The
Leadership
Group

>

Empowering
Transformation

The Rise of the Fractional CFO




-+
P
=
(%2
=
®
-
O
O
O
@)
o
L
—

The good news first.

Startups and scaleups are seeing more capital investment than at any
point in history. In Q1 2022, $11.3B was raised, more than any other country
in the world apart from the US. So on that front, business is well and truly
booming.

The bad news?

High inflation, a weak pound, supply chain pressures, volatile global
events like the war in Ukraine, and a recession expected to last two years
in the UK.

More investment combined with economic uncertainty means there is
more pressure on finance departments to make sure the numbers stack
up. Yet many startups or small businesses lack the strategic expertise of
an experienced CFO or FD who can help deliver a long-term and
sustainable growth plan.

Don’t panic - the challenges facing businesses today don’t have to be
daunting.

Startups, fast-growing businesses and small companies with complex
operations are turning to part-time - also called fractional or portfolio -
CFOs to provide stability, confidence and strategic guidance to founders,
CEOs, board members and investors.

In this guide, we explore the challenges causing this trend and offer
Insight into how organizations can continue to drive long-term
performance in these uncertain times with transformative financial
leadership.

| hope you enjoy it!

David Bailey
CEO, The Leadership Group

02
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The modern CFO

No longer just about finance?

In recent years, the role of the modern CFO has changed significantly.

‘Finance has always had a central controlling role in
business, in achieving targets, creating stakeholder
value and reporting to investors at large. That's now
expanded beyond traditional accounting/finance. As

CFO, now | am responsible for many things beyond
the traditional finance function®

Rob Nicholls
Fractional CFO and strategic advisor

Yes, CFOs are still responsible for all traditional areas of finance including
cash flow, financial planning and strategy. But they have a broader
nMandate too:

e More functions now report to CFOs. Six today compared to four in
2016.

 CFOs have become responsible for other key areas of the business,
Including investor relations, post-merger integration and
procurement.

 The role has become more cross-functional, playing a more active
role in driving transformation and influencing change in the
company.

03



.
),
@,
C
O

£

(T
e
D)
O

0O
O
e
7))

=
| -
),
O)
-

O
O
-

|

O
L

O
=
O,

U
O
-
),

O
|_

e CFOs are expected to drive long-term performance over short-
term performance.

e More CFOs are at the forefront of digitization, becoming involved
INn dreas such as automation, analytics, Al, and data visualization.

CFOs cite increasing oversight over key areas of the business.

Activities or functional areas that report to CFO, % of respondents 2016 W 2018 W 2021
64
50
44 43 41 43 42
36
32 34 31
21
I 3
Investor Postmerger Board Procurement Digital
relations integration engagement

This chart from McKinsey demonstrates the increasing responsibilities of a modern CFO
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https://www.mckinsey.com/capabilities/strategy-and-corporate-finance/our-insights/mastering-change-the-new-cfo-mandate

They need to be the person that can tie
everything together. The numbers paint
a thousand woras and the CFO has a
unique position to be able to take the
figures and understand all of the
contributing factors that make them up
and translate them back into the
business. This is a critical skill that isn't
always fully understood.

Jim Shirley
CFO and founder of FundingHero




The rise of the fractional CFO

The rise of the fractional CFO

A fractional CFO - also known as an outsourced or portfolio CFO - is

someone who provides strategic advisory support to startups and
small businesses on a part-time basis. It means that a startup can
access the knowledge, experience and strategic guidance of a CFO
without hiring one full-time.

“Early-stage businesses generally suffer from lack of
quality informmation to make real strategic decisions
that can make or break their business, so they are
flying blind.

They are financially immature, so they need some
assistance to establish some basics around
meaningful metrics to track, regular reporting that
drives the right strategic actions, and then a suitable
funding & working capital strategy to make sure they
don't starve themselves of cash to grow at the right

time.”

ﬂ Jim Shirley
P W CFO and founder of FundingHero
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What's driving the demand
for fractional CFOs?

One thing is clear: the demand for fractional CFOs is on the rise.

UK tech startups and scaleups are also seeing record amounts of
investment. In Q1 2022, $11.3B was raised, more than any other
country in the world apart from the US. This is following a record year
In 2021, especially in London, where startup investment reached an

all-time high of $25.5B, a 2.3x year-on-year growth rate.

The UK ranks second globally for startup investment so far in 2022, after
just the United States and ahead of both India and China for the first time.

VC investment in 2022 by top countries (vs. full year 2021 ranking)

US $123.4B
UK (A2) - $15.6B
India $14.8B
China (v2) $11.8B
France (A1) $7.6B

This graph from Dealroom shows how the UK ranks for global startup investment

A big influx of capital makes financial matters more complicated,
and creates a gap that needs to be filled by someone who can
provide high-level guidance. Whether it's creating long-term
financial forecasts, planning to expand to new markets, giving
investors and board members confidence, helping evaluate
potential mergers, preparing for a new investment round, an
experienced CFO can plug those gaps.
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“One of the best things we did at Luna in the really
early days was to get a fractional CFO. It took so
much pressure off me because building models isn't
my strong point. | had to admit where my

weaknesses dre, but | made sure to plug that gap
iImmediately.”

James Roycroft-David
CEO of Luna

But it's not just an influx of capital into startups that are driving this
trend:

The changing nature of work

Hybrid work models are becoming the norm and more people are
opting into the gig economy, even at the executive level. People who
have been finance chiefs for most of their careers are less interested
In working 70-80 hours a week, preferring a fractional role where they
can work with multiple clients, usually for one or two days a week.

Claire Martell co-founder and chief executive of Murdock Martell Inc.,
a fractional CFO firm based in the US, says that some of her best

hires have been people like this. “It’s just less persistent and more
manageable,” she said.

The need for proper financial modelling

Financial models give founders an overview of a company’s
operations, expenses and earnings. They enable executives to make
key business decisions such as estimating the cost and profits of a
new project or anticipating the impact of internal changes such as a
change of strategy or business model. They can also be used to
estimate the valuation of a business.
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With the huge spike in early-stage, VC-backed startups, it's
becoming more important for founders to get a grasp on their
financial modelling early so they can plan for the future.

Preparing for sustained growth

A fractional CFO can help founders take a step back to rethink their
go-to-market strategies. With the rapid pace of change in
technology and digitization, this is more important than ever before.

“For instance, a startup may benefit from a fractional
CFO's view into revamping its pricing or packaging,
identifying discounts with suppliers, or rethinking
sales compensation plans to align with new
strategies. A fractional CFO can help understand

total addressable market and prepare forecasts for
how customer segments could be scaled.”

Dave Rosenberg
Head of Marketing, EMEA at Oracle NetSuite

With Environmental, Social and Governance (ESG) standards also
becoming increasingly important for both investors and consumers,
a fractional CFO can help you prepare and make sure you are
compliant with any new regulations.

Building credibility for investors

If a startup has plans to aggressively expand and grow, then it must
have sound financial leadership and a clear financial strategy that
aligns with its growth ambitions. That means a lot more than just
being a bookkeeper.

Q"
7))
O
LL
O
O
-
O
)
O
O
—
o
(O
O
C
O
-
)
O
)
L
)
O)
£
P
O
w
s
O
=

09




They want to see things like how deferred revenue is managed,
whether equity is properly accounted for, and see solid information
about margins and department costs.

“It was one of the first things we did with every
investment. Get the founder a CFO-type person to
run the numbers. A CFO properly understands cash-
flow and budgeting and is able to give proper
communication to investors on how the company is
actually doing. The second point is incredibly

important from the next fundraising POV, as a lot of
founders mess it up, then find out they are cash-out
iIn 3 months!”

Gian Seehra
Investor and fundraising coach

Market turbulence creates uncertainty

High inflation, a weak pound, volatile global events such as the war in
Ukraine, and a looming recession. All conditions to spook investors
and reign in capital investment.

Later-stage startups may need to delay funding rounds or push out
IPO plans, meaning cash runway management will be key. According
to CB Insights, failing to raise new capital or running out of cash is
the top reason startups fail.
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Top reasons startups fail

Ran out of cash/failed 389

to raise new capital ’
X

Qi Got outcompeted - 20%

This chart from CB Insights shows that running out of cash is the top reason startups fail

With all this uncertainty and a lack of market confidence, an
experienced CFO can manage cash runway, build investor
confidence, and plan for the long-term while factoring in the key
economic challenges countries are facing right now.
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Who benefits from hiring a
fractional CFO?

Hiring an experienced finance leader, even on ad fractional basis, can
have a positive ripple effect throughout a startup, from the CEO right
through to the newest team member. Let's take a quick look at the
benefits of hiring a part-time CFO:

* For CEOs - building financial models, budgeting, seeing whether
you can afford to bring someone in, improving profit margins...
none of these fall within the remit of the CEO. By bringing a
finance leader who is fully trained, qualified and experienced,
results are often transformational. As Tom Shelbourne, CEO of
West Country Tech Ltd. explains, “To put it bluntly, in the time that
our fractional CFO has been with us, he has doubled our
turnover.”

 For Board members - a young executive team without much
experience can make board members nervous, especially given
how complex and fast-moving business is today. An experienced
portfolio or fractional CFO can give board memlbers more
confidence in the future direction and stability of the company.

e For Investors - the same goes for investors, especially with so
much market turbulence. Having someone who properly
understands cash flow management, financial modeling and
budgeting, and who can communicate to investors how the
company is actually doing is incredibly important, especially
when it comes to things like fundraising rounds or exit planning.

e Wider team - experienced CFOs can serve as mentors not only to
young CEOs but also to the wider team. Plus a confident, growing
company is a great way to boost morale and keep people happy
and motivated.

e Prospects and potential clients - it's not just internal execs and
team members who benefit. Having a CFO sit with you in
meetings with other CEOs or MDs who want to work with your
business may increase your close rate by giving them confidence
INn you.
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A 4-step roadmap to hiring a
fractional CFO

As we've established, the CFO has become the linchpin of any
company:

“Determining profitability and ROl on everything that
happens in a company is the key to strength and
sustainability in a business.

Owners and presidents of companies now see that

not just as a mantra that justifies the desk of the CFO,
but as a means of protecting the financial strength of
a business.”

Larry Chester
President, CFO Simplified

And with the rise of the fractional CFO, it means that any company,
regardless of size or industry, can now benefit from the financial
advice and experience of a CFO.

In this section, we're going to lay out a roadmap for identifying if your
organisation is a good fit for a fractional CFO and which projects or
milestones (e.g. fundraising round or exit planning) you need them
for. We'll also look at where you can find them and what skills you
should be looking for.

The following steps are designed to help you find a right-fit finance
chief to give you the confidence and clarity to make key decisions
based on financial outcomes.

13
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1. Understand if your organisation is
a good fit

When might an organisation look to hire a fractional CFO?

“The moment a startup needs to raise funds to get
their series A investment, as an example, they would
typically get a portfolio or fractional or interim CFO
because they've got a specific set of skills with

building investor relations, with negotiating term
sheets, with installing the whole finance function.”

Jennifer Brook Botfield
Global Head of Interim and Consulting at Zeren

This is one example. But there are many other reasons, and many
stages of a company’s growth, where a CFO or FD can come on
board and provide immense value:

e Your business is growing quickly, but finance is your weak point.
You need someone to guide you in making key business
decisions such as knowing when and how to grow.

e You don't have anyone on your senior team who is trained in
business management.

e You don’'t feel in control of your company’s data, finances and
analytics, lack a clear understanding of what it all means, and so
are making key strategic business decisions blind.

14



e You're d medium-sized company that is struggling to keep up
with the pace of change in technology. You heed someone who
can help advise and make the right decisions for the long-term
interests of the company.

» Your board members and/or investors are not happy with the
direction the business is going, and you need an advisor who can
provide experience to your executive team and confidence to
board members and investors.

e You're looking to enter new markets abroad but don’t have
someone with the operational knowledge and financial know-
how to execute.

e Your business is growing, but slowly. You want to speed up your
company’s growth rate so you can achieve your goals faster.

e You're planning to exit and want to get your company’s finances
and structure in order while doing everything you can to
maximise the business’s value.

e You want to increase profit margins and overall profitability but
don't really understand the best way to achieve it.

It's worth noting that different CFOs will be required for different
transformational stages of the company’s growth. The needs of a
pre-seed startup are different from that of a company preparing to
go public with an IPO. That's why “you will never typically see a CFO
that starts with a business as an early stage business be the same
CFO that takes them through to exit,”, says Jennifer.
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A 4-step roadmap to hiring a fractional CFO

2. ldentify the financial projects you
need strategic support with

The next step is identifying where exactly you need support and what
outcomes you want to achieve.

“I have seen businesses that were doing less than $2
million a year that had multiple divisions, profit
centers, locations that created complexity for the
operation of the business. A business like that has a
significant number of moving parts, and really needs
guidance as to what they should concentrate on.

Where is their greatest profitability? How can they
conserve the use of cash? What are the strategic
expenditures that will help drive the business
forward? What is the trend, in sales, profitability and
expenses, for their products or services, and how
does that inform how the business should move
forward in each area of the business?”

Larry Chester
President of CFO Simplified




Below are some of the key areas that a chief financial officer can
lead:

e Improving Financial Planning and Analysis (FP&A)

e Lleading on investment rounds

e Planning and executing ERP implementation

e Cash runway management

e Preparing for audits for and ensuring tax compliance

e Preparing for regulatory changes and meeting disclosure
requirements

e Internal restructures and/or transformational change
e Increasing margins and profitability

e Increasing company valuation

e Filling a leadership/permanent CFO vacuum

e As a Non-Executive Director (NED), giving support and
iIndependent guidance in board meetings to directors
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3. Where can | find a fractional CFO
for hire?

Now you're ready to find a fractional CFO, where do you find one?

e Reach out to your network. Speak to colleagues, clients, and
other small business owners. Chances are someone you know
has worked with one, or knows of one in their network. And
because fractional CFOs split their time between multiple
companies, you won't need to worry about diverting resources
from companies they are currently working with. Even if a CFO iIn
your network isn't available, they will likely be able to recommend
one.

e LinkedIn. In LinkedIn’s own words, this is the largest professional
network on the planet. With 850 million users worldwide, you can
reach beyond your personal nhetwork to those you’'ve connected
with on LinkedIn. Better yet, simply type “fractional CFO” or
“portfolio CFO” into LinkedIn’s search bar, and click “People”. You
can then connect and send a direct message to any profile you
think would be a good fit.

e Fractional CFO business. Another option would be to hire a
fractional CFO through a business that specialises in providing
them. Companies like The Leadership Group pre-vet finance
leaders to ensure they have the right qualifications, experience,
and track record of driving and delivering growth for companies.
Once vetted and accepted, fractional CFO companies will
provide the part-time CFO with regular work.

e Freelancer platforms. If none of the above options hit the mark,
you can dlways try searching on a freelancer platform such as
Toptal or Upwork. On these platforms, you’'ll find qualified finance
professionals who specialize in accounting, financial analysis,
financial modelling, fundraising consultants, tax consultants, and
fractional or interim CFOs.
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https://about.linkedin.com/
https://theleadershipgroup.uk/
https://www.toptal.com/
https://www.upwork.com/

4. Core finance skills CEOs
value most

Let’s look at some key skills and competencies a modern finance
chief must possess. The day-to-day financial focus is still necessary,
of course. But the demands of providing long-term strategic vision
and business leadership are growing.

Understand the numbers

This goes without saying. But it goes deeper than this. CEOs want to
be able to look at the numbers and get actionable insights and
strategic direction from them. This is where a CFO comes into play.
Their role is to translate those numbers and tell a story about how
the business is running.

“The entrepreneur’s gut may be telling him/her to go in
a particular direction, but the numbers will dictate if
that's the right decision or not. The numbers don't lie.”

Larry Chester
President, CFO Simplified

Operationally-oriented

As Rob Nicholls, a fractional CFO and strategic advisor, says, “The
COO is largely falling away today with the CFO taking on those
responsibilities.” The expanded mandate, as referenced above,
means taking on more cross-functional and commercial
responsibilities.
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CFOs need to have a strong understanding of the company’s
business model, of the industry, and must be able to constructively
challenge commercial and ops teams, navigate data and analytics,
and identify opportunities for top-line growth. It's changing business
operations that improve the bottom line, not moving numbers
around the balance sheet or income statement.

Creative

Creativity might not be a skill that you would typically apply to a
numbers person. And maybe twenty years ago that could have been
the case. But today, with an expanded mandate and expectation to
Improve revenue by delivering change, a good CFO must be
creative.

“A good CFO can use his/her experience to come with

creative solutions to nearly any problem or issue the

business is facing.”

Larry Chester
President, CFO Simplified

Leadership

Finance chiefs are expected to be business leaders in companies
today, effectively right hand to the CEO. That means on top of
providing cash flow planning and financial reporting, they must be
able to communicate effectively (to the board, investors,
management and the wider team), act as an advisor and mentor,
work with HR to oversee the talent pipeline and lead group-wide
transformation programs.
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Strategic

As the CEOs right hand, it's also essential they can see the big picture,
advise on strategy development, and help with its execution. “They can
often be very head down fighting fires or just what's in front of them.
We allow them to look up and plan effectively,” says Jim. This is just ds
iImportant for successful businesses as well as those struggling to
survive, but especially so for fast-growing startups.

For Larry, it's about “helping businesses that are experiencing explosive
growth understand how that level of growth strains a business’s assets,
and provide them with strategic planning tools, KPIs, budgeting and
financial modeling so that they can see what the possibilities are for
the company in different scenarios.”

Knowledgeable and Trustworthy

For Rob, “businesses values knowledge, experience, and academics
but moreover they value building trust and value.” Founders and CEOs
don’t bring CFOs on to simply fall in line. They want to a CFO to advise
and challenge, to be candid with them. Critically, leaders, investors and
stakeholders all need someone they can trust with bringing that
visibility and vision based on the numbers so they can make clearer,
and truly data-driven decisions that are in the organisation’s best
interest.



Fractional CFO onboarding
challenges to prepare for

Raising VC funding, preparing for external auditors, or managing
cash runways. All of these are complex challenges that require
leadership, operational know-how and financial expertise to achieve.
Below are some of the key challenges you should be prepared for:

Gathering information

To get a true understanding of the base position of the company -
which is itself critical to provide accurate projections and strategic
guidance - CFOs need full visibility of business operations. This isn't
always edsy, as Jim acknowledges:

“A lot of companies that engage fractional CFOs
arent in the best management reporting position as
they may use cheap external bookkeepers who don't
really know their business operationally, they just
process invoices and their VAT each quarter.

As a consequence, their numbers are out of date by

two or three months, their reporting is inaccurate,
and they don't capture the relevant information they
really need.”

Jim Shirley
CFO and founder of FundingHero
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This can be problematic. If the proper reporting mechanics aren’t in
place, then one of the first major tasks of any incoming fractional
CFO will be to put them in place. Because metrics matter. They give
CFOs crucial visibility into the health of an organization and what
direction they need to take, and can be the difference between hiring
an entire new team or making redundancies.

Jim continues:

“['ve seen too many horror stories where external
accountants suddenly drop out of the blue that they
are 30-60 days from running out of cash in a matter-
of-fact way.

This Is no way to run a business. It needs someone to

help the founder or management team to put the
basic reporting and controls in place to ensure they
always have the best visibility they can.”

Jim Shirley
CFO and founder of FundingHero

Creating alignment

The internal politics of onboarding a new CFO can also create
tensions if not managed correctly. Let’s look at an example to
illustrate this point.

Let’s say an organization is preparing to go public. The finance team
has a lot of respect, and a great relationship, with the CFO who has
taken them on a journey to this point. But the leadership team
acknowledges that a CFO with a different skillset is needed to take
them on the next phase of their journey to IPO and beyond. So they
start looking for an interim or fractional CFO.
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“It's not a case of saying, ‘Well, finance has been
rubbish to date.’ Its more a case of saying, ‘'You've
done a good job to this point, but now we need to
really elevate and improve what you've done.’

Typically, there's quite a bit of political management

and relationship-building they may need to do In
order to get that team on side. Getting those
alliances built quickly in the finance team can be a
challenge for some CFOs.”

Jennifer Brook Botfield
Global Head of Interim and Consulting at Zeren

This isn’t to say that people within businesses have something
against interims or fractional CFOs. It's simply that there is pressure
to embed into the business in order to demonstrate value as quickly
as possible. If they can’t do this, building trust will be a challenge -
which will ultimately be a detriment to their success.

So coming on board, building positive relationships and alignment
quickly, and demonstrating value early, will all help create
department and company alignment that will promote positive
change, growth and continued transformation.

Long-term vs. short-term performance

Yes, delivering value quickly in the short-term is critical, as
mentioned above. This gets stakeholder and team buy-in and helps
to build trust in the CFO’s vision and strategic direction. But just as
iImportant these days is for CFOs to be “stewards of the long-term:”
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"“What it means is the finance functions have to focus
and put in place KPIs [key performance indicators]
and metrics that talk about the long-term value
creation.

It is one of the imperatives for the CFO of the future: to

be the value architect for the long term. It's one of the
very important aspects of how CFOs will be
measured in the future.”

Ankur Agrawal
McKinsey partner

This is difficult to do, especially when everyone from the board and
iInvestors to the leadership team and founders all look for short-term
performance.

It just means that CFOs have the added responsibility to properly
define and communicate the long-term narrative, of how value is
being created over time, and providing proof points along the way.
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Conclusion

Never has the mandate of the CFO been so broad and their role so
Important to companies experiencing growth, change or
transformation. As technology continues to advance, and with global
economic uncertainty expected to last, it has become more critical
than ever for CEOs and founders to make sure they have an
experienced finance leader on their books who can guide them.

The emergence of the fractional CFO allows organisations to do just
that. Startups, high-growth companies, or SMEs undergoing a period
of significant change can hire a chief finance officer on a part-time
basis to help with specific projects such as leading on investment
rounds, improving (FP&A, planning and executing ERP
Implementation, or preparing for audits and regulatory changes.

Understanding the numbers and being able to translate those
numbers to tell a story about how the business is running remains
the core competency. But beyond that, CFOs now require more skills
such as being highly creative, operationally oriented, and strategic.
And above all else, they must be able to provide business leadership
as the right hand to the CEO.
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The Leadership Group

Our mission is simple: to empower organisations going through
growth, change or transformation by connecting our clients with
exceptional fractional and interim Finance, Marketing and IT leaders.

Our C-level leaders and Directors work exclusively on a part-time
or fractional basis, meaning that companies that do not need a full-
time counterpart can leverage the knowledge and experience of a
proven visionary leader with a track record of guiding organisations
through growth and transformation.

Unlike consultants, our fractional leaders join and lead your team
from within, actively taking ownership of all strategic decisions and
project delivery.

Why should you trust us?

Because we recruit the best. All of our fractional leaders have at least
10 years' experience in an executive role with a proven track record of
success.

The Leadership Group works on a flexible basis around your business
needs, without any fixed-term contracts, and at a fraction of the cost
of employing a senior, full-time Director or C-level executive.

If you'd like to learn more about how The Leadership Group
empowers businesses with transformative fractional leadership,
from critical early-growth stages right through to exit planning,
please get in touch.

The
’ Leadership

Group
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https://theleadershipgroup.uk/contact/

