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CEO corner

To Our Shareholders,

Stocks advanced sharply in the six months ended January 31, 2011 in a sus-
tained rally that began in mid November and lasted through the end of the
six-month period. In January alone, blue-chip stocks, as measured by the Dow
Jones Industrial Average, rose 2.72%, the Dow’s strongest January in 14 years
and its first positive January in four years. For the six-month period, the
broader S&P 500 Index returned 17.93%.

The period began in turmoil for equities, as weak economic data promoted fears
of a double-dip recession and a sovereign debt crisis in Europe made matters
worse. But word that the Federal Reserve was ready to stimulate the economy
via a second round of quantitative easing (QE2) sparked a market rebound

in the last three months of the period that was sustained by strengthening
economic data and strong corporate revenue growth. A last-minute extension
of expiring federal tax breaks provided further support for the economy and
erased most thoughts of a return to recession.

In this environment, bonds turned in essentially flat results overall, with their
best returns coming at the beginning of the period — the reverse of stocks’
performance. In the first half of the six-month period, the uncertain economy
sparked a flight to the relative safety of Treasuries, sending their yields (which
go down as prices go up) down to levels not seen in decades. Corporate bonds
benefited from stronger corporate balance sheets and a demand for higher
yields. But in the second half of the period, growing confidence that the U.S
economy had turned a corner sent bond prices down and yields up as inves-
tors began to price in better economic conditions. For the six months ended
January 31, 2011, the broad bond market returned 0.20%, as measured by the
Barclays Capital U.S. Aggregate Bond Index.

Preferred securities, with their fixed dividend payments, often behave like
bonds. That has not been the case over the past year or so as preferred securities
turned in historically above average results on favorable supply and demand
conditions. But in the second half of this six-month period, preferred securities
reverted to their more typical behavior and suffered price declines along with

a sell-off in the Treasury market.

The disparity in stock and bond results in this period supports the argument
for having a well-diversified investment portfolio among asset classes, styles
and managers. The goal is to mitigate risk and help bolster long-term results by
having at least one asset class performing well to potentially offset the under-
performing asset class of the moment. We believe a well-diversified portfolio is
potentially your best defense against market volatility. The challenge is to keep
in mind that asset allocation and diversification are long-term strategies — they
may appear not to work over short periods, but they may work long term.

Sincerely,

Keith 7 Hontstein

Keith E Hartstein,
President and Chief Executive Officer

PS. If you haven't already done so, we encourage you to consider choosing elec-
tronic delivery for your John Hancock Funds reports and statements. You'll add
a layer of identity protection for your documents and at the same time do well by
planet Earth. To sign up, please go to www.jhfunds.com/edelivery. Thank you.

This commentary reflects the CEO’s views as of January 31, 2011. They are subject to change
at any time. For more up-to-date information, you can visit our Web site at www.jhfunds.com.
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Your fund at a glance

The Fund’s primary investment objective is to provide a high level of current
income, consistent with preservation of capital. The Fund’s secondary investment
objective is to provide growth of capital to the extent consistent with its primary
investment objective. The Fund seeks to achieve its objectives by investing in
securities that, in the opinion of the Adviser, may be undervalued relative to similar
securities in the marketplace. Under normal conditions, the Fund invests at least
80% of its assets (net assets plus borrowings for investment purposes) in preferred
stocks and other preferred securities, including convertible preferred securities.

The Fund may also utilize reverse repurchase agreements to obtain investment
leverage either alone or in combination with other forms of investment leverage.

Over the last six months

» Equities posted strong gains, bonds struggled and preferred securities posted
returns in the middle of those two divergent results.

» Throughout much of the period, preferred securities were bolstered by attractive
supply and demand conditions.

» The Fund benefited from its holdings in energy and utilities preferred securities
and those with certain tax advantages.

John Hancock Preferred Income Fund Ill
Fund performance and distribution rates for the six months ended January 31, 2011.
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The total returns for the Fund include all distributions reinvested. The performance data contained within this
material represents past performance, which does not guarantee future results.

Current annualized distribution rate is the latest monthly dividend rate as an annualized percentage of net asset
value/market price on 1-31-11. The Fund’s monthly distributions may be from net investment income, capital
gains or return of capital.
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Managers’ report

John Hancock
Preferred Income Fund I

The equity and fixed-income markets posted divergent results dur-
ing the six months ended January 31, 2011, with the broad S&P 500

Index gaining 17.93% and the Barclays Capital U.S. Aggregate Bond

Index returning 0.20%. Preferred securities posted returns in the middle

of those two divergent results during the six-month period, producing

very strong returns in the late summer and early fall of 2010, but coming

under pressure along with a bond market sell-off in recent months.

Early in the period, renewed concerns about a double-dip recession and the Federal

Reserve’s stated commitment to keeping interest rates very low helped preferred

securities. Against that macroeconomic backdrop, investor demand for preferreds

was quite strong, reflecting an appetite for higher-yielding fixed-income asset classes.

TOP 10 HOLDINGS'
Nexen, Inc., 7.350% ........ 4.9%
Viacom, Inc., 6.850% ...... 3.7%

MetLife, Inc.,
Series B, 6.500%.............. 3.0%

PPL Energy
Supply, LLC, 7.000%......... 2.6%

SCANA Corp., 7.700% ....2.6%

FPC Capital I,
Series A, 7.100% ............. 2.5%

Morgan Stanley Capital
Trust IV, 6.250%............... 2.4%

Wachovia Preferred Funding
Corp., Series A, 7.250% ..2.3%

United States Cellular
Corp., 7.500%........cc...... 2.2%

ING Groep NV, 7.200%....2.1%

Not part of the semiannual report

At the same time, constraints on the supply of preferreds —
realized and expected — were also supportive. Companies
eager to bolster their balance sheets were reluctant to issue new
preferreds, and new regulations that are expected to dampen
banks’ issuance of new preferreds helped elevate the “scarcity

value” of the asset class.

More recently, preferred securities have struggled amid reig-
nited demand for riskier asset classes and a waning appetite
for many types of fixed-income investments. In November, the
Fed embarked on a new round of “quantitative easing,” begin-
ning an anticipated $600 billion of new purchases of Treasury
bonds to stimulate the economy and reduce the risk of defla-
tion. Although the Fed believed the bond purchases would
lower borrowing rates, stronger-than-expected economic

data drove Treasury yields higher and their prices lower. This



Portfolio Managers Gregory K. Phelps and Mark T. Maloney
John Hancock Asset Management (formerly MFC Global Investment Management (U.S.), LLC)?

sell-off in the Treasury market weighed on most fixed-income investments,

including preferred stocks.

Performance

For the six months ended January 31, 2011, John Hancock Preferred Income
Fund III returned 7.14% at net asset value (NAV) and —1.55% at market price.
The difference in the Fund’s NAV performance and its market performance

stems from the fact that the market

share price is subject to the dynamics
of secondary market trading, which “Early in the period, renewed

could cause it to trade at a discount .
, ) . concerns about a double-dip
or premium to the Fund’s NAV price

H I
at any time. By comparison, the recession and the Federal Reserve’s

group of closed-end preferred income stated commitment to keeping

funds tracked by UBS Securities LLC interest rates very low helped

[©)
returned an average of 8.73% at NAV preferred securities.”

and 2.08% at market price. For the

same six-month period, the Barclays
Capital U.S. Aggregate Bond Index returned 0.20% and the Bank of America
Merrill Lynch Preferred Stock Hybrid Securities Index returned 4.86%.

The Funds current annualized distribution rate was 7.76% at closing NAV and
8.43% at closing market price on January 31, 2011. That compared with the
average 8.07% at NAV and 8.49% at closing market price for the UBS group

of closed-end preferred income funds on January 31, 2011.

The Fund’s NAV results outperformed the Barclays Capital U.S. Aggregate
Bond Index because preferred stocks outpaced all major components of that
benchmark. We believe that the Fund lagged its UBS peer group average due
to its smaller exposure to financials, one of the best-performing industry sec-
tors among preferreds. Relative to the Bank of America Merrill Lynch Preferred

Stock Hybrid Securities Index, the Fund’s outperformance was driven

Not part of the semiannual report




primarily by its comparatively large stake in preferred securities not held in
the index that had tax advantages known as the dividends-received deduction
(DRD) and qualified dividend income (QDI). Those groups generally outpaced
the preferred stock index overall. DRD tax advantages apply to corporate

shareholders and QDI tax advantages are for individual shareholders.

Leaders and laggards

During the six-month period, one of the Fund’s best-performing preferred
holdings was oil and gas exploration and production company Apache Corp.,
which benefited from rising oil prices and expectations of expanding demand
for oil amid an ongoing global economic recovery. Another comparatively good
performer was AEGON NV, a provider of insurance and other financial products.
Investments in AEGON generally held up better than the preferred market as a
whole, likely due to investors’ preference for tax-advantaged preferred securi-
ties of well-managed companies. Toward the end of the period, a decision in
Washington, D.C. to extend Bush-era tax policy — including a 15% federal

tax on qualified dividends — helped stimulate investor demand for AEGON.
Likewise, certain of the Fund’s holdings in ING Groep NV that carry these same

tax advantages were also standouts for the Fund during the period.

Performance also was bolstered by some common stock investments, particularly
UIL Holding Corp., AT&T, Inc. and Verizon Communications, Inc. Investor
demand for UIL, a diversified energy delivery company serving customers in
New England, was solid in response to the stock’s very attractive yield and the
company’s acquisition of several gas distribution utilities. AT&T also was helped
by its compelling yield and the company’ recent decision to raise its dividend
and pursue a sizable stock buyback program. Verizon’ attractive yield also
worked in its favor, as did investors’ excitement about the company’s announce-

ment that Apple’s iPhone 4 would be available on the Verizon

SECTOR COMPOSITION? Wireless Network in February 2011.
Financials..............c.......... 55%

Detracting from performance were investments in certain
Utilities ... 23% T

preferred securities issued by Goldman Sachs Group, Inc.
Energy ..o, 7%

and Royal Bank of Scotland Group PLC. Some of the Fund’s

1 1 0,
Consumer Discretionary .. 6% holdings in Goldman that were purchased just before Treasury

1S'ee|r<ilci:§>£mumcatlon 5o, yields moved higher languished as later-issued securities
............................ 0

Consumer Staples . offered higher yields. Some investments in Royal Bank of
............ 0

Scotland came under pressure due to some profit taking and
Short-Term Investments.... 2% ) o )
uncertainty over the British economic recovery.

Not part of the semiannual report




Outlook
We are optimistic about the prospects

for preferred securities. Barring a sig-

nificant surge in the pace of economic

“More recently, preferred securities
growth, we don’t foresee short-matu- y. P

rity Treasury yields rising much from have struggled amid reignited

January 31, 2011 levels. In our view, demand for riskier asset classes and

remain stubbornly high in coming of fixed-income investments.”

months, which means the Fed will

be unlikely to raise interest rates until
mid-2011 at the earliest. Against that economic backdrop, we believe preferred
securities potentially could benefit from favorable supply and demand fac-
tors. We expect supply to remain

somewhat muted, the result of mini- PORTFOLIO COMPOSITION?

mal new issuance and companies’

75% Preferred Securities — U.S.
18% Preferred Securities — Foreign
2% Corporate Bonds

2% Capital Preferred Securities
1% Common Stocks

2% Short-Term Investments

ongoing efforts to redeem existing
preferred shares to bolster their
balance sheets. We believe demand

will remain strong to the extent

investors continue to seek higher-
yielding alternatives to short-term
U.S. government bonds. We also

expect the overall corporate earnings outlook to continue to brighten in 2011,

a development that will likely aid the credit profile of preferred securities.

This commentary reflects the views of the portfolio managers through the end of the Fund'’s period discussed
in this report. The managers' statements reflect their own opinions. As such they are in no way guarantees
of future events and are not intended to be used as investment advice or a recommendation regarding any
specific security. They are also subject to change at any time as market and other conditions warrant.

Past performance is no guarantee of future results.

The Fund normally will invest at least 25% of its total assets in the industries comprising the utilities sector, which
includes telecommunications companies, measured at the time of purchase. When the Fund'’s investments focus
on one or more sectors of the economy, they are far less diversified than the broad securities markets. This means
that the Fund may be more volatile than other mutual funds, and the values of its investments may go up and
down more rapidly. Specifically, utilities can be hurt by higher interest costs in connection with capital construc-
tion programs, costs associated with environmental and other regulations and the effects of economic declines,
surplus capacity and increased competition. In addition, the Fund may invest in financial services companies,
which can be hurt by economic declines, changes in interest rates, regulatory and market impacts. The Fund’s
international investing involves special risks such as political, economic and currency risks and differences in
accounting standards and financial reporting.

' As a percentage of the Fund’s total investments on 1-31-11. Cash and cash equivalents are not included
in Top 10 Holdings.

2Manulife Asset Management (US) LLC is doing business as John Hancock Asset Management.
3 As a percentage of the Fund’s total investments on 1-31-11.
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Porttolio summary

Top 10 Holdings'

Nexen, Inc., 7.350% 4.9% Morgan Stanley Capital

Viacom, Inc., 6.850% 37%  TrustlV, 6.250% 2.4%
MetLife, Inc., Series B, 6.500% 3.0% Wachovia Preferred Funding Corp.,

PPL Energy Supply, LLC, 7.000% 2.6% Series A, 7.250% 2.3%
SCANA Corp., 7.700% 2 6% United States Cellular Corp., 7.500% 2.2%
FPC Capital I, Series A, 7.100% 259 NG Groep NV, 7.200% 2.1%

Sector Composition?3

Financials 55% Telecommunication Services 5%
Utilities 23% Consumer Staples 2%
Energy 7% Short-Term Investments 2%
Consumer Discretionary 6%

PORTFOLIO COMPOSITION?

75% Preferred Securities — U.S.
18% Preferred Securities — Foreign
2% Corporate Bonds

2% Capital Preferred Securities
1% Common Stocks

2% Short-Term Investments

Country Composition?

United States 81%
United Kingdom 5%
Netherlands 5%
Canada 5%
Switzerland 1%
Other 3%

' As a percentage of the Fund's total investments on 1-31-11. Cash and cash equivalents are not included in
Top 10 Holdings.

2 As a percentage of the Fund's total investments on 1-31-11.

3 Investments focused in one sector may fluctuate more widely than investments diversified across sectors. Because
the Fund may focus on particular sectors, its performance may depend on the performance of those sectors.

Preferred Income Fund Il | Semiannual report



Fund’s investments

As Of 1-31-11 (unaudited)

Shares Value

Preferred Securities (a) 139.57% $762,064,484

(Cost $803,141,138)

Consumer Discretionary 9.69% 52,898,472
Media 9.69%

CBS Corp., 6.750% 20,700 520,605
Comcast Corp., 6.625% (2) 130,000 3,311,100
Comcast Corp., 7.000% (2) 114,900 2,900,076
Comcast Corp., Series B, 7.000% (L)(Z) 609,556 15,604,634
Viacom, Inc., 6.850% (L)(Z) 1,196,635 30,562,057
Consumer Staples 3.00% 16,362,830

Food & Staples Retailing 1.94%
Ocean Spray Cranberries, Inc., Series A,

6.250% (S)(Z) 135,000 10,563,750
Food Products 1.06%
Archer-Daniels-Midland Company, 6.250% 139,000 5,799,080
Energy 8.37% 45,720,217
0il, Gas & Consumable Fuels 8.37%
Apache Corp., Series D, 6.000% 87,800 5,745,632
Nexen, Inc., 7.350% (2) 1,590,079 39,974,585
Financials 79.69% 435,131,996
Capital Markets 9.44%
Credit Suisse Guernsey, 7.900% (Z) 423,000 11,268,720
Goldman Sachs Group, Inc., 6.125% (2) 449,600 10,880,320
Goldman Sachs Group, Inc., Series B, 6.200% 57,000 1,366,860
Lehman Brothers Holdings Capital Trust Ill,

Series K, 6.375% (1) 808,400 20,210
Lehman Brothers Holdings, Inc., Depositary

Shares, Series D, 5.670% (1) 142,601 1,996
Morgan Stanley Capital Trust Ill, 6.250% 170,000 3,957,600
Morgan Stanley Capital Trust IV, 6.250% (L)(Z) 846,500 19,630,335
Morgan Stanley Capital Trust V, 5.750% 158,000 3,635,580
Morgan Stanley Capital Trust VII, 6.600% 33,100 796,055
Commercial Banks 16.38%
Barclays Bank PLC, Series 3, 7.100% (Z) 379,900 9,326,545
Barclays Bank PLC, Series 5, 8.125% (Z) 515,000 13,281,850
HSBC Holdings PLC, 8.000% (L)(2) 60,900 1,648,563

See notes to financial statements Semiannual report | Preferred Income Fund Il 7



Shares Value
Commercial Banks (continued)
Royal Bank of Scotland Group PLC, Series L,

5.750% (L)(Z) 955,000 $16,951,250
Santander Finance Preferred SA Unipersonal,

Series 10, 10.500% 313,500 8,771,730
Santander Holdings USA, Inc., Series C,

7.300% (2) 479,910 12,002,549
USB Capital VIII, Series 1, 6.350% (2) 502,800 12,570,000
USB Capital XI, 6.600% (L)(2) 107,000 2,713,520
Wells Fargo & Company, 8.000% (Z) 371,900 10,193,779
Wells Fargo Capital Trust IV, 7.000% (2) 77,800 1,973,786
Consumer Finance 4.35%

HSBC Finance Corp., 6.875% (2) 576,118 14,437,517
HSBC Finance Corp., Depositary Shares,

Series B, 6.360% (2) 270,000 6,301,800

SLM Corp., 6.000% (2) 55,040 1,129,421
SLM Corp., Series A, 6.970% (2) 44,899 1,855,676
Diversified Financial Services 27.84%
BAC Capital Trust Il, 7.000% (2) 94,600 2,347,026
Bank of America Corp., Series MER, 8.625% 19,200 505,344
Citigroup Capital X, 6.100% (2) 741,300 16,627,359
Citigroup Capital XIIl (7.875% to 10-30-15,

then 3 month LIBOR + 6.370%) 24,600 657,558
Deutsche Bank Capital Funding Trust VIII,

6.375% (2) 40,000 888,000
Deutsche Bank Capital Funding Trust X,

7.350% (2) 243,300 6,116,562
Deutsche Bank Contingent Capital Trust Il,

6.550% (2) 381,200 8,763,788
Deutsche Bank Contingent Capital Trust Ill,

7.600% (2) 311,000 7,986,480
General Electric Capital Corp., 6.000% (2) 97,300 2,463,636
General Electric Capital Corp., 6.050% (2) 60,000 1,539,600
General Electric Capital Corp., 6.625% 35,000 899,150
ING Groep NV, 7.050% (2) 598,970 13,476,825
ING Groep NV, 7.200% (L)(2) 765,000 17,579,700
JPMorgan Chase & Company, 8.625% (Z) 395,000 10,779,550
JPMorgan Chase Capital XXIX, 6.700% (2) 455,000 11,570,650
Merrill Lynch Preferred Capital Trust Ill,

7.000% (2) 457,017 11,078,092
Merrill Lynch Preferred Capital Trust IV,

7.120% (2) 380,700 9,300,501
Merrill Lynch Preferred Capital Trust V,

7.280% (2) 410,000 10,168,000
RBS Capital Funding Trust V, 5.900% (2) 742,366 10,029,365
RBS Capital Funding Trust VI, 6.250% (2) 340,000 4,726,000
Repsol International Capital Ltd., Series A 7.450% 179,000 4,505,430
Insurance 13.98%

AEGON NV, 6.375% (2) 245,000 5,277,300
AEGON NV, 6.500% (2) 215,000 4,628,950
American Financial Group, Inc., 7.000% 464,600 11,522,080

Preferred Income Fund Il | Semiannual report See notes to financial statements




Shares Value
Insurance (continued)

MetlLife, Inc., Series B, 6.500% (L)(Z) 993,000 $24,616,470
Phoenix Companies, Inc., 7.450% (2) 600,549 11,596,601
PLC Capital Trust IV, 7.250% (2) 337,035 8,398,912
PLC Capital Trust V, 6.125% (2) 185,950 4,276,850
Prudential PLC, 6.500% (2) 129,638 3,147,611
RenaissanceRe Holdings Ltd., Series C,

6.080% (2) 122,300 2,854,482

Real Estate Investment Trusts 7.68%

Duke Realty Corp., Depositary Shares, Series J,

6.625% (2) 638,100 14,759,253
Duke Realty Corp., Depositary Shares, Series K,

6.500% (2) 151,600 3,480,736
Duke Realty Corp., Depositary Shares, Series L,

6.600% (2) 118,500 2,738,535
Public Storage, 6.500% (L)(2) 83,750 2,097,938
Wachovia Preferred Funding Corp., Series A,

7.250% (L)(Z) 740,000 18,884,800

Thrifts & Mortgage Finance 0.02%
Federal National Mortgage Association,

Series S, 7.750% (1) 80,000 127,200
Telecommunication Services 6.71% 36,656,283
Wireless Telecommunication Services 6.71%

Telephone & Data Systems, Inc., 6.875% 375,000 9,258,750
Telephone & Data Systems, Inc., Series A, 7.600% 355,240 8,980,467
United States Cellular Corp., 7.500% (L)(2) 729,100 18,417,066
Utilities 32.11% 175,294,686
Electric Utilities 18.06%

Entergy Arkansas, Inc., 5.750% 105,100 2,630,653
Entergy Louisiana LLC, 5.875% 309,200 7,757,828
Entergy Louisiana LLC, 6.000% 240,600 6,142,518
Entergy Mississippi, Inc., 6.200% 148,000 3,848,000
Entergy Texas, Inc., 7.875% 71,986 2,066,718
FPC Capital I, Series A, 7.100% (L)(2) 812,500 20,775,625
FPL Group Capital Trust 1, 5.875% (2) 290,900 7,272,500
HECO Capital Trust lll, 6.500% (2) 228,100 5,750,401
Nextera Energy Capital Holdings, Inc.,

7.450% (2) 20,000 520,800
PPL Corp., 9.500% 93,000 5,049,900
PPL Electric Utilities Corp., Depositary Shares,

6.250% (2) 189,000 4,696,650
PPL Energy Supply, LLC, 7.000% (2) 846,450 21,432,114
Southern California Edison Company,

6.125% (2) 20,000 1,958,750
Southern California Edison Company, Series C,

6.000% (2) 50,000 4,734,375
Westar Energy, Inc., 6.100% (2) 154,500 3,936,660

See notes to financial statements Semiannual report | Preferred Income Fund Il




Independent Power Producers & Energy Traders 0.80%

Shares Value

Constellation Energy Group, Inc., Series A,

8.625% (2) 163,200 $4,365,600
Multi-Utilities 13.25%

BGE Capital Trust Il, 6.200% (2) 709,050 17,556,078
Consolidated Edison Companies of NY, Inc.,

Series A, 5.000% (2) 21,100 1,921,366
Dominion Resources, Inc., Series A, 8.375% (2) 249,900 7,167,132
DTE Energy Trust |, 7.800% (Z) 236,000 6,348,400
DTE Energy Trust Il, 7.500% (Z) 59,400 1,551,528
Interstate Power & Light Company, Series B,

8.375% (2) 237,290 6,786,494
Interstate Power & Light Company, Series C,

7.100% (2) 383,100 10,098,516

SCANA Corp., 7.700% (2)

Rate (%)

756,000 20,926,080

Par value Value

Capital Preferred Securities (b) 2.68% $14,636,440

(Cost $16,469,832)
Financials 1.52%

Commercial Banks 1.52%

8,280,000

CA Preferred Funding Trust 7.000

$9,000,000 8,280,000

Utilities 1.16% 6,356,440

Multi-Utilities 1.16%

Dominion Resources Capital Trust | (2) 7.830 6,364,000 6,356,440
Shares Value

Common Stocks 2.10% $11,454,897

(Cost $9,873,873)

Telecommunication Services 1.03% 5,593,737
Diversified Telecommunication Services 1.03%

AT&T, Inc. 25,000 688,000
Frontier Communications Corp. 30,004 275,137
Verizon Communications, Inc. 130,000 4,630,600
Utilities 1.07% 5,861,160
Electric Utilities 1.07%

FirstEnergy Corp. (2) 85,000 3,325,200
UIL Holdings Corp. (L)(Z) 84,000 2,535,960

Preferred Income Fund Il | Semiannual report
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Maturity
Rate (%) date Par value Value

Corporate Bonds 2.83% $15,450,858

(Cost $16,043,892)
Energy 2.22% 12,126,000

0il, Gas & Consumable Fuels 2.22%
Southern Union Company (7.200% to 11-1-11,

then 3-month LIBOR + 3.018%) (L)(2) 7.200 11-01-66  $12,900,000 12,126,000
Utilities 0.61% 3,324,858
Electric Utilities 0.61%

Kentucky Power Company, Series D (Z) 5.625 12-01-32 3,565,000 3,324,858
Maturity
Yield (%)* date Par value Value

Short-Term Investments 2.78% $15,200,000

(Cost $15,200,000)

Short-Term Securities 2.78% 15,200,000
Federal Home Loan Bank Discount Notes 0.100 02-01-11 $15,200,000 15,200,000
Total investments (Cost $860,728,735)t 149.96% $818,806,679

Other assets and liabilities, net (49.96%) ($272,797,188)

Total net assets 100.00% $546,009,491

The percentage shown for each investment category is the total value of that category as a percentage of the
net assets of the Fund.

(a) Includes preferred stocks and hybrid securities with characteristics of both equity and debt that pay dividends
on a periodic basis.

(b) Includes hybrid securities with characteristics of both equity and debt that trade with, and pay,
interest income.

(I) Non-income producing security.

(L) All or a portion of this security is on loan as of 1-31-11. Total value of securities on loan at 1-31-11
was $192,444,372 (Note 8).

(S) This security is exempt from registration under Rule 144A of the Securities Act of 1933. Such securities may
be resold, normally to qualified institutional buyers, in transactions exempt from registration.

(Z) Allor a portion of this security is segregated as collateral pursuant to the Committed Facility Agreement. Total
collateral value at 1-31-11 was $631,681,240 (Note 8).

* Yield represents the annualized yield at the date of purchase.

T At 1-31-11, the aggregate cost of investment securities for federal income tax purposes was $860,831,729.
Net unrealized depreciation aggregated $42,025,050, of which $28,381,968 related to appreciated
investment securities and $70,407,018 related to depreciated investment securities.

The portfolio had the following country concentration as a percentage of total investments on 1-31-11:

United States 81%
United Kingdom 5%
Netherlands 5%
Canada 5%
Switzerland 1%
Other 3%

See notes to financial statements Semiannual report | Preferred Income Fund Il 11




Financial statements

wv . agu g, .

= Statement of assets and liabilities 1-31-11 (unaudited)

(NN}

= This Statement of Assets and Liabilities is the Fund’s balance sheet. It shows the value

(NN}

'<_t of what the Fund owns, is due and owes. You'll also find the net asset value for each

o common share.

|

=

()

= Investments, at value (Cost $860,728,735) $818,806,679

= Cash 21,911

— Dividends and interest receivable 2,238,251

= Other receivables and prepaid expenses 57,099
Total assets 821,123,940

Liabilities

Committed facility agreement payable (Note 8) 274,300,000
Payable for investments purchased 534,458
Interest payable (Note 8) 35,283
Payable to affiliates

Accounting and legal services fees 13,437

Trustees’ fees 39,192
Other liabilities and accrued expenses 192,079
Total liabilities 275,114,449
Capital paid-in $738,275,196
Undistributed net investment income 1,472,118
Accumulated net realized loss on investments and swap agreements (151,815,767)
Net unrealized appreciation (depreciation) on investments (41,922,056)
Net assets $546,009,491

Net asset value per share

Based on 31,451,955 shares of beneficial interest outstanding — unlimited
number of shares authorized with no par value $17.36
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Statement of operations For the six-month period ended 1-31-11
(unaudited)

This Statement of Operations summarizes the Fund’s investment income earned
and expenses incurred in operating the Fund. It also shows net gains (losses) for

the period stated.

Investment income

Dividends $27,009,845
Interest 1,195,216
Total investment income 28,205,061

Investment management fees (Note 5) 3,104,880
Accounting and legal services fees (Note 5) 41,462
Transfer agent fees (Note 5) 13,478
Trustees’ fees (Notes 5 and 10) 123,874
Printing and postage 54,770
Professional fees (Note 10) 722,724
Custodian fees 28,554
Interest expense (Note 8) 1,620,288
Stock exchange listing fees 14,061
Other 23,189
Total expenses 5,747,280
Less expense reductions (Note 5) (206,992)
Net expenses 5,540,288
Net investment income 22,664,773

Realized and unrealized gain (loss)

Net realized gain (loss) on

Investments 855,370
Swap contracts (Note 3) (4,158,617)
(3,303,247)
Change in net unrealized appreciation (depreciation) of
Investments 13,426,872
Swap contracts (Note 3) 4,056,702
17,483,574
Net realized and unrealized gain 14,180,327
Increase in net assets from operations $36,845,100

See notes to financial statements
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Statements of changes in net assets

These Statements of Changes in Net Assets show how the value of the Fund’s net assets
has changed during the last two periods. The difference reflects earnings less expenses,

STATEMENTS

any investment gains and losses, distributions, if any, paid to shareholders and the net of
Fund share transactions.

-
<
v
=
<
= Six months
[ ended Year
1-31-11 ended
(unaudited) 7-31-10

Increase (decrease) in net assets

From operations

Net investment income $22,664,773  $46,700,376
Net realized loss (3,303,247) (16,692,043)
Change in net unrealized appreciation (depreciation) 17,483,574 100,865,762
Increase in net assets resulting from operations 36,845,100 130,874,095
Distributions to shareholders
From net investment income (21,173,456)'  (38,123,984)
From tax return of capital — (4,204,333)
Total distributions (21,173,456) (42,328,317)
From Fund share transactions (Note 6) — 231,623
Total increase 15,671,644 88,777,401
Beginning of period 530,337,847 441,560,446
End of period $546,009,491 $530,337,847
Undistributed (accumulated distribution in excess of) net

investment income $1,472,118 ($19,199)

'A portion of the distributions may be deemed a tax return of capital at year-end.
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Statement of cash flows 1-31-11 (unaudited)

This Statement of Cash Flows shows cash flow from operating and financing activities for
the period stated.
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For the
six-month
period ended
1-31-11
Net increase in net assets from operations $36,845,100
Adjustments to reconcile net increase in net assets from operations to net
cash provided by operating activities:
Long-term investments purchased (86,456,243)
Long-term investments sold 58,143,712
Decrease in short-term investments 15,997,973
Net amortization of premium (discount) 6,382
Decrease in dividends and interest receivable 23,423
Increase in payable for investments purchased 326,080
Decrease in receivable for investments sold 3,001,017
Increase in other receivables and prepaid expenses (15,121)
Decrease in unrealized depreciation of swap contracts (4,056,702)
Increase in payable to affiliates 22,930
Increase in interest payable 8,290
Decrease in due to custodian (9,833)
Decrease in other liabilities and accrued expenses (59,399)
Net change in unrealized (appreciation) depreciation on investments (13,426,872)
Net realized gain on investments (855,370)

Net cash provided by operating activities $9,495,367

Cash flows from financing activities

Borrowings from committed facility agreement payable 11,700,000
Distributions to shareholders (21,173,456)
Net cash used in financing activities ($9,473,456)
Net increase in cash $21,911

Cash at beginning of period —

Cash at end of period $21,911
Supplemental disclosure of cash flow information
Cash paid for interest $1,611,998
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Financial highlights

The Financial Highlights show how the Fund'’s net asset value for a share has changed
since the end of the previous period.

COMMON SHARES
Period ended 1-31-11'  7-31-10 7-31-09 7-31-08° 5-31-08 5-31-07 5-31-06

Per share operating performance

Net asset value, beginning

of period $16.86 $14.05 $17.29 $19.75 $23.39 $22.17 $23.95
Net investment income? 0.72 1.49 1.46 0.27 2.06 2.07 2.16
Net realized and unrealized

gain (loss) on investments 0.45 2.67 (3.21)  (2.47) (3.39) 1.36 (1.70)
Distributions to Auction

Preferred Shares (APS) — — — — (0.53) (0.56) (0.44)
Total from

investment operations 1.17 4.16 (1.75) (2.20) (1.86) 2.87 0.02

Less distributions to

common shareholders
From net investment income (0.67)'> (1.22) (1.44) (0.26) (1.58) (1.58) (1.70)
From net realized gain — — — — (0.20) (0.07) (0.10)
From tax return of capital — (0.13)  (0.05) — — — —

Total distributions (0.67) (1.35) (1.49) (0.26) (1.78) (1.65) (1.80)
Net asset value, end

of period $17.36 $16.86 $14.05 $17.29 $19.75 $23.39 $22.17
Per share market value,

end of period $15.98 $16.89 $13.18 $16.10 $18.82 $22.64 $19.70
Total return at net asset

value (%)*° 7.14° 31.26 (7.30) (11.04)° (7.52) 13.65 0.85
Total return at market

value (%)* (1.55)° 40.17 (6.62) (13.07)° (8.96) 23.79 (3.41)

Ratios and supplemental data

Net assets applicable to
common shares, end of
period (in millions) $546 $530 $442 $541 $618 $732 $693
Ratios (as a percentage of
average net assets):
Expenses before
reductions (excluding
interest expense) 1.37'° 1.28 1.36 1.367 1.41 1.34 1.34
Interest expense (Note 8) 0.59’ 0.64 1.24 1.737 0.04 — —
Expenses before
reductions (including
interest expense) 1.96'° 1.92 2.60 3.097 1.458 1.348 1.348
Expenses net of fee
waivers (excluding
interest expense) 1.30'® 1.14 1.14 1.117 1.10 1.05 1.04
Expenses net of fee
waivers (including

interest expense) 1.89"® 1.78 2.38 2.847 1.10° 1.05° 1.04°
Net investment income 8.32" 970 12.52 9.367 9.981° 8.9110 9.22'°
Portfolio turnover (%) 7 14 18 2 9 14 16
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Period ended 1-31-11"  7-31-10 7-31-09 7-31-08° 5-31-08 5-31-07 5-31-06

Senior securities

Total value of APS

outstanding (in millions) — - — - — 12 $350 $350
Involuntary liquidation

preference per unit

(in thousands) — — — — — 25 25
Average market value per

unit (in thousands) — — — — — 25 25
Asset coverage per unit' — — — — — $76,917 $74,123

Total debt outstanding end

of year (in millions) (Note 8)  $274 $263 $214 $253 $296 — —
Asset coverage per $1,000

of APS™3 — — — — —  $3,090 $2,981

Asset coverage per $1,000
of debt™ $2,991  $3,019 $3,068 $3,138 $3,087 — —

'Semiannual period from 8-1-10 to 1-31-11. Unaudited.

2For the two month period ended 7-31-08.

3Based on the average daily shares outstanding.

“Total returns would have been lower had certain expenses not been reduced during the periods shown.

®Total return based on net asset value reflects changes in the Fund’s net asset value during each period. Total
return based on market value reflects changes in market value. Each figure assumes that dividend and capital gain
distributions, if any, were reinvested. These figures will differ depending upon the level of any discount from or
premium to net asset value at which the Fund’s shares traded during the period.

®Not annualized.

’ Annualized.

®Ratios calculated on the basis of gross expenses relative to the average net assets of common shares that does not
take into consideration expense reductions during the periods shown. Without the exclusion of preferred shares,
the annualized ratio of expenses would have been 0.94%, 0.91% and 0.91% for the years ended 5-31-08, 5-31-07
and 5-31-06, respectively.

?Ratios calculated on the basis of net expenses relative to the average net assets of common shares. Without the
exclusion of preferred shares, the annualized ratios of expenses would have been 0.74%, 0.71% and 0.71% for the
years ended 5-31-08, 5-31-07 and 5-31-06, respectively.

'%Ratios calculated on the basis of net investment income relative to the average net assets of common shares.
Without the exclusion of preferred shares, the annualized ratio of net investment income would have been 6.44%,
6.49% and 6.24%, for the years ended 5-31-08, 5-31-07 and 5-31-06, respectively.

" Calculated by subtracting the Fund’s total liabilities from the Fund’s total assets and dividing that amount by the
number of APS outstanding, as of the applicable 1940 Act Evaluation Date, which may differ from the financial
reporting date.

In May 2008, the Fund entered into a Committed Facility Agreement with a third-party financial institution in order
to redeem the APS. The redemption of all APS was completed on 5-28-08.

'3 Asset coverage equals the total net assets plus APS divided by the APS of the Fund outstanding at period end.

'* Asset coverage equals the total net assets plus borrowings divided by the borrowings of the Fund outstanding at
period end (Note 8).

'> A portion of the distributions may be deemed a tax return of capital at year-end.

'® All expenses have been annualized except litigation fees, which were 0.13% of average net assets and are
non-recurring. This expense decreased the net investment income by $0.02 and the net investment income ratio
by 0.13%.
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Notes to financial statements

(unaudited)

Note 1 — Organization

John Hancock Preferred Income Fund III (the Fund) is a closed-end diversified management
investment company organized as a Massachusetts business trust and registered under

the Investment Company Act of 1940, as amended (the 1940 Act). The Fund began
operations June 19, 2003.

Note 2 — Significant accounting policies

The financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America, which require management to make certain estimates and
assumptions at the date of the financial statements. Actual results could differ from those estimates.
Events or transactions occurring after the end of the fiscal period through the date that the financial
statements were issued have been evaluated in the preparation of the financial statements. The
following summarizes the significant accounting policies of the Fund:

Security valuation. Investments are stated at value as of the close of regular trading on the New
York Stock Exchange (NYSE), normally at 4:00 p.um., Eastern Time. The Fund uses a three-tier
hierarchy to prioritize the pricing assumptions, referred to as inputs, used in valuation techniques
to measure fair value. Level 1 includes securities valued using quoted prices in active markets

for identical securities. Level 2 includes securities valued using significant observable inputs.
Observable inputs may include quoted prices for similar securities, interest rates, prepayment
speeds and credit risk. Prices for securities valued using these inputs are received from independent
pricing vendors and brokers and are based on an evaluation of the inputs described. Level 3
includes securities valued using significant unobservable inputs when market prices are not
readily available or reliable, including the Fund’s own assumptions in determining the fair value
of investments. Factors used in determining value may include market or issuer specific events,
changes in interest rates and credit quality. The inputs or methodology used for valuing securities
are not necessarily an indication of the risk associated with investing in those securities.
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The following is a summary of the values by input classification of the Fund’ investments as of
January 31, 2011, by major security category or type:

LEVEL 3
LEVEL 2 SIGNIFICANT
TOTAL MARKET LEVEL 1 SIGNIFICANT UNOBSERVABLE
VALUE AT 1-31-11 QUOTED PRICE  OBSERVABLE INPUTS INPUTS
Preferred Securities
Consumer Discretionary $52,898,472 $52,898,472 — —
Consumer Staples 16,362,830 5,799,080 $10,563,750 —
Energy 45,720,217 45,720,217 — —
Financials 435,131,996 435,131,996 — —
Telecommunication
Services 36,656,283 36,656,283 — —
Utilities 175,294,686 168,601,561 6,693,125 —
Capital Preferred Securities
Financials 8,280,000 — 8,280,000 —
Utilities 6,356,440 — 6,356,440 —

Common Stocks
Telecommunication

Services 5,593,737 5,593,737 — —
Utilities 5,861,160 5,861,160 — —
Corporate Bonds
Energy $12,126,000 — $12,126,000 —
Utilities 3,324,858 — 3,324,858 —
Short-Term Investments 15,200,000 — 15,200,000 —
Total Investments in
Securities $818,806,679  $756,262,506 $62,544,173 —

Changes in valuation techniques may result in transfers in or out of an assigned level within
the disclosure hierarchy. During the six-month period ended January 31, 2011, there were no
significant transfers in or out of Level 1 and Level 2 assets.

In order to value the securities, the Fund uses the following valuation techniques. Equity securities
held by the Fund are valued at the last sale price or official closing price on the principal securities
exchange on which they trade. In the event there were no sales during the day or closing prices
are not available, then securities are valued using the last quoted bid or evaluated price. Debt
obligations are valued based on the evaluated prices provided by an independent pricing service,
which utilizes both dealer-supplied and electronic data processing techniques, taking into account
factors such as institutional-size trading in similar groups of securities, yield, quality, coupon

rate, maturity, type of issue, trading characteristics and other market data. Foreign securities and
currencies are valued in U.S. dollars, based on foreign currency exchange rates supplied by an
independent pricing service. Certain securities traded only in the over-the-counter market are
valued at the last bid price quoted by brokers making markets in the securities at the close of
trading. Certain short-term securities are valued at amortized cost.

Other portfolio securities and assets, where market quotations are not readily available, are valued
at fair value, as determined in good faith by the Fund’ Pricing Committee, following procedures
established by the Board of Trustees. Generally, trading in non-U.S. securities is substantially
completed each day at various times prior to the close of trading on the NYSE. Significant

market events that affect the values of non-U.S. securities may occur between the time when the
valuation of the securities is generally determined and the close of the NYSE. During significant
market events, these securities will be valued at fair value, as determined in good faith, following
procedures established by the Board of Trustees. The Fund may use a fair valuation model to value
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non-U.S. securities in order to adjust for events which may occur between the close of foreign
exchanges and the close of the NYSE.

Security transactions and related investment income. Investment security transactions are
accounted for on a trade date plus one basis for daily net asset value calculations. However, for
financial reporting purposes, investment transactions are reported on trade date. Interest income
is accrued as earned. Gains and losses on securities sold are determined on the basis of identified
cost and may include proceeds from litigation. Dividend income is recorded on the ex-date except
for dividends of foreign securities where the dividend may not be known until after the ex-date. In
those cases, dividend income is recorded when the Fund becomes aware of the dividends. Interest
income includes coupon interest and amortization/accretion of premiums/discounts on debt
securities. Debt obligations may be placed in a non-accrual status and related interest income may
be reduced by stopping current accruals and writing off interest receivable when the collection of all
or a portion of interest has become doubtful.

Overdrafts. Pursuant to the custodian agreement, the Fund’ custodian may, in its discretion,
advance funds to the Fund to make properly authorized payments. When such payments result
in an overdraft, the Fund is obligated to repay the custodian for any overdraft, including any costs
or expenses associated with the overdraft. The custodian has a lien, security interest or security
entitlement in any Fund property, that is not segregated, to the maximum extent permitted by law
to the extent of any overdraft.

Expenses. The majority of expenses are directly attributable to an individual fund. Expenses that
are not readily attributable to a specific fund are allocated among all funds in an equitable manner,
taking into consideration, among other things, the nature and type of expense and the fund’s
relative assets. Expense estimates are accrued in the period to which they relate and adjustments are
made when actual amounts are known.

Federal income taxes. The Fund intends to continue to qualify as a regulated investment company
by complying with the applicable provisions of the Internal Revenue Code and will not be subject
to federal income tax on taxable income that is distributed to shareholders. Therefore, no federal
income tax provision is required.

For federal income tax purposes, the Fund has a capital loss carryforward of $140,704,435
available to offset future net realized capital gains. The following table details the capital loss
carryforward available as of July 31, 2010:

CAPITAL LOSS CARRYFORWARD EXPIRING AT JULY 31
2015 2016 2017 2018

$1,316,265 $33,029,968 $41,629,449 $64,728,753

Under the recently enacted Regulated Investment Company Modernization Act of 2010, the

Fund will be permitted to carry forward capital losses incurred in taxable years beginning after
December 22,2010, for an unlimited period. However, any losses incurred during those future
taxable years will be required to be utilized prior to the losses incurred in pre-enactment taxable
years. As a result of this ordering rule, pre-enactment capital loss carryforwards may be more likely
to expire unused. Additionally, post-enactment capital losses that are carried forward will retain
their character as either short-term or long-term capital losses rather than being considered all
short-term as under previous law.

As of July 31, 2010, the Fund had no uncertain tax positions that would require financial statement
recognition, de-recognition or disclosure. The Fund’s federal tax return is subject to examination by
the Internal Revenue Service for a period of three years.
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Distribution of income and gains. Distributions to shareholders from net investment income
and net realized gains, if any, are recorded on the ex-date. The Fund generally declares and pays
dividends monthly and capital gain distributions, if any, annually.

Such distributions, on a tax basis, are determined in conformity with income tax regulations, which
may differ from accounting principles generally accepted in the United States of America. Material
distributions in excess of tax basis earnings and profits, if any, are reported in the Fund’s financial
statements as a return of capital. The final determination of tax characteristics of the Fund’s
distribution will occur at the end of the year, at which time it will be reported to shareholders. A
portion of the distribution may be deemed a tax return of capital at year-end.

Capital accounts within financial statements are adjusted for permanent book-tax differences.
These adjustments have no impact on net assets or the results of operations. Temporary book-tax
differences will reverse in a subsequent period. Permanent book-tax differences are primarily
attributable to derivative transactions, real estate investment trusts and defaulted securities.

Statement of cash flows. Information on financial transactions that have been settled through the
receipt and disbursement of cash is presented in the Statement of Cash Flows. The cash amount shown
in the Statement of Cash Flows is the amount included in the Fund’s Statement of Assets and Liabilities
and represents the cash on hand at its custodian and does not include any short-term investments.

Note 3 — Derivative instruments

The Fund may invest in derivatives in order to meet its investment objectives. The use of derivatives
may involve risks different from, or potentially greater than, the risks associated with investing
directly in securities. Specifically, derivatives expose the Fund to the risk that the counterparty to an
over-the-counter (OTC) derivatives contract will be unable or unwilling to make timely settlement
payments or otherwise honor its obligations. OTC derivatives transactions typically can only be
closed out with the other party to the transaction. If the counterparty defaults, the Fund will have
contractual remedies, but there is no assurance that the counterparty will meet its contractual
obligations or that the Fund will succeed in enforcing them.

Interest rate swaps. Interest rate swaps represent an agreement between a Fund and counterparty to
exchange cash flows based on the difference between two interest rates applied to a notional amount.
The payment flows are usually netted against each other, with the difference being paid by one party
to the other. The Fund settles accrued net interest receivable or payable under the swap contracts

on a periodic basis. Swaps are marked-to-market daily based upon values from third party vendors
or broker quotations, and the change in value is recorded as unrealized appreciation/depreciation of
swap contracts.

Entering into swap agreements involves, to varying degrees, elements of credit, market and
documentation risk that may amount to values that are in excess of the amounts recognized on the
Statement of Assets and Liabilities. Such risks involve the possibility that there will be no liquid
market for the swap, that a counterparty may default on its obligation or delay payment under the
swap terms. The counterparty may disagree or contest the terms of the swap. Market risks may also
accompany the swap, including interest rate risk. The Fund may also suffer losses if it is unable to
terminate or assign outstanding swaps or reduce its exposure through offsetting transactions.

There were no open interest rate swap contracts at January 31, 2011.
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Effect of derivative instruments on the Statement of Operations

The table below summarizes the net realized gain (loss) included in the net increase (decrease) in
net assets from operations, classified by derivative instrument and risk category, for the six-month
period ended January 31, 2011:

STATEMENT OF OPERATIONS SWAP
RISK LOCATION CONTRACTS
Interest rate contracts Net realized loss ($4,158,617)

The table below summarizes the net change in unrealized appreciation (depreciation) included in
the net increase (decrease) in net assets from operations, classified by derivative instrument and risk
category, for the six month period ended January 31, 2011:

STATEMENT OF OPERATIONS SWAP
RISK LOCATION CONTRACTS
Interest rate contracts Change in unrealized appreciation $4,056,702
(depreciation)

Note 4 — Guarantees and indemnifications

Under the Fund’ organizational documents, its Officers and Trustees are indemnified against
certain liabilities arising out of the performance of their duties to the Fund. Additionally, in the
normal course of business, the Fund enters into contracts with service providers that contain
general indemnification clauses. The Fund’s maximum exposure under these arrangements is
unknown, as this would involve future claims that may be made against the Fund that have
not yet occurred.

Note 5 — Fees and transactions with affiliates
John Hancock Advisers, LLC (the Adviser) serves as investment adviser for the Fund. The Adviser is
an indirect wholly owned subsidiary of Manulife Financial Corporation (MFC).

Management fee. The Fund has an investment management contract with the Adviser under
which the Fund pays a daily management fee to the Adviser equivalent, on an annual basis,

t0 0.75% of the Fund’s average daily managed assets including any assets attributable to the
Committed Facility Agreement (see Note 8) (collectively, managed assets). The Adviser has a
subadvisory agreement with John Hancock Asset Management a division of Manulife Asset
Management (US) LLC (formerly, MFC Global Investment Management (U.S.), LLC), an indirect
owned subsidiary of MFC and an affiliate of the Adviser. The Fund is not responsible for payment
of the subadvisory fees.

At inception of the Fund, the Adviser contractually agreed to waive a portion of its advisory fee.
The Adviser agreed that, until the fifth anniversary of the investment advisory agreement, the
Adviser would limit its advisory fee to 0.55% of average daily managed assets, in the sixth year

t0 0.60% of average daily managed assets, in the seventh year to 0.65% of average daily managed
assets, and in the eighth year to 0.70% of average daily managed assets. After the eighth year, the
Adviser would no longer waive a portion of its advisory fee. Effective June 18, 2011, the limitation
will expire. Accordingly, the expense reductions for the six-month period ended January 31, 2011
amounted to $206,992.

The investment management fees incurred for the six months ended January 31, 2011 were
equivalent to an annual effective rate of 0.70% of the Fund’ average daily managed assets.

Accounting and legal services. Pursuant to a service agreement, the Fund reimburses the Adviser
for all expenses associated with providing the administrative, financial, legal, accounting and
recordkeeping services of the Fund, including the preparation of all tax returns, periodic reports to
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shareholders and regulatory reports, among other services. These accounting and legal service fees
incurred for the six months ended January 31, 2011, amounted to an annual rate of 0.01% of the
Fund’s average daily managed assets.

Trustees expenses. The Fund compensates each Trustee who is not an employee of the Adviser or
its affiliates. These Trustees may, for tax purposes, elect to defer receipt of this compensation under
the John Hancock Group of Funds Deferred Compensation Plan (the Plan). Deferred amounts are
invested in various John Hancock funds and remain in the funds until distributed in accordance
with the Plan. The investment of deferred amounts and the offsetting liability are included within
Other receivables and prepaid expenses and Payable to affiliates — Trustees’ fees, respectively, in
the accompanying Statement of Assets and Liabilities.

Note 6 — Fund share transactions

The Fund is authorized to issue an unlimited number of common shares with no par value. There
were 1o share transactions for the six months ended January 31, 2011. The number of Fund shares
issued pursuant to the Fund’s Dividend Reinvestment Plan during the year ended July 31, 2010,
along with the corresponding dollar value were 13,738 and $231,623, respectively.

Note 7 — Leverage risk

The Fund utilizes a Committed Facility Agreement (CFA) to increase its assets available for
investment. When the Fund leverages its assets, common shareholders bear the fees associated
with the facility and have the potential to benefit or be disadvantaged from the use of leverage.
The Adviser’ fee is also increased in dollar terms from the use of leverage. Consequently, the
Fund and the Adviser may have differing interests in determining whether to leverage the Fund’s
assets. Leverage creates risks that may adversely affect the return for the holders of common
shares, including:

o the likelihood of greater volatility of net asset value and market price of common shares
e fluctuations in the interest rate paid for the use of the credit facility
* increased operating costs, which may reduce the Fundss total return

* the potential for a decline in the value of an investment acquired through leverage, while the
Fund’s obligations under such leverage remains fixed

¢ the Fund is more likely to have to sell securities in a volatile market in order to meet asset
coverage or other debt compliance requirements

To the extent the income or capital appreciation derived from securities purchased with funds
received from leverage exceeds the cost of leverage, the Fund’s return will be greater than if leverage
had not been used, conversely, returns would be lower if the cost of the leverage exceeds the income
or capital appreciation derived.

Note 8 — Committed Facility Agreement

The Fund has entered into a CFA with a subsidiary of BNP Paribas (BNP) that allows it to borrow
up to $296 million and to invest the borrowings in accordance with its investment practices.
Borrowings under the CFA are secured by the assets of the Fund as disclosed in the Fund’s
investments. Interest charged is at the rate of one month LIBOR (reset daily) plus 0.85%. The

Fund also pays a commitment fee of 0.60% per annum on the unused portion of the facility.
Commitment fee for the six months ended January 31, 2011 totaled $70,699 and is included in the
interest expense in the Statement of Operations. As of January 31, 2011, the Fund had borrowings
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of $274,300,000 at an interest rate of 1.1100% which are reflected on the Statement of Asset and
Liabilities. During the six months ended January 31, 2011, the average borrowing under the CFA
and the effective average interest rate were $272,955,978 and 1.1775%, respectively.

The Fund may terminate the CFA with 270 days’ notice and, if the Board of Trustees determines
that the elimination of all indebtedness leveraging the Fund’s investments is in the best interests of
the Fund’s shareholders, the Fund may terminate the agreement with 60 days’ notice. In addition, if
certain asset coverage and collateral requirements, minimum net assets or other covenants are not
met, the CFA could be deemed in default and result in termination.

The Fund has an agreement with BNP that allows BNP to borrow a portion of the pledged collateral
(Lent Securities) in an amount not to exceed the lesser of: (i) outstanding borrowings owed by the
Fund to BNP and (ii) thirty three and one third percent of the Funds total assets. The Fund can
designate any security within the pledged collateral as ineligible to be a Lent Security and can recall
any of the Lent Securities. The Fund also has the right to apply and set-off an amount equal to one
hundred percent (100%) of the then-current fair market value of such Lent Securities against the
current borrowings under the CFA in the event that BNP fails to timely return the Lent Securities
and in certain other circumstances. Income earned from Lent Securities is recorded as a component
of interest income on the Statement of Operations. During the six months ended January 31, 2011,
the Fund recorded $38,959 in income on Lent Securities.

Note 9 — Purchase and sale of securities
Purchases and sales of securities, other than short-term securities, aggregated $86,456,243 and
$58,143,712, respectively, for the six months ended January 31, 2011.

Note 10 — Other matters

In May 2010, the Fund received a demand letter from a law firm on behalf of a purported holder
of common shares of the Fund relating to the redemption of the auction preferred shares (“APS”).
On August 24, 2010, a shareholder derivative complaint was filed in the Superior Court of The
Commonwealth of Massachusetts, Suffolk County, by the same law firm on behalf of the purported
shareholder against the Fund’s adviser John Hancock Advisers, LLC (the “Adviser”), the Adviser’s
parent company, Manulife Financial Corporation, and certain individuals. On August 30, 2010, a
substantially similar derivative complaint was filed in the Superior Court of The Commonwealth
of Massachusetts, Suffolk County, on behalf of a purported shareholder of John Hancock Tax-
Advantaged Dividend Income Fund, a closed-end fund advised by the Adviser. The complaints
sought awards of unspecified monetary damages for alleged losses and certain other relief. In

July 2010, John Hancock Premium Dividend Fund received a demand letter from the same law firm
substantially similar to that noted above.

A Joint Motion To Dismiss With Prejudice was filed on February 28, 2011 in the Business Litigation
Session of the Superior Court of The Commonwealth of Massachusetts, Suffolk County. On March 1,
2011, the Court granted the Motion to Dismiss with Prejudice.

For the six months ended January 31, 2011, the results of operations include non-recurring

legal fees and expenses of approximately $686,000 related to the matter, which are included in
Professional fees on the Statement of Operations. Subsequent to January 31, 2011, the Fund
received notification of partial reimbursement from its insurance provider. On February 18, 2011,
the Fund recorded insurance proceeds of approximately $456,000. The Fund continues to have
outstanding claims with its insurance provider for portions of legal fees and expenses related to the
matter. In addition, for the six month period ended January 31, 2011, the Fund incurred additional
Trustees’ fees related to the matter.
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Additional information
Unaudited

Investment objective and policy

The Fund’s primary investment objective is to provide a high level of current income, consistent
with preservation of capital. The Fund’s secondary investment objective is to provide growth of
capital to the extent consistent with its primary investment objective. The Fund seeks to achieve
its objectives by investing in securities that, in the opinion of the Adviser, may be undervalued rel-
ative to similar securities in the marketplace. Under normal market conditions, the Fund invests
at least 80% of its assets (net assets plus borrowings for investment purposes) in preferred stocks
and other preferred securities, including convertible preferred securities. In addition, the Fund
will invest 25% or more of its total assets in the industries comprising the utilities sector, and at
least 80% of its total assets in preferred securities and other fixed-income securities which are
rated investment grade or higher by Moody’s or Standard & Poor’s at the time of investment or in
unrated securities determined by the Adviser to be of comparable credit quality.

Effective March 9, 2011, the Board of Trustees amended the Fund’s investment policy regarding the
use of reverse repurchase agreement transactions. The new policy provides the following:

Reverse Repurchase Agreements. The Fund may engage in reverse repurchase agreement
transactions to the extent permitted under the Investment Company Act of 1940, as amended
(the “1940 Act”), and related guidance of the Securities and Exchange Commission (the “SEC”)
and its staff. The Fund intends to use reverse repurchase agreements to obtain investment
leverage either alone and/or in combination with other forms of investment leverage. The Fund
may also use reverse repurchase agreement transactions for temporary or emergency purposes.

In a reverse repurchase agreement transaction, the Fund temporarily transfers possession of a
portfolio instrument to another party in return for cash. At the same time, the Fund agrees to
repurchase the instrument at an agreed upon time and price, which reflects an interest payment.
Subsequent to entering into a reverse repurchase agreement transaction, the value of the portfolio
securities transferred may substantially exceed the purchase price received by the Fund under the
reverse repurchase agreement transaction and, during the life of the reverse repurchase agreement
transaction, the Fund may be required to transfer additional securities if the market value of those
securities initially transferred declines. In engaging in a reverse repurchase transaction, the Fund
may transfer (“sell”) any of its portfolio securities to a broker-dealer, bank or another financial
institution counterparty as determined by the Adviser to be appropriate. In accordance with
guidance from the SEC and its staff from time to time in effect, the Fund will earmark or segregate
liquid assets equal to repayment obligations under the reverse repurchase agreements.

Reverse Repurchase Agreement Risks. Reverse repurchase agreement transactions involve the
risk that the market value of the securities that the Fund is obligated to repurchase under such
agreements may decline below the repurchase price. Any fluctuations in the market value of either
the securities transferred to the other party or the securities in which the proceeds may be invested
would affect the market value of the Fund’ assets, thereby potentially increasing fluctuations in the
market value of the Fund’s assets. In the event the buyer of securities under a reverse repurchase
agreement files for bankruptcy or becomes insolvent, the Fund’s use of proceeds received under
the agreement may be restricted pending a determination by the other party, or its trustee or
receiver, whether to enforce the Funds obligation to repurchase the securities. In addition, reverse
repurchase agreement transactions are techniques involving leverage, and accordingly, segregation
requirements apply. To the extent that the amount of cash and liquid securities required to be
segregated increases, the Fund may be required to sell portfolio securities at prices that may be
disadvantageous to the Fund. For additional information regarding leverage risk, see Note 7 to the
financial statements.
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Dividends and distributions
During the six-month period ended January 31, 2011, dividends from net investment income total-
ing $0.6732 per share were paid to shareholders. The dates of payments and amounts per share are

as follows:
INCOME
PAYMENT DATE DIVIDEND!
August 31, 2010 $0.1122
September 30, 2010 0.1122
October 29, 2010 0.1122
November 30, 2010 0.1122
December 31, 2010 0.1122
January 31, 2011 0.1122
Total $0.6732

A portion of the distribution may be deemed a tax
return of capital at year-end.

Dividend reinvestment plan

The Fund offers its shareholders a Dividend Reinvestment Plan (the Plan), which offers the oppor-
tunity to earn compounded yields. Each shareholder will automatically have all distributions of
dividends and capital gains reinvested by Mellon Bank, N.A., as Plan Agent (the Plan Agent), unless
an election is made to receive cash. Holders of common shares who elect not to participate in the
Plan will receive all distributions in cash, paid by check mailed directly to the shareholder of record
(or, if the common shares are held in street or other nominee name, then to the nominee) by the Plan
Agent, as dividend disbursing agent. Shareholders whose shares are held in the name of a broker or
anominee should contact the broker or nominee to determine whether and how they may participate
in the Plan.

If the Fund declares a dividend payable either in common shares or in cash, non-participants will
receive cash and participants in the Plan will receive the equivalent in common shares. If the mar-
ket price of the common shares on the payment date of the dividend is equal to or exceeds their
net asset value as determined on the payment date, participants will be issued common shares
(out of authorized but unissued shares) at a value equal to the higher of net asset value or 95%

of the market price. If the net asset value exceeds the market price of the common shares at such
time, or if the Board of Trustees declares a dividend payable only in cash, the Plan Agent will, as
agent for Plan participants, buy shares in the open market, on the New York Stock Exchange or
elsewhere, for the participants’ accounts. Such purchases will be made promptly after the payable
date for such dividend and, in any event, prior to the next ex-dividend date after such date, except
where necessary to comply with federal securities laws. If, before the Plan Agent has completed

its purchases, the market price exceeds the net asset value of the common shares, the average per
share purchase price paid by the Plan Agent may exceed the net asset value of the common shares,
resulting in the acquisition of fewer shares than if the dividend had been paid in shares issued

by the Fund.

Each participant will pay a pro rata share of brokerage commissions incurred with respect to the
Plan Agent’s open market purchases in connection with the reinvestment of dividends and dis-
tributions. The cost per share of the shares purchased for each participant’s account will be the
average cost, including brokerage commissions, of any shares purchased on the open market, plus
the cost of any shares issued by the Fund. There will be no brokerage charges with respect to com-
mon shares issued directly by the Fund. There are no other charges to participants for reinvesting
dividends or capital gain distributions.
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Participants in the Plan may withdraw from the Plan at any time by contacting the Plan Agent by
telephone, in writing or by visiting the Plan Agent’s Web site at www.bnymellon.com/shareowner/isd.
Such withdrawal will be effective immediately if received prior to a dividend record date; otherwise, it
will be effective for all subsequent dividend record dates.

When a participant withdraws from the Plan or upon termination of the Plan, as provided below,
certificates for whole common shares credited to his or her account under the Plan will be issued
and a cash payment will be made for any fraction of a share credited to such account.

The Plan Agent maintains each shareholder’s account in the Plan and furnishes monthly written
confirmations of all transactions in the accounts, including information needed by the sharehold-
ers for personal and tax records. The Plan Agent will hold common shares in the account of each
Plan participant in non-certificated form in the name of the participant. Proxy material relating to
the shareholders’ meetings of the Fund will include those shares purchased as well as shares held
pursuant to the Plan.

The reinvestment of dividends and distributions will not relieve participants of any federal
income tax that may be payable or required to be withheld on such dividends or distributions.
Participants under the Plan will receive tax information annually. The amount of dividend to be
reported on 1099-DIV should be: (1) in the case of shares issued by the Fund, the fair market
value of such shares on the dividend payment date and (2) in the case of shares purchased by the
Plan Agent in the open market, the amount of cash used by the Plan Agent to purchase shares

in the open market, including the amount of cash allocated to brokerage commissions paid on
such purchases.

Experience under the Plan may indicate that changes are desirable. Accordingly, the Fund
reserves the right to amend or terminate the Plan as applied to any dividend or distribution paid
subsequent to written notice of the change sent to all shareholders of the Fund at least 90 days
before the record date for the dividend or distribution. The Plan may be amended after at least

90 days’ written notice to all shareholders of the Fund. All correspondence or additional informa-
tion concerning the Plan should be directed to the Plan Agent, Mellon Bank, N.A., ¢/o Mellon
Investor Services, P.O. Box 358015, Pittsburgh, PA 15252-8015 (Telephone: 1-800-852-0218).

The Fund’s Board of Trustees has approved changes to the Plan. When these changes become
effective: (a) participating shareholders must hold at least one full share of the Fund; (b) sharehold-
ers terminating their participation in the Plan will not be entitled to receive share certificates; (c)
shareholders will be able to acquire additional shares of the Fund other than through dividend rein-
vestment; and (d) shareholders will be able to have all their Fund shares held in safekeeping with the
Plan Agent. The Fund expects to notify shareholders in writing about these changes in greater detail
on or about April 1, 2011. These changes will become effective 90 days after this notice is delivered to
the Fund’s shareholders.

Shareholder communication and assistance

If you have any questions concerning the Fund, we will be pleased to assist you. If you hold shares in
your own name and not with a brokerage firm, please address all notices, correspondence, questions
or other communications regarding the Fund to the transfer agent at:

Mellon Investor Services
Newport Office Center VII
480 Washington Boulevard
Jersey City, NJ 07310
Telephone: 1-800-852-0218

If your shares are held with a brokerage firm, you should contact that firm, bank or other nominee
for assistance.
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Shareholder meeting
The Fund held its Annual Meeting of Shareholders on January 21, 2011. The following proposal was
considered by the shareholders:

Proposal: Election of three (3) Trustees to serve for a three-year term ending at the Annual Meeting
of Shareholders in 2014. The votes cast with respect to each Trustee are set forth below.

THE PROPOSAL PASSED ON JANUARY 21, 2011.

TOTAL VOTES FOR TOTAL VOTES WITHHELD
THE NOMINEE FROM THE NOMINEE

James F. Carlin 27,589,523 741,640

William H. Cunningham 27,598,793 732,370

Gregory A. Russo 27,624,662 706,501

The following eight Trustees were not up for election and remain in office: Deborah C. Jackson,
Charles L. Ladner, Stanley Martin, Patti McGill Peterson, Hugh McHaffle, John A. Moore, Steven R.
Pruchansky and John G. Vrysen.
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More information

Trustees

Steven R. Pruchansky,
Chairperson

James E Carlin

William H. Cunningham

Deborah C. Jackson*

Charles L. Ladner*

Stanley Martin*

Hugh McHaffie

Dr. John A. Moore

Patti McGill Peterson*

Gregory A. Russo

John G. Vrysen

*Member of the
Audit Committee

Officers
Keith F Hartstein
President and

Chief Executive Officer
Andrew G. Arnott
Senior Vice President

and Chief Operating Officer
Thomas M. Kinzler
Secretary and Chief Legal Officer
Francis V. Knox, Jr.
Chief Compliance Officer
Charles A. Rizzo
Chief Financial Officer
Salvatore Schiavone
Treasurer

For shareholder assistance refer to page 27

You can also contact us:

Investment adviser
John Hancock Advisers, LLC

Subadviser

John Hancock Asset
Management (formerly
MEC Global Investment
Management (U.S.), LLC)

Custodian
State Street Bank and
Trust Company

Transfer agent
Mellon Investor Services

Legal counsel
K&L Gates LLP

Stock symbol
Listed New York Stock
Exchange: HPS

1-800-852-0218
jhfunds.com

Regular mail:

Mellon Investor Services
Newport Office Center VII
480 Washington Boulevard
Jersey City, NJ 07310

The Fund's proxy voting policies and procedures, as well as the Fund’s proxy voting record for the most recent
twelve-month period ended June 30, are available free of charge on the Securities and Exchange Commission
(SEC) Web site at www.sec.gov or on our Web site.

The Fund’s complete list of portfolio holdings, for the first and third fiscal quarters, is filed with the SEC

on Form N-Q. The Fund’s Form N-Q is available on our Web site and the SEC's Web site, www.sec.gov,

and can be reviewed and copied (for a fee) at the SEC's Public Reference Room in Washington, DC. Call
1-800-SEC-0330 to receive information on the operation of the SEC’s Public Reference Room.

We make this information on your fund, as well as monthly portfolio holdings, and other fund details
available on our Web site www.jhfunds.com or by calling 1-800-852-0218.

The report is certified under the Sarbanes-Oxley Act, which requires mutual funds and other public companies
to affirm that, to the best of their knowledge, the information in their financial reports is fairly and accurately
stated in all material respects.

The Fund is listed for trading on the NYSE and has filed with the NYSE its chief executive officer certification
regarding compliance with the NYSE’s listing standards. The Fund also files with the SEC the certification of its
chief executive officer and chief financial officer required by Section 302 of the Sarbanes-Oxley Act.
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DOMESTIC EQUITY

Balanced Fund

Classic Value Fund

Classic Value Mega Cap Fund
Disciplined Value Fund
Disciplined Value Mid Cap Fund
Growth Opportunities Fund
Large Cap Equity Fund

Mid Cap Equity Fund

Rainier Growth Fund

Small Cap Equity Fund

Small Cap Intrinsic Value Fund
Small Company Fund

Sovereign Investors Fund

U.S. Core Fund

U.S. Global Leaders Growth Fund

ASSET ALLOCATION

TARGET RISK

Lifestyle Aggressive Portfolio
Lifestyle Balanced Portfolio
Lifestyle Conservative Portfolio
Lifestyle Growth Portfolio
Lifestyle Moderate Portfolio

TARGET DATE

Lifecycle 2045 Portfolio
Lifecycle 2040 Portfolio
Lifecycle 2035 Portfolio
Lifecycle 2030 Portfolio
Lifecycle 2025 Portfolio
Lifecycle 2020 Portfolio
Lifecycle 2015 Portfolio
Lifecycle 2010 Portfolio

RETIREMENT INCOME

Retirement Distribution Portfolio
Retirement Rising Distribution Portfolio

GLOBAL/INTERNATIONAL EQUITY

Global Opportunities Fund

Global Shareholder Yield Fund
Greater China Opportunities Fund
International Allocation Portfolio
International Core Fund
International Growth Fund
International Value Equity Fund

SPECIALTY

Alternative Asset Allocation Fund
Currency Strategies Fund
Financial Industries Fund

Natural Resources Fund

Regional Bank Fund

Technical Opportunities Fund

INCOME

Bond Fund

Floating Rate Income Fund
Government Income Fund

High Yield Fund

Investment Grade Bond Fund
Strategic Income Fund

Strategic Income Opportunities Fund

TAX-FREE INCOME

California Tax-Free Income Fund
High Yield Municipal Bond Fund
Massachusetts Tax-Free Income Fund
New York Tax-Free Income Fund
Tax-Free Bond Fund

MONEY MARKET
Money Market Fund

CLOSED-END

Bank and Thrift Opportunity Fund

Income Securities Trust

Investors Trust

Preferred Income Fund

Preferred Income Fund II

Preferred Income Fund Ill

Premium Dividend Fund

Tax-Advantaged Dividend Income Fund
Tax-Advantaged Global Shareholder Yield Fund

The Fund's investment objectives, risks, charges and expenses are included in the prospectus and
should be considered carefully before investing. For a prospectus, call your financial professional,
call John Hancock Funds at 1-800-225-5291 or visit the Fund's Web site at www.jhfunds.com.
Please read the prospectus carefully before investing or sending money.
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