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Tesla Motors

Tesla Motors has already become a fashionable company as well as a debatable investment in the stock markets. With a subsidiary, SolarCity, which focuses on renewable energy, Tesla has a higher market value than many proven automakers, thanks to its electric vehicles. However, its low scale of production and intermittent profitability undermine the conventional financial models. The Dividend Discount Model (DDM), or the model that calculates the value of shares based on future dividends, does not apply to Tesla as the company does not pay dividends, but instead reinvests the earnings (Dahlquist and Knight, 2022).
Conventional valuation instruments like bond valuation or discount cash flow models are based on forecasted income. These models fail when used in firms such as Tesla, where cash flows are unknown and growth estimates are hard to ascertain. According to Fabozzi and Peterson Drake (2009), accurate valuation requires the presence of credible forecasts, and high-growth firms frequently do not have credible forecasts. This is why Tesla's stock price appears to be pegged on future dominance rather than the current fundamentals of the company.
Meanwhile, Tesla's valuation is a measure of innovative reward in the market. Investors tend to attach a lot of value to companies that they perceive to dominate in the next decades, and in the case of Tesla, this confidence is pegged on renewable energy and electric cars. According to Fabozzi (2013), long-term prospects are often included in the calculation of asset values. Nevertheless, there is a risk associated with such optimism because the expectations are not always that. The risk-return trade-off means that Tesla shareholders are taking the chance of making substantial gains and considerable risk (Dahlquist and Knight, 2022).
Overall, Tesla demonstrates that the conventional valuation models are not fully applicable to disruptive firms. Although its share value demonstrates its future potential, investors should not overlook the risk of overvaluation.
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