
CANO PETROLEUM, INC
Form S-3
December 13, 2007

Use these links to rapidly review the document
 TABLE OF CONTENTS

As filed with the Securities and Exchange Commission on December 13, 2007

Registration No. 333-            

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM S-3
REGISTRATION STATEMENT

Under
THE SECURITIES ACT OF 1933

CANO PETROLEUM, INC.
(Exact name of registrant as specified in its charter)

Delaware
(State or other jurisdiction of incorporation or organization)

77-0635673
(I.R.S. Employer Identification No.)

801 Cherry Street, Suite 3200
Fort Worth, Texas 76102

(817) 698-0900
(Address, including zip code, and telephone number, including area code, of

registrant's principal executive offices)

S. Jeffrey Johnson, Chief Executive Officer
Cano Petroleum, Inc.

801 Cherry Street, Suite 3200
Fort Worth, Texas 76102

(817) 698-0900
(Name, address, including zip code, and telephone number, including area

code, of agent for service)
Copies to:

W. Bruce Newsome, Esq.
Haynes and Boone, LLP

901 Main Street, Suite 3100
Dallas, Texas 75202
(214) 651-5119

Approximate date of commencement of proposed sale to the public:
From time to time after this Registration Statement becomes effective.

        If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment plans, please check the following box:    o

        If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities Act of 1933,
other than securities offered only in connection with dividend or interest reinvestment plans, check the following box:    ý

        If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act of 1933, please check the following box
and list the Securities Act registration statement number of the earlier effective registration statement for the same offering.    o

Edgar Filing: CANO PETROLEUM, INC - Form S-3

1
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CALCULATION OF REGISTRATION FEE

Title of Each Class of Securities to be Registered(1)

Proposed Maximum
Aggregate Offering

Price(2)(3)
Amount of

Registration Fee(2)

Senior Debt Securities � �

Subordinated Debt Securities � �

Common Stock � �

Preferred Stock � �

Warrants � �

Guarantee of Debt Securities(4) � �

Total $150,000,000 $4,605

(1)
Any securities registered hereunder may be sold separately or as units with other securities registered hereunder.

(2)
Estimated solely for the purpose of computing the registration fee pursuant to Rule 457(o) under the Securities Act of 1933 and exclusive of accrued
interest, distributions and dividends, if any. In no event will the aggregate initial offering price of all securities issued from time to time pursuant to this
Registration Statement exceed $150,000,000 or the equivalent thereof in foreign currencies, foreign currency units or composite currencies. If any debt
securities are issued at an original issue discount, then the offering price shall be in such greater principal amount as shall result in an aggregate initial
offering price of up to $150,000,000 or the equivalent thereof in foreign currencies, foreign currency units or composite currencies, less the dollar
amount of any securities previously issued hereunder.

(3)
There is being registered hereunder such indeterminate number or amount of senior and subordinated debt securities, shares of common stock, shares of
preferred stock and warrants as may from time to time be issued at indeterminate prices and as may be issuable upon conversion, redemption,
exchange, exercise or settlement of any securities registered hereunder, including under any applicable antidilution provisions.

(4)
Guarantees may be provided by subsidiaries of the Registrant of the payment of principal and interest on the debt securities. No additional
consideration will be received for the guarantees, and pursuant to Rule 457(n), no additional fee is required.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the Registrant
shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective in accordance with Section 8(a)
of the Securities Act of 1933, or until the Registration Statement shall become effective on such date as the Commission, acting pursuant to said
Section 8(a), may determine.
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TABLE OF CO-REGISTRANTS

        Each of the following subsidiaries, and each other subsidiary of Cano Petroleum, Inc. that becomes a guarantor of certain of the securities
registered hereby, is hereby deemed to be a registrant:

Exact Name as Specified in Charter
Jurisdiction of
Organization

IRS Employer
Identification Number

Square One Energy, Inc. Texas 81-0639886
Ladder Companies, Inc. Delaware 73-1282131
W.O. Energy of Nevada, Inc. Nevada 88-0369151
WO Energy, Inc. Texas 75-2303966
Pantwist, LLC Texas 20-4766962
Cano Petro of New Mexico, Inc. Texas 20-8564572
W.O. Operating Company, Ltd. Texas 75-2675224
W.O. Production Company, Ltd. Texas 75-2675222

        The address, including zip code, of each co-registrant is 801 Cherry St., Suite 3200, Fort Worth, Texas 76102, and the telephone number,
including area code, is (817) 698-0900. The name and address, including zip code, of the agent for service of process for each of the
co-registrants is the same as for Cano Petroleum, Inc.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the registration statement
filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities, and it is not
soliciting an offer to buy these securities, in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED DECEMBER 13, 2007

PRELIMINARY PROSPECTUS

$150,000,000

SENIOR DEBT SECURITIES
SUBORDINATED DEBT SECURITIES

COMMON STOCK
PREFERRED STOCK

WARRANTS

        We may offer and sell the securities listed above from time to time in one or more offerings in one or more classes or series. Any debt
securities we issue under this prospectus may be guaranteed by one or more of our subsidiaries.

        The aggregate initial offering price of the securities that we will offer will not exceed $150,000,000. We will offer the securities in
amounts, at prices and on terms to be determined by market conditions at the time of the offerings. The securities may be offered separately or
together in any combination or as a separate series.

        This prospectus provides you with a general description of the securities that may be offered. Each time securities are offered, we will
provide a prospectus supplement and attach it to this prospectus. The prospectus supplement will contain more specific information about the
offering and the terms of the securities being offered, including any guarantees by our subsidiaries. The supplements may also add, update or
change information contained in this prospectus. This prospectus may not be used to offer or sell securities without a prospectus supplement
describing the method and terms of the offering.

        We may offer and sell these securities to or through one or more underwriters, dealers and agents, or directly to purchasers, on a continuous
or delayed basis.

        Our common stock is traded on the American Stock Exchange under the symbol "CFW." The closing sales price for our common stock on
December 12, 2007 was $7.25 per share.

You should carefully consider each of the risk factors described under "Risk Factors" beginning on page 7 of this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined whether this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is                        , 2007.
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ABOUT THIS PROSPECTUS

        This prospectus is part of a registration statement that we have filed with the U.S. Securities and Exchange Commission, or SEC, using a
"shelf" registration process. Using this process, we may offer any combination of the securities described in this prospectus in one or more
offerings with a total initial offering price of up to $150,000,000. This prospectus provides you with a general description of the securities we
may offer. Each time we use this prospectus to offer securities, we will provide a prospectus supplement and, if applicable, a pricing supplement
that will describe the specific terms of the offering. The prospectus supplement and any pricing supplement may also add to, update or change
the information contained in this prospectus. You should read this prospectus, the prospectus supplement and any pricing supplement, including
the "Risk Factors" section, in addition to the information contained in the documents we refer to under the heading "Where You Can Find More
Information." We have provided definitions for some of the oil and natural gas industry terms used in this prospectus in the "Glossary of Oil and
Natural Gas Terms" on page 42 of this prospectus. Crude oil and natural gas equivalents are determined using the ratio of six Mcf of natural gas
to one Bbl of crude oil, condensate or natural gas liquids.

You should rely only on the information contained or incorporated by reference in this prospectus, the prospectus supplement and
any pricing supplement. We have not authorized any person, including any salesman or broker, to provide information other than that
provided in this prospectus, the prospectus supplement or any pricing supplement. We have not authorized anyone to provide you with
different information. We are not making an offer of the securities in any jurisdiction where the offer is not permitted. You should
assume that the information in this prospectus, the prospectus supplement and any pricing supplement is accurate only as of the date on
its cover page and that any information we have incorporated by reference is accurate only as of the date of the document incorporated
by reference.

ABOUT CANO PETROLEUM, INC.

Introduction

        Cano Petroleum, Inc. (together with its direct and indirect subsidiaries, "Cano," "we," "us," or the "Company") is a growing independent oil
and natural gas company. Our strategy is to acquire assets with a high ratio of non-proven or proved undeveloped reserves suitable for enhanced
oil recovery, or EOR, techniques, primarily on the onshore United States for a low cost. We intend to convert these non-proven and/or proved
undeveloped reserves into proved producing reserves by applying water, gas or chemical flooding and other EOR techniques. During our first
three years of operations, our primary focus has been to achieve growth through acquiring interests in existing, mature fields in Texas,
Oklahoma and New Mexico. We believe the portfolio of oil and natural gas properties we have acquired to date provides suitable opportunities
to apply EOR techniques. As of June 30, 2007, we had proved reserves of 66,720 MBOE, of which 8,454 MBOE were proved producing, 2,843
MBOE were proved non-producing, and 55,423 MBOE were proved undeveloped.

        We were organized under the laws of the State of Delaware in May 2003 as Huron Ventures, Inc. On May 28, 2004, we merged with
Davenport Field Unit, Inc., an Oklahoma corporation, and certain other entities (the "Davenport Merger"). In connection with the Davenport
Merger, we changed our name to Cano Petroleum, Inc. Prior to the Davenport Merger, we were inactive with no significant operations. Our
executive offices are located at 801 Cherry Street, Suite 3200, Fort Worth, Texas 76102, and our telephone number is (817) 698-0900.

Our Properties

        Davenport Properties.    In the Davenport Merger, we acquired the Davenport Properties in Lincoln County, Oklahoma for 5,165,000
shares of our common stock and $1,650,000 cash. Proved reserves as

1
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of June 30, 2007 attributable to the Davenport Properties are 1,488 MBOE, of which 552 MBOE are proved producing, 936 MBOE are proved
non-producing and none of which are proved undeveloped. As a result of ongoing waterflood operations on the Davenport Properties, current
production is approximately 80 BOEPD.

        Nowata Properties.    In September 2004, we acquired the Nowata Properties which consisted of more than 220 wells producing from the
Bartlesville Sandstone for approximately $2.6 million. Proved reserves as of June 30, 2007 attributable to the Nowata Properties are 1,687
MBOE, all of which are proved producing. As a result of prior waterflood operations on the Nowata Properties, current net production is
approximately 225 BOEPD.

        Desdemona Properties.    In March 2005, in connection with our acquisition of Square One Energy, Inc. for $7.6 million, consisting of
$4.0 million in cash and 888,888 shares of our common stock valued at $3.96 per share, we acquired a 100% working interest in the Desdemona
Properties which are 11,068 acres in mature oil fields in central Texas. Proved reserves as of June 30, 2007 attributable to the Desdemona
Properties are 11,851 MBOE, of which 711 MBOE are proved producing, 1,175 MBOE are proved non-producing and 9,965 MBOE are proved
undeveloped. Current production is approximately 180 BOEPD. These properties have not been previously waterflooded and have mineral rights
to the Barnett Shale formation.

        Corsicana Properties.    During 2005, we began acquiring oil and natural gas leases comprising the Corsicana Properties. Currently, we
have a 100% working interest in 341 acres under lease. The Corsicana Properties were the subject of a proved surfactant-polymer chemical
injection pilot in the 1980s and contain proved reserves as of June 30, 2007 of 205 MBOE, of which 108 MBOE are proved non-producing and
97 MBOE are proved undeveloped.

        Panhandle Properties.    On November 29, 2005, through our acquisition of W.O. Energy of Nevada, Inc. for an adjusted cash price of
$48.4 million and 1,791,320 shares of common stock with an aggregate value of approximately $8.24 million, we acquired inventory, 10
workover rigs and related equipment, 480 producing wells, 40 water disposal wells and 380 idle wells on approximately 20,000 acres in Carson,
Gray and Hutchinson Counties, Texas which constitute the Panhandle Properties. Proved reserves as of June 30, 2007 attributable to the
Panhandle Properties are 35,547 MBOE, of which 3,397 MBOE are proved producing, 32,150 MBOE are proved undeveloped and none of
which is proved non-producing. Current production is approximately 640 BOEPD. We are progressing with the execution of Phase I of our
waterflood development plan at the Cockrell Ranch Unit. These properties have not been previously waterflooded.

        Pantwist Properties.    Effective February 1, 2006, our wholly-owned subsidiary, Pantwist LLC, acquired additional properties, including
167 wells and 2 workover rigs and covering approximately 9,700 acres in the Panhandle field which are the Pantwist Properties for a cash
purchase price of $23.4 million. Proved reserves as of June 30, 2007 attributable to the Pantwist Properties are 6,829 MBOE, of which 1,883
MBOE are proved producing, 4,946 MBOE are proved undeveloped and none of which are proved non-producing. Current production is
approximately 340 BOEPD. These properties have not been previously waterflooded.

        New Mexico Properties.    In addition to the capital spending previously discussed, we completed an acquisition on March 30, 2007 with an
effective date of February 1, 2007. Cano Petro of New Mexico, Inc., our wholly-owned subsidiary, acquired certain oil and gas properties in the
Permian Basin for approximately $8.4 million, after purchase price adjustments. The purchase price consisted of approximately $6.6 million in
cash and 404,204 shares of Cano restricted common stock, which was valued at $4.59 per share. Proved reserves as of June 30, 2007 attributable
to the New Mexico Properties are 9,112 MBOE, of which 224 MBOE are proved producing, 8,264 MBOE are proved undeveloped and 624
MBOE are proved non-producing. Current production is approximately 80
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BOEPD. The New Mexico Properties include approximately 20,000 acres and three fields in Chavez and Roosevelt Counties, New Mexico. The
prime asset is the approximately 15,000 acre Cato Field, which produces from the historically prolific San Andres formation, which has been
successfully waterflooded in the Permian Basin for over 30 years. We believe that the Cato Field is the largest San Andres field in the Permian
Basin that has never been waterflooded.

        Sale of Rich Valley Properties.    In July 2004, we acquired the Rich Valley Properties in Grant County, Oklahoma, through our
acquisition of Ladder Companies, Inc., a Delaware corporation, for approximately $2.2 million. On June 11, 2007, we sold the Rich Valley
Properties for net proceeds of $6.9 million. At the time of sale the production was approximately 110 BOEPD.

Planned Development Program

        During our first two years of operations through June 30, 2006, our primary focus was to achieve growth through acquiring existing, mature
oil and natural gas fields. During March 2007, we continued to acquire properties by acquiring Permian Basin oil and natural gas properties
located in New Mexico. We believe the portfolio of oil and natural gas properties that we have acquired thus far provides ample opportunities to
apply our operational strategy. As of June 30, 2007, we had proved reserves of 66,720 MBOE, of which 8,454 MBOE were proved producing,
2,843 MBOE were proved non-producing, and 55,423 MBOE were proved undeveloped.

        During the fiscal year ended June 30, 2007 and continuing into our current fiscal year ending June 30 2008 ("2008 Fiscal Year"), our
primary emphasis is to achieve growth by developing our existing oil and natural gas properties through development activities such as
waterflooding and EOR technology. We will continue to evaluate potential acquisition targets that are consistent with our operational strategy.
These development activities are more clearly discussed below.

        For the 2008 Fiscal Year, our initial capital development budget was $57 million. Of this amount, we have incurred $21.5 million, of which
$17.6 million has been spent, for the three months ended September 30, 2007. As a result of the $23.2 million we received from the recently
completed private placement common stock sale as discussed below, our 2008 Fiscal Year capital budget has been increased from $57 million to
$78 million. The $21 million increase consists of $14 million to be used for new well drilling, $3 million to be allocated for facilities and
$4 million for acquisitions. We have accelerated our capital development in the Panhandle waterflood and the Cato Field, and have increased our
capital spending to handle the increased gas production from the Barnett Shale in our Desdemona Field. The status and planned activity of our
capital development for the 2008 Fiscal Year is summarized as follows:

        Panhandle Properties.    The drilling of the final contingent of 34 replacement waterflood wells was completed in the quarter ended
September 30, 2007. In total, we have drilled 70 replacement wells in the field, which represents the completion of the development patterns of
the waterflood project. Water injection was initiated at the Cockrell Ranch Unit on July 5, 2007. At the present time, 31 injection wells are
delivering over 30,000 barrels of water per day into the Brown Dolomite formation. In total, we have injected close to one million barrels of
water into the reservoir. As we continue bringing additional injection wells to active status, we anticipate achieving the full 75 well injection
pattern by late-December 2007 with a maximum injection rate of 52,500 barrels of water per day. Currently, 71 producing wells are active and
awaiting initial response. Preliminary response from the waterflood is anticipated in the first calendar quarter of 2008. Full waterflood
development over the remaining 11,000+ net acres of the Panhandle Properties is anticipated once the initial response data is available.

        As part of the waterflood development, a total of 61 wells will be drilled at the Panhandle Field encompassing 36 wells at the waterflood
expansion at the Harvey Unit and 25 wells to accelerate waterflood development at the Mobil-Fee Unit. Including the incremental $10 million
received from
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the sale of 3.5 million shares of common stock in November 2007, the total 2008 Fiscal Year capital budget for the Panhandle Properties is
$31 million.

        Desdemona Properties�Waterflood.    We received the final approval of our Phase I waterflood permit for the 640 acre G.E. Moore Lease
from the Texas Railroad Commission on September 11, 2007. Water injection commenced shortly thereafter and in total, we have averaged
7,000 barrels of water injected per day, or over 700,000 barrels of water in total, into the Duke Sandstone reservoir via six injection wells. We
currently have 11 producing wells and anticipate an initial waterflood response in the first calendar quarter of 2008.

        Desdemona Properties�Barnett Shale.    Severe storms and flooding in the Desdemona Field in late June and early July curtailed our
Barnett Shale production to one-half of the previous levels or roughly 600 MCFPD net. For the quarter ended September 30, 2007, it is
estimated that production was down by approximately 120 BOEPD net or 720 MCFPD net. Equipment repairs and well re-works were
completed in July and August, and production was not restored to prior levels until late September. We have drilled and completed 4 horizontal
wells out of the announced 2008 Fiscal Year budget of 24 horizontal wells in the field. Total Barnett Shale production from the field is currently
averaging 0.9 MMCFPD net.

        In response to currently low natural gas prices, we have elected to defer the drilling program in the Barnett Shale. Of the remaining capital
amount of roughly $15 million committed to this program, roughly $5 million will be re-directed to the Cato Field and the remaining balance of
$10 million could be committed to the Barnett Shale program once natural gas prices improve.

        Nowata Properties.    Our tertiary recovery pilot project at the Nowata Field is operational. The ASP pilot plant, associated equipment and
supplies were installed and tested during August and September 2007. Full ASP Plant operations began during November 2007. Response is
anticipated in the second calendar quarter of 2008.

        Corsicana Properties.    We have drilled and completed 16 pattern replacement wells and plan to reinstate a prior waterflood in this field.
We received the required permits to inject water in June 2007. We are planning to reinstate the prior waterflood in December 2007. As we
previously mentioned, we have been pleased with the remaining oil saturations in this field and coupled with the prior successful polymer pilot
in this field in the 1980's we believe this field is a prime ASP candidate. Once the waterflood response and laboratory results are analyzed, we
anticipate evaluating an ASP Pilot in the field in calendar year 2008.

        New Mexico Properties.    We completed the acquisition of the New Mexico Properties on March 30, 2007. As mentioned previously,
$5 million of additional capital is being re-deployed to this field which increases the revised 2008 Fiscal Year capital budget to $27.1 million for
the New Mexico Properties. The capital spending amount is being increased based on better than expected initial results from
return-to-production (RTP's) workovers and fracture treatment stimulations performed in the Cato Field, the largest of the three fields
comprising our New Mexico Properties. We have a three pronged approach to develop the San Andres formation in this field:

(1)
Return-to-Production and Fracture Stimulations: We have worked over 40 idle wells and have currently returned 31 wells
to production. We plan to RTP between 60-80 wells during the course of the 2008 Fiscal Year. We have deployed fracture
stimulations on six RTP wells in the Cato Field. Initial production responses of between 5-20 BOEPD per well have been
achieved. It is our goal to fracture stimulate up to 25 of the RTP wells during the course of the year. Production in the Cato
Field has increased from 45 BOEPD when we assumed operations in April 2007 to current production of over 80 BOEPD.
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(2)
New Well Drilling: One drilling rig was moved to the Cato Field on October 22, 2007, and we drilled the first two of 11 new
40-acre spaced wells in areas of the Cato Field that have not been developed. We are currently evaluating production of the
fracture stimulating these two wells. We anticipate initial production in the range of 20-40 BOEPD based on cumulative
production histories of adjacent wells. These wells are relatively shallow at 3,500 feet and drilling and completion costs are
estimated to be less than $300,000 per well.

(3)
20-Acre Infill Drilling: One drilling rig has been contracted to drill 21 new 20-acre infill wells in an area of the Cato Field
that had a prior waterflood pilot. The first well will be spudded in November 2007. Similar to infill results reported by other
operators in their analogs of development activity within the San Andres formation, we expect initial production in the range
of 15-25 BOEPD from this program. Initiation of Phase I of the waterflood at the Cato Field is scheduled for the second
calendar quarter of 2008.

        We have no major development activities planned for either the Davenport or Pantwist Properties during the 2008 Fiscal Year.

        Waterflood operations and EOR techniques such as surfactant-polymer chemical injection involve significant capital investment and an
extended period of time, generally a year or longer, from the initial phase of a program until increased production occurs. Generally, surfactant
polymer injection is regarded as more risky compared to waterflood operations. Our ability to successfully convert proved undeveloped reserves
to proved producing reserves will be contingent upon our ability to obtain future financing and/or raise additional capital, and further, is greatly
contingent upon inherent uncertainties associated with the production of oil and natural gas as well as price volatility. See "Risk Factors."

Industry Conditions

        We believe significant acquisition opportunities will continue to exist primarily because the major energy companies and large
independents continue to focus their attention and resources toward the discovery and development of large fields. During the past several years,
the major companies have been divesting themselves of their mature oilfields, a trend management expects will continue. Also, the recent
economics of the oil and natural gas market have improved as prices have risen substantially. These conditions provide ample opportunities for
smaller independent companies to acquire and exploit mature U.S. fields. We expect that there will be increased competition for such properties
in the future.

Our Strategy

�
Acquire Strategic Assets. We seek to acquire low-cost assets with a high ratio of non-proven or proved undeveloped
reserves for waterflood and EOR techniques, primarily in the onshore United States. We believe we have acquired an
attractive portfolio of assets to implement our business plan. We will continue to selectively target potential acquisition
candidates in a disciplined manner, which involves being financially prudent and acquiring assets that meet our engineering
and operational standards. We focus on U.S. operations. Accordingly, we are not subject to geopolitical uncertainties,
dependence on foreign sources and other issues related to overseas operations.

�
No Exploration Risk. Our portfolio is comprised of mature fields with proven reserves, existing infrastructure and abundant
technical information. Accordingly, our production growth is not dependent on exploration drilling and the high degree of
speculation in making new discoveries.

�
Exploit and Develop Existing Properties. We intend to add proved reserves to, and increase production from, our existing
properties through the application of advanced technologies, including water, gas or chemical flooding and other EOR
techniques. We believe that our
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management team has a proven track record of exploiting undeveloped properties to increase reserves and cash flow.

�
Maintain a Low Cost Structure. We intend to maintain a low cost structure through maintaining efficient operations and
operating control. We intend to be the working interest operator in a high proportion of our properties. This allows us to
exercise more control over expenses, capital allocation, and the timing of development and exploitation activities in our
fields. It also enables us to implement controls over our costs to ensure prudent expenditures. Further, we employ
engineering and geological consultants to aid in evaluating the economic merits of drilling plans and potential acquisitions
on a case-by-case basis rather than staffing these positions, enabling us to maintain low fixed assets.

November 2007 Financing

        On November 7, 2007, we sold in a private placement, 3,500,000 shares of common stock for aggregate gross proceeds of approximately
$25 million. Initially, we used the approximately $20 million of net proceeds to repay our long-term debt. The net proceeds subsequently will be
drawn down to fund our capital development program and general corporate purposes. See "Planned Development Program."
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RISK FACTORS

        The following should be considered carefully with the information provided elsewhere in this prospectus, the accompanying prospectus
supplement and the documents we incorporate by reference in reaching a decision regarding an investment in the securities.

Risks Related to Our Industry

Oil and natural gas prices are volatile. A decline in prices could adversely affect our financial position, financial results, cash flows, access
to capital and ability to grow.

        Our revenues, operating results, profitability and future rate of growth depend primarily upon the prices we receive for the oil and natural
gas we produce and sell. Prices also affect the amount of cash flow available for capital expenditures and our ability to borrow money or raise
additional capital. Historically, the markets for oil and natural gas have been volatile and they are likely to continue to be volatile. Wide
fluctuations in oil and natural gas prices may result from relatively minor changes in the supply of and demand for oil and natural gas, market
and political uncertainty and other factors that are beyond our control, including:

�
worldwide and domestic demands and supplies of oil and natural gas;

�
weather conditions;

�
the price and availability of alternative fuels;

�
the availability of pipeline capacity;

�
the price and level of foreign imports;

�
domestic and foreign governmental regulations and taxes;

�
the ability of the members of the Organization of Petroleum Exporting Countries to agree to and maintain oil price and
production controls;

�
political instability or armed conflict in oil-producing regions; and

�
the overall economic environment.

        These factors and the volatility of the energy markets make it extremely difficult to predict future oil and natural gas price movements with
any certainty. Declines in oil and natural gas prices would not only reduce revenue, but could reduce the amount of oil and natural gas that we
can produce economically and, as a result, could have a material adverse effect on our financial condition, results of operations and reserves.

Government regulation may adversely affect our business and results of operations.

        Oil and natural gas operations are subject to various and numerous federal, state and local government regulations, which may be changed
from time to time. Matters subject to regulation include discharge permits for drilling operations, drilling bonds, reports concerning operations,
the spacing of wells, injection of substances, unitization and pooling of properties and taxation. From time to time, regulatory agencies have
imposed price controls and limitations on production by restricting the rate of flow of oil and natural gas wells below actual production capacity
in order to conserve supplies of oil and natural gas. There are federal, state and local laws and regulations primarily relating to protection of
human health and the environment applicable to the development, production, handling, storage, transportation and disposal of oil and natural
gas, by-products thereof and other substances and materials produced or used in connection with oil and natural gas operations. The
transportation and storage of refined products include the risk that refined products and other hydrocarbons may be suddenly or gradually
released into the environment, potentially causing substantial expenditures for a
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response action, significant government penalties, liability to government agencies and private parties for natural resources damages, personal
injury, or property damages and significant business interruption. We own or lease a number of properties that have been used to store or
distribute refined and unrefined products for many years. Many of these properties have also been operated by third parties whose handling,
disposal, or release of hydrocarbons and other wastes were not under our control. As a result, we may incur substantial expenditures and/or
liabilities to third parties or governmental entities which could have a material adverse effect on us.

The oil and natural gas industry is capital intensive, and we may not be able to raise the necessary capital in the future.

        The oil and natural gas industry is capital intensive. We make substantial capital expenditures for the acquisition, exploration for and
development of oil and natural gas reserves.

        Historically, we have financed capital expenditures primarily with cash generated by operations, proceeds from bank borrowings and sales
of our equity securities. Our cash flow from operations and access to capital are subject to a number of variables, including:

�
our proved reserves;

�
the level of oil and natural gas we are able to produce from existing wells;

�
the prices at which oil and natural gas are sold; and

�
our ability to acquire, locate and produce new reserves.

Any one of these variables can materially affect our ability to borrow under our revolving credit facility.

        If our revenues or the borrowing base under our revolving credit facility decreases as a result of lower oil and natural gas prices, operating
difficulties, declines in reserves or for any other reason, we may have limited ability to obtain the capital necessary to undertake or complete
future drilling projects. We may, from time to time, seek additional financing, either in the form of increased bank borrowings, sales of debt or
equity securities or other forms of financing or consider selling non-core assets to raise operating capital. However, we may not be able to obtain
additional financing or make sales of non-core assets upon terms acceptable to us.

Risks Related to Our Business

Our limited history makes an evaluation of us and our future difficult and profits are not assured.

        Prior to the Davenport Merger in May 2004, we were inactive with no significant operations. In connection with the Davenport Merger, we
decided to focus our business on the acquisition of attractive crude oil and natural gas prospects, and the exploration, development and
production of oil and natural gas on these prospects. Since that time, we have acquired rights in oil and natural gas properties and undertaken
certain exploitation and other activities. However, we do not have a long operating history in our current business. Although we are in the
process of initiating three waterfloods and an alkaline-surfactant project, we have not completed any new waterflooding or EOR technologies on
our own on any of our properties. In view of our limited history in the oil and natural gas business, you may have difficulty in evaluating us and
our business and prospects. You must consider our business and prospects in light of the risks, expenses and difficulties frequently encountered
by
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companies in their early stage of development. For our business plan to succeed, we must successfully undertake most of the following
activities:

�
Find and acquire rights in attractive oil and natural gas properties;

�
Develop our oil and natural gas properties, including the successful application of EOR technologies and procedures, to the
point at which oil and natural gas are being produced in commercially viable quantities;

�
Contract with third party service providers regarding services necessary to develop our oil and natural gas wells;

�
Contract with transporters and purchasers of our commercial production of oil and natural gas;

�
Maintain access to funds to pursue our capital-intensive business plan;

�
Comply with all applicable laws and regulations;

�
Implement and successfully execute our business strategy;

�
Respond to competitive developments and market changes; and

�
Attract, retain and motivate qualified personnel.

        There can be no assurance that we will be successful in undertaking such activities. Our failure to undertake successfully most of the
activities described above could materially and adversely affect our business, prospects, financial condition and results of operations. In addition,
there can be no assurance that our exploitation and production activities will produce oil and natural gas in commercially viable quantities. There
can be no assurance that sales of our oil and natural gas production will ever generate sufficient revenues or that we will be able to sustain
profitability in any future period.

If we cannot obtain sufficient additional capital when needed, we will not be able to continue with our business strategy. In addition,
significant infusions of additional capital may result in dilution to your ownership and voting rights in our securities.

        Our business strategy is to acquire interests in mature oil fields with established reserves that have declined to marginal production levels,
but possess significant remaining upside exploitation potential, and implement various secondary and tertiary enhanced oil recovery operations.
We are focused on acquiring undervalued properties that feature enhanced recovery opportunities. As we continue to find acquisition candidates,
we may require additional capital to finance the acquisitions as well as to conduct our EOR operations. We may not be able to obtain additional
financing in sufficient amounts or on acceptable terms when needed, which could adversely affect our operating results and prospects. If we
cannot raise the additional capital required to implement our business strategy, we may be required to curtail operations or develop a different
strategy, which could adversely affect our financial condition and results of operations. Further, any debt financing must be repaid regardless of
whether or not we generate profits or cash flows from our business activities. Equity financing may result in dilution to existing stockholders and
may involve securities that have rights, preferences, or privileges that are senior to our common stock.

The actual quantities and present value of our proved reserves may be lower than we have estimated.

        This prospectus incorporates by reference estimates of our proved reserves. The process of estimating oil and natural gas reserves is
complex. The process involves significant decisions and assumptions in the evaluation of available geological, geophysical, engineering and
economic data for each reservoir. Therefore, these estimates are inherently imprecise. Actual future production, oil and natural gas prices,
revenues, taxes, development expenditures, operating expenses and quantities of recoverable oil and natural gas reserves most likely will vary
from these estimates and vary over time.
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Such variations may be significant and could materially affect the estimated quantities and present value of our proved reserves. In addition, we
may adjust estimates of proved reserves to reflect production history, results of exploration and development drilling, results of secondary and
tertiary recovery applications, prevailing oil and natural gas prices and other factors, many of which are beyond our control.

Approximately 87% of our total proved reserves as of June 30, 2007 consist of undeveloped and developed non-producing reserves, and those
reserves may not ultimately be developed or produced.

        Approximately 83% of our total proved reserves as of June 30, 2007 are undeveloped and approximately 4% are developed non-producing.
While we plan to develop and produce all of our proved reserves, these reserves may not ultimately be developed or produced. Furthermore, not
all of our undeveloped or developed non-producing reserves may be ultimately produced at the time periods we have planned, at the costs we
have budgeted, or at all. Estimated development costs for our proved undeveloped reserves are approximately $325,000,000 as of June 30, 2007.

We may not achieve the production growth we anticipate from properties we acquire.

        On May 28, 2004, we acquired Davenport Field Unit, which owned a 100% working interest in certain oil, natural gas and mineral
leasehold estates and personal property related such leasehold estates located in Lincoln County, Oklahoma covering approximately 2,178 acres.
On September 14, 2004, we acquired the Nowata Properties comprised of more than 220 oil and natural gas producing wells on 2,601 acres of
land in Nowata County, Oklahoma. On March 29, 2005, we acquired Square One, pursuant to which we own a 100% working interest in 10,300
acres of mature oil fields in central Texas. On November 29, 2005, we acquired all of the outstanding common stock of WO Energy, pursuant to
which we own oil and natural gas properties on approximately 20,000 acres in Carson, Gray and Hutchinson counties located in the Texas
panhandle with 480 producing wells, 40 water disposal wells and 380 idle wells. On April 28, 2006, our wholly owned subsidiary Pantwist, LLC
acquired additional oil and natural gas properties in the Texas panhandle, which properties cover approximately 9,700 acres with 167 wells. On
March 30, 2007, our wholly owned subsidiary, Cano Petro of New Mexico, Inc., acquired additional oil and natural gas properties in New
Mexico, which properties cover approximately 20,000 acres. Our operational strategy is to implement waterflood and EOR techniques. The
performance of waterflood and EOR techniques is often difficult to predict, takes an extended period of time from first investment until actual
production and we may not achieve the anticipated production growth from properties we acquire.

Acquisitions may prove to be worth less than we paid because of uncertainties in evaluating recoverable reserves and potential liabilities.

        Our recent growth is due in part to acquisitions of exploration and production companies, producing properties and undeveloped leaseholds.
We expect acquisitions will also contribute to our future growth. Successful acquisitions require an assessment of a number of factors, including
estimates of recoverable reserves, exploration potential, recovery applicability from waterflood and EOR techniques, future oil and natural gas
prices, operating costs and potential environmental and other liabilities. Such assessments are inexact and their accuracy is inherently uncertain.
In connection with our assessments, we perform a review of the acquired properties which we believe is generally consistent with industry
practices. However, such a review will not reveal all existing or potential problems. In addition, our review may not permit us to become
sufficiently familiar with the properties to fully assess their deficiencies and capabilities. We do not inspect every well or property. Even when
we inspect a well or property, we do not always discover structural, subsurface and environmental problems that may exist or arise. We are
generally not entitled to contractual indemnification for pre-closing liabilities, including environmental liabilities. Normally, we acquire interests
in properties on
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an "as is" basis with limited remedies for breaches of representations and warranties. As a result of these factors, we may not be able to acquire
oil and natural gas properties that contain economically recoverable reserves or be able to complete such acquisitions on acceptable terms.

        Additionally, significant acquisitions can change the nature of our operations and business depending upon the character of the acquired
properties, which may have substantially different operating and geological characteristics or be in different geographic locations than our
existing properties. It is our current intention to continue focusing on acquiring properties with development and exploration potential located in
onshore United States. To the extent that we acquire properties substantially different from the properties in our primary operating regions or
acquire properties that require different technical expertise, we may not be able to realize the economic benefits of these acquisitions as
efficiently as in our prior acquisitions.

Exploration and development drilling and the application of waterflooding and EOR techniques may not result in commercially productive
reserves.

        We do not always encounter commercially productive reservoirs through our drilling operations or our application of waterflooding or EOR
techniques. The new wells we drill or participate in may not be productive and we may not recover all or any portion of our investment in wells
we drill or participate in. The engineering data and other technologies we use do not allow us to know conclusively prior to drilling a well that
oil or natural gas is present or may be produced economically. The cost of drilling, completing and operating a well is often uncertain, and cost
factors can adversely affect the economics of a project. Our efforts will be unprofitable if we drill dry holes or wells that are productive but do
not produce enough reserves to return a profit after drilling, operating and other costs or our application of waterflooding or EOR techniques is
not successful. Further, our drilling and other operations may be curtailed, delayed or canceled as a result of a variety of factors, including:

�
unexpected drilling conditions;

�
title problems;

�
pressure or irregularities in formations;

�
equipment failures or accidents;

�
adverse weather conditions; and

�
increases in the costs of, or shortages or delays in the availability of, chemicals, drilling rigs and equipment.

The departure of key personnel could adversely affect our ability to run our business.

        Our future success is dependent on the personal efforts, performance and abilities of key management, including S. Jeffrey Johnson, our
Chairman and Chief Executive Officer; Morris B. Smith, Senior Vice President and Chief Financial Officer; Patrick McKinney, Senior Vice
President�Engineering and Operations; and Michael J. Ricketts, Vice President and Principal Accounting Officer. All of these individuals are
integral parts of our daily operations. We have employment agreements with Messrs. Johnson, Smith, McKinney, and Ricketts. We do not
maintain any key life insurance policies for any of our executive officers or other personnel. Although, to our knowledge, none of our senior
management currently has any plans to retire or leave our company in the near future, the loss of any of them could significantly impact our
business until adequate replacements can be identified and put in place.
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We face strong competition from larger oil and natural gas companies, which makes it difficult to conduct profitable operations.

        Our competitors include major integrated oil and natural gas companies and numerous independent oil and natural gas companies,
individuals and drilling and income programs. Many of these competitors are large, well-established companies and have substantially larger
operating staffs and greater capital resources than we do. We may not be able to successfully conduct our operations, evaluate and select suitable
properties and consummate transactions in this highly competitive environment. Specifically, these larger competitors may be able to pay more
for exploratory prospects and productive oil and natural gas properties and may be able to define, evaluate, bid for and purchase a greater
number of properties and prospects than our financial or human resources permit. In addition, such companies may be able to expend greater
resources on the existing and changing technologies that we believe are and will be increasingly important to attaining success in the industry.

We are subject to many restrictions under our revolving credit facility which may adversely impact our future operations.

        We may depend on our revolving credit facility for future capital needs. As required by our revolving credit facility with our bank lenders,
we have pledged substantially all of our oil and natural gas properties as collateral to secure the payment of our indebtedness. The revolving
credit facility restricts our ability to obtain additional financing, make investments, sell assets, grant liens, repurchase, redeem or retire our
securities, enter into specific transactions with our subsidiaries or affiliates and engage in business combinations. The revolving credit facility
prohibits us from declaring or paying dividends on our common stock. We are also required to comply with certain financial covenants and
ratios.

        These financial covenants and ratios could limit our ability to obtain future financing, make needed capital expenditures, withstand a
downturn in our business or economy in general or otherwise conduct necessary corporate activities. We may also be prevented from taking
advantage of business opportunities that arise because of the limitations that the restrictive covenants under the revolving credit facility impose
on us. Although we are currently in compliance with these covenants, in the past we have had to request waivers from or enter into amendments
with our lenders to avoid default because of our anticipated non-compliance with certain financial covenants and ratios. Any future default, if
not cured or waived, could result in the acceleration of all indebtedness outstanding under the revolving credit facility. If that should occur, we
may not be able to pay all such debt or to borrow sufficient funds to refinance it, which could force us to sell significant assets or to have our
assets foreclosed upon which could have a material adverse effect on our business or financial results. Even if new financing were available, it
may not be on terms that are acceptable to us.

        In addition, the revolving credit facility limits the amounts we can borrow to a borrowing base amount, determined by the lenders, based
upon projected revenues from the oil and natural gas properties securing our loan. The lenders can independently adjust the borrowing base and
the borrowings permitted to be outstanding under the revolving credit facility.

Derivative activities create a risk of financial loss.

        Pursuant to the terms of our revolving credit facility, we are parties to oil and natural gas price risk management arrangements with respect
to a portion of our expected production. We purchase floors that generally result in minimum price received by us for a portion of our production
over a specified time period and purchase ceilings that result in a maximum price received by us for a portion of our production over a specified
period of time in order to offset the costs of the price floors. We have the right to receive from the counterparty, the excess of the fixed price, up
to any ceiling amount, specified in the contract over a floating price based on a market index, multiplied by the quantity
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identified in the derivative contract. These transactions may expose us to the risk of financial loss if the counterparty to our future contracts fail
to perform under the contracts.

Failure to maintain effective internal controls could have a material adverse effect on our operations.

        The year ended June 30, 2007 was the first year that we were subject to Section 404 of the Sarbanes-Oxley Act which requires annual
management assessments of the effectiveness of our internal control over financial reporting and a report by our independent auditors addressing
our internal controls and management's assessment. Effective internal controls are necessary for us to produce reliable financial reports. If, as a
result of deficiencies in our internal controls, we cannot provide reliable financial reports, our business decision process may be adversely
affected, our business and operating results could be harmed, we may be in violation of our lending covenants, investors could lose confidence
in our reported financial information, and the price of our stock could decrease as a result.

        During our evaluation of disclosure controls and procedures for the year ended June 30, 2007, we concluded that we maintained effective
internal control over financial reporting as of June 30, 2007, in all material respects, based on criteria established in Internal Control�Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

        There can be no guarantee that we will not have deficiencies in our disclosure controls and internal controls in the future.

Our business involves many operating risks, which may result in substantial losses, and insurance may be unavailable or inadequate to
protect us against these risks.

        Our operations are subject to hazards and risks inherent in drilling for, producing and transporting oil and natural gas, such as:

�
fires;

�
natural disasters;

�
explosions;

�
pressure forcing oil or natural gas out of the wellbore at a dangerous velocity coupled with the potential for fire or explosion;

�
weather;

�
failure of oilfield drilling and service tools;

�
changes in underground pressure in a formation that causes the surface to collapse or crater;

�
pipeline ruptures or cement failures;

�
environmental hazards such as natural gas leaks, oil spills and discharges of toxic gases; and

�
availability of needed equipment at acceptable prices, including steel tubular products.

        Any of these risks can cause substantial losses resulting from:

�
injury or loss of life;
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�
damage to and destruction of property, natural resources and equipment;

�
pollution and other environmental damage;

�
regulatory investigations and penalties;

�
suspension of our operations; and

�
repair and remediation costs.
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        Our liability for environmental hazards includes those created either by the previous owners of properties that we purchase or lease or by
acquired companies prior to the date we acquire them. We maintain insurance against some, but not all, of the risks described above. Our
insurance policies currently provide for $1,000,000 general liability coverage for bodily injury and property damage including pollution,
underground resources, blow-out and cratering. In addition, we have $1,000,000 coverage for our contractual obligations to our service
contractors using their equipment downhole as a result of a blow-out. We have an "Owned-Hired and Non-Owned" Commercial Automobile
liability limit of $1,000,000. We also have secured $25,000,000 umbrella coverage in excess of the general liability and automobile liability.
There is a $3,000,000 policy for control of well, redrill, and pollution on drilling wells and a $1,000,000 policy for control of well, redrill and
pollution on producing wells. Our insurance may not be adequate to cover casualty losses or liabilities. Also, in the future we may not be able to
obtain insurance at premium levels that justify its purchase.

        We do not insure against the loss of oil or natural gas reserves as a result of operating hazards, insure against business interruption or insure
our field production equipment against loss. Losses could occur for uninsurable or uninsured risks, or in amounts in excess of existing insurance
coverage. The occurrence of an event that is not fully covered by insurance could harm our financial condition and results of operations.

There are risks in acquiring producing properties, including difficulties in integrating acquired properties into our business, additional
liabilities and expenses associated with acquired properties, diversion of management attention, increasing the scope, geographic diversity
and complexity of our operations and incurrence of additional debt.

        Our business strategy includes growing our reserve base through acquisitions. Our failure to integrate acquired businesses successfully into
our existing business, or the expense incurred in consummating future acquisitions, could result in unanticipated expenses and losses. In
addition, we may assume cleanup or reclamation obligations or other unanticipated liabilities in connection with these acquisitions. The scope
and cost of these obligations may ultimately be materially greater than estimated at the time of the acquisition.

        We are continually investigating opportunities for acquisitions. In connection with future acquisitions, the process of integrating acquired
operations into our existing operations may result in unforeseen operating difficulties and may require significant management attention and
financial resources that would otherwise be available for the ongoing development or expansion of existing operations. Our ability to make
future acquisitions may be constrained by our ability to obtain additional financing.

        Possible future acquisitions could result in our incurring additional debt, contingent liabilities and expense, all of which could have a
material adverse effect on our financial condition and operating results.

Terrorist activities may adversely affect our business.

        Terrorist activities, including events similar to those of September 11, 2001, or armed conflict involving the United States may adversely
affect our business activities and financial condition. If events of this nature occur and persist, the resulting political and social instability could
adversely affect prevailing oil and natural gas prices and cause a reduction in our revenues. In addition, oil and natural gas production facilities,
transportation systems and storage facilities could be direct targets of terrorist attacks, and our operations could be adversely impacted if
infrastructure integral to our operations is destroyed or damaged. Costs associated with insurance and other security measures may increase as a
result of these threats, and some insurance coverage may become more difficult to obtain, if available at all.
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Part of our business is seasonal in nature which may affect the price of our oil and natural gas.

        Weather conditions affect the demand for and price of oil and natural gas. Demand for oil and natural gas is typically higher during winter
months than summer months. However, warm winters can also lead to downward price trends. As a result, our results of operations may be
adversely affected by seasonal conditions.

We are subject to potential early repayments as well as restrictions pursuant to the terms of our Series D Convertible Preferred Stock which
may adversely impact our operations.

        Pursuant to the terms of our Series D Convertible Preferred Stock, if a "triggering event" occurs, the holders of our Series D Convertible
Preferred Stock will have the right to require us to redeem their preferred stock at a minimum price of at least 125% of the $1,000 per share
stated value plus certain dividends. "Triggering events" include the following:

�
our common stock is suspended from trading or fails to be listed on the AMEX, the New York Stock Exchange, the Nasdaq
Global Select Market, the Nasdaq Global Market or the Nasdaq Capital Market;

�
we fail to convert and do not cure this failure within 10 business days after the conversion date or give notice of our
intention not to comply with a request for conversion;

�
we fail to pay for at least 5 business days any amount when and as due pursuant to the terms of the Series D Convertible
Preferred Stock or any documents related to the sale and registration rights of the Series D Convertible Preferred Stock,
common stock and warrants;

�
certain actions are taken by us or third parties with regard to bankruptcy;

�
we default on any indebtedness which default is not waived and the applicable grace period has expired; or

�
we breach any representation, warranty, covenant or other term or condition of any document relating to the sale and
registration rights regarding the Series D Convertible Preferred Stock, the common stock and the warrants, which, to the
extent such breach is curable, such breach is not cured within 7 business days.

        There is no guarantee that we would be able to repay the amounts due upon an occurrence of a "triggering event."

        In addition, we cannot issue any preferred stock that is senior or on par with the Series D Convertible Preferred Stock with regard to
dividends or liquidation without the approval of holders of a majority of the Series D. Convertible Preferred Stock.

We are subject to several lawsuits relating to a fire that occurred on March 12, 2006 in Carson County, Texas which may have an adverse
impact on us.

        Cano and certain of its subsidiaries are defendants in several lawsuits relating to a fire that occurred on March 12, 2006 in Carson County,
Texas. The alleged damages include damage to land and livestock, remedial expenses and claims relating to wrongful death. We entered into a
Settlement Agreement with our insurance carrier pursuant to which we received $6,699,827 in exchange for releasing the insurance carrier from
any future claims. This amount may not be sufficient to cover all of our litigation expenses and all the alleged damages.
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Risks Related to Our Common Stock

Our historic stock price has been volatile and the future market price for our common stock may continue to be volatile. Further, the limited
market for our shares will make our price more volatile. This may make it difficult for you to sell our common stock for a positive return on
your investment.

        The public market for our common stock has historically been very volatile. Since we acquired Davenport Field Unit on May 28, 2004 and
through the fiscal year ended June 30, 2007, the market price for our common stock has ranged from $0.45 to $10.65. On December 12, 2007,
our closing price on AMEX was $7.25. Any future market price for our shares may continue to be very volatile. This price volatility may make it
more difficult for you to sell shares when you want at prices you find attractive. We do not know of any one particular factor that has caused
volatility in our stock price. However, the stock market in general has experienced extreme price and volume fluctuations that often are
unrelated or disproportionate to the operating performance of companies. Broad market factors and the investing public's negative perception of
our business may reduce our stock price, regardless of our operating performance. Market fluctuations and volatility, as well as general
economic, market and political conditions, could reduce our market price. As a result, this may make it difficult or impossible for you to sell our
common stock for a positive return on your investment.

If we fail to meet continued listing standards of AMEX, our common stock may be delisted which would have a material adverse effect on the
price of our common stock.

        Our common stock was listed on AMEX on May 5, 2005 under the symbol "CFW." In order for our securities to be eligible for continued
listing on AMEX, we must remain in compliance with certain listing standards. Among other things, these standards require that we remain
current in our filings with the SEC and comply with certain provisions of the Sarbanes-Oxley Act of 2002. If we were to become noncompliant
with AMEX's continued listing requirements, our common stock may be delisted which would have a material adverse affect on the price of our
common stock.

If we are delisted from AMEX, our common stock may become subject to the "penny stock" rules of the SEC, which would make
transactions in our common stock cumbersome and may reduce the value of an investment in our stock.

        The SEC has adopted Rule 3a51-1 which establishes the definition of a "penny stock," for the purposes relevant to us, as any equity
security that is not listed on a national securities exchange or registered national securities association's automated quotation system and has a
market price of less than $5.00 per share, subject to certain exceptions. For any transaction involving a penny stock, unless exempt, Rule 15g-9
requires:

�
that a broker or dealer approve a person's account for transactions in penny stocks; and

�
the broker or dealer receive from the investor a written agreement to the transaction, setting forth the identity and quantity of
the penny stock to be purchased.

        In order to approve a person's account for transactions in penny stocks, the broker or dealer must:

�
obtain financial information and investment experience and objectives of the person; and

�
make a reasonable determination that the transactions in penny stocks are suitable for that person and the person has
sufficient knowledge and experience in financial matters to be capable of evaluating the risks of transactions in penny
stocks.
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        The broker or dealer must also deliver, prior to any transaction in a penny stock, a disclosure schedule prescribed by the SEC relating to the
penny stock market, which, in highlight form:

�
sets forth the basis on which the broker or dealer made the suitability determination; and

�
that the broker or dealer received a signed, written agreement from the investor prior to the transaction.

        Generally, brokers may be less willing to execute transactions in securities subject to the "penny stock" rules. This may make it more
difficult for investors to dispose of our common stock and cause a decline in the market value of our stock.

If securities analysts downgrade our stock or cease coverage of us, the price of our stock could decline.

        The trading market for our common stock relies in part on the research and reports that industry or financial analysts publish about us or our
business. We do not control these analysts. Furthermore, there are many large, well-established, publicly traded companies active in our industry
and market, which may mean that it is less likely that we will receive widespread analyst coverage. If one or more of the analysts who do cover
us downgrade our stock, our stock price would likely decline rapidly. If one or more of these analysts cease coverage of our company, we could
lose visibility in the market, which in turn could cause our stock price to decline.

We do not pay dividends on our common stock.

        We have never paid dividends on our common stock, and do not intend to pay cash dividends on the common stock in the foreseeable
future. Net income from our operations, if any, will be used for the development of our business, including capital expenditures and to retire
debt. Any decisions to pay dividends on the common stock in the future will depend upon our profitability at the time, the available cash and
other factors. Our ability to pay dividends on our common stock is further limited by the terms of our revolving credit facility and our Series D
Convertible Preferred Stock.

Provisions in our corporate governance and loan documents, the terms of our Series D Convertible Preferred Stock and Delaware law may
delay or prevent an acquisition of Cano, which could decrease the value of our common stock.

        Our certificate of incorporation, our Series D Convertible Preferred Stock, our bylaws, our loan documents and the Delaware General
Corporation Law contain provisions that may discourage other persons from initiating a tender offer or takeover attempt that a stockholder might
consider to be in the best interest of all stockholders, including takeover attempts that might result in a premium to be paid over the market price
of our stock.

        The terms of our Series D Convertible Preferred Stock permit the holders of such preferred stock the right to have their Series D
Convertible Preferred Stock redeemed upon a "change of control." In addition, the terms of our Series D Convertible Preferred Stock do not
permit us to enter into certain transactions that would constitute a "change of control" unless the successor entity assumes all of our obligations
relating to the Series D Convertible Preferred Stock and the holders of a majority of our Series D Convertible Preferred Stock approve such
assumption and the successor entity is publicly traded on the AMEX, the New York Stock Exchange, the Nasdaq Global Select Market, the
Nasdaq Global Market or the Nasdaq Capital Market.

        In addition, subject to the terms of the Series D Convertible Preferred Stock, we are authorized to issue additional shares of preferred stock.
Subject to the terms of the Series D Convertible Preferred Stock and our certificate of incorporation, our board of directors has total discretion in
the issuance and the determination of the rights and privileges of any shares of preferred stock which might be issued in the future, which rights
and privileges may be detrimental to the holders of the common
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stock. It is not possible to state the actual effect of the authorization and issuance of a new series of preferred stock upon the rights of holders of
the common stock and other series of preferred stock unless and until the board of directors determines the attributes of any new series of
preferred stock and the specific rights of its holders. These effects might include:

�
restrictions on dividends on common stock and other series of preferred stock if dividends on any new series of preferred
stock have not been paid;

�
dilution of the voting power of common stock and other series of preferred stock to the extent that a new series of preferred
stock has voting rights, or to the extent that any new series of preferred stock is convertible into common stock;

�
dilution of the equity interest of common stock and other series of preferred stock; and

�
limitation on the right of holders of common stock and other series of preferred stock to share in Cano's assets upon
liquidation until satisfaction of any liquidation preference attributable to any new series of preferred stock.

        The terms of our Series D Convertible Preferred Stock and the provisions in our corporate governance documents regarding the granting of
additional preferred stock may deter or render more difficult proposals to acquire control of our company, including proposals a stockholder
might consider to be in his or her best interest, impede or lengthen a change in membership of our Board of Directors and make removal of our
management more difficult. Furthermore, Delaware law imposes some restrictions on mergers and other business combinations between our
company and owners of 15% or more of our common stock. These provisions apply even if an acquisition proposal is considered beneficial by
some stockholders and therefore could depress the value of our common stock.

The conversion price of our Series D Convertible Preferred Stock may be a lowered if we issue shares of our common stock at a price less
than the existing conversion price which could cause further dilution to our common stockholders.

        Subject to certain exclusions, if we issue common stock at a price less than the existing conversion price for our Series D Convertible
Preferred Stock, the conversion price shall be adjusted downward which would further dilute our common stock holders upon conversion.

Our Series D Convertible Preferred Stock has voting rights both together with and separate from our common stock which could adversely
affect our common stockholders.

        The holders of our Series D Convertible Preferred Stock vote together with the holders of our common stock on an as converted basis,
subject to a limitation on how many votes the Series D Convertible Preferred Stock holders may cast if the conversion price falls below $4.79. In
addition, approval of holders of a majority of the Series D Convertible Preferred Stock is required for us to take the following actions:

�
to modify the certificate of incorporation or bylaws in a manner adverse to the Series D Convertible Preferred Stock;

�
increase or decrease the number of authorized shares of Series D Convertible Preferred Stock;

�
create any class of preferred stock that has a preference over or is in parity with the Series D Convertible Preferred Stock
with respect to dividends or liquidation;

�
purchase, repurchase or redeem any share of common stock;

�
pay dividends or make any other distribution on the common stock; or

�
circumvent a right of the Series D Convertible Preferred Stock.
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        These voting rights may have an adverse impact on the common stock and the voting power of our common stockholders.

Since we are a United States real property holding corporation, non-U.S. investors may be subject to U.S. federal income tax (including
withholding tax) on gains realized on disposition of our shares, and U.S. investors selling our shares may be required to certify as to their
status in order to avoid withholding.

        Since we are a United States real property holding corporation, a non-U.S. holder of our common stock will generally be subject to U.S.
federal income tax on gains realized on a sale or other disposition of our common stock. Certain non-U.S. holders of our common stock may be
eligible for an exception to the foregoing general rule if our common stock is regularly traded on an established securities market during the
calendar year in which the sale or disposition occurs. However, we cannot offer any assurance that our common stock will be so traded in the
future.

        If our common stock is not considered to be regularly traded on an established securities market during the calendar year in which a sale or
disposition occurs, the buyer or other transferee of our common stock will generally be required to withhold tax at the rate of 10% on the sales
price or other amount realized, unless the transferor furnishes an affidavit certifying that it is not a foreign person in the manner and form
specified in applicable Treasury regulations.

Risks Related to this Offering

There is no public market for some of the securities offered by this prospectus.

        There is no existing trading market for the securities, except for our common stock, offered by this prospectus. We can provide no
assurance regarding the development of a market for these securities, the ability of the holders to sell the securities or the price at which the
holders may be able to sell the securities.

We will have broad discretion in how we use the net proceeds from this offering.

        We intend to use the net proceeds from this offering primarily for general corporate purposes, including repayment or refinancing of debt,
acquisitions, working capital, capital expenditures and repurchases and redemptions of securities. However, our management has not designated
a specific use for any of the net proceeds and will have broad discretion over their use. Our management may allocate the net proceeds
differently than investors in this offering would have preferred, or we may not maximize our return on the net proceeds.
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WHERE YOU CAN FIND MORE INFORMATION

        Cano Petroleum, Inc. is subject to the informational requirements of the Securities Exchange Act of 1934, as amended, or the Exchange
Act, and in accordance therewith files reports, proxy or information statements and other information with the SEC. Such reports, proxy
statements and other information can be inspected and copied at the public reference facilities maintained by the SEC at 100 F Street, N.E.,
Washington, D.C. 20549, at prescribed rates. The phone number is 1-800-732-0330. In addition, the SEC maintains a web site that contains
reports, proxy and information statements and other information regarding registrants that file electronically with the SEC. The address of the
SEC's web site is http://www.sec.gov.

        Cano Petroleum, Inc. has filed with the SEC a registration statement on Form S-3 under the Securities Act of 1933, as amended, or the
Securities Act, with respect to the common stock being offered hereby. As permitted by the rules and regulations of the SEC, this prospectus
does not contain all the information set forth in the registration statement and the exhibits and schedules thereto. For further information with
respect to Cano Petroleum, Inc. and the securities offered hereby, reference is made to the registration statement, and such exhibits and
schedules. A copy of the registration statement, and the exhibits and schedules thereto, may be inspected without charge at the public reference
facilities maintained by the SEC at the addresses set forth above, and copies of all or any part of the registration statement may be obtained from
such offices upon payment of the fees prescribed by the SEC. In addition, the registration statement may be accessed at the SEC's web site.
Statements contained in this prospectus as to the contents of any contract or other document are not necessarily complete and, in each instance,
reference is made to the copy of such contract or document filed as an exhibit to the registration statement, each such statement being qualified
in all respects by such reference.

        In addition, our filings are available on our website at www.canopetro.com. Information on our website or any other website is not
incorporated by reference in this prospectus and is not a part of this prospectus.

        The SEC allows us to "incorporate by reference" the information we have filed with it, which means that we can disclose important
information to you by referring you to those documents. The information we incorporate by reference is an important part of this prospectus, and
later information that we file with the SEC will automatically update and supersede this information. We incorporate by reference the documents
listed below and any future filings (excluding information furnished pursuant to Items 2.02 and 7.01 of Form 8-K) we make with the SEC under
Sections l3(a), l3(c), 14 or l5(d) of the Exchange Act subsequent to the date of this prospectus and prior to the termination of the offering:

�
Our Annual Report on Form 10-K for the year ended June 30, 2007, as filed with the SEC on September 11, 2007;

�
Our Definitive Proxy Statement on Schedule 14A filed with the SEC on October 29, 2007;

�
Our Quarterly Report on Form 10-Q for the quarter ended September 30, 2007, as filed with the SEC on November 7, 2007;

�
Our Current Reports on Form 8-K filed with the SEC on July 2, 2007, July 3, 2007, August 9, 2007, August 24, 2007,
September 11, 2007, September 28, 2007, October 22, 2007, November 1, 2007, November 5, 2007, November 6, 2007,
November 13, 2007 and December 7, 2007; and

�
Description of our share capital contained in our Current Report on Form 8-K filed with the SEC on March 29, 2007.

        All filings filed by us pursuant to the Exchange Act after the date of the initial registration statement and prior to the effectiveness of the
registration statement (excluding information furnished
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pursuant to Items 2.02 and 7.01 of Form 8-K) shall also be deemed to be incorporated by reference into the prospectus.

        You may request a copy of these filings, other than an exhibit to these filings unless we have specifically incorporated that exhibit by
reference into the filing, at no cost, by writing or calling:

Cano Petroleum, Inc.
801 Cherry Street, Suite 3200
Fort Worth, Texas 76102
Attention: Morris B. Smith

(817) 698-0900

FORWARD-LOOKING STATEMENTS

        Information in this prospectus contains "forward-looking statements" within the meaning of Section 27A of the Securities Act and
Section 21E of the Exchange Act. These forward-looking statements can be identified by the use of words such as "believes," "estimates,"
"could," "possibly," "probably," "anticipates," "projects," "expects," "may," "will," or "should" or other variations or similar words.

        The forward-looking statements contained in this prospectus are largely based on our expectations, which reflect estimates and assumptions
made by our management. These estimates reflect our best judgment based on currently known market conditions and other factors. Although
we believe such estimates and assumptions to be reasonable, they are inherently uncertain and involve a number of risks and uncertainties that
are beyond our control. In addition, management's assumptions about future events may prove to be inaccurate. Management cautions that the
forward-looking statements contained in this prospectus are not guarantees of future performance, and we cannot assure you that such statements
will be realized or the forward-looking events and circumstances will occur. Actual results may differ materially from those anticipated or
implied in the forward-looking statements as a result of new information, future events or otherwise. These cautionary statements qualify all
forward-looking statements attributable to us, or persons acting on our behalf. The risks, contingencies and uncertainties relate to, among other
matters, the following:

�
Our future financial and operating performance and results;

�
Our business strategy;

�
Market prices;

�
Sources of funds necessary to conduct operations and complete acquisitions;

�
Development costs;

�
Our plans and forecasts;

�
Fluctuations in prices of oil and natural gas;

�
Demand for oil and natural gas;

�
Losses due to current or future litigation;

�
Risks associated with drilling and operating wells;
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�
General economic conditions;

�
Governmental regulations;

�
Hedging results;

21

Edgar Filing: CANO PETROLEUM, INC - Form S-3

31



�
Events similar to September 11, 2001; and

�
Fluctuations in interest rates.

        These forward-looking statements are based on our current beliefs, assumptions and expectations, taking into account information that we
reasonably believe to be reliable. We expressly disclaim any obligation or undertaking to disseminate any updates or revisions to any
forward-looking statement contained herein to reflect any change in our expectation with regard thereto or any change in events, conditions or
circumstances on which any statement is based.

USE OF PROCEEDS

        Unless we inform you otherwise in the prospectus supplement, the net proceeds from the sale of the securities will be used for general
corporate purposes, including the following:

�
repayment or refinancing of debt;

�
acquisitions;

�
working capital;

�
capital expenditures; and

�
repurchases and redemptions of securities.

Pending any specific application, we may initially invest funds in short-term marketable securities or apply them to the reduction of other
short-term indebtedness.
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RATIO OF EARNINGS TO FIXED CHARGES

        The following table contains our consolidated ratio of earnings to fixed charges for the periods indicated. You should read these ratios in
connection with our consolidated financial statements, including the notes to those statements, incorporated by reference in this prospectus.

Twelve Months ended June 30, 2007

3 Months
9/30/2007 2007 2006 2005 2004 2003

Ratio (a) (a) (a) (a) (a) (a)
Earnings
Add:
Pre-tax income from
continuing operations
adjusted for minority
interests $ (408,334) $ (5,352,941) $ (6,100,987) $ (3,689,483) $ (383,206) $ (12,148)
Fixed charges (see
below) 2,369,102 7,989,664 2,458,026 26,995 2,247 �
Less:
Capitalized interest (458,741) (302,895) � � � �
Pre-tax earnings to
cover preferred stock
dividend (1,510,894) (4,952,369) � � � �

Total Earnings $ (8,867) $ (2,618,541) $ (3,642,961) $ (3,662,488) $ (380,959) $ (12,148)

Fixed Charges
Interest expensed
(includes
amortization) $ 399,467 $ 2,559,619 $ 2,426,321 � $ � $ �
Interest capitalized 458,741 302,895 � � � �
Estimate of interest
within rental expense 174,781 31,705 26,995 2,247 �
Pre-tax earnings to
cover preferred stock
dividend�Preferred
dividend/(1-36%) 1,510,894 4,952,369 � � � �

Total Fixed Charges $ 2,369,102 $ 7,989,664 $ 2,458,026 $ 26,995 $ 2,247 $ �

(a)
Since the Company has recorded a loss for all periods shown above, the ratio coverage was less than 1:1. In order to achieve a
coverage ratio of 1:1, the Company must generate the following earnings for each period as shown below.

Earnings to increase ratio
to 1:1 $ 2,377,969 $ 10,608,205 $ 6,100,987 $ 3,689,483 $ 383,206 $ 12,148

DESCRIPTION OF THE DEBT SECURITIES

        The debt securities we may offer by this prospectus will be our general unsecured obligations. We may issue senior debt securities on a
senior unsecured basis under one or more separate indentures
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between us and a trustee that we will name in a prospectus supplement (a "senior indenture"). We may issue subordinated debt securities under
one or more separate indentures between us and a trustee that we will name in a prospectus supplement (a "subordinated indenture"). We refer to
the senior indentures and the subordinated indentures collectively as the "indentures." The indentures will be substantially identical, except for
provisions relating to subordination. The senior debt securities will constitute senior debt and will rank equally with all of the Company's
unsecured and unsubordinated debt. The subordinated debt securities will be subordinated to, and thus have a junior position to, our senior debt
(as defined with respect to the series of subordinated debt securities) and may rank equally with or senior or junior to our other subordinated debt
that may be outstanding from time to time.

        We have summarized material provisions of the indentures and the debt securities below. This summary is not complete. We have filed the
form of senior indenture and the form of subordinated indenture with the SEC as exhibits to the registration statement, and you should read the
indentures for provisions that may be important to you.

        In this summary description of the debt securities, unless we state otherwise or the context clearly indicates otherwise, all references to
Cano or the Company mean Cano Petroleum, Inc. only.

Provisions Applicable to Each Indenture

        General.    The indentures do not limit the amount of debt securities that may be issued under that indenture, and do not limit the amount of
other unsecured debt or securities that the Company may issue. The Company may issue debt securities under the indentures from time to time
in one or more series, each in an amount authorized prior to issuance.

        The Company conducts substantial operations through subsidiaries, and those subsidiaries generate substantial operating income and cash
flow. As a result, distributions or advances from those subsidiaries are a significant source of funds needed to meet the debt service obligations
of the Company. Contractual provisions or laws, as well as the subsidiaries' financial condition and operating requirements, may limit the ability
of the Company to obtain cash from its subsidiaries that it requires to pay its debt service obligations, including any payments required to be
made under the debt securities. In addition, unless the subsidiaries provide a subsidiary guarantee, holders of the debt securities will have a
junior position to the claims of creditors of the subsidiaries of the Company on their assets and earnings.

        If specified in the prospectus supplement, the debt securities will be general obligations of our subsidiaries that execute subsidiary
guarantees. Unless otherwise specified in the prospectus supplement, such subsidiary guarantees will be unsecured obligations. See "�Subsidiary
Guarantees."

        The indentures do not contain any covenants or other provisions designed to protect holders of the debt securities if we participate in a
highly leveraged transaction or upon a change of control. The indentures also do not contain provisions that give holders the right to require us
to repurchase their securities in the event of a decline in our credit ratings for any reason, including as a result of a takeover, recapitalization or
similar restructuring or otherwise.

        Terms.    The prospectus supplement relating to any series of debt securities being offered will include specific terms relating to the
offering. These terms will include some or all of the following:

�
whether the debt securities will be senior or subordinated debt securities;

�
the title of the debt securities;

�
the total principal amount of the debt securities;

�
whether the debt securities will be issued in individual certificates to each holder or in the form of temporary or permanent
global securities held by a depositary on behalf of holders;
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�
the date or dates on which the principal of and any premium on the debt securities will be payable;

�
any interest rate, the date from which interest will accrue, interest payment dates and record dates for interest payments;

�
any right to extend or defer the interest payment periods and the duration of the extension;

�
whether and under what circumstances any additional amounts with respect to the debt securities will be payable;

�
whether our subsidiaries will provide guarantees of the debt securities, and the terms of any subordination of such guarantee;

�
the place or places where payments on the debt securities will be payable;

�
any provisions for optional redemption or early repayment;

�
any sinking fund or other provisions that would require the redemption, purchase or repayment of debt securities;

�
the denominations in which the debt securities will be issued, if other than denominations of $1,000 and integral multiples
thereof;

�
whether payments on the debt securities will be payable in foreign currency or currency units or another form and whether
payments will be payable by reference to any index or formula;

�
the portion of the principal amount of debt securities that will be payable if the maturity is accelerated, if other than the
entire principal amount;

�
any additional means of defeasance of the debt securities, any additional conditions or limitations to defeasance of the debt
securities or any changes to those conditions or limitations;

�
any changes or additions to the events of default or covenants described in this prospectus;

�
any restrictions or other provisions relating to the transfer or exchange of debt securities;

�
any terms for the conversion or exchange of the debt securities for other securities of the Company or any other entity;

�
with respect to any subordinated indenture, any changes to the subordination provisions for the subordinated debt securities;
and

�
any other terms of the debt securities not prohibited by the applicable indenture.

        The Company may sell the debt securities at a discount, which may be substantial, below their stated principal amount. These debt
securities may bear no interest or interest at a rate that at the time of issuance is below market rates. If the Company sells these debt securities,
we will describe in the prospectus supplement any material United States federal income tax consequences and other special considerations.

        If the Company sells any of the debt securities for any foreign currency or currency unit or if payments on the debt securities are payable in
any foreign currency or currency unit, we will describe in the prospectus supplement the restrictions, elections, tax consequences, specific terms
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and other information relating to those debt securities and the foreign currency or currency unit.

        Subsidiary Guarantees.    Our payment obligations under any series of the debt securities may be jointly and severally guaranteed by one
or more of the Company's subsidiaries. Such guarantees will be full and unconditional. If a series of debt securities is so guaranteed by any of
the Company's subsidiaries, the applicable subsidiaries will execute a supplemental indenture or notation of guarantee
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as further evidence of their guarantee. The applicable prospectus supplement will describe the terms of any guarantee by the Company's
subsidiaries.

        The obligations of each subsidiary under its subsidiary guarantee may be limited to the maximum amount that will not result in such
guarantee obligations constituting a fraudulent conveyance or fraudulent transfer under federal or state law, after giving effect to all other
contingent and fixed liabilities of that subsidiary and any collections from or payments made by or on behalf of any other subsidiary guarantor in
respect to its obligations under its subsidiary guarantee.

        Each indenture may restrict consolidations or mergers with or into a subsidiary guarantor or provide for the release of a subsidiary from a
subsidiary guarantee, as set forth in a related prospectus supplement, the applicable indenture, and any applicable related supplemental
indenture.

        If a series of debt securities is guaranteed by any of the Company's future subsidiaries and is designated as subordinate to the Company's
senior debt, then the guarantee by those subsidiaries will be subordinated to their senior debt and will be subordinated to any guarantees by those
subsidiaries of the Company's senior debt. See "Provisions Applicable Solely to Subordinated Debt Securities�Subordination."

        Consolidation, Merger and Sale of Assets.    The indentures generally permit a consolidation or merger between the Company and another
entity. They also permit the Company to sell, lease, convey, transfer or otherwise dispose of all or substantially all of its assets. The Company
has agreed, however, that it will not consolidate with or merge into any entity or sell, lease, convey, transfer or otherwise dispose of all or
substantially all of its assets to any entity unless:

�
immediately after giving effect to the transaction, no default or event of default would occur and be continuing or would
result from the transaction; and

�
if it is not the continuing entity, the resulting entity or transferee is organized and existing under the laws of any United
States jurisdiction and assumes the due and punctual payments on the debt securities and the performance of its covenants
and obligations under the indenture and the debt securities.

        Upon any such consolidation or merger in which the Company is not the continuing entity or any such asset sale, lease, conveyance,
transfer or disposition involving the Company, the resulting entity or transferee will be substituted for the Company under the applicable
indenture and debt securities. In the case of an asset sale, conveyance, transfer or disposition other than a lease, the Company will be released
from the applicable indenture.

        Events of Default.    Unless we inform you otherwise in the applicable prospectus supplement, the following are events of default with
respect to a series of debt securities:

�
failure to pay interest when due on that series of debt securities for 30 days;

�
failure to pay principal of or any premium on that series of debt securities when due;

�
failure to make any sinking fund payment when required for that series for 30 days;

�
failure to comply with any covenant or agreement in that series of debt securities or the applicable indenture (other than an
agreement or covenant that has been included in the indenture solely for the benefit of one or more other series of debt
securities) for 90 days after written notice by the trustee or by the holders of at least 25% in principal amount of the
outstanding debt securities issued under that indenture that are affected by that failure;

�
specified events involving bankruptcy, insolvency or reorganization of the Company; and

�
any other event of default provided for that series of debt securities.

Edgar Filing: CANO PETROLEUM, INC - Form S-3

38



26

Edgar Filing: CANO PETROLEUM, INC - Form S-3

39



        A default under one series of debt securities will not necessarily be a default under another series. The indentures provide that the trustee
generally must mail notice of a default or event of default of which it has actual knowledge to the registered holders of the applicable debt
securities within 90 days of occurrence. However, the trustee may withhold notice to the holders of the debt securities of any default or event of
default (except in any payment on the debt securities) if the trustee considers it in the interest of the holders of the debt securities to do so.

        If an event of default relating to certain events of bankruptcy, insolvency or reorganization occurs, the principal of and interest on all the
debt securities issued under the applicable indenture will become immediately due and payable without any action on the part of the trustee or
any holder. If any other event of default for any series of debt securities occurs and is continuing, the trustee or the holders of at least 25% in
principal amount of the outstanding debt securities of the series affected by the default (or, in some cases, 25% in principal amount of all debt
securities issued under the applicable indenture that are affected, voting as one class) may declare the principal of and all accrued and unpaid
interest on those debt securities immediately due and payable. The holders of a majority in principal amount of the outstanding debt securities of
the series affected by the event of default (or, in some cases, of all debt securities issued under the applicable indenture that are affected, voting
as one class) may in some cases rescind this accelerated payment requirement.

        A holder of a debt security of any series issued under an indenture may pursue any remedy under that indenture only if:

�
the holder gives the trustee written notice of a continuing event of default for that series;

�
the holders of at least 25% in principal amount of the outstanding debt securities of that series make a written request to the
trustee to pursue the remedy;

�
the holders offer to the trustee indemnity satisfactory to the trustee;

�
the trustee fails to act for a period of 60 days after receipt of the request and offer of indemnity; and

�
during that 60-day period, the holders of a majority in principal amount of the debt securities of that series do not give the
trustee a direction inconsistent with the request.

        This provision does not, however, affect the right of a holder of a debt security to sue for enforcement of any overdue payment.

        In most cases, holders of a majority in principal amount of the outstanding debt securities of a series (or of all debt securities issued under
the applicable indenture that are affected, voting as one class) may direct the time, method and place of:

�
with respect to debt securities of a series, conducting any proceeding for any remedy available to the trustee and exercising
any trust or power conferred on the trustee relating to or arising as a result of specified events of default; or

�
with respect to all debt securities issued under the applicable indenture that are affected, conducting any proceeding for any
remedy available to the trustee and exercising any trust or power conferred on the trustee relating to or arising other than as a
result of such specified events of default.

        The trustee, however, may refuse to follow any such direction that conflicts with law or the indentures, is unduly prejudicial to the rights of
other holders of the debt securities, or would involve the trustee in personal liability. In addition, prior to acting at the direction of holders, the
trustee will be entitled to be indemnified by those holders against any loss and expenses caused thereby.
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        The indentures require the Company to file each year with the trustee a written statement as to its compliance with the covenants contained
in the applicable indenture.

        Modification and Waiver.    Each indenture may be amended or supplemented if the holders of a majority in principal amount of the
outstanding debt securities of all series issued under that indenture that are affected by the amendment or supplement (acting as one class)
consent to it. Without the consent of the holder of each debt security issued under the indenture and affected, however, no modification to that
indenture may:

�
reduce the amount of debt securities whose holders must consent to an amendment, supplement or waiver;

�
reduce the rate of or change the time for payment of interest on the debt security;

�
reduce the principal of the debt security or change its stated maturity;

�
reduce any premium payable on the redemption of the debt security or change the time at which the debt security may or
must be redeemed;

�
change any obligation to pay additional amounts on the debt security;

�
make payments on the debt security payable in currency other than as originally stated in the debt security;

�
impair the holder's right to institute suit for the enforcement of any payment on the debt security;

�
make any change in the percentage of principal amount of debt securities necessary to waive compliance with certain
provisions of the indenture or to make any change in the provision related to modification;

�
with respect to the subordinated indenture, modify the provisions relating to the subordination of any subordinated debt
security in a manner adverse to the holder of that security; or

�
waive a continuing default or event of default regarding any payment on the debt securities.

        Each indenture may be amended or supplemented or any provision of that indenture may be waived without the consent of any holders of
debt securities issued under that indenture in certain circumstances, including:

�
to cure any ambiguity, omission, defect or inconsistency;

�
to provide for the assumption of the obligations under the indenture of the Company by a successor upon any merger or
consolidation or asset sale, lease, conveyance, transfer or other disposition of all or substantially all of our assets, in each
case as permitted under the indenture;

�
to provide for uncertificated debt securities in addition to or in place of certificated debt securities or to provide for bearer
debt securities;

�
to provide any security for, any guarantees of or any additional obligors on any series of debt securities;
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�
to comply with any requirement to effect or maintain the qualification of that indenture under the Trust Indenture Act of
1939;

�
to add covenants that would benefit the holders of any debt securities or to surrender any rights the Company has under the
indenture;

�
to add events of default with respect to any debt securities;
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�
to make any change that does not adversely affect any outstanding debt securities of any series issued under that indenture in
any material respect; and

�
to supplement the provisions of an indenture to permit or facilitate defeasance or discharge of securities that does not
adversely affect any outstanding debt securities of any series issued under that indenture in any material respect.

        The holders of a majority in principal amount of the outstanding debt securities of any series (or, in some cases, of all debt securities issued
under the applicable indenture that are affected, voting as one class) may waive any existing or past default or event of default with respect to
those debt securities. Those holders may not, however, waive any default or event of default in any payment on any debt security or compliance
with a provision that cannot be amended or supplemented without the consent of each holder affected.

        Defeasance.    When we use the term defeasance, we mean discharge from some or all of our obligations under an indenture. If any
combination of funds or government securities are deposited with the trustee under an indenture sufficient to make payments on the debt
securities of a series issued under that indenture on the dates those payments are due and payable, then, at the Company's option, either of the
following will occur:

�
The Company will be discharged from its obligations with respect to the debt securities of that series ("legal defeasance"); or

�
The Company will no longer have any obligation to comply with the consolidation, merger and sale of assets covenant and
other specified covenants relating to the debt securities of that series, and the related events of default will no longer apply
("covenant defeasance").

        If a series of debt securities is defeased, the holders of the debt securities of the series affected will not be entitled to the benefits of the
applicable indenture, except for obligations to register the transfer or exchange of debt securities, replace stolen, lost or mutilated debt securities
or maintain paying agencies and hold moneys for payment in trust. In the case of covenant defeasance, the obligation of the Company to pay
principal, premium and interest on the debt securities will also survive.

        Unless we inform you otherwise in the prospectus supplement, we will be required to deliver to the trustee an opinion of counsel that the
deposit and related defeasance would not cause the holders of the debt securities to recognize income, gain or loss for U.S. federal income tax
purposes. If we elect legal defeasance, that opinion of counsel must be based upon a ruling from the U.S. Internal Revenue Service or a change
in law to that effect.

        Governing Law.    New York law will govern the indentures and the debt securities.

        Trustee.    If an event of default occurs under an indenture and is continuing, the trustee under that indenture will be required to use the
degree of care and skill of a prudent person in the conduct of that person's own affairs. The trustee will become obligated to exercise any of its
powers under that indenture at the request of any of the holders of any debt securities issued under that indenture only after those holders have
offered the trustee indemnity satisfactory to it.

        Form, Exchange, Registration and Transfer.    The debt securities will be issued in registered form, without interest coupons. There will
be no service charge for any registration of transfer or exchange of the debt securities. However, payment of any transfer tax or similar
governmental charge payable for that registration may be required.

        Debt securities of any series will be exchangeable for other debt securities of the same series, the same total principal amount and the same
terms but in different authorized denominations in accordance with the applicable indenture. Holders may present debt securities for registration
of
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transfer at the office of the security registrar or any transfer agent the Company designates. The security registrar or transfer agent will effect the
transfer or exchange if its requirements and the requirements of the applicable indenture are met.

        The trustee will be appointed as security registrar for the debt securities. If a prospectus supplement refers to any transfer agents the
Company initially designates, the Company may at any time rescind that designation or approve a change in the location through which any
transfer agent acts. The Company is required to maintain an office or agency for transfers and exchanges in each place of payment. The
Company may at any time designate additional transfer agents for any series of debt securities.

        In the case of any redemption, the Company will not be required to register the transfer or exchange of:

�
any debt security during a period beginning 15 business days prior to the mailing of any notice of redemption or mandatory
offer to repurchase and ending on the close of business on the day of mailing of such notice; or

�
any debt security that has been called for redemption in whole or in part, except the unredeemed portion of any debt security
being redeemed in part.

        Payment and Paying Agent.    Unless we inform you otherwise in a prospectus supplement, payments on the debt securities will be made in
U.S. dollars at the office of the trustee and any paying agent. At the Company's option, however, payments may be made by wire transfer for
global debt securities or by check mailed to the address of the person entitled to the payment as it appears in the security register. Unless we
inform you otherwise in a prospectus supplement, interest payments will be made to the person in whose name the debt security is registered at
the close of business on the record date for the interest payment.

        Unless we inform you otherwise in a prospectus supplement, the trustee under the applicable indenture will be designated as the paying
agent for payments on debt securities issued under that indenture. The Company may at any time designate additional paying agents or rescind
the designation of any paying agent or approve a change in the office through which any paying agent acts.

        If the principal of or any premium or interest on debt securities of a series is payable on a day that is not a business day, the payment will be
made on the next succeeding business day as if made on the date that the payment was due and no interest will accrue on that payment for the
period from and after the due date to the date of that payment on the next succeeding business date. For these purposes, unless we inform you
otherwise in a prospectus supplement, a "business day" is any day that is not a Saturday, a Sunday or a day on which banking institutions in any
of New York, New York or a place of payment on the debt securities of that series is authorized or obligated by law, regulation or executive
order to remain closed.

        Subject to the requirements of any applicable abandoned property laws, the trustee and paying agent will pay to us upon written request any
money held by them for payments on the debt securities that remains unclaimed for two years after the date upon which that payment has
become due. After payment to us, holders entitled to the money must look to us for payment. In that case, all liability of the trustee or paying
agent with respect to that money will cease.

        Notices.    Any notice required by the indentures to be provided to holders of the debt securities will be given by mail to the registered
holders at the addresses as they appear in the security register.
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        Replacement of Debt Securities.    The Company will replace any debt securities that become mutilated, destroyed, stolen or lost at the
expense of the holder upon delivery to the trustee of the mutilated debt securities or evidence of the loss, theft or destruction satisfactory to the
Company and the trustee. In the case of a lost, stolen or destroyed debt security, indemnity satisfactory to the trustee and the Company may be
required at the expense of the holder of the debt securities before a replacement debt security will be issued.

        Book-Entry Debt Securities.    The debt securities of a series may be issued in the form of one or more global debt securities that would be
deposited with a depositary or its nominee identified in the prospectus supplement. Global debt securities may be issued in either temporary or
permanent form. We will describe in the prospectus supplement the terms of any depositary arrangement and the rights and limitations of owners
of beneficial interests in any global debt security.

Provisions Applicable Solely to Subordinated Debt Securities

        Subordination.    Under the subordinated indenture, payment of the principal of and any premium and interest on the subordinated debt
securities will generally be subordinated and junior in right of payment to the prior payment in full of all Senior Debt, as described below.
Unless we inform you otherwise in the prospectus supplement, the Company may not make any payment of principal or any premium or interest
on the subordinated debt securities if it fails to pay the principal, interest, premium or any other amounts on any Senior Debt when due.

        The subordination does not affect the Company's obligation, which is absolute and unconditional, to pay, when due, the principal of and
any premium and interest on the subordinated debt securities. In addition, the subordination does not prevent the occurrence of any default under
the subordinated indenture.

        The subordinated indenture does not limit the amount of Senior Debt that the Company may incur. As a result of the subordination of the
subordinated debt securities, if the Company becomes insolvent, holders of subordinated debt securities may receive less on a proportionate
basis than other creditors.

        Unless we inform you otherwise in a prospectus supplement, "Senior Debt" will mean all debt, including guarantees, of the Company,
unless the debt states that it is not senior to the subordinated debt securities or other junior debt of the Company. Senior Debt with respect to a
series of subordinated debt securities could include other series of debt securities issued under a subordinated indenture.

DESCRIPTION OF CAPITAL STOCK

        The following description of our capital stock is a summary and is qualified in its entirety by the provisions of our Certificate of
Incorporation, with amendments, all of which have been filed as exhibits to our registration statement of which this prospectus is a part.

Dividend Policy

        Our proposed operations are capital intensive and we need working capital. Therefore, we will be required to reinvest any future earnings in
our operations. Our Board of Directors has no present intention of declaring any cash dividends on our common stock, as we expect to re-invest
all profits in the business for additional working capital for continuity and growth. The future declaration and payment of dividends on our
common stock will be determined by our Board of Directors after considering the conditions then existing, including our earnings, financial
condition, capital requirements, and other factors. Our Credit Agreement does not permit us to pay dividends on our common stock. In addition,
the terms of our Series D Convertible Preferred Stock do not permit us to
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pay dividend on our common stock without the approval of the holders of a majority of the Series D Convertible Preferred Stock. We do pay
dividends on our Series D Convertible Preferred Stock as described below under "Series D Convertible Preferred Stock�Dividends."

Capital Structure

        Our Certificate of Incorporation authorizes the issuance of 100,000,000 shares of common stock, $.0001 par value per share, and 5,000,000
shares of preferred stock, of which 600 shares have been designated as Series A Convertible Preferred Stock, 8,000 shares have been designated
as Series B Convertible Preferred Stock, 8,000 shares have been designated as Series C Convertible Preferred Stock and 49,116 shares have been
designated as Series D Convertible Preferred Stock. As of December 12, 2007, we had 37,334,989 and 38,603,283 shares of common stock
issued and outstanding, respectively, and 45,116 shares of Series D Convertible Preferred Stock issued and outstanding. The following
summarizes the material terms of our capital stock.

Common Stock

        Holders of shares of our common stock are entitled to one vote for each share on all matters to be voted on by our stockholders. Holders of
our common stock do not have cumulative voting rights. Holders of our common stock are entitled to share ratably in dividends, if any, as may
be declared from time to time by our Board of Directors in their discretion from funds legally available therefor. In the event of a liquidation,
dissolution or winding up of our business, the holders of our common stock are entitled to share pro rata in all assets remaining after payment in
full of all liabilities and any liquidation payment due to holders of our outstanding preferred stock. All of the outstanding shares of our common
stock are fully paid and non-assessable.

        Holders of our common stock have no preemptive rights to purchase our common stock. There are no conversion or redemption rights or
sinking fund provisions with respect to our common stock.

Preferred Stock�General

        Our Board of Directors is authorized to provide for the issuance of shares of preferred stock in series and, by filing a certificate pursuant to
the applicable law, to establish from time to time the number of shares to be included in each such series, and to fix the designation, powers,
preferences and rights of the shares of each such series and the qualifications, limitations or restrictions thereof without any further vote or
action by the stockholders. Any shares of preferred stock so issued would have priority over the common stock with respect to dividend or
liquidation rights. Any future issuance of preferred stock may have the effect of delaying, deferring or preventing a change in control without
further action by the stockholders and may adversely affect the voting and other rights of the holders of common stock. The issuance of
additional shares of preferred stock, or the issuance of rights to purchase such shares, could be used to discourage an unsolicited acquisition
proposal. For instance, the issuance of a series of preferred stock might impede a business combination by including class voting rights that
would enable the holder to block such a transaction, or facilitate a business combination by including voting rights that would provide a required
percentage vote of the stockholders. In addition, under certain circumstances, the issuance of preferred stock could adversely affect the voting
power of the holders of the common stock. Although our Board of Directors is required to make any determination to issue such stock based on
its judgment as to the best interests of our stockholders, our Board of Directors could act in a manner that would discourage an acquisition
attempt or other transaction that some, or a majority, of the stockholders might believe to be in their best interests or in which stockholders might
receive a premium for their stock over the then market price of such stock. At present, we have no plans to issue any additional preferred stock
nor adopt any additional series, preferences or other classification of preferred stock.
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Series A Convertible Preferred Stock

        We are currently authorized to issue 600 shares of Series A Convertible Preferred Stock. Each outstanding share of Series A Convertible
Preferred Stock may be converted into shares of our common stock, at any time, on the basis of one share of preferred stock for that number of
shares of common stock equal to $1,000 divided by the average closing bid price of our common stock for the five trading days immediately
prior to the date of conversion, less a 25% discount. The Series A Convertible Preferred Stock does not pay dividends and carries no dividend
preference or voting rights. As there is no limit on the number of shares of our common stock that could be issued upon conversion of
outstanding Series A Convertible Preferred Stock, the lower the closing bid price of our common stock the greater number of shares of our
common stock which could be issued upon conversion of our preferred stock. Accordingly, conversion of any Series A Convertible Preferred
Stock that is outstanding could result in a change of control. In the event of a liquidation, dissolution or winding up of our business, the holders
of Series A Convertible Preferred Stock are entitled to receive a liquidation amount of $1,000 per share after payment in full of liabilities.
Currently, there are no shares of Series A Convertible Preferred Stock outstanding.

Series B Convertible Preferred Stock

        We are currently authorized to issue 8,000 shares of Series B Convertible Preferred Stock. The holders of Series B Convertible Preferred
Stock are not entitled to receive any dividends. Except as required by Delaware law, the Series B Preferred Stock does not have any voting
rights.

        Each share of Series B Convertible Preferred Stock is convertible at any time while it is outstanding into 333 shares of our common stock.
In the event we issue any shares of common stock during the 730 calendar days following the issuance date at a price less than $3.00 per share,
the conversion rate will be adjusted to that number of shares of common stock equal to $1,000 divided by the price per share at which we issued
the common stock.

        In the event we fail to meet certain performance milestones, as defined in the Management Stock Pool Agreement dated May 28, 2004 with
certain of our directors, officers and employees, or in the event that the terms of the Management Stock Pool Agreement are amended with the
effect of reducing or eliminating the performance milestones, the conversion rate of the Series B Convertible Preferred Stock will be the greater
of: (i) 333 shares of common stock for each one share of Series B Convertible Preferred Stock; or (ii) that number of shares of common stock
equal to $1,000 divided by 75% of the average market price of our common stock for the five trading days immediately prior to the conversion
date.

        In the event of any liquidation, dissolution or winding up of our business, whether voluntary or involuntary, the Series B Convertible
Preferred Stock ranks senior to our outstanding common stock and on parity with our outstanding Series C Convertible Preferred Stock, and
holders of the Series B Convertible Preferred Stock are entitled to receive a preferential liquidation amount equal to $1,000 per share.

        Currently, there are no shares of Series B Convertible Preferred Stock outstanding.

Series C Convertible Preferred Stock

        We are currently authorized to issue 8,000 shares of Series C Convertible Preferred Stock. The holders of Series C Convertible Preferred
Stock are not entitled to receive any dividends. Except as required by Delaware law, the Series C Preferred Stock does not have any voting
rights.

        Each share of Series C Convertible Preferred Stock is convertible at any time while it is outstanding into 266 shares of our common stock.
In the event we issue any shares of common stock during the 730 calendar days following the issuance date at a price less than $3.75 per share,
the
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conversion rate will be adjusted to that number of shares of common stock equal to $1,000 divided by the price per share at which we issued the
common stock.

        In the event we fail to meet certain performance milestones, as defined in the Management Stock Pool Agreement dated May 28, 2004 with
certain of our directors, officers and employees, or in the event that the terms of the Management Stock Pool Agreement are amended with the
effect of reducing or eliminating the performance milestones, the conversion rate of the Series C Convertible Preferred Stock will be the greater
of: (i) 266 shares of common stock for each one share of Series C Convertible Preferred Stock; or (ii) that number of shares of common stock
equal to $1,000 divided by 75% of the average market price of our common stock for the five trading days immediately prior to the conversion
date.

        In the event of any liquidation, dissolution or winding up of our business, whether voluntary or involuntary, the Series C Convertible
Preferred Stock ranks senior to our outstanding common stock and on parity with our outstanding Series B Convertible Preferred Stock, and
holders of the Series C Convertible Preferred Stock are entitled to receive a preferential liquidation amount equal to $1,000 per share.

        Currently, there are no shares of Series C Convertible Preferred Stock outstanding.

Series D Convertible Preferred Stock

        On August 31, 2006, we filed a Certificate of Designations, Preferences and Rights of Series D Convertible Preferred Stock with the
Secretary of State of Delaware and designated 49,116 shares of our preferred stock as Series D Convertible Preferred Stock. On September 6,
2006, we issued all 49,116 authorized shares of the Series D Convertible Preferred Stock. On December 12, 2007, there were 45,116 shares of
Series D Convertible Preferred Stock outstanding.

Dividends.

        The Series D Convertible Preferred Stock has a dividend rate of 7.875% per year (or 15% upon the occurrence of a Triggering Event (as
defined below)) payable quarterly in cash or in stock as an adjustment to the number of shares of common stock, par value $0.0001 per share,
issuable upon conversion. Holders of approximately 55% of our Series D Convertible Preferred Stock have elected to receive dividends in stock.

Conversion Right.

        Shares of Series D Convertible Preferred Stock are convertible into shares of common stock at any time at an initial conversion price of
$5.75 per share, subject to adjustment for certain dilutive issuances, stock splits, stock dividends and other similar transactions.

Adjustments to Conversion Price.

        Immediately after certain dilutive issuances of common stock, subdivision (by stock split, stock dividend, recapitalization or otherwise) or
combination (by combination, reverse stock split or otherwise) or any other events (such as the granting of stock appreciation rights, phantom
stock rights or other rights with equity features), the conversion price shall be adjusted.

Additional Series D Convertible Preferred Stock; Variable Securities; Dilutive Issuances.

        For so long as any Series D Convertible Preferred Stock is outstanding, we will not, without the prior written consent of the holders of a
majority of the outstanding Series D Convertible Preferred Stock, issue any Series D Convertible Preferred Stock, and we shall not issue any
other securities that would cause a breach or default under the certificate of designations. In addition, we shall not, in any
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manner, issue or sell (i) any rights, warrants or options to subscribe for or purchase common stock or (ii) any stock or securities directly or
indirectly convertible into or exchangeable or exercisable for common stock at a conversion, exchange or exercise price which varies or may
vary after issuance with the market price of $4.79 per share (as adjusted for any stock dividend, stock split, stock combination, reclassification or
similar transaction) of common stock.

Mandatory Redemption at Maturity.

        If any Series D Convertible Preferred Stock remains outstanding on September 6, 2011, we shall redeem such Series D Convertible
Preferred Stock for a conversion amount in cash equal to the sum of the Additional Amount and the stated value of $1,000. "Additional
Amount" equals the product of (x) the result of the formula: dividend rate/(N/360) and (y) the stated value of $1,000.

Redemption Option Upon Triggering Event.

        After a Triggering Event, each holder shall have the right to require us to redeem all or a portion of such holder's Series D Convertible
Preferred Stock equal to the greater of (i) 125% of the conversion amount and (ii) the product of (A) the conversion rate equal to conversion
amount/conversion price in effect at such time and (B) the greater of the closing sale price of the common stock on the trading day immediately
preceding such Triggering Event, the closing sale price of the common stock on the day immediately following such Triggering Event and the
closing sale price of the common stock on the date the holder delivers the notice of redemption at the holder's option.

        A "Triggering Event" occurs if:

�
our common stock is suspended from trading or fails to be listed on the American Stock Exchange, the New York Stock
Exchange, the Nasdaq Global Select Market, the Nasdaq Global Market or the Nasdaq Capital Market for a period of 10
consecutive trading days or for more than an aggregate of 20 trading days in any 365-day period;

�
we fail to convert and do not cure this conversion failure within 10 business days after the applicable conversion date or give
notice to any holder at any time of our intention not to comply with a request for conversion;

�
we fail to pay, and continue to fail to pay for at least 5 business days, to the holder any amounts when and as due pursuant to
the certificate of designations or any of the other agreements entered into in connection with the certificate of designation
(the "Transaction Documents");

�
a court (i) enters a decree or order of voluntary or involuntary bankruptcy, insolvency, reorganization or other similar
proceeding, (ii) appoints a custodian, receiver, liquidator or other similar official, or (iii) orders the winding up or liquidation
of affairs, in respect of us or any joint venture or any entity in which we, directly or indirectly, own capital stock or hold an
equity or similar interest or of any substantial part of our property and such decree or order is unstayed and in effect for 60
consecutive days;

�
we or any subsidiary (i) commences a voluntary bankruptcy, insolvency, reorganization or other similar proceeding,
(ii) consents to an involuntary proceeding or appointment of a custodian, receiver, liquidator or other similar official,
(iii) makes an assignment for the benefit of creditors, (iv) admits in writing its inability to pay debts generally as they
become due, or (v) takes corporate action in furtherance of any such action;

�
we default with respect to any indebtedness, which default has not been waived, and any applicable grace period has
expired; or

�
we breach any representation, warranty, covenant or other term or condition of any Transaction Document and any curable
breach remains uncured for at least 7 business days.
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Change of Control Redemption Right.

        At any time during the period beginning after a holder's receipt of notice of a Change of Control (as defined below) and ending on the date
that is 20 trading days after the consummation of such Change of Control, such eligible holder may require us to redeem all or any portion of
such holder's Series D Convertible Preferred Stock at a premium.

        "Change of Control" means any Fundamental Transaction (defined below) other than (i) any reorganization, recapitalization or
reclassification of the common stock in which holders of our voting power immediately prior to such reorganization, recapitalization or
reclassification continue after such reorganization, recapitalization or reclassification to hold publicly traded securities and, directly or indirectly,
the voting power of the surviving entity or entities necessary to elect a majority of the members of the board of directors (or their equivalent if
other than a corporation) of such entity or entities, or (ii) pursuant to a migratory merger effected solely for the purpose of changing the
jurisdiction of our incorporation. "Fundamental Transaction" generally includes the following, whether in one or more related transactions:
mergers involving us, sales of all or substantially all of our assets, certain tender offers and business combinations in which another person
acquires more than 50% of our voting stock, reclassifications of our common stock and any person becoming the beneficial owner of 50% of our
voting stock.

Other Rights.

        We shall not enter into or be party to a Fundamental Transaction unless (i) the successor entity assumes in writing all of our obligations
under the certificate of designations and the other Transaction Documents pursuant to written agreements in form and substance satisfactory to a
majority of the holders of the outstanding Series D Convertible Preferred Stock and approved by such holders prior to such Fundamental
Transaction and (ii) the successor entity is a publicly traded corporation whose common stock is quoted on or listed for trading on the American
Stock Exchange, New York Stock Exchange, the Nasdaq Global Select Market, the Nasdaq Global Market or the Nasdaq Capital Market.

        If at any time we grant, issue or sell any options, convertible securities or rights to purchase stock, warrants, securities or other property pro
rata to the record holders of any class of common stock (the "Purchase Rights"), the holders will be entitled to acquire the aggregate Purchase
Rights which such holder could have acquired if such holder had held the number of shares of common stock acquirable upon complete
conversion of the Series D Convertible Preferred Stock immediately before the date on which a record is taken for the grant, issuance or sale of
such Purchase Rights, or, if no such record is taken, the date as of which the record holders of common stock are to be determined for the grant,
issue or sale of such Purchase Rights.

        Following the occurrence of an Asset Sale (as defined below), a holder may require us to redeem, with the Available Asset Sale Proceeds
(as defined below), all or any portion of the Series D Convertible Preferred Stock held by such holder. For so long as any Series D Convertible
Preferred Stock are outstanding, we shall not, and shall not permit any of our subsidiaries to, directly or indirectly, consummate any Asset Sale
unless we receive consideration at the time of the Asset Sale at least equal to the fair market value of the assets or capital stock and all warrants,
options or other rights to acquire capital stock issued or sold or otherwise disposed of.

        "Asset Sale" means, in one transaction or a series of related transactions, (i) the sale, lease, conveyance or other disposition of any assets or
rights other than in the ordinary course of business consistent with past practice, or (ii) the sale of equity interests in any of our subsidiaries,
which sale, lease conveyance or other disposition of assets or rights or sale of equity interests generates proceeds to us equal to or greater than
$15,000,000; provided, however, that neither (A) a sale, lease, conveyance or other disposition of the Rich Valley Properties nor (B) any sale,
lease, conveyance or other disposition of the Barnett Shale Properties made solely for the purpose of contributing such
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Barnett Shale Properties to a joint venture entity in which the Company, or one of its wholly-owned subsidiaries, owns any equity interests
thereof, shall be considered an Asset Sale for purposes of the certificate of designations.

        "Available Asset Sale Proceeds" means, for any Asset Sales, the difference between (i) the cash proceeds generated in such Asset Sale and
(ii) the outstanding principal amount (including any interest thereon) of the senior debt; provided, however, that in the event of any Asset Sale
relating to Barnett Shale Properties the Available Asset Sale Proceeds shall be equal to the difference between (A) the cash proceeds generated
in such Asset Sale and (B) $15,000,000.

Voting Rights.

        Subject to certain limitations on conversion, each holder shall be entitled to the whole number of votes equal to the lesser of (i) the number
of shares of common stock into which the holder's Series D Convertible Preferred Stock would be convertible and shall otherwise have voting
rights and powers equal to the voting rights and powers of the common stock and (ii) the number of shares of common stock into which such
holder's Series D Convertible Preferred Stock would be convertible if the conversion price on the record date for the vote or consent of
stockholders is deemed to be the market price of $4.79, as adjusted for any stock dividend, stock split, stock combination, reclassification or
similar transaction. The Series D Convertible Preferred Stock shall vote as a class with the holders of common stock as if they were a single
class of securities upon any matter submitted to a vote of stockholders, except those matter required by law or by the terms of the certificate of
designations to be submitted to a class vote of the holders of Series D Convertible Preferred Stock, in which case the holders of Series D
Convertible Preferred Stock only shall vote as a separate class.

Liquidation Preference.

        In the event of any voluntary or involuntary liquidation, distribution of assets (other than the payment of dividends), dissolution or
winding-up of our business, the Series D Convertible Preferred Stock shall have preferential rights to holders of any of our capital stock of any
class junior in rank to the Series D Convertible Preferred Stock in respect of the preferences as to distributions and payments on the liquidation,
dissolution and winding up of our business. All shares of common stock, Series A Convertible Preferred Stock, Series B Convertible Preferred
Stock and Series C Convertible Preferred Stock shall be of junior rank to all Series D Convertible Preferred Stock.

        The Series D Convertible Preferred Stock is entitled to a liquidation preference equal to the stated value of the Series D Convertible
Preferred Stock plus accrued dividends.

Ranking; Issuances of Other Securities.

        Without the prior express written consent of a majority of the holders of the outstanding Series D Convertible Preferred Stock, we shall not
authorize or issue additional or other capital stock that is of senior or pari-passu rank to the Series D Convertible Preferred Stock in respect of
the preferences as to distributions and payments upon our or our subsidiary's voluntary or involuntary liquidation, dissolution or winding up, the
assets of which constitute all or substantially all of the assets of our and our subsidiary's business taken as a whole, in a single transaction or
series of transactions. We may issue preferred stock that is junior in rank to the Series D Convertible Preferred Stock, provided that the maturity
date (or any other date requiring redemption or repayment of such preferred stock) of any such junior preferred stock is not on or before the 91st

day following the Maturity Date.

Issuances of Equity-Linked Securities.

        For so long as any Series D Convertible Preferred Stock is outstanding, we will not, directly or indirectly, offer, sell, grant any option to
purchase, or otherwise dispose of, any of our indebtedness or

37

Edgar Filing: CANO PETROLEUM, INC - Form S-3

51



indebtedness of our subsidiaries that is, any time during its life and under any circumstances, convertible into or exchangeable or exercisable for
shares of our common stock, options, convertible securities or other capital stock.

Covenants.

        The affirmative vote or the written consent of the holders of at least a majority of the aggregate shares of Series D Convertible Preferred
Stock then outstanding, voting together as a single class, will be required for us to:

�
amend or repeal any provision of, or add any provision to, our Certificate of Incorporation or bylaws, or file any articles of
amendment, certificate of designations, preferences, limitations and relative rights of any series of preferred stock (including
any amendment to the certificate of designations for the Series A Convertible Preferred Stock, Series B Convertible
Preferred Stock and Series C Convertible Preferred Stock), if such action would adversely alter or change the preferences,
rights, privileges or powers of, or restrictions provided for the benefit of the Series D Convertible Preferred Stock, regardless
of whether any such action shall be by means of amendment to our Certificate of Incorporation or by merger, consolidation
or otherwise;

�
increase or decrease (other than by conversion) the authorized number of shares of Series D Convertible Preferred Stock;

�
create or authorize (by reclassification or otherwise) any new class or series of shares that has a preference over or in on a
parity with the Series D Convertible Preferred Stock with respect to dividends or the distribution of assets on the liquidation,
dissolution or winding up of our business;

�
purchase, repurchase or redeem any shares of common stock (other than pursuant to equity incentive agreements with
employees giving us the right to repurchase shares upon the termination of services at cost);

�
pay dividends or make any other distribution on our common stock;

�
whether or not prohibited by the terms of the Series D Convertible Preferred Stock, circumvent a right of the Series D
Convertible Preferred Stock.

Business Combinations under Delaware Law

        We are a Delaware corporation and are governed by Section 203 of the Delaware General Corporation Law. Section 203 prevents an
interested stockholder, which is a person who owns 15% or more of our outstanding voting stock, from engaging in business combinations with
us for three years following the time the person becomes an interested stockholder. These restrictions do not apply if:

�
before the person becomes an interested stockholder, our board of directors approves the transaction in which the person
becomes an interested stockholder or the business combination;

�
upon completion of the transaction that results in the person becoming an interested stockholder, the interested stockholder
owns at least 85% of our outstanding voting stock at the time the transaction began, excluding for purposes of determining
the number of shares outstanding those shares owned by persons who are directors and also officers and employee stock
plans in which employee participants do not have the right to determine confidentially whether shares held subject to the
plan will be tendered in a tender or exchange offer; or

�
following the transaction in which the person became an interested stockholder, the business combination is approved by our
board of directors and authorized at an annual or special
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meeting of our stockholders, and not by written consent, by the affirmative vote of a least two-thirds of our outstanding
voting stock not owned by the interested stockholder.

        Delaware law defines the term "business combination" to encompass a wide variety of transactions with, or caused by, an interested
stockholder, including mergers, asset sales and other transactions in which the interested stockholder receives or could receive a benefit on other
than a pro rata basis with other stockholders. This law could have an anti-takeover effect with respect to transactions not approved in advance by
our board of directors, including discouraging takeover attempts that might result in a premium over the market price for the shares of the
common stock.

Anti-takeover Effects of Provisions of Our Certificate of Incorporation

        In addition to the terms of our Series D Convertible Preferred Stock, our certificate of incorporation contains provisions that might be
characterized as anti-takeover provisions. These provisions may deter or render more difficult proposals to acquire control of our company,
including proposals a stockholder might consider to be in his or her best interest, impede or lengthen a change in membership of the board of
directors and make removal of our management more difficult.

Removal of Directors; Advance Notice Provisions for Stockholder Nominations; Stockholder Nomination Procedure

        Any director may be removed from office, with or without cause, only by the affirmative vote of a majority of the then outstanding shares
entitled to vote for an election of directors. Any stockholder wishing to submit a nomination to the board of directors must follow the procedures
outlined in our bylaws and our most recent proxy statement.

Transfer Agent and Registrar

        The transfer agent and registrar for our common stock is Interwest Transfer Co., Inc., P.O. Box 17136, Salt Lake City, Utah 84117,
(801) 272-9294.
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DESCRIPTION OF WARRANTS

        We may issue warrants to purchase any combination of debt securities, common stock, preferred stock, rights or other securities of the
Company or any other entity. The Company may issue warrants independently or together with other securities. Warrants sold with other
securities may be attached to or separate from the other securities. We will issue warrants under one or more warrant agreements between the
Company and a warrant agent that we will name in the prospectus supplement.

        The prospectus supplement relating to any warrants we may offer will include specific terms relating to the offering. We will file the form
of any warrant agreement with the SEC, and you should read the warrant agreement for provisions that may be important to you. The prospectus
supplement will include some or all of the following terms:

�
the title of the warrants;

�
the aggregate number of warrants offered;

�
the designation, number and terms of the debt securities, common stock, preferred stock, rights or other securities
purchasable upon exercise of the warrants, and procedures by which the number of securities purchasable may be adjusted;

�
the exercise price of the warrants;

�
the dates or periods during which the warrants are exercisable;

�
the designation and terms of any securities with which the warrants are issued;

�
if the warrants are issued as a unit with another security, the date, if any, on and after which the warrants and the other
security will be separately transferable;

�
if the exercise price is not payable in U.S. dollars, the foreign currency, currency unit or composite currency in which the
exercise price is denominated;

�
any minimum or maximum amount of warrants that may be exercised at any one time; and

�
any terms, procedures and limitations relating to the transferability, exchange or exercise of the warrants.

PLAN OF DISTRIBUTION

        We may sell the securities in and outside the United States through underwriters or dealers, directly to purchasers or through agents. The
prospectus supplement will include the following information:

�
the terms of the offering;

�
the names of any underwriters or agents;

�
the purchase price of the securities from us and, if the purchase price is not payable in U.S. dollars, the currency or
composite currency in which the purchase price is payable;
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�
the net proceeds to us from the sale of the securities;

�
any delayed delivery arrangements;

�
any underwriting discounts, commissions and other items constituting underwriters' compensation;

�
the initial public offering price;

�
any discounts or concessions allowed or reallowed or paid to dealers; and

�
any commissions paid to agents.
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Sale Through Underwriters or Dealers

        If we use underwriters in the sale of securities, the underwriters will acquire the securities for their own account. The underwriters may
resell the securities from time to time in one or more transactions, including negotiated transactions, at a fixed public offering price or at varying
prices determined at the time of sale. Underwriters may offer securities to the public either through underwriting syndicates represented by one
or more managing underwriters or directly by one or more firms acting as underwriters. Unless we inform you otherwise in the prospectus
supplement, the obligations of the underwriters to purchase the securities will be subject to conditions, and the underwriters will be obligated to
purchase all the securities if they purchase any of them. The underwriters may change from time to time any initial public offering price and any
discounts or concessions allowed or reallowed or paid to dealers.

        During and after an offering through underwriters, the underwriters may purchase and sell the securities in the open market. These
transactions may include over allotment and stabilizing transactions and purchases to cover syndicate short positions created in connection with
the offering. The underwriters may also impose a penalty bid, whereby selling concessions allowed to syndicate members or other
broker-dealers for the offered securities sold for their account may be reclaimed by the syndicate if such offered securities are repurchased by the
syndicate in stabilizing or covering transactions. These activities may stabilize, maintain or otherwise affect the market price of the offered
securities, which may be higher than the price that might otherwise prevail in the open market. If commenced, these activities may be
discontinued at any time.

        If we use dealers in the sale of securities, we will sell the securities to them as principals. They may then resell those securities to the public
at varying prices determined by the dealers at the time of resale. The dealers participating in any sale of the securities may be deemed to be
underwriters within the meaning of the Securities Act, with respect to any sale of those securities. We will include in the prospectus supplement
the names of the dealers and the terms of the transaction.

Direct Sales and Sales Through Agents

        We may sell the securities directly. In that event, no underwriters or agents would be involved. We may also sell the securities through
agents we designate from time to time. In the prospectus supplement, we will name any agent involved in the offer or sale of the securities, and
we will describe any commissions payable by us to the agent. Unless we inform you otherwise in the prospectus supplement, any agent will
agree to use its reasonable best efforts to solicit purchases for the period of its appointment.

        We may sell the securities directly to institutional investors or others who may be deemed to be underwriters within the meaning of the
Securities Act with respect to any sale of those securities. We will describe the terms of any such sales in the prospectus supplement.

Delayed Delivery Contracts

        If we so indicate in the prospectus supplement, we may authorize agents, underwriters or dealers to solicit offers from certain types of
institutions to purchase securities from us at the public offering price under delayed delivery contracts. These contracts would provide for
payment and delivery on a specified date in the future. The contracts would be subject only to those conditions described in the prospectus
supplement. The prospectus supplement will describe the commission payable for solicitation of those contracts.
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General Information

        We may have agreements with the agents, dealers and underwriters to indemnify them against civil liabilities, including liabilities under the
Securities Act, or to contribute with respect to payments that the agents, dealers or underwriters may be required to make. Agents, dealers and
underwriters may engage in transactions with us or perform services for us in the ordinary course of their businesses.

        The securities may or may not be listed on a national securities exchange. We cannot assure you that there will be a market for the
securities.

LEGAL MATTERS

        The validity of the offered securities, except with regard to W.O. Energy of Nevada, Inc., and other matters in connection with any offering
of the securities, will be passed upon for us by Haynes and Boone, LLP, Dallas, Texas, our special outside counsel and, with regard to W.O.
Energy of Nevada, Inc., by Ballard Spahr Andrews & Ingersoll, LLP, Las Vegas, Nevada, our special Nevada outside counsel. Any underwriters
will be advised about legal matters relating to any offering by their own legal counsel.

EXPERTS

        The consolidated balance sheets of Cano Petroleum, Inc. and subsidiaries as of June 30, 2007 and 2006, and the related consolidated
statements of operations, changes in stockholders' equity and cash flows for each of the years ended June 30, 2007, 2006 and 2005 and
management's report on the effectiveness of internal control over financial reporting as of June 30, 2007 incorporated by reference herein and in
the registration statement have been audited by Hein & Associates LLP, independent registered public accounting firm, as set forth on their
reports thereon incorporated herein by reference, and are incorporated herein by reference in reliance upon such report given upon the authority
of such firm as experts in accounting and auditing.

        Information about our estimated proved reserves and future net cash flows attributable to such reserves was prepared by Forrest A. Garb &
Associates, Inc., an independent petroleum and geological engineering firm and are incorporated herein by reference in reliance upon their
authority as experts in reserves and present values.

GLOSSARY OF SELECTED OIL AND NATURAL GAS TERMS

        "Bbl." One stock tank barrel, or 42 U.S. gallons liquid volume, used herein in reference to crude oil or other liquid hydrocarbons.

        "BOE." Barrels of oil equivalent. BTU equivalent of six thousand cubic feet (Mcf) of natural gas which is equal to the BTU equivalent of
one barrel of oil.

        "BOEPD." BOE per day.

        "BTU." British Thermal Unit.

        "DRY HOLE." A development or exploratory well found to be incapable of producing either oil or natural gas in sufficient quantities to
justify completion as an oil or natural gas well.

        "ENHANCED OIL RECOVERY" or "EOR" The use of certain methods, such as waterflooding or gas injection, into existing wells to
increase the recover from a reservoir.

        "EXPLORATORY WELL" A well drilled to find and produce oil or natural gas in an unproved area, to find a new reservoir in a field
previously found to be productive of oil or natural gas in another reservoir, or to extend a known reservoir.

42

Edgar Filing: CANO PETROLEUM, INC - Form S-3

58



        "FLUID INJECTION" Pumping fluid into a producing formation to increase or maintain reservoir pressure and, thus, production.

        "GROSS ACRES" or "GROSS WELLS." The total number of acres or wells, as the case may be, in which a working or any type of royalty
interest is owned.

        "Mcf." One thousand cubic feet of natural gas.

        "MMcf." One million cubic feet of natural gas.

        "MMCFPD" MMcf per day.

        "NET ACRES." The sum of the fractional working or any type of royalty interests owned in gross acres.

        "PRIMARY RECOVERY." The period of production in which oil moves from its reservoir through the wellbore under naturally occurring
reservoir pressure.

        "PRODUCING WELL" or "PRODUCTIVE WELL." A well that is capable of producing oil or natural gas in economic quantities.

        "PROVED DEVELOPED RESERVES." The oil and natural gas reserves that can be expected to be recovered through existing wells with
existing equipment and operating methods. Additional oil and natural gas expected to be obtained through the application of fluid injection or
other improved recovery techniques for supplementing the natural forces and mechanisms of primary recovery should be included as "proved
developed reserves" only after testing by a pilot project or after the operation of an installed program has confirmed through production response
that increased recovery will be achieved.

        "PROVED RESERVES." The estimated quantities of crude oil, natural gas and natural gas liquids that geological and engineering data
demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing economic and operating
conditions.

        "PROVED UNDEVELOPED RESERVES." The oil and natural gas reserves that are expected to be recovered from new wells on undrilled
acreage or from existing wells where a relatively major expenditure is required for recompletion. Reserves on undrilled acreage are limited to
those drilling units offsetting productive units that are reasonably certain of production when drilled. Proved reserves for other undrilled units
can be claimed only where it can be demonstrated with certainty that there is continuity of production from the existing productive formation.
Under no circumstances should estimates for proved undeveloped reserves be attributable to any acreage for which an application of fluid
injection or other improved recovery techniques is contemplated, unless such techniques have been proved effective by actual tests in the area
and in the same reservoir.

        "ROYALTY INTEREST." An interest in an oil and natural gas property entitling the owner to a share of oil and natural gas production free
of production costs.

        "SECONDARY RECOVERY." The recovery of oil and natural gas through the injection of liquids or gases into the reservoir,
supplementing its natural energy. Secondary recovery methods are often applied when production slows due to depletion of the natural pressure.

        "SURFACTANT-POLYMER FLOODING, SP FLOODING, ALKALINE SURFACTANT-POLYMER FLOODING AND ASP
FLOODING." Enhanced oil recovery techniques that can be employed to recover additional oil over and above primary and secondary recovery
methods. Low concentrations of surfactants, polymers and other additives that are added to the waterflood operations already in place to "clean"
stubborn or hard to reach oil from the reservoir, much like soap in a greasy dish pan.
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        "TERTIARY RECOVERY." The use of improved recovery methods that not only restores formation pressure but also improves oil
displacement or fluid flow in the reservoir and removes additional oil after secondary recovery.

        "WATERFLOODING" A secondary recovery operation in which water is injected into the producing formation in order to maintain
reservoir pressure and sweep oil into the producing wells.

        "WORKING INTEREST." The operating interest (not necessarily as operator) that gives the owner the right to drill, produce and conduct
operating activities on the property and a share of production, subject to all royalties, overriding royalties and other burdens, and to all
exploration, development and operational costs including all risks in connection therewith.
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PART II
INFORMATION NOT REQUIRED IN PROSPECTUS

Item 14. Other Expenses of Issuance and Distribution

        The following table sets forth expenses payable by Parallel in connection with the issuance and distribution of the securities being
registered. All the amounts shown are estimates, except for the SEC registration fee.

SEC registration fee $ 4,605
Printing expenses 45,000*
Legal fees and expenses 50,000*
Accounting fees and expenses 10,000*
Fees and expenses of trustee and counsel 10,000*
Miscellaneous 10,000*

Total $ 129,605*

*
Estimate

Item 15. Indemnification of Directors and Officers

Cano Petroleum, Inc.

        Under the Delaware General Corporation Law, a Delaware corporation may indemnify officers, directors and other corporate agents under
certain circumstances and subject to certain limitations. Article Thirteen of our certificate of incorporation authorizes us to indemnify any officer
or director to the fullest extent provided by Delaware law. Article VIII of our bylaws provides that we are obligated to indemnify our past and
present directors and officers, or any person who may have served at our request as a director or officer of another corporation, against expenses
actually and necessarily incurred in connection with the defense of any action, suit, or proceeding in which the director or officer is made a party
by reason of being or having been our director or officer of us, or director or officer of another corporation at our request, except in relation to
matters as to which any such director or officer or person shall have been adjudged in such action, suit, or proceeding to be liable for negligence
or misconduct in the performance of any duty owed to us.

        Section 145 of the General Corporation Law of the State of Delaware provides that a certificate of incorporation may contain a provision
eliminating the personal liability of a director to the corporation or its stockholders for monetary damages for breach of fiduciary duty as a
director provided that such provision shall not eliminate or limit the liability of a director (i) for any breach of the directors duty of loyalty to the
corporation or its stockholders, (ii) for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of
law, (iii) under Section 174 (relating to liability for unauthorized acquisitions or redemptions of, or dividends on, capital stock) of the General
Corporation Law of the State of Delaware, or (iv) for any transaction from which the director derived an improper personal benefit. Our
certificate of incorporation contains this provision.

        Insofar as indemnification for liabilities arising under the Securities Act of 1933, as amended, may be permitted to directors, officers or
persons controlling us pursuant to the foregoing provisions, or otherwise, we have been advised that in the opinion of the Securities and
Exchange Commission, such indemnification is against public policy as expressed in the Act and is, therefore, unenforceable.

Pantwist, LLC

        Section 3.14 of the Company Agreement (the "Agreement") of Pantwist, LLC ("Pantwist") provides that Pantwist shall indemnify and hold
harmless the managers and officers from all liabilities,
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and expenses arising out of any management of Pantwist affairs, but excluding those caused by the gross negligence or willful misconduct of the
manager or officer, as the case may be, subject to all limitations and requirements imposed by the Texas Business Organizations Code
("TBOC"). Section 3.14 of the Agreement also provides that Pantwist may advance expenses to managers and officers to defend any claim for
which the managers and officers shall be indemnified and held harmless by Pantwist.

        Section 8.003 of the TBOC provides that the governing documents of a limited liability company may adopt the general statutory
indemnification provisions of Chapter 8 of the TBOC or may contain enforceable provisions relating to: (1) indemnification; (2) advancement of
expenses; or (3) insurance or another arrangement to indemnify or hold harmless a governing person.

        Section 101.402 of the TBOC provides that a limited liability company may: (1) indemnify a person; (2) pay in advance or reimburse
expenses incurred by a person; and (3) purchase or procure or establish and maintain insurance or another arrangement to indemnify or hold
harmless a person. "Person" includes a member, manager, or officer of a limited liability company or an assignee of a membership interest in the
company.

W.O. Operating Company, Ltd.

        Section 10.08(b) of the Agreement of Limited Partnership of W.O. Operating Company, Ltd. ("W.O. Operating") provides that W.O.
Operating shall indemnify to the maximum extent permitted under the Texas Revised Limited Partnership Act ("TRLPA") and save harmless
(i) W.O. Energy, Inc., as its sole general partner, (ii) W.O. Energy, Inc. and W.O. Energy of Nevada, Inc., as its sole limited partners; (iii) each
of their partners, officers, directors, employees and agents from all liabilities for which indemnification is permitted under Article 11 of the
TRLPA.

        Section 11.02 of the TRLPA provides that a limited partnership may indemnify a person who was, is, or is threatened to be made a named
defendant or respondent in a proceeding because the person is or was a general partner only if the determination is made that such
indemnification is permissible under the TRLPA (i) by a majority vote of a quorum consisting of general partners who at the time of the vote are
not named defendants or respondents in the proceeding; (ii) by special legal counsel selected by the general partners by vote as provided under
(i) above or, if such a quorum cannot be obtained, by a majority vote of all general partners; or (iii) by a majority in interest of the limited
partners in a vote that excludes the interests held by general partners who are named defendants or respondents in the proceeding. The power to
indemnify applies only if such person acted in good faith and, in the case of conduct in the person's official capacity as a general partner, in a
manner he reasonably believed to be in the best interest of the partnership, and, in all other cases, that the person's conduct was not opposed to
the best interest of the partnership, and with respect to any criminal action or proceeding, that such person had no reasonable cause to believe
that his conduct was unlawful.

        Section 11.11 of the TRLPA provides that the limited partnership may pay or reimburse, in advance of the final disposition of the
proceeding, reasonable expenses incurred by the general partner who was, is, or is threatened to be named defendant or respondent in a
proceeding after the limited partnership receives a written affirmation by the general partner of the general partner's good faith belief that the
general partner has met the applicable standard of conduct discussed above, and a written undertaking to repay the amount paid or reimbursed if
it is ultimately determined that such standard of conduct was not met or that indemnification is not otherwise permitted by the TRLPA.

        Section 11.15 of the TRLPA provides that a limited partnership may indemnify and advance expenses to a limited partner, employee, or
agent of the limited partnership to the same extent that it may indemnify and advance expenses to a general partner.
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W.O. Production Company Ltd.

        Section 10.08(b) of the Agreement of Limited Partnership of W.O. Operating Company, Ltd. ("W.O. Production") provides that W.O.
Production shall indemnify to the maximum extent permitted under the TRLPA and save harmless (i) W.O. Energy, Inc., as its sole general
partner, (ii) W.O. Energy, Inc. and W.O. Energy of Nevada, Inc., as its sole limited partners; (iii) each of their partners, officers, directors,
employees and agents from all liabilities for which indemnification is permitted under TRLPA.

        Section 11.02 of the TRLPA provides that a limited partnership may indemnify a person who was, is, or is threatened to be made a named
defendant or respondent in a proceeding because the person is or was a general partner only if the determination is made that such
indemnification is permissible under the TRLPA (i) by a majority vote of a quorum consisting of general partners who at the time of the vote are
not named defendants or respondents in the proceeding; (ii) by special legal counsel selected by the general partners by vote as provided under
(i) above or, if such a quorum cannot be obtained, by a majority vote of all general partners; or (iii) by a majority in interest of the limited
partners in a vote that excludes the interests held by general partners who are named defendants or respondents in the proceeding. The power to
indemnify applies only if such person acted in good faith and, in the case of conduct in the person's official capacity as a general partner, in a
manner he reasonably believed to be in the best interest of the partnership, and, in all other cases, that the person's conduct was not opposed to
the best interest of the partnership, and with respect to any criminal action or proceeding, that such person had no reasonable cause to believe
that his conduct was unlawful.

        Section 11.11 of the TRLPA provides that the limited partnership may pay or reimburse, in advance of the final disposition of the
proceeding, reasonable expenses incurred by the general partner who was, is, or is threatened to be named defendant or respondent in a
proceeding after the limited partnership receives a written affirmation by the general partner of the general partner's good faith belief that the
general partner has met the applicable standard of conduct discussed above, and a written undertaking to repay the amount paid or reimbursed if
it is ultimately determined that such standard of conduct was not met or that indemnification is not otherwise permitted by the TRLPA.

        Section 11.15 of the TRLPA provides that a limited partnership may indemnify and advance expenses to a limited partner, employee, or
agent of the limited partnership to the same extent that it may indemnify and advance expenses to a general partner.

Cano Petro of New Mexico, Inc.

        Section 7.1 of the Bylaws of Cano Petro of New Mexico, Inc. ("Petro") provides that Petro shall indemnify any person who (i) is or was a
director, officer, employee, or agent of Petro or (ii) serves or has served at the request of Petro as a director, officer, partner, venturer, proprietor,
trustee, employee, agent, or similar functionary of another foreign or domestic corporation, partnership, joint venture, sole proprietorship, trust
employee benefit plan, or other enterprise, to the fullest extent that a corporation may or is required to grant indemnification to a director under
the TBOC. Further, the Bylaws provide that Petro may indemnify and advance expenses to an officer, employee or agent, or any person who is
identified in (ii) and who is not a director to such further extent, consistent with the law, as may be provided by Petro's Certificate of Formation,
the Bylaws, general or specific action of the board of directors, or by contract, or as otherwise permitted or required by common law.

        Section 8.101 of the TBOC provides that a corporation may indemnify a person who was, is, or is threatened to be made a respondent in a
proceeding because the person is or was a director only if the determination is made that such indemnification is permissible under the TBOC
(i) by a majority vote of the directors who at the time of the vote are disinterested and independent, regardless of whether the directors who are
disinterested and independent constitute a quorum; (ii) by a majority vote of a
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committee of the board of directors of the corporation if the committee is (a) designated by a majority vote of the directors who at the time of the
vote are disinterested and independent, regardless of whether such directors constitute a quorum and (b) is composed solely of one or more
directors who are disinterested and independent; (iii) by special legal counsel selected by the directors by vote as provided under (i) or
(ii) above; (iv) by a majority in interest of the shareholders in a vote that excludes the interests held by directors who are not disinterested and
independent; or (v) by a unanimous vote of the shareholders of the corporation. The power to indemnify applies only if such person acted in
good faith and, in the case of conduct in the person's official capacity as a director, in a manner he or she reasonably believed to be in the best
interest of the corporation, and, in all other cases, that the person's conduct was not opposed to the best interest of the corporation, and with
respect to any criminal action or proceeding, that such person had no reasonable cause to believe that his conduct was unlawful.

        Section 8.104 of the TBOC provides that the corporation may pay or reimburse, in advance of the final disposition of the proceeding,
reasonable expenses incurred by the director who was, is, or is threatened to be made a respondent in a proceeding after the corporation receives
a written affirmation by the director of the director's good faith belief that the director has met the applicable standard of conduct discussed
above, and a written undertaking to repay the amount paid or reimbursed if it is ultimately determined that such standard of conduct was not met
or that indemnification is not otherwise permitted by the TBOC.

        Section 8.105 of the TBOC provides that a corporation may indemnify and advance expenses to persons other than directors, including an
officer, employee, or agent, as provided by the corporation's governing documents; general or specific action of the corporation's board of
directors; resolution of the corporation's shareholders; contract; or common law.

W.O. Energy of Nevada, Inc.

        Section 7.07(B) of the Bylaws of W.O. Energy of Nevada, Inc. ("W.O. Nevada") provides that in a non-derivative action W.O. Nevada
shall indemnify (i) any person who is or was a director of W.O. Nevada and; (ii) any person who while a director of W.O. Nevada serves or
served at W.O. Nevada's request as a director, officer, agent, employee, partner, venturer, proprietor, trustee, employee, agent or similar
functionary of another corporation or of a partnership, joint venture, sole proprietorship, trust, employee benefit plan, or other enterprise (the
"Nevada Indemnified Party") against all expenses actually and reasonably incurred, including judgments, penalties (including excise and similar
taxes), fines, settlements, and reasonable expenses (including attorneys' fees and court costs) if such person is permitted to be indemnified under
the standard set forth in 7.07(D).

        Section 7.07(C) of the Bylaws of W.O. Nevada provides that in a derivative action W.O. Nevada shall indemnify the Nevada Indemnified
Party only to the extent of reasonable expenses actually incurred by such person in connection with the proceeding.

        Section 7.07(D) of the Bylaws of W.O. Nevada provides that the Nevada Indemnified Party shall be indemnified if such person has been
wholly successful on the merits or otherwise, in the defense of a proceeding or if (i) such person reasonably conducted himself in good faith;
(ii) such person reasonably believed, if in the case of conduct in his official capacity, his conduct was in W.O Nevada's best interest or, in all
other cases, that such person's conduct was at least not opposed to W.O Nevada's best interests; and (iii) in the case of a criminal proceeding,
such person had no reasonable cause to believe his conduct was unlawful.

        Section 7.07(F) of the Bylaws of W.O. Nevada provides that a determination that the standard in (D) has been satisfied may be made (i) by
a majority vote of a quorum consisting of directors who at the time of the vote are not named in the proceeding; or (ii) if such a quorum cannot
be obtained, by a majority vote of a committee of the board of directors, designed to act in the matter by a majority
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vote of all directors, which committee shall consist solely of two or more directors who at the time of the vote are not named in the proceeding;
(iii) by special legal counsel selected by the board of directors or a committee of the board by vote as set forth in (i) or (ii), or, if such a quorum
cannot be obtained and such a committee cannot be established, by a majority vote of all directors; or (iv) by the shareholders in a vote that
excludes the shares held by directors who are named in the proceeding.

        Section 7.07(J) of the Bylaws provides that W.O. Nevada shall indemnify an officer upon the affirmative vote of the person or persons
described in Section 7.07(F)(i), (ii), (iv) to the same extent that it may indemnify a Nevada Indemnified Party.

        Section 78.7502 of the Nevada Revised Statutes ("NRS") provides that a corporation may indemnify any person who was or is a party or is
threatened to be made a party to any threatened, pending or completed action, suit or proceeding, whether civil, criminal, administrative or
investigative by reason of the fact that he is or was a director, officer, employee or agent of the corporation, or is or was serving at the request of
the corporation as a director, officer, employee or agent of another corporation, partnership, joint venture, trust or other enterprise only if a
determination is made that such indemnification is permitted under the NRS (i) by the stockholders; (ii) by the board of directors by majority
vote of a quorum consisting of directors who were not parties to the action, suit or proceeding; (iii) if a majority vote of a quorum consisting of
directors who were not parties to the action, suit or proceeding so orders, by independent legal counsel in a written opinion; or (iv) if a quorum
consisting of directors who were not parties to the action, suit or proceeding cannot be obtained, by independent legal counsel in a written
opinion. The power to indemnify applies only if the person conducted himself in good faith and in a manner which he reasonably believed to be
in or not opposed to the best interests of the corporation, and, with respect to any criminal proceeding, such person had no reasonable cause to
believe his conduct was wrongful.

        Section 75.7502(1) of the NRS provides that in a non-derivative action, the corporation may indemnify a person against expenses, including
attorneys' fees, judgments, fines, and amounts paid in settlement actually and reasonably incurred by him in connection with the action, suit or
proceeding if determination of eligibility for indemnification is found as described above.

        Section 75.7502(2) of the NRS provides that in a derivative action, the corporation may indemnify a person only against expenses,
including amounts paid in settlement and attorneys' fees actually and reasonably incurred by him in connection with the defense or settlement of
the action if determination of eligibility for indemnification is found as described above.

        Section 78.751 of the NRS provides that the articles of incorporation, the bylaws or an agreement made by the corporation may provide that
the expenses of officers and directors incurred in defending a civil or criminal action, suit or proceeding must be paid by the corporation as they
are incurred and in advance of the final disposition of the action, suit or proceeding, upon receipt of an undertaking by or on behalf of the
director or officer to repay the amount if it is ultimately determined by a court of competent jurisdiction that he is not entitled to be indemnified
by the corporation.

Ladder Companies, Inc.

        Article VIII, Sections 1 and 2 of the Bylaws of Ladder Companies, Inc. ("Ladder") provides that Ladder shall have the power to indemnify
(i) any person who is or was a director or officer of Ladder or (ii) any person who is or was serving at the request of Ladder as a director, officer,
employee or agent of another corporation, partnership, joint venture, trust, employee benefit plan or other enterprise for all liabilities for which
indemnification is permitted under the Delaware General Corporate Law ("DGCL").

        Article VIII, Section 3 of the Bylaws provides that any indemnification set forth above shall be made only as authorized in the specific case
upon a determination that indemnification of the director
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or officer is proper in the circumstances because he acted in good faith and in a manner he reasonably believed to be in or not opposed to the
best interests of Ladder and, in the case of a criminal proceeding, had no reasonable cause to believe his conduct was unlawful. Such
determination shall be made: (i) by the board of directors by a majority vote of a quorum consisting of directors who were not parties to such
action, suit or proceeding; or (ii) if such quorum is not obtainable, or, even if obtainable a quorum of disinterested directors so directs, by
independent legal counsel in a written opinion; or (iii) by the shareholders.

        Section 145(a) of the DGCL provides that a corporation shall have the power to indemnify any person who was or is a party or is threatened
to be made a party to any pending or completed non-derivative action because the person is or was a director, officer, employee or agent of the
corporation or is or was serving at the request of the corporation as a director, officer, employee or agent of another corporation, partnership or
enterprise against expenses (including attorneys' fees), judgments, fines and amounts paid in settlement actually and reasonably incurred by the
person in connection with such action only if such person acted in good faith and in a manner the person reasonably believed to be in or not
opposed to the best interests of the corporation, and, with respect to any criminal action or proceeding, had reasonable cause to believe that the
person's conduct was unlawful.

        Section 145(b) of the DGCL provides that a corporation shall have the power to indemnify any person who was or is a party or is
threatened to be made a party to any pending or completed derivative action because the person is or was a director, officer, employee or agent
of the corporation or is or was serving at the request of the corporation as a director, officer, employee or agent of another corporation,
partnership or enterprise against expenses (including attorneys' fees) actually and reasonably incurred by the person in connection with the
defense or settlement of such action or suit only if such person acted in good faith and in a manner the person reasonably believed to be in or not
opposed to the best interests of the corporation. Except, however, that no indemnification shall be made with respect of any claim, issue or
matter as to which such person shall have been adjudged to be liable to the corporation unless the applicable court shall determine that such
person is fairly and reasonably entitled to indemnify for such expenses which the court shall deem proper.

        Section 145(d) of the DGCL provides that any indemnification under (a) and (b) shall be made by the corporation only as authorized in the
specific case upon a determination that indemnification of the present or former director, officer, employee or agent is proper in the
circumstances because the person has met the applicable standard of conduct set forth in (a) or (b). Such determination shall be made, with
respect to a person who is a director or officer at the time of such determination, (i) by a majority vote of the directors who are not parties to
such action, suit or proceeding, even though less than a quorum; (ii) by a committee of such directors designated by majority vote of such
directors, even though less than a quorum; (iii) if there are no such directors, or if such directors so direct, by independent legal counsel in a
written opinion; or (iv) by the stockholders.

        Section 145(e) of the DGCL provides that a corporation may pay, in advance of the final disposition of any action, various expenses
incurred by an officer or director in defending such action upon receipt of an undertaking by or on behalf of such director or officer to repay
such amount if it shall ultimately be determined that such person is not entitled to be indemnified under the DGCL. Section 145(e) also provides
that expenses (including attorneys' fees) incurred by former directors and officers or other employees and agents may be so paid upon such terms
and conditions, if any, as the corporation deems appropriate.

Square One Energy, Inc.

        Article VII of the Bylaws of Square One Energy, Inc. ("Square One") provides that Square One shall have the full power to indemnify to
the maximum extent permitted under the Texas Business
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Corporation Act ("TBCA") and advance expenses to any person (i) who is or was a director of Square One; (ii) who, while a director of Square
One, is or was serving at the request of Square One as a director, officer, partner, venturer, proprietor, trustee, employee, agent, or similar
functionary of another foreign or domestic corporation, employee benefit plan, other enterprise, or other entity; (iii) who is or was an officer of
Square One; (iv) who is or was an employee of Square One; (v) who is or was an agent of Square One; and (vi) who is not or was not an officer,
employee, or agent of Square One but who is or was serving at the request of Square One as a director, officer, partner, venturer, proprietor,
trustee, employee, agent, or similar functionary of another foreign or domestic corporation, employee benefit plan, other enterprise, or other
entity.

        Article 2.02-1, Sections B and F of the TBCA provides that the corporation may indemnify a person who was, is, or is threatened to be
named defendant or respondent in a proceeding because the person is or was a director only if a determination is made that such indemnification
is permissible under the TBCA (i) by a majority vote of the directors who at the time of the vote are not named defendants or respondents in the
proceeding, regardless of whether such directors constitute a quorum; (ii) by a majority vote of a board committee designated by a majority of
non-defendant directors and consisting of non-defendant directors; (iii) by special legal counsel selected by the board of directors or a committee
of the board of directors as set forth in (i) or (ii); or (iv) by the shareholders in a vote that excludes the shares held by directors who are named
defendants or respondents in the proceeding. The power to indemnify applies only if such person acted in good faith and, in the case of conduct
in the person's official capacity as a director, in a manner he reasonably believed to be in the best interest of the corporation, and, in all other
cases, that the person's conduct was not opposed to the best interest of the corporation, and with respect to any criminal action or proceeding,
that such person had no reasonable cause to believe his conduct was unlawful.

        Article 2.02-1, Section K of the TBCA provides that the corporation may pay or reimburse, in advance of the final disposition of the
proceeding, reasonable expenses incurred by a present director who was, is, or is threatened to be made a named defendant or respondent in a
proceeding after the corporation receives a written affirmation by the director of his good faith belief that he has met the standard of conduct
necessary for indemnification under this article and a written undertaking by or on behalf of the director to repay the amount paid or reimbursed
if it is ultimately determined that he has not met that standard or if it is ultimately determined that indemnification of the director is not
otherwise permitted under the TBCA. Section K also provides that reasonable expenses incurred by a former director or officer, or a present or
former employee or agent of the corporation, who was, is, or is threatened to be made a named defendant or respondent in a proceeding may be
paid or reimbursed by the corporation, in advance of the final disposition of the action, as the corporation considers appropriate.

        Article 2.02-1, Sections O and P of the TBCA provides that a corporation may indemnify and advance expenses to (i) an officer, employee,
or agent of the corporation; and (ii) persons who are not or were not officers, employees, or agents of the corporation but who are or were
serving at the request of the corporation as director, officer, partner, venturer, proprietor, trustee, employee, agent, or similar fuctionary of
another foreign or domestic corporation, employee benefit plan, other enterprise, or other entity to the same extent that it may indemnify and
advance expenses to directors under the TBCA.

        Article 2.02-1, Section Q of the TBCA permits a corporation to indemnify and advance expenses to an officer, employee, agent or person
identified above to such further extent, consistent with the law, as may be provided by its articles of incorporation, bylaws, general or specific
action of its board of directors, or contract or as permitted or required by common law.
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W.O. Energy, Inc.

        Section 7.07(B) of the Bylaws of W.O. Energy, Inc. ("W.O. Energy") provides that in a non-derivative action W.O. Energy shall indemnify
(i) any person who is or was a director of W.O. Energy and; (ii) any person who while a director of W.O. Energy serves or served at W.O.
Energy's request as a director, officer, agent, employee, partner, venturer, proprietor, trustee, employee, agent or similar functionary of another
corporation or of a partnership, joint venture, sole proprietorship, trust, employee benefit plan, or other enterprise (the "Energy Indemnified
Party") against all expenses actually and reasonably incurred, including judgments, penalties (including excise and similar taxes), fines,
settlements, and reasonable expenses (including attorneys' fees and court costs) if such person is permitted to be indemnified under the standard
set forth in 7.07(D).

        Section 7.07(C) of the Bylaws of W.O. Energy provides that in a derivative action W.O. Energy shall indemnify the Energy Indemnified
Party only to the extent of reasonable expenses actually incurred by such person in connection with the proceeding.

        Section 7.07(D) of the Bylaws of W.O. Energy provides that the Energy Indemnified Party shall be indemnified if such person has been
wholly successful on the merits or otherwise, in the defense of a proceeding or if (i) such person reasonably conducted himself in good faith;
(ii) such person reasonably believed, if in the case of conduct of conduct in his official capacity, such person's conduct was in W.O. Energy's
best interest or, in all other cases, that such person's conduct was at least not opposed to W.O. Energy's best interests; and (iii) in the case of a
criminal proceeding, such person had no reasonable cause to believe his conduct was unlawful.

        Section 7.07(F) of the Bylaws of W.O. Energy provides that a determination that the standard in (D) has been satisfied may be made (i) by
a majority vote of a quorum consisting of directors who at the time of the vote are not named in the proceeding; or (ii) if such a quorum cannot
be obtained, by a majority vote of a committee of the board of directors, designed to act in the matter by a majority vote of all directors, which
committee shall consist solely of two or more directors who at the time of the vote are not named in the proceeding; (iii) by special legal counsel
selected by the board of directors or a committee of the board by vote as set forth in (i) or (ii), or, if such a quorum cannot be obtained and such
a committee cannot be established, by a majority vote of all directors; or (iv) by the shareholders in a vote that excludes the shares held by
directors who are named in the proceeding.

        Section 7.07(J) of the Bylaws provides that W.O. Energy shall indemnify an officer upon the affirmative vote of the person or persons
described in Section 7.07(F)(i), (ii), (iv) to the same extent that it may indemnify the Energy Indemnified Party.

        Article 2.02-1, Sections B and F of the TBCA provides that the corporation may indemnify a person who was, is, or is threatened to be
named defendant or respondent in a proceeding because the person is or was a director only if a determination is made that such indemnification
is permissible under the TBCA (i) by a majority vote of the directors who at the time of the vote are not named defendants or respondents in the
proceeding, regardless of whether such directors constitute a quorum; (ii) by a majority vote of a board committee designated by a majority of
non-defendant directors and consisting of non-defendant directors; (iii) by special legal counsel selected by the board of directors or a committee
of the board of directors as set forth in (i) or (ii); or (iv) by the shareholders in a vote that excludes the shares held by directors who are named
defendants or respondents in the proceeding. The power to indemnify applies only if such person acted in good faith and, in the case of conduct
in the person's official capacity as a director, in a manner he reasonably believed to be in the best interest of the corporation, and, in all other
cases, that the person's conduct was not opposed to the best interest of the corporation, and with respect to any criminal action or proceeding,
that such person had no reasonable cause to believe his conduct was unlawful.
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        Article 2.02-1, Section K of the TBCA provides that the corporation may pay or reimburse, in advance of the final disposition of the
proceeding, reasonable expenses incurred by a present director who was, is, or is threatened to be made a named defendant or respondent in a
proceeding after the corporation receives a written affirmation by the director of his good faith belief that he has met the standard of conduct
necessary for indemnification under this article and a written undertaking by or on behalf of the director to repay the amount paid or reimbursed
if it is ultimately determined that he has not met that standard or if it is ultimately determined that indemnification of the director is not
otherwise permitted under the TBCA. Section K also provides that reasonable expenses incurred by a former director or officer, or a present or
former employee or agent of the corporation, who was, is, or is threatened to be made a named defendant or respondent in a proceeding may be
paid or reimbursed by the corporation, in advance of the final disposition of the action, as the corporation considers appropriate.

        Article 2.02-1, Sections O and P of the TBCA provides that a corporation may indemnify and advance expenses to (i) an officer, employee,
or agent of the corporation; and (ii) persons who are not or were not officers, employees, or agents of the corporation but who are or were
serving at the request of the corporation as director, officer, partner, venturer, proprietor, trustee, employee, agent, or similar fuctionary of
another foreign or domestic corporation, employee benefit plan, other enterprise, or other entity to the same extent that it may indemnify and
advance expenses to directors under the TBCA.

        Article 2.02-1, Section Q of the TBCA permits a corporation to indemnify and advance expenses to an officer, employee, agent or person
identified above to such further extent, consistent with the law, as may be provided by its articles of incorporation, bylaws, general or specific
action of its board of directors, or contract or as permitted or required by common law.

II-9

Edgar Filing: CANO PETROLEUM, INC - Form S-3

70



EXHIBIT INDEX**

Item 16. Exhibits.**

Exhibit
Number Description

2.1 Agreement and Plan of Merger made as of the 26th day of May 2004, by and among Huron
Ventures, Inc., Davenport Acquisition Corp., Davenport Field Unit Inc., the shareholders of
Davenport Field Unit Inc., Cano Energy Corporation and Big Sky Management Ltd., incorporated
by reference from Exhibit 99.1 to Current Report on Form 8-K, filed on June 8, 2004.

2.2 Management Stock Pool Agreement dated May 28, 2004, incorporated by reference from
Exhibit 2.2 to Current Report on Form 8-K/A, filed on August 11, 2004.

2.3 Investment Escrow Agreement dated May 28, 2004, incorporated by reference from Exhibit 2.3 to
Current Report on Form 8-K/A, filed on August 11, 2004.

2.4 Stock Purchase Agreement dated June 30, 2004, by and between Cano Petroleum, Inc., as Buyer,
and Jerry D. Downey and Karen S. Downey, as Sellers, incorporated by reference from
Exhibit 99.1 to Current Report on Form 8-K, filed on July 15, 2004.

2.5 Purchase and Sale Agreement, dated August 16, 2004, by and between Cano Energy Corporation
and Cano Petroleum, Inc., incorporated by reference from Exhibit 10.1 to Current Report on
Form 8-K, filed on August 25, 2004.

2.6 Purchase and Sale Agreement, dated September 2, 2004, by and between Nowata Oil Properties
LLC and Cano Petroleum, Inc., incorporated by reference from Exhibit 10.1 to Current Report on
Form 8-K, filed on September 20, 2004.

2.7 Purchase and Sale Agreement dated February 6, 2005 by and between Square One Energy, Inc. and
Cano Petroleum, Inc., incorporated by reference from Exhibit 10.1 to Current Report on Form 8-K
filed on March 7, 2005.

2.8 Stock Purchase Agreement by and among Cano Petroleum, Inc., W. O. Energy of Nevada, Inc.,
Miles O'Loughlin and Scott White dated November 29, 2005 (the schedule and exhibits have been
omitted from this filing. An exhibit to the schedules and exhibits is contained in the Stock Purchase
Agreement and the schedule and exhibits are available to the Securities and Exchange Commission
upon request), incorporated by reference from Exhibit 2.1 to Current Report on Form 8-K filed on
December 5, 2005.

2.9 Asset Purchase and Sale Agreement among Myriad Resources Corporation, Westland Energy
Company and PAMTEX, a Texas general partnership composed of PAMTEX GP1 Ltd. and
PAMTEX GP2 Ltd., as Sellers, and Cano Petroleum, Inc. as Buyer dated as of April 25, 2006 (The
schedules and exhibits have been omitted from this filling. An exhibit to the schedules and exhibits
is contained in the Asset Purchase and Sale Agreement and the schedules and exhibits are available
to the Securities and Exchange Commission upon request), incorporated by reference from
Exhibit 2.1 to Quarterly Report on Form 10-QSB filed on May 15, 2006.

2.10 Amendment No. One to Stock Purchase Agreement by and among Cano Petroleum, Inc., W.O.
Energy of Nevada, Inc., Estate of Miles O'Loughlin and Scott White dated May 13, 2006
incorporated by reference from Exhibit 2.1 to Current Report on Form 8-K filed on May 15, 2006.

2.11 Purchase and Sale Agreement by and among UHC New Mexico Corporation, as Seller, Cano Petro
of New Mexico, Inc., as Buyer, and Cano Petroleum, Inc., for Certain Limited Purposes, dated
March 30, 2007, incorporated by reference from Exhibit 2.1 to Current Report on Form 8-K filed
on April 4, 2007. (The schedules and exhibits have been omitted from this filing. An exhibit to the
schedules and exhibits is contained in the Purchase and Sale Agreement and the schedules and
exhibits are available to the Securities and Exchange Commission upon request).
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2.12 Agreement for Purchase and Sale among Ladder Companies, Inc. and Tri-Flow, Inc., as Seller, and
Anadarko Minerals, Inc., as Buyer, dated June 11, 2007, incorporated by reference from Exhibit 2.1
to Current Report on Form 8-K filed on June 12, 2007. (The schedules and exhibits have been
omitted from this filing. An exhibit to the schedules and exhibits is contained in the Agreement for
Purchase and Sale and the schedules and exhibits are available to the Securities and Exchange
Commission upon request).

3.1 Certificate of Incorporation, incorporated by reference from Exhibit 3.1 to the Company's
registration statement on Form 10-SB (File No. 000-50386), filed on September 4, 2003.

3.2 Certificate of Ownership, amending the Company's Certificate of Incorporation, incorporated by
reference from Exhibit 3.2 to the Company's Annual Report on Form 10-KSB filed on
September 23, 2004.

3.3 First Amended and Restated Bylaws, incorporated by reference from Exhibit 3.1 to the Company's
Current Report on Form 8-K filed on December 7, 2007.

3.4 Designation for Series A Convertible Preferred Stock, included in the Company's Certificate of
Incorporation, incorporated by reference from Exhibit 3.1 to the Company's registration statement
on Form 10-SB (File No. 000-50386), filed on September 4, 2003.

3.5 Certificate of Designation for Series B Convertible Preferred Stock, incorporated by reference from
Exhibit 99.2 to Current Report on Form 8-K, filed on June 8, 2004.

3.6 Certificate of Designation for Series C Convertible Preferred Stock, incorporated by reference from
Exhibit 99.2 to Current Report on Form 8-K, filed with the Securities and Exchange Commission
on July 15, 2004.

3.7 Certificate of Designation for Series D Convertible Preferred Stock, incorporated by reference from
Exhibit 3.1 to Current Report on Form 8-K, filed on September 7, 2006.

3.8 Certificate of Amendment to Certificate of Incorporation, incorporated by reference from
Exhibit 3.8 to Registration Statement on Form S-1 (No. 333-126167) filed on January 23, 2007.

3.9* Articles of Incorporation of Square One Energy, Inc.
3.10* Bylaws of Square One Energy, Inc.
3.11* Certificate of Incorporation of Ladder Companies, Inc.
3.12* Bylaws of Ladder Companies, Inc.
3.13* Articles of Incorporation of W.O. Energy of Nevada, Inc.
3.14* Bylaws of W.O. Energy of Nevada, Inc.
3.15* Articles of Incorporation of WO Energy, Inc.
3.16* Bylaws of WO Energy, Inc.
3.17* Certificate of Formation of Pantwist, LLC
3.18* Company Agreement of Pantwist, LLC
3.19* Certificate of Formation of Cano Petro of New Mexico, Inc.
3.20* Bylaws of Cano Petro of New Mexico, Inc.
3.21* Certificate of Limited Partnership of W.O. Operating Company, Ltd.
3.22* Agreement of Limited Partnership of W.O. Operating Company, Ltd.
3.23* Certificate of Limited Partnership of W.O. Production Company, Ltd.
3.24* Agreement of Limited Partnership of W.O. Production Company, Ltd.
4.1 Registration Rights Agreement by and between Cano Petroleum, Inc. and Miles O'Loughlin dated

November 29, 2005, incorporated by reference from Exhibit 4.1 to Current Report on Form 8-K
filed on December 5, 2005.

4.2 Registration Rights Agreement by and between Cano Petroleum, Inc. and Scott White dated
November 29, 2005, incorporated by reference from Exhibit 4.2 to Current Report on Form 8-K
filed on December 5, 2005.
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4.3 Amendment No. One to the Registration Rights Agreement by and between Cano Petroleum, Inc.
and Estate of Miles O'Loughlin dated May 13, 2006 and effective as of November 29, 2005
incorporated by reference from Exhibit 4.1 to Current Report on Form 8-K filed on May 15, 2006.

4.4 Amendment No. One to the Registration Rights Agreement by and between Cano Petroleum, Inc.
and Scott White dated May 13, 2006 and effective as of November 29, 2005 incorporated by
reference from Exhibit 4.2 to Current Report on Form 8-K filed on May 15, 2006.

4.5 Registration Rights Agreement dated August 25, 2006 by and among Cano Petroleum, Inc. and the
Buyers listed therein, incorporated by reference from Exhibit 4.1 to Amendment to Current Report
on Form 8-K/A filed on August 31, 2006.

4.6 Registration Rights Agreement dated November 2, 2007 by and among Cano Petroleum, Inc. and
the Buyers listed therein, incorporated by reference from Exhibit 4.1 to Current Report on
Form 8-K filed on November 6, 2007.

4.7* Form of Indenture relating to senior debt securities of Cano.
4.8* Form of Indenture relating to subordinated debt securities of Cano.
4.9* Form of Common Stock Certificate
5.1* Opinion of Haynes and Boone, LLP.
5.2* Opinion of Ballard Spahr Andrews & Ingersoll, LLP.
10.1* Sponsorship Agreement by and between Cano Petroleum, Inc. and R.C. Boyd Enterprises, LLC.
12.1* Statements re Ratio of Earnings to Fixed Charges
23.1* Consent of Hein & Associates LLP.
23.2* Consent of Forrest A. Garb & Associates, Inc., Independent Petroleum Engineers.
23.3* Consent of Haynes and Boone, LLP (included in Exhibit 5.1).
23.4* Consent of Ballard Spahr Andrews & Ingersoll, LLP (included in Exhibit 5.2).
24.1* Power of Attorney (included as part of the signature page hereof).

*
Filed herewith.

**
Cano will file as an exhibit to a Current Report on Form 8-K (i) any underwriting, remarketing or agency agreement relating to the
securities offered hereby, (ii) the instruments setting forth the terms of any debt securities, preferred stock or warrants, (iii) any
additional required opinions of counsel with respect to legality of the securities offered hereby and (iv) any required opinion of counsel
to Cano as to certain tax matters relative to the securities offered hereby and Cano will file any Statement of Eligibility and
Qualification under the Trust Indenture Act of 1939 of the applicable trustee in accordance with the requirements of Section 305(b)(2)
of the Trust Indenture Act of 1939 and Rule 5b-3 thereunder.

Item 17. Undertakings

        The undersigned Registrant hereby undertakes:

(a)
(1)    To file, during any period in which offers or sales are being made, a post-effective amendment to this Registration
Statement:

(i)
To include any prospectus required by Section 10(a)(3) of the Securities Act;

(ii)
To reflect in the prospectus any facts or events arising after the effective date of the Registration
Statement (or the most recent post-effective amendment thereof) which, individually or in the aggregate,
represent a fundamental change in the information set forth in the Registration Statement.
Notwithstanding the foregoing, any increase or decrease in volume of securities offered (if the total
dollar value of securities
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offered would not exceed that which was registered) and any deviation from the low or high end of the
estimated maximum offering range may be reflected in the form of prospectus filed with the
Commission pursuant to Rule 424(b) if, in the aggregate, the changes in volume and price represent no
more than a 20% change in the maximum aggregate offering price set forth in the "Calculation of
Registration Fee" table in the effective Registration Statement;

(iii)
To include any material information with respect to the plan of distribution not previously disclosed in
the Registration Statement or any material change to such information in the Registration Statement;

provided, however, that the undertakings set forth in paragraphs (a)(1)(i), (a)(1)(ii) and (a)(1)(iii) above do not apply if the information required
to be included in a post-effective amendment by those paragraphs is contained in reports filed with or furnished to the Commission by the
Registrant pursuant to Section 13 or Section 15(d) of the Exchange Act that are incorporated by reference in the Registration Statement or is
contained in a form of prospectus filed pursuant to Rule 424(b) that is part of the Registration Statement.

(2)
That, for the purpose of determining any liability under the Securities Act, each such post-effective amendment
shall be deemed to be a new registration statement relating to the securities offered therein, and the offering of
such securities at that time shall be deemed to be the initial bona fide offering thereof.

(3)
To remove from registration by means of a post-effective amendment any of the securities being registered which
remain unsold at the termination of the offering.

(4)
That, for the purpose of determining liability under the Securities Act of 1933 to any purchaser:

(i)
Each prospectus filed by the registrant pursuant to Rule 424(b)(3) shall be deemed to be part of the
registration statement as of the date the filed prospectus was deemed part of and included in the
registration statement; and

(ii)
Each prospectus required to be filed pursuant to Rule 424(b)(2), (b)(5), or (b)(7) as part of a registration
statement in reliance on Rule 430B relating to an offering made pursuant to Rule 415(a)(1)(i), (vii), or
(x) for the purpose of providing the information required by section 10(a) of the Securities Act of 1933
shall be deemed to be part of and included in the registration statement as of the earlier of the date such
form of prospectus is first used after effectiveness or the date of the first contract of sale of securities in
the offering described in the prospectus. As provided in Rule 430B, for liability purposes of the issuer
and any person that is at that date an underwriter, such date shall be deemed to be a new effective date of
the registration statement relating to the securities in the registration statement to which that prospectus
relates, and the offering of such securities at that time shall be deemed to be the initial bona fide offering
thereof. Provided, however, that no statement made in a registration statement or prospectus that is part
of the registration statement or made in a document incorporated or deemed incorporated by reference
into the registration statement or prospectus that is part of the registration statement will, as to a
purchaser with a time of contract of sale prior to such effective date, supersede or modify any statement
that was made in the registration statement or prospectus that was part of the registration statement or
made in any such document immediately prior to such effective date.
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(5)
That, for the purpose of determining liability of the registrant under the Securities Act of 1933 to any purchaser in
the initial distribution of the securities:

The undersigned registrant undertakes that in a primary offering of securities of the undersigned registrant
pursuant to this registration statement, regardless of the underwriting method used to sell the securities to the
purchaser, if the securities are offered or sold to such purchaser by means of any of the following communications,
the undersigned registrant will be a seller to the purchaser and will be considered to offer or sell such securities to
such purchaser:

(i)
Any preliminary prospectus or prospectus of the undersigned registrant relating to the offering required
to be filed pursuant to Rule 424;

(ii)
Any free writing prospectus relating to the offering prepared by or on behalf of the undersigned
registrant or used or referred to by the undersigned registrant;

(iii)
The portion of any other free writing prospectus relating to the offering containing material information
about the undersigned registrant or its securities provided by or on behalf of the undersigned registrant;
and

(iv)
Any other communication that is an offer in the offering made by the undersigned registrant to the
purchaser.

(b)
The undersigned Registrant hereby undertakes that, for purposes of determining any liability under the Securities Act, each
filing of the Registrant's annual report pursuant to Section 13(a) or Section 15(d) of the Exchange Act (and, where
applicable, each filing of an employee benefit plan's annual report pursuant to Section 15(d) of the Exchange Act) that is
incorporated by reference in the Registration Statement shall be deemed to be a new registration statement relating to the
securities offered therein, and the offering of such securities at that time shall be deemed to be the initial bona fide offering
thereof.

(c)
Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers and
controlling persons of the Registrant pursuant to the foregoing provisions, or otherwise, the Registrant has been advised that
in the opinion of the Securities and Exchange Commission such indemnification is against public policy as expressed in the
Securities Act and is, therefore, unenforceable. In the event that a claim for indemnification against such liabilities (other
than the payment by the Registrant of expenses incurred or paid by a director, officer or controlling person of the Registrant
in the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in
connection with the securities being registered, the Registrant will, unless in the opinion of its counsel the matter has been
settled by controlling precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it
is against public policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.

(d)
The undersigned registrant hereby undertakes to file an application for the purpose of determining the eligibility of the
trustee under an Indenture to act under subsection (a) of Section 310 of the Trust Indenture Act of 1939 (the "Act") in
accordance with the rules and regulations prescribed by the Commission under Section 305(b)(2) of the Act.
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SIGNATURES AND POWER OF ATTORNEY

        Pursuant to the requirements of the Securities Act of 1933, the Registrant certifies that it has reasonable grounds to believe that it meets all
of the requirements for filing on Form S-3 and has duly caused this Registration Statement to be signed on its behalf by the undersigned,
thereunto duly authorized, in the City of Fort Worth, State of Texas, on December 13, 2007.

CANO PETROLEUM, INC.

By: /s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson
Chief Executive Officer and Chairman of the Board

By: /s/  MORRIS B. SMITH      

Morris B. Smith
Senior Vice President and Chief Financial Officer

By: /s/  MICHAEL J. RICKETTS      

Michael J. Ricketts
Vice President and Principal Accounting Officer

        In accordance with the requirements of the Securities Act of 1933, this Registration Statement has been signed below by the following
persons on behalf of the Company in the capacities and on the dates indicated.

        Each person whose signature appears below constitutes and appoints S. Jeffrey Johnson and Morris B. Smith, each with full power to act
alone, as his true and lawful attorney-in-fact and agent, with full power of substitution, for him and on his behalf and in his name, place and
stead, in any and all capacities, to execute any and all amendments (including post-effective amendments) to this registration statement, and to
file the same, with all exhibits thereto and other documents in connection therewith, with the Securities and Exchange Commission, granting
unto said attorney-in-fact and agents, and each of them, full power and authority to do and perform each and every act and thing requisite and
necessary to be done in and about the premises in order to effectuate the same, as fully and to all intents and purposes as he might or could do if
personally present, hereby ratifying and confirming all that said attorneys-in-fact and agents, or either of them, or their substitute or their
substitutes, may lawfully do or cause to be done by virtue hereof.

Signature Title Date

/s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson

Chief Executive Officer and Chairman of the
Board (principal executive officer) December 13, 2007

/s/  MORRIS B. SMITH      

Morris B. Smith

Senior Vice President and Chief Financial Officer
(principal financial officer) December 13, 2007
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/s/  MICHAEL J. RICKETTS      

Michael J. Ricketts

Vice President and Principal Accounting Officer
(principal accounting officer) December 13, 2007

/s/  DAVID W. WEHLMANN      

David W. Wehlmann
Director December 13, 2007

/s/  GERALD W. HADDOCK      

Gerald W. Haddock
Director December 13, 2007

/s/  RANDALL BOYD      

Randall Boyd
Director December 13, 2007

/s/  DONALD W. NIEMIEC      

Donald W. Niemiec
Director December 13, 2007

/s/  ROBERT L. GAUDIN      

Robert L. Gaudin
Director December 13, 2007

/s/  WILLIAM O. POWELL, III      

William O. Powell, III
Director December 13, 2007
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SIGNATURES AND POWER OF ATTORNEY

        Pursuant to the requirements of the Securities Act of 1933, each co-registrant has duly caused this Registration Statement to be signed on its
behalf by the undersigned, thereunto duly authorized, in the City of Fort Worth, State of Texas, on December 13, 2007.

SQUARE ONE ENERGY, INC.
LADDER COMPANIES, INC.
W.O. ENERGY OF NEVADA, INC.
WO ENERGY, INC.
CANO PETRO OF NEW MEXICO, INC.

By: /s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson
President

        In accordance with the requirements of the Securities Act of 1933, this Registration Statement has been signed below by the following
persons on behalf of the co-registrant in the capacities and on the dates indicated.

        Each person whose signature appears below constitutes and appoints S. Jeffrey Johnson and Morris B. Smith, each with full power to act
alone, as his true and lawful attorney-in-fact and agent, with full power of substitution, for him and on his behalf and in his name, place and
stead, in any and all capacities, to execute any and all amendments (including post-effective amendments) to this registration statement, and to
file the same, with all exhibits thereto and other documents in connection therewith, with the Securities and Exchange Commission, granting
unto said attorney-in-fact and agents, and each of them, full power and authority to do and perform each and every act and thing requisite and
necessary to be done in and about the premises in order to effectuate the same, as fully and to all intents and purposes as he might or could do if
personally present, hereby ratifying and confirming all that said attorneys-in-fact and agents, or either of them, or their substitute or their
substitutes, may lawfully do or cause to be done by virtue hereof.

Signature Title Date

/s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson

Director and President (principal executive
officer) December 13, 2007

/s/  MORRIS B. SMITH      

Morris B. Smith

Director, Vice President and Chief Financial
Officer (principal financial officer) December 13, 2007

/s/  MICHAEL J. RICKETTS      

Michael J. Ricketts

Vice President, Principal Accounting Officer and
Secretary (principal accounting officer) December 13, 2007
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SIGNATURES AND POWER OF ATTORNEY

        Pursuant to the requirements of the Securities Act of 1933, the co-registrant has duly caused this Registration Statement to be signed on its
behalf by the undersigned, thereunto duly authorized, in the City of Fort Worth, State of Texas, on December 13, 2007.

PANTWIST, LLC

By: /s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson
President

        In accordance with the requirements of the Securities Act of 1933, this Registration Statement has been signed below by the following
persons on behalf of the co-registrant in the capacities and on the dates indicated.

        Each person whose signature appears below constitutes and appoints S. Jeffrey Johnson and Morris B. Smith, each with full power to act
alone, as his true and lawful attorney-in-fact and agent, with full power of substitution, for him and on his behalf and in his name, place and
stead, in any and all capacities, to execute any and all amendments (including post-effective amendments) to this registration statement, and to
file the same, with all exhibits thereto and other documents in connection therewith, with the Securities and Exchange Commission, granting
unto said attorney-in-fact and agents, and each of them, full power and authority to do and perform each and every act and thing requisite and
necessary to be done in and about the premises in order to effectuate the same, as fully and to all intents and purposes as he might or could do if
personally present, hereby ratifying and confirming all that said attorneys-in-fact and agents, or either of them, or their substitute or their
substitutes, may lawfully do or cause to be done by virtue hereof.

Signature Title Date

/s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson

Sole Manager and President (principal executive
officer) December 13, 2007

/s/  MORRIS B. SMITH      

Morris B. Smith

Vice President and Chief Financial Officer
(principal financial officer) December 13, 2007

/s/  MICHAEL J. RICKETTS      

Michael J. Ricketts

Vice President, Principal Accounting Officer and
Secretary (principal accounting officer) December 13, 2007
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SIGNATURES AND POWER OF ATTORNEY

        Pursuant to the requirements of the Securities Act of 1933, each co-registrant has duly caused this Registration Statement to be signed on its
behalf by the undersigned, thereunto duly authorized, in the City of Fort Worth, State of Texas, on December 13, 2007.

W.O. OPERATING COMPANY, LTD.
W.O. PRODUCTION COMPANY, LTD.

By: WO Energy, Inc. as general partner of each entity listed above

By: /s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson
President

        In accordance with the requirements of the Securities Act of 1933, this Registration Statement has been signed below by the following
persons on behalf of the co-registrants in the capacities and on the dates indicated.

        Each person whose signature appears below constitutes and appoints S. Jeffrey Johnson and Morris B. Smith, each with full power to act
alone, as his true and lawful attorney-in-fact and agent, with full power of substitution, for him and on his behalf and in his name, place and
stead, in any and all capacities, to execute any and all amendments (including post-effective amendments) to this registration statement, and to
file the same, with all exhibits thereto and other documents in connection therewith, with the Securities and Exchange Commission, granting
unto said attorney-in-fact and agents, and each of them, full power and authority to do and perform each and every act and thing requisite and
necessary to be done in and about the premises in order to effectuate the same, as fully and to all intents and purposes as he might or could do if
personally present, hereby ratifying and confirming all that said attorneys-in-fact and agents, or either of them, or their substitute or their
substitutes, may lawfully do or cause to be done by virtue hereof.

Signature Title Date

/s/  S. JEFFREY JOHNSON      

S. Jeffrey Johnson

Director and President (principal executive
officer) December 13, 2007

/s/  MORRIS B. SMITH      

Morris B. Smith

Director, Vice President and Chief Financial
Officer (principal financial officer) December 13, 2007

/s/  MICHAEL J. RICKETTS      

Michael J. Ricketts

Vice President, Principal Accounting Officer and
Secretary (principal accounting officer) December 13, 2007
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EXHIBIT INDEX**

Exhibit
Number Description

2.1 Agreement and Plan of Merger made as of the 26th day of May 2004, by and among Huron
Ventures, Inc., Davenport Acquisition Corp., Davenport Field Unit Inc., the shareholders of
Davenport Field Unit Inc., Cano Energy Corporation and Big Sky Management Ltd., incorporated
by reference from Exhibit 99.1 to Current Report on Form 8-K, filed on June 8, 2004.

2.2 Management Stock Pool Agreement dated May 28, 2004, incorporated by reference from
Exhibit 2.2 to Current Report on Form 8-K/A, filed on August 11, 2004.

2.3 Investment Escrow Agreement dated May 28, 2004, incorporated by reference from Exhibit 2.3 to
Current Report on Form 8-K/A, filed on August 11, 2004.

2.4 Stock Purchase Agreement dated June 30, 2004, by and between Cano Petroleum, Inc., as Buyer,
and Jerry D. Downey and Karen S. Downey, as Sellers, incorporated by reference from
Exhibit 99.1 to Current Report on Form 8-K, filed on July 15, 2004.

2.5 Purchase and Sale Agreement, dated August 16, 2004, by and between Cano Energy Corporation
and Cano Petroleum, Inc., incorporated by reference from Exhibit 10.1 to Current Report on
Form 8-K, filed on August 25, 2004.

2.6 Purchase and Sale Agreement, dated September 2, 2004, by and between Nowata Oil Properties
LLC and Cano Petroleum, Inc., incorporated by reference from Exhibit 10.1 to Current Report on
Form 8-K, filed on September 20, 2004.

2.7 Purchase and Sale Agreement dated February 6, 2005 by and between Square One Energy, Inc. and
Cano Petroleum, Inc., incorporated by reference from Exhibit 10.1 to Current Report on Form 8-K
filed on March 7, 2005.

2.8 Stock Purchase Agreement by and among Cano Petroleum, Inc., W. O. Energy of Nevada, Inc.,
Miles O'Loughlin and Scott White dated November 29, 2005 (the schedule and exhibits have been
omitted from this filing. An exhibit to the schedules and exhibits is contained in the Stock Purchase
Agreement and the schedule and exhibits are available to the Securities and Exchange Commission
upon request), incorporated by reference from Exhibit 2.1 to Current Report on Form 8-K filed on
December 5, 2005.

2.9 Asset Purchase and Sale Agreement among Myriad Resources Corporation, Westland Energy
Company and PAMTEX, a Texas general partnership composed of PAMTEX GP1 Ltd. and
PAMTEX GP2 Ltd., as Sellers, and Cano Petroleum, Inc. as Buyer dated as of April 25, 2006 (The
schedules and exhibits have been omitted from this filling. An exhibit to the schedules and exhibits
is contained in the Asset Purchase and Sale Agreement and the schedules and exhibits are available
to the Securities and Exchange Commission upon request), incorporated by reference from
Exhibit 2.1 to Quarterly Report on Form 10-QSB filed on May 15, 2006.

2.10 Amendment No. One to Stock Purchase Agreement by and among Cano Petroleum, Inc., W.O.
Energy of Nevada, Inc., Estate of Miles O'Loughlin and Scott White dated May 13, 2006
incorporated by reference from Exhibit 2.1 to Current Report on Form 8-K filed on May 15, 2006.

2.11 Purchase and Sale Agreement by and among UHC New Mexico Corporation, as Seller, Cano Petro
of New Mexico, Inc., as Buyer, and Cano Petroleum, Inc., for Certain Limited Purposes, dated
March 30, 2007, incorporated by reference from Exhibit 2.1 to Current Report on Form 8-K filed
on April 4, 2007. (The schedules and exhibits have been omitted from this filing. An exhibit to the
schedules and exhibits is contained in the Purchase and Sale Agreement and the schedules and
exhibits are available to the Securities and Exchange Commission upon request).
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2.12 Agreement for Purchase and Sale among Ladder Companies, Inc. and Tri-Flow, Inc., as Seller, and
Anadarko Minerals, Inc., as Buyer, dated June 11, 2007, incorporated by reference from Exhibit 2.1
to Current Report on Form 8-K filed on June 12, 2007. (The schedules and exhibits have been
omitted from this filing. An exhibit to the schedules and exhibits is contained in the Agreement for
Purchase and Sale and the schedules and exhibits are available to the Securities and Exchange
Commission upon request).

3.1 Certificate of Incorporation, incorporated by reference from Exhibit 3.1 to the Company's
registration statement on Form 10-SB (File No. 000-50386), filed on September 4, 2003.

3.2 Certificate of Ownership, amending the Company's Certificate of Incorporation, incorporated by
reference from Exhibit 3.2 to the Company's Annual Report on Form 10-KSB filed on
September 23, 2004.

3.3 First Amended and Restated Bylaws, incorporated by reference from Exhibit 3.1 to the Company's
Current Report on Form 8-K filed on December 7, 2007.

3.4 Designation for Series A Convertible Preferred Stock, included in the Company's Certificate of
Incorporation, incorporated by reference from Exhibit 3.1 to the Company's registration statement
on Form 10-SB (File No. 000-50386), filed on September 4, 2003.

3.5 Certificate of Designation for Series B Convertible Preferred Stock, incorporated by reference from
Exhibit 99.2 to Current Report on Form 8-K, filed on June 8, 2004.

3.6 Certificate of Designation for Series C Convertible Preferred Stock, incorporated by reference from
Exhibit 99.2 to Current Report on Form 8-K, filed with the Securities and Exchange Commission
on July 15, 2004.

3.7 Certificate of Designation for Series D Convertible Preferred Stock, incorporated by reference from
Exhibit 3.1 to Current Report on Form 8-K, filed on September 7, 2006.

3.8 Certificate of Amendment to Certificate of Incorporation, incorporated by reference from
Exhibit 3.8 to Registration Statement on Form S-1 (No. 333-126167), filed on January 23, 2007.

3.9* Articles of Incorporation of Square One Energy, Inc.
3.10* Bylaws of Square One Energy, Inc.
3.11* Certificate of Incorporation of Ladder Companies, Inc.
3.12* Bylaws of Ladder Companies, Inc.
3.13* Articles of Incorporation of W.O. Energy of Nevada, Inc.
3.14* Bylaws of W.O. Energy of Nevada, Inc.
3.15* Articles of Incorporation of WO Energy, Inc.
3.16* Bylaws of WO Energy, Inc.
3.17* Certificate of Formation of Pantwist, LLC
3.18* Company Agreement of Pantwist, LLC
3.19* Certificate of Formation of Cano Petro of New Mexico, Inc.
3.20* Bylaws of Cano Petro of New Mexico, Inc.
3.21* Certificate of Limited Partnership of W.O. Operating Company, Ltd.
3.22* Agreement of Limited Partnership of W.O. Operating Company, Ltd.
3.23* Certificate of Limited Partnership of W.O. Production Company, Ltd.
3.24* Agreement of Limited Partnership of W.O. Production Company, Ltd.
4.1 Registration Rights Agreement by and between Cano Petroleum, Inc. and Miles O'Loughlin dated

November 29, 2005, incorporated by reference from Exhibit 4.1 to Current Report on Form 8-K
filed on December 5, 2005.

4.2 Registration Rights Agreement by and between Cano Petroleum, Inc. and Scott White dated
November 29, 2005, incorporated by reference from Exhibit 4.2 to Current Report on Form 8-K
filed on December 5, 2005.

4.3 Amendment No. One to the Registration Rights Agreement by and between Cano Petroleum, Inc.
and Estate of Miles O'Loughlin dated May 13, 2006 and effective as of November 29, 2005
incorporated by reference from Exhibit 4.1 to Current Report on Form 8-K filed on May 15, 2006.

Edgar Filing: CANO PETROLEUM, INC - Form S-3

82



4.4 Amendment No. One to the Registration Rights Agreement by and between Cano Petroleum, Inc.
and Scott White dated May 13, 2006 and effective as of November 29, 2005 incorporated by
reference from Exhibit 4.2 to Current Report on Form 8-K filed on May 15, 2006.

4.5 Registration Rights Agreement dated August 25, 2006 by and among Cano Petroleum, Inc. and the
Buyers listed therein, incorporated by reference from Exhibit 4.1 to Amendment to Current Report
on Form 8-K/A filed on August 31, 2006.

4.6 Registration Rights Agreement dated November 2, 2007 by and among Cano Petroleum, Inc. and
the Buyers listed therein, incorporated by reference from Exhibit 4.1 to Current Report on
Form 8-K filed on November 2, 2007.

4.7* Form of Indenture relating to senior debt securities of Cano.
4.8* Form of Indenture relating to subordinated debt securities of Cano.
4.9* Form of Common Stock Certificate.
5.1* Opinion of Haynes and Boone, LLP.
5.2* Opinion of Ballard Spahr Andrews & Ingersoll, LLP.
10.1* Sponsorship Agreement by and between Cano Petroleum, Inc. and R.C. Boyd Enterprises, LLC.
12.1* Statement re Ratio of Earnings to Fixed Charges.
23.1* Consent of Hein & Associates LLP.
23.2* Consent of Forrest A. Garb & Associates, Inc., Independent Petroleum Engineers.
23.3* Consent of Haynes and Boone, LLP (included in Exhibit 5.1).
23.4* Consent of Ballard Spahr Andrews & Ingersoll, LLP (included in Exhibit 5.2).
24.1* Power of Attorney (included as part of the signature page hereof)

*
Filed herewith.

**
Cano will file as an exhibit to a Current Report on Form 8-K (i) any underwriting, remarketing or agency agreement relating to the
securities offered hereby, (ii) the instruments setting forth the terms of any debt securities, preferred stock or warrants, (iii) any
additional required opinions of counsel with respect to legality of the securities offered hereby and (iv) any required opinion of counsel
to Cano as to certain tax matters relative to the securities offered hereby and Cano will file any Statement of Eligibility and
Qualification under the Trust Indenture Act of 1939 of the applicable trustee in accordance with the requirements of Section 305(b)(2)
of the Trust Indenture Act of 1939 and Rule 5b-3 thereunder.
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