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DIGITAL MUSIC GROUP, INC.
2151 River Plaza Drive, Suite 200
Sacramento, California 95833
MERGER PROPOSED YOUR VOTE IS IMPORTANT

Digital Music Group, Inc. ( DMGI ) and The Orchard Enterprises Inc. ( Orchard ) have agreed to a merger whereby a subsidiary of DMGI, DMGI
New York, Inc. ( DMGI NY ), will merge with and into Orchard, and Orchard will become a wholly-owned subsidiary of DMGI. The Board of
Directors of DMGI is proposing this merger to our stockholders because we believe the combined strengths of the two companies will enable us

to create a global leader in the digital media industry. DMGI stockholders are being asked to approve a reverse stock split (the Reverse Stock

Split ) so that the shares of DMGI common stock may be approved for listing on the Nasdaq Global Market upon completion of the merger.

When the merger is completed, DMGI will issue to Orchard s common and preferred stockholders and holders of Orchard deferred stock awards
an aggregate of 9,064,941 shares (to be adjusted for the Reverse Stock Split, if any) of DMGI common stock and 448,833 shares (to be adjusted
for the Reverse Stock Split, if any) of DMGI Series A Preferred Stock or the right to receive such shares, as applicable, for all of their ownership
interests in Orchard, representing approximately 50% and 100% of the outstanding shares of DMGI common stock and Series A Preferred

Stock, respectively, immediately following the merger. DMGI s existing stockholders will continue to hold their shares. On October 5, 2007, the
closing price of DMGI common stock, as reported on the Nasdaq Global Market System under the trading symbol DMGI , was $2.50 per share.

This proxy statement provides detailed information concerning DMGI and Orchard and the merger and proposals related to the
merger. We encourage you to carefully read this proxy statement, including the section entitled _RISK FACTORS that begins on page 8.

After careful consideration, including receiving advice from legal and financial advisors, the DMGI Board of Directors approved an Agreement
and Plan of Merger (the merger agreement ), the merger, and the issuance of shares of DMGI common stock and DMGI Series A Preferred
Stock in connection with the merger, and declared that the transactions contemplated by the merger agreement (including implementation of the
Reverse Stock Split) were advisable and in the best interests of DMGI s stockholders. The Board of Directors recommends that DMGI
stockholders vote FOR the proposal to approve the merger, for the proposal to approve the Reverse Stock Split and FOR the
adjournment proposal as described in this proxy statement.

Your vote is very important, regardless of the number of shares you own. Whether or not you plan to attend the special meeting, please submit
a proxy as soon as possible to make sure your shares are represented at the special meeting. To submit your proxy, follow the instructions
presented in this proxy statement.

Clayton Trier, Chairman

Neither the Securities and Exchange Commission ( SEC ) nor any state securities commission has approved or disapproved the merger,
passed upon the merits of fairness of the merger agreement or the transactions contemplated thereby, including the proposed merger, or
passed upon the adequacy or accuracy of the information contained in this document. Any representation to the contrary is a criminal

offense.

Proxy Statement dated October 5, 2007 and first

mailed to stockholders on or about October 10, 2007
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DIGITAL MUSIC GROUP, INC.
2151 River Plaza Drive, Suite 200
Sacramento, California 95833

A special meeting of stockholders of Digital Music Group, Inc. ( DMGI ) will be held at DMGI s headquarters located at 2151 River Plaza Drive,
Suite 200, Sacramento, California 95833, on November 13, 2007, at 10:00 a.m., local time, for the following purposes:

(1) to approve the Agreement and Plan of Merger dated as of July 10, 2007, as amended and restated on September 13, 2007 and as further
amended and restated on October 5, 2007, by and among DMGI, DMGI New York, Inc. and The Orchard Enterprises Inc., pursuant to
which DMGI New York, Inc. will merge with and into Orchard, Orchard will become a wholly-owned subsidiary of DMGI and DMGI
will issue to Orchard stockholders and holders of Orchard deferred stock awards 9,064,941 shares of its common stock and 448,833 shares
of a new series of preferred stock (to be adjusted to reflect the reverse stock split, if any, described in (2) below), as more fully described in
the enclosed proxy statement;

(2) to approve a reverse stock split in a ratio ranging from one-for-two to one-for-five of all issued and outstanding shares of DMGI common
stock, the final ratio to be determined within the discretion of the DMGI Board of Directors;

(3) to consider and vote upon an adjournment of the special meeting, if necessary, to solicit additional proxies if there are not sufficient votes
in favor of the foregoing proposals; and

(4) to transact such other business as may properly come before the special meeting or any postponements or adjournments of the special
meeting.

Only DMGI stockholders of record at the close of business on October 5, 2007 are entitled to vote at the special meeting or any postponements

or adjournments thereof. The approval of the merger agreement requires the affirmative vote of holders of a majority of the votes cast at the

special meeting, and the approval of the reverse stock split requires the affirmative vote of at least a majority of the outstanding shares of

DMGI s stock entitled to vote thereon.

DMGI S BOARD OF DIRECTORS RECOMMENDS THAT DMGI STOCKHOLDERS VOTE FOR ALL OF THE PROPOSALS
DESCRIBED ABOVE.

Each stockholder, whether or not he or she plans to attend the special meeting, is requested to sign, date and return the enclosed proxy
without delay in the enclosed postage-paid envelope. Any proxy given by the stockholder may be revoked by filing with DMGI s
corporate secretary a written revocation or a duly executed proxy bearing a later date. Any stockholder present at the special meeting
may revoke his or her proxy and vote personally on each matter brought before the special meeting. However, if you are a stockholder
whose shares are not registered in your own name, you will need additional documentation from your record holder to vote personally
at the special meeting.

By Order of the Board of Directors,
Clayton Trier

Chairman of the Board
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DIGITAL MUSIC GROUP, INC.
2151 RIVER PLAZA DR., SUITE 200
SACRAMENTO, CALIFORNIA 95833

The Board of Directors of DMGI solicits your proxy for use at a special meeting of the stockholders to be held on November 13, 2007, or at any
adjournment thereof. We will begin sending this proxy statement, the attached Notice of Special Meeting and enclosed proxy card on or about
October 10, 2007, to all stockholders entitled to vote, as of October 5, 2007.

SUMMARY

This summary highlights selected information from this proxy statement. It may not contain all of the information that is important to you. To
better understand the merger and its potential impact on you, we urge you to carefully read this entire document and the other documents to
which this document refers you or that are incorporated by reference herein in order to fully understand the merger. The merger agreement is
attached as ANNEX A to this proxy statement. DMGI encourages you to read the merger agreement, as it is the legal document that governs the
merger. The information contained in this proxy statement speaks only as of the date indicated on the cover of this proxy statement unless the
information specifically indicates that another date applies.

Questions and Answers about the Merger

The following questions and answers are intended to address briefly some commonly asked questions regarding the DMGI special meeting and
the combination of DMGI and Orchard. These questions and answers may not address all of the information that may be important to you.
Please refer to the more detailed information contained elsewhere in this proxy statement, the annexes to this proxy statement and in the
documents referred to or incorporated by reference in this proxy statement.

Q: What is the merger?

A. DMGI, DMGI NY and Orchard have entered into an Agreement and Plan of Merger dated as of July 10, 2007, as amended and restated on
September 13, 2007 and as further amended and restated on October 5, 2007, that contains the terms and conditions of the proposed business
combination of DMGI and Orchard. Under the merger agreement, Orchard and DMGI NY will merge, with Orchard surviving as a
wholly-owned subsidiary of DMGI (referred to as the merger). The shares of DMGI capital stock issued to Orchard stockholders in connection
with the merger would represent approximately 50% of the outstanding shares of DMGI common stock and 100% of the outstanding shares of
DMGI Series A Preferred Stock immediately following the closing of the merger (or approximately 60% of the outstanding shares of DMGI
common stock on an as converted basis). For more details regarding the merger, see the merger agreement attached as ANNEX A.

Q: Why are DMGI and Orchard merging?

A. DMGI believes that combining the two companies will expand and better serve the emerging digital media market and result in greater
long-term growth opportunities than either company has operating alone. DMGI believes that completion of the merger will provide the
combined company with the scale, size and flexibility to better compete in the marketplace and position the combined company to:

facilitate an increase in revenue and gross profit from a broader and more extensive combined catalog of music and video recordings,
an increased number of relationships with digital entertainment services, and cross-selling of Orchard s ancillary services to DMGI s
catalog owners;

better serve record labels and other digital content owners by offering more retail channel outlets and enhanced content management
and reporting systems;
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better serve the digital entertainment services its sells through with a larger and more attractive collective catalog of recordings;
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broaden its geographic reach within the global digital media industry;

achieve improvements to its operating results by reducing redundant operating expenses; and

achieve a greater increase in critical mass and visibility within the capital markets.
Q: Why am I receiving this proxy statement?

A. You are receiving this proxy statement because you have been identified as a stockholder of DMGI. This proxy statement is being used to
solicit proxies on behalf of the DMGI Board of Directors for the special meeting. This proxy statement contains important information about the
merger and the special meeting, and you are encouraged to read it carefully.

Q: What is required to complete the merger?

A. To complete the merger, DMGI stockholders must approve the merger agreement and authorize the issuance of 9,064,941 shares of common
stock and a new series of 448,833 shares of Series A Preferred Stock (to be adjusted to reflect the reverse stock split, if any, described in
Proposal No. 2). The merger agreement provides that the approval of the merger agreement (Proposal No. 1), must approved in order for the
merger to be consummated. In addition to obtaining stockholder approval, DMGI and Orchard must satisfy or waive all other closing conditions
set forth in the merger agreement. For a more complete discussion of the conditions to the closing, see the section entitted THE MERGER
AGREEMENT  Conditions to Complete the Merger beginning on page 49.

Q: What happens to existing shares of DMGI capital stock in the merger?

A. The shares of DMGI capital stock held by DMGI stockholders will not be changed by the merger and DMGI stockholders will continue to
hold their existing shares following completion of the merger. Such shares, however, may be reduced pursuant to the reverse stock split
described in Proposal No. 2. In addition, such shares will be diluted by the shares received by shareholders of Orchard (or the right to receive
such shares by holders of its deferred stock awards) in the merger and will represent a smaller percentage (approximately 40%) of the combined
company.

Q: What will Orchard stockholders be entitled to receive pursuant to the merger?

A. If the merger is completed, Orchard stockholders and holders of Orchard s deferred stock awards will be entitled to receive an aggregate
maximum of:

9,064,941 shares of DMGI common stock; and

448,833 shares of DMGI Series A Preferred Stock.
The actual number of shares may be adjusted due to the reverse stock split (Proposal No, 2). For a more complete description of what Orchard
stockholders will receive in the merger, see the section entitted  THE MERGER AGREEMENT Consideration to be Received in the Merger
beginning on page 44.

Q: Do the directors, executive officers, principal stockholders and affiliates of DMGI have interests in the merger that are different
from mine?

A. In considering the DMGI Board of Directors recommendation that you vote to approve Proposals 1, 2 and 3 you should be aware that some
DMGI officers, directors, principal stockholders and affiliates may have interests in the merger that are different from, or in addition to, your
interests and that may present actual or potential conflicts of interest. For example, Tuhin Roy, our chief strategy officer, is party to a warrant
agreement that will fully vest upon closing of the merger but will expire on the same date unless exercised. Also, all the independent members of
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the board of directors of DMGI hold options to acquire shares of DMGI common stock, the unvested portions of which will accelerate and vest
upon closing of the merger. Additionally, in connection with the anticipated execution of the merger agreement, on July 10, 2007,
Mitchell Koulouris, a member of the board of directors, submitted to DMGI a letter of resignation as chief executive officer.

Our board was aware of the foregoing interests and the anticipated resignation of Mr. Koulouris and considered them, among other matters, in
approving and adopting the merger agreement and the transactions contemplated
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thereby, including the merger, and in determining to recommend that our stockholders vote FOR the approval of the merger agreement, and the
merger. You should consider these and other interests of our directors and executive officers that are described in this proxy statement.

Q: What are the material federal income tax consequences of the merger?

A. The merger is not a taxable event with respect to shares of DMGI capital stock currently outstanding. The merger has been structured to
qualify as a tax-free reorganization within the meaning of Section 368(a) of the Internal Revenue Code, as amended, and it is a closing condition
to the merger that DMGI and Orchard receive opinions of their respective counsel regarding such qualification. For more information, see the
section entitled  MATERIAL FEDERAL INCOME TAX CONSEQUENCES OF THE MERGER  on page 56.

Q: When do you expect the merger to be completed?

A. We anticipate that the closing of the merger will occur on or about November 13, 2007, the same day as the special meeting, assuming (i) the
requisite stockholder approvals are received and (ii) the other conditions to closing of the merger are satisfied or waived. For more information,
see THE MERGER AGREEMENT Conditions to Complete the Merger beginning on page 49.

Q: Am I entitled to appraisal rights?

A. Holders of DMGI capital stock are not entitled to appraisal rights under the Delaware General Corporation Law in connection with the
merger. For more information, see the section entitted THE MERGER  Appraisal Rights on page 38.

Q: Who may vote at the Special Meeting?

A. Holders of record of common stock at the close of business on October 5, 2007 are entitled to notice of and to vote at the special meeting. At
the record date, 9,121,939 shares of common stock of DMGI were issued and outstanding. A list of stockholders eligible to vote at the meeting
will be available for your review during our regular business hours at our headquarters in Sacramento, California for at least ten days prior to the
meeting for any purpose related to the meeting.

Q: How many votes do DMGI stockholders have?

A. Each holder of record of DMGI common stock as of October 5, 2007 will be entitled to one vote for each share of common stock held on that
record date. The holders of the common stock of DMGI vote as a single class with respect to all matters subject to the vote of stockholders at the
special meeting.

Q: What stockholder approvals are required for DMGI?

Proposal No. I: The affirmative vote of holders of a majority of the votes cast at the special meeting is required to approve Proposal No. 1
regarding the approval of the merger agreement and consummation of the merger.

Proposal No. 2: The affirmative vote of the holders of a majority of the outstanding shares of DMGI common stock is required to approve
Proposal No. 2 regarding approval of the Reverse Stock Split.

Proposal No. 3: The affirmative vote of holders of a majority of the votes cast at the special meeting is required to approve Proposal No. 3
regarding adjournment of the special meeting, if necessary, to solicit additional proxies if there are not sufficient votes in favor of Proposal No. 1
or Proposal No. 2.

All other actions considered at the meeting may be taken upon the favorable vote of a majority of the votes present in person or represented by
proxy at the meeting.

Q: What constitutes a quorum?
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A. A quorum of stockholders is necessary to hold a valid meeting. If stockholders entitled to cast at least a majority of all the votes entitled to be
cast at the special meeting are present in person or by proxy, a quorum will
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exist. Proxies submitted by brokers that do not indicate a vote for some or all of the proposals because the brokers do not have discretionary
voting authority and have not received instructions from you as to how to vote on those proposals (so-called broker non-votes ) and abstentions
are considered shares present for purposes of determining whether a quorum exists. If a quorum is not present, the meeting will be adjourned
until a quorum is obtained.

Q: What happens if I abstain from voting or do not instruct my broker to vote my shares of common stock?
A.Ifyou abstain from voting with respect to Proposals No. 1, No. 2 and 3, it will have the same effect as if you voted against such proposal.

Broker non-votes with respect to Proposals No. 1 and 3 will have no effect on the outcome of such proposals but will reduce the number of votes
required to approve those proposals. Broker non-votes with respect to Proposal No. 2 will have the same effect as if you voted against such
proposal.

Q: How does DMGI s board of directors recommend that I vote?
A. After careful consideration, DMGI s board of directors recommends that DMGI stockholders vote:
FOR Proposal No. 1 to approve the merger agreement and the consummation of the merger;

FOR Proposal No. 2 to approve a reverse stock split in a ratio ranging from one-for-two to one-for-five of all issued and outstanding shares of
DMGI common stock, the final ratio to be determined within the discretion of the DMGI Board of Directors.

FOR Proposal No. 3 to adjourn the special meeting, if necessary, to solicit additional proxies if there are not sufficient votes in favor of the
foregoing proposals.

Q: When and where is the special meeting?

A. The special meeting will be held on November 13, 2007 at 10:00 a.m. local time, at DMGI s headquarters located at 2151 River Plaza Dr.,
Suite 200, Sacramento, California 95833.

Q: What do I need to do now and how do I vote?
A. We encourage you to read this proxy statement carefully, including its annexes, and then vote your proxy for the relevant proposals.

You may vote by proxy or in person at the meeting. To vote by proxy, you may use one of the following methods if you are a registered holder
(that is, you hold your stock in your own name):

Telephone voting, by dialing 1-800-652-VOTE (8683) and following the instructions on the proxy card; or

Mail, by completing and returning the proxy card in the enclosed envelope. The envelope requires no additional postage if mailed in
the United States; or

Internet voting, by visiting www.investorvote.com and following the instructions on the proxy card.
If your shares are held in street name by a broker or other nominee, you should check the voting form used by that firm to determine whether
you may vote by telephone or Internet. The deadline for the submission of voting instructions by telephone or electronically is 1:00 a.m., Central
Time, on November 13, 2007. Please also see the instructions included with the enclosed proxy card.
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Regardless of whether you return your proxy card, you may attend the special meeting and vote your shares in person. If you plan to attend the
special meeting and vote in person, we will give you a ballot when you arrive. However, if your shares are held in the name of your broker, bank
or other nominee, you must bring an account
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statement or letter from the nominee indicating that you are the beneficial owner of the shares on October 5, 2007, the record date for voting.

Giving your proxy means that you authorize us to vote your shares at the special meeting in the manner you direct. If you sign the proxy card but
do not make specific choices, your proxy will vote your shares as recommended by the Board as described above.

If any other matter is presented, your proxy will vote in accordance with his best judgment. At the time this proxy statement went to press, we
knew of no matters that needed to be acted on at the special meeting, other than those discussed in this proxy statement.

Q: Do I hold my shares of record or in street name?

A. If on the record date, your shares were registered directly in your name with DMGI s transfer agent, Computershare Investor Services, LLC,
then you are a stockholder of record. As a stockholder of record, you may vote in person at the meeting or vote by proxy. If on the record date
your shares were held in an account at a brokerage firm, bank, dealer or similar organization, then you are the beneficial owner of shares held in

street name and these proxy materials are being forwarded to you by that organization. The organization holding your account is considered the
stockholder of record for purposes of voting at the special meeting. As a beneficial owner, you have the right to direct your broker or other agent
on how to vote the shares in your account. You are also invited to attend the special meeting. However, because you are not the stockholder of
record, you may not vote your shares in person at the meeting unless you request and obtain a valid proxy from your broker or other agent.

Q: If my DMGI shares are held in street name by my broker, will my broker vote my DMGI shares for me?

A. Brokers cannot vote your DMGI shares on the merger-related Proposal No. 1 or the reverse stock split-related Proposal No. 2. Therefore, it is
important that you follow the directions provided by your broker about how to instruct your broker to vote your shares. If you do not provide
instructions to your broker about how to vote your shares on these proposals, your shares will be treated as broker non-votes with respect to
these proposals.

Q: How are votes counted?
A. The inspector of elections for the special meeting will tabulate the votes.
Q: May I change my vote after I have submitted my proxy?

A. Yes. You may revoke your proxy at any time before your proxy is voted at the special meeting. You can do this in any of three ways:

First, you can send a written, dated notice to the Secretary of DMGI stating that you would like to revoke your proxy.

Second, you can complete, date and submit another proxy with a later date.

Third, you can attend the meeting and vote in person. Your attendance alone will not revoke your proxy.

If you have instructed a broker to vote your shares, you must follow directions received from your broker to change those instructions.

Q: Who is paying for this proxy solicitation?

A. DMGI is conducting this proxy solicitation and will pay the cost of soliciting proxies. The fees and expenses associated with the filing,
printing and mailing of this proxy statement will be borne by DMGI. In addition to mailing proxy-soliciting material, our directors and
employees may also solicit proxies in person, by telephone or by other electronic means of communication for no additional compensation.
DMGI may also reimburse
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brokerage houses and other custodians, nominees and fiduciaries for their costs of forwarding proxy and solicitation materials to beneficial
owners. If you choose to submit your proxy by telephone, you are responsible for any related telephone charges you may incur.

Q: What stockholder approvals are required for Orchard?

A. Pursuant to the Stockholder Voting Agreement dated as of July 5, 2007, Dimensional Associates, LLC agreed to, among other things, vote to
approve the merger and not revoke or modify its vote in favor of the merger.

Q: Who can help answer my questions?

A. If you would like to receive additional copies of this proxy statement, without charge, or if you have questions about the special meeting,
including the procedures for voting your shares, you should contact:

Georgeson Inc.

17 State Street. 10th Floor

New York. NY 10004

866-328-5440

You may also obtain additional information about DMGI from the documents they file with the SEC or by following the instructions in the
section entitled  WHERE YOU CAN FIND MORE INFORMATION on page 123.

Other Information Regarding the Merger

In the merger, DMGI NY, a wholly-owned subsidiary of DMGI, will merge with and into Orchard, and Orchard will become a wholly-owned
subsidiary of DMGI. Following the merger, holders of Orchard common stock, Series A Preferred Stock, Series B Preferred Stock and Series C
Preferred Stock, and holders of Orchard deferred stock awards will become holders of DMGI common stock and Series A Preferred Stock or the
right to receive such stock, as applicable.

Merger Consideration. The merger consideration was determined as part of the extensive negotiations between the parties with respect to the
terms of the merger agreement, including corporate governance matters. Upon completion of the merger, the holders of Orchard capital stock
and deferred stock awards will receive (or have the right to receive, in the case of holders of deferred stock awards) an aggregate maximum of
9,064,941 shares of DMGI common stock and 448,833 shares of DMGI Series A Preferred Stock (as adjusted to reflect the reverse stock split, if
any) in exchange for their ownership interests in Orchard (referred to as the merger consideration). Orchard stockholders (including holders of
deferred stock awards) will hold (or have the right to receive) approximately 50% of the outstanding shares of DMGI common stock and 100%
of the outstanding shares of DMGI Series A Preferred Stock immediately following the closing of the merger. The aggregate liquidation value of
the shares of DMGI Series A Preferred Stock to be issued to Orchard stockholders as a result of the merger is $25 million. The aggregate value
of the shares of DMGI common stock to be issued to Orchard stockholders as a result of the merger is approximately $36.2 million based on the
$3.99 per share closing price of DMGI common stock as reported on the Nasdaq Global Market System on July 10, 2007, the day prior to the
announcement of the merger and $22.7 million based on the $2.50 per share closing price of DMGI common stock as reported on the Nasdaq
Global Market System on October 5, 2007, the most recent practicable date prior to the mailing of this proxy statement. You are urged to obtain
a recent price quotation for DMGI common stock. Because the merger consideration is fixed in the merger agreement, the market value of the
DMGI common stock that Orchard stockholders receive in the merger is likely to vary from that implied by current trading prices, as reflected
above.

Treatment of Outstanding DMGI Stock Options, Restricted Shares and Warrants. All unvested options to acquire shares of DMGI common
stock will vest and become exercisable and all restrictions on unvested
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restricted stock awards will lapse upon consummation of the merger. As of June 30, 2007, there were 314,000 unvested options outstanding at
exercise prices ranging from $4.02 to $9.75 per share and a weighted average exercise price of $6.54 per share, and there were 35,000 unvested
restricted shares. A warrant to acquire 150,000 shares of DMGI common stock at $5.57 per share held by an officer/director of DMGI will also
vest, but such warrant will terminate unless exercised upon consummation of the merger.

The Merger Agreement

DMGI, DMGI NY and Orchard entered into an Agreement and Plan of Merger on July 10, 2007, which was amended and restated on
September 13, 2007 and further amended and restated on October 5, 2007, providing for the merger of DMGI NY with and into Orchard
whereby Orchard will become a wholly-owned subsidiary of DMGI. The merger agreement was entered into after extensive negotiations
between the parties. A copy of the merger agreement as amended and restated is attached to this proxy statement as ANNEX A. We encourage
you to read it carefully as it is the legal document that contains all of the terms and conditions of the merger.

The Companies

Digital Music Group, Inc., or DMGI, is a content owner and global leader in the digital distribution of independently owned music and video
content, including music recordings and music, television, film and other video content. As of June 30, 2007, DMGI had approximately 353,000
individual music recordings and over 4,000 hours of video content under management. DMGI distributes its music and video content to digital
entertainment services, including online music and video stores and mobile operators throughout the world.

The Orchard Enterprises Inc, or Orchard, is a leading global digital distributor and marketer of music. As of June 30, 2007, Orchard had
approximately 600,000 individual music recordings available for sale. Additionally, Orchard estimates it currently has under license, but has not
yet made available, a substantial number of additional tracks. Orchard currently has agents or employees in over 25 countries and controls a
catalog sourced from over 75 countries, covering thousands of labels and a broad and deep array of music genres and eras. Orchard supplies
music to the leading digital music stores and mobile operators throughout the world and executes global marketing and promotion programs
locally, with experts in major music territories managing initiatives tailored to each country s unique dynamic situation.
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RISK FACTORS

You should be aware that the combined company will be subject to a number of risks and uncertainties, many of which also apply to your
existing investment in DMGI stock. There are a number of other risks and uncertainties relating to the merger, in addition to the risks and
uncertainties associated with the digital media industry generally and the business of DMGI and Orchard specifically, that you should consider
in making your voting decision regarding the merger. Many of these risks and uncertainties could affect the combined company s future
financial results and may cause its future earnings and financial condition to be less favorable than management s expectations. This section
summarizes those risks.

Risk Factors Relating to the Merger

Each of DMGI and Orchard have a limited operating history, have experienced net losses to date and may not be able to become profitable
or generate positive cash flow in the future.

You should consider the combined company s business and prospects in light of the risks, expenses and difficulties encountered by companies in
their early stage of development in a rapidly evolving industry. DMGI was formed in April 2005 and had no revenue producing operations until
February 2006. Orchard was formed in September 2000, but did not begin to generate significant digital revenue until 2004. DMGI has
experienced net losses of approximately $6.7 million from inception through June 30, 2007, and has not yet been able to generate positive cash
flow from operations. Orchard has experienced net losses since inception and had an accumulated deficit of approximately $18.7 million as of
June 30, 2007, and has not yet been able to generate positive cash flow from operations. We cannot be certain that the combined company will

be able to generate net income and positive cash flow from operations in the future.

The failure to integrate the businesses and operations of DMGI and Orchard in a timely and efficient manner could adversely affect the
business of the combined company and the ability of the combined company to realize expected synergies.

The merger involves risks related to the integration and management of technology, operations and personnel of two companies. The integration
of the businesses of DMGI and Orchard will be a complex and expensive process and may disrupt their respective businesses if not completed in
a timely and efficient manner. Following the merger, DMGI and Orchard intend to operate as a combined organization utilizing common
information and communications systems, operating procedures, financial controls and human resources practices.

DMGI and Orchard may encounter substantial difficulties, costs and delays in integrating their operations, including:

integration of the extensive databases and information systems of each company into a single technology platform and database that
serves both internal and external needs for timely and accurate information;

integration of the content acquisition and processing functions in one location;

potential loss of key employees and/or the diversion of management s attention from other ongoing business opportunities or concerns;

inability to implement uniform standards, controls, procedures and policies;

potential resource constraints for accounting personnel;

potential adverse changes in business focus perceived by third-party constituencies, including independent record labels and other

clients, digital entertainment services and other important relationships; and
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potential conflicts between business cultures.
DMGI and Orchard may not be successful in overcoming other problems encountered in connection with the integration of the companies.

The merger consideration is based in part on the expectation that Orchard will significantly contribute to the combined company s financial
performance. If DMGI does not realize the expected synergies or perform as well as it expects financially on a combined basis following the
merger, it will effectively have paid too much in merger consideration.

The success of the merger will depend, in part, on DMGI s ability to realize the anticipated synergies, cost savings and growth opportunities from
integrating the businesses of Orchard with those of DMGI. It is possible that the integration process could result in adverse ramifications as
discussed above. In addition, successful integration of the companies will require the dedication of significant management and employee
resources, which may temporarily detract attention from the day-to-day businesses of the combined company. Even if DMGI is able to integrate
the business operations of DMGI and Orchard successfully, this integration may not result in the realization of the level of synergies, cost

savings and growth opportunities that it currently expects or these benefits may not be achieved within the anticipated time frame.

The costs associated with the merger are difficult to estimate, may be higher than estimated and may detract from the financial results of the
combined company to an unexpected degree. DMGI and Orchard currently estimate that they will incur aggregate direct and indirect costs and
expenses, including integration costs, of approximately $3.8 million associated with the merger.

The combined company will also incur costs associated with consolidation and integration of operations, which are difficult to accurately
estimate at this time. Additional costs may include:

costs of employee redeployment, relocation and retention, including salary increases or bonuses;

accelerated amortization of deferred equity compensation and severance payments;

costs of reorganization or closure of facilities;

costs of relocation of equipment and disposition of excess equipment; and

costs of termination of contracts that provide redundant or conflicting services.
If the total costs of the merger exceed estimates or the benefits of the merger do not exceed the total costs of the merger, the financial results of
the combined company could be adversely affected. In addition, the closing of the merger could be delayed beyond the expected timeline of
DMGI and Orchard, adding costs and diverting management resources, which could adversely affect the combined company s business,
operations and financial results.

Additionally, the completion of the merger may not result in improved earnings per share of DMGI or a financial condition superior to that
which would have been achieved by DMGI on a stand-alone basis. If anticipated synergies, savings, growth opportunities and other anticipated
benefits are not realized, the merger could have an adverse impact on the results of operations.

The combined company s future financial performance may be worse than the performance reflected in DMGI s historical financial
information included in this proxy statement, which may adversely affect the combined company s stock price.

The historical financial information included in this proxy statement does not reflect what the results of operations, financial position and cash
flows would have been had DMGI and Orchard been a combined, independent company during the periods presented or be indicative of what
their results of operations, financial position and cash flows may be in the future when they are a combined independent company. The
combined company s future financial performance may be worse than the performance implied by the historical financial
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information that DMGI and Orchard have presented in this proxy statement, which may adversely affect the combined company s stock price.

For example, the market price of DMGI s common stock could decline as a result of the combined company s failing to achieve its business
strategy of becoming the leading digital distributor and marketer of entertainment content in the digital media industry. In addition, the rapidly
evolving nature of the digital media industry makes forecasting quarterly and annual operating results difficult, and the combined company may

fail to achieve the combined financial results or the perceived benefits of the merger as rapidly as, or to the extent, anticipated by financial or
industry analysts. For additional information about the past financial performance of DMGI s or Orchard s business and the basis of the
presentation of the DMGI and Orchard historical financial statements, see Selected Financial Data, and Management s Discussion and Analysis
of Financial Condition and Results of Operations for each of DMGI and Orchard, included elsewhere in this proxy statement.

Neither entity has completed its analysis of how much of its net operating loss carryforwards will be available to the combined company, and
the combined company s net operating loss carryforwards may be limited as a result of the merger.

As of December 31, 2006, DMGI had estimated net operating loss carryforwards for federal income tax purposes of $4.7 million and Orchard
had estimated net operating loss carryforwards for federal income tax purposes of $15.8 million. Both entities have provided full valuation
allowances for the tax benefit of such losses as well as certain tax credit carryforwards. Utilization of these net operating loss and credit
carryforwards are dependent upon the combined company achieving profitable results following the merger. As a consequence of the merger, as
well as earlier business combinations and issuances of common stock consummated by both companies, utilization of the tax benefits of these
carryforwards are subject to limitations imposed by Section 382 of the Internal Revenue Code. The determination of the limitations is complex
and requires significant judgment and analysis of past transactions. Neither entity has completed the analyses required to determine what
portion, if any, of these carryforwards will have their availability restricted or eliminated by that provision. Accordingly, it is not certain how
much of the existing net operating loss carryforwards will be available to the combined company to offset any future taxable income.

The combined company will incur expenses to remediate significant deficiencies that together constitute a material weakness in Orchard s
present internal controls over financial reporting and to document, test and certify to its combined system of internal controls. The inability
to do so in a timely manner may result in the inability to detect or prevent material misstatements in its financial statements and could also

result in the loss of investor confidence.

In connection with the most recent audit of Orchard s financial statements, its independent auditors identified certain significant deficiencies that
together constitute a material weakness in Orchard s internal controls over financial reporting. These significant deficiencies relate to Orchard s
accounting for fixed assets, its tracking and accounting for hard drives and its lack of a formal period-end accrual process. In addition to the
material weakness, Orchard s independent auditors also identified significant deficiencies with respect to its procedures for the re-issuance of
royalty checks as well as its journal entry process. Although Orchard is taking steps to remediate the material weakness and significant
deficiencies in its internal controls over financial reporting, its management cannot provide assurances that such steps will be successful. For
more information relating to Orchard s material weaknesses and significant deficiencies, see THE COMPANIES The Orchard Enterprises Inc.
Management s Discussion and Analysis of Financial Condition and Results of Operations Internal Controls Over Financial Reporting. If the
combined company is not able to integrate financial reporting and accounting systems, or remediate Orchard s existing internal control
weaknesses and deficiencies, the combined company may not have adequate, accurate or timely financial information. Further, material errors in
the consolidated financial statements of the combined company may go undetected and the combined company may be unable to meet its
reporting obligations or comply with the requirements of the SEC, which may subject it to sanctions or investigation by regulatory authorities,
such as the SEC. If this occurs, there could be an adverse reaction in the financial markets due to a loss of confidence in the reliability of the
combined company s financial statements.
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In addition to remedying Orchard s internal controls over financial reporting, the combined company will also need to bring Orchard s financial
reporting procedures up to public-company standards so as to allow management of the combined company to report on, and the independent
registered public accountants of the combined company to attest to, its internal controls over financial reporting as required by Section 404. As a
result, the combined company will incur additional expenses and diversion of management s time in this area.

DMGI, as a publicly-traded company subject to Section 404, is in the process of documenting, evaluating and testing its internal controls over
financial reporting (and performing any necessary remediation) in order to allow management to report on such controls, as required by

Section 404 for the year ending December 31, 2007. In the course of its ongoing evaluation, DMGI may identify areas of its internal controls
requiring improvement, and management plans to design enhanced processes and controls to address such issues that might be identified through
this process. DMGI is currently incurring and expects to continue to incur certain first-time expenses and diversion of management s time on this
project, whether or not the merger with Orchard is completed, and such actions are adversely affecting DMGI s reported results for 2007. DMGI
cannot be certain as to the timing of completion of its documentation, evaluation, testing and remediation actions or the impact of the same on its
operations and may not be able to ensure that the process is effective or that the internal controls are or will be effective in a timely manner. If
this occurs, there could be an adverse reaction in the financial markets due to a loss of confidence in the reliability of the combined company s
financial statements.

The combined company will be required to incur costs in documenting, evaluating, testing and remediating its internal control systems,
including the hiring of consultants or additional personnel. Such actions, while necessary and beneficial, will adversely affect the combined
company s results.

The executive management team of the combined company will not be fully determined until after the merger is completed, and the loss of
key personnel or our failure to attract, assimilate and retain highly qualified personnel in the future could cause a disruption in our
business.

Greg Scholl, the chief executive officer of Orchard, will continue to serve in such position for the combined company after the merger. The other
members of the executive management team, including the chief financial officer, have not yet been determined and will be appointed by the
board of directors of the combined company after the merger. Although we will have an employment agreement with Mr. Scholl to be effective
at the closing of the merger and with certain of our current senior executive officers, they may decide to terminate their employment or
otherwise cease to be employed by us. The combined company s success will depend in part upon its ability to recruit, hire, train and retain
skilled and experienced management personnel, both new and current. Employment and retention of qualified personnel is important due to the
competitive nature of the rapidly developing digital media industry. The loss of the services of any of our key personnel or our inability to hire
and retain personnel with the requisite skills could impair our ability to manage and operate our business effectively and cause a disruption in
our relationships with digital entertainment services and content owners.

Certain of DMGI s current executive officers and directors may have conflicts of interest as it relates to the recommendation that DMGI
stockholders vote to approve the proposals relating to the merger.

Certain executive officers and directors of DMGI may have interests in the merger that are different from, or are in addition to, those of DMGI
stockholders generally. You should be aware of these interests when you consider the DMGI board s recommendation that you vote in favor of
the proposals relating to the merger. See THE MERGER Interests of Certain DMGI Executive Officers and Directors in the Merger beginning
on page 37.

Upon completion of the merger, current stockholders will be subject to significant dilution of their voting power.

After the merger is complete, the former stockholders of Orchard will own approximately 60% of the outstanding shares of the voting capital
stock of DMGI. As a result of the merger, the current stockholders of
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DMGI would experience immediate and substantial dilution of their ownership and voting influence. This dilution could have an adverse impact
on the trading price of DMGI s common stock.

Upon completion of the merger, Dimensional Associates, LLC will have significant influence on all of DMGI s stockholder votes and will
have effective control over the outcome of actions requiring the approval of DMGI s stockholders.

If the merger is completed, Dimensional Associates, LLC ( Dimensional ) will beneficially own approximately 56% of DMGI s outstanding
shares of voting capital stock. Dimensional would therefore have the ability to exert substantial influence or actual control over DMGI s
management policies and strategic focus, would control the outcome of any matter submitted to DMGI s stockholders and would have the ability
to elect or remove all of DMGI s directors. There is a risk that the interests of Dimensional will not be consistent with the interests of other
holders of DMGI common stock. See  THE MERGER Board of Directors and Executive Officers of DMGI after Completion of the Merger on
page 38.

Dimensional will have significant control over DMGI s business and significant transactions after the closing of the merger. In addition to the
effects described above, Dimensional s control of DMGI could make it more difficult for DMGI to raise capital by selling stock or for DMGI to
use its stock as consideration in acquisitions. This concentrated ownership also might delay or prevent a change in control and may impede or
prevent transactions in which stockholders might otherwise receive a premium for their shares.

The merger consideration is fixed, so the value received by Orchard stockholders will change as the market price of DMGI common stock
goes up or down.

The merger consideration is fixed at an aggregate maximum of 9,064,941 shares of DMGI common stock and 448,833 shares of DMGI
preferred stock and will not be adjusted in the event of changes in the market prices of DMGI common stock (subject to adjustment in the event
of a reverse stock split, if any). If the market price of DMGI common stock changes, the value of the consideration to be received by the Orchard
stockholders will also change. For instance, if the market price of DMGI common stock decreases, the value of the consideration to be received
by Orchard stockholders and holders of its deferred stock awards will also decrease. On the other hand, if the market price of DMGI common
stock increases, the value of the consideration to be received by Orchard stockholders and holders of its deferred stock awards will increase
correspondingly and the amount that DMGI shall have paid for Orchard shall have effectively increased. None of DMGI, DMGI NY or Orchard
may terminate the merger agreement or elect not to complete the merger because of changes in DMGI s stock price. During the 12-month period
ended October 5, 2007, the high and low sale prices for DMGI common stock ranged from $2.35 to $6.99 per share.

The market prices of DMGI common stock on the date of the merger may be different from the market prices on the date of the merger
agreement, the date of this proxy statement or the date of the special meeting. Stock price changes may result from a variety of factors, including
general market and economic conditions, changes in the recorded music and video industries or their digital market segments and changes in
DMGI s businesses, operations and prospects. Many of these factors are beyond DMGI s control. See also RISK FACTORS Risk Factors
Relating to the Underlying Business of DMGI and Orchard beginning on page 13. You are encouraged to obtain current market quotations for
DMGI common stock.

Sales of DMGI common stock by Dimensional after the merger could cause the trading price of DMGI s common stock to decline.

At the closing of the merger, DMGI will enter into a registration rights agreement with Dimensional and the other stockholders of Orchard
requiring DMGI, under certain circumstances, to register all of the shares of common stock that will be beneficially owned by them as a result of
the merger. See  OTHER AGREEMENTS Form of Registration Rights Agreement on page 53 of this proxy statement. The exercise of these
registration rights, or sales by Dimensional in the public market pursuant to any such registration, could cause the market price of DMGI s
common stock to decline.
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DMGI common stock could be delisted from the Nasdaq Global Market if we do not comply with its initial listing standards at the time of the
merger.

We have been informed by the Nasdaq Global Market that the merger is deemed to constitute a reverse merger and would require the combined
company to submit an initial listing application and, at the time of the merger, meet all of the criteria applicable to a company initially requesting
listing (including a $5.00 per share minimum bid price for DMGI common stock). We have applied for listing on Nasdaq Global Market under

the symbol ORCD and are seeking stockholder approval of a reverse stock split in order to satisfy such criteria. While we intend to obtain listing
status for the combined company and maintain the same, no guarantees can be made about our ability to do so. In the event the merger is

approved by DMGI s stockholders but the reverse stock split is not, the merger could still be consummated and shares of DMGI common stock
would not be listed on a national securities exchange. For additional information about the listing status of the combined company, see THE
MERGER  Stock Exchange Listing on page 38.

The combined company does not anticipate paying dividends.

The combined company does not anticipate paying dividends in the foreseeable future. The combined company intends to retain future earnings,
if any, to finance the expansion of its operations and for general corporate purposes, including future acquisitions. In addition, the combined
company s future financings may contain restrictions on its ability to pay dividends on its capital stock.

The failure to close, in timely manner or at all, the merger may adversely affect DMGI s business and operations and the market price of
DMGI common stock.

Consummation of the merger is subject to a number of closing conditions, including approval by DMGI stockholders. If these conditions are not
satisfied and the merger is not completed, the price of DMGI stock may decline. In addition, if the merger is not completed, the results of
operations of DMGI would suffer adverse consequences, without the benefits of having completed the merger, including:

DMGI will remain liable for significant fees for professional services and other transaction costs.

Under certain circumstances described under THE MERGER AGREEMENT  Termination of Merger Agreement beginning on page
50, DMGI or Orchard, respectively, would be required to pay a termination fee to the other party in the amount of approximately

$1.11 million, plus up to $500,000 in expenses. For instance, DMGI would be required to pay the termination fee, plus expenses, to
Orchard if approval of the DMGI stockholders is not obtained, the merger agreement is terminated and DMGI enters into an

agreement with respect to another acquisition proposal in the twelve months after termination of the merger agreement.

Matters relating to the merger, including integration planning, have required substantial commitments of time and resources by DMGI,
which could otherwise have been devoted to other opportunities that may have been beneficial to DMGI and its business.

Capital investments and content and business acquisitions previously contemplated by DMGI may have been delayed due to the
pending transaction, and may not be available or may need to be renegotiated if the merger were not completed, potentially on an
accelerated timeframe, which could prove costly and more difficult to implement.
Additionally, if the merger is not completed for any reason, the market price of DMGI s common stock may decline to the extent that the current
market price reflects a market assumption that the merger will be completed. In addition, DMGI may be subject to a number of material risks,
including financing issues and costs and expenses related to the merger, which are substantial, and must be paid even if the merger is not
completed.

Risk Factors Relating to the Underlying Business of DMGI and Orchard

In addition to the risk factors described above relating to the merger, the underlying business of DMGI and Orchard is subject to the following
risks.
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If the Internet and portable digital music and video players and mobile phones cease to be the medium accepted by the mass market for
digital music and video content, our business could be affected adversely.

Our success depends to a substantial extent on the willingness of consumers to increase their use of digital entertainment services as a method of
purchasing music and video content or viewing ad-supported content. The use of the Internet and wireless, cable and mobile networks to select
and download purchased music and video content is growing rapidly but is still evolving, and offering ad-supported video content is in its
infancy. It is uncertain whether these markets will achieve and sustain high levels of demand and market acceptance. If the use of the Internet
and wireless, cable and mobile networks to select and purchase music and video content or view ad-supported content does not gain in
popularity and market acceptance, our business could be adversely affected. Much of our revenue is currently tied to the popularity of portable
digital music players like the iPod by Apple Inc. and other digital music listening and video viewing devices, including mobile phones. If the
market penetration by these devices does not continue, the number of consumers purchasing digital music and video content may decrease or not
grow, which could result in a reduction in our revenue.

Piracy is likely to continue to negatively impact our potential revenue.

Our revenue comes from the sale of our digital content over the Internet and wireless, cable and mobile networks, which is subject to
unauthorized consumer copying and widespread dissemination on the Internet without an economic return to us. Global piracy is a significant
threat to the entertainment industry generally and to us. Unauthorized copies and piracy have contributed to the decrease in the volume of
legitimate sales of music and video content and have put pressure on the price of legitimate sales.

Because of our limited experience in the acquisition, processing and distribution of digital video content, we may not be able to earn an
adequate return on our video content.

The approach DMGI and Orchard have taken to date in acquiring, processing and marketing music content may not work as well for video
content. The distribution of digital video content through digital entertainment services is a relatively new extension of the digital entertainment
marketplace. During the second half of 2006, DMGI entered into its first long-term agreements to digitally distribute video content and currently
has over 4,000 hours of video content under management which it has recently begun to process, make available for sale and market through
selected digital entertainment services. Orchard has currently entered into four video distribution agreements, although only a limited amount of
content has been delivered to date. Orchard is in the process of implementing a video acquisition and distribution strategy and intends to begin
widespread distribution of video content in the fourth quarter of 2007.

Because this is a new area of the market for DMGI, Orchard and the industry, we may not be able to determine the proper valuation for the
acquisition or licensing of digital rights to video content. We will continue to be substantially dependent on digital entertainment services for the
distribution of our video content and DMGI currently has only a limited number of such distribution agreements in place. If we are unable to
enter into additional video distribution agreements on commercially favorable terms, this could limit our future revenue. Additionally, DMGI s
existing agreements with certain digital entertainment services are based on sharing advertising revenue associated with the video content it will
make available through such partners. Advertising-supported revenue models associated with the distribution of video content are evolving, with
many of our partners still in the test-marketing phase of developing their video distribution services. There can be no assurances as to the
potential revenue that the combined company may receive under these models. In addition, our success in digitally distributing video content
depends on the market demand for digital video recordings and our ability to acquire and offer for purchase or advertising-supported viewing,
video content that appeals to consumers tastes and preferences. Consumers tastes are subject to frequent, significant and sometimes
unpredictable changes. We cannot accurately assess or control consumer demand for our digital video content. In addition, digital video
distribution is in its infancy and technical requirements are evolving. The process for digitally encoding video content and packaging it for
delivery to meet the technical requirements of our digital
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entertainment service partners is more complex and time consuming than processing music content. The technical requirements continue to
evolve and we may encounter unexpected difficulties in adapting our processes or in meeting the technical requirements of the digital
entertainment services as they continue to be refined. If this is the case, we may have to make significant investments in our technology and
operating cost structure to meet evolving technical requirements. Any delay in processing and delivering video content to the digital
entertainment services may cause delays in expected revenue growth and any significant changes to current processing requirements could
increase our costs and delay or impede our ability to achieve a profit from the distribution of video content. Additionally, based on DMGI s
experience to-date, a number of digital entertainment services providers have initially limited the amount and type of video content they will
accept based on their capacity constraints and/or content selection criteria. If digital entertainment services continue to limit the types or amount
of video content they will accept and we are unable to exploit all of the video content we have under contract, our revenue potential could be
significantly reduced and we may have to record write-downs of certain royalty advances made by DMGI to secure long-term video distribution
agreements.

If the music content we provide to digital entertainment services does not appeal to consumers tastes and preferences, our revenue will
decrease.

Our success depends on our ability to acquire or license digital rights and offer to consumers, digital music content that appeals to consumers
tastes and preferences. Consumers tastes are subject to frequent, significant and sometimes unpredictable changes. We cannot accurately assess
or control consumer demand for our music content. The historical revenue of DMGI and Orchard is based on the number of music recordings
available for purchase at digital entertainment services, which remained relatively small in numbers until late in 2006 for DMGI, and until late
2005 for Orchard. Seasonality and other trends in consumer demand for music have been difficult to assess from this limited historical data. In
the future, our current music content and the additional music content we make available to consumers may not experience similar demand. Any
reduction in the popularity of our music content with consumers will cause a reduction in our revenue.

Our business involves identifying and locating the holders of digital rights to additional music and video content, and failure to do so will
limit our revenue growth.

Our goal is to continue to acquire digital rights to music and video content in order to increase our revenue. Ownership of music and video
content is highly fragmented and not organized in a common marketplace. There is no registry or directory of the holders of content owners and
finding them can be difficult and time-consuming. DMGI and Orchard currently rely on their respective business development personnel, on
networks of relationships and on market research to locate content owners, as well as their respective reputations in the industry and targeted
advertising to attract content owners seeking to access the digital market. In the future, the combined company s ability to continue to identify,
locate and attract such content owners will have a significant impact on the amount of content it is able to acquire.

Our inability to enter into agreements to acquire additional digital rights to music and video content on commercially favorable terms could
impede our growth and increase our expenses.

The growth of our respective businesses is dependent, in large part, on our respective abilities to acquire or license digital rights to additional
music and video content. Even if we are able to locate additional content owners, they may not be willing to sell or license their digital rights or
we may not be able to negotiate terms that are commercially favorable to us. While we believe that our experience and knowledge in the music
industry, and DMGI s reliance on consultants with expertise in the television and film video industries, allows us to determine commercially
reasonable prices for music and video content, we may be unable to objectively determine fair market value for the digital rights to the content
that we acquire because of unknown consumer demand for such content, unknown number of additional owners of digital rights to such content
in certain cases and absence of independent valuations for music and video content. If content owners are unwilling to sell or license their rights
on terms that we have determined are commercially favorable to us, we will not be able to substantially increase our revenue.
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We face competition from companies seeking to acquire the digital rights to music and video content, which could negatively impact our
ability to acquire additional digital rights.

The market for acquiring digital rights from content owners is competitive, especially for the distribution of music catalogs owned by
independent labels. The number of commercialized music and video recordings available for acquisition is large, but limited, and many of the
more desirable music recordings are already subject to digital distribution agreements or have been directly placed with digital entertainment
services. We face competition in our pursuit to acquire additional music and video content, which may limit the amount of available music and
video content for sale or license and may lead to higher acquisition prices. Our competitors may from time to time offer better terms of
acquisition to content owners. Recently, subsidiaries of the four major record labels, which have always aggressively competed to provide
physical distribution for independent labels, have become increasingly active in the digital market segment. These companies have the ability to
offer the consolidation of both physical and digital distribution through a major record label, can offer reduced physical distribution fees in order
to gain the digital distribution rights from independent labels and other content owners and can condition an agreement to distribute physical
content on the inclusion of digital rights, while we are focused only on the digital distribution of music and video content. Some of our
competitors have adopted, and may continue to adopt, aggressive pricing policies and devote substantial resources to acquiring digital rights to
music and video recordings. In addition, our competitors may form strategic alliances with record labels and digital entertainment services that
could result in increased competition for the acquisition of music recordings, service offerings or favorable terms with the digital entertainment
services. Increased competition for the acquisition of digital rights to music and video recordings may result in a reduction in our operating
margins, market share and brand.

We have entered into multi-year agreements for digital rights to music and video content and if we are unable to renew these agreements on
commercially favorable terms as they expire, our revenue could materially decrease.

Our long-term success depends upon, among other things, our ability to renew our non-perpetual rights to music and video content once they
expire. For the six months ended June 30, 2007, approximately 70% of each of DMGI s and Orchard s revenue was derived from digital music
distributed under short-term distribution agreements that expire in one to five years depending on certain factors. We are aware that our
competitors have solicited a number of the record labels we have under short-term distribution agreements, just as we have solicited their record
label clients in this highly competitive market. While we do not expect any net material decrease in revenue and gross profit from these
activities, if our competition becomes increasingly aggressive or our level of service provided to our record label clients is not superior to our
competition, we may experience a higher rate of non-renewal than we have in the past for our short-term digital distribution agreements. If any
of our competitors offer better terms, it could cause us to spend more money or grant better terms, or both, to renew the digital rights we
currently hold. In addition, the larger and more prestigious independent record labels, which have traditionally accessed the digital music market
through distribution companies like us, could seek direct distribution with digital music retailers when their agreements with us expire. If we are
unable to renew the non-perpetual rights to our music and video content on commercially favorable terms, our revenue could materially
decrease.

Other parties may have digital rights, or claim to have such rights, to our music content, which may result in duplicates of the music
recordings we sell to be available for purchase at the digital music services and cause a reduction in our revenue.

We generally acquire or license all of the digital rights that the owner of music content has available to grant; however, the holders of such rights
may not possess exclusive rights to those music recordings. We are unable to determine the number of additional holders of rights to our music
recordings. Aside from copyright law, the rights to music recordings are contractual in nature. There is no central registry that evidences the
chain of title to the rights of music recordings other than copyright registration, which is voluntary. Given the age of many of the music
recordings we have acquired or licensed or may acquire or license in the future, there is often
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a lack of documentation to evidence the chain of title. In addition, there is a common practice in the music industry of licensing rights in various
formats or in certain compilations and to grant the same rights to different parties for the same or different geographic regions. Our content
acquisition and distribution agreements contain representations, warranties and indemnities only with respect to the digital rights granted to us
and not with respect to the rights held by other parties. We are aware of numerous instances where other parties have legitimate digital rights to
the same music recordings to which we have acquired or licensed the digital rights. If copies of our music recordings are available at the digital
music services from alternative sources, our revenue will be reduced to the extent these copies are purchased instead of ours.

We may not receive legal title to the digital rights of music content that we have paid to acquire or license, and any determination that we
don t hold such rights may subject us to write-offs, claims for damages and lost profits.

Our acquisition and distribution agreements with content owners contain representations, warranties and indemnities with respect to the digital
rights granted to us. In certain instances, we have purchased or licensed digital rights that were determined not to be held by the holder from
whom we acquired or licensed those rights. If we were to acquire or make a cash advance for digital content and make available for purchase
music recordings from a person who did not actually own such rights and we were unable to enforce or collect on the representations, warranties
and indemnities made by such person, our business would be adversely affected. We would be required to write-off the cost of the acquisition or
advance, lose the rights to sell such music and might be subject to copyright infringement lawsuits for selling such music recordings without the
right to do so. Such lawsuits could subject us to damages, which could be significant. Finally, these situations could adversely impact our
reputation with content owners and our relationships with digital music services, which could adversely affect our business.

If content owners fail to deliver, or if there are long delays in the time it takes to receive the music and video content that we acquire rights
to, our revenue growth will be negatively impacted and our cash flow will be affected adversely.

Implementation of our business plan and growth strategy depends on increasing the amount of music and video content we have available to
consumers at digital entertainment services. Our purchase and long-term distribution agreements typically require the owners to deliver to us
their music and video content under an agreement delivery timetable. Under our short-term distribution agreements, there is generally no
specific delivery timetable, although the content owner is generally required to digitally distribute their entire catalog through us and promptly
provide all the master recordings and metadata to us for processing after execution of the agreement. Some of the content we acquire may be in
older physical formats such as audio tape or vinyl records in the case of music recordings, or film, tape or other incompatible digital format in
the case of video recordings, that require processing onto compact disc or digital video disc prior to being delivered to us. In addition, our
agreements require that certain descriptive information required by the digital entertainment services for each music and video be delivered with
the content, such as recording title, album title, artist name, genre, copyright information, label name, unique product identifier, artwork,
biographical information, sales information and date of release. Historically, it has at times taken several months or longer after we have entered
into an agreement before we have received delivery of the music and video content acquired. In addition, in some cases the quality of the music
and videos and metadata initially delivered is not sufficient or the data is not complete and follow-up work and effort is required to receive
proper and complete delivery, although even with such extra efforts there are no assurances such problems can be cured. Although we generally
specify delivery dates and make cash payments by us conditional upon delivery, we do not control the timing for complete receipt of the music
and video content we have acquired. In addition, in certain cases, content owners have over delivered and in others have been unable to deliver
all of the content specified in our agreements. During the first quarter of 2007, DMGI determined that one content owner that had granted it
long-term distribution rights would be unable to deliver approximately 13,000 music recordings under contract and that an additional 10,000
music recordings previously delivered would not be able to be posted for sale due to various reasons. These factors
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reduced the contract from a total of 75,000 music recordings to approximately 52,000 music recordings that DMGI expects to be able to make
available for sale. We are typically not required to pay additional consideration for deliveries in excess of contract amounts and are not required
to make cash payments for any content that is not delivered, or is defective or otherwise non-usable. However, our expected revenue growth rate
is negatively impacted when we do not receive all the content we have contracted for. If there are long delays in the time it takes for the owners
to deliver to us the music and video content in physical format or complete data format and the related complete descriptive information, it will
delay our ability to begin the process of converting the content into the digital formats required by digital entertainment services. It could also
cause inefficiencies in the utilization of our operations personnel who process these recordings. Any delay in making our music and video
content available for purchase at the digital entertainment services will delay our revenue growth, and inefficiencies caused by such delays could
cause a reduction in our cash flow in the interim.

We are substantially dependent on a limited number of digital entertainment services, in particular Apple iTunes Store, for the sale of our
content.

We derive our revenue from a small number of leading digital entertainment services that make our content available to consumers. We
generally deliver our music and video content to these digital entertainment services in priority of their significance to us. For the six months
ended June 30, 2007 and for the year ended December 31, 2006, DMGI received 63% and 71% of its revenue, and Orchard received 53% and
51% of its revenue, from Apple iTunes, respectively. For the same periods, Orchard received 11% and 12% of its revenue from its affiliate,
eMusic, respectively. Our respective agreements with Apple iTunes have terms of three years, which end in April 2010 for DMGI and in
October 2009 for Orchard. DMGI s wholly-owned DRA subsidiary has separate agreements with Apple iTunes that expire in December 2008. If
we are not able to continue to renew our relationships with Apple iTunes and other digital entertainment services that make our music and video
content available to consumers on similar economic terms, our ability to generate revenue will be significantly reduced.

Our accounts receivable are concentrated with a limited number of digital entertainment services, particularly Apple iTunes, which subjects
us to substantial payment risk.

We rely on reports from digital entertainment services detailing download and other activity to determine our revenue, and such reports are
typically provided to us within 30 to 45 days following the end of the reporting period, generally monthly. We receive payment at approximately
the same time as we receive these detailed revenue reports. Our accounts receivable therefore consists of approximately one month s revenue (or
one quarter in the case of certain digital entertainment services that report quarterly). As of June 30, 2007, accounts receivable from Apple
iTunes Store represented (i) 40% of DMGI s total accounts receivable, compared to 51% of its total accounts receivable as of December 31,
2006, and (ii) 28% of Orchard s total accounts receivable, compared to 35% of its total accounts receivable as of December 31, 2006.
Additionally, for Orchard, accounts receivable from its affiliate, eMusic, represented 15% of total accounts receivable at June 30, 2007 and
December 31, 2006. The concentration of our accounts receivable among a small number of digital entertainment services is likely to continue
and we expect our accounts receivable to become larger as we grow. DMGI has not had a bad debt loss since inception and maintains no
allowance for doubtful accounts, and Orchard had a $75,387 allowance as of June 30, 2007. However, if any significant digital entertainment
services are unable to pay us as due each month (or quarter, as the case may be), it could disrupt our business and cause us to report a bad debt
loss in excess of amounts provided for potential doubtful accounts.

The digital music industry is evolving and we are vulnerable to discounting, price-reductions, pricing structure and stocking changes that
may evolve in the industry and, as a result, cause a reduction in our revenue.

We receive revenue based on the wholesale prices determined by the digital music retailers based, to a large extent, on the price they charge to
consumers. Currently, the largest digital music retailer, Apple iTunes, charges
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consumers $0.99 to $1.29 per music recording downloaded in the United States and at comparable rates in local currency for consumers outside
the United States. We have limited ability to influence the pricing models of the digital entertainment services. While the major record labels
were unsuccessful in their recent attempt to change the pricing structure, there is no assurance that they will not attempt to change the pricing
structure in the future or that the digital music retailers will not initiate such a change that could result in lower pricing or tiered pricing that
could reduce the amount of revenue we receive. In addition, the popularity of digital music retailers that offer digital music through subscription
and other pricing models is increasing. For example, eMusic, a subscription-based music service and affiliate of Orchard, is now the second
largest digital music retailer in the world. Currently, the revenue we earn per individual music recording is generally less under these
subscription models than what we receive from Apple iTunes, although we expect it will increase as more subscribers are added. Additionally,
digital music services at present generally accept all the music content that we and other distributors deliver to them. However, to the extent the
digital music services limit the types or amount of music recordings they will accept from content owners and distributors like us, or
substantially limit the number of music recordings they will post for sale, or change their current stocking plans, for instance by removing music
recordings that do not meet minimum sales thresholds or other criteria, our revenue could be significantly reduced.

Any extended delay by digital entertainment services in processing and making our music and video content available to consumers causes a
delay in our ability to earn revenue from such content.

Following receipt of music and video content from the owners, we convert them into the specific digital formats required by digital
entertainment services. We then deliver the music and video content in digital format, together with their associated descriptive information and
artwork, to the digital entertainment services to be made available to consumers in the specific territories where we have acquired the digital
rights. The digital entertainment services must then review our music and video content, descriptive information and artwork to ensure that they
are in the proper format for their store or service. The content is only made available to consumers once the digital retailer or service has
completed its review, encrypted the content with the particular retailer s (if applicable) digital rights management protection and other retailer or
service-specific coding, and posted the digital files on the retailer s or services computer servers. We are subject to the digital entertainment
services internal processing timing and priorities. Our agreements with the digital entertainment services do not provide for a fixed processing
time. DMGI s experience has been that the review and posting process by the digital entertainment services takes several weeks to several
months. Any extended delay in making our music and video content available to consumers causes a delay in when we can begin to earn revenue
and return on investment from our content.

We may acquire record labels or other companies that own master rights to music or video content, and if we are unable to successfully
acquire or integrate these companies, we may not be able to acquire additional content or grow our revenue.

We may attempt to acquire record labels or other companies that own master rights to music or video content for purposes of acquiring their
digital rights. If we are not able to successfully acquire such companies, we may not be able to grow our revenue as rapidly as anticipated. In the
event we are able to acquire such record labels or other companies, we may be subject to a number of risks related to the integration and
management of such companies, including failure to obtain valid consents to assignment of contracts, including contracts granting rights to
music content, failure of the business of the acquired company to achieve expected results, diversion of our management s attention, and failure
to retain key personnel of the acquired company. In addition, if we undertake an acquisition of a company that owns digital and other rights to
music and video content, we may attempt to operate the non-digital businesses or sell the non-digital rights to another person or entity, and we
may not be able to do so in a manner or on terms favorable to us.
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If we are not able to integrate and scale our reporting and payment processes, we may experience delays providing reports to the content
owners and paying required royalties that could have a negative effect on our brand identity.

We receive regular sales reports from digital entertainment services that contain sales information for our music and video content. Based on
these reports, we provide summary reports to the content owners. When we acquire the perpetual digital rights to music content and in certain of
our distribution agreements, we may assume the obligations of the content owner to pay any required royalty payments to the artists according to
the terms of the existing agreements. In addition, we may be required to pay statutory publishing royalties on behalf of the content owner
according to the terms of our agreements. As we integrate the extensive databases and information systems of DMGI and Orchard and acquire
digital rights to additional music and video content, we may experience difficulties in preparing and distributing sales reports for the content
owners or processing and paying artist and publishing royalties in a timely fashion. If we are not able to successfully expand our processing
capability or introduce technology to allow us to determine and pay royalty amounts due and automate these tasks, we may experience delays as
we increase the volume of our music and video content, which could have a negative effect on our relationships with content owners and brand
identity.

We may need to raise additional capital to accomplish our objectives and, if we are unable to raise such funds as needed, our growth would
be limited.

We may use our common stock in addition to our cash for the consideration for future acquisitions of digital rights to additional music and video
content and/or for the acquisition of other businesses in the digital media industry. If our common stock does not maintain a sufficient market
value or content and business owners are unwilling to accept common stock as part of the consideration for the sale of the digital rights to their
music and video content or their businesses or as consideration for licensed rights to their music and video content, we may be required to utilize
more of our cash resources, if available. We intend to be more aggressive in this area and may require additional financing in the future. If we do
not have sufficient cash resources, our ability to acquire additional rights to music and video content and ancillary businesses could be limited
unless we are able to obtain additional capital through future debt or equity financings. Our ability to obtain financing will depend, among other
things, on our development efforts, business plans, operating performance and condition of the capital markets at the time we seek financing.
Additional financing may not be available to us on favorable terms when required, or at all. Using cash to finance acquisitions could
substantially limit our financial flexibility and using debt could result in financial covenants that limit our operations and financial flexibility. If
we raise additional funds through the issuance of equity, equity-linked or debt securities, those securities may have rights, preferences or
privileges senior to the rights of our common stock, and our common stockholders may experience dilution.

We face a potential loss of music content if it is determined that recording artists have a right to recapture rights in their content under the
U.S. Copyright Act.

The U.S. Copyright Act provides authors and their heirs a right to terminate licenses or assignments of rights in their copyrighted works that

were not works made for hire . If any of our music content were determined not to be works made for hire , then the recording artists or their heirs
could have the right to terminate the rights we hold. These residual author rights generally survive for five years after the end of the 35-year

period from the date of a post-1977 license or assignment, and in the case of a pre-1978 grant in a pre-1978 recording, five years after the end of

the 56-year period from the date of creation or January 1, 1978, whichever is later. Any termination of our rights to our music content could have

a material reduction in our revenue.
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Provisions in DMGI s charter documents and under Delaware law could discourage a takeover that stockholders may consider favorable.

DMGI s charter documents may discourage, delay or prevent a merger or acquisition that a stockholder may consider favorable because they:

authorize its board of directors, without stockholder approval, to issue up to 1,000,000 shares of undesignated preferred stock; and

establish advance notice requirements for proposing matters to be approved by stockholders at stockholder meetings.
As a Delaware corporation, DMGI is also subject to the Delaware anti-takeover provisions contained in Section 203 of the Delaware General
Corporation Law. Under Delaware law, a corporation may not engage in a business combination with any holder of 15% or more of its capital
stock unless the holder has held the stock for three years or, among other things, the board of directors has approved the transaction. DMGI s
board of directors could rely on this provision to prevent or delay an acquisition of DMGI.

DMGI s stock price is subject to fluctuation and could decline.

The price at which DMGI common stock has traded since its initial public offering in February 2006 has fluctuated significantly. The price is
likely to continue to fluctuate significantly due to the following factors, some of which are beyond DMGI s control:

imbalances between the market supply and demand for shares of its stock due to the limited number of shares available in the public
float;

variations between DMGI s actual operating results and the expectations of securities analysts, investors and the financial community;

announcements of developments affecting DMGI s business, systems or expansion plans by DMGI or others; and

conditions and trends in online commerce industries and the mobile communications industry, particularly as they relate to the digital
entertainment services and mobile carriers.
As a result of these and other factors, investors in DMGI s common stock may not be able to resell their shares at or above their purchase price.

In addition, sales of substantial amounts of DMGI common stock by its existing stockholders in the public market may adversely affect the

future market price of its common stock. Shares issued upon the exercise of outstanding options granted to DMGI s employees and directors also
may be sold in the public market. Such sales could create the perception to the public of difficulties or problems with DMGI s business. As a
result, these sales might make it more difficult for DMGI to sell securities in the future at a time and price that DMGI deems necessary or
appropriate.

In the past, securities class action litigation often has been instituted against companies following periods of volatility in the market price of their
securities. DMGI maintains directors and officers liability insurance for this type of litigation. However, if such litigation is directed at DMGI, it
could result in substantial costs, including the deductible amount under DMGI s insurance policy and other indirect costs and a diversion of
management s attention and resources.
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FORWARD-LOOKING STATEMENTS

Some of the statements contained or incorporated by reference in this proxy statement, including those relating to DMGI s, Orchard s and the
combined company s strategies and other statements that are predictive in nature, that depend upon or refer to future events, conditions or
financial performance, or that include words such as should, may, likely, expects, anticipates, intends, plans, believes, estimates,
continues and similar expressions as well as the negative of these terms, are forward-looking statements within the meaning of Section 21E of
the Securities Exchange Act of 1934, as amended. Forward looking statements include the information concerning possible or assumed future
results of operations of DMGI, Orchard and the combined company as set forth under THE MERGER DMGI s Reasons for the Merger;
Recommendation of DMGI s Board of Directors . These statements are not historical facts but instead represent only expectations, estimates and
projections regarding future events. These statements are not guarantees of future performance and involve certain risks and uncertainties that
are difficult to predict, which may include the risk factors set forth below and other market, business, legal and operational uncertainties
discussed elsewhere in this document and the documents which are incorporated herein by reference. Those uncertainties include, but are not
limited to those described or incorporated by reference under RISK FACTORS including:

revenue and earnings expectations which are difficult to predict because of the companies limited operating histories and emerging
nature of the digital media industry;

the companies ability to successfully integrate operations and realize expected synergies and cost reductions;

the companies ability to successfully identify, acquire for a commercially reasonable valuation, and process additional catalogs of
sound and video recordings;

the companies ability to successfully enter into new sales channel relationships;

competitive and economic conditions in the digital media industry;

acceptance and adoption of the digital format by consumers and potential changes in consumers tastes and preferences in music and
video, and the extent to which the companies content will appeal to consumers;

the companies limited operating history in the acquisition, processing and sale of digital video recordings;

the companies limited ability to influence the pricing models of digital entertainment services;

the companies dependence on digital entertainment services to review, process and make all of its digital offerings available on a
comprehensive and timely basis for purchase by consumers;

the companies may not have proper legal title to the digital rights associated with music recordings the companies purchase or license,
or others may claim to have such rights;
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potentially long delays in receiving the master recordings and videos that the companies acquire rights to;

the companies ability to renew multi-year agreements for digital rights to music and video content as they expire;

music and video piracy;

differing interpretations of and potential ambiguities in U.S. copyright laws;

availability, terms and use of capital to continue to grow the companies business; and

maintaining adequate internal operating and financial controls over the companies business and financial reporting.
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Many of the factors listed above are and will be outside of and beyond the companies control. DMGI s, Orchard s and/or the combined company s
actual results and financial conditions may differ, perhaps materially, from management s current expectations and the anticipated results and
financial conditions in any forward-looking statements, and, accordingly, readers are cautioned not to place undue reliance on such statements.

For more information concerning factors that could affect DMGI s, Orchard s and/or the combined company s future results and financial
conditions, see RISK FACTORS beginning on page 8§ and THE COMPANIES Digital Music Group, Inc. Management s Discussion and
Analysis of Financial Condition and Results of Operations beginning on page 72 of this proxy statement and in each of DMGI s annual and
quarterly reports incorporated by reference into this proxy statement. DMGI undertakes no obligation to update any forward-looking statements,
whether as a result of new information, future events or otherwise. See  WHERE YOU CAN FIND MORE INFORMATION.
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THE SPECIAL MEETING OF DMGI STOCKHOLDERS

This document constitutes a proxy statement of DMGI and is being mailed by DMGI to DMGI stockholders of record on or about October 10,
2007, together with the notice of the special meeting of stockholders of DMGI and a proxy solicited by DMGI s Board of Directors for use at the
special meeting and at any adjournments or postponements of the meeting.

General

The special meeting will be held at DMGI s headquarters located at 2151 River Plaza Drive, Suite 200, Sacramento, California 95833 at 10:00
a.m., local time, on November 13, 2007. Only DMGI stockholders of record at the close of business on October 5, 2007 will be entitled to
receive notice of and to vote at the special meeting. As of the record date, there were 9,121,939 shares of common stock, outstanding and
entitled to vote, with each such share entitled to one vote.

Purpose of the DMGI Special Meeting

At the special meeting, DMGI stockholders will be asked to consider and vote on the following proposals:

(1) to consider and vote upon a proposal to approve the merger agreement and the merger; and authorize the issuance of an aggregate
maximum of 9,064,941 shares of common stock and a new series of 448,833 shares of Series A Preferred Stock (to be adjusted to
reflect the reverse stock split, if any, described in Proposal No. (2) below);

(2) to consider and vote upon a proposal to approve a reverse stock split in a ratio ranging from one-for-two to one-for-four issued and
outstanding shares of DMGI common stock; and

(3) to adjourn the special meeting, if necessary, to solicit additional proxies if there are not sufficient votes in favor of the foregoing
proposals.
Proposal 1  Approval of the merger agreement.

DMGI and Orchard entered into an Agreement and Plan of Merger on July 10, 2007, which was amended and restated on September 13, 2007
and further amended and restated on October 5, 2007, pursuant to which DMGI NY will merge with and into Orchard and DMGI will issue to
Orchard stockholders and holders of Orchard deferred stock awards an aggregate maximum of 9,064,941 shares of common stock and 448,833
shares of a new series of preferred stock (to be adjusted to reflect the reverse stock split, if any, described in Proposal No. (2) below). For a
detailed summary of the merger agreement, please see the section of this document entitted THE MERGER AGREEMENT beginning on page
44.

Proposal 2 Approval of the Reverse Stock Split

DMGI stockholders will be asked to approve a reverse stock split in a ratio ranging from one-for-two to one-for-five of all issued and
outstanding shares of our common stock, the final ratio to be determined within the discretion of the DMGI Board of Directors (the Reverse
Stock Split ). For a discussion of the Reverse Stock Split, please see the section of this document entitled THE REVERSE STOCK SPLIT
beginning on page 39.

Proposal 3 To adjourn the special meeting, if necessary to solicit additional proxies if there are not sufficient votes in favor of the foregoing
proposals.

DMGI stockholders may be asked to vote on a proposal to adjourn or postpone the special meeting, which could be used to allow more time for
soliciting additional votes to approve the merger agreement. Each copy of this proxy statement mailed to DMGI stockholders is accompanied by
a proxy card for use at the special meeting.
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In the event Proposal No. 1 is approved and Proposal No. 2 is not, the merger could still be consummated and shares of DMGI common stock
would not be listed on a national securities exchange and would likely be traded on the Nasdaq over-the-counter bulletin board.
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Record Date

Each holder of record of DMGI common stock as of October 5, 2007 will be entitled to one vote for each share of common stock held on that
record date.

As of the record date, directors and executive officers of DMGI and their affiliates as a group owned and were entitled to vote approximately
1,721,172 shares of DMGI common stock, representing approximately 18.9% of the votes entitled to be cast at the special meeting. All of the
directors who own common stock have entered into a Voting Agreement, as described below under Vote Required and attached hereto as
ANNEX D, to vote their shares of DMGI common stock in favor of the merger and the transactions contemplated thereby, subject to the
directors fiduciary duties.

Vote Required

General. Approval of the merger agreement requires the affirmative vote of the holders of a majority of the votes cast at the special meeting.
Approval of the Reverse Stock Split requires the affirmative vote of at least a majority of the outstanding shares of DMGI s common stock
entitled to vote thereon. On the record date, there were 9,121,939 outstanding shares of DMGI common stock, each of which is entitled to one
vote at the special meeting. The presence, in person or by proxy, of shares of DMGI common stock representing a majority of DMGI s
outstanding shares entitled to vote at the special meeting is necessary in order for there to be a quorum at the special meeting. A quorum must be
present in order for the vote on the merger agreement and the Reverse Stock Split to occur.

Assuming a quorum is present, shares represented by a properly signed and dated proxy will be voted at the special meeting in accordance with
the instructions indicated on the proxy. Proxies that are properly signed and dated but that do not contain voting instructions will be voted FOR
Proposal No. 1 to approve the merger and the issuance of DMGI capital stock in connection with the merger, FOR Proposal No. 2 to approve a
reverse stock split in a ratio ranging from one-for-two to one-for-five of all issued and outstanding shares of DMGI common stock and FOR
Proposal 3 to adjourn the special meeting, if necessary, to solicit additional proxies if there are not sufficient votes in favor of the foregoing
proposals.

As of the record date, neither Orchard nor any of its affiliates owned any shares of DMGI common stock. As of the same date, the directors and
officers of DMGI owned a total of approximately 18.9% of the outstanding shares of DMGI common stock. Pursuant to a voting agreement
dated July 5, 2007, all of the directors and executive officers of DMGI who owned shares of common stock at such date, consisting of five
directors and one executive officer of DMGI at such date, as well as six additional stockholders of DMGI, have agreed to vote their shares of
DMGI common stock (representing in the aggregate approximately 27% of the shares of DMGI common stock outstanding as of the record date)
in favor of the transactions contemplated by the merger agreement, subject to the directors fiduciary duties.

Abstentions. DMGI will count a properly executed proxy marked abstain with respect to a particular proposal as present for purposes of
determining whether a quorum is present. If you abstain from voting with respect to the foregoing proposals, it will have the same effect as if
you voted against such proposal.

Broker Non-Votes. Proxies submitted to brokers that do not indicate a vote for some or all of the proposals because the brokers do not have
discretionary voting authority and have not received instructions from you as to how to vote on those proposals (so-called broker non-votes ) are
considered shares present for purposes of determining whether a quorum exists. Broker non-votes with respect to Proposal No. 1 and Proposal
No. 3 will have no effect on the outcome of such proposals but will reduce the number of votes required to approve those proposals. Broker
non-votes with respect to Proposal No. 2 will have the same effect as a vote against that proposal.

Voting Shares in Person that are Held through Brokers. If your shares are held of record by your broker, bank or another nominee and you wish
to vote those shares in person at the special meeting, you must obtain
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from the nominee holding your shares a properly executed legal proxy identifying you as a DMGI stockholder, authorizing you to act on behalf
of the nominee at the DMGI special meeting and identifying the number of shares with respect to which authorization is required.

Recommendation of the Board of Directors

DMGI s Board of Directors has approved the merger agreement, the transactions contemplated in the merger agreement and the issuance of an
aggregate maximum of 9,064,941 shares of common stock and a new series of 448,833 shares of Series A Preferred Stock (to be adjusted for a
reverse stock split, if any). DMGI s Board of Directors believes that the merger is in the best interests of DMGI and its stockholders, and
recommends that DMGI stockholders vote  FOR Proposal 1 approval of the merger agreement.

In the course of evaluating the merits of this merger and ultimately reaching its decision to approve the merger agreement and the transactions

contemplated therein, DMGI s Board of Directors, among other things, consulted with its legal counsel and financial advisors regarding the terms

of the merger agreement. For a discussion of the factors considered by DMGI s Board of Directors in reaching its conclusion, sse THE MERGER
DMGI s Reasons for the Merger; Recommendation of DMGI s Board of Directors.

DMGI stockholders should note that certain of DMGI s directors and executive officers have interests in, and may derive benefits as a result of,
the merger that are in addition to their interests as stockholders of DMGI. See THE MERGER Interests of Certain DMGI Executive Officers
and Directors in the Merger.

DMGI s Board of Directors has approved the proposal to amend the amended and restated certificate of incorporation to effect a reverse stock
split in a ratio ranging from one-for-two to one-for-five of all issued and outstanding shares of DMGI common stock, the final ratio to be
determined within the discretion of such Board. DMGI s Board of Directors believes that the amendment to the amended and restated certificate
of incorporation is in the best interests of DMGI and its stockholders in order to maintain a Nasdaq Global Market listing, and recommends that
DMGI stockholders vote FOR Proposal 2.

The DMGI Board of Directors has further determined that approving a proposal to adjourn the special meeting, if necessary, to solicit additional
proxies is in the best interests of DMGI and its stockholders. The DMGI Board of Directors recommends that DMGI stockholders vote FOR
Proposal 3 to adjourn the special meeting, if necessary, to solicit additional proxies if there are not sufficient votes in favor of the foregoing
proposals. DMGI does not currently intend to seek an adjournment of its meeting unless such an adjournment is necessary to solicit additional
votes.

Revocability of Proxies

The grant of a proxy on the enclosed proxy card does not preclude you from voting in person or otherwise revoking a proxy. You may revoke a
proxy at any time prior to its exercise by delivering to the Secretary of DMGI either a duly executed revocation or a proxy bearing a later date.
In addition, you may revoke a proxy prior to its exercise by voting in person at the special meeting. All written notices of revocation and other
communications with respect to the revocation of DMGI proxies should be addressed to Digital Music Group, Inc., 2151 River Plaza Drive,
Suite 200, Sacramento, California 95833, Attention: Corporate Secretary. Attendance at the special meeting will not in and of itself constitute
revocation of a proxy.

Attending the Special Meeting

DMGI will hold a special meeting of stockholders at DMGI headquarters located at 2151 River Plaza Drive, Suite 200, Sacramento, California
95833 on November 13, 2007 at 10:00 am local time to consider and vote upon the proposals described in this proxy statement.
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Voting Electronically or by Telephone

Delaware law permits electronic submission of proxies through the Internet or by telephone, instead of submitting proxies by mail on the
enclosed proxy card. Thus, stockholders of record and many stockholders who hold their shares through a broker or bank will have the option to
submit their proxies or voting instructions electronically through the Internet or by telephone. Please note that there are separate arrangements
for using the Internet and telephone depending on whether your shares are registered in DMGI s stock records in your name or in the name of a
broker, bank or other holder of record. If you hold your shares through a broker, bank or other holder of record, you should check your proxy
card or voting instruction card forwarded by your broker, bank or other holder of record to see which options are available.

Solicitation of Proxies

We have retained Georgeson Inc. to solicit proxies from our stockholders at a fee of $10,000, plus expenses. Some of our directors, officers and
employees may also solicit proxies personally, without any additional compensation, by telephone or mail. Proxy materials also will be
furnished without cost to brokers and other nominees to forward to the beneficial owners of shares held in their names.

DMGI will pay all of the costs of soliciting proxies in connection with its special meeting and all of the costs of filing, printing and mailing this
proxy statement. The extent to which any proxy soliciting efforts will be necessary depends upon how promptly proxies are received. You
should send in your proxy by mail without delay or vote by telephone or using the Internet. DMGI also reimburses brokers and other custodians,
nominees and fiduciaries for their expenses in sending these materials to you and getting your voting instructions. A more complete description
of how to send your proxy is included on the proxy accompanying this proxy statement.

No person is authorized to give any information or to make any representation not contained in this proxy statement and, if given or made, such
information or representation should not be relied upon as having been authorized by DMGI or any other person. The delivery of this proxy
statement does not, under any circumstances, create any implication that there has been no change in the business or affairs of DMGI since the
date of the proxy statement.
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THE MERGER
Background of the Merger

On December 6, 2006, Cliff Haigler, a substantial shareholder and the former chief financial officer of DMGI, contacted Daniel Stein, chief
executive officer of Dimensional, the majority owner of Orchard, for the purpose of discussing a possible merger of the two companies.

Mr. Stein was receptive to a meeting for this purpose, as was Clayton Trier, chairman of DMGI, and such meeting took place in New York on
December 18, 2006, subject to a Confidentiality and Non-Disclosure Agreement between the parties dated December 6, 2006.

In attendance for at least some portion of this initial meeting from DMGI were Mr. Trier and Mitchell Koulouris and Tuhin Roy, the chief
executive officer and chief strategy officer, respectively, of DMGI. Representing Dimensional and Orchard were Mr. Stein, Joe Samberg, the
majority owner of Dimensional and a director of Orchard, and Greg Scholl, chief executive officer of Orchard. Mr. Haigler also attended a
portion of the meeting to facilitate introductions and provide an independent perspective. The parties each presented their business strategy and
organizational structure, shared selected financial information and discussed the merits of a possible merger, but did not agree on any specific
merger structure or terms.

In February 2007, Mr. Trier followed up with a phone call to Mr. Stein to discuss certain management changes taking place at DMGI and
inquire whether Orchard wanted to resume the merger discussions. Mr. Stein suggested that they wait until after DMGI s annual financial
statements for 2006 were available and possibly until the first quarter of 2007 was completed.

On May 14, 2007, four founding stockholders of DMGI, Mr. Haigler and Messrs. Steve Colmar, Craig Colmar and Richard Rees, were all in
New York on other business when they paid an unscheduled visit to Mr. Stein for the purpose of renewing merger discussions between Orchard
and DMGI. Each of these four individuals entered into a confidentiality and non-disclosure agreement with Orchard, and Mr. Scholl attended a
portion of this meeting to provide an update on Orchard s business. During this meeting, the framework for a merger, including structure and
terms, was discussed and a preliminary term sheet was drafted.

On May 16, 2007, Messrs. Haigler and Colmar called Mr. Trier to inform him of their meeting with Mr. Stein and to discuss a preliminary term
sheet. In addition, Mr. Stein called Mr. Trier later that evening to ask if he would be receptive to reviewing a draft term sheet for a business
combination transaction between DMGI and Orchard. Mr. Trier expressed concern about the manner in which the term sheet was developed, but
said that he would review and discuss it with DMGI s Board of Directors. Mr. Trier made it clear that Messrs. Haigler, Colmar, Colmar and Rees
had no authority to negotiate or agree to anything on behalf of DMGI, and Mr. Stein stated that he already understood and appreciated that fact.

It was agreed that any future merger negotiations should be held directly between Mr. Stein, representing the majority shareholder of Orchard,
and Mr. Trier, as chairman of the board of directors of DMGI.

Mr. Stein sent a draft term sheet to Mr. Trier after their phone conversation on May 16th. Between May 17 and May 21, 2007, Mr. Trier

(1) engaged legal counsel to advise DMGI and its board of directors on this matter, (ii) met with legal counsel to evaluate the term sheet and
better understand the responsibilities of the DMGI board in these circumstances, and (iii) contacted each of the DMGI directors to inform them
of this development and seek their initial reaction to the merger proposal and the term sheet.

On May 21, 2007, Mr. Trier called Mr. Stein to inform him that the DMGI board of directors were agreeable to discussing the concept of a
merger between the companies and generally agreeable to certain provisions in the term sheet, such as having the combined company named

The Orchard , having its headquarters in New York and having Mr. Scholl as the chief executive officer for the combined company. However,
the DMGI board of directors unanimously rejected the draft term sheet, primarily because a substantial portion of the consideration to Orchard
stockholders was proposed to be in the form of a three-year convertible debt and the total amount of stock consideration proposed to be issued
for Orchard. Messrs. Trier and Stein discussed various alternative structures and terms that might potentially overcome the concerns of the
DMGI directors. At Mr. Stein s
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invitation, Mr. Trier agreed to come to New York to discuss the proposed merger structure and company valuations directly with Mr. Stein.

On May 23, 2007, Mr. Trier met with Messrs. Stein, Samberg and Scholl in Rye, New York. Mr. Haigler was also present for continuity from
the previous discussions. At the conclusion of that meeting, the parties agreed that the merger had substantial business merit, but they did not
reach agreement on the form and amount of consideration to be paid for Orchard. They agreed to continue discussions and negotiations in this
regard by telephone.

From May 24 to May 26, 2007, there were several telephone conversations and negotiations between Messrs. Trier and Stein. Mr. Trier also
maintained an active dialogue during this period with Messrs. Koulouris and Roy, two substantial DMGI stockholders and senior executive
officers of DMGI, and with other DMGI directors. Mr. Stein maintained active communications with Mr. Samberg. In addition, Mr. Haigler
participated in negotiations during this period as an intermediary attempting to assist the parties to reach compromise solutions.

Discussions and negotiations between Messrs. Trier and Stein culminated on May 26, 2007, in their agreement to a merger structure and specific
terms that Mr. Trier agreed to present to the entire board of directors at its regularly scheduled meeting in Sacramento on June 5, 2007. It was
also agreed that Mr. Scholl would accept Mr. Trier s invitation to make a presentation to the board of directors of DMGI on the afternoon of
June 4, 2007, concerning Orchard and its business as well as Mr. Scholl s vision and plans for the combined company. The proposed merger,
structure, terms and consideration, reasons for the merger, timing for Mr. Scholl s presentation in Sacramento and other important factors
concerning the proposed transaction were conveyed to DMGI s board of directors by Mr. Trier in a package of information distributed to the
directors on May 27, 2007.

On May 31, 2007, after obtaining proposals from two qualified firms, Mr. Trier selected SMH Capital, Inc. ( SMH ) to act as financial advisor to
the DMGI board of directors and to render a fairness opinion on the proposed transaction. Mr. Trier sent an email to the DMGI directors that
evening explaining the rationale for such selection and describing the scope of work to be performed and fees to be charged by SMH. He also
informed the directors that representatives from SMH would be present in Sacramento to hear Mr. Scholl s presentation and advise the DMGI
board of directors on the financial aspects and merits of the proposed transaction.

On June 4, 2007, Mr. Scholl met with the DMGI board of directors and its legal counsel and financial advisor to make a presentation and
respond to numerous questions concerning Orchard s business and future prospects, the advantages that Mr. Scholl envisioned in combining the
companies and his preliminary merger integration plans. Thereafter, the DMGI directors and their advisors met privately to informally discuss
the proposed merger. The following morning, June 5th, the DMGI board of directors met again with its advisors to review the proposal further
and, upon completion of all discussion, unanimously approved moving forward with due diligence and negotiation of a definitive merger
agreement along the lines as presented at the board meeting.

On June 7 and 8, 2007, principals and legal and financial advisors for both parties met in New York to plan the due diligence and discuss and
negotiate the key non-financial terms of the merger agreement. From this time through July 10, 2007, the parties exchanged detailed information
as necessary to perform their respective due diligence procedures and counsel for the companies negotiated the specific merger terms and
covenants and exchanged numerous drafts of a definitive merger agreement and other ancillary agreements, exhibits and schedules thereto.

During this five-week process, there were never any substantive changes to the consideration as agreed between Messrs. Trier and Stein and as
presented to and approved by the DMGI board of directors. DMGI held board meetings on June 12 and 19, 2007 for the purpose of keeping the
directors informed on the progress of the diligence, financial analysis and merger agreement drafting. Mr. Trier also remained in close contact
with the DMGI directors and management by email and telephone.
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During this time period, SMH held meetings with senior management from both companies, performed the financial analysis described in their
report included elsewhere in this proxy statement, and was present at each DMGI board meeting to advise the DMGI directors on their specific
findings and the financial aspects of the transaction. In addition, Messrs. Trier and Stein negotiated the specific terms of an employment
agreement between Mr. Scholl and DMGI, for Mr. Scholl to become the chief executive officer of DMGI, effective upon consummation of the
merger.

During this period, Mr. Trier and John Kilcullen, an independent director of DMGI and chair of its compensation committee, had several

discussions with Mr. Koulouris, who had expressed a desire to leave DMGI when the merger agreement was signed. In a meeting held on

June 27, 2007, DMGI s compensation committee approved accepting Mr. Koulouris resignation as a termination without cause, to be effective at
such time as the merger agreement with Orchard was signed. The compensation committee also approved (i) increases in compensation for

Karen Davis, chief financial officer of DMGI, and certain other key management personnel, (ii) a temporary increase in Mr. Trier s retainer for
serving as chairman of DMGI, (iii) a retention bonus plan for DMGI employees as submitted by management, and (iv) a recommendation to the
DMGI board of directors that Ms. Davis be appointed as the interim chief executive officer of DMGI after Mr. Koulouris departure.

The parties and their advisors met again in New York, beginning on July 5, 2007, for the purpose of finalizing all remaining open issues and
signing the merger agreement. On July 6, 2007, the DMGI board of directors met to hear reports (i) from management on the results of due
diligence procedures, (ii) from legal counsel on the key terms of the merger agreement and the other ancillary documents and agreements
incidental to and necessary for the merger, and (iii) from SMH on their financial analysis and why they believed that the merger terms were fair
from a financial standpoint to the stockholders of DMGI. In addition, Mr. Trier reviewed the key points in Mr. Scholl s employment agreement
and Mr. Kilcullen covered the Compensation Committee s actions and recommendations. At the conclusion of these presentations, the seven
DMGI board members present at the meeting voted unanimously to authorize Mr. Trier to sign the merger agreement and other necessary
merger-related documents on behalf of DMGI and for management and counsel to prepare a proxy statement to go to stockholders of DMGI
soliciting their approval of the transaction. The DMGI Board of Directors also accepted Mr. Koulouris resignation, effective upon signing of the
merger agreement.

On July 10, 2007, the board of Orchard met and approved the transaction and entering into the merger agreement. They also authorized
management and counsel to assist DMGI in preparing information describing Orchard and its financial results for inclusion in the proxy
statement to go to stockholders of DMGI.

On July 10, 2007, the parties signed the merger agreement in New York. On September 13, 2007, the parties amended and restated the merger
agreement to eliminate contingencies to the closing of the Merger previously set forth in the Merger Agreement that were not required by
applicable law. On October 5, 2007 the parties further amended and restated the merger agreement to permit the proposed Reverse Stock Split
and acknowledge the September 2007 recapitalization of Orchard.

DMGI s Reasons for the Merger; Recommendation of DMGI s Board of Directors

DMGI s board of directors believes that the merger is fair to, and in the best interest of, DMGI and its stockholders. DMGI s board of directors
believes that the combination of DMGI and Orchard will result in greater long-term growth opportunities than DMGI has operating alone,
primarily because the combined company will be able to offer complementary distribution and marketing services that DMGI does not presently
provide, will substantially broaden the geographic scope of DMGI s operations and will have the potential for financial and operating synergies.
Following the merger, the combined company will have enhanced scale and scope of operations, which we believe will provide it with the
opportunity to reduce costs, attract new, and enhance existing, business relationships with music and video content owners and digital
entertainment services, access capital markets, and take greater advantage of opportunities for organic and external growth than neither DMGI or
Orchard could have on a standalone basis.
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The DMGI board of directors has (1) concluded that the merger agreement, including the merger and the other transactions contemplated by the
merger agreement, is fair to, advisable and in the best interests of DMGI and its stockholders, (2) approved the merger agreement and the
merger, and (3) determined to recommend that DMGI s stockholders vote in favor of adoption of the merger-related proposals at the special
meeting.

In concluding to approve the merger, the board of directors of DMGI consulted with its management, as well as with its financial and legal
advisors, and considered a variety of factors, including the following:

The expectation that the combined company s results of operations should be able to grow at a more rapid rate than either DMGI s or
Orchard s results of operations are likely to grow on an independent basis;

The expectation that the combined company should be able to achieve a greater increase in critical mass and visibility within the
capital markets than either DMGI or Orchard is capable of achieving on an independent basis;

The expectation that the combined company should be able to improve its results of operations by reducing redundant operating
expenses presently incurred by both DMGI and Orchard;

The anticipated ability of the combined company to facilitate an increase in revenue and gross profit from a broader and more
extensive combined catalog of music and video recordings, an increased number of relationships with digital entertainment services,
and cross-selling of Orchard s ancillary services to DMGI s catalog owners;

The anticipated ability of the combined company to better serve independent record labels and other digital content owners by offering
more retail channel outlets and enhanced content management and reporting systems;

The anticipated ability of the combined company to better serve the digital entertainment services its sells through with a larger and
more attractive collective catalog of recordings;

The anticipated ability of the combined company to broaden its geographic reach within the global digital media industry;

The complementary nature of DMGI s and Orchard s respective business, management and employee cultures and skill sets;

The similarity of the industry visions and values held by the respective boards and management teams of DMGI and Orchard;

The enhanced liquidity that an increase in publicly traded securities and a broader stockholder base could provide for DMGI
stockholders after the merger;

The tax free nature of the merger for DMGI stockholders; and
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The fairness opinion from a financial point of view of SMH, with respect to the acquisition of Orchard and issuance of shares in
consideration thereof.
The actual benefits to be derived from the merger, costs of integration and ability of the combined company to achieve expected cost reductions
and business synergies could differ materially from the estimates and expectations discussed above. Accordingly, the potential benefits
described above or the potential benefits described elsewhere in this proxy statement may not be realized. In considering the merits of the
merger, DMGI s board of directors considered these negative factors and the related risks involved, including the following:

The possibility that the anticipated benefits from the merger are not received by DMGI;
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The risks arising from the short-term nature of certain of DMGI s and Orchard s respective agreements with content providers and the
possibility that content providers may opt not to renew their agreements or otherwise continue their relationships with the combined
company after the merger;

The risks associated with the digital media industry in general, including its highly competitive nature;

The costs of bringing Orchard s financial reporting procedures and accounting controls to public company standards and the risks of
failing to do so in a timely manner;

The costs of the merger, including costs associated with the integration of the businesses, technology, content, channel relationships
and employees of DMGI and Orchard;

The possibility of the loss of key employees following the merger; and

The significant dilution of the stockholders of DMGI as a result of the merger consideration.
For additional information concerning the above risks, see RISK FACTORS beginning on page 8 and FORWARD-LOOKING STATEMENTS
beginning on page 22.

The discussion of the information and factors considered by DMGI s board of directors is not intended to be exhaustive but includes many of the
factors the board considered. In reaching the determination to approve and recommend the merger, DMGI s board of directors did not assign any
relative or specific weights to the foregoing factors, and individual directors may have given differing weights to different factors.

Opinion of SMH Capital, Inc., Financial Advisor to DMGI

On or about June 1, 2007, DMGI retained SMH Capital, Inc. to act as a financial advisor to the DMGI board of directors during negotiations
with Orchard and to render its opinion as to the fairness, from a financial point of view, of the merger to the stockholders of DMGI. On July 6,
2007, SMH provided to DMGI s board of directors an oral opinion to the effect that, as of that date, the merger was fair, from a financial point of
view, to the stockholders of DMGI subject to receipt and review of the audited financial statements of Orchard for the year ended December 31,
2006. On August 6, 2007, SMH delivered to DMGI its written opinion, attached as ANNEX B to this proxy statement and incorporated in this
document by reference, which describes the assumptions made, general procedures followed, matters considered and limitations on the scope of
review conducted by SMH in rendering its opinion. DMGI stockholders are urged to, and should, read SMH s opinion carefully and in its
entirety. SMH s opinion is directed only to the fairness, as of the date of the opinion and from a financial point of view, of the merger to the
stockholders of DMGI and does not constitute a recommendation to you as to how you should vote with respect to the merger agreement. In
addition, the opinion addresses only the financial fairness of the terms of the transaction to the stockholders and does not address the relative
merits of the transaction or any alternatives, the underlying decision of the board to engage in the transaction or any other aspect of the
transaction.

In conducting its analyses, SMH also held discussions with members of DMGI s and Orchard s senior management regarding the past and current
business operations, financial condition and future prospects of DMGI and Orchard. SMH assumed, and the management of each of DMGI and
Orchard has represented, that the information provided by DMGI and Orchard, respectively, including projections, had a reasonable basis and
reflected the best currently available estimates and judgments of management as to the recent and likely future performance of DMGI and

Orchard. SMH also relied on representations of DMGI s and Orchard s management that they were not aware of any information or fact that
would make the information provided to SMH incomplete or misleading.

In rendering its opinion, SMH assumed and relied upon, without independent verification, the accuracy and completeness of all information
reviewed by it for the purposes of its opinion. SMH assumed that the transaction would be consummated on the terms set forth in the merger
agreement and that, in the course of obtaining necessary regulatory and third-party consents for the transaction, no restriction would be imposed
that would have a material adverse effect on the future results of operations or financial condition of DMGI or Orchard.
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SMH did not make any independent valuation or appraisal of the assets or liabilities of DMGI or Orchard. SMH s opinion was necessarily based
on economic, market, financial and other conditions as they existed on, and on the information made available to SMH as of, the date of such
opinion. It should be understood that, although subsequent developments may affect its opinion, SMH does not have any obligation to update,
revise or reaffirm its opinion.

In arriving at its opinion, SMH was not authorized to solicit, and did not solicit, indications of interest from any potential buyers of part or all of
DMGI nor did it have discussions with any party with respect to the acquisition of DMGI or any of its assets. Furthermore, SMH was not
authorized to negotiate the terms of the transaction and has based its opinion solely on the terms of the merger agreement as negotiated by
others. SMH did not attribute any particular weight to any analysis or factor it considered. Accordingly, SMH s analysis must be considered as a
whole and selecting portions of its analyses, without considering all analysis, would create an incomplete view of the process underlying SMH s
opinion.

In preparing its opinions, SMH performed a variety of analyses, including those described below. The summary of SMH s valuation analyses is
not a complete description of the analyses underlying SMH s opinions. The preparation of an opinion regarding fairness is a complex process
involving various quantitative and qualitative judgments and determinations with respect to the financial, comparative and other analytic
methods employed and the adaptation and application of these methods to the unique facts and circumstances presented. As a consequence,
neither an opinion regarding fairness nor its underlying analyses is readily susceptible to partial analysis or summary description. SMH arrived
at its opinions based on the results of all analyses undertaken by it and assessed as a whole and did not draw, in isolation, conclusions from or
with regard to any individual analysis, analytic method or factor. Accordingly, SMH believes that its analyses must be considered as a whole and
that selecting portions of its analyses, analytic methods and factors or focusing on information presented in tabular format, without considering
all analyses and factors or the narrative description of the analyses could create a misleading or incomplete view of the processes underlying its
analyses and opinions.

In performing its analyses, SMH considered general business, economic, industry and market conditions, financial and otherwise, and other
matters as they existed on, and could be evaluated as of, July 6, 2007 and August 6, 2007, respectively. No company, transaction or business
used in SMH s analyses for comparative purposes is identical to DMGI or Orchard or the proposed transaction. SMH made judgments and
assumptions with regard to digital media industry performance, general business, economic, regulatory, market and financial conditions and
other matters, many of which are beyond the control of DMGI, such as the impact of competition on the business of DMGI and Orchard and on
the digital media industry generally, industry growth and the absence of any adverse material change in the financial condition and prospects of
DMGI or Orchard or the industry or in the markets generally. SMH believes that mathematical analyses (such as determining average and
median) are not by themselves meaningful methods of using comparable company data and must be considered together with qualities,
judgments and informed assumptions to arrive at sound conclusions. The implied reference range values indicated by SMH s analyses are
illustrative and not necessarily indicative of actual values or predictive of future results or values, which may be significantly more or less
favorable than those suggested by the analyses. In addition, any analyses relating to the value of assets, businesses or securities do not purport to
be appraisals or to reflect the prices at which businesses or securities actually may be sold, which may depend on a variety of factors, many of
which are beyond our control and the control of SMH. Much of the information used in, and accordingly the results of, SMH s analyses are
inherently subject to substantial uncertainty.

SMH s oral opinion was provided in connection with its consideration of the proposed transaction and was only one of many factors considered
by our board of directors in evaluating the merger. Neither SMH s oral opinion nor its analyses were determinative of the consideration in the
transaction or of the views of our board of directors or management with respect to the transaction.

The following is a summary of the analyses performed by SMH in connection with its opinion. The summary set forth below does not purport to
be a complete description of the analyses performed by SMH in
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rendering its opinion to DMGI and is qualified in its entirety by reference to the full text of the opinion attached as ANNEX B. DMGI
stockholders are urged to read the opinion carefully in its entirety.

In conducting its investigation and analysis and in arriving at its opinion, SMH reviewed information and took into account financial, economic
and market factors it deemed relevant under the circumstances. In rendering its opinion, SMH, among other things:
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Reviewed a draft of the Agreement and Plan of Merger dated July 10, 2007;

Reviewed publicly available information concerning DMGI that we believe to be relevant to our analysis, including, without
limitation, DMGI s 2006 annual report on Form 10-K for the year ended December 31, 2006 and it quarterly report on Form 10-Q for
the quarter ended March 31, 2007,

Review and analyzed certain financial and operating information with respect to the respective businesses, operations, and prospects
of DMGI and Orchard, respectively, including financial and operating projections furnished by the managements of DMGI and
Orchard and in particular (a) projected revenue, cost of goods sold, and operating costs for each of DMGI and Orchard; and

(b) amounts and timing of cost savings and operating synergies expected by the management of DMGI and Orchard resulting from
the merger;

Compared the historical financial results and present financial condition of DMGI and Orchard with each other and with those of
other publicly-traded companies that we deemed relevant;

Compared the financial terms of the merger with the financial terms of certain other transactions that we deemed relevant;

Reviewed published estimates of independent research analysts with respect to the future financial performance of companies
comparable to DMGI and Orchard;

Derived net present values of the businesses, based on its projected cash flows for DMGI and Orchard on a stand-alone basis and as a
combined company;

Analyzed the potential pro forma impact of the merger on the future financial performance of DMGI;

Analyzed the potential pro forma impact of the merger on the current financial condition of DMGI;

Analyzed the relative contributions of DMGI and Orchard to the current and future financial performance of the combined company
on a pro forma basis;

Analyzed the views of the respective managements of the strategic impacts of the acquisition on the business, operations, assets,
financial condition and strategic opportunities of DMGI;
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(12) Analyzed DMGI s management s opinions regarding the merger structure relating to the preservation of net operating losses; and

(13) Reviewed such other financial studies and analyses and performed such other investigations as SMH deemed appropriate.
The following is a summary of the material analyses prepared in connection with SMH s oral opinion rendered on July 6, 2007 and written
opinion rendered as of August 6, 2007. The order of the analyses does not represent relative importance or weight given to those analyses by
SMH. The fact that any specific analysis has been referred to in the summary below is not meant to indicate that such analysis was given greater
weight than any other analysis. The analyses summarized below include information presented in tabular format. The tables alone do not
constitute a complete description of the analyses. Considering the data in the tables below without considering the full narrative description of
the analyses, as well as the methodologies underlying and the assumptions, qualifications and limitations affecting each analysis, could create a
misleading or incomplete view of SMH s analyses.
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For purposes of its analyses, SMH reviewed a number of financial and operating metrics including:

Enterprise Value generally the value as of a specified date of the relevant company s outstanding equity securities (taking into account
its outstanding warrants and other convertible securities) plus the value of its net debt (the value of its outstanding indebtedness,
preferred stock and capital lease obligations less the amount of cash on its balance sheet) as of a specified date; and

EBITDA generally the amount of the relevant company s earnings before interest, taxes, depreciation, and amortization for a specified

time period.
Unless the context indicates otherwise, enterprise values used in the selected companies analysis described below were calculated using the
closing price of the common stock of the selected digital content management companies, which we refer to as DCM, listed below as of July 10,
2007, and the enterprise values for the target companies used in the selected transactions analysis described below were calculated as of the
announcement date of the relevant transaction based on the purchase prices paid in the selected transactions. Accordingly, this information does
not necessarily reflect current or future market conditions. Estimates of 2007 and 2008 revenue, 2007 and 2008 EBITDA adjusted to exclude
nonrecurring items, which we refer to as adjusted EBITDA, and 2007 and 2008 price earnings ratios for DMGI and Orchard were based on
estimates provided by DMGI and Orchard management, respectively. Estimates of 2007 and 2008 revenue, adjusted EBITDA and price earnings
ratios for the selected DCM companies listed below were based on publicly available research analyst estimates for those companies.

Selected Companies Analysis. SMH calculated multiples of enterprise value and price and considered certain financial data for DMGI, Orchard
and selected DCM companies.

The calculated multiples included:

Enterprise value as a multiple of latest 12 months, or LTM, revenue and estimated 2007 and 2008 revenue;

Enterprise value as a multiple of LTM adjusted EBITDA and estimated 2007 and 2008 adjusted EBITDA; and

Price as a multiple of LTM earnings per share and estimated 2007 and 2008 earnings per share.
The selected DCM companies were:

EMI Group plc;

Warner Music Group Corp.;

Lions Gate Entertainment Corp.;

RealNetworks Inc.;
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InfoSpace Inc.; and

Buongiorno SpA
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The selected companies analysis indicated the following:

Multiple Description

Enterprise Value as a multiple of:
LTM Revenue

2007E Revenue

2008E Revenue

LTM EBITDA

2007E EBITDA

2008E EBITDA

Price as a multiple of:
LTM earnings/share

2007E earnings/share
2008E earnings/share

Low High Mean

1.1x 1.8x 1.5x
1.2 1.8 1.4
1.1 1.8 1.4
9.2 41.8 25.5
8.5 14.1 12.3
7.7 11.8 10.0

27.9 132.6 60.5
30.7 72.3 46.3
23.0 30.1 25.5

Median

1.6x

1.4

1.3
30.9
13.4
10.3

40.8
36.0
23.3

SMH applied multiple ranges based on the selected companies analysis to corresponding financial data for DMGI and Orchard, including
estimates provided by management of DMGI and Orchard. The selected companies analysis indicated an implied reference range equity value
for DMGI of $32.8 million to $64.2 million and for Orchard from $37.9 million to $78.3 million.

Precedent Transactions Analysis. SMH calculated multiples of enterprise value to certain financial data based on the purchase prices paid in

selected publicly-announced transactions.

The calculated multiples included:

Enterprise value as a multiple of LTM, revenue; and

Enterprise value as a multiple of LTM EBITDA.
The selected transactions were:

Acquiror

Getty Images, Inc.

Terra Firma Capital Partners
RealNetworks, Inc.

Accenture Holdings BV

Lions Gate Entertainment Corp.
RealNetworks, Inc.

Digital Music Group, Inc.
Warner Music Group Corp.
Baker Capital

The selected transactions analysis indicated the following:

Multiple Description
Enterprise Value as a multiple of:
LTM Revenue

Table of Contents

Target

Pump Audio, Inc.

EMI Group plc

Sony NetServices

Digiplug S.A.S.

Magna Pacific (Holdings) Limited
WiderThanCo., Ltd

Digital Rights Agency LLC

Ryko Corporation

MusicNet, Inc.

Low High Mean

0.8x 2.9x 1.7x

Median

1.7x
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LTM EBITDA 42 18.5 13.8 12
SMH applied multiple ranges based on the selected transactions analysis to corresponding financial data for DMGI and Orchard. The selected

transactions analysis indicated an implied reference range equity value for DMGI of $26.3 million to $66.3 million and for Orchard of $27.2
million to $93.2 million.
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Discounted Cash Flow Analysis

SMH also calculated the net present value of both DMGI s and Orchard s unlevered, after-tax debt-free cash flows based on estimates provided by
management of DMGI and Orchard. For purposes of this analysis, SMH used discount rates of 18%, 20% and 22% based on terminal EBITDA
multiples of 7.0x, 8.0x and 9.0x. The discounted cash flow analysis indicated an implied reference range equity value for DMGI of $46.4 million

to $60.8 million and for Orchard of $83.8 million to $116.9 million.

SMH s opinions were subject to the assumptions and conditions contained therein and were based upon market, economic, financial and other
conditions as they existed and could be evaluated on, and on the information available to SMH as of July 6, 2007 and August 6, 2007,
respectively. SMH assumed no responsibility for updating or revising its opinions based on circumstances or events occurring after either July 6,
2007 or August 6, 2007. SMH s opinions were not to be used for any other purpose, or to be reproduced, disseminated, quoted from or referred to
at any time, in whole or in part, without SMH s prior written consent, provided, however, that SMH consented to the inclusion of the text of its
written opinion in its entirety in any filing by us with the SEC that is required by law.

DMGI selected SMH to render its opinion based on its reputation and experience in mergers and acquisitions. DMGI paid, or has agreed to pay,
to SMH a maximum fee of $275,000 for its financial advisory services and a fee of $100,000 for its additional services related to forming and
issuing an opinion on the financial fairness of the transaction. In addition, DMGI agreed to reimburse SMH for its reasonable out-of-pocket
expenses incurred in performing its services up to a maximum of $25,000 and to indemnify SMH from and against certain liabilities and
expenses which may arise out of or relate to its engagement.

Interests of Certain DMGI Executive Officers and Directors in the Merger

In considering the recommendation of DMGI s board of directors to vote in favor of adoption of the merger agreement, DMGI stockholders
should be aware that certain members of the DMGI s board of directors and certain of DMGI s executive officers have interests in the merger that
are different from, or are in addition to, the interests of DMGI stockholders generally and that may create potential conflicts of interest. During

its deliberations in determining to recommend to its stockholders that they vote in favor of the merger proposal, the DMGI board was aware of
these interests.

All independent directors of DMGI hold options to acquire shares of DMGI common stock, the unvested portions of which will accelerate and
vest upon closing of the merger. Messrs. Altschul, Biscay, Csathy, Hatchett and Kilcullen each hold options to acquire up to 30,000 shares of
DMGI common stock (11,000 options unvested for each director as of August 31, 2007) and Mr. Trier holds options to acquire up to 36,000
shares of DMGI common stock (11,000 options unvested as of August 31, 2007). Annual option grants to independent directors are automatic as
to date of grant, number of shares and monthly vesting terms, and the exercise price is the fair market value of the DMGI common stock at date
of grant. The majority of the unvested options held by independent directors are exercisable at $9.75 per share. Tuhin Roy, chief strategy officer,
holds a seven-year warrant to acquire up to 150,000 shares of DMGI common stock at $5.57 per share, which will accelerate and become fully
vested, but expire if not exercised in cash, upon closing of the merger.

Directors. At the effective time of the merger, three current DMGI directors, Clayton Trier (Chairman), David Altschul and Terry Hatchett, will
continue as directors of the combined company. See THE MERGER Board of Directors and Executive Officers of DMGI after Completion of
the Merger on page 38.

Insurance. The merger agreement obligates DMGI to cause the individuals serving as officers and directors of DMGI and Orchard or any of

their subsidiaries immediately prior to the effective time of the merger to be (i) covered for a period of two years from the effective time by the
directors and officers liability insurance policy maintained by DMGI (in the case of officers and directors of DMGI) and Orchard (in the case of
officers
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and directors of Orchard) (provided that DMGI and Orchard, as the case may be, may substitute therefor policies of at least the same coverage

and amounts containing terms and conditions that are not less advantageous than such policy) with respect to acts or omissions occurring prior to

the effective time of the merger that were committed by such officers and directors in their capacity as such or (ii) if such insurance cannot be
obtained, covered for a period of five years by a tail policy on Orchard s and DMGI s existing directors and officers liability insurance policies, as
the case may be, of at least the same coverage and amounts containing terms and conditions that are no less advantageous than such existing

policy. However, in no event shall DMGI be required to expend more than 200% per year of coverage of the amount currently expended by

DMGI per year of coverage as of the date of the merger agreement to maintain or procure insurance coverage pursuant to the merger agreement.

If DMGI is unable to maintain or obtain the insurance called for by the merger agreement, DMGI shall obtain as much comparable insurance as

is available, subject to the 200% cap of costs.

Board of Directors and Executive Officers of DMGI after Completion of the Merger

After the merger, the board of directors of the combined company shall consist of four Orchard nominees, Daniel Stein, Viet D. Dinh, Michael
Donahue and Greg Scholl, and three DMGI nominees, Clayton Trier (Chairman), David Altschul and Terry Hatchett. Each director will remain
in office until his or her successor is duly elected or approved and qualified in accordance with DMGI s amended and restated certificate of
incorporation and bylaws or as otherwise provided by applicable law. Additional information regarding each of the Orchard director designees is
set forth on ANNEX C hereto and incorporated herein by reference.

After the merger, Greg Scholl will serve as chief executive officer of the combined company pursuant to an employment agreement described in
ANNEX C hereto. The other executive officers have not yet been determined and will be appointed by the board of directors of the combined
company after the merger.

Stock Exchange Listing

DMGI common stock is currently listed on the Nasdaq Global Market. Subject to our compliance with the continuing listing standards of the
Nasdaq Global Market, we intend to continue to list our common stock on the Nasdaq Global Market until the closing of the merger. We have

been informed by the Nasdaq Global Market that the merger is deemed to constitute a reverse merger and will require the combined company to
submit an initial listing application and, at the time of the merger, meet all of the criteria applicable to a company initially requesting listing. We
have applied for listing on Nasdaq Global Market under the symbol ORCD. The purpose for the Reverse Stock Split is to ensure DMGI will
meet all such criteria, including the requirement that there be at least a $5.00 minimum bid price per share of DMGI common stock upon
completion of the merger. See RISK FACTORS Risk Factors Relating to the Merger DMGI common stock could be delisted from the Nasdaq
Global Market if we do not comply with its continued listing standards at the time of the merger.

Appraisal Rights

Under Delaware law, holders of DMGI capital stock are not entitled to appraisal rights with respect to the matters to be considered at the DMGI
special meeting.

38

Index to Financial Statements 60



Edgar Filing: Digital Music Group, Inc. - Form DEFM14A

Table of Conten
Index to Financial men
THE REVERSE STOCK SPLIT

We propose to amend our amended and restated certificate of incorporation ( Charter ) to cause a reverse stock split, in a ratio ranging from
one-for-two to one-for-five, of all our issued and outstanding common stock and common stock underlying any and all preferred stock, options,
warrants, convertible notes and other securities. The Board of Directors reserves the right, notwithstanding stockholder approval, and without
further action by the stockholders, to abandon or to delay the reverse stock split, if at any time prior to the filing of the amendment to our Charter
it determines, in its sole discretion, that the reverse stock split would not be in the best interests of our stockholders.

The text that will be included in the Charter to cause the reverse stock split in a ratio ranging from one-for-two to one-for-five is as follows:

As of the beginning of the first business day (the Effective Date ) after the filing of this Amendment every [insert number ranging from two to
five] issued and outstanding shares of the Corporation s Common Stock and common stock underlying any and all options, warrants and other
securities automatically shall be combined and reclassified into one share of Common Stock, par value $0.01 per share, of the Corporation,
thereby giving effect to a one-for-[insert number ranging from two to five] reverse stock split without further action of any kind (the Reverse
Stock Split ). Each holder of a certificate or certificates that immediately prior to the Effective Date represented outstanding shares of Common
Stock shall be entitled to receive, upon surrender of such certificates to the Corporation for cancellation, a certificate or certificates representing
the number of whole shares of Common Stock held by such holder on the Effective Date after giving effect to the Reverse Stock Split. No
fractional shares of Common Stock shall be issued in the Reverse Stock Split; instead, stockholders who would otherwise be entitled to
fractional shares will receive cash equal to that fraction multiplied by the then fair market value of Common Stock. No other exchange,
reclassification or cancellation of issued shares shall be effected by this Amendment.

This proposal does not change the number of total authorized shares of DMGI common stock. Upon this Amendment becoming effective, the
number of authorized shares of DMGI common stock would remain at 30,000,000 shares of common stock.

Examples

As of the Effective Date of the reverse stock split, all stockholders will own a proportionally reduced number of shares of common stock. For
example, if a stockholder owned 1,000 shares of common stock immediately prior to the effective date, then the stockholder would own

200 shares of common stock as of the Effective Date if a one-for-five reverse stock split became effective and 500 shares of common stock as of
the Effective Date if a one-for-two reverse stock split became effective, which reflects the same proportional ownership interest in our shares of
common stock because all stockholders would have the same reduction. As a further example, if a person held a stock option or warrant to
acquire 1,000 shares with an exercise price of $5.00 per share immediately prior to the effective date, the person would hold an option or warrant
for 200 shares with an exercise price of $25.00 per share as of the Effective Date in the case of a one-for-five reverse stock split, and 500 shares
with an exercise price of $10.00 per share as of the Effective Date in the case of a one-for-two reverse stock split; in each case, however, the
holder of the option or warrant must spend $5,000.00 to exercise the option or warrant in full. See Principal Effects of a Reverse Stock

Split Common Stock below. As discussed below under Reasons For a Reverse Stock Split, we expect the per share market price for our common
stock to increase in approximate proportion to the reverse split, although there can be no assurance that it will do so.
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Reasons for a Reverse Stock Split

The Reverse Stock Split is necessary so that the DMGI common stock may be approved for listing on the Nasdaq Global Market upon
completion of the merger. On July 27, 2007, DMGI was advised by the Nasdaq Global Market that the merger with Orchard would constitute a

reverse merger, would require the combined company to submit an initial listing application and, at the time of the merger, meet all of the
criteria applicable to a company initially requesting listing, one of which is that the minimum bid price for the stock be $5.00. As of October 5,
2007, our total market value was approximately $23.0 million and we had 9,121,939 shares of common stock issued and outstanding. On such
date, the closing price for our common stock on the Nasdaq Global Market was $2.50 per share. The reason for the Reverse Stock Split is to
increase the per share market price of DMGI s common stock. In order to continue trading on The Nasdaq Global Market after the merger,
DMGI must satisfy this initial listing requirement as of the date of completion of the merger with Orchard. It is the intention of the DMGI Board
of Directors, upon obtaining requisite stockholder approval, to use the lowest reasonably practicable ratio possible in the Reverse Stock Split to
satisty the listing requirement.

We cannot predict, however, whether a reverse stock split will achieve the desired results. The price per share of our common stock is also a
function of our financial performance and other factors, some of which may be unrelated to the number of shares outstanding. Accordingly, there
can be no assurance that the closing bid price of our common stock after a reverse stock split would increase in an amount proportionate to the
decrease in the number of issued and outstanding shares, or would increase at all, or that any increase can be sustained for a prolonged period of
time.

Principal Effects of a Reverse Stock Split

Common Stock. Our common stock is currently registered under Section 12(b) of the Exchange Act, and we are subject to the periodic reporting
and other requirements of the Exchange Act. The proposed reverse stock split will not affect the registration of the common stock under the
Exchange Act. If any proposed reverse stock split is implemented it will be done so that the bid price per share is equal to or greater than $5.00
and, thus, our common stock, would be eligible to be reported on the Nasdaq Global Market.

After the effective date of a reverse stock split, each stockholder will own a proportionally reduced number of shares of our common stock, as
set forth in the examples above. The reverse stock split would affect all of our stockholders uniformly (including stockholders of Orchard and
holders of its deferred stock awards) and would not affect any stockholder s percentage ownership interest in DMGI, except to the extent that a
reverse stock split results in any of our stockholders owning a fractional share as described below. Proportionate voting rights and other rights
and preferences of the holders of our common stock will not be affected by a reverse stock split other than as a result of cash paid in lieu of
fractional shares.

A reverse stock split will result in some stockholders those currently owning fewer than 500 to 200 shares, depending on the Reverse Stock Split
ratio implemented owning odd-lots of less than 100 shares of our common stock. Brokerage commissions and other costs of transactions in
odd-lots may be higher than the costs of transactions on round-lots of even multiples of 100 shares.
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The proposed reverse stock split would NOT change the number of authorized shares of common stock, as designated by our Charter. For
illustrative purposes, the following table, which is based on 30,000,000 currently authorized shares of common stock, 9,121,939 shares of
common stock issued and outstanding, 1,978,000 shares of common stock reserved for issuance under our stock plan and warrants as of

October 5, 2007, 9,064,941 shares of common stock issuable pursuant to the merger agreement and 4,488,330 shares of common stock reserved
for issuance upon conversion of the Series A Preferred Stock issuable pursuant to the merger agreement, approximates the effect on our common
stock of a one-for-two or a one-for-five reverse stock split.

Common Stock Available

Common Stock Currently Common Stock Issued for Issue Post-Reverse
Reverse Split Issued Post-Reverse Split Split
One-for-two 9,121,939 4,560,969 17,673,395
One-for-five 9,121,939 1,824,387 25,069,359

Options, Warrants and Other Securities. In addition, all outstanding options, warrants and other securities entitling their holders to purchase
shares of our common stock would be adjusted as a result of any reverse stock split, as required by the terms of these securities. In particular, the
exchange ratio for each instrument would be reduced, and the exercise price per share, as applicable, would be increased, in accordance with the
terms of each instrument and based on the one-for-two to one-for-five ratio of the reverse stock split, as set forth in the above example. Also, the
number of shares reserved for issuance under the existing stock plan and two outstanding warrant agreements would be reduced proportionally
based on the one-for-two to one-for-five ratio of the reverse stock split.

Fractional Shares. No fractional shares of common stock would be issued as a result of the proposed reverse stock split. Instead, stockholders
who otherwise would be entitled to receive fractional shares because they hold a number of shares not evenly divisible by the one-for-two to
one-for-five ratio, upon surrender to the exchange agent of such certificates representing such fractional shares, would be entitled to receive cash
equal to that fraction multiplied by the then fair market value of DMGI s common stock as determined by the Board of Directors. If on the
Effective Date, DMGI s common stock is traded on The Nasdaq Global Market, the DMGI Board of Directors has determined that the fair
market value of our common stock for this purpose will be calculated as the average of the high and low trading prices of our common stock on
The Nasdaq Global Market during regular trading hours for the five trading days immediately preceding the Effective Date. Except for the right
to receive the cash payment in lieu of fractional shares, stockholders will not have any voting, dividend or other rights with respect to the
fractional shares they would otherwise be entitled to receive.

Implementation and Exchange of Stock Certificates.

IF OUR STOCKHOLDERS APPROVE THE PROPOSAL AND OUR BOARD OF DIRECTORS DECIDES TO EFFECTUATE A REVERSE
STOCK SPLIT, WE WILL FILE AN AMENDMENT TO OUR CHARTER WITH THE SECRETARY OF STATE OF DELAWARE. THE
REVERSE STOCK SPLIT WILL BECOME EFFECTIVE AT THE TIME SPECIFIED IN THE AMENDMENT, WHICH WE REFER TO AS
THE EFFECTIVE DATE.

As of the Effective Date of the reverse stock split, each certificate representing shares of our common stock before the reverse stock split would
be deemed, for all corporate purposes, to evidence ownership of the reduced number of shares of our common stock resulting from the reverse
stock split, except that holders of unexchanged shares would not be entitled to receive any dividends or other distributions payable by us after
the Effective Date until they surrender their old stock certificates for exchange. All shares underlying options, warrants and other securities
would also be automatically adjusted on the Effective Date.

Our transfer agent, Computershare Investor Services, LLC, would act as the exchange agent for purposes of implementing the exchange of stock
certificates. As soon as practicable after the Effective Date, stockholders and
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holders of securities convertible into or exercisable for our common stock would be notified of the effectiveness of the reverse stock split.
Stockholders of record would receive a letter of transmittal requesting them to surrender their old stock certificates for new stock certificates,
which will bear a different CUSIP number, reflecting the adjusted number of shares as a result of the reverse stock split. Persons who hold their
shares in brokerage accounts or street name would not be required to take any further action to effect the exchange of their shares. No new
certificates would be issued to a stockholder until such stockholder has surrendered any outstanding certificates together with the properly
completed and executed letter of transmittal to the exchange agent. Until surrender, each certificate representing shares before the reverse stock
split would continue to be valid and would represent the adjusted number of shares based on the ratio of the reverse stock split. Stockholders
should not destroy any stock certificate and should not submit any certificates until they receive a letter of transmittal.

No Appraisal Rights

Under the Delaware General Corporation Law, our stockholders are not entitled to appraisal rights with respect to the reverse stock split
described in this proposal, and we will not independently provide our stockholders with any such rights.

Certain Federal Income Tax Consequences

The following is a summary of material United States federal income tax consequences of a reverse stock split. It does not address any state,
local or foreign income or other tax consequences. It applies to you only if you held shares of pre-reverse stock split common stock and shares of
post-reverse stock split common stock as capital assets for tax purposes. This section does not apply to you if you are a member of a class of
holders subject to special rules, such as (i) a dealer in securities or currencies, (ii) a trader in securities that elects to use a mark-to-market
method of accounting for your securities holdings, (iii) a bank, (iv) a life insurance company, (v) a tax-exempt organization, (vi) a person who
owns shares of common stock that are a hedge or that are hedged against interest rate risks, (vii) a person who owns shares of common stock as
part of a straddle or conversion transaction for tax purposes, (viii) a foreign person, or (ix) a person whose functional currency for tax purposes

is not the U.S. dollar. This section is based on the Internal Revenue Code of 1986, as amended, its legislative history, existing and proposed
regulations under the Internal Revenue Code, published rulings and court decisions, all as currently in effect, and all of which are subject to
change, possibly on a retroactive basis.

PLEASE CONSULT YOUR OWN TAX ADVISOR CONCERNING THE CONSEQUENCES OF A REVERSE STOCK SPLIT IN YOUR
PARTICULAR CIRCUMSTANCES UNDER THE INTERNAL REVENUE CODE AND THE LAWS OF ANY OTHER TAXING
JURISDICTION.

Tax Consequences to Common Stockholders. This discussion applies only to United States holders. A United States holder, as used herein, is a
stockholder that is: (i) a citizen or resident of the United States, (ii) a domestic corporation, (iii) an estate whose income is subject to United
States federal income tax regardless of its source, or (iv) a trust if a United States court can exercise primary supervision over the trust s
administration and one or more United States persons are authorized to control all substantial decisions of the trust.

No gain or loss should be recognized by a stockholder upon such stockholder s exchange of pre-reverse stock split shares for post-reverse stock
split shares pursuant to a reverse stock split. The aggregate tax basis of the post-reverse stock split shares received in the reverse stock split
(including any fraction of a new share deemed to have been received) will be the same as the stockholder s aggregate tax basis in the pre-reverse
stock split shares exchanged there for. The stockholder s holding period for the post-reverse stock split shares will include the period during
which the stockholder held the pre-reverse stock split shares surrendered in the reverse stock split.
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Tax Consequences to DMGI. We would not recognize any gain or loss as a result of the proposed reverse stock split.

Accounting Consequences. The par value per share of our common stock would remain unchanged at $0.01 per share after any reverse stock
split. As a result, on the Effective Date of a reverse stock split, the stated capital on DMGI s balance sheet attributable to the common stock will
be reduced proportionally, based on the ratio of the reverse stock split, from its present amount, and the additional paid-in capital account will be
credited with the amount by which the stated capital is reduced. The net income or loss per share of common stock and net book value per share
will be increased because there will be fewer shares of the common stock outstanding. We do not anticipate that any other accounting
consequences would arise as a result of a reverse stock split.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT THE STOCKHOLDERS VOTE FOR APPROVAL OF AN
AMENDMENT TO OUR CHARTER TO CAUSE A REVERSE STOCK SPLIT, IN A RATIO RANGING FROM ONE-FOR-TWO TO
ONE-FOR-FIVE, OF ALL ISSUED AND OUTSTANDING SHARES OF OUR COMMON STOCK.
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THE MERGER AGREEMENT

The following is a description of the material aspects of the amended and restated merger agreement, or the merger agreement. While we
believe that the following description covers the material terms of the merger agreement, the description may not contain all of the information
that is important to you. You should carefully read this entire document and the other documents we refer to for a more complete understanding
of the merger agreement. In particular, the following summary is not complete and is qualified in its entirety by reference to the copy of the
merger agreement attached to this proxy statement as ANNEX A and incorporated by reference herein. You should read the merger agreement
carefully and in its entirety for a complete understanding of the terms of the merger.

The Merger

The merger agreement provides that, if all of the conditions set forth in the merger agreement are satisfied or waived, DMGI NY will merge with
and into Orchard, with Orchard remaining in existence as the surviving corporation in the merger and a wholly-owned subsidiary of DMGI.

Effective Time and Completion of the Merger

If the merger agreement is approved by the requisite votes of the stockholders of DMGI and all other consents and approvals are received, and if
the other conditions to the obligations of the parties to consummate the merger are satisfied or waived (as permitted), the merger will be
consummated and effected on the date and time the Certificate of Merger reflecting the merger becomes effective with the Department of State
of the State of New York.

Assuming satisfaction or waiver of all of the conditions to consummation of the merger, the merger is expected to be consummated on
November 13, 2007, the same day as the special meeting.

Board of Directors and Executive Officers of DMGI after Completion of the Merger

The merger agreement provides that, after the merger, the board of directors of the combined company shall consist of Clayton Trier
(Chairman), Daniel Stein, Viet D. Dinh, Michael Donahue, Greg Scholl, David Altschul and Terry Hatchett. Each director will remain in office
until his or her successor is duly elected or approved and qualified in accordance with DMGI s amended and restated certificate of incorporation
and bylaws or as otherwise provided by applicable law. See  THE MERGER Board of Directors and Executive Officers of DMGI after
Completion of the Merger on page 38.

Additionally, the merger agreement provides that, after the merger, Greg Scholl will serve as chief executive officer of the combined company
pursuant to an employment agreement between Mr. Scholl and DMGI that becomes effective upon the consummation of the merger. The other
executive officers are not set forth in the merger agreement and will be appointed by the board of directors of the combined company after the

merger.

Consideration to be Received in the Merger

Upon completion of the merger, the holders of Orchard common and preferred stock and deferred stock awards will receive an aggregate
maximum of 9,064,941 shares of DMGI common stock and 448,833 shares of DMGI Series A Preferred Stock or the right to receive such shares
(to be adjusted to reflect the reverse stock split, if any), as applicable, in exchange for their ownership interests in Orchard (referred to as the
merger consideration). Orchard stockholders would receive approximately 50% of the outstanding shares of DMGI common stock and 100% of
the outstanding shares of DMGI Series A Preferred Stock immediately following the closing of the merger. The aggregate liquidation value of
the shares of DMGI Series A Preferred Stock to be issued to Orchard stockholders as a result of the merger is $25 million. The aggregate value
of the shares of
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DMGI common stock to be issued to the Orchard stockholders as a result of the merger is approximately $36.2 million based on the $3.99 per
share closing price of DMGI common stock as reported on the Nasdaq Global Market System on July 10, 2007, the day prior to the
announcement of the merger and $22.7 million based on the $2.50 per share closing price of DMGI common stock as reported on the Nasdaq
Global Market System on October 5, 2007, the most recent practicable date prior to the mailing of this proxy statement. You are urged to obtain
a recent price quotation for DMGI common stock. Because the merger consideration is fixed in the merger agreement, the market value of the
DMGI common stock that Orchard stockholders receive in the merger is likely to vary from that implied by current trading prices, as reflected
above.

Conversion of Shares; No Exchange of Certificates

The shares of DMGI common stock currently outstanding will not be effected by the merger and DMGI stockholders are not required to
surrender their certificates. DMGI will be required to deliver certificates representing shares of DMGI capital stock to each holder of record of
Orchard capital stock whose shares will be converted into the right to receive shares of DMGI capital stock pursuant to the merger agreement.

Representations and Warranties

The merger agreement contains customary and substantially reciprocal representations and warranties made by DMGI and DMGI NY, on the
one hand, and Orchard, on the other, relating to, among other things:

due organization, good standing and corporate power;

capitalization;

corporate authorization to execute and deliver the merger agreement and performance of obligations under the merger agreement and
the enforceability of the merger agreement and other related transaction documents;

absence of any conflict with or violation of corporate charter documents, applicable law or contracts as a result of the execution,
delivery and consummation of the transactions contemplated by the merger agreement;

accuracy of financial statements;

absence of undisclosed liabilities;

absence of an event or events that would have a material adverse effect and certain other events since March 31, 2007;

absence of litigation;

accuracy of tax returns and timely payment of taxes;
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employees, employee relations and employee benefit plans;

valid ownership and possession of properties;

absence of undisclosed liabilities;

compliance with laws;

compliance with regulatory matters;

broker s or finder s fees;

proper preparation and timely filing of tax returns and timely payment of taxes;

employee benefit matters;
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intellectual property matters;

environmental liabilities and compliance with environmental laws;

material contracts;

labor relations; and

inapplicability of state anti-takeover laws to the merger and merger agreement.
In addition, the merger agreement contains the following additional representations made by DMGI:

absence of untrue statements of material fact or omissions of material facts in all documents filed with the SEC;

opinion of DMGI financial advisor;

DMGI s stockholders registration rights; and

formation and organization and operation of DMGI NY.
Conduct of Business Pending Merger

Under the merger agreement, both DMGI and Orchard agreed, subject to certain exceptions, to, and to cause their respective subsidiaries to:

conduct its business in the ordinary course;

use reasonable best efforts to maintain and preserve intact its business organization, employees and advantageous business
relationships and retain the services of its key officers and key employees; and

take no action that would reasonably be expected to adversely affect or delay the ability of either DMGI or Orchard to obtain any
necessary approvals required for the merger or to perform its covenants and agreements under the merger agreement or to consummate
the transactions contemplated therein.
Additionally, during the pendency of the merger, DMGI and Orchard agreed, with certain exceptions, not to, and not to allow their respective
subsidiaries to:

incur any indebtedness or assume, guarantee, endorse or otherwise become responsible for the obligations of any other individual,
corporation or other entity, or make any loan or advance;
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adjust, split, combine or reclassify any capital stock (other than the Reverse Stock Split);

make, declare or pay any dividend, or make any other distribution on, or directly or indirectly redeem, purchase or otherwise acquire,
any shares of its capital stock or any securities or obligations convertible into or exchangeable for any shares of its capital stock;

grant any stock appreciation rights, performance shares, restricted stock units or other equity-based interests, or grant any individual,
corporation or other entity any right to acquire any shares of its capital stock;

issue any additional shares of capital stock except pursuant to the exercise of stock options or warrants outstanding as of the date of
the merger agreement;

sell, transfer, mortgage, encumber or otherwise dispose of any of its material properties or assets to any individual, corporation or
other entity, or cancel, release or assign any indebtedness owed to or from any such person or any claims by or against any such
person;

except for transactions in the ordinary course of business consistent with past practices or pursuant to contracts or agreements in force
at the date of or permitted by the merger agreement, make any material
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investment either by purchase of stock or securities, contributions to capital, property transfers, or purchase of any property or assets
of any other individual, corporation or other entity;

terminate, or waive any material provision of, any contract or make any change in any instrument or agreement governing the terms of
any of its securities, or material lease or contract;

increase in any manner the compensation or fringe benefits of any of employees or pay any pension or retirement allowance not
required by any existing plan or agreement to any such employees or become a party to, amend or commit itself to any pension,
retirement, profit-sharing or welfare benefit plan or agreement or employment agreement with or for the benefit of any employee, or
accelerate the vesting of, or the lapsing of restrictions with respect to, any stock options or other stock-based compensation;

settle any material claim, action or proceeding;

knowingly take any action that would reasonably be expected to prevent the merger from qualifying as a reorganization
within the meaning of Section 368 of the Internal Revenue Code, as amended (the Code );

amend its articles of incorporation, its bylaws or comparable governing documents;

take any action that is intended or expected to result in any of its representations and warranties being or becoming untrue in any
material respect, or in any of the conditions to the not being satisfied or in a violation of any provision of the merger agreement;

implement or adopt any change in its accounting principles, practices or methods, other than as may be required by U.S.
generally accepted accounting principles ( GAAP ); or

agree to take, make any commitment to take, or adopt any resolutions of its board of directors in support of, any of the foregoing
actions.
No Solicitation of Alternative Transactions

No Solicitation. The merger agreement contains detailed provisions prohibiting DMGI and Orchard from seeking other offers to the merger.
DMGI agreed that subject to specific exceptions, it would not, prior to the effectiveness of the merger:

initiate, solicit, encourage or knowingly facilitate inquiries or proposals with respect to any acquisition transaction;

engage or participate in any negotiations concerning any acquisition transaction;

provide any confidential or nonpublic information or data to any person in connection with an acquisition transaction;
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have, or engage or participate in, any discussions with any person relating to any acquisition transaction;

release or permit the release of any person from, or waive or permit the waiver of any provisions of, or otherwise fail to exercise its
rights under, any confidentiality, standstill or similar agreement;

withdraw, modify or qualify in any manner adverse to Orchard the recommendation by such party s board of directors of the merger
agreement to its stockholders or take any action or make any statement in connection with such party s meeting of stockholders
inconsistent with such recommendation; or

enter into any agreement, letter of intent, agreement-in-principle, acquisition agreement or other instrument contemplating or
otherwise relating to any acquisition proposal or requiring such party to abandon, terminate or fail to consummate the merger.
For purposes of the merger agreement, an acquisition transaction means any transaction where any person acquires beneficial ownership of more
than 15% of the outstanding equity interests of such party, a merger, share exchange, business combination, consolidation, sale of all or
substantially all of the assets, liquidation,
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dissolution or similar transaction, any transaction where any person acquires more than 15% of the fair market value of all the assets, net
revenues or net income of such party, or any other consolidation, business combination, recapitalization or similar transaction.

Change of Recommendation. Either DMGI s or Orchard s board of directors shall be permitted to (i) make, withdraw, qualify, amend or modify
its recommendation to approve the merger agreement and the transactions contemplated thereby or (ii) approve, endorse or recommend the
approval of an acquisition transaction, if all of the following conditions are met:

the stockholders have not approved the merger;

the party has received an unsolicited bona fide written offer regarding an acquisition transaction from a third party;

the board of directors determines in good faith that such action is required by its fiduciary duties under applicable law;

at least twenty-four hours prior to providing any nonpublic information to the offeror, the party receiving the offer provides the other
party with written notice of the identity of the offeror and the receiving party s intention to participate in negotiations;

prior to providing any nonpublic information to the offeror, the receiving party enters into a confidentiality agreement with
the offeror and provides a copy to the other party;

at least twenty-four hours prior to furnishing nonpublic information to offeror, the receiving party furnishes such information to the
other party (to the extent not previously delivered or made available); and

the receiving corporation promptly notifies the other party in writing at least five business days before taking such action, of its
intention to so change its recommendation.
Employee Matters

After the effectiveness of the merger, unless otherwise agreed, the benefit plans of DMGI and Orchard in effect at the time of the agreement
shall remain in effect with respect to their respective employees until such time as DMGI or Orchard shall modify any existing plans or adopt
new benefit plans with respect to employees of the combined company. It is the intention of DMGI and Orchard, to the extent permitted by
applicable law, to combine existing benefit plans or develop new benefit plans covering all employees, as soon as reasonably practicable after
the effective date of the merger.

Indemnification and Insurance

The merger agreement provides that in the event of any threatened or actual action, whether civil, criminal or administrative, including any such
action in which any of DMGI s or Orchard s present or former directors or any of their respective subsidiaries is, or is threatened to be, made a
party based whole or in part on, or arising in whole or in part out of, or pertaining in whole or in part to, (i) the fact that he is or was a director,
officer or employee of DMGI, Orchard or any of their respective subsidiaries or (ii) the merger agreement or any of the transactions
contemplated therein, DMGI will, from and after the effective time of the merger, indemnify such persons for any claims made or threatened
related to actions or omissions by such person in such capacity taken prior to the effective time of the merger. DMGI agrees to indemnify such
officer or director from and after the effective time of the merger to the fullest extent permitted by applicable law.

DMGI has also agreed to cause the individuals serving as officers and directors of DMGI and Orchard or any of their subsidiaries immediately
prior to the effective time of the merger to be (i) covered for a period of two years by the directors and officers liability insurance policy
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maintained by DMGI (in the case of officers and directors of DMGI) and Orchard (in the case of officers and directors of Orchard) with respect
to acts or
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omissions occurring prior to the effective time or (ii) if such insurance cannot be obtained, covered for a period of five years by a tail policy on
Orchard s and DMGI s existing directors and officers liability insurance policies, as the case may be.

In no event shall DMGI be required to expend more than 200% per year of the amount currently expended by DMGI per year for coverage as of
the date of the merger agreement. If DMGI is unable to maintain or obtain the insurance called for by the merger agreement, DMGI will obtain
as much comparable insurance as is available, subject to the 200% cap on cost.

Conditions to Complete the Merger

The respective obligations of the parties to complete the merger are subject to satisfaction or waiver of the following conditions:

approval by the requisite affirmative vote of the holders of DMGI common stock entitled to vote thereon and by the requisite
affirmative votes of the holders of Orchard capital stock entitled to vote thereon.

the applicable waiting period under the HSR Act has expired or been terminated, and all other approvals of governmental entities
required have been obtained and shall remain in full force and effect and all statutory waiting periods shall have expired.

no order, injunction or decree has been issued or other legal restraint or prohibition exists that prevents the consummation of the
transactions contemplated by the merger agreement and no statute, rule, regulation, order, injunction or decree exists that would
prohibit or make illegal consummation of the merger.

In addition, the obligations of DMGI and DMGI NY are subject to satisfaction or waiver of the following conditions:

the representations and warranties of Orchard are true and correct in all respects or all material respects, as applicable, other than
representations and warranties that expressly speak as of a specific date or time (which need only be true and correct in all respects or
true and correct in all material respects, as applicable, as of such date or time). DMGI shall have received a certificate signed on behalf
of Orchard by its chief executive officer to the foregoing effect.

Orchard shall have performed in all material respects the obligations required to be performed by it under the merger
agreement, and DMGI shall have received a certificate signed on behalf of Orchard by its chief executive officer to such
effect.

Orchard shall taken such action as necessary to appoint Greg Scholl as Chief Executive Officer and President of DMGI.

DMGI shall have received the opinion of counsel reasonably satisfactory to DMGI that the merger will qualify as a reorganization
within the meaning of Section 368(a) of the Code.

DMGI shall have received from each affiliate of Orchard an executed letter agreement for purposes of Rule 145 of the rules and
regulations of the Securities Exchange Act.

DMGI shall have received from each of Orchard s stockholders an executed release.
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In addition, the obligations of Orchard are subject to the satisfaction or waiver of the following conditions:

the representations and warranties of DMGI are true and correct in all respects or all material respects, as applicable, other than
representations and warranties that expressly speak as of a specific date or time
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(which need only be true and correct in all respects or true and correct in all material respects, as applicable, as of such date or time).

Orchard shall have received a certificate signed on behalf of DMGI by its chief executive officer to the foregoing effect.

DMGI shall have performed in all material respects the obligations required to be performed by it under the merger agreement, and
Orchard shall have received a certificate signed on behalf of DMGI by its chief executive officer to such effect.

DMGI shall have taken all such actions as shall be necessary so that (i) the DMGI Certificate of Incorporation shall have been
amended and restated, and (ii) resolutions have been adopted:

@) appointing Greg Scholl as an officer of DMGI;

(i)  appointing Daniel Stein, Viet D. Dinh, Michael Donahue, Greg Scholl, Clayton Trier (Chairman), David Altschul and Terry
Hatchett as the directors of DMGI; and

(iii)  appointing Greg Scholl as a director of Orchard, as the surviving subsidiary corporation.

All resignations of officers and directors of DMGI as requested by Orchard shall have been submitted to DMGI.

Orchard shall have received the opinion of counsel reasonably satisfactory to Orchard that (i) the merger will qualify as a

reorganization within the meaning of Section 368(a) of the Code, and (ii) no gain or loss will be recognized by the stockholders of
Orchard common stock as a result of the exchange of their shares, and no gain or loss should be recognized by the stockholders of
Orchard preferred stock as a result of the exchange of their shares.

DMGI shall have executed and delivered a registration rights agreement.

DMGI shall have secured the termination of all liens as requested by Orchard and shall have provided Orchard with evidence of the
termination of such liens.
Termination of Merger Agreement

The merger may be terminated upon the following occurrences:

by mutual written consent of DMGI and Orchard;

by either party if any governmental entity that must grant approval has denied approval of the merger and such denial has become
final and nonappealable or any governmental entity shall have issued a final nonappealable order permanently enjoining or otherwise
prohibiting the consummation of the transactions contemplated by the merger agreement, unless the failure to obtain such approval
shall be due to the to failure to perform or observe the covenants and agreements of the party seeking to terminate the merger
agreement;
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by either party if the merger is not consummated on or before December 31, 2007, unless the failure of the closing to occur by such
date shall be due to failure to perform or observe the covenants and agreements of the party seeking to terminate the merger
agreement;

by either party if there shall have been a breach of any of the covenants or agreements or any of the representations or warranties by
the other party, which breach, either individually or in the aggregate, would constitute the failure of any of the conditions to closing,
and which is not cured within 30 days following written notice to the party committing such breach;

by either party if either party shall have failed to obtain the requisite affirmative vote of its stockholders;

by Orchard, if the board of directors of DMGI shall have effected a change in recommendation, or resolved to do so, or failed to
recommend against acceptance of a tender offer or exchange offer for outstanding DMGI common stock that has been publicly
disclosed within 10 business days after the commencement of such tender or exchange offer; and
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by DMG]I, if the board of directors of Orchard shall have effected a change in recommendation, or resolved to do so.
If the merger agreement is terminated by either party because of a pre-termination takeover proposal event, or if terminated because of a material
breach of the merger agreement by the other party, or the failure by the other party to consummate the merger and within twelve months of such
termination, the non-terminating party consummates an alternative transaction, the non-terminating party shall pay to the terminating party a
termination fee in the amount of $1.1 million dollars plus expenses, not to exceed $500,000.

If the merger agreement is terminated by either party because of a change of recommendation by the other party, the non-terminating party shall
pay to the terminating party a termination fee in the amount of $1.11 million dollars plus expenses, not to exceed $500,000.

For purposes of the merger agreement, a pre-termination takeover proposal event means any transaction where any person acquires beneficial
ownership of 40% or more of the outstanding equity interests of such party or 40% or more of the fair market value of all the assets, net revenues
or net income of such party, or any other consolidation, recapitalization or similar transaction. A pre-termination takeover proposal event does
not include any transaction where (i) holders of shares of the participating party immediately prior to such transaction would continue, in the
aggregate, to own at least a majority of the outstanding shares of common stock and voting power of the resulting entity immediately after the
consummation of the transaction and (ii) such party would retain at least a majority of the resulting entity s board of directors.

Amendment, Waiver and Extension of the Merger Agreement

The merger agreement may be amended at any time before or after approval of the merger by the stockholders of DMGI and Orchard. After any
approval by the respective stockholders of DMGI or Orchard, there may not be, without further approval of such stockholders, any amendment
of the merger agreement that changes the amount or the form of the consideration to be delivered to the stockholders of Orchard. In order to
amend the merger agreement, the parties must sign an instrument in writing.

To the extent legally allowed, the parties may (i) extend the time for the performance of any of the obligations or other acts of the other party,
(ii) waive any inaccuracies in the representations and warranties and (iii) waive compliance with any of the agreements or satisfaction of any
conditions; provided, however, that after approval of the transactions by the stockholders of DMGI or Orchard, there may not be, without further
approval of such stockholders, any extension or waiver of the merger agreement or that reduces the amount or changes the form of the
consideration to be delivered to the stockholders of Orchard. Any agreement regarding an extension or waiver shall be valid only if set forth in
writing and signed on behalf of party granting the extension or waiver. Any extension or waiver or failure to insist on strict compliance with an
obligation, covenant, agreement or condition shall not operate as a waiver of, or estoppel with respect to, any subsequent or other failure.

Costs and Expenses

All costs and expenses incurred in connection with the merger agreement and the transactions contemplated therein are to be paid by the party
incurring such expense; provided, however, any filing fee required under the HSR Act in connection with the merger shall be shared equally by
DMGI and Orchard.

Restrictions on Resales by Affiliates

Any subsequent transfer of shares of DMGI common stock by any person who is an affiliate of Orchard at the time the merger is submitted for a
vote or consent of the stockholders of Orchard will, under existing law, require either:

the further registration under the Securities Act of the shares of DMGI common stock to be transferred;
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compliance with Rules 144 and 145 promulgated under the Securities Act (permitting limited resales under certain circumstances); or
the availability of another exemption from registration.
An affiliate of Orchard, as defined by the rules promulgated pursuant to the Securities Act, is a person who directly, or indirectly through one or
more intermediaries, controls, is controlled by, or is under common control with Orchard. Orchard has agreed that it will use its reasonable

efforts to cause each person or entity that is an affiliate for purposes of complying with Rule 145 to enter into a written agreement relating to
such restrictions on sale or other transfer.
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OTHER AGREEMENTS

Stockholder Voting Agreements

In connection with the execution of the merger agreement, Orchard and five directors, one executive officer and six additional stockholders of
DMGI entered into that certain Stockholder Voting Agreement dated July 5, 2007, whereby:

the parties agreed to vote their shares of DMGI common stock in favor of the merger and the amended and restated certificate of
incorporation (subject to the directors fiduciary duties); and

each party agreed, until the consummation of the merger or the termination of the merger agreement in accordance with its terms, not
to sell any shares of DMGI common stock except to Orchard or, with Orchard s consent, to another stockholder party to the agreement.
Form of Registration Rights Agreement

The merger agreement requires that at the effective time of the merger DMGI, Orchard and certain stockholders of Orchard enter into a
Registration Rights Agreement pursuant to which DMGI will agree to the following:

if, at any time commencing six months after the consummation of the merger, DMGI receives a request from the holders of a majority
of DMGI common stock owned by the former Orchard stockholders, that DMGI file a registration statement covering all of the DMGI
common stock held in the aggregate by such person(s), DMGI must, subject to certain conditions, use commercially reasonable efforts
to register all of the shares of DMGI common stock held by the former Orchard stockholders (provided, that the former Orchard
stockholders will be entitled to only two such requests);

if, at any time after the first anniversary of the merger, DMGI chooses to register any of its capital stock for its own account or on
account of any of its stockholders, DMGI shall invite the former Orchard stockholders to piggyback on such registration; and

pay all fees associated with any registration required to be made by it pursuant to the registration rights agreement other than
underwriters discounts and commissions.
The foregoing descriptions of the forms of Stockholder Voting Agreement and the form or Registration Rights Agreement are qualified in their
entirety by reference to the complete terms and conditions of the Stockholder Voting Agreement and the form of Registration Rights Agreement,
which are attached as ANNEX D hereto and incorporated herein by reference and Exhibit D to ANNEX A hereto, respectively.
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ACCOUNTING TREATMENT

Although in legal form DMGI will be acquiring Orchard, Orchard s former stockholders will hold a majority of the voting stock of the combined
company after the merger. Accordingly, for accounting purposes, the merger will be treated as a reverse acquisition of DMGI by Orchard, and
Orchard will be deemed the acquiror for the purposes of combined financial reporting subsequent to the merger and applying the purchase
method of accounting pursuant to U.S. generally accepted accounting principles.
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REGULATORY APPROVALS

United States Antitrust

To complete the merger, DMGI and Orchard must make filings and obtain approvals or clearances from antitrust regulatory authorities. DMGI
must also comply with applicable federal and state securities laws in connection with the issuance of the DMGI common stock and Series A
Preferred Stock pursuant to the merger and the filing of this proxy statement with the SEC.
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MATERIAL FEDERAL INCOME TAX CONSEQUENCES OF THE MERGER

The following discussion summarizes the material United States federal income tax consequences of the merger that are generally applicable to
U.S. holders of DMGI common stock. This discussion is based on the Code, Treasury Regulations, administrative rulings and court decisions in
effect as of the date of this proxy statement, all of which may change at any time, possibly with retroactive effect.

The merger is not a taxable event with respect to shares of DMGI capital stock currently outstanding. The merger has been structured to qualify

as a tax-free reorganization within the meaning of Section 368(a) of the Code and it is a closing condition to the merger that DMGI and Orchard

receive opinions of their respective counsel regarding such qualification. For information relating to the conditions to closing of the merger, see
THE MERGER AGREEMENT Conditions to Complete the Merger beginning on page 49.
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THE COMPANIES
Digital Music Group, Inc.
Overview

Digital Music Group, Inc. is a content owner and global leader in the digital distribution of independently owned music and video content,
including music recordings and music, television, film and other video content. As of June 30, 2007, we had approximately 353,000 individual
music recordings under management and over 4,000 hours of video content.

We acquire or license the digital rights to music and video content from record labels, artists, television and film production companies, and
other content owners. We digitally encode the content into multiple formats for distribution to digital entertainment services operating over the
Internet and wireless, cable and mobile networks. Consumers can then listen, view and/or purchase the content for use on their personal
computers, digital music and video players, and music and video-enabled mobile phones. As of December 31, 2005, we had approximately
31,000 music recordings available for sale through digital music retailers, whereas as of December 31, 2006, we had approximately 220,000
music recordings available for sale through digital music retailers and mobile services and approximately 335,000 music recordings under
management.

During the first half of 2007, we acquired digital rights to approximately 28,000 additional music recordings. Also during this period, we made a
net reduction of 10,000 to the total number of music recordings under management due to (i) a reduction of 23,000 music recordings as a result
of one content owner s inability to deliver approximately 13,000 out of the 75,000 music recordings under contract, plus certain other
adjustments related to the contract; and (ii) a net increase of approximately 13,000 music recordings under management due to deliveries by
content owners in excess of contracted amounts and other adjustments. Under our contract terms, we are not required to pay for the music
recordings that are not delivered to us and typically are not required to pay additional consideration or make additional royalty advances for
deliveries in excess of contracted amounts. As a result of these transactions, our total music recordings under management increased from
approximately 335,000 as of December 31, 2006 to approximately 353,000 as of June 30, 2007. As of June 30, 2007, we had approximately
261,600 music recordings available for sale through digital entertainment services. The remaining music records under contract had either

(i) been processed and transmitted to one or more digital entertainment services where they were awaiting review and processing by the services
before being posted for sale, (ii) were in various stages of our digitization process or (iii) had not yet been delivered to us by the content owners.
As of June 30, 2007, we were in the early stages of processing and delivering our video content to digital entertainment services.

Our digital entertainment service partners make our content available to consumers through two primary business models permanent copies of
entire albums, individual recordings or ringtones on a pay-per-download basis, or broad access to a substantial quantity of content on a
subscription basis. We receive revenue from the digital entertainment services based on the number of times our content is downloaded or
streamed by consumers. Beginning in 2007, we are delivering certain of our video content to advertising-supported Internet sites where it will be
available without charge to consumers, and we will share in a percentage of the advertising revenue based on the number of times our video
content is viewed by consumers.

Our digital entertainment service partners include online music stores and mobile carriers and mobile aggregators, such as: Apple iTunes,
Napster, RealNetworks, eMusic (an affiliate of Orchard), Wal-Mart Music, MusicNet, Verizon, Sprint, Moderati, Zingy, 9 Squared, and many
others. We are making our video content available, beginning in 2007, through Apple iTunes, Google Video, YouTube, AOL/In2TV, Movielink,
BitTorrent and other digital entertainment services.

Over the past four years, the recorded music industry has experienced increasing demand for music in digital format, driven by the proliferation
of personal music players and music-enabled mobile phones and the ability to offer large selections of music recordings for consumption at any
time. Like the music industry in 2004,
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we believe the television and film industries have recently begun a migration from sales and rental of content in physical formats such as digital
video discs to digital distribution. However, only a relatively small percentage of known music and video content is currently available for
purchase in digital format. We believe that many content owners have yet to make their content available in digital format because of the time,
effort and cost involved. In addition, we believe many digital entertainment services are reluctant to enter into relationships with smaller content
owners because of the administrative costs involved.

We actively seek out the owners of music and video content to acquire their digital rights through purchase, long-term license or short-term
distribution agreements. Such acquisitions are pursued based upon the quality and commercial marketability of the content, our ability to
negotiate appropriate consideration and terms, and our available financial resources. We have acquired digital rights to music and video content
that represents a wide variety and mix of genres and time periods to appeal to many different interest groups. The music recordings that we own
or control under long-term agreements are generally not current mainstream and popular hits, but consist primarily of back catalog, out-of-print
recordings, past hits, world music, classical music performances, previously unreleased music recordings, live performances, and other music
that may not be readily available from traditional music retailers. The music recordings that we distribute under short-term arrangements consist
primarily of more contemporary recordings by independent record label artists. The video content we have acquired consists of music videos,
live music performances, classic episodic television shows no longer in wide syndication, vintage feature and short films, cartoons and other
animated features, stand-up comedy performances, action shorts, reality programming, sports events, and programs focused on children or
special-interest groups.

Our strategy is to fulfill basic needs of each of the market participants in the rapidly growing and evolving digital media industry. We provide
consumers with access to music and video content, much of which is not readily accessible in traditional brick-and-mortar retailers or otherwise
available in digital format. In addition, we provide a means for content owners to make their content available to consumers at digital
entertainment services with minimal effort on their behalf. Further, we reduce the burden for digital entertainment services of managing
individual relationships with numerous smaller content owners.

On February 7, 2006, we completed our initial public offering of common stock, selling 3,900,000 shares at $9.75 per share and generating net
cash proceeds (after fees and expenses) of approximately $33,200,000. The majority of the proceeds were earmarked for digital content
acquisitions. Concurrently with the closing, we completed the acquisition of Digital Musicworks International, Inc., a California corporation,
focused on acquiring or licensing digital rights to catalogs of music recordings, and certain digital distribution assets of Rio Bravo Entertainment
LLC, a Delaware limited liability company doing business as Psychobaby. On September 8, 2006, we completed the acquisition of Digital
Rights Agency LLC, a California limited liability company and a leading digital music distributor focused on independent record labels. On

July 10, 2007, we entered into the merger agreement with Orchard, which was amended and restated on September 13, 2007 and further
amended and restated on October 5, 2007. See  THE MERGER AGREEMENT beginning on page 44.

Market Overview
The Digital Music Market

We believe the recorded music industry has been undergoing significant change, with the primary means of distribution transitioning from
physical formats like compact disc to digital formats accessed over the Internet and wireless, cable and mobile networks. We believe this change
is occurring as a result of the popularity and proliferation of personal computers, music-enabled mobile phones and portable digital music
players like the Apple iPod, and consumer acceptance and the music industry s endorsement of legitimate digital music sales. We believe this
transition is continuing and the market share of digital music will continue to increase, particularly through mobile distribution, and digital
formats will ultimately become the preferred way consumers purchase and listen to music.
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Since Apple s introduction of the iPod in 2001, approximately 89 million iPods have been sold through January 2007, with over 21 million iPods
sold in the last three months of 2006. According to a recent market research report, worldwide sales of portable digital media and music players
are projected to grow from approximately 178 million units in 2006 to approximately 268 million units by 2011. Worldwide sales of
music-enabled mobile phones are estimated to have exceeded 300 million units in 2006.

The Apple iTunes Store, which was launched in 2003, is the dominant Internet-based digital music retailer with over three billion songs
downloaded since inception, although other digital music retailers such as eMusic (an affiliate of Orchard), RealNetworks, Napster, Wal-Mart
Music, Yahoo! Music and others offer consumers additional choices. The digital segment of the worldwide recorded music market, which
includes use of the Internet and wireless, cable and mobile networks to select and download purchased music, is growing rapidly and accounted
for approximately 10% of this $32 billion total market in 2006. There was an industry-wide decline in sales of physical product (pre-recorded
music CDs) experienced during the first six months of 2007, which was larger than the increase in digital music sales for the same period. The
early-stage nature of the digital transition presently occurring in the worldwide music industry and our limited operating history have not
allowed us to definitively identify specific consumer trends or factors in our business that may affect the timing and extent of digital
downloading as a replacement for purchases of music CDs and the resulting impact that such transition is likely to have on our revenue.

The emergence and maturation of digital music as a widely accepted format over the last four years has created new opportunities for both
content owners and digital entertainment services. In addition to purchasing music downloads for digital music players, consumers are now
consuming digital music in ways that were not envisioned just four years ago, most notably the purchase of digital music downloads for
music-enabled mobile phones. Ringtones were the first mass market mobile music product and consumers are now buying mastertones,
ringtones that feature the original music recording, and full track downloads to mobile. We believe mobile distribution will be the fastest
growing component of the digital music market in the future. According to a recent market research report, worldwide sales of full track
downloads to mobile phones alone, are expected to grow to $15 billion by 2010.

Emergence of the Digital Video Market

We believe the global television and film video industry, like the music industry in 2003, is now experiencing the early stages of a transition

from sales and rentals in physical formats such as digital video discs (DVDs), and consumption through subscription cable services and
ad-supported broadcast television, to digital consumption through Internet and mobile-based downloading and on-demand subscription services.
Apple iTunes introduced television episode downloads in late 2005 and began offering feature-length film downloads in 2006. Through January
2007, Apple iTunes had sold approximately 50 million television episodes and 1.3 million feature length film downloads and currently has a
large selection of music videos as well as approximately 550 television shows and 500 motion pictures available for purchase via downloading

by consumers. In addition to Apple, a number of other significant digital video retailers, including Google Video, Netflix, Walmart.com, Joost
and Amazon.com, have launched video download services, with no one service currently dominating the field. Other digital entertainment
services such as YouTube and AOL/In2TV have launched ad-supported video Internet sites, and mobile services such as vCast (Verizon), mSpot
(Sprint), Helio, and Amp d Mobile have launched subscription-based video subscription services, video downloading and video ringtone services
for mobile devices. We believe the digital delivery of video to digital video players and video-enabled mobile phones is the first step in this
developing market. The recent introduction of Apple siTV digital entertainment center and similar devices, as well as broadband-enabled plasma
televisions, is expected to expand the digital video experience beyond portable devices and video-enabled mobile phones to the home theater
experience. While the emergence of the digital video marketplace is in its early stages, we believe that digital distribution of video content will
provide revenue opportunities to video content owners and distributors in the form of permanent ownership downloads, subscription services
providing access to large catalogs of video content, and advertising-supported free viewing.
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Consumer Demand and Access to Digital Entertainment

Consumers now purchase music and video content in two principal formats: (i) physical formats such as compact disc or digital video disc from
traditional retailers, and (ii) in digital formats through pay-per-download or subscription services from digital entertainment services. Purchase
of music and video content in digital format offers many advantages to consumers over compact disc or digital video disc. Digital entertainment
services offer a larger selection than traditional retailers and also:

offer the ability to sample all of their selections before purchase;

are accessible 24-hours every day;

enable the purchase of music and video content in an easily portable format that is not subject to degradation from use and handling;
and

offer the ability to purchase music recordings or video episodes as a single item instead of an entire album or an entire season.
When a consumer purchases digital music, they download a music recording from a digital entertainment service and are then able to listen to
the music recording on their computer, transfer the music recording to a portable digital music player or transfer a copy of the music recording to
compact disc for listening on compact disc players. Currently, a digital music download in the United States from Apple iTunes, our largest
digital music retailer, costs $.99 to $1.29 and costs from $.88 to $.99 at other major digital music retailers. eMusic, an affiliate of Orchard and
the industry s second largest digital music retailer, offers permanent downloads of music on a subscription basis starting at $9.99 per month for
up to 30 music recordings. Digital music retailers, such as Napster, Yahoo! Music and RealNetworks, also offer their music recordings on a
subscription basis that allows consumers access to all of that service s recordings for prices that typically range from $4.99 to $9.99 per month.
Following the termination of their subscription, consumers are not able to play these music recordings.

When a consumer purchases digital video content, they download a video from a digital video retailer and are then able to watch the video on
their computer and in some cases are able to transfer the video to a portable digital video player. Currently, a television show episode from
Apple iTunes and other major digital video retailers generally costs $1.99 and a full-length movie generally costs from $7.99 to $14.99.
However, the digital video industry is in its infancy and the pricing models and quality standards of the digital video retailers are still evolving
and subject to rapid change and transition. Other online retailers, such as Joost and AOL/In2TV, are offering streaming online video which is
free to watch but is an ad-based model similar to network TV.

Consumers can also purchase digital entertainment through mobile phones. Music can be downloaded as a full-length music recording, ringtone,
or ringback tone directly to mobile phones from the consumer s service provider or other mobile services. Typical purchase prices per music
recording or ringtone range from $1.99 to $2.99. Consumers can also acquire video through their mobile phone by downloading individual video

ringers , individual music video recordings, or short-form media snacks. In addition, certain mobile service providers offer a monthly
subscription service that provides on-demand access to a catalog of video content to be viewed from a subscriber s mobile device.

Certain digital entertainment services, such YouTube, BitTorrent, AOL/In2TV and others, offer video content to consumers for free. Revenue is
generated by advertising displayed before, during, or after the content is played. In most cases, a consumer does not have to watch an entire
episode or clip for the content owner to get credit for the advertising impression. Combination models are also emerging whereby consumers can
watch video content for free on an ad-supported basis, and have the option to download to own (either specific episodes/clips or an entire
season), purchase video ringers for mobile phones (such as the opening theme to a television show), or purchase mobile phone wallpapers
(single frame pictures from favorite shows or stars) all in one user experience.

A significant number of music recordings are not currently available for purchase in digital format. Gracenote, the leading industry music
database, lists approximately 55 million music recordings in its database.
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However, as of July 2007, only approximately five million music recordings were available at Apple iTunes. We believe that many of the music
recordings not currently available are held by a disparate, fragmented group of content owners. Our experience is that these owners possess
digital rights to libraries ranging from 100 recordings to tens of thousands of recordings. Additionally, a significant number of video properties,
including television shows and full-length feature films, are not yet available in the digital marketplace. Gracenote lists approximately 17,000
DVD titles in its database, but as of January 2007, for example, only 200 television series and 400 feature-length films were available on Apple
iTunes.

Accessing the Digital Entertainment Marketplace by Content Owners

The digital marketplace represents a new opportunity for content owners, including record labels, artists, television and film production
companies, independent film makers, and other music and video content owners, but it also presents significant challenges.

To access this market, the content owner may be required to enter into separate agreements with each digital entertainment service they wish to
distribute their content through. The leading digital entertainment services have taken steps to limit the number of content owners with which
they have direct relationships by, in certain cases, increasing the minimum number of music recordings or television episodes or other video
content required to establish a relationship. This is particularly true of digital video services. Our experience is that this threshold at the leading
digital music retailers is approximately 1,000 music recordings. Based on our experience to-date, the threshold for video content is more
subjective and is typically based on the popularity and market demand for the content.

If a content owner is able to enter into an agreement with a digital entertainment service, they must then compile their content with descriptive
information. For music, this descriptive information includes: music recording title, album title, artist name, year of original release, copyright
information, publisher information and other related information. For video content, this information typically includes: video title, video
description, year of original release, length, genre and other information. Content owners must then deliver their content in accordance with the
unique digital formats specified by each digital entertainment service. In the case of music, recordings must be grouped into albums and
combined with artwork in a digital file before being transferred to the digital music services. For video, each product must be digitally encoded
for the specific type of video service and combined with digital artwork before delivery. In addition, much of the original music and video
content may exist on older, physical formats that must first be converted to acceptable digital formats before processing.

Once content is available for purchase in digital format, each digital entertainment service delivers sales reports in different unique formats that
provide revenue and consumption data. Each of these unique reports must then be integrated into the content owner s accounting system in order
for the content owner to make payments to third-parties such as recording artists, publishers and producers. Depending on the available

resources of the content owner, these processing and royalty integration steps may be technologically challenging, inconvenient and time
consuming. As a result, we believe many content owners have not yet undertaken the digitization and processing efforts necessary to offer their
content through digital entertainment services.

Competitive Strengths

We increase the selection of music and video content available to consumers by making it available in digital formats, we provide a means for
content owners to access the digital entertainment marketplace with minimal effort on their behalf, and we are a trusted content provider to
digital entertainment services. We address the needs of each of these market participants in the following manner:

Consumers. We increase the breadth of music and video content available to consumers by offering it in digital format. We make
available vintage content, music and video content that is out-of-print or no longer available or never previously available through
traditional bricks-and-mortar retailers, as well as more contemporary music and videos from current artists.
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Content Owners. We offer a convenient means by which record labels, artists, television and film producers, and other music and
video content owners can access the digital entertainment marketplace. We process the content owners physical media containing their
music or video content into the unique digital formats required by the multitude of digital entertainment services. When the content
begins to generate revenue, we receive the periodic sales reports from the various digital entertainment services and create one
summary report for the content owner and pay the required royalties and revenue sharing payments as required by our agreements. All
of these processes are performed by us using our proprietary processes and systems, unlike many of our competitors who frequently
outsource these critical steps.

Digital Entertainment Services. We act as a volume supplier that aggregates music and video content from numerous content owners
for digital entertainment services. We remove the need for digital entertainment services to enter into and maintain relationships with
the many independent labels, artists, television and film producers, and other content owners. We also provide a means for the digital
entertainment services to rapidly, and inexpensively, increase the amount and diversity of the music and video content they make
available to consumers.
In addition to addressing the needs of the digital entertainment marketplace through content aggregation and distribution, we also maintain
long-term control over music and video content. Unlike many of our competitors that are primarily focused on the short-term distribution of
independently-owned content, we also seek to secure long-term control over content through ownership of master recordings or digital rights or
through long-term license arrangements.

Growth Strategy

We seek to own or control through long-term license or short-term distribution agreements the digital rights to as much music and video content
as possible, on terms that we deem commercially reasonable, subject to our financial resources. Once acquired, we seek to make our content
available to consumers by placing it on leading and selected specialty digital entertainment services.

We attempt to meet these objectives by pursuing the following strategies:

Expand our library of digital music and video content. We actively seek to identify the owners of music and video content and attempt
to acquire the exclusive digital rights. Our preference is to gain long-term control of the content through acquisition by purchase or
long-term license of the digital rights, but we also enter into short-term distribution agreements for content as a means for generating
revenue growth with no initial cash investment in the form of purchase price or royalty advance. We use our network of contacts and
consultants with contacts in the music, television and film industries to identify and locate content owners.

Increase sales channels. We generate revenue from our content by entering into agreements with digital entertainment services that
make our music and video content available to consumers. We currently have contractual relationships with most leading digital
entertainment services. Such services offer our music and video content as digital downloads on a pay-per-download basis and via
digital subscription services. Beginning in 2007, we are making some of our video content available through advertising revenue
supported Internet sites. We intend to continue to pursue other digital outlets for our music and video content as they become
commercially viable.
With the acquisition of Digital Rights Agency LLC ( DRA ) in September 2006, we gained relationships with numerous mobile services. Over
15% of DRA s stand-alone revenue was derived from mobile services during the year ended December 31, 2006, while DMGI had no mobile
services revenue prior to the acquisition of DRA. On a consolidated basis, approximately 12% of our revenue for the first half of 2007 was
derived from mobile services. We expect mobile distribution to become a more significant portion of our total revenue in the future as we seek
to rapidly deliver our music and video content to our mobile service partners.
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Repackaging our music and video content. We create theme-based compilations and other combinations of our music content and
make it available at our digital music retailers to increase the number of digital downloads of certain of our music recordings. We have
also begun creating unique ringtones and video ringtones for distribution through mobile services. Our experience has been that such
efforts have provided a competitive advantage when negotiating distribution agreements with content owners and have increased the
placement of our content on certain of the digital entertainment services.

Content Acquisition

We acquire digital rights to music and video content as follows:

Purchase of digital rights. In exchange for the purchase of digital rights, we generally pay a fixed sum of money as the purchase
consideration. We could also potentially use a combination of our common stock or debt in addition to cash as the purchase
consideration, although we have not done this in any of our digital rights acquisitions to-date. The purchase consideration for digital
rights purchases is larger than would be bargained for when we acquire such rights through a long-term license. However, we retain all
revenue received with respect to purchased digital rights, after payment of any required artist and publishing royalties. The acquisition
costs are amortized on a straight-line basis over seven years.

Purchase of master recordings. When we acquire master music recordings, we pay a fixed cash sum and receive all rights to such
recordings, including digital formats, physical formats and licensing for compact disc compilations, motion pictures, television
programs and advertisements. Such transactions are typically more costly and time-consuming than the other methods by which we
acquire digital rights to music recordings. However, we retain all revenue received with respect to master recordings, after payment of
any required artist and statutory publishing royalties, and have additional sources of revenue from physical distribution and synch
licensing. We may use our common stock and/or debt in addition to cash for the consideration for any such future acquisitions. The
acquisition costs are amortized on a straight-line basis over ten years.

Long-term license. We obtain long-term licenses to digital rights for music and video content. Our licenses currently have terms of
five to ten years, typically with renewal options. After the term of the license, all rights revert to the licensor. In exchange for
long-term licenses, we generally pay a fixed sum of money in the form of an advance against future sales royalties or fees to be paid to
the content owner. After recoupment of our initial fixed payment, we generally continue to pay revenue sharing fees to the content
owner in accordance with the terms of our agreements. Legal fees and other direct costs incurred in obtaining these long-term licenses
are amortized on a straight-line basis over the shorter of the term of the related agreement or seven years.

Short-term distribution rights. We obtain short-term digital rights through distribution agreements with content owners. After the term
of the agreement, which is typically two to three years, we generally do not retain any continuing rights unless the agreement is
renewed. Distribution agreements generally do not require us to make upfront or fixed payments. Instead, upon receipt of revenue
from digital entertainment services, we pay a fixed revenue sharing percentage to the content owner. We retain a smaller portion of the
revenue received from digital entertainment services under such short-term distribution agreements than under long-term license
agreements or with respect to digital rights or master recordings we have purchased.
For the year ended December 31, 2006, we generated approximately 10% of our revenue from music content for which we owned the digital
rights or master recordings, approximately 42% from music content to which we have long-term licenses, and approximately 48% from music
content for which we have short-term distribution rights. Our revenue under short-term distribution agreements has become a larger part of our
total revenue as a result of our acquisition of DRA in September 2006 and comprised approximately 70% of our total revenue from music
content during the six months ended June 30, 2007.
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Our Content

Our total music recordings under management was approximately 353,000 as of June 30, 2007, of which approximately 261,600, or 74%, were
available for sale on that date through digital entertainment services. The remaining music recordings under contract had either (i) been
processed and transmitted to one or more digital entertainment services where they were awaiting review and processing, (ii) were in various
stages of our digitization process or (iii) had not yet been delivered to us by the content owners. In addition, as of June 30, 2007, we had more
than 4,000 hours of video content under long-term distribution agreements and were in the early stages of processing and delivering our video
content to various digital entertainment services.

The digital rights that we acquire are contractual and based upon the rights granted to us by the content owner who may not be the original rights
owner. Our agreements with the content owners require that they assure us that they have proper title and ownership to the digital rights acquired
by us. We perform what we believe to be a reasonable amount of diligence on the ownership of music and video recordings by the record labels,
artists and video catalog owners from whom we acquire digital rights. We also rely on representations, warranties and indemnities provided to us
by the owners as to legal ownership. Given the contractual nature of our rights and our acquisition of older music recordings, from time-to-time
we receive a claim from a third party challenging our rights. In such cases, we typically cease selling the recording until the dispute is
investigated and resolved. Depending on the outcome of the rights dispute, we will resume selling the recording and/or seek remedy from the
content owner under the representations, warranties and indemnities provided in our agreements.

Our music content is from various genres and time periods and includes back catalog, out-of-print recordings, past hits, world music, classical
music performances, previously unreleased music recordings, live performances, and other music that may no longer be readily available from
traditional music retailers, as well as current recordings by contemporary independent labels and artists. Other content we may acquire includes
music and audio or audio/video from live performances not previously commercially available, radio and television performances, and other
sources as they are identified by us. Our preference is to obtain the broadest territorial distribution rights as possible when we acquire or license
digital rights or enter into short-term distribution agreements. From time to time, we enter into digital rights agreements with less than
world-wide distribution rights and factor this into the purchase price or royalty advance we pay. We make our music content available at leading
digital music retailers and mobile services that collectively offer digital music for sale in more than 24 countries. Our music content was offered
in some, but not all, of these countries, depending in part on the territorial distribution rights obtained in our agreements with content owners.
For the six months ended June 30, 2007 and the year ended December 31, 2006, 83% and 79%, respectively, of our revenue was generated in the
United States, with the remaining 17% and 21%, respectively, coming from digital music retailers serving customers outside the United States.

Our video content includes music videos and live music performances, classic episodic television shows, vintage feature-length films, short
films, cartoons and other animated features, stand-up comedy performances, action shorts, reality programming, sports events and programs
focused on children or special-interest groups. Genres include children s programming, comedy, classic television shows, sports, action shorts,
reality programming, and other vertical interest categories. We are currently making our video content available at Apple iTunes, Google Video,
YouTube, AOL/In2TV, Joost, mSpot, Veoh, BitTorrent, Movielink and other mobile and digital entertainment services as we add new video
distribution partners.

We are responsible under our agreements with content owners for certain payments based on the periodic sales reports received from digital
entertainment services. Based on the specific agreement with the content owner, these can consist of royalties to artists and/or publishers (which
includes songwriters) and revenue sharing payments to the content owner. When we acquire digital rights to music recordings, we have no
influence over the terms as stipulated in the original recording contract between the content owner and artists or publishers. Our experience in
acquiring digital rights on a perpetual basis is that the content owner will typically require us to assume and pay these royalty obligations to
artists and publishers. The artist royalty obligations in these situations have historically been between 0% and 15% of the revenue attributable to
a specific track or album.
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The publisher royalties are generally paid at a statutory rate in the United States, which was $.085 per music recording sold during 2005, and
increased to $.091 as of January 2006. Our experience in acquiring digital rights under a long-term license agreement is that the content owner
often requires us to assume and pay the royalties to publishers, whereas the content owner typically retains the artist royalty obligation. For
music videos, the publishing license, called a synch license, is negotiated with the publishers and has averaged approximately 10% of the
revenue received.

Our distribution agreements for music and video content contain revenue sharing provisions between the content owner and us. In the long-term
music license agreements we have entered into through June 30, 2007, the content owners receive 25 to 57% of the gross or net revenue, as
defined, over the term of the agreement. In long-term license arrangements for video content, the content owner typically receives 50% of the
revenue earned over the term of the agreement. As an inducement to enter into the long-term distribution agreement, we will make a royalty
advance to the content owner against the content owner s share of future royalties under this revenue sharing arrangement. Such advances are
recouped from the content owner s share of future revenue. In short-term music distribution agreements, we are not responsible for any artists or
publishers royalties and we make no upfront or fixed payments to the content owner at the time we enter into the agreement. Therefore, the
revenue sharing percentage retained by the content owner (generally 80% to 85%) is substantially higher than under long-term license
agreements.

Content Processing and Operations

Upon entering into a digital rights acquisition or digital distribution agreement with the content owner, the following principal steps are involved
to make our music and video content available to consumers for purchase:

We must receive the music and video content. The content owner is required to deliver their music or video content to us, along with
descriptive data with respect to each unique product. For example, in the case of music, content owners must deliver information such
as the music recording title, album title, artist name, copyright information, publisher information, territorial rights and other related
information. In the case of video, this information includes the video title, video description, year of original release, copyright
information, and other related information. Our perpetual and long-term license rights agreements generally provide for delivery of
content in physical formats such as compact discs, DVDs or Beta SP tapes in specific batches over time. We work closely with content
owners to assist them in delivering their music and video content and all the necessary descriptive data to us as quickly and efficiently
as possible.

The music and video content must be processed by us and delivered to the digital entertainment services. Following receipt of the
music and video content in physical format, we convert it into the specific digital formats required by the various digital entertainment
services, which can vary widely. We then compile the required descriptive information as specifically required by each digital
entertainment service. For music, Apple iTunes and most other digital music retailers require that music recordings be batched
together into an album format with artwork for each album. If the music recordings are already grouped into previously-issued albums
when we receive them, we retain this album concept and utilize album cover artwork provided by the content owner. However, if the
individual music recordings are not grouped into an album, such as previously unreleased studio music recordings or a live concert
recording, we bundle the various music record