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JAM PLEASED TO REPORT that your company has
strengthened its financial position during the year.
Reserves have risen by 20 per cent to £239m while
estimated known liabilities have increased by only 11 per
cent. This result reflects not only a strong stock-market
performance but also the positive impact of recent
management initiatives. For example, the setting up of an
in-house claims handling unit 18 months ago is already
beginning to bear fruit. This is considered further
elsewherein the Report.

An Annual Report very properly emphasises the
financial performance of the company which in The
MDU is determined by the balance between reserves and
liability for indemniry payments. Only 2 small
percentage of members are cver involved in litigation
while every week hundreds of members seek help from
the advisory scrvices. Atthe same time thereisincreasing
demand for support with disciplinary procedures.
Professional advice and assistance lic at the heart of The
MDU’s support for its members and we rtemain
cornmitted to maintaining the quality of these services
and indeed to improving and expanding them.

Not only has the company improved its financial
position but there has also beena significant increase in
membership. The continued growth and the increased
strength of The MDU in the face of escalating lirigation
and the continuing demand for advisory services is a
eribute to its skilled managers and staff at all levels
throughout the organisation under the leadership of Dr
Michael Saunders who was appointed as Chief
Executivein June.

Mr Peter Forbes was appointed as the new Chief
Executive in Australia on 1 March and has led a
reorganisation of The MDU’s operations and systems
inthe Sydney office. This has enabled us toimprove our
services to members and we arc now well prepared to
meet the challenges faced by all medical defence
organisations in Australia. During the year we
established links with the Medical Defence Association
of Western Australia and we have agreed to exchange

Report of the

Chairman

information on risk management and claims handling
data. In Ireland, our membership base was further
strengthened when we were chosen by the Department
of Health to provide services to non-consultant
hospirtal doctors through the state indemnity scheme.

The MDU is now an International Affiliate of the
Physician Insurers Association of America {PIAA).
This is already giving benefits to members flowing
from our access to the PIAA’s extensive experience,
especially in risk management and claims handling
techniques. Continuing the policy of forging links with
organisations with similar aims in other countries The
MDU co-hosted with the Medical Sickness Society a
meeting of Europa Medicaan alliance of doctor-owned
mutual companies based in the European Union. We
expect this association to provide valuable insights into
different ways of handling our common problems.

At the Annual General Mecting, Mr John
Garfield, consultant neurosurgeon from Southampton,
retired from the Board of Management. On behalf of
the Board I would like to thank Mr Garfield for his wise
counsel and am pleased that The MDU will not lose his
considerable medico-legal expertise as he remains a
member of Council.

Dr Mary Cooke, a Council member and former
Deputy Director of the Public Health Laboratory
Service and Dr Christine Tomkins, who became
Professional Services Director in May, were both
appointed to the Board during the year. In August Mr
Andrew Nebel joined the Executive as Marketing and
Sales Director.

The MDU is a progressive company with a
vigorous and innovative management tearm. I believe
that in spite of escalating livigation we are in a strong

position to face the future.

o Jdnt

DR IAN KELSEY FRY
CHAIRMAN OF THE BOARD OF MANAGEMENT
PRESIDENT OF THE MDU




Operating and

Financial Review

‘During 1995,

The MDU continued

to focus on

improving its overall

funding position.’

THE MDU is a discretionary mutual which operates
on a ‘not-for-profit’ basis. Owned by its
subscribing members, it is free from the need to pay
a dividend to shareholders and can provide a wide
range of medico-legal services at the lowest cost
compatible with secure funding. Adequare funding
is essential, since money must be available to meet
members’ needs for claims. This year’s accounts,
discussed elsewhere, show a further satisfactory
advance in The MDU’s financial position.

The medico-legal climate is neither fair nor
stable. Claims costs continue to increase, on average,
by 15 per cent a year which means they double every
five years. Requests for assistance with advisory and
disciplinary matters, a key part of The MDU’s service,
have remained steady over the last 12 months.

In the United Kingdom, Lord Woolf’s enquiry
into civil litigation seems likely to advance changes
which will bring more cases and increase costs. In
Austrakia, the Tito Report has been published and
calls for the continuance of a claims incurred system
with unlimited lability, preferably backed by
insurance regulation. In Treland, the Department of
Health continues to review indemnity arrangements

for State docrors and it is not yet clear what impact
this will have.

Given this climate, the Board of Management
seeks to contain increases in subscriptions by making
the best use of existing funds and by a strong emphasis
upon cost control, both internal and external, in the
context of the expected claims environment.

Recent years have seen a significant investment
in claims control, increasing the number of claims
being dealt with by in-house lawyers working closely
with claims handlers, recruited from the insurance
industry, and with our medical and dental teams.
This approach is successful and we believe has
resulted in a reduction in the estimated liability for
known cases.

Risk management is becoming increasingly
important. The MDU risk management tcam is
producing information to assist with subscription
sctting, to aid with casc management and to provide
reports for members, using The MDU’s dacabase,
which will assist them in safer management of
individual patients.

In all jurisdictions, the Board of Management
continues to support political and other initiatives for




tort reform, where these are considered to be in the
best interests of our members and their patients.

Financial Review
During 1995, The MDU continued to focus on
improving its overall funding position. This policy
has been successful in the year with the reserves being
increased by 20 per cent to £239m, while the estimates
of known labilities increased by 11 per cent to £221m.

Income

Subscription income for the year ended 31
December 1995 was £78m (1994 - £75m), a rise of
approximately four per cent in the year. Any benefits
from changes in The MDU’s cost structure and
membership will, where possible, be taken into
account when sctting subscriptions. The group results
included investment income of £10m (1994 - £7m) in
the year.

Expenditure

There continues to be a growth in costs
associated with indemnity claims brought against The
MDU’s members. In 1995, some £43m (1994 - £37m)
was paid out on behalf of The MDU’s members. The
growth in estimated known liabilities has been revised
downwards by some four per cent in the year as a
result of the improvements in claims handling.

Administration costs increased in the year to
£7.5m (1994 - £6.3m). This increase was mainly dueto

reorganisation and redundancy costs following a

Figure 1. Reserves and estimated
known liabilities 1991-1995
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review of The MDU’s Australian operations in
Sydney by the new Chief Executive in Australia,
Mr Peter Forbes.

Investments

In September 1995, The MDU established 2
wholly-owned captive insurance company - MDU
Insurance Lid incorporated in Guernsey. This will
allow The MDU direct access to the global
reinsurance market, and the expected benefits that this
will bring in smoothing The MDU’s claims payment
pattern over time. As such group accounts of The
MDU have been prepared for the year ending 31
December 1995 representing the assets and liabilities
of the holding company and its subsidiary
undertakings as if oncentity.

Fund Management
The MDU’s investment strategy, on the advice
of consulting actuaries, is linked to the profile of the
long-term nature of the organisation’s liabilities. As
such, management of The MDU’s fund, undertaken
by the external fund manager PDEM, is in line with
agreed performance bench-marks which are reported

regularly to the Board of Management.

—7
,;,Q\/\,‘(/&\/

DR MICHAEL SAUNDERS
Curter EXecuTivE oF THE MDU




Report of the

Board of Management

THE DIRECTORS present their report and the
financial statements for the year ended 31 December
1995.

Activities

The MDU’s activities include the discretionary
provision, in accordance with the Memorandum and
Articles of Association, of indemnity and advisory
services for its members. These discretionary powers
distinguish The MDU from insurance companies.
Accordingly, in the financial statements The MDU is
not required to provide for outstanding reported
indemnity claims, though the amount of such claims
has been estimated and is referred to in Note 13.

The MDU provides advice and assistance to
governments and other bodies relating to risk
management and the handling of indemnity claims.

"The MDU has a branch in Australia and uses the
services of agents in other jurisdictions.

Review of Business

Members’ attention is drawn to the Report of the
Chairman, and the Operating and Financial Review, in
which the salient features of the year are highlighted.
The financial statements, on pages 6 to 17, set out the
financial results of the year’s activities.

The MDU’s total reserves have increased from
£200m at 31 December 1994 to £239m at 31 December
1995.

The MDU continues to set subscriptions which
the directors, on the advice of the consulting actuarics,
consider will suffice to meet overheads and foresceable
discretionary indemnity payments and legal costs.

Fixed Assets
Changes in fixed assets are set out in Note 6 to

the financial statements.

Directors
The following served as directors in 1995:
I Kelsey Fry* {Chairman)
CJEarl {Vice-Chairman)
P CBall
Hedley E Berry
CCEvans
M M Gallivan
Baroness Hooper?
WS L LaFrenais
D E Markham*
R J Maxwell*
D E Poswillo
E B O Sherlock*
JCSmith*
Sir Roland Smith*
M T Saunders*
EM Cooke
J S Garfield

{(appointed 20.2.95)

(retired 20.6.95)
C M Tomkins (appointed 20.6.95)
JAWall {retired 21.6.95)
* being members of the Remuneration Committec.

Dr C M Tomkins was appointed Professional
Services Director on 20 June 1995 and offers herself for
election in accordance with Article 56. Dr Tombkins
joined The MDU as 2 medico-legal adviser in 1985 and
was appointed Head of Claims Handling in 1993. She
spent her clinical years training in ophthalmology.

In accordance with the Articles of Association
the following directors are due to retire by rotation
and, being eligible, offer themselves for re-clection at
the next Annual General Meeung:

IKelsey Fry  (whoattained theage of 70 years on 25
October 1993; special notice has been

given in comphiance with Article 62(d))

D E Markham

M T Saunders

JCSmith

Sir Roland Smith




Insurance
'The MDU maintains liability insurance for
directors, officers and Council members.

Corporate Governance

e 'The Board of The MDU supports the principles
established in the report of the Cadbury
Committee on the Financial Aspects of Corporate
Governance. The Board complies with all the
provisions of the code where they are appropriate
to The MDU’s structure as a company limited by
guarantee there being no shareholders and no
payment of dividends.

¢ The Board has a schedule of matters reserved to
itself and has a procedure for directors to obrain
independentadvice.

e The Board has an Audit Committee (chaired by
Sir Roland Smith, a non-executive director) which
consists of all members of the Board and meets not
less cthan twice a year. The Board also has
Nomination and Remuneration Committees.

+ The policy of The MDU’s Remuneration
Committec is to provide the packages needed to
attract, retain and motivate Board members of the
quality required. No bonus scheme or other long-
term incentive plan for directors operated during
the year.

e The financial statements are prepared on a going
concern basis. In deciding to adopt the going
concern basis the directors have reviewed the

company’s business plans and budgets.

o The directors acknowledge that they are
responsible for the company’s system of internal
financial control. Control is exercised through an
organisational structure with clearly defined
levels of responsibility and authority and
appropriate reporting procedures. Information is
regularly provided atalllevels and compared wich
budgeted targets which are reviewed on a

quarterly basis.

+ The Board, through the Audic Committee, has
reviewed the effectiveness of the internal financial
control environment of the company.

Statement of Directors’
Responsibilities

Company law requires the directors to prepare
financial statements for each financial year which give
a true and fair view of the state of the company and of
the surplus or deficiz of the company for that period. In
preparing those financial statements, the directors are
required to:

» select suitable accounting policies and then apply

them consistently;

e make judgements and estimates that are
reasonable and prudent;

e state whether applicable accounting standards
have been followed, subject to any marterial
departures disclosed and explained in the financial
statements;

o prepare the financial statements on a going
concern basis unless it is inappropriate to presume
that the company will continue in business.

The directors are responsible for keeping proper
accounting records which disclose with reasonable
accuracy at any time the financial position of the
company and enable them to ensure that the financial
statements comply with the Companies Act 1985.
They arc also responsible for safeguarding the asscts of
the company and hence for taking reasonable steps for
the prevention and detection of fraud and other
irregularities.

Auditors
The auditors, Pannell Kerr Forster, Chartered
Accountants, have signified their willingness to
continue in office. A resolution to reappoint them will
be proposed at the Annual General Meeting.

By order of the Board of Management.

NSBor b

N IBOWMAN
COMPANY SECRETARY
26 March 1996




A CONSOLIDATED INCOME AND
& =
. EXPENDITURE ACCOUNT FOR THE YEAR
g ENDED 31 DECEMBER 1995
. As Restated
= 1995 1994
e ————————————— Notes &0 .. £000 £000 2000
MEMBERS’ SUBSCRIPTIONS 77,936 75,019
o LESS:
; MEDICAL AND DENTAL :
. ADVISORY SERVICES 10,860 10,113
INDEMNITY AND LEGAL COSTS 2 42,755 36,763
ADMINISTRATIVE COSTS 7,470 6,344
61,085 53,220
o SURPLUS OF MEMBERS’
o SUBSCRIPTIONS OVER EXPENDITURE 3 16,851 21,799
INVESTMENT INCOME 4 9,659 6,968
.,- REALISED GAINS AND LOSSES FROM
‘ DISPOSAL OF INVESTMENTS 1,845 (1,236)
OTHER INCOME 338 457
11,842 6,189
SURPLUS BEFORE TAXATION 28,693 27,988
o TAXATION 5 3,729 2,291
SURPLUS AFTER TAXATION
TRANSEERRED TO
ACCUMULATED FUND 11 24,964 25,697
T All amounts relate 1o continuing operations.




STATEMENT OF TOTAL RECOGNISED
GAINS AND LOSSES FOR THE YEAR ENDED
31 DECEMBER 1995

As Restated
1995 1994
27000 £000
SURPLUS AFTER TAXATION 24,964 25,697
UNREALISED SURPLUS/(DEFICIT) ON
REVALUATION OF INVESTMENTS 14,096 {(8,808)
TOTAL RECOGNISED GAINS AND LOSSES
FORTHEYEAR 39,060 16,889
NOTE OF HISTORICAL COST
GAINS AND LOSSES
27000 £°000
REPORTED SURPLUS BEFORE TAXATION 28,693 27,988
REALISATION OF INVESTMENT GAINS OF PREVIOUSYEARS 3,090 4,310
DIFFERENCE RBETWEEN AN HISTORICAL COST DEPRECIATION
CHARGE ANDTHE ACTUAL DEPRECIATION CHARGE FORTHE
YEARCALCULATED ONTHE REVALUED AMOUNT 35 35
HISTORICAL COSTSURPLUS BEFORE TAXATION 31,818 32,333
HISTORICAL COSTSURPLUS AFTERTAXATION 28,089 30,042

w @
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CONSOLIDATED AND

COMPANY BALANCE SHEETS AT
31 DECEMBER 1995

1995 1994
Group Company Group & Company
............................................................................. Notes 00 EOO .. £000
FIXED ASSETS
Tangible assets 6 9,420 9,420 9,704
Investments 8 225,770 207,001 188677
235,1%0 216,421 198,381
CURRENT ASSETS
Debrors 9 1,332 19,999 1,137
Deposits at banks 7,331 7,324 4,260
8,663 27,323 3,397
Creditors —amounts falling due
within one year 10 3,954 3,941 3,021
NET CURRENT ASSETS 4,709 23,382 2,376
TOTAL ASSETS LESS CURRENT LIABILITIES 239,899 239,803 200,757
PROVISION FOR LIABILITIES AND
CHARGES 10 612 612 530
NET ASSETS 239,287 239,191 200,227
RESERVES 11
Property revaluation reserve 2,507 2,507 2,507
{nvestment revaluation reserve 27,566 27,566 16,560
Accumulated fund 209,214 209,118 181,160
TOTALRESERVES 239,287 239,191 200,227
Approved by the Board of Management on 26 March 1996 ( 1/ ‘?W.] l"l
1 Kelsey Fry
CHAIRMAN

- &\/\«
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CONSOLIDATED CASH FLOW
STATEMENT FOR THE YEAR ENDED
31 DECEMBER 1995

As Restated
1995 1994

Notes £°00¢ £°000 £°000 £°000

NET CASH INFLOW FROM
OPERATING ACTIVITIES 1 18,413 23,201

RETURNS ON INVESTMENTS
Interest received 2,136 1,033

Investment tncome 5,646 4,637

NET CASH INFLOW FROM OPERATING
ACTIVITIES AND RETURNS ON INVESTMENTS 26,195 28,871

INVESTING ACTIVITIES
Purchases of fixed assets (888) (885)
Sales of fixed assets 94 21
Purchases of investments {106,390) (95,791}

Sales of investments 85,423 70,695

NET CASH OUTFLOW FROM
INVESTING ACTIVITIES (21,761) (25,960)

INCREASE /(DECREASE) IN CASH AND
CASH EQUIVALENTS 3,071 (3,018)




NOTES TO THE CASH FLOW

STATEMENT FOR THE YEAR ENDED
31 DECEMBER 1995
. As Restated
1995 1994
£°000 £'000
1. RECONCILIATION OF SURPLUS
oo BEFORETAXATIONTO NET CASH INFLOW
e FROM OPERATING ACTIVITIES
- i Surplus before taxation - 28,693 27,988
T Investment income (9,659) (6,968)
T Realised {gains)/losses from disposal of investments (1,845) 1,236
(Profit)/loss on disposal of fixed assets (1) 16
Depreciation 1,078 1,029
Increase indebrtors (195) (109}
Increase in creditors 342 9
. Net cash inflow from
operating activities 18,413 23,201
H
- 2. ANALYSIS OF CHANGESIN CASH AND
CASHEQUIVALENTS DURING THE YEAR
Balanceat 1 January 1995 4,260 7,273
Neccashinflow/(oudlow) S078 I
Balance at 31 December 1995 7,331 4,260
3. ANALYSISOFTHEBALANCES OF CASH
i AND CASHEQUIVALENTS ASSHOWNIN
e THE BALANCESHEET
Change
inyear 1995 1994
£°000 £7000 £7000
Deposits at banks 3,071 7,331 4,260

10
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NOTES TO THE FINANCIAL

STATEMENTS FOR THE YEAR ENDED
31 DECEMBER 1995

ACCOUNTINGPOLICIES
Format of the financial statements

The Consolidated Income and Expenditure account
differs from the formats as prescribed by the
Companies Act 1985. The departure has been adopted
in order to give a better understanding of the financial
statements.

(b) Basis of accounting

(c}

The financial statements have been prepared under
the historic cost convention, 2s modified by the
revaluation of investments and certain leasehold
properties and in accordance with applicable
accounting standards.

Basis of consolidation

The Consolidated Income and Expenditure
account and balance sheet include the financial
statements of the company and its subsidiary
undertakings made up to 31 December. No income
and expenditure account is presented for The
Medical Defence Union Ltd as permitted by section
230 of the Companies Act 1985. In the company
financial statements investments in subsidiary
undertakings are carried at cost. In previous years
consolidated financial statements were not
preparcd as the accounts of the subsidiaries were
not considered material.

{d) Subscriptions

®

Subscription Income comprises subscriptions duc
and received before 31 December without
apportionment. Pursuant to Schedule 4 para 55(5) of
the Companies Act 1985 no geographical analysis of
subscripttons is shown.

Indemnity and legal costs

Ixpenditure on indemnity payments and legal
charges covers the aggregate of all agreed indemnity
settlement and legal services provided for members
together with insurance premiums. These costs
include platntiffs’ costs incurred under indemnity,
and payments on account, legal costs, representation
at service commitzee appeals, at hospital enquiries and
at the General Medical and Dental Councils, and legal
assistance to members.

Tangible fixed assets and depreciation

The cost/revalued amounts of tangible fixed assets are
written off evenly over their estimated useful
cconomic lives. Reviews are made periodically of the
estimated remaining lives of indwvidual assets,
taking account of commercial and technological
obsolescence as well as normal wear and tear.

FREEHOLD PROPERTY:

The cost of frechold office property is written off
over 50 years.

SHORT LEASEHOLD PROPERTIES:
Redevelopment costs on short leasehold properties
are written off over the period of the leases.
LONG LEASEHOLD PROPERTIES:

The cost/revalued amounts of long leasehold
properties are written off over 5C years.

OFFICE EQUIPMENT:

10-100 per cent per annum on Cost.
MOTORVEHICLES:

20 per cent per annuim on COStL.

{g) Investments

Listed and unlisted investments held at 31 December
are stated at the mid-market valuation on that date.
Movements on revaluation are accounted for through
the investment revaluation reserve.

In accordance with Financial Reporting Standard 3,
on disposal, the proceeds are compared with the
carrying value and the resulting profit or loss credited
or charged to the income and expenditure account.

The 1994 comparative figures have been restated 1o
reflect this treatment.

Investment income is accounted for on the basis of
cash received including any ateributable tax credit.

(h) Foreign currencies

{®

0)

Assets and liabilities expressed in foreign currencies
are translated into sterling at the rate of exchange
ruling at the balance sheet date. Transactions
denominated in foreign currency are recorded at the
rates of exchange ruling at the date of transactions.
The resulting exchange differences are dealt with in
the determination of the surplus for the financial year.

Deferred taxation

No provision is made for potential tax liabilities on
unrealised gains arising from the revaluation of
investments and certain leasehold properties.

Pension costs

The pension costs are charged in the income and expend-
iture account so as to spread the regular cost of pen-
stons over the working lives of employees who arescheme
members. Variations from the regular costare allocated
over the average remaining service lives of employees.

(k) Operating leases

Leasing charges in respect of operating leases are
recognised in the income and expenditure account
over the lives of the lease agreements as incurred.




NOTES TO THE FINANCIAL

STATEMENTS FOR THE YEAR ENDED

31 DECEMBER 1995

- 1995 1994
. £'000 £'000
- 2, INDEMNITY AND LEGAL COSTS
: Indemnity payments ' 29,362 23,678
Legal costs 13,393 13,085
42,755 36,763
, 3. SURPLUSOF MEMBERS SUBSCRIPTIONS OVER EXPENDITURE
1
: () Surplus of members’ subscriptions over expenditure for the year
before taxation has been arrived at after charging/{crediting) the following:
Depreciation (Note 6) 1,078 1,029
' {Profit)/loss on disposal of fixed assets (N 16
- Auditors’ remuneration —asauditors 54 55
—for non-audit work 175 157
Operating lease charges 13 52
{b) Directors’ remuneration:
Fees 200 192
Other emoluments (including pension contributions) 397 351
597 543
Chairman’s fees 34 29
Emoluments (excluding pension contributions)
of the highest paid director 120 108
The emoluments {excluding pension contributions) of the other directors fell within the following ranges:
Number Number
£ Nil- £ 5,000 1 1
£ 5,001- £ 10,000 8 9
£10,001- £ 15,000 - I
£15,001- £ 20,000 2 H
£20,001- £ 25,000 3 3
£25,001- £ 30,000 - 1
. £30,001— £ 35,000 1 -
£40,001- £ 45,000 1 -
£65,001 - £ 70,000 1 -
£90,001— £ 95,000 - !
£95,001 - £100,000 1 !

12



NOTES TO THE FINANCIAL

STATEMENTS FOR THE YEAR ENDED
31 DECEMBER 1995

1995 1994
£°000 £000
{c) Staff costs charged in arriving at the surplus of members
subscriptions over expenditure for the year before taxation are:
Salaries 6,750 5,997
Social security costs 457 427
Other pension costs 1,016 1,056
8,223 7,480
Staff costs include £497,000 relating to redundancy costs (1994: £414,000)
Number Number
Average number of employees in the year 202 154
2’000 £°000
4. INVESTMENT INCOME
Franked investment income 1,565 947
Unfranked investment income 5,958 4,988
7,523 3,935
Loanand bank interest 2,136 1,033
9,659 6,968
5. TAXATION
Corporation tax for the yearat 33 per cent
{1994: 33 per cent) on income and capital gains
from investments 3,529 2,549
Tax credits on franked investment income 276 189
Adjustment in respect of previous years (76) (447)
3,729 2,291

The potential liability on unrealised gains arising on the revaluation of investments is estimated to be £5,913,000
(1994: £3,880,000) and on the revaluation of certain leasehold properties is estimated to be £660,000 (1994:

£670,000).

13
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NOTES TO THE FINANCIAL
STATEMENTS FOR THE YEAR ENDED
31 DECEMBER 1995
6. FIXED ASSETS~TANGIBLE
T Company and Group Freehold Leasehold Motor Office
Property Properties Vehicles Equipment Total
£000 £°000 £°000 £'000 £000
Cost/valuation
. s At 1 January 1995 1,707 9,341 671 5,117 16,836
R Additions - 164 439 285 888
_ Disposas - (174) (200} (101) (475)
.‘,_ _____ At31 December199s 1,707 9,331 910 5,301 17,249
) 1
) Cost 1,707 6,059 910 5,301 13,977
Valuation in 1987 - 3,272 - - 3,272
T 1,707 9,331 910 _ 5,301 17,249
- Depreciation
At1January 1995 484 2,356 235 4,057 7,132
Provided in year 34 381 154 509 1,078
Disposals - (174) (108) (99) (381)
: At 31 December 1995 518 2,563 281 4,467 7,829
Net book amount
At 31 December 1995 1,189 6,768 629 834 9,420
. At31 December 1994 1,223 6,985 436 1,060 9,704
" Certain leaschold properties were professionally valued in 1987, on an existing use basis. On an historic cost basis,
leasehold properties at valuation would have been included as follows:
1995 1994
. £000 £°000
; Cost 2,747 2,697
h Depreciation 310 276
- 2,437 2,421
Leaschold properties at net book value comprise:
Properties with over 50 years to run 6,654 6,983
Properties with under 50 years to run 114 2
) 6,768 6,985
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NOTES TO THE FINANCIAL
STATEMENTS FOR THE YEAR ENDED
31 DECEMBER 1995

1995 1994
7. CAPITAL AND OPERATING LEASE COMMITMENTS £°000 £'000
Capital expenditure contracted for but not provided for in these accounts 384 23
Capital expenditure authorised but not yet contracted for 1,135 1,590
1,519 1,613
Commitments to pay during the next year under non-cancellable operating
leases in respect of motor vehicles:
Expiring within 1 year - 20
8. FIXED ASSETS - INVESTMENTS
Group Listed Unlisted Cash held for
______ Investments Investments Investment Total
At 1 January 1995: £7000 £°000 £°000 £'000
At valuation 177,049 772 - 177,821
At COS[ .................................... n . - 10’856 10’856
177,049 772 10,856 188,677
Additions at cost 63,089 - 43,486 106,575
Disposals (83,246) {332) - (83,578)
Revaluation movement (Noge 1) 14,151 (55) _ - 14,096
Ar31 December 1995 171,043 385 54,342 225,770
Company Shares in subsidiary Listed Unlisted Cash held for
underta!ﬁggﬂs_ Investments  Investments Investment Total
At 1 January 1995: £°000 £’000 £°000 £'000 £°000
At valuation - 177,049 772 - 177,821
Atcost . - - - 19,856 10,856
- 177,049 772 10,856 188,677
Additions at cost 5,000 63,089 - 19,717 87,806
Disposals - (83,246) (332) ~ (83,578)
Revaluation movement (Note 11) - RN 15t S (55) e 10%
At 31 December 1995 5,000 171,043 385 30,573 207,001

Listed and unlisted investments are stated at valuation. Cash held for investment is stated at cost. The listed
investments are all listed on recognised stock exchanges. On an historic cost basis, investments would have been
included as follows for both company and group:

1995 1994

£°000 £°000

Listed investments 143,603 160,909
R ettt 2l 352 .

143,818 161,261
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NOTES TO THE FINANCIAL
. STATEMENTS FOR THE YEAR ENDED

. 31 DECEMBER 1995
o 1995 1994
. Group Company Company & Group
e 9. DEBTORS £°000 £°000 £°000
. Subseriptions in transit 6638 668 332
. Orther debtors 196 196 358
Prepayments and accrued income 468 291 447
R Amounts owed by subsidiary undertakings - 18,844 -
* 1,332 19,999 1,137
S 10. CREDITORS - Falling due within one year:
1 Administrative creditors 1,793 1,780 1,410
Taxation and social security 2,161 . 2,161 1,611
3,954 3,941 3,021
N PROVISION FOR LIABILITIES AND CHARGES
Zn Provision for pensions 612 612 530
11. RESERVES
i Group Property Investment Accumulated
Revaluation Reserve  Revaluation Reserve Fund Total
. £°000 £°000 2’000 £°000
‘ At 1 January 1995 2,507 16,560 181,160 200,227
Movement on revaluation of
investments (Note 8) - 14,096 - 14,096
Transfer of realised gains - (3,090) 3,090 -
Excess of income over
expenditure for the year - - 24,964 24,964
At 31 December 1995 2,507 27,566 209,214 239,287
L Company Property Investment Accumulated
" Revaluation Reserve Revaluation Reserve Fund Total
£°000 £'000 £°000 £'000
At 1 January 1995 2,507 16,560 181,160 200,227
Movement on revaluation of
y investments {Note §) - 14,096 - 14,096
Transfer of realised gains - {3,090} 3,09¢ -
- Excess of income over
. expendicure for the year - - 24,868 24,868
At 31 December 1995 2,507 27,566 209,118 239,191
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NOTES TO THE FINANCIAL

STATEMENTS FOR THE YEAR ENDED
31 DECEMBER 1995

12. PENSION COSTS
The MDU provides a defined benefit pension
scheme for its employees in the UK, the assets of
which are held under trust separately from those of
The MDU. Pension costs are assessed on the advice
of an independent qualified actuary using the
projected unit method. The assumptions which have
the most significant effect on the pension cost are
that the rate of return on investments will average 9
per cent per annum, that salary increases will average
7 per cent per annum, that present and future
pensions will increase at 5 per cent per annum, and
that future dividend growth will average 4.5 per cent
per annum,
The funding of the UK scheme is based on regular
triennial actuarial valuations. The most recent
actuarial valuation was as at 1 April 1994 when the
market value of the scheme’s assets was £17.8m. This
showed that the actuarial value of the assets
represented 105 per cent of the value of the benefits
which had acerued to members, after allowing for
future increases in salaries. The UK pension cost for
1995 was £924,000 (1994 — £979,000) after allowing
for spreading the surplus revealed by the April 1994
valuation over the average remaining service life of
scheme members, estimated as 10 years.
In Australia, where a defined contribution scheme
15 operated, contributions during the year were
£92,000 (1994: £77,000).

13. ACCUMULATED FUND ~INDEMNITY CASES -

GROUP AND COMPANY

The liability for outstanding reperted indemnity
cases as at 31 December 1995 is estimated on the
advice of the consuliing actuaries to be £221m
(1994 - £199m). The actuaries have taken account
of the fact that cases are setiled over a2 number of
years and the estimated liability has been
discounted to allow for future investment returns.

14. INVESTMENT IN SUBSIDIARY UNDERTAKINGS

On 21 August 1995 the company established MDU
Australia Insurance Co Pty Limited, a company
incorporated 1n Australia. The MDU holds the
entire issued share capital of the company. The
company has not traded during the year.

On 1 September 1995 the company established
MDU Insurance Limited, an insurance company
incorporated in Guernsey. The MDU holds the
entire issued share capital of the company.

The following subsidiary undertakings, all of which
are registered in England and none of which has
traded in the year, are wholly owned by The Medical
Defence Union Limited: The Australasian Medical
Defence Union Limited; Dental Defence Union
Limited by Guarantee; Healthcare Risk Management
Limited; Hospital and Community Services Limited;
General Practitioner Defence Union Limited;
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Medical Defence Healtheare Risk Management
Limited; MDU Risk Management Limited; Medical
Defence Risk Management Limited; MDU
Healthcare Risk Management Limited; and MDU
MediRisk Limited.

The company holds all the voting rights in respect
of the above subsidiary undertakings.

15. MEMBERS’ LIABILITY
The Medical Defence Union Ltd is a company
limited by guarantee not exceeding £1 per member.

AUDITORS’ REPORT
TO THE MEMBERS

We have audited the financial statements on pages 6 to 17
which have been prepared under the accounting policies
setouton page 11.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS

AND AUDITORS

As described on page 5 the directors are responsible for the
preparation of financial statements. It is our responsibility
to form an independent opinion based on our audit, on
those statements and to report our opinion to you.

Basts oF OPINION

We conducted our audit in accordance with Auditing
Standards. An audit includes examinartion, on 2 test basts,
of evidence relevant to the amounts and disclosures in the
financial statements. It also includes an assessment of the
significant estimates and judgements made by the
directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate to
the company’s circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit 5o as to obtain all the
information and explanations which we considered
necessary in order to provide us with sufficient evidence
to give reasonable assurance that the financial statements
are free from material misstatement, whether caused by
fraud or other irregularity or error. In forming our
opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements.

OPINION

In our opinion the financial statements give a true and fair
view of the state of affairs of the company and the group at
31 December 1995 and the group surplus for the year then
ended and have been properly prepared in accordance

with the Cofgbanies Act!")z q 2
A RR FORSTER L

CHARTERED ACCOUNTANTS, REGISTERED AUDITORS
London—26 March 1996
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NOTICE I$ HEREBY GIVEN THAT THE

ANNUAL GENERAL MEETING® OF
THE MEDICAL DEFENCE UNION LIMITED

(A ComMPANY LIMITED BY GUARANTEE)

WILL BE HELD AT

ROYAL COLLEGE OF PHYSICIANS
11 ST ANDREWS PLACE REGENTS PARK LONDONINW14LE
ONTUESDAY 18 JUNE 1996 AT 3.15PM
FOR THE FOLLOWING PURPOSES:

Toreceive reports of the Board of
Management and the auditors and the
financial statements for the year ended
31 December 1995.

To elect C M Tomkins, who isdueto
retire under Article 56, to the Board
of Management.

Toelect members of the Board of
Management appointed under Article 56,
recommended under Article 53(b)(x)

or nominated under Article 53(b){ii)
after the date of the notice for the

1995 Annual General Meeting,

To re-clect the following members of
the Board of Management, who are
retiring by rotation under Article 51:
1 Keclsey Fry (who attained the age of
70 years on 25 October 1993; special
notice has been given in compliance
with Article 62(d))

D E Markham

MT Saunders

JCSmith

Sir Roland Smith

To invite the Board of Management to

appoint as members of the Council of
The MDU for 1996-1997 the following:

Resolution
No.

9

Resolution
No.
J Adgey MD MB BCh BAO FRCP
AR Aitkenhead BSc MD FRCA
M Anderson FRCOG
T C Ball 8Ds BSc DDS DGDP(UK)
JE Banatvala MA MD MRCP FRCPath DCH DPH
PR F Bell MD FRCS FRCSEd
Hedley E Berry MB BS FRCS
E M Cooke 0BE BSc MD FRCPath FRCP
C C Evans MD FRCP
A Fitzgerald O’Connor MB ChB FRCS
J CFrankland Bsc MB ChB FRCGP DObstRCOG
I Kelsey Fry bM FRCP FRCR
]S Garfield Mchir FRCP FRCS
R L Hargrove MB BS FRCA
CR Hemming RGN DNCert PWT PN
R W Hiles mB ChB FRCS FRCSEd
Sir David Hull Me ChB FRCP
W S L LaFrenats MB ChB DObstRCOG
D E Markham mB ChB FRCS
C D Marsden MB BS FRCP MRCPsych FRS DSc
H G Morgan MD FRCP FRCPsych DPM
P J Mulligan M3 chB FRCS FRCSGlas
C O’'Herlihy MD FRCPI FRCOG FRACOG
G G Pollock MB BS MRCP FRCGP FRCA DObStRCOG
D E Poswillo C8E DDS DSc MDhe FSRCS FRACDS
HonFFDRCSI FIBiol FRCPath
R K Prasad MB Ms FRC5Glas MRCGP
R C G Russell MS FRCS
P ] Holmes Sellors LvO MA BM Bch FRCS
J C Smith 08E MS FRCS
G Strube MB BS MRCS LRCP DCH
E M Symonds MD FRCOG
R H Vickers MA BM Bch FRCS
R M Watson MDS FDSRCS
I E West MB Che FRCPath DM]
P R Williams MA MB BChir Camb MRCGP

* This meeting is being held at the Royal College of Physicians, by kind permission of the Treasurer




Resolution
No.
To re-appoint Messrs Pannell Kerr Forster
as auditors and to authorise the Board
of Management to determine the
remuneration of the auditors. 10

To consider and, if thought fit, pass the

following resolution, which will be

proposed as a special resolution, relating

to the company’s Memorandum and

Articles of Association. 11

That the Memorandum and Articles of Association of
The MDU be amended as follows:

Memorandum
Clause 3(i) line 3: delete “others involved in or with’
and insert “other persons (including bodies corporate)
involved or engaged in or with’,
Line 5: insert after the word ‘sciences’ the words:
‘(including bodies corporate)’.
Clause 3(iii) line 4: after the word ‘representatives’
insert the words ‘(whether in their representarive or
their personal capacity) or the beneficiaries (and those
with an interest in or deriving from the estates of the
beneficiaries)” and after the words ‘former members’
insert ‘or the trustees in bankruptcy of a member,
applicant for election to membership, deccased
member or former member’,
Clause 3(iv) fine 4: after the word ‘representatives’ insert
the words ‘(whether in their representative or their
personal capacity) or the beneficiaries (and those with an
interest in or deriving from the estates of the beneficiaries)
of any deceased member or former member or thetrustees
in bankruptcy of a2 member, applicant for election to
membership, deceased member or former member’.
Line 13: after the word ‘penalties’ insert “and to meet
or compromise (whether or not by way of indemnity)
or take part in mecting or compromising any such
actions proceedings ¢laims and demands’,
Clause 3(v) line 4: after the word ‘determined’ isert
the words ‘or which the Board of Management may
think necessary or convenient for the protection of the
interests of any applicant for election to membership,
member or former member or the personal
representatives or beneficiaries {and those with an
interest in or deriving from the cstates of the
beneficiaries) of any deceased member or the trustees
in bankruptcy of any member, applicant for electionto
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membership, deceased member or former member’.
Clause 3(vi) line 2: after the word ‘measures’ insert the
words ‘and the purchasing of insurance’.

Clause 3(xiii) line 3: after the word “of’ insert the
words ‘subscription for shares or other securities’.
Line 8: after the word ‘sciences’ insert the words ‘or
which the Board of Management of The MDU may think
necessary or convenient for the purpose of its objects”.

Articles of Association
Clause 2: insert “Corporate Member’ means a
member which isa body corporate’.
Clause 2(b) line 2: after the word ‘and’ insert the words
‘neuter and’.
After 2(b) insert a new paragraph ‘2(c) references to
persons include individuals and bodies corporate’.
Clause 4 line 2: after the word ‘persons’ insert the
words ‘(including bodies corporate)’.
Line 10: after the word ‘rate’ insert the word
“frequency’.
Clause 9 line 9: delete the word ‘later’ and insert the
word ‘other’.
Clause 13 line 2: delete ‘14’ and insert ‘217,
Line3:after the word ‘Executive’ insert the words ‘or such
lesser notice as the Board of Management may agree”.
Clause 17 line 1: after the word ‘rates’ insert the word
‘frequencies’.
Line 3: after the word ‘members’ msert the words
‘whether fora year or any other period’.
Clause 24 line 3: after the word ‘proxy’ insert the words
‘each being a member ora proxy foramember ora duly
authorised representative of a corporate member’.
Clause 34 line 1: after the word ‘member” insert the
words ‘“who (being an individual)1s’.
Line 1: after the word ‘person’ insert the words ‘or
(being a body corporate) is present by a duly
authorised representative not being himself a member
entitled to vote’.
Line 2: after the word ‘vote’ insert the word ‘and’ and
delete the words ‘present in person or by proxy’.
Line 3: after the word ‘vote’ add a new sentence ‘Ona
poll votes may be given either personally or by proxy.”.
Clause 41 line 1: after the words ‘proxy’ insert the
words ‘or by the duly authorised representative of a
corporate member’,
Clause 47 line 4: after the word ‘give’ insert the words
‘0 any member, any applicant for election 1o
membership, any former member, the personal
representatives (whether in their representative or their

personal capacity) or the beneficiaries (and those with




an interest in or deriving from the estates of the
beneficiaries) of any deceased member (who wasat the
date of his death 2 member or who was not at the date of
his death a member but had formerly been a member
and had ceased to be such) or the trustees in bankruprey
of any member, applicant for election to membership,
deceased member or former member (who was at the
date of his bankruptcy a member or who was notatthe
date of his bankruptcy a member but had formerly been
amember and had ceased to be such)’.

Line 9: after the word ‘of’ insert the words ‘such
person’ and delete the words ‘any member, any
applicant for election to membership, any former
member, or any deceased member (who wasatthe date
of his death a member or who was not at the date of his
death a member but had formerly been a member and
had ceased to be such)’.

Clause 48(1) line 9: after the word ‘representatives’
insert the words ‘(whether in their representative or
their personal capacity) or the beneficiaries (and those
with an interest in or deriving from the estates of the
beneficiariesy. After the words ‘of any deceased
member’, insert the words ‘or the rtrustees in
bankruptcy of any member, applicant for election to
membership, deceased member or former member’.
Line 19: after the word ‘penalties” insert ‘and to grant
funds to meet or compromise (whether or not by way
of indemnity) or take part in mecting or compromising
any such action proceeding claims or demands’.
Clause 48(2) linc 2: after the word ‘indemnity’ insert
‘or grant’.

Line 6: after the word ‘representatives’ insert the words
‘or his trustees in bankruptcy as the case may be’,

Line 7: after the word ‘representatives’ msert the
words ‘or beneficiaries’ and after the word ‘concerned’
insert the words ‘or the trustees in bankruptcy of the
member, applicant or former member concerned’.
Clause 85 line 1: after the word ‘either’ insert the
words ‘being an individual’.

Line 1: after the word ‘person’ insert the words
‘or, being a body corporate, by its authorised
representative’.

By Order of the Board of Management

N SEnmbn

N ) BOWMAN
COMPANY SECRETARY
26 March 1996
REGISTERED OFFICE:
3 Devonshire Place London WIN2EA

NOTES:

(1} Every member is entitled to attend and vote or may
appoint 2 proxy who must be 2 member of The MDU,
The proxy form is enclosed with this Annwal Report. To
be effective it must be deposited at the registered office
not later than 3.15pm on 16 June 1996.

{2) Dr C M Tomkins MB chB(Hons) FRCS was appointed to
the Board as Professional Services Director on 20 June
1995 and offers herself for election in accordance with
Article 56, Dr Tomkins joined The MDU as a medico-
legal adviser in 1985 and was appointed Head of Claims
Handling in 1993. She spent her clinical years training in
ophthalmology.

{3) Dr I Kelsey Fry DM FRCP FRCR, formerly a Consultant
Radiologist in London, has been a member of the
Council of The MDU since 1980 and Chairman of the
Board since July 1993.

(4 Mr D E Markham MB che FRCS, a Consultant
Orthopaedic Surgeon, Manchester, has served on
Council since 1980 and became a founder member of the
Board in 1991. Mr Markham has chaired the Cases
Committee since July 1992,

(5} DrM T Saunders MB BS MRCS LRCP DObstRCOG, formerly
a General Practitioner, was appointed to The MDU staff

in 1986. He became General Manager, Professional
Services and a member of the Board in 1991, and was
appointed Chief Executive in June 1995.

(6) Mr ] C Smith 08 Ms FRCS, a Consultant Urclogist,
Oxford, has served on Council since 1969. He was
appointed Treasurer in 1988 and joined the Board as a
founder member in july 1991.

(7) Professor Sir Roland Smith BA Msc PhD is both Chairman
and director of a number of national and international
companies meluding Hepworth ple and Manchester
Unized ple. He is Chancellor of the University of
Manchester Institute of Science and Technology, He was
2 member of the Court of Governors of the Bank of
England from 1990 until his retirement in February 1996,
SirRoland joined the Board of The MDU in 1992.

{8) References to line numbers in the special resolution are
taken from the printed form of the Memorandum and
Articles of Association of The MDU prepared following
the 1994 AGM. Copies may be obtained from The MDU
uponapplication to the Company Secretary. A version of
the Memorandum and Articles of Association showing
the changes proposed is available by arrangement with
the Company Secretary and a copy will be available for
inspection at the meeting.

{9} The proposcd changes to the Memorandum and Articles
of Association are mainly for the following purposes:

{i) To enable The MDU to admit bodies corporate to
membership.

(ii} To ensure that The MDU is able to provide benefits of
membership to beneficiaries of deceased members and
rrustees in bankruptey of bankrupt members.

(iii) To ensure that The MDU has the flexibility needed to
keep pace with changes in the way it carries on its
business.
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