you with respect to
calculating your qualified overtime compensation. See How to Compute FLSA Overtime Pay (4'for a fact
sheet applicable to most Federal employees. Please contact your agency’s human resources office or payroll
provider for further assistance.

Q8. Where can | get more information on the FLSA and overtime pay in general?

A8. More information on the FLSA is available at WHD Fact Sheets (4, Overtime Pay: General Guidance (4, and
Handy Reference Guide to the Fair Labor Standards Act (4.

For Federal employees covered by OPM-issued FLSA regulations (4, see the OPM FLSA fact sheet (Z'titled “How to
Compute FLSA Overtime Pay (4*”

A News items may not be updated after their release. Please
verify the date before relying on the language.
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