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Problem Resolved.

The problem was in the security settings on the Windows 2003 SQL
server.

To set the security settings we had to (from the SQL server) go to
administrative tools/Component Services. Then open up "Component
Services" and Computers. Then right click on "My Computer"
select properties, go to the MSDTC tab and then finally click the
button on the lower left side labeled "Security Configuration".

Then make sure the the following check boxes were checked.

1. Client administration
a. check Allow Remote Client
b. check Allow Remote Administration
2. Check allow Inbound
3. Check allow Outbound
4. Check No Authentification Required
5. Check enable Transactions Internet Protocal (TIP) Transactions
6. Check Enable XA Transactions

Reboot both the SQL server and the BizTalk server.
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