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A guide to giving 
Investing in Private Ancillary Funds 

There has been considerable growth in the philanthropic 
sector in recent years and the sector continues to gain 
momentum. Donors have increasingly taken a more 
structured approach to giving, with Private Ancillary Funds 
(PAFs) one of the most popular structures. In this article, 
we explain the process for developing an investment 
strategy for a PAF. We outline the key factors we consider 
at each stage of the portfolio construction process, 
including understanding the donor’s objectives, developing 
an appropriate asset allocation, selecting instruments, and 
managing risk.  

What are Private Ancillary Funds? 

PAFs are a type of charitable trust, commonly established by individuals, families 
or business groups for philanthropic purposes. They have become a commonly 
utilised structure in Australia as the wealthy take a more planned approach to 
giving. While there are various ways to go about donating to your chosen cause, 
the PAF structure has many benefits, including control and flexibility, tax benefits, 
personal fulfilment, family legacy, and long-term sustainable funding.  

What is their investable universe? 

PAFs have the flexibility to invest in a wide range of assets with very few 
restrictions. However, the PAF must distribute at least 5% of its net assets to 
eligible charities each year, except in its establishment year. Having said that, the 
5% distribution does not necessarily have to come from income in its entirety. As 
an investor, you have the option to sell down some of the liquid investments to 
meet the required distribution. 

How does a PAF portfolio differ from a standard portfolio? 

Asset allocation—core building blocks of diversification are broadly the same 

When building a PAF portfolio, our core building blocks for portfolio diversification 
remain broadly unchanged. This is because PAFs generally have a long-term 
investment horizon, with return expectations similar to that of a balanced (60/40) 
or growth (70/30) investor. In some cases, the distribution requirement tends to 
be the key return expectation.  

The tax-exempt nature of PAFs means we can model an outcome for our forward-
looking (capital market) return assumptions that utilises franking credits. While 
the risk/return outcome for our standard and PAF portfolios are broadly similar, 
an optimal allocation to domestic equites for those investors able to take 
advantage of franking credits is the main variable. Utilising franking credits 
increases absolute return expectations, so skewing portfolios towards domestic 
equities can improve the overall expected return. 
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However, as we wrote in Franking credits…more than a simple return boost, there 
are limits to how far a portfolio can be tilted towards domestic equities before 
diversification is compromised.  

Domestic equities are not the only asset class where franking forms part of the 
investment decision. Hybrid securities also make payments with franking credits 
attached. However, unlike domestic equities, which forms an asset class or sub-
asset class in its own right, hybrids are typically considered to be part of the 
domestic credit sub-asset class. Such a concentrated cluster of securities does 
not lend itself well to making up a large part of what should be a well-diversified 
portfolio—but there is still a case for increasing exposure to hybrids if franking 
credits can be fully utilised.  

Below is an illustration of where PAFs would generally be expected to sit on the 
efficient frontier. Growth and endowment-style profiles are generally best suited 
to a PAF investor’s requirements. 

Where PAFs sit on the efficient frontier 

Source: Crestone, as at February 2022. 

Instrument selection can take on a varied approach 

We have observed a varied approach to PAF investing, which can make it 
challenging to have a ‘one-size-fits-all’ solution. The main elements we look to tie 
into the instrument selection for PAF solutions are the distribution requirement, 
fees, increased focus on alternative (non-traditional) investment opportunities 
and values. 

How should an investor think about yield? 

As a PAF investor, you may want the entire 5% distribution to be generated by 
income from your investments, or you may prefer to sell down liquid assets to 
meet any distribution shortfall and focus on total return. Our inhouse PAF portfolio 
blends these two approaches. Strictly targeting investments with high yields can 
be limiting from a diversification perspective. Additionally, investments that 
explicitly chase yield do not always provide the best overall investment outcome 
and can put capital at risk. Therefore, whilst it would be simpler to strictly select 
investments with high yields in order to capture the full 5% distribution 
requirement, it is unlikely to yield the optimal long-term outcome.  

Our PAF portfolio blends some high-yielding investments with total return-driven 
investments. This produces an outcome with a modestly higher yield than our 
typical portfolios. Whilst the forecast gross yield is shy of 5%, we expect the total 
return generated by the overall portfolio to provide ample opportunity to sell down 
some liquid investments, as required. Finally, if this is not the desired approach, 
you can make additional contributions as required and receive a tax deduction.
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How can a PAF be used for tackling problems in society? 

PAFs are increasingly viewed as more than just an investment outcome, with a 
growing emphasis on tackling both simple and complex problems in society. 
Perhaps one of the most challenging elements is balancing the different 
requirements from a values perspective. Donors tend to have various causes they 
are passionate about and that tends to drive how they want their money invested 
(in addition to where the 5% annual donation is directed). Our PAF model blends 
funds that have environmental, social and governance (ESG) screens, 
sustainability themes, as well as funds with an impact focus. Impact investments 
intentionally contribute to social and environmental solutions.  

Another hallmark of impact investing is the commitment of the investor to 
measure and report the social and environmental performance of underlying 
investments. By screening actively, the investor can eliminate or select 
investments according to specific values-based guidelines. So, religious or 
personal values become the primary filter for the selection of investments. 

How can an investor maximise long-term returns? 

With a very long-term investment horizon, we have observed a growing number 
of PAFs that are more inclined towards the endowment-type approach. There 
have been considerable changes in how portfolios are constructed in recent 
years, with many investors implementing larger allocations to alternative assets 
rather than investing a larger proportion to fixed income.  

Various studies have found that increased allocations to alternatives, as pioneered 
by some of the large US endowment funds, have delivered superior risk-adjusted 
returns. This endowment-style approach has a greater emphasis on alternative 
investments. We broadly define alternatives as private markets (debt and equity), 
real assets (property and infrastructure), and hedge funds. 

PAF investors have been inclined to explore opportunities in private markets and 
real assets as they offer a broad opportunity set when looking to align their values 
with their investments. Additionally, real assets offer a defensive and consistent 
income, which is a desirable attribute for PAFs. 

What are the costs and minimum investment amount? 

There is generally a desire among PAFs to have a lower fee load in order to 
maximise the potential of the structure.  While the popular consensus is that 
investors require a minimum of $500,000 to establish a PAF (given establishment 
and compliance costs), it is likely that the true minimum required is closer to $1 
million to make investing in PAFs worthwhile over the long term. Our PAF model 
portfolio has a blend of active and passive strategies (exchange-traded funds—or 
ETFs) to reduce overall costs. Utilising ETFs where we can capture cheap beta 
enables us to utilise the fee budget in areas such as alternatives where there are 
more unique investment opportunities. We also have the benefit of scale, which 
allows for more competitive investment manager fees. 

Interest in PAFs is likely to continue to gain momentum 

The desire for a more structured approach to giving is likely to see interest in 
PAFs continue to gain momentum. While our approach and the building blocks to 
portfolio construction remains the same, PAFs are likely to have a greater focus 
on yield, endowment-style investing, sustainable investment and, in some cases, 
lower fees. At Crestone, we construct portfolios for PAFs that can satisfy the brief, 
while also ensuring that risks are managed appropriately. For more information 
on how we can meet your requirements for a structured approach to giving, 
please speak to your investment adviser. 
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IMPORTANT NOTE 
This document has been prepared by Crestone Wealth Management Limited (ABN 50 005 311 937, AFS Licence No. 231127) (Crestone Wealth 
Management). The information contained in this document is of a general nature and is provided for information purposes only. It is not 
intended to constitute advice, nor to influence a person in making a decision in relation to any financial product. To the extent that advice is 
provided in this document, it is general advice only and has been prepared without taking into account your objectives, financial situation or 
needs (your Personal Circumstances). Before acting on any such general advice, we recommend that you obtain professional advice and 
consider the appropriateness of the advice having regard to your Personal Circumstances. If the advice relates to the acquisition, or possible 
acquisition of a financial product, you should obtain and consider a Product Disclosure Statement (PDS) or other disclosure document relating 
to the financial product before making any decision about whether to acquire it. 
Although the information and opinions contained in this document are based on sources we believe to be reliable, to the extent permitted by 
law, Crestone Wealth Management and its associated entities do not warrant, represent or guarantee, expressly or impliedly, that the 
information contained in this document is accurate, complete, reliable or current. The information is subject to change without notice and we 
are under no obligation to update it. Past performance is not a reliable indicator of future performance. If you intend to rely on the information, 
you should independently verify and assess the accuracy and completeness and obtain professional advice regarding its suitability for your 
Personal Circumstances. 
Crestone Wealth Management, its associated entities, and any of its or their officers, employees and agents (Crestone Group) may receive 
commissions and distribution fees relating to any financial products referred to in this document. The Crestone Group may also hold, or have 
held, interests in any such financial products and may at any time make purchases or sales in them as principal or agent. The Crestone Group 
may have, or may have had in the past, a relationship with the issuers of financial products referred to in this document. To the extent possible, 
the Crestone Group accepts no liability for any loss or damage relating to any use or reliance on the information in this document. 
This document has been authorised for distribution in Australia only. It is intended for the use of Crestone Wealth Management clients and may 
not be distributed or reproduced without consent. © Crestone Wealth Management Limited 2022. 
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