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It’s Time to Stop Paying Fees  
on Exempt Transactions 
NRS’ Blue Sky Solution Transactional Exemption 
Module Offers Mutual Funds a New Source for  
Blue Sky Compliance Reporting 
While mutual funds may be exempted from state registration1, they are still subject 
to state notice filings and payment of fees. Many of the state fees are calculated as a 
percentage of aggregate sales in the state.

Mutual funds make payments for fees on 
transactions that are exempt
Mutual fund companies receive blue sky sales data 
feeds from financial intermediaries that include  
highly aggregated information on sales transactions 
which, for a number of reasons, may be exempt.  
These files, however, lack the information necessary  
to filter exempt transactions from the aggregate sales  
amounts they report. 

As a result, mutual funds pay higher blue sky notice 
fees (potentially millions of dollars per year) to the 
states than would otherwise be necessary. These 
payments increase the expenses that are ultimately 
passed on to fund investors.

A by-product of the migration to full 
omnibus reporting
Many broker/dealers and other financial intermediaries 
that sell mutual funds are no longer using networked 
accounts held on the transfer agent platform. These 
intermediaries are instead using sub-accounting 
platforms to perform many of the roles of the  
transfer agent. The fund sales and redemptions are 
reported to the transfer agent in the name of the 
financial intermediary without reference to the  
underlying investors.

Loss of transparency results in inaccurate 
reporting and loss of exemptions 
As a result of this migration, the transparency that 
was previously available to the transfer agent at the 
account level dissolves. Additionally, the accuracy of 
the reporting becomes questionable as transactions 
are categorized based on rules configured on the 
subaccounting platforms that may not be in line with 
fund counsel’s interpretation of the rules regarding 
reportable transactions.

This loss of transparency has resulted in issues with data 
accuracy and a significant decrease in the savings from 
transactional exemptions used by funds to mitigate 
overpayment of blue sky fees. In recent years, data 
inaccuracies have resulted in erroneous reporting of 
sales, the remedy for which has caused funds to incur 
penalty fees for over-sales. 

Mutual funds rely on transactional exemptions to 
manage the expenses of the fund, as these  
exemptions reduce the reportable sales, thus  
reducing the corresponding filing fees and ensuring 
preservation of shareholder value. Without access  
to detailed data, mutual funds are paying higher  
notice filing fees than necessary; fees that are a  
direct expense of shareholders.

1  National Securities Market Improvement Act, specifically Title 1—Capital Markets, preempted state securities registration and “merit review” requirements for certain securities, 
and introduced a new class of securities referred to as “covered securities.” Included in this new class of “covered securities” are securities of registered investment companies, 
more commonly known to the public as “mutual funds.”
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New software addresses these  
pressing needs 
A gap in available technology has prevented mutual 
fund companies from accessing the data that would 
enable them to withhold fees on transactions that 
are exempt from reporting. A revolutionary software 
innovation—the Transactional Exemption Module, 
developed by NRS—now enables mutual fund 
companies to regain control and transparency of the 
transactions they are reporting for blue sky compliance.  
This new technology resolves both the accuracy 
issues and the loss of exemptions by filtering detailed 
transaction-level data through user configurable rules. 

Financial intermediaries provide data files known as 
“DSA” (data share activity) files and “DSP” (data share 
position) files to funds for the purpose of complying 
with Rule 22c-2. The rule is meant to address and 
prevent the issue of frequent trading due to “market 
timing” by allowing funds to impose a redemption fee 
of up to two percent, to allow funds to recoup some 
of the direct and indirect costs incurred as a result of 
short-term trading strategies. 

The rule also requires investment firms to enter into 
information sharing agreements with intermediaries 
under which the intermediaries must provide upon 
request more detailed information about the 
shareholder. These new data file formats include 
information needed to identify exempt transactions, 
but also contain non-public personal information, 
and are incompatible with the traditional blue sky 
compliance systems that track sales, calculate sales-
based fees and generate state notice filings.

Transparency and control are restored 
NRS’s Transactional Exemption Module restores the 
transparency of transactions to the funds for their 
omnibus accounts. The software module gives back 
control to the fund by applying user-configured  
rules to existing DSA and DSP files to generate  
daily sales reporting feeds that may be consumed 
by a blue sky reporting system, replacing the legacy 
omnibus reporting stream. These rules provide 
opportunity to correctly categorize each transaction  
as initial, subsequent or re-open and to properly  
handle the reporting or exclusion based on specific  
transactional exemptions. 

Fund companies can identify and
aggregate transactions exempt  
from reporting 
By repurposing data file formats that are normally 
used for other regulatory compliance functions, NRS’s 
Transactional Exemption Module enables mutual fund 
companies to process the new detailed file formats 
within the security of their data centers, removing any 
non-public personal information (NPPI). They can then 
identify and separately aggregate investor purchases 
that are required for, and those that are exempt from, 
blue sky reporting, using rules based on the regulations 
that cover the offer and sales of securities in each state. 

This breakthrough solution captures and aggregates 
asset data available in position files by investor account 
number across CUSIPS for each intermediary. It also 
captures and aggregates assets for matching SSN/
FEID# across those intermediaries which provide SSN/
FEID# in their position files. When processing daily 
sales activity, the system can identify transactions for 
which the combination of Investor Type (identified by 
Social Code) and Asset level (from either method of 
aggregation) meets state eligibility criteria (as  
identified by a Rule) and excludes such transactions 
from the reportable sales, resulting in lower blue sky 
fees. The Transactional Exemption Module creates  
and sends aggregated blue sky reporting files without 
NPPI data to traditional blue sky compliance systems 
with exempt amounts available for audit, but not 
reported to the states. 

Maximizing the exclusion of transactional exemptions  
is key to the expense management of a fund because  
it reduces reportable sales and the corresponding  
fees, thereby fulfilling fiduciary responsibility to funds 
and shareholders, while also meeting regulatory 
reporting requirements.
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Want to learn more? Contact NRS to find out how the Transactional Exemption Module can work  
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The new file processing system:

  resides behind the firewall of the mutual fund firm  
to protect NPPI data contained within the DSA and 
DSP files

  processes data share activity files and data share 
position files using rules that are configurable by 
users with guidance from their legal counsel on legal 
interpretation of state regulations 

  improves accuracy of reporting by removing the 
“middle-man” and returning transparency and control 
to the fund 

  excludes from the blue sky reportable sales the dollar 
amount of transactions identified by the rules as 
exempt while accounting for all transactions that are 
categorized as exempt for reconciliation purposes 

  serves as input to blue sky reporting systems, 
replacing old financial intermediary feeds 

  reduces blue sky state filing fees in states where fees 
are based on sales

Outputs from the Transactional Exemption Module 
flow into NRS’s Blue Sky Solution System, an innovative 
application designed to streamline the blue sky filing 
and compliance monitoring process. 

The Blue Sky Solution System is the nation’s premier 
blue sky compliance application. It was developed  
with three primary objectives: efficiency, accuracy  
and electronic filing. The application is the choice 
of some of the largest mutual fund companies and 
third-party administrators in the U.S. Compliance 
professionals prefer the application for its user-friendly 
interface, accuracy, high productivity rates and low 
staffing requirements.

Returning expense management control to 
mutual funds
NRS’s Transactional Exemption Module was created 
to reinstate control over transaction filtering and to 
mitigate the escalating fees that mutual funds are 
paying. With this automated solution, fund companies 
can reduce the amount they’re paying on blue sky fees 
by approximately ten percent.

Funds save money, savings are passed on to 
shareholders—everyone wins with the Transactional 
Exemption Module from NRS.


