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subcontractor shall be paid through 
the prime contractor as part of the 
overall settlement with the prime con-
tractor. 

49.108–8 Assignment of rights under 
subcontracts. 

(a) The termination for convenience 
clauses in 52.249, except the short-form 
clauses, obligate the prime contractor 
to assign to the Government, as di-
rected by the TCO, all rights, titles, 
and interest under any subcontract ter-
minated because of termination of the 
prime contract. The TCO shall not re-
quire the assignment unless it is in the 
Government’s interest. 

(b) The termination for convenience 
clauses (except the short-form clauses) 
also provide the Government the right, 
in its discretion, to settle and pay any 
settlement proposal arising out of the 
termination of subcontracts. This right 
does not obligate the Government to 
settle and pay settlement proposals of 
subcontractors. As a general rule, the 
prime contractor is obligated to settle 
and pay these proposals. However, 
when the TCO determines that it is in 
the Government’s interest, the TCO 
shall, after notifying the contractor, 
settle the subcontractor’s proposal 
using the procedures for settlement of 
prime contracts. An example in which 
the Government’s interest would be 
served is when a subcontractor is a sole 
source and it appears that a delay by 
the prime contractor in settlement or 
payment of the subcontractor’s pro-
posal will jeopardize the financial posi-
tion of the subcontractor. Direct set-
tlements with subcontractors are not 
encouraged. 

49.109 Settlement agreements. 

49.109–1 General. 
When a termination settlement has 

been negotiated and all required re-
views have been obtained, the con-
tractor and the TCO shall execute a 
settlement agreement on Standard 
Form 30 (Amendment of Solicitation/ 
Modification of Contract) (see 49.603). 
The settlement shall cover (a) any 
setoffs that the Government has 
against the contractor that may be ap-
plied against the terminated contract 
and (b) all settlement proposals of sub-

contractors, except proposals that are 
specifically excepted from the agree-
ment and reserved for separate settle-
ment. 

49.109–2 Reservations. 
(a) The TCO shall— 
(1) Reserve in the settlement agree-

ment any rights or demands of the par-
ties that are excepted from the settle-
ment; 

(2) Ensure that the wording of the 
reservation does not create any rights 
for the parties beyond those in exist-
ence before execution of the settlement 
agreement; 

(3) Mark each applicable settlement 
agreement with ‘‘This settlement 
agreement contains a reservation’’ and 
retain the contract file until the res-
ervation is removed; 

(4) Ensure that sufficient funds are 
retained to cover complete settlement 
of the reserved items; and 

(5) At the appropriate time, prepare a 
separate settlement of reserved items 
and include it in a separate settlement 
agreement. 

(b) A recommended format for settle-
ment of reservations appears in 49.603– 
9. 

49.109–3 Government property. 
Before execution of a settlement 

agreement, the TCO shall determine 
the accuracy of the Government prop-
erty account for the terminated con-
tract. If an audit discloses property for 
which the contractor cannot account, 
the TCO shall reserve in the settlement 
agreement the rights of the Govern-
ment regarding that property or make 
an appropriate deduction from the 
amount otherwise due the contractor. 

49.109–4 No-cost settlement. 
The TCO shall execute a no-cost set-

tlement agreement (see 49.603–6 or 
49.603–7, as applicable) if (a) the con-
tractor has not incurred costs for the 
terminated portion of the contract or 
(b) the contractor is willing to waive 
the costs incurred and (c) no amounts 
are due the Government under the con-
tract. 

49.109–5 Partial settlements. 
The TCO should attempt to settle in 

one agreement all rights and liabilities 
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