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Psychemedics

CORPORATION

BOSTON  LOS ANGELES DALLAS LAS VEGAS

March 29, 2016
Dear Stockholders:

We cordially invite you to attend the Annual Meeting of Stockholders, which will be held at the Seaport Hotel, 200
Seaport Boulevard, Boston, MA 02210 on May 12, 2016, at 2:00 P.M.

Details regarding the business to be conducted are more fully described in the accompanying Notice of Annual
Meeting of Stockholders and Proxy Statement. In addition, I will report on current operations and discuss our plans
for growth. We will also have plenty of time for your questions and comments. I believe that the Annual Meeting
provides an excellent opportunity for stockholders to become better acquainted with the Company and its directors
and officers. I hope that you will be able to attend.

Your vote is important. Whether or not you plan to attend the annual meeting, I hope that you will vote as soon as
possible. Please review the instructions on each of your voting options described in the Proxy Statement.

Thank you for your ongoing support of, and continued interest in, Psychemedics Corporation.

Sincerely,

Raymond C. Kubacki
Chairman, Chief Executive Officer, and President

PSYCHEMEDICS CORPORATION
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PSYCHEMEDICS CORPORATION

125 Nagog Park
Acton, Massachusetts 01720
978-206-8220

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
March 29, 2016

The Annual Meeting of Stockholders will be held on May 12, 2016 at 2:00 P.M. at the Seaport Hotel, 200 Seaport
Boulevard, Boston, MA 02210, for the following purposes:

To elect directors of the Company for the ensuing year and until their respective successors are chosen and
"qualified;

To consider and act upon a proposal to ratify an amendment and restatement of the Company s 2006 Incentive Plan,
“including an increase in the number of authorized shares under the Plan;

3. To conduct a non-binding advisory vote on the compensation of our named executive officers;
4 To ratify the Audit Committee s appointment of BDO USA, LLP as the Company's independent registered public

“accounting firm for the year ending December 31, 2016; and

To consider and act upon matters incidental to the foregoing and to transact such other business as may properly
“come before the Annual Meeting.
The Board of Directors has fixed the close of business on March 15, 2016 as the record date for the determination of

stockholders entitled to receive notice of, and to vote at, the Annual Meeting of Stockholders.

Important Notice Regarding the Availability of Proxy Materials for the Shareholder Meeting to be Held on May 12,
2016: We have elected to provide access to our proxy materials by: (i) sending you this full set of proxy materials,
including the proxy statement, our Annual Report for 2015, and a proxy card; and (ii) notifying you of the availability
of these proxy materials on the Internet that you may download and print by going to www.psychemedics.com/proxy.

We encourage you to review all of the important information contained in the proxy materials contained herein or
accessed on our website at www.psychemedics.com/proxy before voting.

By order of the Board of Directors,
Patrick J. Kinney, Jr.,
Secretary
The Company's Annual Report for 2015 containing a copy of the Company's Form 10-K (excluding exhibits) for the
year ended December 31, 2015 is enclosed herewith.

Please fill in, date, sigh and mail promptly the
accompanying proxy in the return
envelope furnished for that purpose, whether or not
you plan to attend the Annual Meeting.

Please fill in, date, sign and mail promptly the accompanying proxy in the return envelope furnished for thattpurpose



Edgar Filing: PSYCHEMEDICS CORP - Form DEF 14A

Please fill in, date, sign and mail promptly the accompanying proxy in the return envelope furnished for thabpurpose
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PSYCHEMEDICS CORPORATION

125 Nagog Park
Acton, Massachusetts 01720

PROXY STATEMENT

ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON MAY 12, 2016

You are receiving this communication because you hold shares in PSYCHEMEDICS CORPORATION (hereinafter,
the Company ). We have elected to provide access to our proxy materials by: (i) sending you this full set of proxy
materials, including the proxy statement, our Annual Report for the year ended December 31, 2015, and a proxy card;
and (ii) notifying you of the availability of these proxy materials on the internet that you may download and print by
viewing www.psychemedics.com/proxy. We encourage you to review all of the important information contained in the
proxy materials contained herein or accessed on our website at www.psychemedics.com/proxy before voting.

This statement is furnished to the stockholders of the Company in connection with management's solicitation of
proxies to be used at the Annual Meeting of Stockholders on May 12, 2016 and at any adjournment of that meeting.
The approximate date on which this proxy statement and accompanying proxy are being sent to stockholders of the

Company is March 29, 2016. Each proxy delivered pursuant to this solicitation, or any proxy that you may download
from www.psychemedics.com/proxy, is revocable at the option of the person executing the same by written notice
delivered to the Secretary of the Company at any time before the proxy is voted. A stockholder who attends the
Annual Meeting in person may revoke his or her proxy at that time and vote his or her shares if such stockholder so
desires.

Most stockholders of the Company hold their shares through a stockbroker, bank, trustee or other nominee rather than
directly in their own name. As summarized below, there are some distinctions between shares held of record and those
owned beneficially.

Stockholders of Record. If your shares are registered directly in your name with the Company s transfer agent,
Computershare, you are considered the stockholder of record of those shares and these proxy materials are being sent
directly to you by the Company. As the stockholder of record, you have the right to grant your voting proxy directly to
the Company or to vote in person at the Annual Meeting.

Beneficial Owner. If your shares are held in a stock brokerage account, by a bank, trustee or other nominee, you are
considered the beneficial owner of shares held in street name and these proxy materials are being forwarded to you by
your broker, trustee or nominee who is considered the stockholder of record of those shares. As the beneficial owner,

you have the right to direct your broker, trustee or nominee on how to vote and are also invited to attend the Annual
Meeting. However, since you are not the stockholder of record, you may not vote these shares in person at the Annual

Meeting. Your broker, trustee or nominee is obligated to provide you with a voting instruction card for you to use.

The presence in person or by proxy of stockholders entitled to cast a majority of the outstanding shares, or 2,711,271
shares, shall constitute a quorum. Under Nasdagq rules, if your broker holds your shares in its name and does not
receive voting instructions from you, your broker has discretion to vote these shares on certain routine matters,

PROXY STATEMENT ANNUAL MEETING OF STOCKHOLDERS TO BE HELD ON MAY 12, 2016 6
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including Proposal 4, the ratification of the Audit Committee's appointment of BDO USA, LLP as the Company s
independent registered public accounting firm. However, on non-routine matters such as Proposal 1, the election of
directors, or Proposal 2, the ratification of the amendment and restatement of the Company s 2006 Incentive Plan, or

Proposal 3, the non-binding advisory vote concerning executive compensation, your broker must receive voting
instructions from you, as it does not have discretionary voting power for these particular items. So long as the broker

has discretion to vote on at least one proposal, these broker non-votes are counted toward establishing a quorum.

When voted on routine matters, broker non-votes are counted toward determining the outcome of that routine matter.
With respect to the election of Directors, the Company will treat votes withheld as shares that are present for purposes
of determining a quorum. A plurality is required to elect Directors, so the five persons receiving the greatest number
of votes will be elected. Withheld votes will not affect the outcome of the election. With respect to the ratification of
the Audit Committee s appointment of BDO USA, LLP, or the ratification of the amendment

PROXY STATEMENT ANNUAL MEETING OF STOCKHOLDERS TO BE HELD ON MAY 12, 2016 7
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and restatement of the Company s 2006 Incentive Plan, or the vote, on an advisory and non-binding basis, of the
compensation of the Company's named executive officers, the Company will treat abstentions as shares that are
present and entitled to vote. Since a majority of the shares represented at the meeting and entitled to vote is required
for approval, abstentions will have the effect of a vote against approval of these proposals. If a broker indicates on a
proxy that it does not have discretionary authority as to certain shares to vote on a particular matter, those shares will
not be considered as shares entitled to vote with respect to that matter. Accordingly, broker non-votes will have no
effect on such a matter.

All shares represented by a properly executed proxy will be voted unless the proxy is revoked and, if a choice is
specified, will be voted in accordance with such specification. If no choice is specified, the proxies will be voted FOR
Proposal 1, the election of the five nominees named under Election of Directors , unless authority to do so is withheld
with respect to one or more of the nominees, FOR Proposal 2 ratification of the amendment and restatement of the
Company s 2006 Incentive Plan, FOR Proposal 3 approval, on an advisory and non-binding basis, of the
compensation of the Company's named executive officers, and FOR Proposal 4 ratification of the Audit Committee s
appointment of BDO USA, LLP for the year ending December 31, 2016. In addition, the proxy will be voted in the
discretion of the proxy holders with respect to such other business as may properly come before the Annual Meeting.

As of March 15, 2016, the Company had outstanding 5,422,541 shares of Common Stock. The Common Stock is the
only type of security entitled to vote at the Annual Meeting. Each share of Common Stock entitles the holder of record
thereof at the close of business on March 15, 2016 to one vote on each of the matters to be voted upon at the Annual

Meeting.

PROPOSAL 1
ELECTION OF DIRECTORS

At the Annual Meeting, directors are to be elected to hold office for the ensuing year and until their respective
successors are chosen and qualified. The Board of Directors has fixed the size of the Board at five and has nominated
five persons, all of whom are now directors of the Company, to serve until the next Annual Meeting of Stockholders
and until their successors are elected and qualified. If the enclosed proxy, or any proxy that you may download from
www.psychemedics.com/proxy is duly executed and received in time for the Annual Meeting, and unless authority to
do so is withheld, it will be voted to elect as directors the following nominees: Raymond C. Kubacki, A. Clinton
Allen, Harry Connick, Walter S. Tomenson, Jr. and Fred J. Weinert. In the event that any of the nominees becomes
unavailable, then the proxy holders shall have the right: (i) to vote for such substitute, if any, as the present Board of

Directors may designate; or (ii) to leave a vacancy on the Board.

PROPOSAL 1 ELECTION OF DIRECTORS
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BUSINESS EXPERIENCE OF NOMINEES AND
EXECUTIVE OFFICERS

Following is a list of names, ages and positions with the Company of all nominees for election as directors and all
executive officers of the Company.

Name Age Position
Chairman of the Board, Chief Executive Officer,

Raymond C. Kubacki 7 President, Director and Nominee

A Clinton Allen 7 Director a.md Nommee, Member of Audit,
and Nominating Committees

. Director and Nominee, Member of Audit,

Harry Connick 90 . . .
Nominating and Compensation Committees

Walter S. Tomenson, Jr. 69 Dlregtor gnd Nominee, Member of Auc.ht,
Nominating and Compensation Committees

Fred J. Weinert 68 Dlregtor gnd Nominee, Member of Auc.ht,
Nominating and Compensation Committees

Michael I. Schaffer, Ph.D. 71 Vice President, Laboratory Operations

James V. Dyke 51 Corporate Vice President, Sales and Marketing

Neil Lerner 48 Vice President, Finance

All directors hold office until the next Annual Meeting of Stockholders or until their successors are elected. Officers
serve at the discretion of the Board of Directors.

Mr. Kubacki has been the Company s President and Chief Executive Officer since 1991. He has also served as
Chairman of the Board of the Company since 2003. He is a director of Integrated Environmental Technologies, LTD.
From 2007 until 2010, he served as a director of Protection One, Inc. and from 2004 to 2007 he served as a director of

Integrated Alarm Services Group, Inc. He is also a trustee of the Center for Excellence in Education based in
Washington, D.C. and holds an Executive Masters Professional Director Certification, their highest level award, from
the American College of Corporate Directors, a public company director education and credentialing organization. As

a result of these and other professional experiences, Mr. Kubacki possesses particular knowledge and experience in
marketing and operations that strengthen the Board s collective qualifications, skills and experience. Mr. Kubacki has
been a director of the Company since 1991.

Mr. Allen is the Founder and President of the American College of Corporate Directors, a public company director
education and credentialing organization. Mr. Allen also serves as the Chairman of the Board of Collectors Universe,
(CLCT : NASDAQ), a member of the board of Brooks Automation (BRKS : NASDAQ), and is Lead Director of LKQ
Corporation (LKQ : NASDAQ), a Fortune 500 Company. Mr. Allen had previously served as a director of the
Company from 1989 until 2003. He served as Vice-Chairman of the Company from 1990 to 2000 and Chairman from
2000 to 2003. He rejoined the Board as an independent member in September, 2015. Mr. Allen holds an Executive
Masters Professional Director Certification from the American College of Corporate Directors. As a result of these
and other professional experiences, Mr. Allen possesses particular knowledge and experience in corporate governance

and audit practices that strengthen the Board s collective qualifications, skills and experience.

Mr. Connick served as District Attorney for Orleans Parish (New Orleans, LA) from 1974 to 2003. In 2002 Mr.

Connick received from Drug Czar, John P. Walters, the Director's Award for Distinguished Service, in recognition of
exemplary accomplishment and distinguished service in the fight against illegal drugs. As a result of these and other

BUSINESS EXPERIENCE OF NOMINEES AND EXECUTIVE OFFICERS 9
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professional experiences, Mr. Connick possesses particular knowledge and experience in law enforcement and the
effects of drugs of abuse and their effect on society that strengthen the Board s collective qualifications, skills and
experience. Mr. Connick has been a director of the Company since 2003.

Mr. Tomenson was a founding partner of Integro Ltd. He retired from the firm in 2012. Prior to joining Integro, Mr.
Tomenson was Managing Director and Chairman of Global Client Development at Marsh, Inc. from 1998 until 2004.
From 1993 to 1998, he was Chairman of FINPRO, the financial services division of Marsh, Inc. Mr. Tomenson is a
director of the Trinity College School Fund, Inc. He also serves on the Board

BUSINESS EXPERIENCE OF NOMINEES AND EXECUTIVE OFFICERS 10
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of Trustees of the Inner-City Scholarship Fund in New York City. In addition, he is the Vice-Chairman of the
Foundation Board of Directors of the Achievement Centers for Children and Families in Delray Beach, Florida. Mr.
Tomenson holds an Executive Masters Professional Director Certification, their highest level award, from the
American College of Corporate Directors, a public company director education and credentialing organization. As a
result of these and other professional experiences, Mr. Tomenson possesses particular knowledge and experience in
marketing and distribution and human resources that strengthen the Board s collective qualifications, skills and
experience. Mr. Tomenson has been a director of the Company since 1999.

Mr. Weinert is an entrepreneur whose current activities are concentrated in commercial real estate, international
business development and environmental consulting. He served on the Business Advisory Council for the University
of Dayton 1984 until 2005. From 1973 until 1989, Mr. Weinert held various executive positions in the Finance and
Operations groups of Waste Management, Inc. and its subsidiaries, including 6 years as the President of Waste
Management International, Inc. As a result of these and other professional experiences, Mr. Weinert possesses
particular knowledge and experience in accounting, finance, capital structures, distribution and international
operations that strengthen the Board s collective qualifications, skills and experience. Mr. Weinert has been a director
of the Company since 1991.

Dr. Schaffer has served as Vice President of Laboratory Operations since 1999. From 1990 to 1999, he served as
Director of Toxicology, Technical Manager and Responsible Person for the Leesburg, Florida laboratory of
SmithKline Beecham Clinical Laboratories. From 1976 to 1990 he served as the Chief Toxicologist at the Cook
County Medical Examiner's office in Chicago, Illinois. From 1990 to 1999, he was also a member of the Board of
Directors of the American Board of Forensic Toxicologists. Dr. Schaffer has also served as an inspector for the
College of American Pathologists since 1990.

Mr. Dyke joined the Company as Corporate Vice President, Sales and Marketing in 2010. Prior to joining the
Company, he held the position of Vice President US Sales and Marketing for Pitney Bowes DMT and worked as a
Strategic Sales Consultant. From 2005 to 2007, prior to immigrating to the USA from Canada, he held the position of
General Manager DMT United Kingdom and Ireland. From 2002 to 2005 he served as VP/General Manager DMT
Canada, both with Pitney Bowes Ltd. Since joining the Company, he has served on drug testing industry advisory
boards and has been an active speaker discussing the challenges of workplace drug abuse.

Mr. Lerner joined the Company in 2010 and currently serves as the Vice President of Finance and Treasurer. From
October, 2010 until May, 2011 he served as Vice President and Controller of the Company. Prior to joining the
Company, he served as Director of Operational Accounting at Beacon Roofing Supply, Inc., Corporate Controller
with Atlas TMS, Divisional Controller with Mastec, Inc, and multiple financial management roles with Johnson &

Johnson. Mr. Lerner is a Certified Public Accountant and holds a Master s degree in International Management.

CORPORATE GOVERNANCE

General

The Company believes that good corporate governance is important to ensure that the Company is managed for the
long-term benefit of its stockholders. The Board of Directors of the Company has responsibility for establishing broad
corporate policies and reviewing the overall performance of the Company. The Company s officers are responsible for

day-to-day operations. The Board s primary responsibility is to oversee the management of the Company and, in so
doing, serve the best interests of the Company and its stockholders. The Board selects, evaluates and provides for the

succession of executive officers and, subject to stockholder election, directors. It reviews and approves corporate

CORPORATE GOVERNANCE 11
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objectives and strategies, and evaluates significant policies and proposed major commitments of corporate resources.
It participates in decisions that have a potential major economic impact on the Company. Management keeps the
directors informed of Company activity through detailed monthly reports and presentations at Board and committee
meetings.

The Board of Directors has delegated certain of its oversight responsibilities to three separate subcommittees: an
Audit Committee, a Compensation Committee and a Nominating Committee, each of which is comprised solely of
independent directors (see Independence below). The Audit Committee operates

General 12
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under an Audit Committee charter and the Nominating Committee operates under a Nominating Committee charter,
each of which has been approved by the Board of Directors of the Company and is posted on the Company s web site
at www.psychemedics.com. Each committee must review the appropriateness of its charter and perform a
self-evaluation at least annually. Mr. Kubacki is the only director who is also an employee of the Company. He is not
included in deliberations concerning evaluation of his own compensation at any meetings of the Compensation
Committee. All members of all committees are non-employee directors.

The Company has in place a comprehensive Code of Ethics and Conduct. You may obtain a copy of the Company s
Code of Ethics and Conduct by writing to the Company at Investor Relations, Psychemedics Corporation, 125 Nagog
Park, Acton, Massachusetts 01720, or by viewing the Investor Information section of the Company s website at
www.psychemedics.com.

Independence

Under the rules of the Nasdaq Stock Market, a majority of the directors and all of the members of the Audit
Committee must qualify as independent directors. The Board of Directors of the Company conducts an annual review
of the independence of the members of the Board and its committees. Four of our five directors are nonemployee
directors (all except Mr. Kubacki). Although the Board has not adopted categorical standards of materiality for
independence purposes (other than those set forth in Securities and Exchange Commission Regulations and the
Nasdaq Stock Market listing standards), information provided by the directors and the Company did not indicate any
relationships (e.g., commercial, industrial, banking, consulting, legal, accounting, charitable, or familial), which would
impair the independence of any of the nonemployee directors.

Certain Relationships and Related Transactions

The Board of Directors has adopted a policy whereby the Company s Audit Committee is responsible for reviewing
any proposed related party transaction. The types of transactions covered by the policy include payments for products
or services to or indebtedness to or from, related parties, as defined in Item 404(b) of Regulation S-K under the federal

securities laws. The Audit Committee has determined that there were no related party transactions with any related
party in fiscal 2015 that would require disclosure under Item 404(a) of Regulation S-K.

Board of Directors Meetings and Committees

The Board of Directors met eight times in fiscal year 2015 (including teleconference meetings), and acted by written
consent on one occasion. During fiscal year 2015, each of the directors attended at least 75% of the total number of
meetings of the Board of Directors and the committees of which such director was a member.

The Company encourages all incumbent directors, as well as all nominees for election as director, to attend the
Annual Meeting of Stockholders. All of the Company s directors attended the Company s Annual Meeting in April,
2015.

Audit Committee

The Audit Committee, whose members are Messrs. Allen, Connick, Tomenson and Weinert, reviews the

appropriateness, quality and acceptability of the Company s accounting policies and the integrity of financial
statements reported to the public, and compliance with legal and regulatory requirements. The Board has determined
that each member of the Audit Committee is an independent director under the rules of the Nasdaq Stock Market

13
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governing the qualifications of the members of audit committees, and each member of the Audit Committee satisfies
the requirements of the Nasdaq Stock Market regarding competency in financial matters. In addition, the Board of
Directors has determined that Mr. Weinert, the Chairman of the Audit Committee, and Mr. Allen, each qualifies as an
Audit Committee Financial Expert as defined by the Securities and Exchange Commission rules. None of the Audit
Committee members other than Mr. Allen serves on the audit committee of any other public company. The
responsibilities of the Audit Committee and its activities during fiscal year 2015 are described in the Report of the
Audit Committee set forth below in this proxy statement. The Audit Committee held five meetings during 2015.

Audit Committee 14
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Compensation Committee

The Compensation Committee, whose members are Messrs. Connick, Tomenson and Weinert, held four meetings
during 2015. The Compensation Committee does not have a charter. The responsibilities of the Compensation
Committee and its activities during fiscal year 2015 are described below under the caption Executive Compensation

Compensation Committee Interlocks and Insider Participation

None of Messrs. Connick, Tomenson or Weinert has ever been an officer or employee of the Company or any
subsidiary of the Company and no executive officer of the Company serves on the board of directors of any company
at which any of the Compensation Committee members is employed.

Nominating Committee

The Nominating Committee, whose members are Messrs. Allen, Connick, Tomenson and Weinert, held one meeting
during 2015. The Nominating Committee is charged with identifying and screening candidates, consistent with criteria
approved by the Board of Directors, and making recommendations to the Board of Directors as to persons to be
nominated by the Board of Directors for election thereto by the stockholders or to be chosen by the Board of Directors
to fill newly created directorships or vacancies on the Board of Directors. The Board of Directors has determined that
each of the members of the Nominating Committee is independent as defined in the Nasdaq Stock Market s listing

standards.

The Nominating Committee identifies Board candidates through numerous sources, including recommendations from
Directors, executive officers and stockholders of the Company. The Nominating Committee evaluates identified
Board candidates based on the criteria established by and periodically reviewed by the Nominating Committee. The
Nominating Committee seeks to identify those individuals most qualified to serve as Board members and will
consider many factors with regard to each candidate, including judgment, integrity, diversity, prior experience, the
interplay of the candidate s experience with the experience of other Board members, the extent to which the candidate
would be desirable as a member of any committees of the Board, and the candidate s willingness to devote the time
and effort required for Board responsibilities. The Nominating Committee does not assign any particular weigh or
importance to any one of these factors but rather considers them as a whole. Selected candidates are interviewed by
members of the Nominating Committee and certain other Board members. Based on the foregoing, the Nominating
Committee makes recommendations to the Board with respect to director nominees. In general, persons recommended
by stockholders will be considered on the same basis as candidates from other sources. If a stockholder wishes to
recommend a candidate for election as a director at the 2017 Annual Meeting of Stockholders, it must follow the
procedures described in  Stockholder Proposals and Nominations for Director below.

Board Leadership Structure, Risk Oversight, Executive Sessions
of Nonemployee Directors, and Communications Between
Stockholders and the Board

Board Leadership Structure

As noted above, our Board is currently comprised of four independent directors and one employee director. Mr.
Kubacki has served as Chairman of the Board since 2003, and he has served as Chief Executive Officer and as a
member of our Board since 1991. We believe that our independent, experienced directors, who constitute a majority

of our Board, benefit Psychemedics and its stockholders.

15
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We recognize that different board leadership structures may be appropriate for companies in different situations and
believe that no one structure is suitable for all companies. We believe our current Board leadership structure is optimal
for us because it demonstrates to our employees, suppliers, customers, and other stakeholders that Psychemedics is
under strong leadership, with a single person setting the tone and having primary responsibility for managing our
operations. Having a single leader for both the company and the Board eliminates the potential for confusion or
duplication of efforts, and provides clear leadership for Psychemedics. We believe Psychemedics, like many U.S.
companies, has been well-served by this leadership structure.

Board Leadership Structure 16
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As part of an annual self evaluation, our Board of Directors conducts an evaluation in order to determine whether it
and its committees are functioning effectively. As part of this annual self-evaluation, the Board evaluates whether the
current leadership structure continues to be optimal for Psychemedics and its stockholders. When making
recommendations of future Board candidates, our Nominating Committee, under the authority vested in it under our
Nominating Committee Charter, is provided flexibility to modify or continue our leadership structure in the future, as
it deems appropriate.

Risk Oversight

Our Board is responsible for overseeing the Company s risk management process. The Board focuses on Psychemedics
general risk management strategy, the most significant risks facing Psychemedics, and ensures that appropriate risk
mitigation strategies are implemented by management. The Board is also apprised of particular risk management
matters in connection with its general oversight and approval of corporate matters.

The Board has delegated to the Audit Committee oversight of Psychemedics risk management process. Among its
duties, the Audit Committee reviews with management (a) Psychemedics policies with respect to risk assessment and
management of risks that may be material to Psychemedics, (b) Psychemedics system of disclosure controls and
system of internal controls over financial reporting, and (c) Psychemedics compliance with legal and regulatory

requirements. The Audit Committee is also responsible for reviewing major legislative and regulatory developments
that could materially impact Psychemedics contingent liabilities and risks. Our full Board also considers and addresses
risk as it performs its responsibilities. All committees report to the full Board as appropriate, including when a matter
rises to the level of a material or enterprise level risk.

Psychemedics management is responsible for day-to-day risk management. Our Vice President  Finance undertakes
primary responsibility for monitoring and testing for company-wide policies and procedures, and manages the
day-to-day oversight of the risk management strategy for the ongoing business of Psychemedics. This oversight
includes identifying, evaluating, and addressing potential risks that may exist at the enterprise, strategic, financial,
operational, and compliance and reporting levels.

We believe the division of risk management responsibilities described above is an effective approach for addressing
the risks facing Psychemedics and that our Board leadership structure supports this approach.

Executive Sessions of Nonemployee Directors

The Board holds executive sessions of its nonemployee directors generally at each regularly scheduled meeting. The
Chairman of the Audit Committee serves as the chairperson for these executive sessions.

Communications between Stockholders and the Board

Interested parties, including stockholders, may communicate directly with the Chairman of the Audit Committee or
the nonemployee directors as a group by writing to those individuals or the group at the following address:
Psychemedics Corporation, 125 Nagog Park, Acton, Massachusetts 01720. If correspondence is received by the
Corporate Secretary, it will be forwarded to the appropriate person or persons in accordance with the procedures
adopted by a majority of the independent directors of the Board. When reporting a concern, please supply sufficient
information so that the matter may be addressed properly. Although you are encouraged to identify yourself to assist
Psychemedics in effectively addressing your concern, you may choose to remain anonymous, and Psychemedics will
use its reasonable efforts to protect your identity to the extent appropriate or permitted by law.

Risk Oversight 17
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Report of the Audit Committee

The Audit Committee of the Board of Directors is responsible for providing independent, objective oversight of the
Company s accounting functions and internal controls. Management has the primary responsibility for the financial
statements and the reporting process, including the system of internal controls. The Audit Committee oversees the
financial reporting process on behalf of the Board of Directors, reviews financial disclosures, and meets privately,
outside the presence of management, with the independent auditors to discuss internal accounting control policies and
procedures. In fulfilling its oversight responsibilities, the Audit Committee reviews the audited financial statements in
the Annual Report on Form 10-K with management including a discussion of the quality, not just the acceptability, of
the accounting principles, the
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reasonableness of significant judgments, and the clarity of disclosures in the financial statements. The Audit
Committee reports on these meetings to the Board of Directors. The Audit Committee also selects and appoints the
independent auditors, reviews the performance of the independent auditors in the annual audit and in assignments
unrelated to the audit, and pre-approves the independent auditors services. The Audit Committee operates under a
written charter adopted by the Board of Directors, a copy of which can be viewed on the Company s website under
Corporate Governance .

The Audit Committee reviewed with the independent auditors their judgments as to the quality, not just the
acceptability, of accounting principles and such other matters as are required to be discussed with the Audit
Committee under the standards of the Public Company Accounting Oversight Board (United States) (the PCAOB ). In
addition, the Audit Committee has received the written disclosures and the letter from the independent auditors
required by the PCAOB Rule 3526, and has discussed with the independent auditors the independence of the
independent auditors. The Audit Committee considered and determined that the provision of non-audit services by
BDO USA, LLP was compatible with maintaining auditor independence.

Based on its review and discussions, the Audit Committee recommended to the Board of Directors that the audited
financial statements be included in the Annual Report on Form 10-K for the fiscal year ended December 31, 2015.

Members of the Audit Committee:
A Clinton Allen
Harry Connick

Walter S. Tomenson, Jr.
Fred J. Weinert

Equity Compensation Plan Information

The following table provides information as of December 31, 2015, with respect to shares of the Company s common
stock that were issuable under the Company s 2006 Incentive Plan (the 2006 Incentive Plan ).

Numb.e'r of Weighted
Securities to
Average Number of
Be Issued ; .
Exercise Securities that
Upon . .
. Price of Remained
Plan Category Exercise of . .
. Outstanding Available for
Outstanding .
. Options, Future
Options |
Warrants and Issuance(")
Warrants and Rights ($)
Rights &
Equity compensation plans approved by security holders 158,464 @ 1021 & 70,232
Equity compensation plans not approved by security holders
Total 158,464 10.21 70,232

Excludes the additional shares authorized for issuance under the 2006 Incentive Plan, as amended on February 23,
2016, subject to shareholder approval.

2

ey
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This amount includes 47,000 shares subject to outstanding stock options with a weighted average
remaining contractual term of 9.75 years and 111,462 shares subject to outstanding stock unit awards.
(3)  The weighted-average exercise price information does not include any outstanding stock unit awards.
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