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Institutional Frameworfks for Navigating Digital Assets

Designing a Digital Asset Allocation Framework for Family Offices
From Strategic Rationale to Operational Execution

Our last article took the concept that the integration of digital assets into a family office portfolio is no longer a question of "if"" but
"how." Here we excpand on our preferred approach.

Executive Summary

While the asset class has matured beyond its speculative infancy, the challenge for sophisticated allocators lies in
constructing a framework that balances asymmetric upside with the unique structural risks of the market. This article
moves past the hype to provide a rigorous blueprint for portfolio construction, focusing on a tiered allocation
model, liquidity management, and the critical integration of digital assets with traditional holdings. For family offices
secking defensible capital deployment, the path forward requires a shift from opportunistic trading to strategic,
research driven allocation.

The Two Tier Architecture: Core and Satellite

A successtul digital asset allocation must respect the dual nature of the market: there are assets that behave like
emerging stores of value, and others that function as high beta growth plays. To manage this, we recommend a clear
two tier structure that prioritizes risk adjusted returns over speculative venture bets.

e Core Holdings (60-75% of Digital Allocation): This bucket is reserved for assets with the highest
institutional conviction. Typically, this includes Bitcoin and Ethereum. The rationale is not price speculation
but portfolio insurance and exposure to a decentralized monetary network. The mandate here is long term
buy and hold with a focus on secure custody and tax efficient management. Volatility is expected but
tolerated due to the asymmetric risk/reward profile over a multi year horizon. This tier provides the
foundation for the entire digital asset strategy.

e Satellite Holdings (25-40% of Digital Allocation): This layer captures higher growth potential within the
ecosystem. It includes layer 1 competitors, major DeFi protocols, and infrastructure tokens. These positions
require active management and a thesis driven approach. The goal is to capture alpha through thematic
exposure (e.g., tokenization, scaling solutions) while maintaining a beta correlation to the core holdings.
Liquidity is generally good, but drawdowns can be severe during market stress. This tier is where a family
office can express conviction on specific narratives without taking on venture level risk.

By eliminating a speculative experimental bucket, the framework remains disciplined. Capital is deployed only where
there is a clear thesis, observable liquidity, and a path to institutional custody. This approach reduces the risk of total
loss while still capturing the asymmetric upside that digital assets offer.

The Liquidity and Volatility Paradox

Digital assets present a unique challenge: high volatility is the entry price for high returns, but it also creates a
liquidity trap. During a market dislocation, the bid ask spread on even the most liquid tokens can widen
dramatically.

For family offices, the solution is a liquidity ladder. The Core allocation should be held in fully liquid, custody
controlled assets. The Satellite tier can tolerate settlement windows. Both tiers, however, must be subject to strict
position sizing rules that prevent any single satellite holding from exceeding a predefined percentage of the total
digital allocation.
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Volatility, however, is not the enemy. It is a feature that allows for strategic rebalancing. By establishing strict
rebalancing bands (e.g., rebalance when an asset exceeds 25% of the digital allocation), a family office can
systematically sell into strength and buy into weakness, effectively harvesting volatility for long term gain.

Integration with Traditional Portfolios: Correlation is Not Static

The most common mistake is treating digital assets as a standalone "fun money" allocation. For defensible capital
allocation, the digital asset sleeve must be integrated into the broader portfolio context.

Historically, Bitcoin has shown low correlation to equities during bull markets but high correlation during crisis
events (e.g., 2020, 2022). This means digital assets cannot yet serve as a reliable hedge in the traditional sense.
Instead, they should be viewed as a diversifier of return sources.

The optimal integration strategy is to fund the digital allocation by reducing a portion of the growth and alternative
hedge fund exposure. The rationale is that digital assets offer a higher expected return than growth positions, with a
risk profile that is higher. The total portfolio volatility will increase, but the Sharpe ratio can improve if the
allocation is sized correctly (typically 1-5% of AUM for most family offices).

Conclusion: From Thesis to Execution

A digital asset allocation framework is only as good as its operational backbone. Without a clear custody solution, a
tax reporting protocol, and a risk management dashboard, even the best strategic thesis will fail.

At Ledgerstone, we bridge the gap between institutional research and practical portfolio construction. We help
family offices move from a reactive, opportunistic posture to a proactive, defensible allocation strategy. By applying
rigorous due diligence to every layer of the portfolio from core liquidity to satellite growth we ensure that capital is
deployed with confidence, not speculation.

For families ready to move from strategy to execution, the next step is a structured review of your current digital
asset exposure and operational readiness.

Ledgerstone provides advisory services for institutional grade digital asset allocation. For a confidential discussion on your portfolio
[framework, please reach ont.
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