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Canadian businesses may be eligible for government funding and incentive programs
announced as part of the new Canada’s Defence Industrial Strategy (DIS). In particular,
Canadian defence and aerospace companies, as well as businesses interested in
diversifying and supporting this sector, should consider whether they may benefit from new
financial support announced on February 17, 2026. These supports include direct funding
allocations, capitalization instruments, long term public investments and supply chain
development critical to Canada’s sovereign capabilities. Although Canada has not yet
provided full details of these upcoming programs, the government has indicated it intends
to make initial investments in early 2026.

KPMG'’s Tax Incentives Practice can help you understand eligibility requirements and
timelines for government funding and incentives available through DIS. In particular,
Canada indicates that maintaining and expanding domestic production capacity in defence,
including in the aerospace, shipbuilding, critical minerals, drones, ammunitions, personnel
protection, sensors, space, training and simulation sectors, could bolster sovereignty and
economic growth. As these programs are rolled out by the government, opportunities for
businesses will present themselves and companies may require assistance to ensure they
are eligible for funding.

Background

In October 2025, Canada established the Defence Investment Agency, which is intended
to accelerate the timeline of defence procurements, leverage defence procurements to
strengthen Canada’s defence industrial base, and attract investment into Canada’s
defence industry.
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In the 2025 federal budget, Canada pledged $81.8 billion to increase defence
investments, with $6.6 billion of this funding allocated to Canada’s Defence Industrial
Strategy to encourage the Canadian industry to produce equipment used by the military.

Priority investment areas

As part of its Defence Industrial Strategy, Canada provided the following initial list of key
investment areas:

e Aerospace — Aerospace Platforms; Avionics; and Aircraft Communications

e  Ammunition — Common Ammunition; Battle-Decisive Munitions; Small Arms;
Missiles and Bombs

o Digital Systems — Secure Cloud; Atrtificial Intelligence; Quantum Computing and
Communications; Integrated Command, Control and Communications; High-
Assurance Communications Equipment

e In-Service Support — Naval; Land; Air
e Personnel Protection — Medical Counter Measures
e Sensors —Marine Sensors; Quantum Sensors; Electronic Warfare

e Space — Space-Based Intelligence; Surveillance and Reconnaissance; Space
Domain Awareness; Satellite Communications; Space Launch

e Specialized Manufacturing — Land Vehicles / Surface Ships, including Icebreakers
and Marine Systems

e Training and Simulation — Naval; Land; Air

e Uncrewed and Autonomous Systems — Uncrewed and Autonomous Land, Aerial,
Underwater and Surface Systems (including Uncrewed Collaborative Platforms)

Available financial supports

The strategy focuses on developing Canada’s defence industry from basic research to
product production for export and Canadian markets. Canada states that it will develop and
enhance new policies, departments and agencies to foster and grow Canada’s capabilities.

DIS includes the following broadly described funding and support streams:
e Direct funding — Support for innovation, prototyping and demonstration

e Capitalization — Loans and venture capital for industrialization and scale-up
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e Public procurement and investments — Commercial traction and references (e.g.,
acquisitions, infrastructure)

¢ Industrial and technological benefits —mandatory reinvestments that can fund
enabling projects (capacity, innovation, skills).

KPMG observations

Canadian aerospace and defence companies should follow developments related to the
implementation of this multi-year strategy. DIS presents exciting new funding
opportunities for Canadian defence and aerospace companies, as well as for the supply
chain and research and development infrastructure that supports them.

In response to this announcement, businesses should assess their upcoming growth
initiatives and explore how DIS initiatives and future funding programs can support their
objectives. Additionally, companies interested in diversifying into or strengthening their
presence in this sector can benefit by proactively identifying growth opportunities within
this priority area and aligning their strategies with these funding initiatives and the
requirements of supply chains in the defence industry.

Initiatives like the Regional Defense Investment Initiative (RDII) and the Defence
Industry Assist (DI Assist) program provide support for organizations across various
sectors to reinforce Canada’s defence industrial base. These programs are intended to
bolster research and development efforts focused on technologies that address the
capability needs of the Canadian Armed Forces (CAF) and address Canada's defence
and security needs while promoting regional economic growth.

By familiarizing themselves with some of the existing programs, businesses can better
respond to future programs to come over the next decade.

We can help
Your KPMG adviser can help you assess whether your business can access these
strategic funding programs and provide details on additional government funding that you

may be eligible to receive. For more information, contact your KPMG Tax Incentives
adviser.
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