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Evolution of DRGs 
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What is IPPS? 

5 

A Prospective Payment System (PPS) is a method of reimbursement in 
which Medicare payment is made based on a predetermined, fixed 
amount based on the classification system of that service.   

 

 

 

Acute inpatient hospitals Home health  
Inpatient psychiatric facilities Hospice 

Inpatient rehabilitation 
facilities (IRF) 

Skilled nursing facilities 
(SNF) 

Long-term care hospitals Hospital outpatient 
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MS-DRG Structure 

6 

CMS-DRG 
• 538 DRGs 
• Two-tiered structure 

• With 
complication/comorbidity 
(CC) 

• Without 
complication/comorbidity 
(CC) 

MS-DRG 
• 745 DRGs 
• Three-tiered structure 

• With major 
complication/comorbidity 
(MCC) 

• With 
complication/comorbidity 
(CC) 

• Without 
complication/comorbidity 
(no MCC or CC) 



© 2019 Optum, Inc. All rights reserved. 7 

MS-DRG Functions 
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In addition to calculating reimbursement, MS-DRGs 
have two major functions.  
 
• Evaluate the quality of care 

 
• Assist in evaluating utilization of services 
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Assigning MS-DRGs 

8 

Principal Diagnosis* 

MDC 

Surgical Status Additional 
characteristics 

All possible principal 
diagnoses were 
divided into 26 
mutually exclusive 
categories, referred to 
as major diagnostic 
categories (MDCs).  



9 

MDC Decision Tree 

M
D

C
 

O.R. Procedure 

Yes Type of Surgery 

Major Surgery 

Minor Surgery 

Other Surgery 

Surgery Unrelated to 
Principal Diagnosis 

No Principal Diagnosis 

Neoplasm 

Specific Conditions  
Relating to the Organ 

System 

Symptoms 

Other 
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MS-DRG 

10 
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Calculation example: 

11 

MS-DRG – Relative Weight (RW) 

MS-DRG 
Base 

Payment 
FACILITY 

BASE RATE 

MS-DRG 
Relative 
Weight 

$13,573.13 $5,568.69 2.4374 
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Examples: 

12 

MS-DRG – Additional Payments 

Disproportionate Share Payment 
(including uncompensated care) 

BASE PAYMENT 

High Cost Outlier 

New Technology Add-On 

GME/IME Payment 



Post Acute Transfer 
MS-DRGs 
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Post-acute Care Transfer (PACT) Policy 

14 

PACT policy and payment methodology – 
Developed to discourage early transfer of patients 
to post-acute levels of care (i.e. SNF, HH) by 
reducing hospital payments for certain inpatient 
stays 
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Post-acute Care Transfer (PACT) Policy 

15 

8 

4 
Inpatient Days
SNF Days

DRG 216  CARDIAC VALVE & OTH MAJ CARDIOTHORACIC 
 PROC W CARD CATH W MCC   
 GMLOS 12.5 

In this example, patient stayed 
only 8 days in the hospital and 
4 days in SNF.  
 
The full GM-LOS for this MS-
DRG is 12.5.  
 
Prior to PACT, the hospital 
received full MS-DRG 
payment even though the 
patient was discharged four 
days early.  
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Post-acute Care Transfer (PACT) Policy 

16 

Discharge status code – A two-digit code that identifies where a patient 
is going at the conclusion of a health care facility encounter or at the 
time end of a billing cycle (the 'through' date of a claim).  
 
The discharge status code is assigned by the facility based on: 

 The treatment planned for the patient after discharge  
And is coordinated by: 

 The patient 
 The patient’s family 
 The attending and consulting physicians discharge planning 
 Case managers 
 Any receiving facility or provider 
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Post-acute Care Transfer (PACT)Policy 

17 

Discharge 
Disposition  

Code 
Description 

03 Skilled Nursing Facility (SNF) with Medicare Certification 
05 Designated Cancer Center or Children’s Hospital 
06 Home with a home health plan of care that begins within 3 days 
50 Hospice care – home (Effective for claims with through date on or after October 1, 2018) 
51 Hospice care - medical facility (Effective for claims with through date on or after October 1, 

2018) 
62 Inpatient Rehabilitation Facility (IRF) including Rehabilitation Distinct Part 

Units of a Hospital  
63 Medicare Certified Long Term Care Hospital (LTCH) 
65 Psychiatric Hospital or Psychiatric Distinct Part Unit of a Hospital 

Discharge Dispositions 
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Post-acute Care Transfer (PACT) Policy 

18 

Under Medicare’s Post-acute Care Transfer policy a 
discharge of a hospital inpatient is considered to be a post-
acute care transfer when the patient’s discharge is: 
 
 Assigned to one of 280 Transfer MS-DRGs listed in 

Table 5  
 
 The discharge is made to certain post-acute care 

settings and discharge statuses 
 



© 2019 Optum, Inc. All rights reserved. 19 

Post-acute Care Transfer (PACT) Policy 

19 

MS-DRG payments for the transferring hospital are reduced when: 
 
• The patient’s length of stay is at least one day less than the 

geometric mean length of stay for the MS-DRG 
• The patient is transferred to another acute care hospital covered by 

IPPS or, for certain MS-DRGs, discharged to a post-acute setting 
• The patient is transferred to a hospital that does not have an 

agreement to participate in the Medicare Program (effective October 
1, 2010)  

• The patient is transferred to a Critical Access Hospital (CAH) 
(effective October 1, 2010) 

Reduced Payments 
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Post-acute Care Transfer (PACT) Policy 

20 

Post Acute Transfer MS-DRG payments are calculated as follows: 
 The hospital specific per diem rate is calculated by dividing the MS-

DRG rate by the GMLOS for the specific MS-DRG.  
 

• The first day of care is paid double the per diem rate  
• The second and subsequent days are paid the per diem rate  
• Total payment cannot exceed the full MS-DRG payment rate.  

 
 If the length of stay is at or above the GMLOS the hospital is 

reimbursed for the full MS-DRG. 

Payment Calculations 
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Post-acute Care Transfer (PACT) Policy 

2
 

Special Pay MS-DRGs are reimbursed as follows: 
 
• 50 percent of the full expected MS-DRG reimbursement 

for the first hospital day  
• 50 percent of the per diem rate for each additional day of 

the stay up to but not exceeding the full MS-DRG 
payment.  

Payment Calculations 



Medical vs Surgical MS-DRGs 
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MS-DRGs 
Medical MS-DRGs 

23 

Medical MS-DRGs are 
assigned based upon the 
principal diagnosis, as in this 
example from MDC 04 
Diseases & Disorders of the 
Respiratory System. 
 
They are further refined based 
on the presence or absence of 
MCCs and/or CCs. MCCs are 
higher weighted – e.g. more 
resource intensive than CCs. 
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MS-DRGs 
Medical MS-DRGs 

24 

Sex Principal Diagnosis  MS-DRGs 

 Male Patient 
N39.3  

Stress incontinence 
(female)(male)  

MDC 11  
Diseases & Disorders of 

the Kidney & Urinary 
Tract 

695-696  
Kidney and Urinary Tract 

Signs and Symptoms 

Female Patient 
N39.3  

Stress incontinence 
(female)(male)  

MDC 13  
Diseases & Disorders of 
the Female Reproductive 

System 

760-761  
Menstrual and Other 
Female Reproductive 

System Disorders 
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MS-DRGs 
Surgical MS-DRGs 

25 

Surgical MS-DRGs are higher weighted than the medical MS-DRGs with the 
same principal diagnosis in the same MDC because Operating Room (O.R.) 
(and some Non O.R.) procedures result in increased reimbursement due to the 
assumption that these procedures add to the intensity or complexity of services 
and require operating room resources 

Principal 
Diagnosis Principal Procedure MDC MS-DRG Relative 

Weight 
J15.8  

Pneumonia due to 
other specified 

bacteria 

N/A 
MDC 04  

Diseases & Disorders of the 
Respiratory System 

DRG 179 
 Respiratory Infections and 

Inflammations without 
CC/MCC 

0.9215 

J15.8 
 Pneumonia due to 

other specified 
bacteria 

0B9K8ZX  
Drainage of Right Lung, Via 
Natural or Artificial Opening 

Endoscopic, Diagnostic 

MDC 04  
Diseases & Disorders of the 

Respiratory System 

DRG 168  
Other Respiratory System 
O.R. Procedures without 

CC/MCC 

1.3416 



© 2019 Optum, Inc. All rights reserved. 26 

MS-DRGs 
Surgical MS-DRGs vs Medical MS-DRGs 

26 

Some Non O.R. procedures can also affect MS-DRG assignment of Medical 
MS-DRGs and may be  higher weighted than an MS-DRG with an Operating 
Room (O.R.) procedure, resulting in increased reimbursement. 

Principal 
Diagnosis Principal Procedure MDC MS-DRG Relative 

Weight 
J15.8  

Pneumonia due to 
other specified 

bacteria 

5A1945Z   
Respiratory Ventilation, 24-

96 Consecutive Hours 

MDC 04  
Diseases & Disorders of 
the Respiratory System 

DRG 208  
Respiratory System Diagnosis 
with Ventilator Support <= 96 

HOURS 

2.4374 

J15.8  
Pneumonia due to 

other specified 
bacteria 

0B9K8ZX  
Drainage of Right Lung, Via 
Natural or Artificial Opening 

Endoscopic, Diagnostic 

MDC 04  
Diseases & Disorders of 
the Respiratory System 

DRG 168  
Other Respiratory System O.R. 
Procedures without CC/MCC 

1.3416 
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MS-DRGs 
Surgical MS-DRGs 

27 

There is a surgical hierarchy of 
the MS-DRGs within each 
MDC, and in most instances, 
patients with multiple 
procedures are assigned to the 
highest surgical class in the 
hierarchy, which is presumed 
by the logic to be the most 
resource-intensive MS-DRG.  
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MS-DRGs 
Surgical MS-DRGs 

28 

If a patient receives both a hip 
replacement and an excisional 
debridement of a toe ulcer 
subcutaneous tissue, the case is 
assigned to the excisional 
debridement surgical class because 
this procedure is grouped in MS-
DRGs 463-465, which is higher in 
the MDC 8 surgical hierarchy than 
the MS-DRGs for a hip replacement, 
MS-DRGs 469-790 
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MS-DRGs 
Surgical MS-DRGs 

29 
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MS-DRGs 
Surgical MS-DRGs 

30 

If the patient had lumbar spinal 
fusion for spinal stenosis instead 
of hip replacement, with an 
excisional debridement of toe 
ulcer subcutaneous tissue, the 
case is assigned to the spinal 
fusion surgical class in MS-
DRGs 459-460, which is higher 
in the MDC 8 surgical hierarchy 
than the MS-DRGs for excisional 
debridement, MS-DRGs 463-
465 
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MS-DRGs 
Surgical MS-DRGs 

31 

Principal Diagnosis Secondary 
Diagnoses Principal Procedure Secondary 

Procedure MDC MS-DRG Relative 
Weight 

M48.061 Spinal 
stenosis, lumbar 
region without 

neurogenic 
claudication  

E11.621  
Type 2 diabetes 
mellitus with foot 

ulcer  
 

L97.522  
Non-pressure chronic 
ulcer of other part of 
left foot with fat layer 

exposed 
 
 

0SG0070  
Fusion of Lumbar 

Vertebral Joint with 
Autologous Tissue 
Substitute, Anterior 
Approach, Anterior 

Column, Open 
Approach 

0JBR0ZZ  
Excision of Left 

Foot Subcutaneous 
Tissue and Fascia, 

Open Approach 

MDC 08 
Diseases & 
Disorders of 

the 
Musculoskeleta

l System & 
Connective 

Tissue 

MS-DRG 460 
Spinal fusion 
except fusion 
without MCC 

 

4.0375 



Complications and Comorbidities 
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MCCs and CCs 

33 

CMS developed lists of conditions that are defined as either major 
complications or comorbidities (MCCs) or complications or 
comorbidities (CCs) when used as a secondary diagnosis. 
 
• A complication is a condition that arises during the hospital stay that 

affects the treatment received and/or prolongs the length of stay. 
 

• A comorbidity is a pre-existing condition that affects the treatment 
received and/or prolongs the length of stay. 

 



© 2019 Optum, Inc. All rights reserved. 34 

34 

MCCs and CCs 
Principal 

Diagnosis CC MCC MDC MS-DRG Relative 
Weight 

J15.8  
Pneumonia due to 

other specified 
bacteria 

    
MDC 04  

Diseases & 
Disorders of the 

Respiratory System 

DRG 179 
Respiratory 

Infections and 
Inflammations 

without CC/MCC 

0.9215 

J15.8 
Pneumonia due to 

other specified 
bacteria 

I12.0  
Hypertensive chronic 
kidney disease with 

stage 5 chronic kidney 
disease or end stage 

renal disease 

  

MDC 04  
Diseases & 

Disorders of the 
Respiratory System 

DRG 178 
Respiratory 

Infections and 
Inflammations with 

CC 

1.2744 

J15.8 
Pneumonia due to 

other specified 
bacteria 

  

I50.43  
Acute on chronic 
combined systolic 
(congestive) and 

diastolic (congestive) 
heart failure  

MDC 04  
Diseases & 

Disorders of the 
Respiratory System 

DRG 177 
Respiratory 

Infections and 
Inflammations with 

MCC 

1.8408 



MS-DRG Updates 
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Each year, effective October 1 through September 30, MS-
DRG assignments are adjusted based on relative weight 
(RW), arithmetic mean length of stay (AMLOS), and 
geometric mean length of stay (GMLOS).  
 
Annually, new ICD-10 codes will be incorporated into the 
existing MS-DRGs or new MS-DRGs will be added for the 
next fiscal year. 

36 

MS-DRG Updates 
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CMS issues its Final Rule on changes to the hospital 
inpatient prospective payment system (IPPS) and fiscal year 
rates in the Federal Register, each year in August.  The 
updated MS-DRGs are are effective for discharges occurring 
on or after October 1 of that year. 

37 

MS-DRG Updates 
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Centers for Medicare and Medicaid Services (CMS)  issued 
the FY 2020 Inpatient Prospective Payment System Rule 
(IPPS) Proposed Rule on April 23, 2019 

38 

MS-DRG Updates 
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MS-DRG Updates 

Severity Change # of codes  

MCC to No Severity Level 17 
CC to No Severity Level 1159 
No Severity Level to CC 258 

MCC to CC 136 
CC to MCC 8 

Total Changes 1570 
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40 

MS-DRG Updates 

207 

RESPIRATORY SYSTEM DIAGNOSIS W VENTILATOR 
SUPPORT >96 HOURS OR PERIPHERAL 
EXTRACORPOREAL MEMBRANE OXYGENATION 
(ECMO) 

Revised 

291 
HEART FAILURE & SHOCK W MCC OR PERIPHERAL 
EXTRACORPOREAL MEMBRANE OXYGENATION 
(ECMO) 

Revised 

296 
CARDIAC ARREST, UNEXPLAINED W MCC OR 
PERIPHERAL EXTRACORPOREAL MEMBRANE 
OXYGENATION (ECMO) 

Revised 

870 
SEPTICEMIA OR SEVERE SEPSIS W MV >96 HOURS 
OR PERIPHERAL EXTRACORPOREAL MEMBRANE 
OXYGENATION (ECMO) 

Revised 
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41 

MS-DRG Updates 

691 URINARY STONES W ESW LITHOTRIPSY W CC/MCC Deleted 

692 URINARY STONES W ESW LITHOTRIPSY W/O CC/MCC Deleted 

693 URINARY STONES W/O ESW LITHOTRIPSY W MCC Revised 

694 URINARY STONES W/O ESW LITHOTRIPSY W/O MCC Revised 
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42 

MS-DRG Updates 

175 PULMONARY EMBOLISM W MCC OR ACUTE 
COR PULMONALE Revised 
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43 

MS-DRG Updates 

266 ENDOVASCULAR CARDIAC VALVE REPLACEMENT & 
SUPPLEMENT PROCEDURES W MCC Revised 

267 ENDOVASCULAR CARDIAC VALVE REPLACEMENT & 
SUPPLEMENT PROCEDURES W/O MCC Revised 

319 OTHER ENDOVASCULAR CARDIAC VALVE PROCEDURES 
W MCC New 

320 OTHER ENDOVASCULAR CARDIAC VALVE PROCEDURES 
W/O MCC New 



© 2019 Optum, Inc. All rights reserved. 44 

44 

MS-DRG Updates 
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Optum360 DRG Expert (I-10 Version) 2019 
Optum360 DRG Desk Reference 2019 
https://www.cms.gov/Medicare/Medicare-Fee-for-
Service-Payment/AcuteInpatientPPS/index.html 
https://www.cms.gov/Outreach-and-
Education/Medicare-Learning-Network-
MLN/MLNProducts/downloads/AcutePaymtSysfctsht.
pdf 
https://www.cms.gov/Medicare/Medicare-Fee-for-
Service-Payment/AcuteInpatientPPS/FY2020-IPPS-
Proposed-Rule-Home-Page.html 
 

45 
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46 

Resources 



How are we doing? 
 
We want your experience at Optum Forum  
to be exceptional. We value your feedback. 
  
Please select this session in the 
mobile app and click on the survey 
button to complete a short review. 
 
To provide feedback on working with Optum or  
our solutions, please visit Your Optum Experience 
on Level 1. 
  
#OptumForum2019 



Thank you. 
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Disclosure Statement 
This course is designed to be an accurate and authoritative source, and every 
reasonable effort has been made to ensure accuracy and completeness of the 
content. However, Optum360 makes no guarantee, warranty, or representation 
that this material is accurate, complete, or without errors. Any example is provided 
for demonstration purposes only. It is understood that Optum360 is not rendering 
any legal or other professional services or advice in this material and that 
Optum360 bears no liability for any results or consequences that may arise from 
the use of this material. 

Copyright 2019 Optum360, Inc. 

All rights reserved.  No part of this publication may be reproduced or transmitted 
in any form or by any means electronic or mechanical, including photocopy, 
recording, or storage in a database or retrieval system, without the prior written 
permission of the publisher. 
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