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Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions (see General Instruction A.2. below):

o  Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

o  Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o  Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

o  Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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Item 1.01.  Entry into a Material Definitive Agreement.

Pursuant to the terms of the Cano Petroleum, Inc. (�Cano�) 2005 Long-Term Incentive Plan, on December 13, 2005, Cano issued non-qualified
stock options exercisable into 25,000 shares of Cano common stock to each of its five non-employee directors:  Gerald W. Haddock, Donnie D.
Dent, James D. Underwood, Randall Boyd and Morris B. Smith.  Each non-employee director received stock options exercisable into 25,000
shares of Cano common stock at an exercise price of $6.30 per share, the closing price of Cano common stock on the American Stock Exchange
on December 13, 2005.  Each director�s stock options vest in whole on December 13, 2006 if such director is still a director of Cano on such date.

The form of Stock Option Agreement for these stock options is attached hereto as Exhibit 10.1.

As set forth in Cano�s Proxy Statement for its 2005 Annual Meeting, previously the Cano board of directors authorized that upon the approval of
the Cano 2005 Long-Term Incentive Plan, no future grants of stock options would be made pursuant to Cano�s 2005 Directors� Stock Option
Plan.  Therefore, the stock options described above were granted pursuant to the Cano 2005 Long-Term Incentive Plan and not the 2005
Directors� Stock Option Plan.  Currently, there are stock options exercisable into 125,000 shares of Cano common stock that previously were
granted to Cano�s five non-employee directors under the Cano 2005 Directors� Stock Option Plan and remain outstanding in accordance with the
terms of the stock option agreements and the Cano 2005 Directors� Stock Option Plan.

Item 9.01.  Financial Statements and Exhibits.

(d)  Exhibits

10.1  Form of Stock Option Agreement.

* * * * *
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

CANO PETROLEUM, INC.
Date: December 19, 2005

By: /s/ Michael J. Ricketts
Michael J. Ricketts
Chief Financial Officer
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EXHIBIT INDEX

Exhibit No. Description

10.1 Form of Stock Option Agreement.
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