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Implementation of the Standardised Approach for Credit Risk: Key Revisions 
under Basel III and the Impact on Banks

In 2017, the Basel Committee on Banking Supervision (BCBS) fi nalised key components of the revised capital framework 
for banks i.e. Basel III. The revisions in the framework were aimed at addressing the weaknesses identifi ed from the 2008 
global  fi nancial crisis.  A key component of the revision is the computation of the risk-weighted assets (RWAs) for credit, 
market and operational risks to better refl ect the inherent risk of these exposures. 

BNM is committed to aligning the domestic capital framework with Basel III. This aims to enhance the resilience of our 
banking system against any potential shocks while ensuring that banks continue to support Malaysia’s fi nancing needs. 
In line with this commitment, BNM issued a revised capital framework for credit risk under the standardised approach 
(Standardised Approach for Credit Risk (SA)) in November 2024. The SA strengthens the capital buff ers that banks hold 
against shocks in two ways (Diagram 1): 

i. Improve the quality and reliability of credit ratings used in capital computation by requiring banks to independently 
conduct due diligence of borrowers, instead of relying solely on their external credit ratings. 

ii. Improve the risk sensitivity and robustness of the standardised approach in computing capital.

These enhancements would also bring the SA more in alignment with the Internal Ratings-based approach for Credit 
Risk (IRB).

Due diligence requirement 

Under Basel II, banks can use external credit ratings by rating agencies to determine the risk weights of corporate credit 
risk exposures. The due diligence requirement introduced in Basel III ensures that banks have a thorough understanding 
of the underlying risks of their exposures and do not mechanistically rely on external credit ratings. If banks observe the 
external credit ratings do not fully account for the underlying risks, they must revise the credit ratings and increase the 
regulatory risk weights for those exposures. 

Diagram 1: Summary of the SA Revisions

Improve risk
sensitivity and

robustness of SA

2

Risk management
expectations to curb

mechanistic reliance on
external credit ratings

Improve the quality
and reliability of credit
ratings used in capital

computation 

1

Corporate

Real estate

Due diligence   

Source: Bank Negara Malaysia

• Two new sub-asset classes

• Granular risk weights 
tailored to risk profile

• Increased comparability 
with IRB

• New and granular sub-asset 
classes

• Risk weights consider 
source of repayment and 
financing-to-value (FTV) 
ratio



Financial Institution Soundness and Resilience

45Financial stabilit y review – second half 2024

In Malaysia, under BNM’s credit risk management expectations, banks are already required to perform credit risk 
assessments1  on the borrower, where they must consider all relevant factors including macroeconomic, transaction, 
counterparty and country-risks when deriving a credit rating. In addition, when using external credit ratings, banks 
must demonstrate that they have sound understanding of the assessment methodology adopted by the rating agency. 
Therefore, the due diligence requirements under Basel III will better align credit ratings used for internal risk management 
and capital computation purposes. Banks operating in Malaysia are therefore well-placed to adopt the due diligence 
requirements under Basel III. The sophistication of the due diligence practices will depend on the size and complexity of 
the bank’s fi nancing activities. 

Recalibration of risk weights for key asset classes

Under Basel II, certain asset classes are assigned fl at risk weights or limited categories of risk weights. As a result, the risk 
weights prescribed under Basel II are not suffi  ciently granular to distinguish between diff erent risk profi les of exposures 
and are less sensitive to changes in risk profi les compared to that observed under the IRB approach. 

In line with Basel III, a number of new asset classes with more granular risk weights were introduced under the SA to 
improve the sensitivity of the risk weights and enhance comparability with IRB. These recalibrations mainly aff ected risk 
weights for fi nancing to: (i) corporate exposures, and (ii) real estate exposures.

i. Corporate exposures
Under Basel III, corporate exposures are broken down into three categories i.e. general corporate, corporate SMEs and 
specialised fi nancing (Diagram 2) to better refl ect the underlying characteristic and risk profi le of the various types of 
corporate exposures. 

1  Requirement stipulated in Credit Risk policy document.

Diagram 2: Corporate Exposures under Basel II and Basel III

Exposure as % of
total financing* Basel II Basel III

1

Corporate 

Corporate
(5 risk weight buckets, range from

20%–150%)
~13%

General corporate
(6 risk weight buckets, range from

20%–150%)

Corporate SMEs
(85% risk weight)

Specialised financing
Rated:
• 5 risk weight buckets, range from 20%–150%

Unrated:
• Commodity finance (100% risk weight)
• Object finance (100% risk weight)
• Project finance (depending on the stage of
 project development) i.e.

New sub-asset classes introduced under Basel III

* Total financing provided by banks, based on banks’ submission to the Quantitative Impact Study for the position as at 31 December 2023.

Pre-operational project finance

Operational project finance

High-quality operational 
project finance

130%

100%

80%

~6%

~1%

Source: Bank Negara Malaysia



Financial Institution Soundness and Resilience

46 Financial stabilit y review – second half 2024

In Malaysia, the predominant corporate exposures are in general corporate and corporate SMEs. Based on the 
Quantitative Impact Study (QIS)2 conducted during the industry consultation process, 31% of the total corporate 
exposure will qualify as corporate SMEs exposure and attract a lower risk weight of 85%. Under Basel II, these SME 
exposures are normally unrated and would attract 100% risk weight. Specialised fi nancing exposures are currently 
small, accounting for less than 1% of total fi nancing, with the larger part being in project fi nance. Under Basel III, risk 
weights for project fi nance are broken down into three risk weight buckets which diff erentiate the risk of the project 
based on the project life-cycle and recognise certain features of the project which render it high-quality. 

ii. Real estate exposures
 Basel III introduces a more granular asset classifi cation for real estate exposures namely residential real estate (RRE), 

commercial real estate (CRE), land acquisition, development, and construction (land ADC) and other real estate 
(Diagram 3).

 RRE and CRE are further categorised into income-producing and non-income producing exposures. This is based 
on how the fi nancing is expected to be repaid i.e. whether repayment is dependent on cash fl ows generated by the 
real estate collateral (income-producing) or based on the borrower’s capacity to service the fi nancing (non-income 
producing). In addition, the risk weights for these exposures are calibrated to be more risk-sensitive to their level of 
collateralisation i.e. fi nancing-to-value (FTV).

 Land ADC exposures attract a higher risk weight due to the construction performance risk as the source of repayment 
depends on the cash fl ows generated by the property under construction.

2  The QIS was issued in 2023, alongside the release of the exposure draft on the SA.

Diagram 3: Real Estate Exposures under Basel II and Basel III
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 Based on QIS, around 60% of the real estate exposures of banks in Malaysia under SA are RRE. Of this, more than half  
 of the exposures will qualify for lower risk weights based on the more granular FTV buckets (Diagram 4). 

Basel III also requires banks to compute the FTV ratio using the value of the property at the point of fi nancing origination. 
This approach is intended to mitigate the impact of sharp price fl uctuations during property booms or busts that could 
lead to excessive cyclicality in risk weights, and ultimately, capital and lending activity. 

Expected impact on banks’ capital 

The results from the QIS carried out by BNM based on outstanding exposures as at 31 December 2023, indicate that 
changes to the SA are expected to have a fairly neutral capital impact on banks. At the industry level, the total capital ratio 
of banks adopting the SA will improve by 25 basis points. However, the impact to individual banks varies, depending on 
their fi nancing portfolios and risk profi les (Diagram 5). 

The SA will come into eff ect on 1 July 2026. 

Diagram 4: Real Estate Exposures for SA Banks 
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Diagram 5: Financing Portfolios
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 1 The ISSB is a sister body to the International Accounting Standards Board (IASB) established by the International Financial Reporting Standards (IFRS) 
foundation in 2021 with the responsibility to develop the IFRS sustainability disclosure standards and provide a global baseline for sustainability disclosures.

 2 The ACSR is a national inter-agency committee formed with the endorsement of the Ministry of Finance and chaired by the Securities Commission Malaysia 
(SC). Members comprised of representatives from the Audit Oversight Board of the SC, Bank Negara Malaysia (BNM), Companies Commission of Malaysia, 
Bursa Malaysia Berhad and the Financial Reporting Foundation. 

3 Specifi cally, IFRS S1 on General Requirements for Disclosure of Sustainability-related Financial Information and IFRS S2 on Climate-related Disclosures.
4 The CRMSA PD requires fi nancial institutions to produce annual TCFD-aligned climate-related disclosures for fi nancial years beginning on or after 1 January 

2024. The TCFD recommendations provide a framework for companies to disclose information on their climate risks and opportunities across four core areas, 
namely governance, strategy, risk management, and metrics and targets, which have been incorporated into the ISSB Standards.

Navigating the Financial Sector’s Transition to the National Sustainability 
Reporting Framework 

Following the issuance of the sustainability disclosure standards (ISSB standards) by the International Sustainability 
Standards Board (ISSB)1  in June 2023, Malaysia has developed the National Sustainability Reporting Framework (NSRF), 
spearheaded by the Advisory Committee on Sustainability Reporting (ACSR).2 The NSRF, published in September 2024, 
provides the timeline and approach on the use of ISSB standards3 as the baseline sustainability disclosure standards in 
Malaysia. In essence, the NSRF requires companies to produce consistent and comparable disclosures to enhance the 
credibility of the reports and promote improved decision-making and stakeholder engagement. 

Diagram 1 provides a snapshot of the NSRF and the support available to facilitate its adoption. This article discusses the 
progress of financial institutions in producing climate-related disclosures and the implications of the NSRF on them.

Implementation of climate-related disclosures by financial institutions

As outlined in the Climate Risk Management and Scenario Analysis policy document (CRMSA PD) by BNM, financial 
institutions are required to produce climate-related disclosures4 aligned to the recommendations of the Financial 

Diagram 1: Overview of National Sustainability Reporting Framework and Support Provided
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*  PACE is an initiative established to assist the adoption of the NSRF. The four key features of PACE are policy guidance (P), assumptions (A), emission 
 calculators (C) and educational resources (E).
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