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Prospectus Supplement
(To prospectus dated February 13, 2001)

5,000,000 Shares
[SCIOS INC. LOGO APPEARS HERE]
Common Stock

Scios Inc. is selling all of the shares of common stock in this offering. Our
common stock is listed on the Nasdag National Market under the symbol "SCIO."
On May 24, 2001, the last sale price of our common stock on the Nasdag National
Market was $24.56 per share.

Investing in our common stock involves risks. Please read "Risk Factors"
beginning on page S-5.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or passed upon the
adequacy or accuracy of this prospectus supplement or accompanying prospectus.
Any representation to the contrary is a criminal offense.

Price to Underwriting Proceeds
Public Discount to Scios
Per Share S $ $
Total $ $ $

We have granted the underwriters the right to purchase up to an additional
750,000 shares of common stock to cover over—-allotments.

JPMorgan
Lehman Brothers

SG Cowen
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[SCIOS LOGO]
FOCUSING SCIENCE TO ADVANCE MEDICINE
Scios is a biopharmaceutical company developing novel treatments for
cardiovascular and inflammatory diseases. We conduct research using a
disease-based technology platform, integrating expertise in protein biology with
computational and medicinal chemistry. Our goal is to identify and rationally
design small molecule compounds for large markets with unmet medical needs.

Scios is currently focused on the development of two product candidates,
Natrecor (R) (nesiritide) and SCIO-469.

Our Lead Development Projects
PRECLINICAL PHASE T PHASE TIT PHASE TITIT REGULATORY

NATRECOR =========== ===========  ===========  ===========  =======

MARKETED

ACUTE CONGESTIVE HEA

SCT0-469 ~  ===========  ===========

RHEUMATOILD

Natrecor and SCIO-469 have not been approved

BNP: The Body's Response
to Acute Congestive Heart Failure

BNP: Physiological Effects in Acute Congestive Heart Failure

[Graphic depicting the physiological effects of B-type natriuretic peptide (BNP)
in acute congestive heart failure, including the increase in natriuresis and
diuresis, and the decrease in preload, afterload, shortness of breath, PCWP and
aldosterone.]

Natrecor is a recombinant form of B-type natriuretic peptide (BNP). BNP is a
naturally occurring cardiac hormone secreted by the ventricles as part of the
body's response to acute congestive heart failure. Scios discovered BNP in 1988
and began evaluating Natrecor in clinical trials in 1994. To date, nearly 1,000
patients hospitalized with acute congestive heart failure have been treated with
Natrecor in clinical trials. On May 25, 2001 the Cardiovascular and Renal Drugs
Advisory Committee recommended that the U.S. Food and Drug Administration (FDA)
approve Natrecor. Natrecor is currently under review by the FDA, and the FDA is
expected to complete its review of Natrecor in July 2001.

Nearly 1 million U.S. hospitalizations each year are for acute congestive heart
failure.

Source: Archives of Internal Medicine, January 22, 2001
SCIO-469: A Novel Oral, Small
Molecule Inhibitor of p38 Kinase

p38 Kinase Activation in Inflammatory Disease
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[Graphic depicting p38 kinase activation in inflammatory disease in a target
cell, resulting in pain and swelling and tissue inflammation.]

SCIO-469 is a novel oral, small molecule compound under development for the
treatment of inflammatory diseases. In preclinical studies, SCIO-469 inhibited
p38 kinase. p38 kinase is an intracellular signaling enzyme that modulates
pro-inflammatory factors including tumor necrosis factor (INF), interleukin-1
(IL-1), and products of cyclooxygenase-2 (COX-2), which are known to contribute
to both symptoms and disease progression in patients with Rheumatoid Arthritis
(RA) . Two Phase I safety and pharmacokinetic trials have been completed with
SCIO-469, and a Phase II clinical trial in RA patients is expected to begin in
the fourth quarter of 2001.

Rheumatoid Arthritis affects more than 2 million Americans.
Source: Arthritis Foundation 2001
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Important Notice about Information Presented in this
Prospectus Supplement and the Accompanying Prospectus

In this prospectus supplement and the accompanying prospectus, the terms
"Scios," "we," "us" and "our" refer to Scios Inc.

We provide information to you about the common stock in two separate documents:
(a) the accompanying prospectus, which provides general information, and (b)
this prospectus supplement, which describes the specific details regarding this
offering. If information in this prospectus supplement is inconsistent with the
prospectus, you should rely on this prospectus supplement.

You should also read and consider the information in the documents we have
referred you to in "Where You Can Find More Information" on page 2 of the
accompanying prospectus.

Except as otherwise indicated, the information in this prospectus supplement
and the accompanying prospectus assumes no exercise of the underwriter's over-—
allotment option to purchase additional shares of common stock.

You should rely only on the information incorporated by reference or provided
in this prospectus supplement and the accompanying prospectus. We have not, and
the underwriters have not, authorized anyone to provide you with different
information. If anyone provides you with different or inconsistent information,
you should not rely on it. We are not, and the underwriters are not, making an
offer of these securities in any state where the offer is not permitted. You
should not assume that the information in this prospectus supplement and the
accompanying prospectus is accurate as of any date other than the date on the
front of those documents.

ii

Prospectus Supplement Summary

This summary highlights information contained elsewhere in this prospectus
supplement and the accompanying prospectus. This summary does not contain all
of the information that you should consider before deciding to invest in our
common stock. We urge you to read this entire prospectus supplement and the
accompanying prospectus carefully, including the "Risk Factors" section and the
documents identified under "Where You Can Find More Information" in the
accompanying prospectus.

Scios Inc.

We are a biopharmaceutical company developing novel treatments for
cardiovascular and inflammatory disease. Our disease-based technology platform
integrates expertise in protein biology with computational and medicinal
chemistry to identify novel targets and rationally design small molecule
compounds for large markets with unmet medical needs. We are primarily focused
on the development of two product candidates —-- Natrecor for the treatment
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acute congestive heart failure, or acute CHF, and SCIO-469, an oral, small
molecule inhibitor of p38 kinase, for the treatment of rheumatoid arthritis. We
submitted an amendment to our New Drug Application, or NDA, for Natrecor to the
U.S. Food and Drug Administration, or FDA, in January 2001. We expect the FDA
to respond to our amended NDA in July 2001. We completed a Phase Ib clinical
trial on SCIO-469 in April 2001, and we expect to begin a Phase II clinical
trial in the fourth quarter of 2001.

Natrecor—--For the Treatment of Acute Congestive Heart Failure

On May 25, 2001, the Cardiovascular and Renal Drugs Advisory Committee to the
FDA met with our lead clinical investigators to discuss our January 2001
amended NDA for Natrecor. The advisory committee unanimously recommended that
Natrecor be approved by the FDA for sale in the United States for the treatment
of acute CHF. We expect the FDA to announce its decision on whether to approve
Natrecor in July 2001. FDA decisions regarding the approval or non-approval of
an NDA sometimes differ from an advisory committee recommendation, and there
can be no assurance that the FDA will decide to approve Natrecor.

Chronic CHF is characterized by a progressive loss in the heart's ability to
pump blood. According to the American Heart Association's 2001 Heart and Stroke
Statistical Update, approximately 4.7 million Americans currently suffer from
chronic CHF and 550,000 new cases of CHF will be diagnosed in the United States
this year. Annual expenditures for CHF are estimated to be $21.0 billion,
including $15.8 billion for inpatient care.

Many CHF patients will eventually experience a rapid deterioration, or
decompensation, and require urgent treatment in the hospital. This condition is
called acute CHF. Acute CHF accounts for approximately one million hospital
admissions each year in the United States. Acute CHF 1is the most frequent cause
of hospitalization among Medicare patients. In addition, patients suffering
from chronic CHF have a five-year mortality rate of approximately 50%. For more
than a decade, there have been no new FDA-approved drugs to treat acute CHF.

Natrecor is a recombinant form of human B-type natriuretic peptide, or BNP, a
naturally occurring hormone in the body that aids in the healthy functioning of
the heart. BNP is secreted by the ventricles of the heart as a response to CHF.
We believe that the advantage of Natrecor, compared to existing forms of
therapy for acute CHF, is that it works on multiple components of the acute CHF
disease pathway.

In clinical trials, Natrecor has been shown to significantly improve blood
circulation and patient symptoms compared to intravenously administered
nitroglycerin, a common treatment for acute CHF, without the need for labor-
intensive monitoring, and its method of administration does not require
frequent dosing adjustment. In addition, in clinical trials, Natrecor has not
been associated with an increase in the incidence of cardiac arrhythmias, or
irregular heartbeats, and has demonstrated no evidence of drug interactions
with other agents used concurrently in the treatment of acute CHF.

In January 2001, we entered into a marketing alliance with Innovex, a division
of Quintiles, to commercialize Natrecor in North America. Innovex will deliver
a wide range of sales and marketing solutions for us, including hiring,
training and deploying a dedicated cardiology and emergency medicine sales
force of approximately 180 salespeople at our cost.

In March 2001, we initiated the PROACTION trial aimed at investigating the
potential pharmaco-economic impact of Natrecor in improving treatment and
outcomes for acute CHF patients. We expect to complete an interim data analysis
in the third quarter of 2001 and to complete this study in the fourth quarter
of 2001.
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In May 2001, we expanded our existing research collaboration with Medtronic to
initiate a clinical study to evaluate the hemodynamic, endrocrine and clinical
effects of Natrecor using information collected by Medtronic's Chronicle
Implantable Hemodynamic Monitor both during and after infusions of Natrecor.
This study is expected to begin in July 2001 at the Karolinska Hospital in
Stockholm. Our research collaboration also covers the feasibility of infusing
patients with Natrecor using Medtronic's infusion products.

p38 Kinase Inhibitor Program—--SCIO-469 for the Treatment of Inflammatory
Diseases

Autoimmune diseases occur when the immune system is abnormally activated
against its own body. In the case of rheumatoid arthritis, the immune system is
activated against joint tissues. White blood cells then invade the joint space,
and, when activated, produce proteins such as IL-1, TNF and COX-2, which result
in pain, swelling and eventual destruction of the affected joints. We believe
that patients treated with an oral p38 kinase inhibitor could experience a
reduction in both the symptoms and the progression of inflammatory diseases
since it could inhibit the production of IL-1, TNF and COX-2. Oral
administration allows for careful dosage adjustment, which may permit the
physician to inhibit TNF sufficiently to obtain a useful therapeutic effect
without subjecting the patient to the risk of infection associated with
complete TNF inhibition.

The Arthritis Foundation estimates that approximately 2.1 million Americans
currently suffer from rheumatoid arthritis. Decision Resources, an independent
market research group, suggests that the global market for rheumatoid arthritis
therapies will be approximately $6.6 billion by 2009, up from almost $1.5
billion in 1999. Two new protein therapeutics for this disease, Enbrel and
Remicade, have been introduced to inhibit the effects of TNF. Combined U.S.
sales of these agents totaled approximately $956.0 million in 2000. These
treatments have been shown to be effective at arresting the progression of the
disease; however, they must be given by injection or infusion on a repeated
basis and, when taken on a chronic basis, increased rates of infections have
been reported.

SCIO-469 is a novel oral, small molecule compound under development for the
treatment of inflammatory diseases. In preclinical studies, SCIO-469 inhibited
p38 kinase. In January 2001, we completed a Phase Ia clinical trial of SCIO-469
evaluating single doses in healthy volunteers. In April 2001, we completed a
Phase Ib clinical trial in 20 healthy volunteers in which we evaluated the
safety and tolerability of multiple doses of SCIO-469 over a two-week period.
Based on the results of these trials, we plan to begin a Phase II clinical
trial in the fourth quarter of 2001.

Our Strategy
Our goal is to become a leading biopharmaceutical company focused on developing
and commercializing novel pharmaceutical products that address large market
opportunities with unmet medical needs, initially in the areas of
cardiovascular and inflammatory disease. Key elements of our strategy include
the following:

Maximizing the Near-Term Commercial Opportunities for Natrecor

Expanding the Commercial Opportunities for Natrecor

Advancing the Development of Our Small Molecule Therapeutics Program
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Broadening our Product Portfolio through License or Acquisition
Collaborating Selectively with Biotechnology and Pharmaceutical Companies
Corporate Information

We were incorporated in California in 1981 under the name California
Biotechnology Inc. and reincorporated in Delaware in 1988. We changed our name
to Scios Inc. in February 1992, and to Scios Nova Inc. in September 1992
following our acquisition of Nova Pharmaceuticals, Inc. We returned to using
the name Scios Inc. in March 1996. Our principal executive offices are located
at 820 West Maude Avenue, Sunnyvale, California 94085. Our telephone number is
(408) 616-8200.

Our website is located at www.sciosinc.com. Information contained on our
website does not constitute part of this prospectus supplement or the
accompanying prospectus.

We own various copyrights, trademarks and trade names used in our business
including the following: Natrecor (R) and Fiblast (R). This prospectus supplement
and the accompanying prospectus also include trademarks, service marks and
trade names of other companies, including the following: Veletri (TM),

Chronicle (TM), BIOBYPASS(R), Gliadel(R), Biodel (R), Enbrel(R), Remicade(R),
Celebrex(R), Vioxx(R), Risperdal(R), Simdax(R), Paxil(R), Eskalith(R), Eskalith
CR(R), Stelazine(R), Thorazine (R) and Parnate (R).

S-2

The Offering

Common stock offered.......... 5,000,000 shares

Common stock to be outstanding
after the offering........... 44,623,271 shares

Use of proceeds.......ovvv... We intend to use the net proceeds of this
offering for operating costs, capital
expenditures and working capital needs,
including costs associated with Natrecor and
research and development of other developmental
products. See "Use of Proceeds."

Nasdag National Market
Symbol. ottt e e e "SCIOo"

The information set forth above is based on 39,623,271 shares of our common
stock outstanding as of May 21, 2001 and excludes:

5,387,886 shares of common stock issuable as of May 21, 2001 upon the
exercise of outstanding options at a weighted average exercise price of
$11.61 per share;

700,000 shares of common stock issuable as of May 21, 2001 upon exercise of
outstanding warrants at a weighted average exercise price of $20.00 per
share;
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499,100 shares of common stock issuable as of May 21, 2001 upon conversion of
4,991 shares of Series B convertible preferred stock;

2,562,702 shares of common stock reserved for future issuance as of May 21,
2001 under our stock option plans;

375,000 shares of common stock reserved for future issuance as of May 21,
2001 under our employee stock purchase plan; and

30,000 shares of unvested restricted common stock outstanding as of May 21,
2001.

Summary Consolidated Financial Data

The summary consolidated financial data set forth below should be read in
conjunction with the sections of this prospectus supplement entitled "Selected
Consolidated Financial Data," "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and our consolidated financial
statements and related notes thereto contained elsewhere in this prospectus
supplement. The following consolidated statement of operations data for the
years ended December 31, 1998, 1999 and 2000 are derived from our audited
consolidated financial statements. Our audited consolidated financial
statements as of December 31, 1999 and 2000 and for each of the three years in
the period ended December 31, 2000 are included elsewhere in this prospectus
supplement. The consolidated financial data as of March 31, 2001 and for the
three months ended March 31, 2000 and March 31, 2001 are derived from our
unaudited consolidated financial statements included elsewhere in this
prospectus supplement. The as adjusted balance sheet data reflects the net
proceeds from the sale of 5,000,000 shares of common stock in this offering at
an assumed public offering price of $24.56 per share, after deducting estimated
underwriting discounts and commissions and our estimated offering expenses.

Three Months Ended
Year Ended December 31, March 31,

In thousands, except
share and per share
data (Unaudited)
Consolidated Statements of
Operations Data
Revenues:
Product sales and co-
promotion
commissions, net of
EXPENSES. vt v eneennnn $ 6,567 S 9,953 s 6,914 s 1,331 S 1,483
Research and
development
contracts........... 38,101 18,402 5,710 1,894 1,097
Gain on sale of
marketing rights.... —= - - - 9,363
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Costs and expenses:
Research and

development......... 46,637 34,305 39,278 9,284 9,480
Marketing, general
and administrative.. 10,022 11,983 16,711 3,476 6,480
Restructuring charges
(credits) ..vovevan.. —— 6,400 (993) —— ——
56,659 52,688 54,996 12,760 15,960
Loss from operations... (11,991) (24,333) (42,372) (9,535) (4,017)
Other income (expense),
oY 11,102 4,283 (147) 10 (206)
Equity in net loss of
affiliate............. (1,343) - - - -
Provision for income
LAXES it et et et e e (131) (14) (3) —— ——
Net 10SS. e eeennnn. $ (2,363) $ (20,064) s (42,522) s (9,525) s (4,223)

Loss per common share,
basic and diluted..... $ (0.06) $ (0.53) $ (1.12) $ (0.25) $ (0.11)

Weighted average number
of common shares
outstanding used in
calculation of net
loss per share, basic
and diluted........... 37,694,358 37,730,048 37,997,872 37,780,077 39,290,982

As of March 31, 2001

In thousands (Unaudited)
Consolidated Balance Sheet Data
Cash and cash equivalents, and marketable securities

(current and NON=CUTXTENL) v vttt ittt ettt ee e et eeeennnnns $ 62,179 $ 177,982
Working capital. ...ttt ittt et e ee et eeaeeens 11,795 127,598
Total ASSEE S . it ittt ittt ittt ettt ettt ettt et e 86,087 201,890
Long—term debt ... ..ttt ittt et et e 39,944 39,944
Total stockholders' equity......uiiiiiiiiennnnnnnn. 15,616 131,419

S-4

Risk Factors

You should carefully consider the following risk factors and all other
information contained in this prospectus before purchasing our common stock.
Investing in our common stock involves a high degree of risk and you may lose
part or all of your investment. Please read "Special Note Regarding Forward-
Looking Statements."

Risks Related to Natrecor
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If the FDA finds that our amended NDA for Natrecor does not support approval
for marketing, the commercialization of Natrecor may be delayed or prevented

In April 1999, the FDA issued us a non-approval letter for Natrecor. To address
the FDA's concerns, we conducted a Phase III clinical trial, and in January
2001, we submitted an amendment to our NDA seeking approval to market Natrecor
in the United States. We are initially seeking FDA approval for use of Natrecor
as a treatment for acute CHF. The FDA may not find our clinical data adequate
to support Natrecor as a treatment for acute CHF or any other disease.
Moreover, the FDA may require us to commence and complete additional clinical
trials to generate additional data to support product approval for the
treatment of acute CHF, which may lead to a substantial delay in its approval
of Natrecor or prevent Natrecor from being approved for any medical use.

On May 25, 2001, the Cardiovascular and Renal Drugs Advisory Committee to the
FDA met with our lead clinical investigators to discuss our January 2001
amended NDA for Natrecor. The advisory committee unanimously recommended that
Natrecor be approved by the FDA for sale in the United States for the treatment
of acute CHF. FDA decisions regarding the approval or non-approval of an NDA
sometimes differ from an advisory committee recommendation. For example, in
April 1999, the FDA issued a non-approval letter for Natrecor even though in
January 1999, the Cardiovascular and Renal Drugs Advisory Committee to the FDA
had recommended approval of Natrecor. There can be no assurance that the FDA
will decide to approve Natrecor for sale in the United States. Even if Natrecor
is approved by the FDA, we cannot exclude the possibility that serious adverse
events related to the use of Natrecor might occur in the future, which could
either limit its use or cause the FDA to revoke our approval to market
Natrecor.

If Natrecor does not gain market acceptance, our business will suffer

Even if clinical trials demonstrate the safety and efficacy of Natrecor and the
necessary regulatory approvals are obtained, Natrecor may not gain market
acceptance among physicians, patients, healthcare payors and the medical
community. We will need to educate doctors and other healthcare advisors of the
safety and clinical efficacy of Natrecor and its potential advantages over
other treatments. The degree of market acceptance of Natrecor will also depend
on a number of factors, including:

the degree of clinical efficacy and safety;
cost-effectiveness of Natrecor;

its advantage over alternative treatment methods; and
reimbursement policies of government and third-party payors.

To the extent market acceptance of Natrecor is limited, our revenues may
suffer.

If the FDA determines that our third-party manufacturing facilities are not
adequate, either before or after receipt of FDA marketing approval, we may lose
the ability to manufacture and sell Natrecor

As part of the NDA approval process and periodically thereafter, the FDA is
likely to inspect each of the facilities involved in manufacturing Natrecor.
Natrecor is manufactured for us by Biochemie GmbH, a subsidiary of Novartis, in
Austria and is shipped in powder form to Abbott Laboratories in McPherson,
Kansas, where it is blended, filled and packaged for shipment. Although each
facility has previously passed FDA inspections, future inspections may find
deficiencies in the facilities or processes that may delay or prevent the

10
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manufacture or sale of Natrecor. Even if the FDA approves Natrecor for
marketing, the FDA will subsequently conduct periodic inspections of these
manufacturing facilities and, if deficiencies are identified, we may lose the
ability to supply and sell Natrecor for extended periods of time.

S-5

We rely on third-party manufacturers, and if they experience any difficulties
with their manufacturing processes, we may not obtain sufficient quantities of
Natrecor to assure availability

We rely on third parties for the manufacture of bulk drug substances and final
drug product for clinical and commercial purposes relating to Natrecor.
Biochemie GmbH is responsible for manufacturing Natrecor in bulk quantities and
Abbott Laboratories is responsible for blending, filling and packaging
Natrecor, and if they encounter problems in these processes, our revenues from
future sales of Natrecor could decrease. Natrecor is manufactured using
industry accepted recombinant manufacturing techniques which must be conducted
under strict controls and tight timelines. Natrecor is subject to strict
quality control testing during all phases of production and prior to its
release to the market. Any quality control testing failures could lead to a
reduction in the available supply of Natrecor. Biochemie depends on outside
vendors for the timely supply of raw materials used to produce our products,
including Natrecor. Once a supplier's materials have been selected for use in
Biochemie's manufacturing process, the supplier in effect becomes a sole or
limited source of that raw material due to regulatory compliance procedures. We
depend on these third parties to perform their obligations effectively and on a
timely basis. If these third parties fail to perform as required, our ability
to deliver Natrecor on a timely basis would be impaired.

In addition, in the event of a natural disaster, equipment failure, power
failure, strike or other difficulty, we may be unable to replace our third
party manufacturers in a timely manner and would be unable to manufacture
Natrecor to meet market needs.

The success of Natrecor is highly dependent on our partner, Innovex, a division
of Quintiles, for marketing, promotion and sales activities

We believe that for Natrecor to be widely adopted, the efforts of an
experienced sales force are needed. If approved, Natrecor will be the first
FDA-approved drug internally developed and launched by us. Accordingly, we have
entered into an exclusive agreement with Innovex to co-promote, sell and
distribute Natrecor in the United States. As part of our agreement with
Innovex, we intend to build a sales force of approximately 180 people solely
dedicated to the sale of Natrecor. If Innovex and we fail to devote appropriate
resources to promote, sell and distribute Natrecor, sales of Natrecor could be
reduced. If Innovex breaches or terminates its agreement with us or otherwise
fails to conduct its Natrecor-related activities in a timely manner or if there
is a dispute about its obligations, we may need to seek another partner. In
that event, we cannot assure you that we will be able to obtain another partner
on favorable terms, if at all.

The failure of PharmaBio Development, an affiliate of Innovex, to fulfill its
obligation to partially fund the commercialization of Natrecor may affect our
ability to successfully market Natrecor

PharmaBio has agreed to fund $30.0 million of our costs to launch Natrecor over
the first 24 months of Natrecor's commercialization and to loan us up to $5.0
million. Of the $30.0 million, we anticipate that $10.0 million will be paid to
us in 2001 following FDA approval of Natrecor. If PharmaBio breaches or
terminates its agreement with us or otherwise fails to fulfill its financial

11
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obligations under the agreement and we are unable to secure alternative
funding, we may lose our ability to successfully market Natrecor.

In the area of acute CHF, we face competition from companies with substantial
financial, technical and marketing resources, which could limit our future
revenues from Natrecor

Many therapeutic options are available for patients with acute CHF. Currently
used drugs fall into three main categories: vasodilators, inotropes and
diuretics. Natrecor would compete against both vasodilators and inotropes in
the acute CHF market. Many of these drugs are available in generic formulation
with an associated low cost. In addition, milrinone, an inotrope, 1is currently
promoted by Sanofi-Synthelabo. We may not be able to compete effectively with
these long-standing current forms of therapy. In addition, we will price
Natrecor above the cost of these existing drugs, which may harm our competitive
position relative to these drugs.

New drugs in development for the treatment of acute CHF would also compete with
Natrecor if approved by the FDA or other regulatory agencies. Veletri
(tezosentan), a non-selective endothelin receptor antagonist, is being
developed by Actelion and is in late-stage clinical trials as a vasodilator for
the treatment of acute CHF. In addition, Abbott had previously submitted an NDA
for Simdax, a calcium sensitizer described as an inotrope, but withdrew the
application in 2000. To our knowledge, Abbott has not announced its intent to
refile an NDA for Simdax. If any such new drug in development is approved by
the FDA or other regulatory agencies, we may not be able to compete effectively
with these new forms of therapy.

If we fail to gain approval for Natrecor and our other product candidates in
international markets, our market opportunities will be limited

We have not yet filed for marketing clearance for the use of Natrecor or any
other product candidates in foreign countries, and we may not be able to obtain
any international regulatory approvals for Natrecor or any other product we
develop. If we fail to obtain those approvals or if such approvals are delayed,
the geographic market for Natrecor or our other product candidates would be
limited.

We will require a partner to market and commercialize Natrecor and our other
product candidates in international markets

We plan to partner with other companies for the sale of Natrecor and our other
product candidates outside of the United States. We cannot assure you that we
will be able to enter into such arrangements on favorable terms or at all. In
addition, partnering arrangements could result in lower levels of income to us
than if we marketed our products entirely on our own. In the event that we are
unable to enter into a partnering arrangement for Natrecor or our other product
candidates in international markets, we cannot assure you we will be able to
develop an effective international sales force to successfully market and
commercialize those products. If we fail to enter into partnering arrangements
for our products and are unable to develop an effective international sales
force, our revenues would be limited.

If we fail to obtain additional marketing approvals from the FDA for the use of
Natrecor for additional therapeutic indications, our revenues from Natrecor
will suffer

In order to expand the medical uses, or therapeutic indications, for which we
may market Natrecor, we must successfully complete additional clinical trials
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which could be lengthy and expensive and will require the allocation of both
substantial management and financial resources. Thereafter, we will have to
apply separately to the FDA for clearance to market Natrecor for other
indications. We cannot assure you that we will be able to successfully complete
the required clinical trials or that the FDA will approve Natrecor for any
additional indications.

Other Risks Related to Scios

We have a history of losses, expect to operate at a loss for the foreseeable
future and may never be profitable

We may not be able to achieve or earn a profit in the future. We began
operations in December 1981, and since that time, with the sole exception of
1983, we have not earned a profit on a full-year basis. Our losses have
historically resulted primarily from our investments in research and
development. As of March 31, 2001, we had an accumulated deficit of
approximately $415.6 million.

To date, nearly all of our revenues have come from:

one-time signing fees from our corporate partners under agreements supporting
the research, development and commercialization of our product candidates;

one-time payments from our corporate partners when we achieved regulatory or
development milestones;

research funding from our corporate partners;
the sale of marketing rights; and
our psychiatric sales and marketing division.

We expect that our research, development and clinical trial activities and
regulatory approvals, together with future general and administrative
activities and the costs associated with launching and commercializing our
product candidates and launching and commercializing Natrecor in the United
States will result in significant expenses for the foreseeable future.

If we fail to obtain additional capital necessary to fund our operations, we
may have to delay or scale back some of our programs or grant rights to third
parties to develop and market our products

We will continue to expend substantial resources developing new and existing
product candidates, including costs associated with research and development,
acquiring new technologies, conducting preclinical studies and clinical trials,
obtaining regulatory approvals and manufacturing products. We believe that the
net proceeds of this offering and our

current working capital and future payments, if any, from our collaboration
arrangements will be sufficient to meet our operating and capital requirements
for at least the next 12 months. Our need for additional funding depends on a
number of factors including:

higher costs and slower progress than expected in developing product
candidates and obtaining regulatory approvals, particularly for Natrecor;

acquisition of technologies and other business opportunities that require
financial commitments; or
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lower revenues than expected from the commercialization of our potential
products.

Additional funding may not be available to us on favorable terms, if at all. We
may raise funds through public or private financings, collaborative
arrangements or other arrangements. Debt financing, if available, may involve
covenants which could restrict our business activities. If we are unable to
raise additional funds through equity or debt financing when needed, we may be
required to delay, scale back or eliminate expenditures for some of our
development programs or grant rights to develop and market product candidates
that we would otherwise prefer to develop and market internally. If we are
required to grant such rights, the ultimate value of these product candidates
to us may be reduced.

Our operating results are subject to fluctuations that may cause our stock
price to decline

Our revenues and expenses have fluctuated significantly in the past. This
fluctuation has in turn caused our operating results to vary significantly from
quarter to quarter and year to year. We expect the fluctuations in our revenues
and expenses to continue, and thus, our operating results should also continue
to vary significantly. These fluctuations may be due to a variety of factors
including:

the timing and realization of milestone and other payments from our corporate
partners;

the timing and amount of expenses relating to our research and development,
product development and manufacturing activities; and

the extent and timing of costs related to our activities to obtain patents on
our inventions and to extend, enforce and/or defend our patents and other
rights to our intellectual property.

Because of these fluctuations, it is possible that our operating results for a
particular quarter or quarters will not meet the expectations of public market
analysts and investors, causing the market price of our common stock to
decline. We believe that period-to-period comparisons of our operating results
are not a good indication of our future performance, and you should not rely on
those comparisons to predict our future operating or share price performance.

We depend on our key personnel and we must continue to attract and retain key
employees and consultants

We depend on our key scientific and management personnel. Our ability to pursue
the development of our current and future product candidates depends largely on
retaining the services of our existing personnel and hiring additional
qualified scientific personnel to perform research and development. We also
rely on personnel with expertise in clinical testing, government regulation,
manufacturing and marketing. Attracting and retaining qualified personnel will
be critical to our success. We may not be able to attract and retain personnel
on acceptable terms given the competition for such personnel among
biotechnology, pharmaceutical and healthcare companies, universities and non-
profit research institutions. Failure to retain our key scientific and
management personnel or to attract additional highly-qualified personnel could
delay the development of our product candidates and harm our business.

Other than Natrecor, our product candidates are at early stages of development,
and if we are unable to develop and commercialize these product candidates
successfully, we will not generate revenues from these products
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To date, none of our product candidates has been commercialized. Other than
Natrecor, all of our product candidates are in early stages of development. We
face the risk of failure normally found in developing biotechnology products
based on new technologies. Successfully developing, manufacturing, introducing
and marketing our early-stage product candidates will require several years and
substantial additional capital.

Our operations depend on compliance with complex FDA and comparable
international regulations. If we fail to obtain approvals on a timely basis or
to achieve continued compliance, the commercialization of our products could be
delayed

We cannot assure you that we will receive the regulatory approvals necessary to
commercialize our product candidates, which could cause our business to fail.
Our product candidates are subject to extensive and rigorous government
regulation by the FDA and comparable agencies in other countries. The FDA
regulates, among other things, the development, testing, manufacture, safety,
efficacy, record-keeping, labeling, storage, approval, advertising, promotion,
sale and distribution of biopharmaceutical products. If our potential products
are marketed abroad, they will also be subject to extensive regulation by
foreign governments. None of our lead product candidates has been approved for
sale in the United States or any foreign market. In addition, we have only
limited experience in filing and pursuing applications necessary to gain
regulatory approvals, which may impede our ability to obtain such approvals.

The results of preclinical studies and clinical trials of our products may not
be favorable

In order to obtain regulatory approval for the commercial sale of any of our
product candidates, we must conduct both preclinical studies and human clinical
trials. These studies and trials must demonstrate that the product is safe and
effective for the clinical use for which we are seeking approval. We expect to
begin a Phase II clinical trial of SCIO-469 in the fourth quarter of 2001. The
results of this trial or other clinical trials that we may conduct in the
future may not be successful. Adverse results from our current or any future
trials would harm our business.

We also face the risk that we will not be permitted to undertake or continue
clinical trials for any of our product candidates in the future. Even if we are
able to conduct such trials, we may not be able to satisfactorily demonstrate
that the products are safe and effective and thus qualify for the regulatory
approvals needed to market and sell them. Results from preclinical studies and
early clinical trials are often not accurate indicators of results of later-—
stage clinical trials that involve larger human populations.

Our products use novel alternative technologies and therapeutic approaches
which have not been widely studied

Many of our product development efforts focus on novel alternative therapeutic
approaches and new technologies that have not been widely studied. These
approaches and technologies may not be successful. We are applying these
approaches and technologies in our attempt to discover new treatments for
conditions that are also the subject of research and development efforts of
many other companies.

Rapid changes in technology and industry standards could render our potential
products unmarketable

We are engaged in a field characterized by extensive research efforts and rapid
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technological development. New drug discoveries and developments in our field
and other drug discovery technologies are accelerating. Our competitors may
develop technologies and products that are more effective than any we develop
or that render our technology and potential products obsolete or
noncompetitive. In addition, our potential products could become unmarketable
if new industry standards emerge. To be successful, we will need to enhance our
product candidates and design, develop and market new product candidates that
keep pace with new technological and industry developments.

Many other companies are targeting the same diseases and conditions as we are.
Competitive products from other companies could significantly reduce the market
acceptance of our products

The markets in which we compete are well-established and intensely competitive.
We may be unable to compete successfully against our current and future
competitors. Our failure to compete successfully may result in pricing
reductions, reduced gross margins and failure to achieve market acceptance for
our potential products. Our competitors include pharmaceutical companies,
biotechnology companies, chemical companies, academic and research institutions
and government agencies.

For example, many pharmaceutical and biotechnology companies have initiated
research programs similar to ours. Many of these organizations have
substantially more experience and more capital, research and development,
regulatory, manufacturing, sales, marketing, human and other resources than we
do. As a result, they may:

develop products that are safer or more effective than our product
candidates;

obtain FDA and other regulatory approvals or reach the market with their
products more rapidly than we can, reducing the potential sales of our
product candidates;

devote greater resources to market or sell their products;
adapt more quickly to new technologies and scientific advances;

initiate or withstand substantial price competition more successfully than we
can;

have greater success in recruiting skilled scientific workers from the
limited pool of available talent;

more effectively negotiate third-party licensing and collaboration
arrangements; and

take advantage of acquisition or other opportunities more readily than we
can.

In addition, our product candidates, if approved and commercialized, will
compete against well-established existing therapeutic products that are
currently reimbursed by government health administration authorities, private
health insurers and health maintenance organizations. We face and will continue
to face intense competition from other companies for collaborative arrangements
with pharmaceutical and biotechnology companies, for relationships with
academic and research institutions and for licenses to proprietary technology.
In addition, we anticipate that we will face increased competition in the
future as new companies enter our markets and as scientific developments
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continue to expand the understanding of various diseases. While we will seek to
expand our technological capabilities to remain competitive, research and
development by others may render our technology or product candidates obsolete
or noncompetitive or result in treatments or cures superior to any therapy
developed by us.

If we are unable to protect our intellectual property rights adequately, the
value of our potential products could be diminished

Our success 1is dependent in part on obtaining, maintaining and enforcing our
patents and other proprietary rights. Patent law relating to the scope of
claims in the biotechnology field in which we operate is still evolving and
surrounded by a great deal of uncertainty. Accordingly, we cannot assure you
that our pending patent applications will result in issued patents. Because
certain U.S. patent applications may be maintained in secrecy until a patent
issues, we cannot assure you that others have not filed patent applications for
technology covered by our pending applications or that we were the first to
invent the technology.

Other companies, universities and research institutions have or may obtain
patents and patent applications that could limit our ability to use,
manufacture, market or sell our product candidates or impair our competitive
position. As a result, we may have to obtain licenses from other parties before
we could continue using, manufacturing, marketing or selling our potential
products. Any such licenses may not be available on commercially acceptable
terms, if at all. If we do not obtain required licenses, we may not be able to
market our potential products at all or we may encounter significant delays in
product development while we redesign potentially infringing products or
methods.

In addition, although we own a number of patents, including issued patents and
patent applications relating to Natrecor and certain of our p38 kinase
inhibitors, the issuance of a patent is not conclusive as to its validity or
enforceability, and third parties may challenge the validity or enforceability
of our patents. We cannot assure you how much protection, if any, will be given
to our patents if we attempt to enforce them and they are challenged in court
or in other proceedings. It is possible that a competitor may successfully
challenge our patents or that challenges will result in limitations of their
coverage. In addition, the cost of litigation to uphold the validity of patents
can be substantial. If we are unsuccessful in such litigation, third parties
may be able to use our patented technologies without paying licensing fees or
royalties to us.

Moreover, competitors may infringe our patents or successfully avoid them
through design innovation. To prevent infringement or unauthorized use, we may
need to file infringement claims, which are expensive and time-consuming. In
addition, in an infringement proceeding, a court may decide that a patent of
ours is not valid or may refuse to stop the other party from using the
technology at issue on the grounds that its technology is not covered by our
patents. Policing unauthorized use of our intellectual property is difficult,
and we cannot assure you that we will be able to prevent misappropriation of
our proprietary rights, particularly in countries where the laws may not
protect such rights as fully as in the United States.

In addition to our patented technology, we also rely on unpatented technology,
trade secrets and confidential information. We may not be able to effectively
protect our rights to this technology or information. Other parties may
independently develop substantially equivalent information and techniques or
otherwise gain access to or disclose our technology. We

S-10
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require each of our employees, consultants and corporate partners to execute a
confidentiality agreement at the commencement of an employment, consulting or
collaborative relationship with us. However, these agreements may not provide
effective protection of our technology or information or, in the event of
unauthorized use or disclosure, they may not provide adequate remedies.

If we fail to negotiate or maintain successful arrangements with third parties,
our development and marketing activities may be delayed or reduced

We have entered into, and we expect to enter into in the future, arrangements
with third parties to perform research, development, regulatory compliance,
manufacturing or marketing activities relating to some or all of our product
candidates. If we fail to secure or maintain successful collaborative
arrangements, our development and marketing activities may be delayed or
reduced. We may be unable to negotiate favorable collaborative arrangements
that, if necessary, modify our existing arrangements on acceptable terms.

Most of our agreements can be terminated under certain conditions by our
partners. In addition, our partners may separately pursue competing products,
therapeutic approaches or technologies to develop treatments for the diseases
targeted by us or our efforts. Even if our partners continue their
contributions to the collaborative arrangements, they may nevertheless
determine not to actively pursue the development or commercialization of any
resulting products. Also, our partners may fail to perform their obligations
under the collaborative arrangements or may be slow in performing their
obligations. In these circumstances, our ability to develop and market
potential products could be severely limited.

Risks Related to Our Industry
We face uncertainties over reimbursement and healthcare reform

In both domestic and foreign markets, future sales of our potential products,
if any, will depend in part on the availability of reimbursement from third-
party payors such as government health administration authorities, private
health insurers and other organizations. Third-party payors are increasingly
challenging the price and cost-effectiveness of medical products and services.
Significant uncertainty exists as to the reimbursement status of newly-approved
health care products. Even if we were to obtain regulatory approval, our
product candidates may not be considered cost-effective and adequate third-
party reimbursement may not be available to enable us to maintain price levels
sufficient to realize an appropriate return on our investments in product
development. Legislation and regulations affecting the pricing of
pharmaceuticals may change before any of our product candidates is approved for
marketing. Adoption of such legislation and regulations could further limit
reimbursement for medical products and services. If the government and third-
party payors fail to provide adequate coverage and reimbursement rates for our
potential products, the market acceptance of our products may be adversely
affected.

We may be required to defend lawsuits or pay damages in connection with the
alleged or actual harm caused by our product candidates

We face an inherent business risk of exposure to product liability claims in
the event that the use of our product candidates is alleged to have resulted in
harm to others. This risk exists in clinical trials as well as in commercial
distribution. In addition, the pharmaceutical and biotechnology industries in
general have been subject to significant medical malpractice litigation. We may
incur significant liability if product liability or malpractice lawsuits
against us are successful. Although we maintain product liability insurance, we
cannot be sure that this coverage is adequate or that it will continue to be
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available to us on acceptable terms.

We use hazardous materials in our business, and any claims relating to improper
handling, storage or disposal of these materials could harm our business

Our research and development activities involve the controlled use of hazardous
materials, chemicals, biological agents and radioactive compounds. We are
subject to federal, state and local laws and regulations governing the use,
manufacture, storage, handling and disposal of such materials and certain waste
products. Although we believe that our safety procedures for handling and
disposing of such materials comply with the standards prescribed by such laws
and regulations, the risk of accidental contamination or injury from these
materials cannot be completely eliminated. In the event of such an accident, we
could be held liable for any resulting damages, and any such liability could
exceed our resources. We may be required to incur significant costs to comply
with these laws in the future. Failure to comply with these laws could result
in fines and the revocation of permits, which could prevent us from conducting
our business.

Risks Related to Our Offering

Our stock price continues to experience large fluctuations, and you could lose
some or all of your investment

The market price of our stock has been and is likely to continue to be highly
volatile. These price fluctuations have been rapid and severe. The market price
of our common stock may fluctuate significantly in response to the following
factors, most of which are beyond our control:
variations in our quarterly operating results;
changes in securities analysts' estimates of our financial performance;
changes in market valuations of similar companies;
announcements by us or our competitors of significant contracts;
acquisitions, strategic partnerships, Jjoint ventures or capital commitments;
additions or departures of key personnel;
future sales of common stock;
announcements by us or our competitors of technological innovations of new
therapeutic products, clinical trial results and developments in patent or
other proprietary rights;
announcements regarding government regulations, public concern as to the
safety of drugs developed by us or others or changes in reimbursement

policies; and

fluctuations in stock market price and volume, which are particularly common
among securities of biopharmaceutical companies.

We are at risk of securities class action litigation
In the past, securities class action litigation has often been brought against

a company following a decline in the market price of its securities. This risk
is especially relevant for us because biotechnology companies have experienced
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greater than average stock price volatility in recent years. Several years ago,
we were the subject of a securities class action lawsuit, which was eventually
dismissed with a determination that the plaintiffs had no basis for their
claim. If we face such litigation in the future, it could result in substantial
costs and a diversion of management's attention and resources, which could harm
our business.

We have implemented provisions in our charter documents that may ultimately
delay, discourage or prevent a change in our management or control of us

Our certificate of incorporation and bylaws contain provisions that could make
it more difficult for our stockholders to replace or remove our directors or to
effect any other corporate action. These provisions include those which:

prohibit holders of less than ten percent of our outstanding capital stock
from calling special meetings of stockholders;

prohibit stockholder action by written consent, thereby requiring stockholder
actions to be taken at a meeting of our stockholders; and

establish advance notice requirements for nominations for election to the
board of directors or for proposing matters that can be acted upon by
stockholders at stockholder meetings.

Moreover, our certificate of incorporation does not provide for cumulative
voting in the election of directors, which would otherwise allow less than a
majority of stockholders to elect director candidates.

Some of the above provisions may also have possible anti-takeover effects,
which may make an acquisition of us by a third party more difficult, even if
such an acquisition could be beneficial to our stockholders. In addition, our
certificate of incorporation also authorizes us to issue up to 20,000,000
shares of preferred stock in one or more different series with terms to be
determined by our board of directors at time of issuance. As of March 31, 2001,
an aggregate of 71,053 shares of preferred stock had been authorized for
issuance by the board of directors and 4,991 shares were issued and
outstanding. Issuance of other shares of preferred stock could also be used as
an anti-takeover device.

Special Note Regarding Forward-Looking Statements

This prospectus contains forward-looking statements. These statements relate to
future events or our future financial performance. We have attempted to

identify these statements by terminology including "anticipate," "believe,"
"can," "continue," "could," "estimate," "expect," "intend," "may," "plan,"
"potential," "predict," "should," or "will" or the negative of these terms or

other comparable terminology. These statements are only predictions and involve
known and unknown risks, uncertainties and other factors, including the risks
and uncertainties outlined under "Risk Factors," that may cause our or our
industry's actual results, levels of activity, performance or achievements to
be materially different from any future results, levels of activity,
performance or achievements expressed or implied by these forward-looking
statements.

Although we believe that the expectations reflected in these statements are
reasonable, we cannot guarantee future results, levels of activity, performance
or achievements.
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S-13

Use of Proceeds

We estimate that the net proceeds from the sale of the 5,000,000 shares of
common stock that we are offering will be approximately $115.8 million, based
upon an assumed public offering price of $24.56 per share, after deducting
estimated underwriting discounts and commissions and our estimated offering
expenses. If the underwriters exercise their option to purchase 750,000
additional shares in the offering, we estimate the aggregate net proceeds to us
will be approximately $133.3 million.

We intend to use the net proceeds of this offering for operating costs, capital
expenditures and working capital needs, which may include the following:

manufacturing and commercializing Natrecor;

clinical trials for additional Natrecor indications, SCIO-469 and other
pipeline products;

research and development of other pipeline products;

costs of regulatory activities associated with Natrecor, both in the United
States and abroad; and

other general corporate purposes.

We have not identified the amounts we plan to spend on each of these areas or
the timing of such expenditures. Proceeds of this offering may also be used to
acquire companies, technologies or products that complement our business
although we are not planning or negotiating any such transactions as of the
date of this prospectus supplement. The amounts actually expended for each
purpose may vary significantly depending upon numerous factors, including the
amount and timing of the proceeds from this offering, progress with the
regulatory review, manufacture and commercialization of Natrecor and progress
with our other development programs. Expenditures will also depend upon the
establishment of collaborative arrangements with other companies, the
availability of additional financing and other factors.

Pending these uses, we intend to invest the net proceeds in United States
Treasury and agency obligations, highly-rated corporate obligations or other
liquid investments.

Price Range of Common Stock and Dividend Policy
Since 1983, our common stock has traded on the Nasdag National Market. We
currently trade under the symbol "SCIO." The following table sets forth the

high and low reported sale prices for our common stock for the periods
indicated as reported on the Nasdag National Market.

2001
el = A 15 i = $23.88 $12.50
Second Quarter (through May 24) ... i ittt ittt ittt et 30.50 19.50
2000
el = O 15 i = $ 9.19 $ 4.13
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SECONA QUAT L T e i v it et et e e e e et et et et et et e e 5.91 3.38
0 T o O G = o i 11.44 5.44
L 6 il o N O 6 = = 24.63 8.75
1999
e = O 15 i = $12.50 $ 8.13
SECONA QUAT L T e i v it et et et e e et ettt et et e et et ettt 9.94 2.88
0 T o O G = o i 5.25 3.25
L 6 il o N O 6 = 5.16 3.38

On May 24, 2001, the last reported sale price of our common stock on the Nasdag
National Market was $24.56 per share. As of May 15, 2001, we had approximately
4,079 stockholders of record.

We have never declared or paid cash dividends on our common stock or preferred
stock. We do not intend to declare or pay any cash dividends on our common
stock or preferred stock in the foreseeable future. We plan to retain any
earnings for use in the operation of our business and to fund future growth.

S-14

Capitalization
The following table presents our unaudited capitalization as of March 31, 2001:
on an actual basis; and

on an as adjusted basis to reflect the sale of 5,000,000 shares of common
stock in this offering at an assumed public offering price of $24.56 per
share, less estimated underwriting discounts and our estimated offering
expenses.

The number of shares of common stock to be outstanding after this offering does
not include:

5,387,886 shares of common stock issuable as of May 21, 2001 upon the
exercise of outstanding options at a weighted average exercise price of
$11.61 per share;

700,000 shares of common stock issuable as of May 21, 2001 upon exercise of
outstanding warrants at a weighted average exercise price of $20.00 per
share;

499,100 shares of common stock issuable as of May 21, 2001 upon conversion of
4,991 shares of Series B convertible preferred stock;

2,562,702 additional shares of common stock reserved for future issuance as
of May 21, 2001 under our stock option plans;

375,000 additional shares of common stock reserved for future issuance as of
May 21, 2001 under our employee stock purchase plan; and

30,000 shares of unvested restricted common stock outstanding as of May 21,
2001.

This table should be read with "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and our consolidated financial
statements and the accompanying notes appearing elsewhere in this prospectus
supplement.
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As of March 31, 2001

Actual As Adjusted

(Unaudited)

In thousands, except share data
Long—term debt ...ttt ittt ettt ettt $ 39,944 $ 39,944
Stockholders' equity:

Preferred stock; $0.001 par value; 20,000,000 shares

authorized; 4,991 shares issued and outstanding,

actual and as adjusted. . ...ttt ittt e e - -

Common stock; $0.001 par value; 150,000,000 shares

authorized; 39,364,224 shares issued and

outstanding, actual and 44,364,224 shares as

=K 6 = Y o O 39 44
Additional paid-in capital........iiiiii it nnn 430,408 546,206
Notes receivable from stockholders..................... (406) (406)
Deferred compensation, net........ ...t (1006) (106)
Accumulated other comprehensive income................. 1,311 1,311
Accumulated defdcoit o i ittt it e e e e e e e e (415, 630) (415, 630)

Total stockholders' equity......uiiiiiiiiinnnnnn.. 15,616 131,419

Total capitalization.....e ittt eeeeeneeeeenns $ 55,560 $ 171,363

Dilution

If you invest in our common stock, your interest would be diluted to the extent
of the difference between the public offering price per share of our common
stock and the adjusted net tangible book value per share of our common stock
after this offering. Our net tangible book value per share as of March 31, 2001
is $0.40. We calculate net tangible book value per share by dividing net
tangible book value, which equals total tangible assets less total liabilities,
by the number of outstanding shares of our common stock.

Assuming a public offering price of $24.56 per share, our as adjusted net
tangible book value at March 31, 2001 would have been $2.96 per share. This
represents an immediate increase in the net tangible book value per share of
$2.56 per share to existing stockholders and an immediate dilution of $21.60
per share to new investors purchasing shares of common stock in this offering.

The following table illustrates this dilution on a per share basis:

Assumed public offering price per share............. ... $24.56
Net tangible book value per share as of March 31, 2001...... $ 0.40
Increase per share attributable to new investors............ 2.56

As adjusted net tangible book value per share after this
L sl 1 L 2.96
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Dilution per share to new investors

Selected Consolidated Financial Data

You should read our selected consolidated financial data set forth below in
conjunction with "Management's Discussion and Analysis of Financial Condition
and Results of Operations" and our consolidated financial statements and
related notes thereto contained elsewhere in this prospectus supplement.
following selected consolidated statement of operations and consolidated
balance sheet data as of and for the years ended December 31, 1996 through 2000
are derived from our audited consolidated financial statements. Our audited
consolidated financial statements as of December 31, 1999 and 2000 and for each
of the three years in the period ended December 31, 2000, are included
elsewhere in this prospectus supplement. The consolidated financial data as of
March 31, 2001 and for the three months ended March 31, 2000 and 2001 are
derived from our unaudited consolidated financial statements included elsewhere
in this prospectus supplement.

The

1996 1997 1998 1999 2000
In thousands, except share and per
share data
Consolidated Statements of
Operations Data
Revenues:
Product sales and co-
promotion commissions,
net of expenses (1)... $ 9,578 $ 8,045 S 6,567 $ 9,953 $ 6,914
Research and
development
contracts............. 19,531 6,414 38,101 18,402 5,710
Gain on sale of
marketing rights...... - - - - -
29,109 14,459 44,668 28,355 12,624
Costs and expenses:
Research and
development........... 39,424 41,907 46,637 34,305 39,278
Marketing, general and
administrative........ 11,738 12,289 10,022 11,983 16,711
Restructuring charges
............. -= -— -— 6,400 (993
51,162 54,196 56,659 52,688 54,996
Loss from operations.... (22,053 (39, 737) (11,991 (24,333 (42,372)

March

(Unaudi
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Other income (expense):
Investment income
Interest expense
Realized gains (losses)

on securities
Other income (expense),

Equity in net loss of
affiliate

Minority interest

Loss before provision
for income taxes
(Provision) benefit for
income taxes

Net 10SS.eeeeeeeeeennnnn
Loss per common share,
basic and diluted......
Weighted average number
of common shares
outstanding used in
calculation of net loss
per share, basic and
diluted

In thousands

Consolidated Balance
Sheet Data
Cash and cash
equivalents, and
marketable securities
(current and
noncurrent)
Working capital
(deficit)
Total assets
Long-term debt
Total stockholders'
equity

Effective April 1,
psychiatric products.

2001,

5,942 3,966 4,154 4,828 4,774 1,384
- (2,229) (2,685) (2,793) (3,796) (991)
- - 9,003 4,933 (152) (84)
(1,445) 517 630 (2,685) (973) (299)
4,497 2,254 11,102 4,283 (147) 10
274 (1,261) (1,343) — — —
(1,121) — — — — —
(18,403) (38,744) (2,232) (20,050) (42,519) (9,525)
- 77 (131) (14) (3) -
$ (18,403) $ (38,667) $  (2,363) S (20,064) $ (42,522) $  (9,525)
$ (0.51) S (1.07) $ (0.06) S (0.53) $ (1.12) $ (0.25)

35,885,922 36,105,797 37,694,358 37,730,048 37,997,872 37,780,077

———————————————————————————————————————————— March 31,
1996 1997 1998 1999 2000 2001
(Unaudited)
$ 62,170 $ 64,700 $ 97,311 $100,712 $71,531 $62,179
(5,838) 4,524 8,083 1,706 13,057 11,795
113,961 116,871 138,829 118,272 88,387 86,087
349 31,919 34,573 42,866 39,095 39,944
93,628 60,142 74,926 42,787 17,763 15,616

we no longer intend to sell or co-promote
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Management's Discussion and Analysis of
Financial Condition and Results of Operations

The following discussion should be read in conjunction with our consolidated
financial statements, including the related notes, contained elsewhere in this
prospectus supplement. The following discussion also contains forward-looking
statements about our plans, objectives and future results. These forward-
looking statements are based on our current expectations, and we assume no
obligation to update this information. Realization of these plans and results
involves risks and uncertainties, and our actual results could differ
materially from those discussed here. Factors that could cause or contribute to
such differences include those set forth under "Risk Factors."

Overview

We are a biopharmaceutical company developing novel treatments for
cardiovascular and inflammatory diseases. Our disease-based technology platform
integrates expertise in protein biology with computational and medicinal
chemistry to identify novel targets and rationally design small molecule
compounds for large markets with unmet medical needs.

We are primarily focused on the development of two product candidates—-—-Natrecor
for the treatment of acute CHF, and SCI0O-469, an oral, small molecule inhibitor
of p38 kinase, for the treatment of rheumatoid arthritis.

Results of Operations
Three Months Ended March 31, 2001 and 2000
Revenues

Net Product Sales and Co-Promotion Commissions. Net product sales and co-
promotion commissions for the three months ended March 31, 2001 were $1.5
million versus $1.3 million for the three months ended March 31, 2000. We no
longer intend to sell or co-promote psychiatric products.

Research and Development Contract Revenues. Research and development contract
revenues were $1.1 million for the three months ended March 31, 2001 versus
$1.9 million for the three months ended March 31, 2000. The decrease of

$0.8 million is primarily due to the end of our research collaboration
agreement with DuPont Pharmaceutical Company, effective November 2000.

Gain on Sale of Marketing Rights. Commencing in the fourth quarter of 2000, we
solicited and received bids regarding the sale of our exclusive marketing
rights for certain GSK psychiatric products sold by us. The marketing rights
were eventually sold to GSK. The marketing rights were originally licensed from
GSK under a 1990 licensing agreement. In order to effect the sale, the
licensing agreement was terminated effective March 31, 2001, and we will
receive from GSK $4.0 million in 2001, $3.0 million in 2002 and $2.5 million in
2003. We recognized a one-time gain of $9.4 million related to the sale.

Costs and Expenses

Research and Development. Research and development expenses were $9.5 million
and $9.3 million for the three months ended March 31, 2001 and 2000,
respectively. The expenses were mainly attributable to clinical expenses
related to Natrecor and research expenses related to our p38 kinase inhibitor
program.

Marketing, General and Administrative. Marketing, general and administrative
expenses were $6.5 million and $3.5 million for the three months ended March
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31, 2001 and 2000, respectively. The increase of $3.0 million in expenses for
the quarter is largely attributable to the costs associated with building a
marketing and sales infrastructure for the anticipated Natrecor product launch.

Other Income (Expense). Net other income (expense) was $(0.2) million and

$10, 000 for the three months ended March 31, 2001 and 2000, respectively. The
decrease of $0.2 million in income (expense) was principally due to the

$0.6 million decline in investment income due to the lower cash balances from
quarter to quarter, which was partially offset by an increase in realized gains
on marketable securities of $0.3 million.

S-18

Years ended December 31, 2000, 1999 and 1998
Revenues

Total Revenues. Total revenues, after the reclassification required by EITF 99-
19, were $12.6 million, $28.4 million and $44.7 million for the years ended
December 31, 2000, 1999 and 1998, respectively. In 2000, approximately 40% of
our total revenues were derived from PSMD product sales under our license
agreement with GSK. This license agreement was terminated in March 2001, and
effective April 1, 2001, we discontinued the sale of these products. In 1999,
no customer accounted for more than 10% of our total revenues. In 1998,
research and development contract revenues from Bayer AG accounted for
approximately 55% of our total revenue.

Net Product Sales and Co-Promotion Commissions. Net product sales and co-
promotion commissions were $6.9 million, $10.0 million and $6.6 million for the
years ended December 31, 2000, 1999 and 1998, respectively, and were primarily
derived from sales of PSMD products. The $3.0 million decrease in net product
sales and co-promotion commissions from 1999 to 2000 was primarily the result
of reduced distributor inventories caused by manufacturing and product shelf
life issues of Eskalith CR, coupled with sales erosion due to increased
competition and the introduction of generic drugs. The $3.4 million increase
from 1998 to 1999 was primarily attributable to an increase in prescriptions
for PSMD products resulting from increased marketing programs.

Research and Development Contract Revenues. Research and development contract
revenues were $5.7 million, $18.4 million and $38.1 million for the years ended
December 31, 2000, 1999 and 1998, respectively. The $12.7 million decrease from
1999 to 2000 was primarily attributable to $9.0 million in one-time milestone
payments received in 1999 from corporate partners Chiron Corporation and Novo
Nordisk A/S, $2.3 million in clinical research funding from Bayer AG and

$1.9 million in royalty payments from GenVec and Guilford Pharmaceuticals. The
$19.7 million decrease from 1998 to 1999 was primarily due to $20.0 million
received from Bayer AG in 1998 for the commercialization of Natrecor. The
agreement with Bayer AG was terminated in May 1999 after non-approval of
Natrecor in April 1999 by the FDA.

Costs and Expenses

Research and Development. Research and development expenses were $39.3 million,
$34.3 million and $46.6 million for the years 