
three (3) copies of the novation agreement with the additional information requested in 
§20.2 above. 
 
Organizations must receive CMS approval of the novation agreement prior to the 
effective date of change in ownership in order for the new entity to assume an existing 
contract with CMS. If a novation agreement is not completed before the effective date of 
the change of ownership, then the following will occur: 
 

• The Medicare contract will be terminated as of that date;  
 

• Enrollees in the terminated contract will be disenrolled and provided notice of 
their remaining Medicare coverage options in accordance with existing statute, 
regulations, and policies; and 

 
• As indicated in §20.5 above, the MA organization continues to be liable for 

capitation payments that CMS makes to it on behalf of Medicare enrollees after 
the date of change of ownership. 

 
30.2 - The Novation Agreement Provisions 
(Rev. 113, Issued: 05-17-13, Effective: 05-17-13, Implementation: 05-17-13) 
 
Exhibit 1 contains a Model novation agreement. This agreement is intended to serve only 
as a guide in preparing a draft novation agreement. MA organizations may need to revise 
the model, as necessary or appropriate, to conform to the circumstances of a particular 
transaction involving a change of ownership. 
 
Any novation agreement shall contain the following provisions: 

• Assumption of contract obligations. The new owner must assume the transferor’s 
entire Medicare book of business and all obligations under the contract. 

 
• Waiver of right to reimbursement. The previous owner must waive its rights to 

reimbursement for covered services furnished during the rest of the current 
contract period. 

 
• Guarantee of performance. The previous owner must guarantee for the remainder 

of the current contract year and, if the bid has already been submitted by the 
original owner entity, for the upcoming contract year, that the new owner will 
carry out all terms of the contract. 

 
• Records access. The previous owner must agree to make its books and records 

and other necessary information available to the new owner and to CMS to permit 
an accurate determination of costs for the final settlement of the contract period. 

 
30.3 - Acceptable Novation Agreements 
(Rev. 113, Issued: 05-17-13, Effective: 05-17-13, Implementation: 05-17-13) 
 



The purpose of CMS’ review of a novation agreement is to ascertain that the 
arrangements in place under the proposed new ownership ensure continued compliance 
with legal, regulatory, and contractual requirements. 
 
In general, CMS considers a proposed novation agreement acceptable if: 
 

• The MA organization submits to CMS: 
 
o The materials specified in §20.2 above in accordance with CMS requirements;   

 
o At least 30 days before the proposed change of ownership date, three(3) 

signed copies of the novation agreement containing all required provisions 
specified above in §30.1, and one copy of other relevant documents required 
by CMS, as specified in §30.1 above. 

 
• CMS review results in a determination that: 

 
o The proposed new owner is in fact, the successor in interest or title of the 

transferor’s entire Medicare book of business and there is recognition that the 
new owner, as successor in interest, is in the best interests of the Medicare 
program; 
 

o The successor in interest qualifies as an eligible entity and maintains 
arrangements to comply with the legal, regulatory, and other requirements 
necessary to perform the contract; and 
 

o Any performance bond posted is found acceptable. 
 

30.4 – CMS Process for Review of Novation Agreements 
(Rev. 113, Issued: 05-17-13, Effective: 05-17-13, Implementation: 05-17-13) 
 
As described in §20.4, the entity with a Medicare contract must submit the proposed or 
pending change of ownership transaction to CMS and work with CMS through the 
review and novation agreement acceptance process. 
 
Based on the MA organization’s proposed transaction, CMS will inform the MA 
organization if a novation will be required. If a novation is required, CMS will notify the 
MA organization currently holding the Medicare contract(s) about the required 
documents, information and/or State approvals it must submit to CMS. The organization 
must also submit a draft novation agreement, detailing any proposed modifications to the 
Model Novation agreement. 
 
If, as indicated in CMS guidance found in Chapter 11 of the Managed Care Manual, 
“Medicare Advantage Application Procedures and Contract Requirements,” a Service 
Area Expansion or initial application is required on the part of the transferee entity prior 


