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01 - Introduction 
(Rev. 79, Issued 02-17-06, Effective Date 02-17-06) 

These guidelines reflect CMS' current interpretation of the provisions of the Medicare 
Advantage statute and regulations (Chapter 42 of the Code of Federal Regulations, Part 
422) pertaining to application procedures and contract requirements.  These guidelines 
were developed after careful evaluation by CMS of industry practices and changes to the 
Medicare Advantage program enacted in the Medicare Prescription Drug, Improvement, 
and Modernization Act of 2003 (MMA).  Significant changes brought about by the MMA 
include a new bidding process, changes in contracting, and new health plan options.  The 
guidance set forth in this document may be subject to change. 



10 - Definitions  
(Rev. 79, Issued 02-17-06, Effective Date 02-17-06) 
The term business transaction means any of the following kinds of transactions: 

1. Sale, exchange, or lease of property;  

2. Loan of money or extension of credit; or 

3. Goods, services, or facilities furnished for a monetary consideration, including 
management services, but not including:  

• Salaries paid to employees for services performed in the normal course of 
their employment; or  

• Health services furnished to the MA organization's enrollees by hospitals 
and other providers, and by MA organization staff, medical groups, or 
independent practice associations, or by any combination of those entities.  

The term clean claim means a claim that has no defect, impropriety, lack of any required 
substantiating documentation - including the substantiating documentation needed to 
meet the requirements for encounter data - or particular circumstance requiring special 
treatment that prevents timely payment; and a claim that otherwise conforms to the clean 
claim requirements for equivalent claims under original Medicare. 
 
The term downstream entity means any party that enters into an acceptable written 
arrangement below the level of the arrangement between an MA organization (and 
contract applicant) and a first tier entity. These written arrangements continue down to 
the level of the ultimate provider of health and/or administrative services. 
 
The term first tier entity means any party that enters into a written arrangement with an 
MA organization or contract applicant to provide administrative services or health care 
services for a Medicare eligible individual. 
 
The term party in interest includes the following: 

1. Any director, officer, partner, or employee responsible for management or 
administration of an MA organization;  

2. Any person who is directly or indirectly the beneficial owner of more than 5 
percent of the organization's equity; or the beneficial owner of a mortgage, deed 
of trust, note, or other interest secured by and valuing more than 5 percent of the 
organization;  

3. In the case of an MA organization organized as a nonprofit corporation, an 
incorporator or member of such corporation under applicable State corporation 
law;  

4. Any entity in which a person described in paragraph (1), (2), or (3) of this 
definition:  


