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Fig. 5: Percent of actual historical data exceeded by "typical” year.

We assert that, for purposes of evaluating investment
performance and for purposes of managing risk, use of an
average year is preferable to use of a typical year. The
“typical” year may still represent the level of production that
might be expected in the event that everything “goes
according to plan,” but we do not believe that such
optimistic assessments should be the objective of diligent
investment evaluation (at least not for lenders).

Apart from concerns about accuracy, however, we note that
the ability to have probabilistic information about expected
project performance is in itself desirable. We write this at a
time when attention to risk (and scrutiny by investors) has
never been greater. The reduced form model QRA approach
outlined above provides the ability for investors, lenders,
and developers, to evaluate project performance and risk
and to have that discussion on a common platform
supported by direct reference to highly-relevant historical
data.
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