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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
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2.03 Creation of a Direct Financial Obligation or an Obligation Under an Off-Balance Sheet Arrangement of the Registrant

Drawdown under $100,000,000 Credit Agreement

On February 15, 2007, Cano Petroleum, Inc. (�Cano�) increased its aggregate borrowings under its currently existing $100,000,000 Credit
Agreement (the �Credit Agreement�) among Cano Petroleum, Inc., as borrower, and Union Bank of California, N.A. and Natixis, as lenders, to
$10 million.  On March 5, 2007, Cano increased its aggregate borrowings under the Credit Agreement to $17 million.  On March 29, 2007, Cano
increased its aggregate borrowings to $21.5 million.  The interest rate on the amount borrowed fluctuates based on the LIBOR rate plus the
applicable margin which ranges from 1.75% - 2.50% based on the utilization level.  The interest rate on March 29, 2007 was 7.07%.  No
principal is due until November 29, 2009.  A portion of the interest payment was due on March 30, 2007 and the remaining interest payment
dates are April 5, 2007, April 16, 2007 and April 30, 2007.  If the principal is not repaid on those dates, the term and the interest rate of the
applicable borrowing may be modified with the term being up to 12 months from the aforementioned dates with interest payments being due at
least every 90 days thereafter.

* * * * *
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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: April 2, 2007
By: /s/ Morris B. Smith

Morris B. Smith
Senior Vice President and
Chief Financial Officer
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