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Sizing Your Digital Asset Allocation in a Family Office Portfolio
From zero to strategic exposure: a governance-led sizing framework
Executive Summary

For the majority of family offices, the question is no longer 7/ digital assets belong in the portfolio, but how

much and in what structure. The challenge is not market timing; it is governance. Without a repeatable sizing
framework, allocations become emotional, opportunistic, or worse, nonexistent. This article provides a governance-
first approach to sizing digital asset exposure, moving from a binary "in or out" decision to a calibrated, defensible
allocation strategy that respects the unique liquidity and volatility profiles of this asset class.

The Threshold Allocation Logic

Every family office requires a minimum conviction threshold before any allocation is considered. This is not a
technical metric but a governance one. The threshold answers the question: "What specific thesis must we believe in
to justify a non-zero exposure?”

For digital assets, this thesis typically revolves around three pillars: asymmetric upside potential, portfolio
diversification benefits, and the structural shift toward tokenized value transfer. Until the family office investment
committee can articulate a clear "yes" to at least two of these three pillars, the allocation should remain at zero. This
creates a clean decision gate that prevents allocation by FOMO (fear of missing out) and ensures every dollar
deployed has a documented rationale.

Risk Budget Alignment

Once the threshold is passed, the allocation size must be driven by the portfolio’s existing risk budget. A common
mistake is to treat digital assets as a standalone allocation. Instead, they should be funded from the existing risk
budget allocated to alternative investments or growth equities.

The framework is straight-forward: determine the maximum acceptable drawdown for the overall portfolio in a 12
month period. Calculate how much of that risk budget is already consumed by existing holdings. The remaining risk
budget dictates the maximum possible digital asset allocation. This ensures that even in a severe crypto downturn,
the portfolio’s core objectives remain intact.

Volatility-Adjusted Exposure Bands

Digital assets exhibit 3x to 5x the annualized volatility of traditional equities. A direct 5% allocation to Bitcoin, for
example, can contribute 15% to 25% of the portfolio’s total volatility. This must be normalized.

The solution is to size the allocation using volatility-adjusted exposure bands. Instead of targeting a fixed percentage,
target a fixed 7isk contribution. For example, if the family office wants digital assets to contribute 2-3% of total
portfolio risk, the nominal allocation might be 3% in a low volatility environment or 1% during periods of extreme
market stress. These bands should be reviewed periodically and adjusted based on realized volatility, not price
targets.

Liquidity Sleeve vs Growth Sleeve

A governance-led framework must separate digital assets into two distinct sleeves:
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e Liquidity Sleeve: Core holdings (Bitcoin, Ethereum) held for portfolio diversification and long-term
hedging. These are sized for 5+ year holding periods and are not rebalanced frequently. They are treated as
illiquid alternatives for capital call and redemption modelling purposes.

¢ Growth Sleeve: Smaller, tactical allocations to Layer 1s, DeFi protocols, or infrastructure tokens. These are
sized for higher volatility but with strict stop-loss or time-bound exit rules. The growth sleeve generally
should not exceed 30% of the total digital asset allocation.

This bifurcation allows the family office to capture asymmetric upside without compromising the portfolio’s
liquidity profile.

Incremental Allocation Frameworks

No family office should deploy a full target allocation in a single transaction. The framework should follow a staged
deployment schedule:

e Tranche 1 (25% of target): Initial entry to establish a position and gain operational familiarity.

e Tranche 2 (50% of target): Deployed after a minimum 90 day holding period and a review of custody,
reporting, and tax workflows.

e Tranche 3 (25% of target): Discretionary, deployed only if the thesis remains intact and volatility
conditions are favorable.

This incremental approach reduces timing risk and provides real-world operational data before committing the full
allocation.

Committee Defensibility and Documentation Standards

The final and most critical element is documentation. Every sizing decision must be defensible to an investment
committee, a board, or even a future auditor. The framework should produce a standard allocation memo that
includes:

e The threshold thesis and how it was validated.

e The risk budget consumption calculation.

e The volatility-adjusted exposure band and current band position.
e The split between liquidity and growth sleeves.

e The staged deployment schedule and status of each tranche.

This documentation transforms digital asset allocation from a speculative bet into a repeatable, auditable governance
process.

How Ledgerstone fits

This framework is not theoretical. It is the exact decision architecture we implement for family offices seeking to
move from zero to strategic exposure with confidence. Ledgerstone provides the governance structure, the risk
budget analysis, and the documentation standards that make digital asset allocations committee defensible. We do
not sell allocations. We sell disciplined, repeatable logic.
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If your family office is ready to move past the binary question and into a calibrated, governance-led approach, our team is available to
discuss your specific risk budget and allocation parameters. Connect with us to explore how a structured sizing framework can fit your

portfolio.
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