
Help protect your 
valuable retirement assets

10Common IRA mistakes



You’ve worked hard to build your retirement assets. 
And you want them to continue to work hard for you — throughout 

your working career and your retirement years, and then for your family 

and heirs after that. IRAs are wonderful products, with lots of benefits and 

flexibility, but those benefits come with certain rules and regulations you 

need to keep in mind. 

John Hancock wants to help you keep your IRA assets working hard. 

This workbook highlights some of the most common mistakes that 

people make with their IRAs, so that you can learn to avoid them. Use 

the lines provided to jot down your own notes or questions, so that you 

can call your financial professional and schedule a follow-up meeting. 

10Common 

IRA
Mistakes
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Solution: Avoid this problem completely! When you have the choice, go with a direct rollover or 

transfer. When a qualified plan or an IRA is transferred directly between financial institutions, there  

is no mandatory tax withholding and no 60-day window to be missed.

Note: If you are over age 70½ and rolling over IRA assets from one financial institution to another, make sure that you have taken that 
year’s Required Minimum Distribution (RMD) prior to the transaction. Current-year RMDs are not eligible for rollovers. 

1 based on your own tax situation, you may receive more or less than the taxes withheld.

An individual only has 60 days to reinvest the funds, including amounts withheld for tax purposes —  

or risk losing the tax-deferred status of the investment.

There are two types of rollovers: the IndIReCT rollover and the dIReCT, trustee-to-trustee rollover. As you can see, a 

direct rollover is simpler, with fewer potential pitfalls.
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Failing to complete an indirect  
rollover within 60 days 

inDirect

individual requests $100,000 rollover from her qualified retirement plan.  

A 20% mandatory tax is withheld. 60-day clock starts!

A refund for tax withheld can be 
requested in the next tax year if 

rollover is completed within 60 days.1

+
You add $20,000 
of your own money

The $100,000 should be rolled 
over in 60 days or you’ll owe 

taxes on the amount withheld.

1/1/08
PAy to Jane Doe $80,000
eighty thousand dollars 

	    ACME	401(k)

Direct

individual requests a $100,000 

 rollover from her qualified retirement 

plan to her irA custodian.

Custodian receives $100,000 rollover

Individual receives $80,000 IRS receives $20,000

3/1/08
PAy to irA custodian $100,000
one hundred thousand dollars 

	    Jane	Doe

1/1/08
PAy to irS $20,000
twenty thousand dollars 

	    ACME	401(k)

4/1/09
PAy to Jane Doe $20,000
twenty thousand dollars 

	    U.S.	Treasury	Department

1/1/08
PAy to irA custodian $100,000
one hundred thousand dollars 

	    ACME	401(k)
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Spousal continuation mistakes

Solution: Be sure to consider all the possible options carefully before electing spousal continuation 

of an IRA. Your financial professional can help you examine each option before making a decision. 

 c  If the surviving spouse is under 

age 59½ and needs income,  

there is no 10% penalty on  

distributions from an IRA kept  

in the deceased spouse’s name.

 c  If the surviving spouse is older 

than age 70½, doesn’t need 

income now and his/her late 

spouse was younger than 70½, 

he/she may wish to keep the IRA 

in the late spouse’s name. This 

allows the surviving spouse to 

delay distributions from the IRA 

until the deceased spouse would 

have turned age 70½, had he/she 

not died.

 c  If the applicable federal estate  

tax exemption has not been fully 

used, the surviving spouse may 

want to “disclaim” rights to a 

portion of the IRA up to the 

amount of the applicable  

exemption. 

WheN MIght A suRvIvINg sPouse Choose Not to tReAt the IRA As hIs oR heR oWN?

Some missed planning opportunities may occur where the rollover or spousal continuation is accomplished 

without first considering all possible options.

While the surviving spouse has the option of treating his/her late spouse’s IRA as their own, or rolling the IRA assets into 

their own IRA, they may not wish to do so in every case. 

notes

2
MiStAke #



IF you DoN’t NAMe A beNeFICIARy, WhAt hAPPeNs to youR IRAs?

1  If the IRA owner was over age 70½ when he/she passed away and was taking RMDs, the estate may continue taking distributions over the life expectancy of the IRA owner as if 
he/she had not died.
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Failing to name a beneficiary

notes
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A lack of a named beneficiary can require distributions from the IRA, loss of the stretch capability and 

can result in probate.

Whatever	happens,	don’t	make	this	mistake! One common mistake occurs when an IRA owner fails to name a beneficiary. 

Unlike other property, IRAs do not pass by a will; rather, they pass according to the terms of the IRA’s Beneficiary  

designation Form. Accordingly, the IRA Beneficiary Designation Form could be one of your most important estate 

planning documents, but it is often overlooked or neglected. 

Solution: To save money, time, trouble and stretch potential, an IRA owner should name individuals 

as beneficiaries. He or she should also designate contingent beneficiaries, so that in the event the 

primary beneficiary pre-deceases the IRA owner, the IRA assets don’t pass to the estate and  

ultimately probate.

 ■  The default beneficiary will generally be the 

owner’s estate. 

 ■  This will most likely result in a loss of both the  

stretch option and spousal continuation. 

 ■  This then requires distributions from the IRA to 

be made as a lump sum or within five years after 

the death of the owner.1 

 ■  In addition, the IRA will be subject to probate. 

Probate can be a costly, time-consuming,  public process 

that may be avoided simply by ensuring that your 

Beneficiary designation Form is properly completed.

 ■  The income tax rate tends to be higher 

when IRAs are paid to an estate rather than  individual 

beneficiaries.



irA
Primary

beneficiary
contingent
beneficiary

 last
updated

1

2

3

4
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Clients may make distributions to unintended beneficiaries, such as an ex-spouse. 

Whoever is named on an IRA beneficiary form is entitled to receive the assets. So IRA owners should 

review their beneficiary designations at least annually or upon any life event, such as a birth or adoption  

of a child, marriage, divorce or death of a family member. For instance, a beneficiary designation 

should be updated whenever an IRA owner becomes divorced; in most cases, if the ex-spouse continues 

to be named as a designated beneficiary, the ex-spouse will inherit that IRA upon the death of the 

IRA owner. To change a beneficiary designation on an IRA, you must actively change it with a new 

beneficiary form. 

Also, if grandchildren are named beneficiaries, make sure the value of the IRA (and other assets) 

passing to the grandchildren do not exceed the applicable generation-skipping transfer tax. To the 

extent it does, there can be an additional tax of 45% (for 2008).

Solution: Ensure that the intended beneficiaries inherit the IRA by undertaking 

an annual review of your beneficiary designation forms to make sure they are  

up-to-date and accurate.
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Failing to review and update  
beneficiary designation forms

 Missing any accounts, beneficiaries or forms? If so, ask your financial professional for the 

 beneficiary forms needed. And then be sure to regularly review and update your accounts.
?
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Beneficiaries fail to stretch their IRA distributions 

The twins both invested their inheritance and had identical rates of return. How did Sally end up with almost twice as much 

money? A long period of tax deferral, made possible by using the STReTCH IRA technique, made an incredible difference. 

Solution: If maximizing the stretch is important to beneficiaries, make sure you know the rules and 

key dates. And talk to the beneficiaries, if possible, BEFoRE they inherit.

Sally decides to set up a 

STReTCh IRA. 

 ■  she pays taxes on her required 

minimum distribution (RMD). 

 ■  she invests her RMD proceeds 

for even more growth potential. 

 ■  At 65, her after-tax proceeds 

could grow to $871,863.

 ■  she would still have $1,058,560 

in her beneficiary IRA for a total 

of $1,930,423.

Beneficiaries often liquidate their inherited IRA too quickly, resulting in immediate income taxes due.  

A stretch plan can help pass IRA assets to beneficiaries by providing the following advantages:

 ■  The beneficiaries’ tax liability is spread over their lifetime.

 ■  The undistributed IRA assets will continue to be invested in a tax-deferred manner, even as withdrawals are being taken.

 ■  Additional IRA assets can be accessed when needed.

Let’s look at an example of 35-year-old twins (Bob and Sally), who each inherit a $250,000 IRA from their grandmother. 

neither needs the money now, so both decide to invest it; how they invest it makes all the difference.

PoteNtIAl gRoWth oF $250,000 oveR 30 yeARs
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$162,500
$250,000

$871,863
After-tax 

RMD 
proceeds

$1,058,560
Beneficiary 

IRA

$1,044,966

$1,930,423

$87,500 
paid in taxes

No taxes paid

Bob removes his money from the 

IRA by taking a full distribution. 

he pays $87,500 in taxes.

 ■  this leaves bob with $162,500 

to invest. 

 ■  his after-tax proceeds could 

grow to over $1,044,000 by  

the time he reaches 65.

$162,500
$250,000

$871,863
After-tax 

RMD 
proceeds

$1,058,560
Beneficiary 

IRA

$1,044,966

$1,930,423

$87,500 
paid in taxes

No taxes paid

This illustration assumes that tax laws and regulations pertaining to IRAs do not change over the 30-year period. 

Both examples assume an annual 8% return. The after-tax investment assumes that all gains are taxed in the year 

they were earned at an effective tax rate of 20%. (For this illustration, we assumed a 15% federal tax on dividends 

and capital gains and a 5% state tax rate.) This example is hypothetical and does not represent any particular 

investment and does not include the effect of any charges or fees.



If non-spousal beneficiaries take receipt of IRA assets, it results in an 

immediate taxable distribution. 

A common mistake is when people believe that the 60-day rollover rules apply 

to non-spousal beneficiaries. They don’t! non-spousal beneficiaries should not 

take actual receipt of IRA assets if they intend to transfer those assets to another 

IRA, as doing so would result in an immediate taxable distribution.

Separate rollover rules apply to inherited IRAs. non-spousal beneficiaries do 

have the right to transfer IRA assets directly to an IRA at another financial  

institution. Such a transfer must be a direct trustee-to-trustee transfer. 

non-spousal beneficiaries must generally take distributions from their inherited 

IRAs, whether transferred or not, within five years after the death of the IRA 

owner. An exception to this rule applies if the beneficiary elects to take  

distributions over his or her lifetime, often referred to as “stretch.”1 

Solution: Transfer inherited IRA assets directly to a beneficiary 

IRA at another financial institution.

Transferring inherited IRAs to  
non-spousal beneficiaries

notes
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1  When using the stretch option, the first distribution needs to be taken by the end of the year in the year following the death of 
the IRA owner.
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Naming trusts as beneficiaries of IRAs may become a tax trap for the unwary.

Although it eliminates the spousal IRA option, estate planning attorneys frequently use trusts as 

beneficiaries of IRAs. If the trust is not structured properly, however, and does not qualify as a  

look	through	trust, the IRA assets will be paid out within five years after the owner passes away. 

This eliminates the stretch option for beneficiaries and results in immediate taxation. 

But if the only beneficiaries of the trust are identifiable persons, the IRS has permitted “looking	

through” the trust to the oldest trust beneficiary and allows stretching distributions from the IRA 

to the trust based on the life expectancy of that oldest trust beneficiary. Another reason to give trusts 

close scrutiny: naming a trust as beneficiary of an IRA may also create an additional tax cost, since 

trusts are taxed at a 35% tax rate on any income over $10,700 (for 2008) that is earned by or distributed 

into the trust and not distributed from the trust to the trust beneficiaries during the same year. 

Solution: Make sure that your trust will qualify as a look through trust, but 

also ask your financial professional if the trust is the best recipient to name in  

the first place.

Naming trusts as beneficiaries7
MiStAke #



If no successor beneficiary is named and the primary beneficiary dies, 

the IRA will distribute to the estate, pass through probate and will 

result in the loss of “stretch.”

Beneficiaries of IRAs often do not realize that when they inherit an IRA they 

have a right to, and should, name their own successor beneficiary. This is 

particularly important if the beneficiary intends to stretch IRA distributions over 

his or her lifetime. Should the primary beneficiary die prior to receiving all of 

the IRA distributions, the successor beneficiary could continue stretching the 

distributions over the remaining life expectancy of the deceased beneficiary, 

calculated as if that original beneficiary had not died. This will allow the 

successor beneficiary to maximize the stretch potential.

Solution: As soon as you inherit an IRA, make sure you name 

primary and contingent beneficiaries of your own.

A beneficiary of an inherited IRA fails  
to name a successor beneficiary

notes
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Potentially large tax deductions can be missed in IRD situations.

Beneficiaries of IRAs often overlook valuable income tax deductions. IRAs are considered to be “Income in Respect 

of Decedent” (IRd). Therefore, they are generally included in the owner’s estate for federal estate tax purposes. If estate 

taxes were paid, the beneficiary may have a right to take an income tax deduction equal to the amount of estate taxes 

 attributable to the inherited IRA. It is deductible as a miscellaneous itemized deduction on the beneficiary’s schedule A 

of his or her personal tax return.1 The deduction could be quite large but is often overlooked. 

Solution: Check carefully for the income tax deduction as it relates to IRD treatment. And be sure to 

introduce your financial professional and your tax professional to each other!

WITH IRD INCoME TAx DEDuCTIoN

Owner dies with an IRA worth $1,000,000

estate tax attributable to IRA $400,000

Beneficiary receives $1,000,000

IRD deduction1 ($400,000)

Taxable portion of IRA $600,000

Beneficiary is in 35% tax bracket x.35

Potential tax on $1,000,000 IRA $210,000

Potential savings with IRD deduction $140,000

WITHouT IRD INCoME TAx DEDuCTIoN

Owner dies with an IRA worth $1,000,000

estate tax attributable to IRA $400,000

Beneficiary receives $1,000,000

Taxable portion of IRA $1,000,000

Beneficiary is in 35% tax bracket x.35

Potential tax on $1,000,000 IRA $350,000

irD income tax deduction  
hypothetical example

 this example is purely hypothetical and is shown merely for illustration.

1  IRD is fully deducted as a miscellaneous itemized deduction but is not subject to the 2% of adjusted gross income limits normally associated with this deduction.
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overlooking income tax deductions with  
respect to inherited IRAs 9
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You can lose important benefits by not rolling your assets into an IRA. 

Many times, individuals will leave their retirement assets in an employer-sponsored plan. While the 

assets will continue to receive tax deferral and you still have the same investment options, you may 

be sacrificing some key planning opportunities. Within the 401(k), your investment options may be 

limited and your flexibility for estate planning purposes might be constrained. And few plans offer 

customized individual advice.

Moving retirement assets to an IRA may result in significant tax savings, better investment options 

and increased estate-planning flexibility. That’s because IRAs offer stretch capabilities that most 

401(k)s do not. Most 401(k) and other employer-sponsored plans do not allow for stretch and 

require that upon the death of the employee (the plan participant), all retirement plan assets be 

distributed within five years. So if someone inherited your 401(k), he/she would have to take the 

assets within five years and pay taxes on that amount. If your assets were instead in an IRA, whoever 

inherited your IRA would be able to take gradual payouts over his or her lifetime, based upon age.

Solution: Evaluate the benefits of an IRA carefully when deciding whether or not 

to leave assets in your employer’s plan.

Note: Although spousal beneficiaries may roll employer plan assets into their own IRA, non-spousal beneficiaries 
will generally be limited to a lump sum or five-year payment. beginning in 2007, a plan may permit non-spousal 
beneficiaries to directly transfer inherited plan assets to an inherited IRA. however, if the plan does not permit such 
transfers, or if the transfer is not done correctly or in a timely fashion, this option will not be available. therefore, it 
may be better to consider rolling assets to an IRA now instead of later.
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Keeping assets in an employer-sponsored  
plan after retirement10
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seek Professional Assistance

You put your children in the hands of skilled teachers. You entrust your health to your doctor. Doesn’t  

your financial prosperity deserve the same professional attention? After good health, having money  

and managing finances are two of the factors that matter most in determining the quality of your life.

Do you have someone to help you set long-term goals and plan for the future? Trained financial professionals 

have the experience it takes to help you make the best decisions to suit your individual needs and preferences. 

here are some of the financial professionals most commonly used to develop a well-rounded plan.

 ■  Financial consultants and Planners

These people might also be called brokers, financial planners, investment counselors or registered 

representatives. They are usually investment experts who can help you map out a long-term plan, 

and offer a wide range of products (mutual funds, annuities, separate accounts, stocks, bonds), 

services (advice, asset allocation, rebalancing) and expertise (retirement planning, estate planning). 

Financial consultants must pass stringent exams and coursework, and must meet continuing  

education requirements.

 ■ insurance planners

Insurance agents help people protect their loved ones and guard against unexpected occurrences 

through a range of insurance products such as life, disability and long-term care insurance. Agents 

must complete education and exams, and be licensed at the state level. 

 ■ Accountants 

You might think of your Certified Public Accountant, or CPA, as someone who can advise you on  

tax issues, and of course that’s correct. But some CPAs can also help you with investments and  

estate planning.

 ■ Attorneys 

Lawyers can be called upon for a wide range of services, from setting up a will or a trust for a family, 

to serving as executor or filing papers for probate. Lawyers must complete years of specialized 

schooling and pass Bar exams in their respective states before being allowed to practice.
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the information in this brochure is general in nature and should not be considered tax or legal advice. Consult your financial professional regarding your specific questions, 
or contact an attorney or tax professional for legal or tax help. the returns used in this brochure are hypothetical and do not represent any particular investment.

Any tax statements contained herein are not intended or written to be used and cannot be used for the purpose of avoiding u.s. federal, state and local tax penalties.



At John Hancock, we believe that seeking expert 
help and establishing a relationship with a financial 
professional is the best way to secure the kind of 
life you want to live.

May you enjoy the years ahead!



Visit our Web site at www.jhfunds.com

A fund’s investment objectives, risks, charges and expenses should be considered 
carefully before investing. The prospectus contains this and other important  
information about the Fund. To obtain a prospectus, contact your financial  
professional, call John Hancock Funds at 1-800-225-5291 or visit our Web site  
at www.jhfunds.com. Please read the prospectus carefully before investing or 
sending money.

�

John Hancock Funds, LLC
MeMbeR FINRA  |  sIPC

601 Congress street  ■  boston, MA 02210-2805
1-800-225-5291  ■  1-800-554-6713 tDD  ■  www.jhfunds.com
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A Brand You know and trust

John Hancock has been helping individuals and institutions build and protect wealth 

since 1862. At a time when trust and confidence are at a premium, we are proud to 

offer a full range of investment strategies that carry one of America’s strongest and most 

recognized corporate brands. 

Access to institutional Asset Managers

We offer access to an impressive roster of institutional asset managers not typically 

available to retail investors. Whether you access those managers through individual 

funds focused on a single investment strategy, or through diversified asset allocation 

portfolios, you benefit from the research, experience and independent thinking of 

proven managers who have specialized expertise in their respective asset class or strategy.

A Focus on Your Success

We are committed to you and your success. Our ultimate objective is to help you achieve 

your long-term financial goals. We accomplish this by providing innovative, superior 

investment products, practical educational tools that are easily accessible on our Web site 

and exceptional customer service that meets your individual needs. 

John Hancock Mutual Funds is a 

premier provider of asset management 

and investment strategies, which we 

offer exclusively through financial 

advisers. When selecting a firm to 

help you reach your most important 

financial goals, here are three great 

reasons to consider John Hancock.   

Why John hancock Funds?

�� The John Hancock Mutual Funds Web site won the 2010 “Best of Industry” award in the mutual 
funds category from the Web Marketing Association. 

�� In 2010, kasina ranked the John Hancock Mutual Funds Web site as one of the Top 10 Websites 
for Financial Intermediaries, for the fifth consecutive year.

�� John Hancock Signature Services, Inc., the transfer and shareholder services agent for John Hancock 
Mutual Funds, attained the 2010 “Support Team of the Year” from the American Business Awards.


