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The Affordable Care Act, the health reform law enacted in 
2010, offers new options to improve the quality of and access 
to mental health care for North Carolinians. This commen-
tary will discuss provisions of the law that have the potential 
to enhance the lives of individuals with mental illnesses.

The North Carolina Division of Mental Health, 
Developmental Disabilities and Substance Abuse 

Services estimates that 393,151 adults living in North Carolina 
have a serious, disabling mental illness and that 246,230 
children and youth have a serious mental, behavioral, or 
emotional disorder [1]. Countless other North Carolinians 
experience mental health conditions that are less severe 
but may nonetheless significantly affect their quality of life 
[2]. Individuals with mental illnesses often have difficulty 
accessing appropriate services because of problems with 
insurance. Private insurance frequently does not cover men-
tal disorders or limits access to care, offering only a narrow 
range of services. In addition, public mental health systems 
have suffered from major budget cuts and outdated service 
arrays for many years.

The Affordable Care Act (ACA), the health reform law 
passed in March of 2010, has the potential to address a range 
of problems and needs experienced by individuals with men-
tal illnesses [3]. This commentary will discuss some of the 
provisions of the act that have the most potential to improve 
the quality and availability of care for North Carolinians with 
mental disorders.

Essential Health Benefits

Historically, one of the greatest barriers to care for indi-
viduals with mental illnesses has been inability to obtain 
insurance coverage for mental health services. The ACA 
aims to address insurance access issues in the private insur-
ance market by establishing state-based Health Benefit 
Exchanges through which individuals and small businesses 
may purchase insurance coverage. Insurers who wish to 
offer plans through the exchanges must cover certain spe-
cific categories of services collectively termed the essential 
health benefits (EHB) package. Mental health and sub-
stance use disorder services must be covered, and, impor-
tantly, must be covered at parity with medical and surgical 
care to meet standards in federal and state parity laws. 

Insurers must also cover preventive and rehabilitative ser-
vices which could include screening for mental health con-
ditions and psychiatric rehabilitation services. The law also 
prohibits defining the benefit package in a way that would 
discriminate against individuals with disabilities, including 
mental illnesses. Certain insurance purchased outside the 
exchanges need not provide coverage for the full range of 
essential benefits. Additionally, the EHB requirement does 
not apply to plans in effect on the date of enactment of the 
ACA (“grandfathered” plans) for as long as the plan does 
not change substantially and maintains its “grandfathered” 
status.

The Secretary of Health and Human Services has discre-
tion to define the EHB, but the law requires that the scope 
of these benefits equal that provided under a “typical” 
employer plan. The US Department of Health and Human 
Services (DHHS) has released guidance to states on the 
EHB package; however, instead of creating a comprehen-
sive federal standard, as many policymakers and advocates 
expected, DHHS has offered states great latitude in defining 
the EHB using a “benchmark” approach [4]. This approach 
allows states to select an existing health plan in the state to 
use as a benchmark to determine the scope of services for 
their exchange plans.

States may select one of the three largest small-employer 
plans, state or federal employee plans, or the largest health 
maintenance organization (HMO) plan offered in the state 
to serve as their benchmark. States must supplement the 
plan if it fails to include any of the essential benefits required 
under the law. This is particularly relevant for mental health 
services, as coverage for these services is often offered mini-
mally or not at all in small-employer plans.

Currently, most of the small-employer plans that states 
may select are not subject to the federal mental health 
parity law and will therefore need to be altered to comply 
with the EHB parity requirement. The Mental Health Parity 
and Addiction Equity Act of 2008 requires employer plans 
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that cover more than 50 employees to ensure that financial 
requirements and treatment limitations applicable to men-
tal health or substance use disorder benefits are no more 
restrictive than the requirements or limitations applied to 
medical and surgical benefits [5].

The benchmark approach to defining the EHB package 
is likely to result in marked variability in mental health cov-
erage in exchange plans across the country. It is moreover 
quite complex for states, which must select a benchmark 
plan and evaluate its details in order to add benefits that are 
missing to comply with the nondiscrimination rule and men-
tal health parity. When the process is complete, however, 
individuals and small businesses will have ready access to 
health insurance (with subsidies available for many).

Medicaid Benchmark Benefits

In addition to making reforms in the private health insur-
ance market, the ACA also makes important changes to 
the federal-state Medicaid program. Beginning in 2014, 
Medicaid eligibility will be expanded to cover all individu-
als with incomes at or below 133% of the federal poverty 
level established by the DHHS. This means that people will 
soon qualify for Medicaid based solely on financial factors; 
individuals will no longer need to meet criteria for one of 
the specific Medicaid eligibility categories, such as having 
dependent children or receiving Supplementary Security 
Income. Those newly eligible will include a substantial num-
ber of individuals with significant mental health care needs, 
including currently homeless individuals, whose needs for 
both health and mental health care are substantial.

Many states, including North Carolina, have provided lit-
tle or no Medicaid coverage for adults without children. The 
North Carolina Division of Medical Assistance estimates 
that between 500,000-600,000 North Carolinians are 
expected to enroll in Medicaid as a result of the Medicaid 
expansion [6]. Medicaid will be the primary source of cover-
age for individuals with mental illnesses who gain insurance 
under the ACA, because these individuals are more likely to 
have low incomes than are those without mental illnesses 
[7].

States have been given flexibility with respect to the cov-
ered benefits for newly eligible Medicaid beneficiaries. At 
a minimum, benefits must cover the same services as the 
state’s EHB package for exchange plans. As long as they 
meet this minimum requirement, states may define a very 
different, and potentially more limited Medicaid benefit for 
newly eligible adults than for others on the program (children 
have special protection under the ACA and would be enti-
tled to all Medicaid-covered services). However, this flex-
ibility also allows states to offer the full or even an enhanced 
state Medicaid plan to newly eligible adults. States have had 
the flexibility to provide different benefits for other groups 
enrolled in the Medicaid program for several years, but few 
have chosen to do so and some have provided expanded, not 
reduced, benefits [8].

Some people who fall into the newly eligible income range 
may also qualify for the program under current Medicaid 
rules. These individuals may enroll in the state’s standard 
Medicaid plan, which will generally offer a broader and 
more appropriate array of the critical mental health, reha-
bilitation, and long-term care services needed by individuals 
with serious mental illnesses. States have an obligation to 
assess individuals as they apply for the program to deter-
mine whether they meet the eligibility rules for the regular 
program or are to be enrolled in a benchmark plan [9]. 

Although it is impossible to predict how states will use 
this flexibility, it may be that the administrative complex-
ity of assessing individuals for and operating a separate, 
benchmark plan will be very burdensome. The additional 
complexity of two parallel Medicaid programs would also 
be onerous for providers and beneficiaries. Without ques-
tion, some individuals in the newly eligible group will require 
intensive community mental health services and supports 
that are covered in standard Medicaid but are unlikely to 
be covered in a benchmark plan based on private insurance. 
Unless these services are covered under Medicaid, states 
may be forced to pay for them out of state funds. Providing 
full standard Medicaid will facilitate a more streamlined 
administrative process and will ensure that states are able 
to draw down federal funds for services that may otherwise 
have to be funded solely with state dollars.

Additional Opportunities

Many of the protections and reforms provided by the 
Affordable Care Act will benefit children, individuals with 
mental illnesses, and providers of mental health care in 
North Carolina. A few of the Medicaid provisions that are 
particularly well situated to enhance the lives of people with 
mental illnesses are discussed below.

New options for home- and community-based services. 
The ACA amends a key provision in Medicaid that allows 
states to provide home- and community-based services as a 
regular state plan option, instead of only allowing those ser-
vices through a complex waiver as provided for under sec-
tion 1915(c) of the Social Security Act. The state plan option 
provided for under section 1915(i) offers states the poten-
tial to cover a wide range of services and supports that can 
enable individuals with serious mental illnesses to reside in 
their communities. Originally authorized in 2005 [10], sec-
tion 1915(i) bases eligibility for services on function—not on 
risk of institutionalization, as is required under a waiver. This 
permits states to provide services and supports to individu-
als with mental illnesses of all ages and prevents states from 
being required to ensure that services are provided at less 
cost than institutional care.

Before health reform was enacted, only a handful of 
states utilized section 1915(i). However, several important 
changes were made to this section by the ACA, which may 
make the option more appealing to states, advocates, or 
potential beneficiaries. States are now permitted to have 
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more than one 1915(i) state plan option and are allowed 
to target 1915(i) services to specific populations, such as 
to individuals with serious mental illnesses. The range of 
services that may be provided has also been expanded to 
include any service that could be approved under a waiver. 
And under the ACA, states must provide services statewide 
without waiting lists or limits on the number of individuals 
eligible to receive 1915(i) services. 

Section 1915(i) is now an important option for meeting the 
needs of children and adults with mental illness. States may 
cover a broad array of evidence-based, recovery-focused 
mental health services, such as peer support, respite care, 
all of the costs associated with supported employment 
programs, supportive housing (possibly including deposits 
and first month’s rent), and other supports. Using a section 
1915(i) state plan option, states may be able to get federal 
Medicaid funding for services that are now being paid for 
solely with state funds. The option also encourages the use 
of innovative reimbursement strategies, such as paying for 
services in a bundled manner through daily or case rates, 
instead of traditional fee-for-service payment methodolo-
gies. Together with the Rehabilitation Option, 1915(i) allows 
states to fund a comprehensive system of care for indi-
viduals with mental illnesses. The Medicaid Rehabilitation 
Option is a category of Medicaid services that allows states 
to provide certain rehabilitative services, and is primarily 
used to furnish mental health services to individuals in their 
communities. There are, however, restrictions on the types 
of services that may be covered under the option. Using the 
Rehabilitation Option in tandem with 1915(i) allows states 
to fund a comprehensive system of care for individuals with 
mental illnesses [11]. To date, 8 states (not including North 
Carolina) have an approved section 1915(i) state plan option 
in place [12].

Medicaid “health homes.” The ACA creates a new 
Medicaid state option to fund health homes, which are 
intended to improve the quality of care for Medicaid benefi-
ciaries with chronic conditions, including mental illnesses. 
States may allow certain people with chronic conditions, or 
those with a serious and persistent mental health condition, 
to designate a provider as their “health home.”

Health homes provide comprehensive care coordination 
and other supportive services. Community mental health 
centers are specifically listed in the law as eligible for des-
ignation as a health home. Such arrangements allow nec-
essary primary care services and linkages to specialty care 
to be provided through the mental health agency where an 
individual is receiving regular services, thus offering maxi-
mum care coordination and management of co-occurring 
physical illnesses, which people with mental illnesses have 
an increased risk of experiencing [13, 14]. Mental health pro-
fessionals may also participate as part of any health home 
clinical team.

North Carolina has received a health home planning grant 
from the federal government and has submitted a state plan 

amendment seeking to enable the state to provide health 
home services statewide through the Community Care of 
North Carolina program [15].

Challenges Ahead

The ACA is a lengthy statute with many innovative provi-
sions that can improve Medicare, Medicaid, quality of care, 
cost controls, and private insurance coverage. The inclusion 
of mental health and substance use disorder services at par-
ity in the EHB and the infusion of many aspects of the law 
with opportunities to improve the quality of mental health 
care signal a clear recognition of the importance and effec-
tiveness of addressing the mental health needs of Americans 
who have mental illnesses. In order to ensure that individuals 
with mental illnesses fully benefit from these reforms, it will 
be important for stakeholders to advocate for robust mental 
health benefits in the exchange plans and, most importantly, 
in Medicaid. The potential of the ACA will only be realized 
if states take full advantage of the innovative options in the 
law, such as the Medicaid section 1915(i) state plan option 
and the Medicaid option to provide health homes.  
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