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The Arizona Data Center Boom
Arizona is becoming a useful case study in the national data -center 
policy debate because the state has both aggressively recruited 
the industry and, within the last few years, begun putting 
meaningful guardrails around it.

To p  Glo b a l Ma rke t  Po sit io n ing

Ma ricop a  County a nd  the  b roa d e r Phoe nix a re a  ha ve  e m e rg e d  a s 

a  top global data center market d ue  to  st ra te g ic g e og ra p hic 

p osit ioning , p owe r g rid  re lia b ility, a nd  fa vora b le  busine ss 

cond it ions.

The  AI -Drive n  Po we r  Su rg e

The  e xp losion of a rt ificia l inte llig e nce  te chnolog ie s ha s cre a te d  a n 

unp re ce d e nte d  ne e d  fo r hig h-d e nsity com p ut ing  ca p a city, 

re sult ing  in booming resource demands a cross the  sta te .

Re g u la to ry  & Re so u rce  Cha lle ng e s

This ra p id  g rowth ha s t rig g e re d  the  ne e d  to  re -examine policies 
and incentives to  e nsure  ba la nce  with com m unity, e nvironm e nta l, 

a nd  re source  ca p a city conce rns. 



Arizona's Original Playbook: High Incentives & Prime Location

To build its dominant data center sector, Arizona leveraged a two -pronged strategy: massive upfront 
transaction tax exemptions and highly favorable regional geographic fundamentals.

The Tax Engine

The AZ Commerce Authority’s 2013 
Computer Data Center (CDC) 
Program provided relief for massive 
upfront infrastructure expenditures.

TPT & Use -Tax Relief: Certified 
facilities received state, county, and 
municipal tax exemptions on 
qualifying equipment.

Extended Benefits: Offers 10 years 
of relief standard, extending to 20 
years for sustainable redevelopment 
projects.

Strategic Geography

Developers were aggressively 
recruited based on natural 
environmental and infrastructure 
advantages:

● Low na tura l-d isa ste r risk

● Ab und a nt  so la r p o te nt ia l

● Proxim ity to  Phoe nix m e tro

● Ma jor re g iona l fib e r route s

● I ne xp e nsive , sca la b le  la nd

The Original Bargain

A hig hly coord ina te d  e cosyste m  

a lig ne d  sta te , loca l, u t ility, a nd  

p riva te  inte re sts  to  fa st -t ra ck 

g rowth.

The Stakeholders: ACA a cte d  a s a  

ce nt ra lize d  site -se le ct ion fa cilita to r, 

while  loca l g ove rnm e nts p rovid e d  

la nd -use  a nd  infra st ructure .

The Current Shift: This o rig ina l 

b a rg a in is  now a ct ive ly b e ing  

re ne g ot ia te d  a cross the  sta te  d ue  to  

com m unity, cost , a nd  re source  

ca p a city conce rns. 



Why the Old Model Ran Into Trouble
Physica l Cha ra ct e r is t ics  & I n t e nse  Re so u rce  Ne e d s Drive  Lo ca l Co nflict

Unlike conventional developments, data centers possess unique physical traits and significant 
resource demands that have made their presence politically and socially dominant in Arizona.

1. Water Demands

Cooling requirements vary, but 
evaporative systems consume 
substantial volumes of water.

In Arizona, even manageable 
demands become politically 
explosive due to long -term 
groundwater and Colorado River 
concerns.

2. Electricity & Grid Costs

AI -oriented facilities require 
extraordinary amounts of power.

The debate has shifted from 
service feasibility to a critical 
regulatory query: Who pays for 
the massive infrastructure
needed to supply them?

3. Quality of Life & Land

Continuous mechanical noise, 
massive substations, and vast 
land use yield very few 
permanent local jobs.

Residents increasingly ask: 
"What do we get in return" for 
giving up precious community 
resource capacity?



Lo ca l Go ve rn a n ce  & Po licy Va ria t io n s

Municipal Evolution: From Permissive to Purpose -Built Rules
Pre d ict a b le , Ta ilo re d  Re g u la to ry  Fra m e wo rks Re p la ce  Ou td a te d  Wa re ho u sing  Cla ss ifica t io ns

Most of the detailed policy shift is occurring at the local level. Arizona cities are transitioning from letting data centers slide into 
generic industrial categories to creating highly explicit, demanding zoning standards .

Chandler: The Early Pioneer

Its landmark 2022 Ordinance pioneered 
a predictable regulatory model rather 
than outright prohibition.

● Sp e cific zoning  t ie r fo r d a ta  

ce nte rs

● Strict  p re -const ruct ion no ise  

stud ie s

● 5-ye a r a nnua l no ise  m onito ring

● Ba ckup  g e ne ra tor te st ing  rule s

The Flipside: Ha ving  a  fra m e work d oe s 

no t  g ua ra nte e  a p p rova l; Cha nd le r 

sub se q ue nt ly re je cte d  a  m a jor 2025 AI  

p ro je ct  using  d iscre t iona ry a uthority. The  

d e cision fo llowe d  inte nse  p ub lic 

op p osit ion focuse d  on the  

d isp rop ort iona te  st ra in  on loca l wa te r, 

e le ct ricity g rid s, a nd  low re la t ive  

e conom ic yie ld .

Mesa: Regulated Welcome

Me sa  a d op te d  st rict  zoning  a m e nd m e nts 

in  July 2025 to  b a la nce  a ct ive  

re cruitm e nt  with se ve re  im p a ct  

m it ig a t ion.

● De fine s "d a ta  ce nte r" a s a  

d ist inct  la nd  use

● Re q uire s Pla nne d  Are a  

De ve lop m e nt  fo r p rim a ry use

● Contro ls b uffe r zone s ne a r 

se nsit ive  a re a s

The Position: "We 're  op e n for b usine ss, 

b ut  on our te rm s." Ent it le m e nts a re  fa r 

m ore  p re d icta b le  b ut  sig nifica nt ly m ore  

d e m a nd ing .

Phoenix: Performance First

Re cog nizing  hyp e rsca le  site s b e ha ve  like  

he a vy ind ust ria l p la nts, Phoe nix shifte d  in  

2025 to  a  sp e cia l-p e rm it  fra m e work.

● Ma nd a tory ut ility "will-se rve " 

ve rifica t ion

● Minim um  se p a ra t ion from  hig h-

ca p a city t ra nsit

● Enha nce d  b uffe rs ne a r 

re sid e nt ia l zone s

Key Innovation: Re q uiring  ut ility 

confirm a t ion d ire ct ly conne cts la nd -use  

a p p rova ls to  loca lize d  g rid  ca p a city a nd  

infra st ructure  a va ila b ility.



Lo ca l Go ve rn a n ce  & Po licy Va ria t io n s

Southern Arizona: Colliding Head -On with Water Politics
Ma ra na  & Tu cso n  De p lo y  Co n t ra s t ing  Mo d e ls  o f Wa te r-Fo cu se d  Da ta  Ce n te r  Co n t ro l

Marana and Tucson have taken structurally different paths to regulate data center water use, balancing municipal resources 
against heavy industrial growth.

Marana's Potable Water Prohibition

In December, the town of Marana adopted a strict, formal 
ordinance that prohibits its municipal water department 
from supplying data centers with potable water.

● Alternative Sources: De ve lop e rs a re  le g a lly re q uire d  to  

find  a lte rna t ive , non-p o ta b le  wa te r source s.

● Usage Estimates: Must  file  a  fo rm a l a p p lica t ion 

e st im a t ing  the  fa cility's  a nnua l wa te r consum p tion.

The Policy Signal: Le g a lly fo rce s d e ve lop e rs to  a d a p t  

coo ling  d e sig ns (like  find ing  non-p o ta b le  wa te r) while  st ill 

p e rm it t ing  loca l d e ve lop m e nt .

Tucson's De Facto Siting Limits

Ra the r tha n a  b la nke t  conne ct ion re st rict ion, Tucson use s 

wa te r-use  o rd ina nce s a s a  d e  fa cto  too l to  lim it  d a ta  ce nte r 

const ruct ion in a re a s with a cute  wa te r sca rcity.

● Denial Power: Re lie s on the  city's  p owe r to  d e ny wa te r 

d e live ry a nd  la nd  a cq uisit ion to  b lock re source -he a vy 

p ro je cts.

● "Project Blue" Precedent: Tucson City Council vo te d  

una nim ously to  d e ny wa te r/ p owe r to  Be a le  

I nfra st ructure , fo rcing  the m  out  o f city lim its.

The Policy Signal: Use s wa te r a cce ss a s a  d ire ct  p o licy le ve r 

to  d iscoura g e  the se  fa cilit ie s from  b e ing  b uilt  ne a r the  city in 

the  first  p la ce .

In Short: While  Ma ra na 's  ru le s le g a lly fo rce  d e ve lop e rs to  a d a p t  the ir coo ling  d e sig ns, Tucson's  a p p roa ch use s wa te r a cce ss to  d iscoura g e

the se  fa cilit ie s from  b e ing  b uilt  ne a r the  city e nt ire ly.



Lo ca l Go ve rn a n ce  & Po licy Va ria t io n s

Examples of County -Level Approaches
County governance becomes particularly important when developers move outside municipal 
boundaries, prompting contrasting regulatory approaches across Arizona.

Cochise County: Preemptive Regulation

Adopted Ordinance 26 -09 in April 2026 to proactively regulate future data centers. The rules require 
developers to obtain Special Use Authorization and submit detailed plans covering water use, infrastructure 
impact, noise limits, and emergency fire safety before any commercial facility can be built. 

Pinal County: Case by Case 

Currently does not have a formal data center ordinance in place; projects reviewed using general industrial 

zoning requirements. Grassroots backlash and community concerns recently prompted the developer of 
the County’s first potential data center project to propose a significant downsizing of the project. 

Maricopa County: Zoning Modernization

Maricopa County updated its zoning code to formally define and control data centers rather than letting them 
fall under vague industrial categories. 

Permitted Zones: Centers are strictly limited to General Industrial and Heavy Industrial zones.

Mandatory Rezoning: Any project proposed outside of these zones triggers a comprehensive case -by -case 

public review process evaluating nearby land compatibility, infrastructure capacity, and operational impact.



A Statewide Policy Experiment on Data Centers
Instead of Governor Hobbs' proposed outright repeal of tax exemptions and new water -use fees, the Legislature opted 
for a moderate three -year pause to gather empirical evidence.

The  Go ve rno r’s  Orig ina l Re p e a l 

Pro p o sa l:

1. End Tax Exemptions: Prop ose d  e nd ing  the  d a ta -

ce nte r ta x e xe m p t ion com p le te ly, a rg uing  tha t  while  

it  succe e d e d  in  e sta b lishing  Arizona  a s a  m a jor 

na t iona l hub , ong oing  ta xp a ye r sub sid ie s we re  no  

long e r just ifie d .

2. Water -Use Fee: Prop ose d  cre a t ing  a  d e d ica te d  

d a ta -ce nte r wa te r fe e  to  sup p ort  wa te r 

conse rva t ion, infra st ructure  up g ra d e s, a nd  shorta g e  

m it ig a t ion st ra te g ie s re la te d  to  the  Colora d o  Rive r.

The  Le g is la tu re ’s  Re sp o nse :

Se t t le d  on a  p o lit ica lly m od e ra te  thre e -ye a r p a use  

on e xe m p t ions to  p re se rve  sta b ility. From  July 1, 
2026 through June 30, 2029 :

• The  Arizona  Com m e rce  Authority ca nnot  a cce p t  

a p p lica t ions fo r ne w d a ta -ce nte r ta x re lie f und e r 

A.R.S. § 41-1519.

• Ne w d a ta  ce nte rs ca nnot  qua lify fo r the  ta x 

ince nt ive  p rog ra m  d uring  this thre e -ye a r p e riod .

A Thre e -Ye a r  Wind o w fo r  Evid e nce

The  p a use  a cts  a s a  p o licy e xp e rim e nt  to  g a the r 

concre te  d a ta  on the  ind ust ry's  re a l foo tp rint :

● Jobs & Revenue: Wha t  p e rm a ne nt  job s 

a re  cre a te d  a nd  wha t  ta x re ve nue  

re m a ins a fte r ince nt ive s?

● Resource Demands: How m uch wa te r d o  

the y consum e  a nd  who p a ys for m a jor 

e le ct rica l g rid  up g ra d e s?

● Geography: Are  the  e conom ic im p a cts 

m a te ria lly d iffe re nt  b e twe e n m e t ro  a nd  

rura l p ro je cts?

AZ HB 2388 Mandated Study: Alloca te s 

$100,000 to  the  Arizona  Com m e rce  Authority to  

cond uct  a n ind e p e nd e nt  stud y of d a ta  ce nte r 

b e ne fit s , infra st ructure , a nd  se cond a ry e conom ic 

im p a cts.



Utilities: The Pivot to Cost -Causation
Ba la ncing  Da ta  Ce n te r  Exp a nsio n  with  Ra te p a ye r  Pro te ct io n

The Cooperative Framework

● Electric cooperatives (Co -ops) are primary 

targets for the rural migration of data 

centers, as developers seek the vast 

acreage required for modern 

"megascampuses." 

● On August 12, 2026, the AZ Corporation 

Commission took a step to protect these 

member -owned utilities by approving a 

new strategy called “Growth Pays for 

Growth.”

● The goal is to prevent small rural 

communities from assuming the debt of 

industrial expansion.

● State assesses new projects to ensure 

public benefit, fair pricing, and no 

subsidies.

Large Utility Snapshot: Arizona Public Service Rate Case

The Challenge: APS is currently managing a pipeline of 16,000 MW in 

new power requests —nearly double its existing peak service capacity

of 8,500 MW.

The Response: A June 2025 APS rate case introduced a robust defensive 

strategy centered on:

Higher Rates for Heavy Users: Rate increase specifically for the 

largest industrial customers who run at full power 24/7. 

Annual Fairness Checks: Regular reviews to ensure that costs 

created by data centers stay with the data centers, rather than 

being shifted onto households or small businesses.

Long -Term Commitments: APS will require companies to commit 

to minimum payments and provide financial collateral upfront to 

prevent a situation where a company leaves and the community is 

stuck with costs for stranded assets.



Arizona: A Case Study of the National Data Center Policy Debate
Ke y Ta ke a wa ys: Sh ift ing  Fro m  Ag g re ssive Re cru it in g  to  Acco u n ta b le  Re g io na l De ve lo p m e n t

Arizona is transitioning from an era of unchecked data center recruitment to a model of accountable, negotiated 

development. As the state reassesses its data center strategy, the following takeaways are critical:

For Developers:

Move beyond economic incentives to 
proactive community engagement and 
rigorous resource planning . Social 
license is now as important as tax relief, 
and projects must demonstrate a clear 
plan for paying incremental 
infrastructure costs (water and 
electricity) rather than relying on 
residential ratepayer subsidies.

TO WATCH: ACC DOCKETS

The Grid Cost Battleground

The Corporation Commission is 
actively investigating large -load 
infrastructure impacts:

Preventing Rate Subsidies
Expect ongoing dialog between 
utilities, consumer advocates, and 
developers to resolve a core tension: 
Arizona wants economic growth but 
rejects residential ratepayer 
subsidies for large -load grid 
buildouts.

Federal & Interconnection Policy
The ACC intervened in federal FERC 
proceedings to ensure preservation 
of state oversight and affordability.

TO WATCH: UTILITY RATE CASES

The Real Cost of Power

Ongoing utility rate cases will 
fundamentally alter project 
economics before 2027:

APS rate case deciding in 2026:
The Extra High Load Factor tariff 
will directly impact large power 
users. Project feasibility can no 
longer be judged by today's 
published rates.

The Critical Question:
"What will my project have to 
pay to make the grid capable of 
serving me?"



Arizona: A Case Study of the National Data Center Policy Debate
Ke y Ta ke a wa ys: Sh ift ing  Fro m  Ag g re ssive Re cru it in g  to  Acco u n ta b le  Re g io na l De ve lo p m e n t

Arizona is transitioning from an era of unchecked data center recruitment to a model of accountable, negotiated 

development. As the state reassesses its data center strategy, the following takeaways are critical:

For Policy Makers:
The current regulatory trend focuses on shifting 
infrastructure costs directly to data centers through 
"cost -causation" frameworks. Success lies in 
mandating holistic verification —linking land -use 
approvals to localized grid capacity and water 
supply —rather than relying on broad, outdated 
industrial zoning classifications. Expect AZ towns 
and counties to continue to evaluate and create 
local zoning and resource -related ordinances and 
requirements. 

LEGISLATIVE SIGNALS

Where Future Law is Headed

Proposals that failed to pass in 2026 
may provide insight into upcoming 
regulatory targets:

HB 2738: Cost Responsibility
Would require signed utility agreements 
for dedicated upgrades, plus strict 
annual reporting on energy/water 
footprints.

SB 1380: Large -Load Causation
Aimed to force large loads to pay 100% 
of incremental transmission/generation 
costs rather than shifting to residential 
ratepayers.

HB 2452: County Planning
Sought to mandate long -range county 
plans to designate data center zones 
based on local water/energy resources.

In General:
Anticipate that the 
legislature may delay 
significant statutory 
changes until after the 
ACA report is 
completed. 
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Krista Osterberg
Chief Legislative Liaison
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