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Wildfire Settlements Face a Tax Crosswind
By Robert W. Wood  
 

t was huge news in December 2024 when Congress passed 
a tax law to make many wildfire settlements tax free. The 
law expires at the end of 2025, and there’s no sign of it 

being amended to cover 2026 and later recoveries. That’s a 
worry for recent fires such as the LA fires of 2025. Litigation 
usually takes years to resolve. 

As for California taxes, state law added  temporary 
provisions to the California Revenue & Taxation Code that 
exclude from California income tax amounts received in 
connection with certain specific California wildfires (the Butte 
Fire (if the recovery is received from the Fire Victim Trust), the 
North Bay Fires (if the recovery is received from the Fire 
Victim Trust), the Thomas Fire, the Woolsey Fire, the Kincade 
Fire, and the Zogg Fire). Other fires are not covered, until now. 

California’s 2025 budget legislation expanded the 
California income tax exclusions that apply to certain wildfire 
recoveries received between January 1, 2021 and January 1, 
2030. However, the new exclusion does have requirements 
that not all wildfire recoveries may satisfy. As noted, in the 
past, California passed state-level tax exclusions for recoveries 
related to specific wildfires. That often made the specific 
wildfire that affected your home or property controlling over 
whether you qualified to treat your wildfire recovery as tax 
free.   

Then, on September 29, 2024, Governor Newsom 
vetoed two bills that would have granted state-level income 
tax exclusions to new wildfires. In his letter to the Legislature, 
Governor Newsom explained that he vetoed the bills, not 
because he disagreed with the idea that the recoveries should 
be tax-free for California tax purposes, but because he believed 
that a wildfire exclusion should be addressed more 
systematically as part of the annual budgeting process, not on 
a wildfire-by-wildfire basis where it would be more difficult to 
incorporate the exclusions into California’s budget balancing 
efforts. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

That helps to explain why the new California wildfire 
exclusion was included in the recently enacted S.B. 132, which 
was one of the bills recently passed as part of a larger budget 
deal between the Governor and the state legislature. S.B. 132 
adds a new section to the California tax code, Section 17138.7.  
The new exclusion applies to wildfire recoveries received by a 
California taxpayer between January 1, 2021, and January 1, 
2030, regardless of the specific wildfire involved.   

However, there is one very notable requirement for 
the new exclusion. Under the new exclusion, the recovery must 
be received from a “settlement entity.” The new law defines 
the term “settlement entity” to mean an entity “approved by a 
class action settlement administrator.”  This definition is likely 
intended to include the PG&E Fire Victim Trust. However, it 
does not seem likely it would apply to insurance payments 
received outside of litigation, or to recoveries received in 
direct settlement with SCE or PG&E outside of a class action.   

For taxpayers whose recoveries do not qualify for the 
new exclusion, the existing wildfire-by-wildfire exclusions 
remain in the California tax code, for at least a little while 
longer.  Those exclusions are still alternative bases to claim a 
California tax exclusion for amounts received through 2026 or 
2027, depending on the specific wildfire involved.    

Does the new exclusion seem unduly narrow or 
formalistic, particularly for an exclusion that was presented as 
intending to expand the scope of wildfires that qualify for 
exclusion from California income tax? Many fire victims are 
likely to think so. Of course, this is still a new law. It is possible 
that there may be guidance from the Franchise Tax Board 
about the application and requirements for claiming this 
exclusion.   
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